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Aligning MDB Operations with the Paris 
Agreement’s Mitigation Objectives

Climate change mitigation is increasingly urgent. 
With every year of delayed action, the world runs 
out of options to be selective in its available miti-
gation options. The Paris Agreement recognises 
this urgency and calls on all countries undertake 
“ambitious efforts”, while keeping in mind the 
principle of respective responsibilities and capa-
bilities.  

This memo details several approaches Multilat-
eral Development Banks (MDBs) could use to 
evaluate the alignment of their investments and 
other activities with the mitigation objectives of 
the Paris Agreement. It further investigates the 
need to contextualise this evaluation and suggests 
how MDBs can ensure an equitable approach to 
the mitigation requirements of the Paris Agree-
ment. 

In December 2018, the MDBs announced six 
building blocks for Paris alignment, including 
Building Block 1 on aligning with the mitigation 
goals of the Paris Agreement1: “Alignment with 
mitigation goals. Our operations will be consistent 
with the different countries’ low-emissions devel-
opment pathways and compatible with the over-
all climate change mitigation objectives of the 
Paris Agreement. In line with Principle 2 of the 
“Mainstreaming Principles”, we will assess our 
operations against transition risks and opportuni-
ties related to climate change.” 

In September 2019, the MDBs presented interim 
thoughts on their framework for Paris alignment. 
For mitigation, a central element is a flowchart 
that classifies projects as aligned or misaligned. 
The MDBs are in the process of detailing further 
the various blocks in the flowchart and this memo 
provides some suggestions as input to those dis-
cussions. 

This work builds on results from previous re-
search, which developed criteria for Paris align-
ment with a focus on transport and energy infra-
structure.2 It focuses on suggestions to develop 
criteria for Paris-aligned investing, and omits 
methods specifically targeted at assessing transi-
tion risks. However, we understand that by sup-
porting only Paris-aligned activities, transition 
risks will be minimised, at least for new opera-
tions (see also Memo 5). 

OVERARCHING PRINCIPLES 

To be aligned with the Paris Agreement mitigation 
objectives, MDBs enable countries to take mitiga-
tion measures beyond what they can equitably do 
on their own, to do what climate science says is 
required. A comprehensive approach by MDBs is 
required to respect all the objectives of the Paris 
Agreement, linking the different buildings blocks 
they have defined for Paris alignment. This memo 
begins with a number of overarching principles to 
guide implementation of Building Block 1: 

1. Develop methods and tools, including sec-
tor strategies and targets, that support 
peaking global GHG emissions as soon pos-
sible and aim for net-zero CO2 emissions by 
around 2050. As part of a Paris-aligned 
framework, this overarching target provides a 
sense of direction and thus guides the devel-
opment decision making for individual pro-
jects, as well as sector strategies and emis-
sions targets. 

2. If in doubt, assume misalignment. Take a 
conservative approach to activities where 
no clear judgement on their alignment is 
possible, and refine methods over time: In 
some cases, it is difficult to determine to what 
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extent investing decisions are aligned. Ap-
proaches today may not provide a definite an-
swer, results may vary based on the scenarios 
chosen, data may be lacking, or the additional 
effort required to reach a definite answer 
would not be feasible (e.g. in the case of finan-
cial intermediaries, where today, often little 
data are available to the financing institution). 
Under a comprehensive framework, assess-
ment approaches will improve and more data 
will become available over time, decreasing 
the uncertainty. In the meantime, there is a 
risk of approving misaligned projects if they 
cannot be assessed. During this transition pe-
riod, we advise a conservative approach: 
when Paris alignment is uncertain, the project 
should be labelled misaligned. If a bank 
chooses to label an activity “uncertain”, it 
should not call itself overall Paris aligned. 
Once methodologies are established, MDBs 
could move to labelling the few remaining 
“uncertain” projects as such, and explain why 
they still consider them to be aligned consid-
ering the overall portfolio of the organisation. 

Because uncertainty is currently high for 
investments in natural gas, we suggest as-
suming that all fossil fuel investments are 
misaligned unless proven otherwise. 

3. Go beyond current mitigation policies and 
targets to support Paris-aligned pathways: 
Under a Paris-aligned approach, MDBs can 
continue to support NDC and long-term strat-
egy implementation, while also increasing 
support for mitigation measures that help 
countries strengthen those and transition to 
low-carbon, Paris-aligned pathways. The 
NDCs and LTS submitted so far clearly exceed 
the Paris temperature limit and run the risk of 
locking countries into carbon-intensive path-
ways. Thus, alignment with NDCs and other 
national policies and strategies need to be 
considered so that their level of ambition is 
not undermined by MDB activities, but they 
alone cannot guarantee Paris alignment.  

4. Stick to an ambitious interpretation of the 
Paris agreement temperature goal. The 
Paris Agreement goal to limit temperature in-
crease to well below 2°C and pursuing efforts 
to limit if to 1.5°C goes beyond the former 2°C 
limit of the Copenhagen Accord and Cancun 
Agreement. This means the MDBs should aim 
for 1.5°C, given their role as development co-
operation providers and their influence on de-
velopment finance more broadly and their 
role as good examples worldwide.  

IMPLEMENTING BUILDING BLOCK 1 

Approaches to define alignment with the mitiga-
tion objectives 

This section examines various options for devel-
oping criteria to assess alignment of MDB invest-
ment activities with the mitigation goals of the 
Paris Agreement. The options discussed use 
global pathways, sectoral decarbonisation path-
ways, and more detailed benchmarks tailored to 
the specific circumstances of the country or pro-
ject at issue. The memo focuses on quantitative 
approaches, but stresses that additional qualita-
tive considerations will be required to come to a 
final judgement, particularly for investment areas 
where the project context determines alignment. 
The paper does not define benchmarks or criteria 
but explains how the different approaches can be 
useful for different types of analysis to inform in-
vestment decisions, and what potential limita-
tions are.  

Limiting warming to 1.5°C requires the highest 
possible mitigation efforts everywhere. As a re-
sult, these approaches do not differentiate be-
tween countries’ responsibilities and capabilities. 
Section 3 discusses related issues of equity. 

Table 1 provides guidance on what kind of ap-
proach to use, depending on the application. The 
Appendix gives an overview of the level of com-
plexity, data availability and potential sources of 
information for the different approaches. Table 1 
provides some additional considerations on natu-
ral gas investments. 



 

Table 1: Overview of Considerations for Paris Alignment and Approaches to Support the Analysis 

I want to… Useful approaches/In-
puts 

Examples 

Define positive/neg-
ative lists 

Global pathways 

Sector/technology path-
ways  

Net CO2 emissions need to be zero around 2050. 
This implies that coal is phased out quickly globally 
in all scenarios that align with the Paris Agreement 
temperature limit. Investments in coal should thus 
be on the negative list2.  

To get to net-zero, all scenarios aligned with the 
Paris Agreement foresee a strong increase in re-
newable energy. Investment in those technologies 
and related areas (e.g. distribution and storage) 
should be included on the positive list. 

Any investment area produces emissions or is at 
the risk of other sustainability concerns (e.g. gas, 
biomass, large hydro dams, nuclear) should not be 
on a positive list. For some technologies, pathways 
show that it depends on how they are deployed. 
E.g. transmission lines that do not connect a spe-
cific electricity source would require additional 
analysis to understand whether they support a 
transition to a zero-carbon electricity supply. 

Develop sector-spe-
cific criteria for 
alignment 

Sector/technology path-
ways 

Criteria that address 
project context 

Paris-aligned pathways allow for natural gas in-
vestments under very limited circumstances. De-
termining whether a gas plant is aligned requires 
detailed consideration of plant specifications and 
context, including the plant’s lifespan, any non-fos-
sil fuel alternatives, and any additional fossil fuel 
infrastructure that the plant’s construction would 
necessitate and potentially lock-in for the future 
(e.g. a gas pipeline made necessary by the plant). 

Define objectives of 
policy-based lending 

Sector/technology path-
ways 

Sector pathways, such as the development of the 
share of renewable energy, can serve as an input 
for formulating policy objectives. Another example 
is agreeing that the programmes avoid finance 
flows to technologies that are not the best available 
technology. 

Provide inputs to LTS 
processes with coun-
tries 

Global pathways 

Sector/technology path-
ways  

In developing an LTS, a country may need inputs 
on the adequate overall mitigation level, as well as 
sector pathways to achieve such a level.  



 

 Box 1: Considerations for Assessing Alignment of Natu-

ral Gas Infrastructure 

Paris-aligned pathways only allow natural gas in 
exceptional circumstances, 

 where it is proven that no feasible technical al-
ternative exists; or 

 where it is proven that the facility can be repur-
posed for the use of low-carbon gas; or 

 where it is proven that the installation will be 
equipped with carbon capture and storage 
technologies; and 

 where there is no risk of a systemic lock-in as a 
result, e.g. of increased gas demand that will 
lead to further investments in gas infrastruc-
ture. 

In many cases, energy efficiency and renewables 
combined with storage options (batteries/power to 
X) provide the economically more attractive solu-
tion, already limiting the role of natural gas today. 
MDBs should scrutinise every natural gas project, 
and if in doubt label it “misaligned”. Large-scale in-
frastructure that locks in natural gas use for many 
decades needs to receive particular attention. Up-
stream exploration and production of natural gas 
cannot be considered aligned with low-carbon, cli-
mate resilient development pathways.2 

This box describes various elements to consider 
when assessing investments related to natural 
gas, without trying to establish a complete as-
sessment methodology: 

Absolute emissions: Although gas-fired power 
plants emit less CO2 than other fossil fuels, the direct 
emission factor of 350 – 400 g/kWh is too high for 
Paris-aligned pathways in the long run. Leakage dur-
ing the production and transportation of natural gas 
increases the emissions intensity further. If the gas 
plants are equipped with combined heat and power, 
there emissions factor would be lower. IPCC con-
cludes that gas should only be used in the electricity 
sector in 2050 if it is equipped with CCS. Natural gas 
is also used as an energy carrier in industry, where 
less emissions intensive hydrogen replaces it in 
many processes in Paris-aligned scenarios. Another 
important use of natural gas today is the building 
sector, where Paris-aligned pathways project a 

widespread electrification, renewable sources, as 
well as strong energy efficiency measures on the 
building envelope, minimising the role of natural gas 
in the long term and decreasing the emissions inten-
sity of this sector. 

The electricity sector will have to be at zero CO2 
emissions by 2050, or even be a net sink in scenarios 
that make use of Bioenergy Carbon Capture and 
Storage (BECCS). This means that if we use fossil 
power plants by then, those emissions will need to 
be abated by sinks. Even CCS plants emit, given in-
complete capture rates.  

Potential role in electricity systems transition: 
Conventional power plants including gas turbines 
serve as a provider of system inertia and thus stabi-
lise the grid. Some also see natural gas as a peak ca-
pacity for times when variable renewable resources 
are low and demand is high. However, costs for bat-
tery storage are dropping quickly towards cost-com-
petitive levels. 

Relative improvement compared to other op-
tions and alternatives: Some countries currently 
rely heavily on coal, including for inefficient decen-
tralised heating. At least in the short term, moving to 
efficient gas systems is an improvement in terms of 
emissions and energy efficiency, but also local air 
pollution. Wherever possible, zero-carbon options 
should be pursued to replace coal, however where 
renewable resources are lacking or cannot be de-
ployed at the required speed to ensure a secure 
move away from coal, gas can be an alternative. Fea-
sibility studies are required to rule out that no alter-
native exist. Such studies should include a compari-
son of longer-term infrastructure investments im-
plied by the activities, including the risk of stranded 
assets.  

Lock-in risk: The operation time of many invest-
ments in gas infrastructure exceeds by far the mid-
dle of this century. Gas pipelines have a technical 
lifetime of about 80 years. Investments in natural 
gas components risk cementing in a gas-heavy en-
ergy system. This is particularly the case where no 
gas infrastructure exists so far. Significantly expand-
ing or even building up the complete system today 
will unavoidably lead to stranded assets when tran-
sitioning to a Paris-aligned pathway. 



 

Global pathways 

Based on the mitigation objectives in the Paris 
Agreement and emissions scenario literature, we 
can estimate when various economies or entire 
sectors must be decarbonised and how other GHG 
emissions beyond CO2 should develop. Staying 
within the Paris temperature limit requires glob-
ally:  

 Reaching net-zero CO2 emissions around 
20503 

 Achieving a long-term balance of anthropo-
genic GHGs4 

 Decarbonising the energy sector by around 
20505 

 Reaching peak emissions as soon as possible4 

The 2018 IPCC Special Report on 1.5°C, which is 
scientifically robust and vetted by governments, is 
a good source of information for global bench-
marks. 

Under a variety of scenarios that model emissions 
pathways that reach net-zero CO2 by around 2050, 
including those used for the IPCC 1.5°C report, 
sectors for which full decarbonisation is possible 
with existing technology (e.g. energy supply) 
must do so by around 2050. Remaining emissions 
stem from processes or other sectors that are dif-
ficult to decarbonise (e.g. aviation). The scenarios 
require negative emissions in some sectors to 
make up for any remaining emissions in others. 

IPCC bases its findings largely on cost-optimal 
pathways that distribute emissions cuts across 
geographical regions, independent of the level of 
development, based on where reductions are 
least expensive.3 It is important to understand 
that net-zero does not primarily mean balancing 
emissions across regions or countries, but rather 
full decarbonisation where technically feasible, 
with flexibility for sectors or regions where reduc-
ing emissions to zero is currently not possible. 
Getting to net-zero CO2 by mid-century means 
that every tonne of CO2 that can be avoided with 
available technologies should be avoided by 2050. 

One way to complement the approach of setting a 
decarbonisation target year is through a simple 
global emissions pathway towards that year, 

namely 2050, for example, a linear path to 2050 
or one that reduces emissions more rapidly now, 
with slower reductions later. The simple pathway 
can then be used to determine the compatibility of 
activities, projects or targets at different points in 
time.6,7 

An advantage of this approach is its simplicity 
paired with a sound scientific basis: it defines a 
readily understandable target (0 by year x) that is 
nevertheless the result of a large body of scientific 
research (IPCC and others). The main drawback of 
using a global pathway for investment decisions, 
particularly for direct project finance, is of its lim-
ited detail and granularity. The goal of decarboni-
sation by 2050 alone does not define the precise 
global carbon budget available until then, but 
global warming is determined by cumulative 
emissions over time. Moreover, global models 
usually cover the electricity generation sector in 
considerable detail, while providing less guidance 
on the energy demand, industrial processes, and 
agricultural sectors. Further, banks’ operations 
cover different sectors, some relying more heavily 
on difficult to decarbonise investment areas such 
as industry. 

Though simplified, global pathways and compar-
ing investments to globally required mitigation ef-
forts can provide useful insights for technologies 
and – paired with considerations on equity – indi-
vidual countries (see section “Differentiation be-
tween levels of development”). This approach 
could support the development of rough technol-
ogy-based exclusion lists and identify investment 
opportunities in sectors or technologies that ac-
tively support Paris-aligned pathways (compare 
Table 1).  

The objective of net-zero CO2 emissions by 2050 
should guide decisions made now for projects 
with lifespans beyond 2050. For example, build-
ing a gas-fired power plant in 2019 with an ex-
pected 40-year lifespan would not deliver zero 
emissions by 2050. The lifespan here is the tech-
nical operation time of the project, not the imple-
mentation phase nor the duration of the payback 
period for the MDB.  
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Further, global pathways can inform discussions 
with countries on mitigation plans, country pro-
grammes, or long-term low greenhouse gas emis-
sion development strategies (LTSs) (see also, the 
memo on BB4). Net-zero emissions by around 
2050 could also serve as the basis for setting gross 
GHG emission targets at the MDB portfolio level. If 
a bank pursues a portfolio-level target, it needs to 
avoid that it simply moves out of emissive sectors 
such as industry. It thus makes sense to break 
down the net-zero target to different sectors, ac-
knowledging that they decarbonise at different 
speeds. 

Sector and technology pathways 

This approach uses information on a sector, sub-
sector, or even technology level, to determine if 
different investments align with the Paris Agree-
ment. These benchmarks describe development 
of sector indicators over time, for example the 
emissions intensity of the energy and heat supply, 
or requirements for certain efficiency standards 
for new buildings. In comparison to the global 
pathways described in the previous section, this 
approach zooms in to not only describe the re-
quired decrease of emissions globally or on a sec-
tor in aggregate, but lays out how the sector 
should achieve decarbonisation. Examples of such 
benchmarks from literature are8: 

 Increase the share of renewable energy to 
100% by 2050. 

 All new buildings should be fossil-free and 
near-zero energy as of 2020. 

 End fossil-fuelled vehicle sales after 2035. 

Benchmarks can be derived in several ways:  

From global emissions scenarios with sector de-
tail: Most integrated assessment models cover the 
electricity sector in depth. Some global models 
represent the land use sector in more detail, while 
some provide intensity and activity indicators at 
the sector level, for example the development of 
GHG emissions intensity of electricity generation 
over time, or cement production and intensity.  

Sector-specific scenarios or modelling exercises: 
Many bottom-up models cover the energy sector 
in some detail.9–11 Other scenario exercises con-
tain details on the industrial, transport, or build-
ings sectors.9,12 There are studies which focus on 
mitigation opportunities assuming Paris-aligned 
pathways in specific sectors.13 The Science-Based 
Targets initiative has developed approaches for a 
subset of sectors (e.g. chemicals, transport, finan-
cial institutions) to provide benchmarks for com-
panies on how quickly they need to reduce green-
house gas emissions.14 The private sector associa-
tion “We Mean Business” conducted a stakeholder 
process to agree on sector-specific benchmarks 
that can easily be used in practice.15,16 

Through best available technology (BAT) or best 
practice policies: Particularly in sectors where no 
further guidance is available, the most efficient or 
least carbon-intensive solutions could be an indi-
cator for Paris alignment. Avoiding carbon diox-
ide emissions means that every piece of new 
equipment and every renovation should be as ef-
ficient and low-carbon as possible. BAT or best 
practice policies offer viable solutions. Data 
sources for BAT include sector-specific research 
(e.g. for cement17) and databases (e.g. for energy 
efficiency18). Literature reviews for best practice 
polices can be found19,20 for multiple sectors. BAT 
is not per default Paris-aligned, meaning that 
benchmarks resulting from this approach should 
be used with caution.  

When drawing sector-specific benchmarks from 
scenario literature, the following considerations 
help inform a robust approach: First, the studies 
use their own interpretations of Paris-alignment, 
which may deviate from a robust 1.5°C scenario. 
Second, the studies may become outdated very 
quickly. For example, many studies, including the 
IEA reports, fail to reflect the actual progress of 
renewable energy technologies and prices.21 
Third, sector or technology-specific studies are 
not always integrated with global emissions sce-
narios. Hence, it is not always the case that aggre-
gate emissions, together with all other sectors, are 
Paris aligned. Consequently, cross-checking indi-
vidual study results with top-down models is ad-
visable. Many existing data sources have a very 
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specific (sector) focus and will only support meth-
ods for a small subset of projects. 

Sector-specific pathways provide detailed infor-
mation about sectors, subsectors, and technology. 
This means that investment opportunities can of-
ten directly be compared to such benchmarks. 

However, for some sectors, the level of detail is 
limited (e.g. industry). In some sectors, best avail-
able technology is Paris aligned (for example, re-
newable energy in the electricity and heat supply 
complies with a fully decarbonised pathway). In 
others, such as the industrial sector, BAT is not 
necessarily Paris aligned. Ideally, these indicators 
should be pegged to what the Paris Agreement 
says we need to do and not just what the best 
available technology can currently do. Where no 
other low-carbon alternative exists, BAT should 
be assessed for its lock-in risk: If the investment 
can later transition to a low-carbon pathway and 
there is no low-carbon alternative (including de-
mand reductions), it can be considered aligned. 

Further, sector and technology pathways often do 
not allow for differentiation based on project con-
text. The benchmark of “All new buildings should 
be fossil-free and near-zero energy as of 2020” for 
example neglects the variation of capacity of the 
construction industry in different regions. It nei-
ther considers the geographical location of the 
building. For buildings where heating/cooling is 
needed only a few days a year it may be more cost-
efficient to relax insulation standards, while the 
remaining required energy is low-carbon. 

Sector decarbonisation pathways can support 
positive and negative investment lists. They can 
also influence the design of policy-based lending 
instruments, e.g. for formulating policy objectives 
for agreeing that the programmes avoid finance 
flows to technologies that are not the best availa-
ble technology. 

MDBs could work together to build a joint data-
base with sector or technology-specific criteria 
from scenarios and other sources, either as back-
ground information or to develop benchmark lev-
els or technologies to be used in the joint MDB ap-
proach to Paris alignment. Such a database could 
include intensity indicators and how they should 

develop over time. It will be important to update 
this database regularly to reflect technology pro-
gress and new scientific insights. A well-equipped 
database requires efforts to set it up, however it 
would enable banks’ staff and potentially other 
organisations to access the available information 
in the future. 

Criteria that address project context and country cir-
cumstances 

Analysis using the global or sectoral pathways de-
scribed above may not be decisive for all activi-
ties. Instead, Paris alignment will often depend on 
the specific context of the investment. “Context” 
refers to national or local circumstances and de-
velopment priorities and also the precise design 
of the investment and its environment. In terms of 
project design, often the relevant question is not 
“Is this project Paris aligned?” but “How should 
this project be designed so that it is Paris aligned?” 

Project and context specific approaches are often 
necessary to reach a final decision on whether 
certain investment activities are aligned.  

Examples for considering the context of an invest-
ment to derive criteria for Paris alignment are:  

If a country already has a very high share of re-
newable energy in electricity, it should move to 
100% RE in electricity earlier than 2050. 

If the construction industry in a country has no ex-
perience with near-zero energy buildings, the 
year for only allowing near-zero energy buildings 
for new constructions could be moved to 2025 
(rather than 2020). 

If the project enables other economic activities 
that compromise alignment, it should be consid-
ered misaligned (see Box 2). 

Few approaches exist that develop Paris-aligned 
criteria on this level of detail:  

Germanwatch & NewClimate2 illustrate ap-
proaches that consider the context of countries. 
The approach for the transport sector considers 
country circumstances in most detail.  
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Vivero et al.22 formulate recommendations for dif-
ferent countries for the energy transition, based 
on the share of variable renewables in the country 
today (“phases of transition”) and country cir-
cumstances influencing the transition. The chal-
lenge of such a framework is the degree of com-
plexity that arises from combining different cir-
cumstances. The authors therefore formulated 
country case studies but refrained from develop-
ing a framework with generic recommendations 
based on the phases and circumstances. 

The advantage of such a concept is that it can be 
used directly for a very detailed assessment of the 
Paris alignment of projects. The concept is based 
on scientific and technically sound inputs, while it 
allows for flexibility to adjust to country-specific 
circumstances and the project context.  

Limitations arise from limited availability of anal-
ysis and data to feed this concept. It takes thor-
ough research and testing to understand well 
where and how global or sector pathways would 
need to be adjusted to reflect specific circum-
stances. Further, in sum the efforts still need to 
add up to a Paris-aligned pathway. This means 
that if too much flexibility is granted, the approach 
runs the risk of compromising the global path-
ways or climate goals. 

Frameworks as described above could be a cen-
tral piece of the MDBs’ approach to sector-specific 
criteria for Paris alignment. Once a robust method 
is developed, it can be easily deployed by project 
officers or climate change units supporting them. 

 

 

 

 

 

 

Box 2: Linking the Project to Other Economic Activities 

Even if an investment on its own is not misaligned with 
the Paris Agreement, it may enable activities that are 
misaligned. If an aligned investment results in divert-
ing a country from its path towards decarbonisation 
through its economy-wide implications, by extension 
the investment becomes misaligned. 

One example involves the construction of roads and re-
lated infrastructure. It is undisputed that rural roads 
provide remote areas with access to markets, educa-
tion, health services, etc., and are thus important for ru-
ral development. However, for investments in rural 
roads to be Paris-aligned, it will be important to avoid 
lock-in of carbon-intensive infrastructure and increas-
ing deforestation rates. This could mean allowing space 
for non-motorised traffic (e.g. pedestrian pathways, bi-
cycle lanes) or public transportation and preserving 
opportunities for future decarbonisation (e.g. through 
investment in electric charging infrastructure). 

Another example is an investment in district heating. 
Developing a heating network can avoid inefficient de-
centralised heat sources, such as coal or oil stoves. To 
ensure Paris alignment, the heat supply by mid-cen-
tury needs to be fully decarbonised. In parallel, the 
heating demand of buildings will have to decrease. Un-
der these circumstances, investments in a centralized 
heating system with a fossil fuel energy source could be 
Paris aligned if a) there is a clear, proven plan for de-
carbonising the energy source over time, b) the net-
work design considers changes in the heating demand 
over time due to efficiency improvements of the build-
ing stock, and c) feasibility studies demonstrate that 
there is not yet a zero or low-carbon alternative avail-
able. 

MDBs and other finance institutions striving for Paris 
alignment should avoid investments that enable misa-
ligned activities directly or indirectly. Where the exact 
relationship is unclear, the most robust approach is to 
assume misalignment in case of doubt. 
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Paris alignment, equity and country ownership 

In addition to developing robust set of methodol-
ogies to define Paris alignment, the MDBs will also 
have to consider countries’ priorities, responsibil-
ities, and capabilities. This paper argues that 
MDBs should keep the methodologies separate 
from equity considerations. This chapter explains 
our rationale for that and describes how coun-
tries’ national policies and strategies should still 
be considered in a framework for Paris alignment. 

Differentiation between levels of development 

The Paris Agreement reiterates the UNFCCC prin-
ciple of equity and common but differentiated 
responsibilities and respective capabilities, in 
the light of different national circumstances. 
The Agreement also implies that all countries 
need to undertake ambitious mitigation action to 
avoid the most severe impacts of a changing cli-
mate. This is a clear deviation from the Kyoto era, 
where mitigation responsibility was solely with 
developed countries. 

The Paris Agreement does not provide guidance 
on the level of mitigation effort required from 
each country, but the IPCC Special Report on 1.5°C 
shows that all sectors globally must act to mitigate 
climate change. Every year of delayed action lim-
its our freedom to prioritize mitigation measures. 
Under the circumstances, the issue of fairness 
shifts from a question of “who does how much” to 
one of “how fast” and, more importantly “who 
pays”.23 

Recent years have also shown promising develop-
ments for costs of some mitigation technologies, 
for example renewable electricity generation and 
battery storage24. This means, that particularly in 
the energy sector, 0-carbon solutions not only de-
crease emissions and foster other sustainable de-
velopment benefits, they also in many cases pro-
vide the financially most attractive solution al-
ready today. Technology progress thus changes 
the equity debate and emphasises the need for 
MDBs to allow developing countries participate 
and profit from these developments.  

In many sectors and regions, getting on a Paris-
aligned pathway requires a departure from cur-
rent trends. Countries may perceive this as dis-
ruptive and at odds with current government pri-
orities. One essential role of MDBs is to enable de-
veloping countries to participate in mitigation ef-
forts without putting an additional burden on 
them and ensuring whatever measures they take 
support the countries’ development goals.  

Mitigation actions can lead to other benefits. For 
instance, renewable energy development has fos-
tered innovation and created new markets. Devel-
oping countries can benefit from opportunities to 
participate in new markets and may be able to 
take advantage of new technologies that allow 
them to avoid the risk of stranded assets. Still, not 
all mitigation investments will be financially via-
ble for all countries. MDBs have tools to make 
these investments more attractive, such as con-
cessional finance and grants. They can also im-
prove the knowledge base and foster dialogue on 
the links between development objectives, miti-
gation activities, and the broader socio-economic 
context.  

For the sector-specific criteria for Paris align-
ment, this means that the methods should not de-
pend on responsibility or capability of the coun-
tries, while still considering local or country-spe-
cific circumstances. 

Considering countries’ national policies and strategies 

The bottom-up nature of NDCs allows countries 
flexibility to determine their own mitigation path-
ways. Considering countries’ existing and up-
dated mitigation objectives and activities is thus 
critical when assessing Paris alignment. 

The mitigation component of the Paris Agreement 
consists of two main elements: The contributions 
determined and put forward by the countries 
(NDCs and LTS) and the overall goal to limit tem-
perature increase to well below 2°C and pursue 
efforts to limit it to 1.5°C. At this point, the two el-
ements do not fit together, where we know that 
countries’ mitigation commitments on aggregate 
lead to about 3°C warming25, rather than 1.5°C. 
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The Paris Agreement does not prescribe individ-
ual countries’ mitigation efforts to meet the 1.5°C 
limit, so any country might claim that it is aligned 
with Paris. It is a shared responsibility of all coun-
tries to update their targets to ensure that the 
temperature limit is not exceeded.  

Approaches to assess Paris alignment thus cannot 
rely on NDCs or other short-term policies and tar-
gets. This would risk locking countries into a car-
bon intensive pathway over the long term or in-
crease transition risks such as stranded assets. 
While LTSs have a longer time horizon, there is 
still no guarantee that all countries offer Paris-
aligned strategies. 

The MDB approach to Paris alignment needs to 
consider that if an activity is less ambitious than 
elements of a country’s NDC, it would not be Paris-
aligned. NDCs or other national mitigation efforts, 
should not be compromised by global mitigation 
scenarios in line with the temperature limit: The 
approach should reflect the most ambitious path-
way, whether it originates as an NDC or a global 
mitigation scenario or additional considerations 
on the criteria for alignment that reflect the pro-
ject context. In many cases global or sector decar-
bonisation pathways will not lead to a clear result 
on whether a specific activity is aligned or not. 
Where this is the case, this paper recommends de-
veloping alignment definitions based on project-
specific circumstances, rather than attempting to 
break down global emissions scenarios to regions 
or countries using top-down approaches (e.g. 
least-cost or equity approaches). These defini-
tions of alignment can also be an input to support-
ing countries in developing their LTS in a bottom-
up manner.  

When MDBs consider national policies and strat-
egies in their framework for assessing alignment, 
they should, besides formally submitted NDCs, 
consider other sources such as long-term GHG de-
velopment strategies, or other national or sectoral 
mitigation goals. Targets and policies beyond 
emissions targets (e.g. renewable energy targets, 
coal-phase out plans) can provide further orienta-
tion even on a sector or technology level. 

In their work with countries, MDBs already con-
sider the existing legislative framework that could 

affect their planned projects. Considering all cli-
mate change policies could be an additional step 
to ensure reflecting the full picture. Understand-
ing national mitigation efforts can also support 
the development of a Paris-aligned project pipe-
line, where over time, countries and MDBs can de-
velop and prioritise projects that enable countries 
to transition to a low-carbon future. Various 
banks have projects that support NDC implemen-
tation, where such information could be gener-
ated and further used. 

RECOMMENDATIONS 

To develop the MDB’s classification criteria fur-
ther, this paper recommends the steps outlined 
below. The first three refer directly to improve-
ments or refinements of the MDB’s interim classi-
fication criteria presented in September 2019. 

1. Combine a clear target for net-zero carbon 
dioxide emissions around 2050 with sec-
tor and project specific considerations: 
The overarching target to peak emissions as 
soon as possible and reach net-zero CO2 
around 2050 serves as a clear long-term ref-
erence for Paris alignment of all activities. If a 
global peak cannot be reached until 2020 the 
final year must – based on the limited CO2- 
budget - even be earlier than 2050. Addition-
ally, more detailed approaches are needed for 
assessing alignment of technologies in the 
context of specific sectors, and further adapt 
them to the exact circumstances of the pro-
jects. A balance is required between the nec-
essary level of detail and the complexity of 
the analysis. 

2. Develop sector-specific criteria for Paris 
alignment independent of countries’ re-
sponsibilities and capabilities: The respon-
sibilities and capability should reflect in dif-
ferentiation of support, not mitigation out-
come. To limit temperature increase to 1.5°C 
in line with the Paris Agreement, all countries 
have to implement ambitious mitigation ef-
forts, and developed countries must support 
developing countries in those efforts. MDBs 
must enable developing countries to take 
mitigation action beyond what they could do 
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by themselves, to ensure rapid global GHG re-
ductions.  

3. Develop criteria for alignment that reflect 
the project context. In many cases global or 
sector decarbonisation pathways will not 
lead to a clear result on whether a specific ac-
tivity is aligned or not. Where this is the case, 
this paper recommends developing align-
ment definitions based on project-specific 
circumstances, rather than attempting a top-
down break down of global emissions scenar-
ios to regions or countries. Examples are re-
source availability, access to markets for mit-
igation technologies, or the status of the sec-
tors today. These country and circumstance-
specific definitions of alignment can also be 
an input to supporting countries in develop-
ing their LTS in a bottom-up manner.  

4. Ensure consistency of a Paris-alignment 
definition across different approaches 
and banks: While at the beginning, different 
approaches to define Paris alignment may 
originate from different starting points, it is 
important to ensure consistency, for example 
between a global pathway and all sector-spe-
cific pathways in sum. This will require coor-
dination within each MDB, but also consistent 
integration of the different approaches in the 
joint MDB framework.  

5. Ensure full consistency of the mitigation 
finance tracking methodology with the 
definition of Paris alignment. This means 
moving from a definition of climate finance as 
activities that reduce emissions to activities 
that actively support the Paris Agreement 
(compare Memo on Building Block 326) 

6. Build up a joint database for available in-
formation on global, sector pathways and 
countries’ circumstances. This database 
could be jointly filled and reused by all, fos-
tering efficient reuse of available information 
for the MDBs and robustness of the ap-
proaches. The database could also include 
NDCs and other mitigation policies as an in-
put to checking whether activities are aligned 
with those. MDBs could also make the data 
available to other organisations. 



 

APPENDIX 
Table 2: Level of Effort and Example Data Sources of Different Approaches 

Approach Data availability 
and robustness 

Level of detail/complexity Example sources of information 

Global pathways Very good Low IPCC Special report on 1.5°C and underlying scenario 
literature 3. 
Paris Agreement Article 4.1 4. 

Sectoral decarboni-
sation pathways 

Varying by sector Medium Different global and sectoral scenarios (9,10,27, Climate 
Action Tracker Decarbonisation Series 13. 
Integrated Assessment models with sector level reso-
lution: IMAGE Framework 28, GLOBIOM 29, GCAM 30 
6 for transport, buildings and electricity supply  
Subsector/technology level databases 31. 

Sector and circum-
stance specific 
benchmarks  

Poor High Similar approaches available in 2,22,  
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Enhancing Adaptation and Climate-Resili-
ent Operations at the MDBs 

Adaptation is fundamental to the Paris Agree-
ment. Article 2 calls on Parties to respond to cli-
mate change by “increasing the ability to adapt to 
the adverse impacts of climate change and foster 
climate resilience and low greenhouse gas emis-
sions development, in a manner that does not 
threaten food production” (2.1b) and “making fi-
nance flows consistent with a pathway towards 
low greenhouse gas emissions and climate-resili-
ent development (2.1c).”1 

In order to operationalize the Paris Agreement’s 
2.1c, the Multilateral Development Banks (MDBs) 
have identified six building blocks for alignment: 
mitigation, adaptation, reporting, policy support, 
reporting, and internal operations. 2  The second 
building block is concerned with adaptation and 
climate-resilient operations, including the man-
agement of physical climate risks in a manner 
consistent with climate-resilient development, 
identifying opportunities to make MDB opera-
tions more climate-resilient, and supporting a 
significant increase in their clients’ and their 
communities’ ability to adapt to the adverse im-
pacts of climate change3. 

Given that adaptation and mitigation are given 
equal weight in the Paris Agreement, it is imper-
ative that the Multilateral Development Banks 
develop robust processes that put adaptation on 
equal footing when it comes to ensuring that in-
vestments are Paris aligned. 

This issue brief builds on the landscape report, 
Toward Paris Alignment: How the Multilateral De-
velopment Banks Can Better Support the Paris 
Agreement by the World Resources Institute; Ger-
manwatch and the NewClimate Institute, and 
provides more granular recommendations on ad-
aptation.  Additionally, it draws from our review 
of the Paris alignment literature, the MDBs’ exist-
ing efforts on adaptation, discussions with the 
MDBs on how they are beginning to conceptual-

ize the building block, and our own expert opin-
ion on what is feasible and practical at these in-
stitutions. 

OVERARCHING PRINCIPLES 

While all MDB investments need to be aligned 
with the Paris Agreement both in terms of mitiga-
tion and adaptation, there are fundamental dif-
ferences between the two. While mitigation has a 
global impact, adaptation must be done on a local 
scale. Adaptation is arguably a more complex 
process: there is no adaptation analog of the tem-
perature goal of the Paris and no single unit to 
measure like a ton of carbon dioxide.  In contrast, 
resilience is multivariate, and the benefits of re-
silience must be measured differently across sec-
tors. 

The concept of climate-resilient pathways is inte-
gral to the question of Paris alignment of invest-
ment flows.  The Intergovernmental Panel on Cli-
mate Change (IPCC) defines a climate-resilient 
pathway as a “continuing process for managing 
changes in the climate and other driving forces af-
fecting development, combining flexibility, inno-
vativeness, and participative problem solving 
with effectiveness in mitigating and adapting to 
climate change.”4 They are development trajecto-
ries that combine mitigation and adaptation to 
realize the goal of sustainable development and 
help avoid dangerous anthropogenic interfer-
ence with the climate system.  The pursuit of cli-
mate-resilient pathways should identify vulnera-
bilities to climate change impacts, assess oppor-
tunities for reducing risk, and consider decisions 
over both short- and long-term time horizons.5  
Based on this conceptual formulation, we argue 
that the MDBs need to adhere to several funda-
mental principles. 
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MDBs should consider both the resilience of 
and the resilience through investments. These 
two dimensions of resilience have been articu-
lated in the World Bank’s proposed resilience rat-
ings system.6 The Climate Bonds Initiative simi-
larly refers to asset-focused and system-focused 
resilience.7 Firstly, an asset or activity needs to be 
made climate-resilient over the course of its life-
time. In the case of infrastructure, this would be 
strengthening the assets to withstand projected 
changes in climate hazards (temperature, precip-
itation, sea-level rise, and severe precipitation 
events), and the associated impacts, such as 
flooding. For agriculture, this could mean adopt-
ing drought resistant varieties or employing wa-
ter conservation measures. But it is also im-
portant that the investments themselves deliver 
system-wide benefits, such as building commu-
nity or societal resilience by reducing the vulner-
ability of exposed populations, enhancing liveli-
hoods, and protecting assets. 

MDB investments should consider climate 
risk across time scales, evaluate opportuni-
ties and adaptation options for reducing risk, 
and incorporate decision making under un-
certainty.  The risks of climate change will inten-
sify over time, given inertia and time lags in the 
climate system.  Thus it is important to under-
stand and, where possible, quantify the risk over 
many time scales. For infrastructure, this would 
mean over the entire lifetime of the asset (20 -
100 years), though often beyond, as the location 
of future infrastructure is highly dependent on 
the current built form.  Given the uncertainty in 
the future climate projections in many places, es-
pecially at fine spatial or temporal scales, deci-
sion making should factor in uncertainty and 
adopt risk management approaches 8 , such as 
safety margins in adaptation planning9, low- or 
no-regrets options10, the inclusion of sensitivity 
analyses in cost-benefit or other economic anal-
yses11, or robust decision making12, which iden-
tify adaptation strategies that perform well over 
a wide range of possible future climates. 

The MDBs should focus on adaptation effec-
tiveness and track not only the quantity of ad-
aptation investments, but also the quality.  To 

date, the MDBs have focused on measuring adap-
tation volumes. While the current joint reporting 
framework on adaptation finance has been in-
strumental in scaling up adaptation finance at the 
MDBs (increasing from $4.2 billion in 201113 to 
$12.9 billion in 2018 14 ), the current reporting 
does not gauge the effectiveness of adaptation fi-
nance. 

The benefits of resilience should be measura-
ble across sectors.  .  Given that climate change 
permeates all sectors and that there cannot be 
one measure of resilience, the use of sector-spe-
cific resilience metrics across sectors is necessary 
to measure the effectiveness of investments.  
Moreover, wherever possible, the investments 
should try to maximize co-benefits in line with 
the Sustainable Development Goals and comple-
mentarities with climate change mitigation (see 
Box 1 on next page). 

Based on these principles, we argue that the 
MDBs need to: 

1. Ensure that all investments are climate-
resilient by adopting robust quantitative 
processes that incorporate climate risks 
and adaptation options in project design 
and analysis, and 
 

2. Enhance the quality of climate adapta-
tion projects by adopting climate adapta-
tion/resilience metrics.  

 

 

 

 

 

 

 

 

 

 

 



Memo 2: Enhancing Adaptation and Climate-Resilient Operations at the Multilateral Development Banks  16 
 

Box 1: Trade-offs Between Adaptation and Mitigation 

Paris alignment refers to making finance flows consistent 
with a pathway towards low greenhouse gas emissions 
and climate-resilient development. This leads to the 
question as to what extent mitigation and adaptation 
goals are mutually-reinforcing or whether there are 
tradeoffs between the two objectives. There are exam-
ples of adaptation and mitigation working against each 
other – increasing fossil fuel-based air conditioning in re-
sponse to higher temperatures15 – but choosing between 
the two is generally a false choice. Adaptation solutions 
that undermine mitigation efforts to a significant degree 
cannot support climate-resilient pathways. 16 When ad-
aptation results in large associated emissions, it may not 
be the most appropriate course to take, so alternatives 
should be sought. And they typically exist. Given the dis-
tributional impacts of climate change, including poverty, 
the focus of MDBs should be on enhancing resilience in the 
most low-carbon manner as possible. 
But in most cases, adaptation and mitigation will be com-
plementary. Even with the most ambitious adaptation ac-
tions, there will be residual climate impacts. Thus, ambi-
tious mitigation has been called as the best form of adap-
tation. 17   Some interventions provide both adaptation 
and mitigation benefits. For example, natural climate so-
lutions (NCS), such as reforestation, avoided deforesta-
tion, coastal restoration and improved agricultural man-
agement, can provide more than one-third of the climate 
mitigation needed between now and 2030 to have a likely 
chance of keeping global warming below 2°C. And if ef-
fectively implemented, many also offer resilience bene-
fits, such as flood buffering, improved soil health, and en-
hanced crop productivity.18 
In terms of infrastructure, a core focus of MDBs’ invest-
ments, resilience need not entail large associated emis-
sions. There is evidence that integrating gray with green 
infrastructure can provide lower-cost and more resilient 
services than simply relying on gray infrastructure 
alone 19 . Where gray infrastructure needs to be made 
more resilient (e.g. elevating power plants, making water 
conveyance structures larger, enhancing drainage for 
roads), the additional costs may be only a few percent of 
the total project costs20, and, the associated embedded 
emissions from more construction materials may not be 
significant. And small additional GHG emissions would be 
justified with significant achievements in other SDG goals 
and strong resilience benefits, especially for vulnerable 
populations.  

 

 

                                                             
iAIIB and EIB do not currently screen projects. The IFC committed in FY18 to start screening climate vulnerable sectors for 
climate risks 
iiThe EBRD does not incorporate future climate projections into risk screening 

IMPLEMENTING BUILDING BLOCK 2 

Creating processes to ensure all investments are 
climate resilient 

MDB investments need to ensure the resilience of 
investments21 through the adoption of quantita-
tive processes that incorporate climate risk into 
analyses. The first step is to adopt climate risk 
screening early in the project design phase.  This 
is what is currently done at most MDBsi now at 
the project identification or concept note stage.22 

The risk screening typically involves filtering the 
project into several qualitative risk categories, 
e.g. low-, medium- and high-risk, based on loca-
tion-specific quantitative data on current climate 
and/or climate projections. ii The results of the 
screening are generally presented in project doc-
uments, but what comes after this screening var-
ies across MDBs and is not standardized.23 The 
IDB has a new disaster and climate change risk 
assessment methodology that calls for a detailed 
quantitative risk analysis 24 , while the ADB has 
begun to incorporate the costs of climate change 
adaptation measures in cost-benefit analyses and 
discloses the results in publicly-available project 
documents.  For example, the ADB has quantified 
the impacts of climate change with and without 
adaptation measures for a gas-fired power plant 
in Bangladesh25 and included the “climate proof-
ing” costs in its calculation of the project’s Net 
Present Value (NPV) (i.e. sum of the discounted 
benefits minus the costs).26 

All the MDBs should go beyond a qualitative 
screening and systematize a multi-step quantita-
tive process that incorporates climate risk and 
adaptation options in project financial and eco-
nomic analysis (Figure 1) for all projects that are 
screened to have a medium or high climate risk. 
This process should include: 

I. Quantify climate risk.  This would be reported 
in publicly-available project documents. The cli-
mate hazard and impact variables would vary 
across sectors.  For example, for an agriculture 
project this would mean how precipitation and 
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temperature change would impact crop yields, 
while for a water resource project this would in-
clude how precipitation variability would impact 
water supply. An infrastructure project might be 
concerned with how the magnitude of extreme 
weather events, such as 100-year floods or maxi-
mum storm surge would change in the future. 
However, there would be a number of common 
characteristics: 

i. Include short-, medium-, and long-term 
climate risk. The analysis should consider 
current climate risk and the impacts of climate 
change over the short- (< 10 years), medium- 
(20 – 30 years) and long-term (30 – 50+ years).  
It is important to consider a longer-term per-
spective, beyond the project period, to encom-
pass the lifetime of the asset.  For example, 
many infrastructural assets can last 50 years or 
more.27 But even for shorter-lived assets, this 
should apply. Even though roads may last 10 – 
20 years, their future location is often con-
strained by the past. 

ii. Explore a range of scenarios and climate 
models.  Analysis should employ a range of 
emissions scenarios (e.g. business-as-usual–
Representative Concentration Pathway 28 
(RCP) 8.5, 1.5 °C, 2 °C pathways) and climate 
models. (In the near-term, there is little diver-
gence in projected climate impacts across 
emission scenarios, but in the long-term, dif-
ferences become very pronounced.) It always 
preferable to use an ensemble of models that 
well-represent the distribution of projections 
(e.g. “dry” and “wet” climate models), plus the 
ensemble mean or median, rather than rely on 
one model in climate analyses.  

iii. Express uncertainty. Where possible, the 
analyses would be presented in a probabilistic 
manner, e.g. percent chance that minimum 
runoff in a watershed management project 
would fall below x cubic meters per second or 
crop yield would fall by x kilograms per hec-
tare. 

Of course, not all climate risks can be easily 
quantified, and data gaps persist in many geog-
raphies.  Nonetheless, this process is iterative, 
and with time, as data are more available and 

models become more sophisticated, the ability 
to characterize climate risk will improve. 

II. Include climate risk in economic analyses. 
The projects should quantify how climate risk 
could affect the project economics, for example, 
how increased costs (e.g. infrastructure losses to 
higher probabilities of failure) or reduced bene-
fits (e.g. crop yield reductions, decreases in hy-
dropower generation) under different climate 
scenarios would reduce the NPV or Internal Rate 
Return (IRR) of the projects. Not all benefits can 
easily be quantified, so it is important to charac-
terize at least qualitatively how climate risk 
would also impact non-monetary benefits, for ex-
ample, loss of cultural heritage and non-market 
ecosystem values. This is in-line with the general 
recommendation that the MDBs should include 
the full climate costs and benefits in project eco-
nomic analyses.29 

III. Elaborate adaptation options and include 
in project economic analyses (where possi-
ble). Adaptation options should be included in 
the project, and where possible, quantified in the 
project economic analyses (NPV, IRR). Here we 
are not referring to calculating the incremental 
cost of climate change adaptation, which is the 
additional cost of restoring welfare and benefits 
to the level it would have been without climate 
change, ignoring deficits to current climate.30 The 
incremental cost of climate change adaptation is 
difficult to calculate outside of infrastructure and 
does not apply to many adaptation interventions, 
particularly “soft” measures such as capacity-
building.31 We are simply referring to the cost of 
building resilience in a project identified to have 
medium or high climate risks (see ADB’s power 
plant example above). As discussed, of course, not 
all adaptation benefits can be easily quantified 
and thus included in cost-benefit analyses. 

Contingency plans should be described in case of 
failure of the adaptation intervention. Moreover, 
it is important that analyses extend beyond the 
project boundary in some cases, to guard against 
an adaptation measure being implemented that is 
maladaptive with regard to other communities 
outside the project, for example, downstream us-
ers in a water resource management project. 
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IV. Quantify residual risk. Adaptation options 
typically will not remove the climate risk com-
pletely. What remains is the residual risk. There 
may be other options that minimize climate risk, 
but they may not be feasible to implement or may 
have costs that exceed the benefits (e.g. avoided 
losses). Fundamentally, residual risk is depend-
ent of the underlying climate risk and the oppor-
tunities identified to address that risk (adapta-
tion options). In the ADB gas power plant exam-
ple referenced above, the residual impact of cli-
mate change after the incorporation of adapta-
tion measures is estimated in terms of the 
avoided lost power output (GWh). It may not al-
ways be possible to quantify the residual risk 
with great precision. 

Ultimately, in order for a project to be aligned, it 
would have to disclose the results of all the above 
analyses.  This is the end state for assessing align-
ment of investments (Figure 1). However, there 
could be a phased approach for the inclusion of 
these analyses in project preparation.  The MDBs 
can start by quantifying climate risk in medium- 
and high-risk projects. 

There is a very deep literature base on climate 
risk management32, and many organizations have 
presented some of the similar guidance. For ex-
ample, the Climate Bonds Initiative’s has articu-
lated a series resilience principles and associated 
analyses for resilience bonds33, while the Euro-
pean Financing Institutions Working Group on 
Adaptation to Climate Change has produced guid-
ance on incorporating climate information and 
risk into project planning and analyses.34 

 
Figure 1: A decision tree for assessing alignment of medium- 
and high-risk investments in terms of climate resilience. Such 
a process should be the final goal for the MDBs for comprehen-
sive physical climate risk assessment 

The Task Force on Climate-related Financial Dis-
closures (TCFD) has outlined the importance of 
scenario analysis for physical risk.35 The World 
Bank’s proposed climate resilience ratings sys-
tem includes variants of the analyses above. 36 
However, in the ratings system, the implementa-
tion of progressively more sophisticated analyses 
allows projects to attain higher grades on a scale 
from R (unknown) to A+.  One of the main pur-
poses of the proposed ratings system is to pro-
vide risk-related information to private sector in-
vestors. We believe that all projects with medium 
to high climate risks should conduct all analyses 
and publicly disclose the results, if all invest-
ments are truly to be made resilient. 

In March 2018, the EBRD became the first MDB to 
commit to the TCFD recommendations37 and has 
outlined a series of recommendations for corpo-
rations consistent with the process we describe, 
including the need to: assess physical risks over 
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the lifetime of the asset, estimate potential finan-
cial impacts from climate, perform forward-look-
ing analyses of climate risk, and adopt scenario 
analyses with multiple emissions scenarios and 
climate models.38 

Aggregating the results of the analyses outlined 
above across projects would allow the MDBs to 
begin to report on physical risk of new invest-
ments, in accord with the TCFD.39 The MDB TCFD 
reporting could include: the number and volume 
of projects exposed to the current and future cli-
mate risks, annual expected costs of climate im-
pacts (expected loss), and the costs of adaptation 
measures (see also Memo 5).  

Adopting climate resilience metrics 

MDB investments need to enhance the resilience 
through their investments 40  by moving beyond 
the current input-based approach to adaptation 
finance that does not measure effectiveness, i.e. 
the benefits per dollar of investment. The MDBs 
need to shift to an output, outcome and impact fo-
cus (see Figure 2)41 and adopt resilience metrics 
that allow tracking and reporting of the effective-
ness of adaptation projects. 42  Indeed, the need 
for adaptation metrics is one of the main lessons 
that the MDBs learned from the joint reporting on 
adaptation finance tracking. 43  We would assert 
that adaptation metrics should be reported for 
every project included in the joint reporting on 
adaptation finance. These metrics should also be 
included in the corporate results frameworks for 
each MDB.

Adaptation metrics include both indicators (usu-
ally single factor or variable measures) and indi-
ces (often composites of indicators). Various indi-
cators can be formulated depending on whether 
they are trying to assess climate vulnerability, 
adaptive capacity, risk, resilience or climate im-
pacts.44 While adaptation and resilience are often 
used interchangeable, they are distinct concepts. 
The IPCC defines adaptation as “the process of ad-
justment to actual or expected climate and its ef-
fects”, while resilience is “the capacity of social, 
economic and environmental systems to cope 
with a hazardous event or trend or disturbance, 
responding or reorganizing in ways that maintain 
their essential function, identity and structure, 
while also maintaining the capacity for adapta-
tion, learning and transformation.45” Adaptation 
describes the process by which one seeks to min-
imize current and future risks, reduce vulnerabil-
ity, and enhance resilience, while resilience de-
scribes a state or an outcome rather than a pro-
cess.46 Metrics also vary in terms of what they 
measure along the standard project results chain: 
inputs, outputs, outcomes, and impacts (Figure 
2). 

The MDBs corporate results frameworks gener-
ally include performance indicators across sev-
eral levels or tiers:  the larger country or regional 
development context; the banks’ contribution to-
wards development through their projects, and 
its internal operational or organizational man-
agement (Annex 1). Currently while various so-
cial and human development indicators are  

 

 

Figure 2: The project results chain 
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included in many MDBs results frameworks – and 
good development builds resilience 47 – overall, 
there is a dearth of explicit adaptation or climate 
resilience indicators included in their results 
frameworks.  

The MDBs have developed a framework for cli-
mate resilience metrics in financing operations 
and have articulated a series of principles on the 
need for:  “(1) a context-specific approach to cli-
mate resilience metrics, (2) compatibility with 
the variable and often long timescales associated 
with climate change impacts and climate resili-
ence building, (3) an explicit understanding of the 
inherent uncertainties associated with future cli-
mate conditions, and (4) the ability to cope with 
the challenges associated with determining the 
boundaries of climate resilience projects.48”  The 
framework calls for the use of metrics across the 
results chain and a diverse set of metrics, in part 
because of the diverse financing needs of the 
Paris Agreement and the variance across institu-
tions in terms of structure, financial instruments, 
and business models. 

However, we assert that there would be a valence 
in the MDBs adopting a common set of metrics 
across sectors and including them in their corpo-
rate reporting on the MDBs’ contribution to de-
velopment through their projects (typically sec-
ond tier).  Common adaptation metrics could al-
low for enhanced adaptation effectiveness. 49  It 
would facilitate better comparability of effort 
across MDBs and could enhance ambition, as the 
joint reporting methodology has done for in-
creasing the volumes of adaptation finance. The 
MDBs certainly have quite different regional con-
texts, sectoral foci, mandates, business models 

and operating modalities when it comes to the 
use of instruments and concessionality.  Some en-
gage in policy-based lending, while others engage 
mostly in infrastructure projects on commercial 
terms. Arguments against standardization on 
these grounds could have easily been made be-
fore the adoption of the 3-step process for adap-
tation finance tracking. We argue that it is possi-
ble to come up with a set of adaptation indicators 
across sectors that acknowledge the different 
MDB circumstances. 

The adaptation indicators used i.a. by the Euro-
pean Bank for Reconstruction and Development 
(EBRD) as part of its the Green Economy Transi-
tion approach50 (Annex 1) and those of some of 
the multilateral climate funds could provide 
some guide to the indicators that could be em-
ployed by the MDBs (Annex 2).  Most of these are 
output indicators. Of course, all metrics have 
some advantages and disadvantages. Perhaps the 
simplest metrics relate to the number of direct or 
indirect beneficiaries, which the Green Climate 
Fund (GCF) uses, or assets protected.  However, 
they lack specificity and require detailed guid-
ance for calculation. Purely economic metrics like 
avoided damages and the value of assets pro-
tected also only capture the adaptation benefits 
that can easily be monetized.  Other more com-
plex metrics include the saved wealth and saved 
health of projects.51 All metrics would require ad-
ditional methodological development by the 
MDBs. In Table 1 we provide list of some adapta-
tion metrics that the MDBs could jointly adopt. 

Regardless of the exact metrics, we argue that the 
MDBs should adopt a suite of harmonized output 

General Sectoral (all could have both economic and 
non-economic measures) 
 

- Number of direct and indirect beneficiaries  
-Assets protected/avoided damages/increased 
income  
-Increased human health & productivity (qual-
ity-adjusted life years (QALYs))/ saved wealth 
and health  
 

-Land area restored/protected 
-Land area employing climate-smart agricul-
tural practices/ improved water management 
- Increased water availability in the face of in-
creasing climatic variability  
- Increased energy availability in the face of in-
creasing climatic variability  
 

Table 1: Possible adaptation metrics that the MDBs could jointly adopt (incomplete list) 
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and outcome adaptation metrics, and (eventu-
ally) impact metrics that are both non-economic 
and economic in nature and span sectors. This 
does not preclude the MDBs from also using other 
context-specific metrics. While each sector would 
have a common basket of metrics, every metric 
would not be germane to each project in that sec-
tor. Every project included in the joint reporting on 
adaptation finance should also report on adapta-
tion metrics. 

RECOMMENDATIONS  

In order for the MDBs to enhance adaptation and 
climate-resilient operations in accord with the 
Paris Agreement, all MDBs need to consider both 
the resilience of and resilience through their in-
vestments. While the MDBs have different oper-
ating circumstance and modalities, it is important 
that they harmonize as best as possible their ap-
proach to climate resilience. This is one of the key 
lessons of their joint reporting on climate finance: 
where there is standardization and a common ba-
sis of comparison, enhanced ambition follows. 

To align their operations with the Paris Agree-
ment on climate resilience, we recommend that 
the MDBs: 

1. Adopt a harmonized multi-step quantita-
tive process for new medium- and high-
risk projects that incorporates climate 
risk and adaptation options in project fi-
nancial and economic analysis and set a 
date by which all new projects will be ana-
lyzed.  As a start, each MDB can begin to 
quantify climate risk of projects and disclose 
them in project documents. 
 

2. Adopt a common set of emission scenar-
ios, timeframes and a set of climate mod-
els to be used in climate risk analyses.  The 
climate risk should be evaluated over the 
short (< 10 years), medium (20 – 30 years) 
and long term (30 – 50 years). The emission 
scenarios should include both a business-as-
usual (e.g. RCP 8.5) and 1.5 °C/2 °C scenarios 
(e.g. RCP 2.6).  The climate models would be 

those that are part of the World Climate Re-
search Program’s Coupled Model Intercom-
parison Project52, whose outputs are used in 
the IPCC assessment reports. 

 
3. Adopt a common suite of both non-eco-

nomic and economic adaptation metrics 
that measure project outputs, outcomes and 
impacts and include these in their corporate 
results frameworks, with all projects in-
cluded in the joint reports on adaptation fi-
nance to also report on these adaptation met-
rics. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Memo 2: Enhancing Adaptation and Climate-Resilient Operations at the Multilateral Development Banks  22 
 

APPENDIX 1. MDB CORPORATE RESULTS FRAMEWORKS. 
Bank Levels Focus/Priorities Explicit Adaptation/Climate Re-

silience Related Indicatorsiii 
AfDB53 - Level 1 tracks development 

progress across Africa  
- Level 2 measures the Bank’s 
contributions towards devel-
opment in all its operations.  
- Level 3 assesses the quality of 
the Bank’s operations  
- Level 4 monitors the Bank’s 
efficiency as an organization. 

Level 1 and 2 indicators are 
r for five priority areas (“the 
High 5s”):  
- Light up and power Africa,  
- Feed Africa,  
- Industrialise Africa,  
- Integrate Africa and 
- Improve the quality of life 
for the people of Africa. 
 
The Framework establishes 
indicators and goals for the 
five priority areas, as well as 
for cross-cutting strategic 
areas 

- Land with improved water man-
agement (thousand ha) (Feed Af-
rica) 
-People benefiting from improve-
ments in agriculture (millions) 
(Feed Africa) 
-Rural population using improved 
farming technology (millions) 
-Resilience to water shocks (index)  

ADB54 - Level 1: Development pro-
gress in Asia and the Pacific  
- Level 2: ADB’s contributions 
to development results  
- Level 3: Operational manage-
ment 
- Level 4: Organizational man-
agement 

The Strategy 2020 lays out 
the main priorities: inclusive 
economic growth, environ-
mentally sustainable 
growth, and regional 
Integration.  Overarching 
goal is ending poverty. 
 
Level 1 indicators are fo-
cused on poverty and other 
development outcomes.  
Level 2 includes core opera-
tional areas: energy, 
transport, water, education, 
environment, regional 
Cooperation and 
Integration 

- Land improved through 
irrigation, drainage, and/or flood 
management (hectares) 
  
 

EIB55 Outside the EU, uses Results 
Measurement (ReM) Frame-
work to track results of pro-
jects: 
- Pillar 1: Assesses consistency 
with EIB mandate objectives as 
well as contribution to EU pri-
orities and country develop-
ment objectives. 
- Pillar 2: Assesses results and 
the ability of the promoters to 
achieve these based on the 
soundness of the operation and 
the operating environment. 
- Pillar 3: Assesses the EIB con-
tribution beyond what local 
markets can offer in terms of 
(i) financial contribution; (ii) 
technical advice; and (iii) facili-
tation. 

Mobilize resources and ex-
pertise to achieve 
EU objectives 

List of core and standard sectoral 
indicators at the project-level not 
publicly available. 

EBRD56,57 Organized in five sections: (1) 
transition impact; (2) opera-
tional performance; (3) finan-

Competitive, green, inclu-
sive, resilient, integrated 
and well-governed econo-
mies. 

The EBRD has adopted the Green 
Economy Transition (GET) ap-
proach for assessing resilience ben-
efits with these metrics: 

                                                             
iii There is some subjectivity involved in determining what is and what is not an adaptation metric. We have excluded social 

and human development indicators, even though good development does build resilience.  We have also excluded measures 
of energy/water access or simple agricultural production, unless they explicitly reference climate change.   
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cial performance; (4) organiza-
tional performance; (5) re-
source framework 

 
-Increased water availability in the 
face of increasing climatic variabil-
ity (m3/year; €) 
- Increased energy availability in 
the face of increasing climatic vari-
ability (MWh/year; €) 
-Increased agricultural potential in 
the face of increasing climatic vari-
ability (soil erosion: tones/hec-
tare/year; €) 
-Increased human health & produc-
tivity in the face of increasing cli-
matic variability (quality-adjusted 
life 
years (QALYs)) 
-Reduced weather-related disrup-
tion (days/year downtime; €) 
-Reduced weather-related damage 
(risk frequency of a damaging 
weather or climate event; service 
life; €) 
(Each both economic and non-eco-
nomic) 

IDB58 - Level 1: Regional context  
- Level 2: Country development 
results  
- Level 3: IDBG performance 

Three challenges: (1) social 
inclusion and equality; (2) 
productivity and innovation; 
and (3) economic integra-
tion. Three cross-cutting 
themes: (1) climate change 
and environmental sustaina-
bility; (2) gender equality 
and diversity; and (3) insti-
tutional capacity and rule of 
law 

Beneficiaries of improved manage-
ment and sustainable use of natural 
capital  

IsDB59 -Level 1: member countries’ 
progress in addressing devel-
opmental challenges 
-Level 2: IsDB’s contributions 
to 
development outcomes 
in member countries and Mus-
lim communities 
-Level 3: IsDB’s operational 
effectiveness and organiza-
tional efficiency 

The 10-year strategic priori-
ties include: (1) inclusive-
ness (IsDB as economic and 
social development part-
ner), (2) connectivity 
(South-South cooperation), 
and (3) Islamic finance 
growth.  Strategic pillars in-
clude: economic and social 
infrastructure, private sec-
tor development, inclusive 
social development, cooper-
ation between member 
countries, and Islamic fi-
nance sector development 

Area irrigated (ha) 

World Bank60  - Tier 1: Development context     
- Tier 2: Client results    
- Tier 3: Performance (opera-
tional and organizational) 

The overarching goals of the 
World Bank are around pov-
erty and inclusive economic 
growth. Tiers 1 and 2 are fo-
cused on growth, sustaina-
bility and resilience, and in-
clusiveness.   

- Farmers adopting improved 
agricultural technology 
-Area provided with irrigation ser-
vices 
-Countries institutionalizing 
disaster risk reduction as a 
national priority 
-There are a number of broad, but 
not climate-specific, resilience indi-
cators, e.g. number of countries 
with strengthened public 
management systems 
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APPENDIX 2. MDB CORPORATE RESULTS FRAMEWORKS. 
Organiza-
tion/Source 

Indicators (Results Category) 

Adaptation 
Fund61 

Outcome 1: Reduced exposure at national level to climate-related hazards and threats 
-Relevant threat and hazard information generated and disseminated to stakeholders on a timely basis 
Output 1: Risk and vulnerability assessments conducted and updated at a national level 
-No. and type of projects that conduct and update risk and vulnerability assessments  
- Development of EWSs 
 
Outcome 2: Strengthened institutional capacity to reduce risks associated with climate-induced socioeco-
nomic and environmental losses  
-No. and type of targeted institutions with increased capacity to minimize exposure to climate variability 
risks 
-Number of people with reduced risk to extreme weather events 
Output 2.1: Strengthened capacity of national and regional centers and networks to respond rapidly to 
extreme weather events 
-No of staff trained to response to, and mitigate impacts of, climate-related events 
-Capacity of staff to respond to, and mitigate impacts of, climate-related events from targeted institutions 
increased 
Output 2.2: Targeted population groups covered by adequate risk reduction systems 
-Percentage of population covered by adequate risk-reduction systems 
-No. of people affected by climate variability  
 
Outcome 3: Strengthened awareness and ownership of adaptation and climate risk reduction processes at 
local level 
-Percentage of targeted population aware of predicted adverse impacts of climate change, and of appro-
priate responses 
-Modification in behavior of targeted population 
Output 3: Targeted population groups participating in adaptation and risk reduction awareness activities 
-No. and type of risk reduction actions or strategies introduced at local level 
-No. of news outlets in the local press and media that have covered the topic 
 
Outcome 4: Increased adaptive capacity within relevant development and natural resource sectors 
-Development sectors' services responsive to evolving needs from changing and variable climate 
-Physical infrastructure improved to withstand climate change and variability-induced stress 
Output 4: Vulnerable physical, natural, and social assets strengthened in response to climate change im-
pacts, including variability 
-No. and type of health or social infrastructure developed or modified to respond to new conditions result-
ing from climate variability and change (by type) 
-No. of physical assets strengthened or constructed to withstand conditions resulting from climate varia-
bility and change (by asset types) 
 
Outcome 5: Increased ecosystem resilience in response to climate change and variability-induced stress 
-Ecosystem services and natural assets maintained or improved under climate change and variability-in-
duced stress 
Output 5: Vulnerable physical, natural, and social assets strengthened in response to climate change im-
pacts, including variability 
-No. and type of natural resource assets created, maintained or improved to withstand conditions result-
ing from climate variability and change (by type of assets)  
 
Outcome 6: Diversified and strengthened livelihoods and sources of income for vulnerable people in tar-
geted areas 
-Percentage of households and communities having more secure (increased) access to livelihood assets 
-Percentage of targeted population with sustained climate-resilient livelihoods 
Output 6: Targeted individual and community livelihood strategies strengthened in relation to climate 
change impacts, including variability 
-No. and type of adaptation assets (physical as well as knowledge) created in support of individual or com-
munity-livelihood strategies 
-Type of income sources for households generated under climate change scenario  
 
Outcome 7: Improved policies and regulations that promote and enforce resilience measures 
-Climate change priorities are integrated into national development strategy  
Output 7: Improved integration of climate-resilience strategies into country development plans  
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-No., type, and sector of policies introduced or adjusted to address climate change risks 
-No. or targeted development strategies with incorporated climate change priorities enforced 

Green Climate 
Fund62 

-Expected total number of direct and indirect beneficiaries, (reduced vulnerability or increased resili-
ence); number of beneficiaries relative to total population (output) 
-Degree to which the activity avoids lock-in of long-lived, climate-vulnerable infrastructure (output) 
-Expected reduction in vulnerability by enhancing adaptive capacity and resilience for populations af-
fected by the proposed activity, focusing particularly on the most vulnerable population groups and apply-
ing a gender-sensitive approach (outcome) 
-Expected strengthening of institutional and regulatory systems for climate-responsive planning and de-
velopment (output) 
-Expected increase in generation and use of climate information in decision-making (PMF-A 6.0 and re-
lated indicator(s)) (output) 
-Expected strengthening of adaptive capacity and reduced exposure to climate risks (outcome) 
-Expected strengthening of awareness of climate threats and risk-reduction processes (outcome) 
-Other relevant indicative assessment factors, taking into account the Fund’s objectives, priorities and re-
sult areas, as appropriate on a case-by-case basis 

GEF 
LDCF/SCCF63 

Objective 1: Reduce the vulnerability of people, livelihoods, physical assets and natural systems to the ad-
verse effects of climate change (outcome) 
- Number of beneficiaries (output) 
- Type and extent of assets strengthened and/or better managed to withstand the effects of climate 
change (output) 
- Population benefiting from the adoption of diversified, climate-resilient livelihood options (output) 
- Extent of adoption of climate-resilient technologies/practices (output) 
 
Objective 2: Strengthen institutional and technical capacities for effective climate change adaptation (out-
come) 
-Public awareness activities carried out and population reached (output) 
-Risk and vulnerability assessments, and other relevant scientific and technical assessments carried out 
and updated (output) 
-Number of people/ geographical area with access to improved climate information services (output) 
-Number of people/ geographical area with access to improved, climate-related early-warning infor-
mation (output) 
-Number of people trained to identify, prioritize, implement, monitor and evaluate adaptation strategies 
and measures (output) 
-Capacities of regional, national and sub-national institutions to identify, prioritize, implement, monitor 
and evaluate adaptation strategies and measures (output) 
 
Objective 3: Integrate climate change adaptation into relevant policies, plans and associated processes 
(outcome) 
-Institutional arrangements to lead, coordinate and support the integration of climate change adaptation 
into relevant policies, plans and associated processes (output) 
-Regional, national and sector-wide policies, plans and processes developed and strengthened to identify, 
prioritize and integrate adaptation strategies and measures (output) 
-Sub-national plans and processes developed and strengthened to identify, prioritize and integrate adap-
tation strategies and measures (output) 
-Countries with systems and frameworks for the continuous monitoring, reporting and review of adapta-
tion (output) 

Pilot Program 
for Climate 
Resilience64 

-Degree of integration of climate change in national, including sector, planning (output) 
-Evidence of strengthened government capacity and coordination mechanism to mainstream climate resil-
ience (output) 
-Quality and extent to which climate responsive instruments/ investment models are developed and 
tested (optional) (output) 
-Extent to which vulnerable households, communities, businesses, and public-sector services use im-
proved PPCR-supported tools, instruments, strategies, and activities to respond to climate variability or 
climate change (output) 
-Number of people supported by PPCR to cope with the effects of climate change (output) 
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Using Climate Finance to Accelerate the 
Transition to Carbon Neutrality and Cli-
mate Resilience

Following the announcement made at COP24 
on their vision to align financial flows with the 
objectives of the Paris Agreement based on six 
building blocks that have been identified as the 
core areas for such an alignment, the multilat-
eral development banks (MDBs) further an-
nounced at the margins of the United Nations 
Climate Action Summit (UNCAS) 2019, that 
they will raise collectively at least $65 billion 
annually in climate finance by 2025.  Within 
this amount, they intend to double their adap-
tation finance to $18 billion annually. Further, 
they aim to mobilize an additional $40 billion in 
climate investments annually from private sec-
tor investors.  

Through these commitments, the MDBs pro-
vide important signals to other public and com-
mercial investors. Mitigation and adaptation fi-
nance will need to increase significantly and, in 
many cases, will need to be provided on conces-
sional terms, in order to enable all countries to 
champion a transition to net zero CO2 emitting, 
climate resilient pathways.  

OVERARCHING PRINCIPLES 

To use climate finance to accelerate the transi-
tion to climate resilience and actively support 
low-emissions development pathways, the 
MDBs will need to align their climate finance in-
vestments and climate co-finance with the 
Paris Agreement objectives. The following 
overarching principles lay the groundwork for 
successful implementation of Building Block 3: 

1. Not everything that is Paris-aligned will 
be climate finance, but everything that is 
climate finance should also be Paris-

aligned. Activities that will continue to be 
part of a decarbonized economy, should be 
eligible for climate finance thereby sending a 
clear signal to markets.  CO2-emitting activi-
ties that can only be part of the pathway to 
decarbonization for a limited remaining 
timespan between now and 2050, should not 
be eligible for climate finance under a Paris-
aligned framework. 

2. Accountability on climate finance re-
quires that it is traceable, comparable 
and not at risk of double-counting in ac-
cordance with the Paris Agreement’s ob-
jective of increased transparency. Data 
should be reported at aggregate and activity 
level. Methodologies across MDBs, across 
their different reports, and with respect to 
other relevant actors need to be standard-
ized to avoid double-counting and increase 
the level of disaggregation to increase com-
parability to build trust with the public and 
private sector. 

3. Article 9.4 of the Paris Agreement calls for 
a balance between adaptation and mitiga-
tion through the provision of scaled-up fi-
nancial resources when addressing climate 
change. Achieving adaptation finance is key 
to ensure a climate-resilient development 
pathway, especially for the most vulnerable. 
This does not necessarily mean that MDB 
mitigation and adaptation finance need to 
reach a 50:50 share, as MDBs use two differ-
ent accounting approaches for mitigation fi-
nance (total project cost) and adaptation fi-
nance (incremental cost). Nevertheless, the 
overall share of adaptation finance in all cli-
mate finance needs to grow.  
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4. Incentive structures should accommo-
date the nature of Paris-aligned pro-
jects. Internal incentive structures and key 
performance indicators must accommo-
date and favor the nature of climate finance 
projects, which might differ from MDBs’ 
traditional portfolio. Staff compensation 
should be based on Paris-aligned, climate-
finance-related performance indicators. 

5. All commitments related to the Conven-
tion and the Paris Agreement should be 
honored. International financial institu-
tions that serve as international Accredited 
Entities (AEs) of the operating entities of 
the UNFCCC’s Financial Mechanism need to 
comply with the obligations as set out un-
der the UNFCCC’s Financial Mechanism. 

 
IMPLEMENTING BUILDING BLOCK 3 

Aligning the MDBs’ approach to prioritize, target and 
report on climate finance with the Paris Agreement 

Review of the MDBs eligibility criteria for climate fi-
nance 

Since 2012 a growing group of MDBs are jointly 
reporting on the climate finance they invest and 

help mobilize, and in this context developed joint 
eligibility criteria. The eligibility criteria do not 
yet reflect recent scientific findings of investment 
needed to achieve the Paris goals. The joint MDB 
Climate Finance Tracking Group has adjusted the 
method over time, increasing its stringency and, 
in 2015, harmonizing criteria with the Interna-
tional Development Finance Club – a group of na-
tional and sub-regional development banks. Since 
2016, MDBs have directly referred to compatibil-
ity with low-emissions pathways as mentioned in 
the Paris Agreement as a criterion for eligibility 
for mitigation climate finance. 

Yet, no clear definition of low-carbon or climate-
resilient pathways or of criteria in line with net-
zero CO2 emissions and fostered climate resili-
ence is included in the joint climate finance report. 
The MDBs have thus started a review process to 
strengthen the Common Principles for mitigation 
finance1 tracking, which is expected to be com-
pleted in mid-2020. The MDBs also published a 
paper on lessons learned from the Common Prin-
ciples for adaptation finance tracking, but have 
not yet announced further steps on the review of 
these.2 

Figure 1: New definition of climate finance under a Paris Alignment Paradigm  
(Own figure based on Larsen et al. 2018) 
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Under a Paris Alignment Paradigm, mitigation fi-
nance must go beyond the principles of reducing 
GHG emissions or enhancing GHG sequestration, 
towards financing the activities that actively sup-
port the Paris Agreement and thus a net-zero 
emissions and climate-resilient world.  

In the power supply sector, climate finance that 
actively supports net-zero CO2 emissions include  
power generation from solar, wind, small hydro, 
tidal, wave and ocean or electricity system flexi-
bility options3. Transport infrastructure that ac-
tively supports this goal include zero-carbon 
transport fueling infrastructure, non-motorized 
transport infrastructure, integration of transport 
and urban development planning, electric rail and 
rolling stock, electric public transport, transport 
and travel demand management measures 4. An 
updated eligibility list for mitigation finance 
would send a strong signal to markets about the 
activities that will continue to be part of a net-zero 
CO2 economyi. Limiting climate finance to these 
activities, therefore, will add value towards Paris 
alignment efforts. 

Bridge technologies and CO2-emitting activities 
that can only be part of the pathway to decarbon-
ization for a limited remaining timespan between 
now and 2050 should not be eligible for climate 
finance. MDBs might nevertheless decide to con-
tinue to finance these for the remaining timespan 
using specific assessment criteria to assess align-
ment. 

For adaptation finance, the existing qualitative ap-
proach for eligibility appears to be adequate also 
under a Paris Alignment paradigm. In this area it 
is of most importance to integrate impact indica-
tors into corporate results frameworks and cli-
mate finance reporting (see next section). Partic-
ularly not only resilience of investments but also 

                                                             
i To reflect innovation that cannot be anticipated the eligibility list could in addition generally include activities that neither 

generate direct emissions nor induce significant indirect emissions (no significant emissions generated), but do reduce 
emissions as compared to a realistic project alternative (avoided emissions). To provide the best possible guidance, the 
eligibility list should be regularly updated and reflect scientific findings on activities in line with a decarbonized economy. 
In addition, the eligibility lists should be updated regularly to reflect innovation. 

resilience through investments needs to be 
strengthened (see Memo 2). 

1. MDBs should use the update of climate fi-
nance eligibility criteria to focus resources 
on those activities that actively support 
net-zero CO2 emissions and climate resil-
ience, excluding any fossil-fuel-related in-
vestments. 

Revising climate finance reporting metrics 

Transparency is a substantial requirement of the 
Paris Agreement and thus of Paris alignment. The 
current methodologies focus on harmonized re-
porting on aggregate volumes of finance invested 
in either climate change mitigation, climate 
change adaptation or cross-cutting sectors – cov-
ering each of the banks, source of funds, type of 
instruments used, covered regions, sectors 
grouping and recipient or borrower types.  

It will be a key task for MDBs to develop indica-
tors that also reflect impacts and to report on 
these. Finance volumes provide relevant infor-
mation in the light of tracking progress in meet-
ing investment needs. However, there can be a 
conflict of objectives between increasing volumes 
of climate finance and investing in projects where 
fossil-free and climate-resilient options are hard-
est to achieve but potentially most needed. The 
latter represent the investment areas where 
MDBs can bring in the most additionality and 
transformational impacts. The banks have an-
nounced that they will develop impact indicators 
during the review of the climate finance method-
ology.  

Accountability can only be ensured if climate fi-
nance is traceable at aggregate levels as well as at 
activity levels. The joint report currently does not 
reference project databases and individual 
banks’ annual reports where further information 
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on climate finance projects can be found. Provid-
ing these links and ensuring that individual data-
bases contain the standardized possibility to fil-
ter for (i) mitigation finance (ii) adaptation fi-
nance and (iii) climate co-finance as well as for 
(iv) country, (v) harmonized sector categories 
and (vi) year of commitment would now be desir-
able if this was to happen.  

The MDBs methodology to track climate co-fi-
nance (public and private direct and indirect 
mobilization for climate finance activities) dif-
fers from the OECD methodology to account for 
private finance mobilization. For example, in 
cases where several public actors (for example, 
MDBs and DFIs) are involved in the same trans-
action mobilizing private finance, the MDB ap-
proach attributes all private finance mobiliza-
tion to the MDB that is the official arranger of 
the transaction, whereas the OECD approach 
attributes private finance mobilization propor-
tionally to all public institutions in the transac-
tion.5 Since MDBs as well as other public insti-
tutions are requested to report their private fi-
nance mobilization to the OECD DAC, this can 
lead to double counting and attribution issues 
with other investors. Standardizing the two ap-
proaches would “help inform policies, ensure 
credibility […] and build trust with the public 
but also the private sector 6 ”. Alternatively, 
MDBs could use both approaches in parallel: 
the MDB approach in MDB reporting to ensure 
comparability with historic reports, and the 
OECD approach when reporting to OECD to 
avoid double counting and support interna-
tional processes, such as tracing progress on 

                                                             
ii The following post-2020 climate finance targets have been set so far: The ADB has set the target to cumulatively invest $80 

billion in climate finance in the period from 2019 until 2030. The World Bank has announced the target of $200 billion of 
climate finance between 2021 and 2025 (from own funds and mobilized climate finance). The AfDB has set the target to 
double its commitments to climate finance by investing $25 billion for the period 2020-2025. 

iii As climate finance eligibility criteria will need to be updated and thus become stricter to reflect Paris Alignment, there 
could be a concern that targets that are based on the old methodology could become harder to achieve. However, although 
the climate finance eligibility criteria have already improved in the past, climate finance has increased substantially over 
time. If desired nevertheless, an option to overcome potential concerns could be to continue reporting also on the old meth-
odology until the target year.  The MDBs that set new climate finance targets should take the new methodologies into ac-
count.  

the $100 billion climate finance goal of the 
Paris Agreement. 

1. MDBs should include a set of harmonized 
mitigation and adaptation impact metrics 
into the joint report on climate finance, in-
cluding indicators that reflect transforma-
tional impacts of projects. 

2. The MDBs should also ensure comparability 
and traceability of data back to the activity 
level, linking aggregate data of the joint re-
port to individual project databases by in-
cluding references and links to the databases 
and project documents into the joint report. 

3. MDBs should consider harmonizing their re-
porting on private climate finance mobiliza-
tion with the OECD and reporting harmo-
nized information to the OECD DAC to avoid 
risks of double counting and to reduce inter-
nal and external transaction costs. 

Aligning by better prioritizing and targeting climate fi-
nance investments 

The common reporting coupled with individual 
climate finance targets have helped prioritize and 
thus increase climate finance volumes over time. 
So far, not all the banks have announced post-
2020 targets, and some do not have an individual 
climate finance target at allii,iii. 

While absolute volumes of climate finance have 
increased for the six MDBs that have jointly re-
ported on climate finance since 2011, this in-
crease has not been constant over the years for all 
banks. Some banks have substantially increased 
their climate finance commitments, while others 
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are significantly delayed in approaching their 
2020 targets.7 

Targets signal bank priorities to project manag-
ers, but more instruments are needed to achieve 
them. Internal incentives can have a strong im-
pact on the probability of reaching climate fi-
nance targets, as the decisions of project manag-
ers significantly influence the activities of MDBs. 
Some MDBs already pay bonuses depending on 
the achievement of climate-related indicators 
within individual project managers’ portfolios. 
Indicators could reflect climate finance volumes 
or impacts of climate finance. For these incen-
tives to work, they should be ambitious yet real-
istic. Monetary incentives could be considered ei-
ther for all staff, for teams active in sectors with 
high climate-relevance or for climate teams that 
consult sector teams with regard to their project 
decisions.8  

Article 9.4 of the Paris Agreement calls for: a 
balance between adaptation and mitigation 
through the provision of scaled-up financial re-
sources when addressing climate change. . At 
UNCAS the group of MDBs has announced that 
they expect their joint adaptation finance to 
reach USD 18 billion annually by 2025 or 
around 27% of all climate finance. Note that the 
MDBs adaptation methodology is based on the 
principle of incremental costs, whereas the mit-
igation methodology captures the full value of 
the activities. Therefore, it can be misleading to 
directly compare the two numbers. Neverthe-
less, all MDBs see the need to scale up adapta-
tion climate finance.9 

In 2018, the MDBs’ collective climate change 
adaptation finance was around 30% of all cli-
mate finance. 10  This share ranged widely be-
tween the MDBs (8 % to 49%). Arguably, differ-
ent focus regions and business models can 
make it challenging for some MDBs to reach a 

                                                             
iv As new MDBs start with a small but growing portfolio, any additional project could change the percentage share of climate 

finance in total commitments significantly, making it challenging to predict ambitious yet reachable relative targets. The 
likelihood of achieving absolute targets can be easier to predict for these banks. 

balance between adaptation and mitigation fi-
nance. A number of MDBs is working on build-
ing resilience markets, but currently, particu-
larly private sector clients focus much more on 
mitigation than on adaptation. An adaptation fi-
nance target set by each individual MDBs could 
help strengthening the focus on adaptation fi-
nance in each institution. 

Starting with concessional funds, dedicated and 
ambitious climate change adaptation finance 
targets by individual institutions as imple-
mented so far only by the World Bank and the 
AfDB, can ensure that funding is directed to-
wards adaptation. AfDB and World Bank also 
happened to be the two banks with highest 
shares of climate adaptation finance in total fi-
nance in 2018.11 

1. MDBs should define a post-2020 climate 
finance target, ideally containing an abso-
lute as well as a relative (share-in-total-
commitments) target. If previous targets 
exist, new ones should go beyond previous 
efforts, taking into account an updated cli-
mate finance eligibility methodology. New 
MDBs could start with adopting the neces-
sary processes for tracking and with report-
ing on climate finance in line with the joint 
MDB methodology as a first step; setting ab-
solute rather than relative targets as a sec-
ond stepiv; and adopting both relative and 
absolute targets as a third step.  

2. To effectively incentivize implementation of 
climate finance targets, MDBs should pro-
vide internal incentives (e.g. bonuses) re-
lated to climate finance (including for ad-
aptation finance).  

3. MDBs should also include climate finance 
volume and impact indicators into results 
measuring frameworks. 
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4. Beyond a joint MDB targetv,12, we recom-
mend for MDBs to set their individual ad-
aptation finance targets that would com-
plement current climate finance targets 
in areas where finance goals are not yet 
achieved. To start with, MDBs should set an 
adaptation target at least for concessional 
funds available to the MDBs.  

5. A new target for private capital mobiliza-
tion for climate finance could also help pri-
oritize de-risking instruments to crowd-in 
private investments and create markets for 
climate business. 

Aligning climate co-finance and private sector invest-
ments 

How can MDBs better align private climate co-finance 
with the Paris Agreement 

The OECD estimates that $6.9 trillion in infra-
structure investments are needed annually to 
meet the climate and development objectives, 
with $600 billion of it needed to make the invest-
ments compatible with the Paris goals.13 Seventy 
percent of these investments are expected to go 
to low- and medium-income countries. These 
needs for investment vastly exceed the available 
public climate finance and require therefore ac-
tive participation of the private sector.  

The MDBs play a critical role in guiding private 
investments towards Paris alignment through 
de-risking of investments, such as anchor inves-
tors and the provision of knowledge among oth-
ers. To this end, the MDBs have a large set of in-
struments at their availability: grants, equity, 
guarantees, loans, line of credits, etc. While all 
MDBs have different business models, loans are 
the predominant instrument for climate finance.  

In 2018, the MDBs mobilized $28.2 billion in pri-
vate climate finance through private direct mobi-
lization and private indirect mobilization.14 It is 
unclear how the different instruments contrib-

                                                             
v At the UN SG MDBs have jointly announced that their joint adaptation finance by 2025 will amount to US$ 18 billion. 

uted to the mobilization as the MDBs do not dis-
close this information in accordance to each in-
strument. Comparing the MDBs’ own data sug-
gests that the MDBs’ private direct mobilization 
only has a small share originated from climate-
relevant projects, while its private indirect cli-
mate mobilization includes a larger share.15 

Meanwhile, according to the OECD, bilateral and 
multilateral providers mobilized private climate 
finance by using the following instruments: 52% 
investments in special purpose vehicles and com-
panies; 21% guarantees, 12% credit lines and 9% 
loan syndications; remaining through invest-
ments in funds and simple co-financing 
schemes.16 

It has been particularly challenging to mobilize 
the private sector on adaptation. The OECD re-
ports that only 3% in private finance mobilized is 
directed at adaptation, and another 3% at cross-
cutting investments that contribute to mitigation 
and adaptation. Similarly, the MDBs co-finance 
indicates that just slightly over 10% are directed 
at adaptation (no figures are reported on private 
adaptation finance mobilized). Meanwhile, recent 
research suggests that a mere 3% in additional 
upfront costs, on average, could make invest-
ments climate-resilient and that every dollar in-
vested in resilient infrastructure generates four 
dollars in benefit.17 

At the same time, trillions of dollars are invested 
in low-yield and money-losing investments, as in-
vestors have to prioritize investment-grade pro-
jects, while many projects in emerging markets 
are below investment grades. At the September 
2019 UNCAS, institutional investors worth over 
$2.4 trillion in investments announced that they 
plan to align their portfolios with net-zero emis-
sions by 2050. Furthermore, banks with assets 
worth $47 trillion agreed on the Principles for Re-
sponsible Banking, as part of which they pledge 
to align with the Paris Agreement.  
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The main risks for investors to finance long-term 
infrastructure investments are regulatory uncer-
tainty, in particular changes in the legal frame-
work, exchange rate risks and risks associated 
with construction,18,19 Further challenges consti-
tute the lack in bankable projects, the absence of 
reliable data of corporate performance and track 
records in emerging markets. While MDBs could 
ease these issues through risk-mitigation instru-
ments, less than 5% of all of MDBs’ infrastructure 
projects make use of the available risk mitigation 
instruments.20 

Similarly, local financing institutions also face 
regulatory uncertainty and often suffer from as-
set-liability mismatches along with a general lack 
of understanding in climate investments, result-
ing in a mismatch of perceived and real risk. 21 
MDBs could help circumvent these issues by 
providing long-term financing in local currency, 
as well as by building knowledge on climate in-
vestments, which would have the added benefit 
of helping their clients make the transition to-
wards Paris alignment. 

1. MDBs should provide data on private cli-
mate finance mobilization on a more dis-
aggregated level by providing information 
on instruments, mitigation and adaptation, 
and region by bank and in a comparable 
manner with other MDB publications on pri-
vate finance mobilization.vi  

2. MDBs should strengthen their support in-
stitutional investors in aligning their in-
vestments with the Paris Agreement (in 
accordance with Article 2.1.c of the Paris 
Agreement) by partnering directly with the 
investors, de-risking investments through an 
increased application of risk-mitigation in-
struments, and eliminating bottlenecks (e.g. 
the lack of a Paris-aligned infrastructure as-
set class, a pipeline of investable projects, 

                                                             
viThe default option should be to disclose this information. A definite list could define exclusions, e.g. what kind of disclosure 

cannot be undertaken due to confidentiality constrains providing a concrete explanation why this information is confiden-
tial. Data that typically is publicly available, e.g. when searching for the project online, should not be labelled as confidential.   

viiSome MDBs already cooperate with the climate finance lab. 

and high quality performance data of na-
tional companies). 

3. MDBs should scale up and standardize in-
novative climate finance instruments that 
have been piloted, including through other 
initiatives such as the Climate Finance Lab.vii 
These instruments include insurances, risk 
mitigation facilities and securitization. A par-
ticular focus should be on enhancing local 
currency lending and guarantees for climate 
investments to local financial institutions, 
both public and commercial, to build local ca-
pacity in financing climate investments. As 
translating innovative instruments takes 
time and often seed capital, shareholders 
should consider increasing concessional 
sources for this purpose. 

4. MDBs can facilitate private adaptation fi-
nance by supporting the collection and 
provision of high-quality data and infor-
mation that demonstrate how private cli-
mate finance contributes to climate 
change adaptation. Moreover, the banks 
can work towards establishing pilot projects 
in this regard to increase and disseminate 
knowledge of the positive return of adapta-
tion projects, and systematically including 
adaptation and resilience in their exchanges 
with the private sector. 
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Aligning technical assistance with the Paris Agree-
ment 

How can MDBs better align technical assistance with 
the Paris Agreement 

Technical assistance is a major instrument MDBs 
can use to build their clients’ capacities to design 
and implement bankable mitigation and adapta-
tion projects, put in place enabling policy frame-
works, gain access to the necessary finance 
and/or conduct climate change-related research 
all in line with the Paris Agreement goals. 

As financial institutions and knowledge hubs, the 
banks have a competitive advantage in delivering 
high-quality technical assistance, particularly in 
the area of sustainable finance and fiscal policies 
as well as in risk and opportunity assessments.  

Ministries in charge of the policy dialogues with 
MDBs are, in many cases, finance, economic or de-
velopment ministries. Naturally, staff of these 
ministries are often less aware of climate change 
risks and opportunities than staff of the respec-
tive national environment ministries. If finance 
ministries do not include climate change action 
into budgetary planning, fiscal policies and regu-
lation for sustainable finance, targets set by envi-
ronment ministries cannot be reached. There is 
thus a major role for MDBs to bring the different 
ministries together and to provide technical as-
sistance on climate change and its integration 
into different policies.  

In addition, many MDBs are international Accred-
ited Entities (AEs) of the Green Climate Fund 
(GCF) serving the Paris Agreement. As part of 
compliance with the GCF, all international enti-
ties are requested to “indicate how they intend to 
strengthen capacities of, or otherwise support, 
potential subnational, national and regional enti-
ties to meet, at the earliest opportunity, the ac-
creditation requirements of the Fund in order to 
enhance country ownership and that they report 
annually on these actions”. (GCF decision 
B.10/06). In 2018 the National Designated Au-

thorities (NDAs) however expressed that “inter-
national AEs do not engage sufficiently with part-
ners” (GCF/B.20/04). 

1. Non-environment ministries play a major role 
in implementing climate-related activities 
when implementing NDCs and LTS and in their 
capacities as client governments of MDBs. 
MDBs should provide them with technical 
assistance to strengthen their understand-
ing of climate change and the Paris Align-
ment, especially for finance ministries on 
budgetary planning, fiscal policies and sus-
tainable finance. The MDBs should focus on 
providing technical assistance to demonstrate 
economic gains and commercial viability of 
low-carbon alternatives as well as the capacity 
to conduct feasibility studies on these. 

2. MDBs should support their clients with 
technical assistance to analyze the feasibil-
ity and potential economic and financial 
risks and opportunities of Paris-aligned al-
ternatives. Prior to sending any fossil fuel pro-
ject to the Board for approval, it should be 
shown that no non-carbon project is feasible 
and a decarbonisation plan needs to be devel-
oped as well.  

3. MDBs should support the principle of direct 
access to international climate finance 
funds by providing technical assistance to 
Direct Access Entities of these funds. For ex-
ample, the MDBs can support National Accred-
ited Entities to align their environmental and 
social safeguards (ESS) with those established 
within operating entities under the UNFCCC’s 
Financial Mechanism serving the Paris Agree-
ment (AF, GEF, GCF, LDCs Fund and SCCF). Sup-
port needs also include fiduciary standards and 
project development capacities. 
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RECOMMENDATIONS 

1. The MDBs should update their eligibility 
criteria to exclude fossil-fuel related in-
vestments from being labelled as climate 
finance. Fossil-fuel related, but potentially 
transformational projects in high-emissive 
sectors could be considered for Paris Align-
ment under Building Block 1 and Building 
Block 2. In addition, we recommend for 
MDBs to develop indicators to reflect trans-
formational outcomes for climate finance as 
well as for all other finance. 

2. The MDBs should ensure joint reporting 
on aggregate volumes and impacts as well 
as provide links to their individual data-
bases to ensure traceability of climate fi-
nance comparable climate impact and risks 
information at the activity-level. Exclusions 
where links cannot be reported due to confi-
dentiality should be clearly defined. 

3. The MDBs should consider setting addi-
tional climate finance targets, such as a 
climate relevance target, an adaptation fi-
nance target, a post-2020 climate finance 
target and a target for private capital mo-
bilization for climate finance, which would 
help strengthening the current targets. 

4. The banks could additionally increase 
private climate finance mobilization by 
partnering directly with institutional in-
vestors, expanding the use of policy-based 
lending to strengthen supporting environ-
ments and ensuring all (or most) prior ac-
tions focus on climate mitigation or adapta-
tion,  and by scaling up innovative climate fi-
nance instruments, such as local currency 
lending. Private climate finance mobilization 
data should be provided on a more disaggre-
gated level 

5. MDBs should allocate sufficient technical 
assistance to non-environment ministries 
to increase their understanding of cli-
mate change and Paris-aligned solutions 

through budgetary planning, fiscal policies, 
sustainable finance and direct access to ex-
isting climate funds. They should also pro-
vide technical assistance to their clients to 
understand economic and financial risks and 
opportunities as well as feasibility of no and 
low-carbon alternatives. 
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Engagement and Policy Development 
Support

In a December 2018 statement, multilateral 
development banks (MDBs)i jointly reiterated their 
commitment to align financial flows with Paris 
Agreement goals and announced that they were 
developing an approach to realize that commitment. 
In that statement, MDBs identified six areas, termed 
“building blocks,” that form the core of their Paris 
Alignment approach. They are: (1) Alignment with 
mitigation goals; (2) Adaptation and climate-
resilient operations; (3) Accelerated contribution to 
the transition through climate finance; (4) 
Engagement and policy development support; (5) 
Reporting; and (6) Aligning internal activities. The 
MDBs are working to define what Paris alignment 
requires in each of these areas.  

This memo focuses in on engagement and policy 
development support, or “Building Block 4.” Under 
Building Block 4, the MDBs commit to “build on 
existing efforts to support the [nationally 
determined contributions] revision cycle and 
develop services for countries and other clients to 
put in place long-term strategies and accelerate the 
transition to low-emissions and climate-resilient 
development pathways.”1 

Building Block 4 is important for several reasons. 
First, nationally determined contributions (NDCs) 
and long-term low-emissions development 
strategies (long-term strategies or LTSs) are the 
primary tools through which countries plan for and 
communicate their climate change plans and 
pathways under the Paris Agreement. Consequently, 
they are central to the Paris Agreement’s success. 

The second reason relates to timing: the 26th 
Conference of the Parties (COP26) at the end of 2020 
is a critical milestone for these climate plans. The 
Paris Agreement establishes a process—the “NDC 
revision cycle”—whereby countries submit 

                                                             
i They include: African Development Bank (AfDB), Asian Development Bank (ADB), Asian Infrastructure Investment Bank (AIIB), European 

Bank for Reconstruction and Development (EBRD), European Investment Bank (EIB), InterAmerican Development Bank (IADB), Islamic 
Development Bank (IDB), New Development Bank, and World Bank Group. 

progressively more ambitious NDCs every five 
years.2 Under the NDC revision cycle, countries are 
asked to submit new or updated NDCs by 2020. 3 
Parties to the Agreement are also invited to 
communicate LTSs to the United Nations 
Framework Convention on Climate Change 
(UNFCCC) by 2020. 4 As a result, developing 
countries around the world will likely require 
increased support to develop LTSs and enhance 
their NDCs in the lead up to COP26. 

Finally, helping countries adopt ambitious LTSs and 
NDCs could support the MDBs’ overall alignment 
efforts. Having more countries with Paris-aligned 
national climate plans could foster stronger 
pipelines of projects that are Paris aligned under the 
mitigation and adaptation building blocks (Building 
Blocks 1 and 2). It could support development of 
Paris-aligned policy-based finance operations, and it 
could increase demand for projects that qualify as 
climate finance under Building Block 3.   

This memo first sets out overarching principles that 
should guide implementation of Building Block 4. It 
then discusses implementation in greater detail. It 
concludes with recommendations for the MDBs as 
they advance this element of their Paris Alignment 
approach. 

OVERARCHING PRINCIPLES 
1. The MDBs should strive to help more 

countries adopt ambitious, Paris-aligned 
LTSs that they can then use as a guide for 
their enhanced NDCs. Ambitious LTSs are 
those that put countries on low-carbon, 
climate-resilient development pathways 
that align with Paris Agreement goals. The 
2018 IPCC Special Report on 1.5°C establishes 
global benchmarks necessary to limit warming 
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to 1.5°C. Namely, global net CO2 emissions must 
fall by 45 percent (relative to 2010 levels) by 
2030 and reach net zero by around 2050. 5 
Translating global benchmarks into national-
level targets raises challenging issues of equity. 
However, as the above benchmarks suggest, 
limiting warming to 1.5°C will require deep 
emissions reductions everywhere and across 
all sectors. As development finance institutions, 
the MDBs should strive to make this level of 
ambition possible for their member countries, 
and in all cases, LTSs should lay out plans to 
peak and reduce emissions as rapidly as 
possible. Ambitious LTSs can also lay out goals 
to increase resilience and adaptive capacity and 
reduce vulnerability across sectors.    

2. MDBs can best support countries by empow-
ering them to develop and assess Paris-
aligned development pathways that they 
can use to inform policy decisions. Through 
their research and technical capacities, MDBs 
can help countries and other clients build the 
evidence base they need to develop and foster 
support for low-carbon, climate-resilient path-
ways. Wherever possible, the MDBs should de-
sign technical assistance initiatives to build in-
ternal capacities to formulate and implement 
climate commitments. 

3. Policy-based lending could be an important 
tool in helping countries transition towards 
Paris-aligned pathways. To be Paris-aligned, 
policy-based lending cannot benefit or promote 
any activities that are misaligned according to 
the mitigation and adaptation building blocks 
of the MDBs’ Paris Alignment approach, but 
MDBs could also go beyond this minimum 
threshold and use policy-based lending to ac-
tively promote reforms that help countries 
transition to Paris-aligned pathways. 

4. To fulfil their Paris-alignment commit-
ments, financial intermediary lending and 
equity investments must also be aligned. 
Consequently, encouraging and supporting fi-
nancial intermediaries to adopt decarboniza-
tion targets and to outline plans to achieve 
those targets is an important component of 
Building Block 4. 

 

IMPLEMENTING BUILDING BLOCK 4 

A shared understanding of what constitutes an 
ambitious long-term strategy could serve as a useful 
starting point in operationalizing Building Block 4. 
And in fact, the MDBs have drafted a set of key 
principles for economy-wide long-term strategies. 

This section first describes and responds to these 
draft principles. It then details additional steps we 
believe the MDBs should take to fully implement 
Building Block 4. In particular, implementing 
Building Block 4 requires the MDBs to persuade 
more countries to develop ambitious climate plans. 
It requires the MDBs to scale up technical and 
financial support to help countries develop and 
implement those plans. And it requires them to help 
other clients, including financial intermediaries, to 
put LTSs in place. Each is discussed in greater detail 
below. 

What Constitutes an Ambitious Long-Term 
Strategy? 

As noted above, the MDBs have drafted a set of 
principles for economy-wide LTSs. These principles 
could guide the technical support MDBs provide 
countries and thereby help ensure the quality and 
ambition of the climate plans that result. However, 
the principles need to be further elaborated to 
guarantee their effectiveness. The MDBs’ draft 
principles and several suggested considerations on 
each are summarized in the Table 1 below. 
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Table 1: Response to the MDBs’ Draft Principles for Economy-Wide LTS  

Draft Principle Additional Considerations 

Principle #1: Cover long-term 
timeframe and intermediate 
milestones 

Principle #1 should specify acceptable timeframes. A mid-century 
target with intermediate milestones—in 2030 and 2040, at a 
minimum—is a sound approach. Additionally, the principles should 
more clearly articulate the relationship between LTSs and NDCs and 
processes for using LTSs to inform the ambition of NDCs through 
backcasting.  

Principle #2: Be based on broad 
stakeholder engagement through 
an inclusive and iterative 
engagement process 

Broad stakeholder engagement is not all that is needed for effective 
governance of national climate planning. Other governance 
considerations, including the necessary legal frameworks, institutional 
arrangements, and technical capacities, should be included under 
Principle #2 or incorporated as additional principles.6 For instance, 
LTSs should spell out the roles and responsibilities of different 
government actors and create channels for coordination across 
government and with non-governmental stakeholders.7    

Principle #3: Be developed in 
consideration of or linked to other 
Sustainable Development Goals 
and local adaptation needs 

Linkages to national development priorities and plans are also a 
critical component of LTSs. Economy-wide LTSs can “identify and 
integrate national development considerations, including 
environmental, social, and economic objectives, supporting the 
country’s long-term vision.”8 In line with this, the MDBs should use 
LTS development processes to help countries plan for a just transition 
for workers whose livelihoods are linked to emissions-intensive 
industries or whose skill-sets may be less relevant in the future.9 

Principle #4: Be based on a 
decarbonization target in line 
with the Paris Agreement 

A clear explanation of how “in line with the Paris Agreement” is 
defined is indispensable. Global benchmarks suggest that global CO2 

emissions need to reach net zero by around 2050 and the electricity 
sector needs to be fully decarbonized by 2050. Principle #4 should 
reflect these and other scientific findings. In addition to mitigation 
targets, LTSs can also include targets to strengthen resilience and 
adaptive capacity. All targets should be tailored to the specific country 
context. In addition to setting long-term targets, LTSs should also 
define pathways or a vision for achieving those targets.10 

Principle #5: Include all key 
emissive sectors / systems 

A clear definition of “key emissive sectors” is also needed. Principle #5 
should specify that LTSs will define mitigation targets, pathways, and 
key areas of action for those sectors that are driving a country’s 
emissions.   

Principle #6: Ensure 
country/client ownership with a 
clear mandate 

Principle #6 notes that the strength and eventual implementation of 
climate plans depends on country ownership and political will, but it 
could also reinforce principle #2 by highlighting the need to generate 
broad ownership through public engagement.  

Principle #7: be updated 
regularly based on the monitored 
and evaluated progress towards 
meeting the long-term objectives 
and considering the changes in 
cost and availability of new 
technologies 

Revising LTSs as circumstances change can serve to strengthen LTSs. 
In addition to identifying the need for regular revision and review, 
Principle #7 could elaborate on certain key considerations in 
establishing the governance arrangements associated with LTSs 
review and revision. 11 
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How Can MDBs Persuade More Countries to 
Adopt Ambitious Climate Plans? 

Long-term planning is critical to avoid locking in un-
sustainable, emissions-intensive assets, to avoid 
maladaptation, and to develop policy and financing 
strategies that support a just transition. It can in-
form near-term decision-making and ensure that 
near-term targets are aligned with the Paris Agree-
ment goals. Although many countries are in the pro-
cess of developing LTSs, only four developing coun-
tries—Fiji, Republic of the Marshall Islands, Benin, 
and Mexico—have formally communicated LTSs to 
the UNFCCC to date.12 As such, it is critical that the 
MDBs encourage countries that are not already do-
ing so to adopt ambitious LTS.  

While the MDBs cannot impose LTSs on countries, 
the MDBs have two potential avenues to encourage 
and support countries to develop and implement 
ambitious LTSs. First, they could use the country 
engagement process and MDB country strategies to 
champion LTSs and NDC enhancement. Second, for 
those banks that offer policy-based finance,ii Paris-
aligned policy-based lending could be a powerful 
tool to promote Paris-aligned pathways.  

1. Country Engagement  

In engaging with country clients, the MDBs could 
highlight the relevance of NDCs and LTSs to 
development planning processes and make the case 
for integrating near- and long-term climate 
objectives into MDB country strategies. Specifically, 
the MDBs could integrate climate objectives into 
country strategy results frameworks to make plain 
how MDBs’ in-country activities will advance 
climate objectives. 

Country strategies are institutional documents that 
guide the MDBs’ in-country work. They are the 
product of joint dialogue between MDBs and 
governments, especially finance and planning 
ministries. These ministries are not always heavily 
involved in developing climate plans but are crucial 
to their eventual implementation. Drawing attention 
to NDCs and highlighting the connections between 
these plans and MDB country strategies “helps 
ensure that finance ministries, which typically lead 

                                                             
ii The World Bank, the Asian Development Bank (ADB), the African Development Bank (AfDB), and the Inter-American Development Bank 

(IDB) offer policy-based finance. 

country engagement with multilateral banks, are 
fully informed and supportive of the NDC.” 13 
Moreover, “NDC enhancement and LTS 
development will require political support, ideally 
from a head of state and planning or finance 
ministry, to ensure buy-in and steer coordination 
efforts.“ 14  By elevating LTSs and NDCs in the 
country engagement process and engaging finance 
ministries on the topic, the MDBs could help to build 
the required political support for NDC enhancement 
or LTS formulation. 

2. Paris-Aligned Policy-Based Finance  

Several of the MDBs, including the World Bank, ADB, 
AfDB, and IDB, offer policy-based lending, whereby 
they condition disbursement of funding on 
implementation of certain policy reforms. In policy-
based lending operations, countries pursue 
particular policy programs or institutional actions, 
and the MDBs provide technical support to design 
and implement the related reforms. The proceeds of 
these loans then provide countries with general 
budget support. Historically, this type of lending has 
made up a significant share (20 to 30 percent) of 
these banks’ portfolios, making policy-based lending 
an important piece of the Paris alignment puzzle.15 

Policy-based lending could help or hinder adoption 
of Paris-aligned pathways, depending on how it is 
deployed. On the one hand, the Banks have used 
policy-based finance to promote climate-related 
objectives. For instance, several have used policy-
based finance to spur energy sector reforms and 
promote renewable energy. The ADB also recently 
added a new financing mechanism to its policy-
based lending toolkit that aims to strengthen 
countries’ disaster resilience.16  On the other hand, 
the banks have also used policy-based lending to 
encourage policy reforms that could substantially 
increase GHG emissions. For example, a World Bank 
policy-based loan in Mozambique aims to help the 
country develop its oil and gas industry.17 

To be Paris-aligned, policy-based lending cannot 
benefit or promote any activities that are misaligned 
according to Building Blocks 1 and 2—on mitigation 
and adaptation—of their Paris Alignment approach. 
It is especially critical that the MDBs strengthen 
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mechanisms for anticipating indirect or unintended 
climate-related impacts of their policy-based loans.  

MDBs could also go beyond this minimum threshold 
and use policy-based lending to actively promote 
reforms that help countries transition to Paris-
aligned pathways. For instance, they could use 
policy-based lending to help countries adopt 
mitigation plans for sectors, such as the energy and 
transport sectors, that are critical to long-term 
decarbonization. Reforms in key emissive sectors 
could make up an important piece of an eventual 
economy-wide long-term strategy; they could even 
make economy-wide long-term planning seem more 
feasible. Additionally, MDBs could consider 
developing a dedicated climate-related policy-based 
lending instrument that would offer funds to 
countries’ adopting ambitious LTSs or enhancing 
their NDCs. 

How Can MDBs Help Countries Formulate 
Ambitious Climate Plans? 

Once countries decide to develop LTSs and enhance 
their NDCs, they may need technical and financial 
support from the MDBs to do so. Several of the MDBs 
already provide dedicated support to member 
countries for NDC implementation, NDC 
enhancement, and long-term strategy formulation. 
However, at present, these efforts are limited. 18  
Some are financed through relatively small pots of 
grant funding. For example, the ADB’s NDC Advance 
is funded through a $4.55 million grant.19  Others 
cover only a small number of countries; the EBRD’s 
NDC Support Programme, for example, provides 
direct technical support to only a select set of 
countries. 20  Additionally, the bulk of the support 
provided to date has focused on NDC 
implementation. 21  While NDC implementation 
support is and will continue to be crucial, 
developing countries also require assistance in 
formulating and increasing the ambition of their 
near-term and long-term national climate plans, 
particularly in the lead up to COP26. 

To effectively implement Building Block 4, the MDBs 
need to scale up their dedicated support platforms 
to provide more support to more countries. Scaled-
up platforms could provide a range of technical 

                                                             
iii These examples are informed by requests submitted by developing countries in a new NDC Partnership initiative, the Climate Action En-

hancement Package (CAEP). Under CAEP, countries are invited to submit requests for support related to NDC enhancement and long-term 
strategy formulation. NDC Partnership. n.d. “Climate Action Enhancement Package (CAEP).” https://ndcpartnership.org/caep. 

support. Several indicative examples are discussed 
below.iii  

Process: Dedicated support platforms could provide 
technical assistance to develop broadly inclusive 
and iterative stakeholder engagement processes for 
developing national climate plans. Dedicated 
support platforms could also offer concessional 
funds to support policy development but condition 
access to those funds on development of inclusive 
and iterative engagement processes. 

Policy Development: Dedicated support platforms 
could support a variety of analytical assessments to 
help countries define their climate commitments. 
For example, MDBs could help undertake modelling 
exercises to identify viable and cost-effective 
decarbonization pathways, or they could help 
countries design adaptation plans using robust 
decision-making exercises. They could complement 
these assessments with cost-benefit analyses of 
specific interventions. Together, these kinds of 
assessments could help countries understand the 
implications of different development pathways for 
emissions, climate risk, economic growth, or other 
indicators of interest. They would thereby allow 
countries to make informed policy decisions. In 
providing this type of support, the dedicated 
support platforms could build on and collaborate 
with other existing initiatives, including the Deep 
Decarbonization Pathways (DDP) initiative, the 
2050 Pathways Platform, and NDC Partnership.  

Ideally, MDB technical support would build internal 
capacity—within government ministries and within 
academic and other research institutions—to 
develop or adapt existing models and to formulate 
policies based on the results of modelling exercises. 
Doing so could help countries build the evidence 
base they need to bolster internal support for low-
carbon, climate-resilient pathways. The IDB’s 
innovative Deep Decarbonization Pathways in Latin-
America and Caribbean (DDPLAC) project provides a 
concrete example (see Box 1).22 

Implementation and Financing: Some countries may 
require support to develop the governance and 
institutional structures needed to implement 
climate plans. The MDBs could provide technical 
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assistance to help countries strengthen institutional 
capacity and adopt policies that support plan 
implementation. In designing related technical 
assistance or policy-based lending operations, the 
MDBs could consider NDC Partnership Plans, in 
which member country governments identify their 
NDC implementation needs.23  

Other countries may need guidance in developing 
plans to finance implementation. The MDBs are, of 
course, well-equipped to help countries develop 
financing and investment plans. They could help 
countries conduct cost-benefit analyses of different 
interventions. They could also help countries 
evaluate financing gaps and identify potential 
sources of funding, including potential private 
investment.  

How Can MDBs Encourage Other Clients to Adopt 
Ambitious Climate Plans? 

In Building Block 4, the MDBs commit to help “other 
clients” to develop LTSs and accelerate their 
transition to Paris-aligned pathways.24 The MDBs 
have indicated that they are initially focusing on the 
country level. While this is a sensible starting point, 
it is important to note that a complete 
implementation plan for Building Block 4 will also 
need to include plans and processes for supporting 
actors, such as subnational governments, financial 
intermediaries, and private sector actors. In parallel 

with the critical support MDBs provide member 
countries, the MDBs should begin to develop 
methodologies for supporting other clients. 

It is especially important that they work with 
financial intermediaries to formulate long-term 
decarbonization plans. Since the MDBs provide 
significant shares of their funding through financial 
intermediaries 25 , they cannot fulfil their 
commitment to align their operations with the Paris 
Agreement without the cooperation of financial 
intermediaries. The banks could develop policies 
and strategies to convince actors that they lend to or 
invest in to define their own long-term 
decarbonization targets. For instance, the MDBs 
could condition lending to or equity investment in 
financial intermediaries on the recipient’s 
willingness to adopt decarbonization targets over a 
specified time period.  

The IFC’s proposed Green Equity Strategy provides 
a useful example. The IFC began to discuss a “green 
equity investment approach” in October 2018. 26  
Under the proposed Green Equity Strategy, financial 
intermediary clients, including commercial banks, 
would have to commit to reduce or eliminate their 
coal investments over a defined period of time in 
order to receive IFC equity investment.  

In addition to financial intermediaries, MDBs could 
also help other clients, including subnational 

Box 1: IDB’s Deep Decarbonization Pathways in Latin-America and Caribbean (DDPLAC) project 
Recognizing the importance of modelling exercises in the formulation of effective climate policies, the IDB 
is working to develop in-country capacity in Argentina, Colombia, Costa Rica, Mexico, and Ecuador to re-
search long-term emissions reduction pathways and develop modelling expertise to help inform national 
climate policies.  The project has several key components: 

• Training for academic teams and/or think tanks within the target countries (trainee teams) on the use 
of modelling tools to inform policy making: Trainers will work with trainee teams to gather the neces-
sary data and design and calibrate models that are suited to the local context. 

• Dialogue with government stakeholders: trainee teams will begin a dialogue with government stake-
holders to demonstrate the value of modelling tools for informing policy decisions.  

• Develop decarbonization pathways: trainee teams will develop decarbonization pathways that they 
will compare with targets set out in the NDCs and any long-term national goals. They will share the 
outcomes of the analysis with policymakers to support ongoing public debate on NDC planning. 

The project also aims to collect and exchange lessons learned and build a regional community of practice. 
This innovative project has the potential to increase the pool of available models, create more fit-for-pur-
pose models, and build up local expertise. This, in turn, could increase local buy-in for the results of model-
ling exercises and any policies that follow from those exercises. 
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governments and private sector actors, accelerate 
the transition to low-emissions and climate-
resilient development pathways. Helping them do 
so would reinforce efforts at the national level. The 
MDBs could, for example, encourage other clients to 
adopt long-term decarbonization targets and 
connect them with relevant initiatives and 
resources that could help them formulate such 
targets. One example is the Science-Based Targets 
Initiative, which has developed methodologies for 
private companies to set emissions reduction 
targets based on their share of global emissions.27 

Additionally, as the MDBs support national 
governments in developing ambitious climate plans, 
they could, where appropriate, encourage 
engagement with subnational governments or the 
private sector. Actively engaging subnational 
governments and the private sector in national 
government efforts to develop LTSs could increase 
awareness, build capacities, and create 
opportunities for other actors to identify their own 
needs for support. 

RECOMMENDATIONS  
We recommend that the MDBs further elaborate 
their shared principles for economy-wide LTS, 
as detailed in Table 1 above.  

1. MDBs should champion LTSs and NDC 
enhancement in country engagement and 
particularly in the development of MDB 
country strategies. Country strategy results 
frameworks should make plain how the 
strategy will promote countries’ climate 
objectives. Where countries have yet to 
articulate long-term plans, the MDBs should 
emphasize the importance of long-term 
planning and make countries aware of the types 
of support available for the development and 
implementation of LTSs.  

2. The MDBs should consistently use policy-
based finance in ways that help countries 
transition to low-carbon, climate resilient 
development pathways. At a minimum, they 
should ensure that policy-based lending does 
not benefit or promote misaligned activities. 
Going beyond this minimum threshold, the 
MDBs could consider developing a climate-
related policy-based lending instrument to 

promote ambitious climate policies that 
actively advance Paris Agreement goals. 

3. We recommend that the MDBs scale up 
dedicated support platforms to provide 
more support to more countries, with an 
eye toward supporting NDC enhancement 
and LTS development in 2020. Wherever 
possible, the MDBs should design technical 
assistance initiatives to build in-country 
capacities to formulate and implement 
climate commitments. 

4. The MDBs should develop policies and 
strategies to convince actors that they lend 
to or invest in to define their own long-term 
decarbonization targets. Paris alignment 
requires the MDBs to ensure their financial 
intermediaries are also aligning their 
operations with the objectives of the Paris 
Agreement by formulating long-term 
decarbonization plans. 

5. We recommend that the MDBs encourage 
and support other clients to adopt science-
based decarbonization targets and help 
connect them with relevant resources and 
initiatives, including the Science-Based Targets 
Initiative for private companies that can help 
them formulate such targets. 
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Paris-Aligned Reporting: Risks and Impacts

The Multilateral Development Banks (MDBs) 
have helped to improve transparency around cli-
mate finance over the last decade. The goal of Ar-
ticle 2.1c, making financial flows consistent with 
low-greenhouse gas emissions and climate-resil-
ient development, is an important impetus be-
hind MDBs’ ambitions to improve their tracking 
and reporting.1 So far MDBs have harmonized re-
porting in climate finance, focusing on input met-
rics and targets, such as finance volumes. Moving 
on from a Climate Finance Paradigm to a Paris 
Alignment Paradigm requires harmonized disclo-
sure standards on all activities as well as trans-
parency regarding the climate impacts of all MDB 
financing and the potential risks climate change 
poses to investments2 and the development goals 
MDBs aim to achieve. 

In December 2018, the MDBs announced six 
building blocks for Paris alignment: for align-
ment: Mitigation (Building Block 1), Adaptation 
(Building Block 2), Climate Finance (Building 
Block 3), Policy Support (Building Block 4), Re-
porting (Building Block 5), and Internal Opera-
tions (Building Block 6). Building Block 5 is con-
cerned with improved reporting on and in conse-
quence of the MDBs’ Paris alignment approach. 
This memo discusses central avenues through 
which MDBs can report on the compatibility of 
their annual project commitments, past commit-
ments on their portfolios, and internal activities 
with the Paris objectives as well as their Paris-
alignment processes more comprehensively, 
while fostering and advocating for harmonized fi-
nancial practices conducive to low-carbon, cli-
mate-resilient development.3 

OVERARCHING PRINCIPLES 

To become Paris aligned, MDBs will need to not 
only report on the results of their Paris-align-
ment activities 4  but also to what extent their 
portfolios and commitments are aligned and how 

and when they will be aligned with climate-re-
silient, low-carbon development pathways. The 
following overarching principles can lay the 
groundwork for a successful implementation of 
Building Block 5: 

1. All Financial flows of an institution are 
Paris-aligned if and only if all invest-
ments and their impacts are Paris-
aligned. Reporting on Paris Alignment 
of financial flows thus entails reporting 
on all investments, including climate fi-
nance and non-climate finance, direct and 
indirect lending, equity investments, tech-
nical assistance and policy support. Paris 
alignment requires not only aligning direct 
project investments but also supporting 
existing and potential clients in aligning ac-
tivities with the Paris agreement. MDBs’ re-
sponsibility does not end with the dis-
bursement of funds but involves the sup-
porting of clients’ transition to a low-car-
bon, climate-resilient development. 

2. For all climate finance, Paris aligned re-
porting should expand to include report-
ing on harmonized impact indicators. 
Harmonized principles exist already in the 
case of climate finance, but they should be 
updated to reflect the goals of the Paris 
Agreement. All MDBs now report on climate 
finance volumes, based on the common Prin-
ciples for Climate Change Mitigation and Ad-
aptation Finance Tracking.5 A continued im-
provement of the common reporting on cli-
mate finance should reflect the temperature 
goal of the Paris Agreement and ambitions to 
ramp up adaptation finance volumes. 

3. For all projects of the portfolio, Paris 
aligned reporting should entail reporting 
on climate-related financial risks and on 
impacts on emissions and resilience. On 
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the one hand, financed assets are exposed to 
financial risks that stem from and are aggra-
vated by a warming climate and transform-
ing economies (see Figure 1). As part of their 
Paris Alignment approach, the MDBs have 
thus committed to assess their investments 
for transition risks (under Building Block 1) 
and for physical risks under (Building Block 
2). Financing decisions made by banks, on 
the other hand, have the potential to induce 
climate impacts relevant to the achievability 
of the Paris objectives (in this memo the term 
“climate impacts” refers to impacts on emis-
sions and resilience). Reporting on progress 
towards Paris alignment needs to include re-
porting on misaligned activities – for exam-
ple via a ratio of misaligned-to-total-assets 
or a brown-to-green energy ratio. 

4. The dimension of climate impacts on 
emissions and resilience and the dimen-
sion of financial risk and opportunity are 
interlinked and reinforce each other (see 
Figure 1). For example, minimizing financial 
assets’ exposure to physical damage through 
adaptation (risk dimension) can also im-
prove the resilience of communities and de-
velopment pathways (impact dimension). 
Minimizing transition risks, e.g. by avoiding 
fossil fuel-related investments that risk to 
become stranded assets, also has an impact 
on financed emissions. However, minimizing 
risks will not always be sufficient to ensure 
Paris-aligned project impacts on emissions 
and resilience. It is thus vital that MDBs re-
port on both dimensions.

Box 1: The TCFD Framework  

The Task Force of Climate Related Financial Disclosures 
was established in 2015 by the Financial Stability Board in 
response to the financial crisis of 2007-08 and in anticipa-
tion of a transformation towards lower-carbon economies. It 
was called upon to develop climate-related disclosures “that 
could promote more informed investment, credit [or lend-
ing], and insurance underwriting decisions” that would “en-
able stakeholders to understand better the concentrations of 
carbon-related assets in the financial sector and the financial 
system’s exposure to climate-related risks”.6 

The task force developed recommendations that are appli-
cable to organizations across sectors, and provided supple-
mentary guidance for financial institutions. It found a need 
for comprehensive, forward-looking management and dis-
closure of climate risks and opportunities with respect to 
banks’ governance, strategy and risk management, in addi-
tion to metrics and targets that guide operations. This new 
vantage point could expand MDBs’ reporting focus from in-
puts (finance volumes) in climate-related activities to also 
include the assessment, management and communication 
of financial risks due to climate change and climate policies. 

Figure 1: Dimensions of Paris-aligned Reporting (adapted from European Commission 2019)23 
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5. Rigorous and harmonized Paris-aligned 
disclosures would help MDBs in building 
mutual trust and confidence among finan-
cial actors. Some MDBs are incorporating 
the recommendations of the Task Force on 
Climate-Related Financial Disclosure into 
their annual financial reports – a trend that 
can play a valuable part in MDBs’ Paris-align-
ment process (see Box 1). 

IMPLEMENTING BUILDING BLOCK 5 

This memo is structured thematically around 
TCFD’s four pillars of action – governance, strat-
egy, risk management, and metrics and targets –  

which were developed to assist financial sector 
participants to use and understand the material-
ity of climate change-related financial risks and 
opportunities and thus helping corporate disclo-
sure to converge around certain terminology and 
practice. 

While focusing on financial risk-related disclo-
sures, the TCFD’s framework can provide a pow-
erful starting point for MDBs to demonstrate 
leadership in disclosing climate-related infor-
mation in a clear, comprehensive and harmo-
nized fashion.7 Moreover, this should be comple-
mented by detailed reporting of climate impacts, 
targets and underlying metrics and tools.

Box 2: Risk Categories of the TCFD and why they are rele-
vant to the MDB’s Paris Alignment Approach 

The two major categories8 of climate risks are tran-
sition risk (the financial risk which could result from 
the process of adjustment towards a lower-carbon 
economy) and physical risk (effects on the value of fi-
nancial assets that may arise from climate- and 
weather-related events and via insurance liabilities). 
Transition risks include the potential for increasing 
exposure to litigation revolving around financial as-
sets and their negative climate impacts. 

Considering these risk categories as part of their Paris 
Alignment approach, the MDBs have committed to as-
sess their investments for transition risks (under 
Building Block 1) and for physical risks under (Build-
ing Block 2). 9 

It is tempting to think that development banks’ portfo-
lios are not likely to be affected by climate-related fi-
nancial risks as a significant part of their lending is 
guaranteed by sovereign clients.  

Particularly for transition risks it is argued that coun-
tries that give the necessary guarantees, for example, 
for a fossil fuel power plant, are not likely to undertake 
policy measures that will not allow this plant to pro-
duce electricity until the end of its economic lifetime. 
Yet, transition risks depend not only on national policy 
measures, but also on (international) demand, tech-
nology development and other factors. In addition, 
countries might increase climate policy measures de-
spite guarantees taken for individual projects, as cli-
mate impacts become more evident and severe. In-
deed, new research by academia and central banks 
stresses that “transition risks, could affect in a relevant 
and negative way the value of sovereign bonds in  

 

countries where revenues from economic activities 
and GDP growth are still carbon-intensive”.10 

The idea that countries will be able to pay back loans, 
may thus not always hold true. First, because there 
have been cases of country insolvencies or inability to 
pay back loans in the past. Second, because in the fu-
ture, particularly countries that rely on carbon-inten-
sive exports and are highly indebted may be severely 
affected by the low-carbon transformation. Similarly, 
the risk of insolvency increases for countries most vul-
nerable to the physical impacts of climate change. 

Beyond portfolio risks to MDBs, assessing and mitigat-
ing transition and physical climate risks of their clients 
is also well in line with the development mandate of 
banks.  

For transition risks, the reliance on governments to ei-
ther (i) pay back loans for stranded assets or (ii) hold 
back climate policy measures to minimize transition 
risks, would be at odds with broader sustainable de-
velopment goals and supporting the temperature goal 
of the Paris Agreement (Building Block 1). Neglecting 
physical risks, on the other hand, would be at odds 
with strengthening the client’s climate resilience 
(Building Block 2). 

Most MDBs are currently further advanced in as-
sessing and reporting physical climate risks of pro-
jects, as a significant and increasing number of clients 
is already affected by these. Research commissioned 
by UNEP finds that vulnerability to physical climate 
risks already raised the average cost of debt of devel-
oping countries.11 
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Governance 

The need for a definition of Paris alignment has 
emerged as a considerable challenge that re-
quires the commitment of senior leadership and 
dedicated management capacities with a focus on 
climate spanning relevant departments.  
Providing information on how climate-related is-
sues are overseen throughout institutions allows 
the evaluation of whether material risks and im-
pacts receive the appropriate attention at the ap-
propriate levels. This is a core prerequisite for 
successfully identifying climate risks and impacts 
and taking appropriate measures on strategy and 
risk management. 

1. MDBs should disclose whether and how 
Paris alignment is incorporated into their 
mandates, to what extent it is a priority of 
senior management and how this priority is 
reflected in incentive structures. This should 
include information on how senior managers 
have advocated for addressing climate risks 
and impacts within the institution.  

2. MDBs should report on how responsibili-
ties to include climate risks and climate 
impacts are assumed throughout the or-
ganization, including the managing board, 
corporate strategy, risk management and at 
the projects level (such as dedicated climate 
divisions or project managers). 

Strategy (Scenario Analysis) 

Climate-related considerations, including risks 
and impacts associated with mitigation and adap-
tation actions, need to be clearly articulated in 
banks’ overall strategies. It is notable that indi-
vidual banks have implemented climate strate-
gies to emphasize and facilitate climate action. 

                                                             
i According to the International Actuarial Association (2013) a scenario is a projection of a possible future environment either at a 

specific point in time or over a certain time horizon. Complex scenarios may include interaction between numerous variables over 
several time periods. Due to uncertainty about future developments a number of possible scenarios exist. For example, ‘future emissions 
scenarios’ model the effect that developments in supply and demand, climate policy, technology and consumer preferences have on future 
emission levels and, in a next step, on temperature levels. Some scenarios back cast what kind of developments will be necessary to limit 
global warming to a defined temperature target with a defined probability. From these it can be derived what kind of projects and activities 
are in line with the temperature goal, but also what kind of transition risks may arise (policy changes, technology changes, changes in 
consumer preferences etc.). Other climate scenarios model plausible effects of climate change (such as rainfall, likeliness of storms, tem-
perature etc.) in certain regions in dependence of the development of global emissions. These scenarios can be useful to derive physical 
risks. 

ii Stress testing has become a frequently used technique in the finance domain, where it is used to assess the resilience of financial institu-
tions and portfolios or whole economies under a stress scenario. Four basic elements are part of any financial stress test: (i) a scenario 
describes an external shock, (ii) risk exposures affected are identified and quantified, (ii) a model explains the impact of the shock on the 
exposures (iv) an evaluation defines or describes which outcome a financial institution is able to absorb  (Borio, Drehman and Tsatsaronis 
2014)  

However, commendable as past strategy innova-
tions may be, they currently fall short of the am-
bition to incorporate the goal of Paris alignment 
across all MDB operations.  

MDBs and other financial institutions have faced 
challenges in assessing the compatibility of an-
nual commitments with climate scenariosi, citing 
data availability and ambiguity about methodo-
logical approaches.12 The variety of available sce-
narios and stress testing ii  approaches, makes 
comparisons of analyses difficult. It is, thus, im-
portant that banks report transparently on cho-
sen scenarios, underlying assumptions and anal-
ysis approaches.13 Aside from the comparability 
aspect, a joint framework could provide guidance 
for common practice where data gaps exist and 
establish best practices for necessary assump-
tions. Moreover, climate-related risks and im-
pacts are sure to evolve and have different impli-
cations as conditions change, making a vigilant 
and concerted use of scenario analysis supremely 
relevant to ensure progress towards Paris align-
ment. This is a crucial point: even if risks of de-
fault are not borne by MDBs due to the sovereign 
backing of projects, the incidence of a stranded 
asset results in wasted resources and failed de-
velopment goals. 

1. MDBs should commit to a timeline to im-
plement comprehensive climate scenario 
analyses, common time-frames (short: 
<10 years; medium: 20-30 years; long 
term: 30-50 years) and stress test ap-
proaches to assess climate risks. Distinct 
methodologies will need to be developed to 
assess transition risk (including litigation 
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risk) under Building Block 1 and to assess 
physical risk under Building Block 2. 

2. MDBs should aim to harmonize their ap-
proaches to help comparability of results 
and foster mutual learning. This could be 
achieved by MDBs agreeing on the climate 
scenarios (or at least criteria for the estab-
lishment of those scenarios) used for as-
sessing different risk and impact types under 
Building Block 1 and 2, a joint methodology 
for scenario analysis and stress testing, and a 
joint reporting format (such as regarding as-
sumptions and results of quantitative cli-
mate risk analyses). 

3. Banks should utilize at least one scenario 
in line with a temperature increase of no 
more than 1.5°C to analyse transition 
risks, including litigation risks, under 
Building Block 1. For physical risk analysis 
assessed under Building Block 2, various sce-
narios that model a range of possible path-
ways should be included – both pessimistic 
and optimistic – for example 1.5, 2, 3 and 4°C. 
Utilized scenario characteristic and assump-
tions should be disclosed. 

Risk and Impact Management 

Risk Management 

Transition and physical climate risks have in-
creasing potential to result in a significant deteri-
oration in portfolios – both for private and sover-
eign lending (see box 2) - and threaten successful 
implementation of new commitments. MDBs 
have thus committed to assess transition risks 
and physical risks under Building Block 1 and 2 
of their Paris Alignment approach. Adequate 
management of these risks and opportunities is 
highly relevant to MDBs’ strategies, business 
models, and financial planning. Disclosure of how 
risk management following the risk assessment is 
also necessary for accountability reasons, and 
can help shareholders, clients, financial actors, 
civil society and other stakeholders to advance 
their understanding of climate-related risks and 
potential means to manage these. The analysis 
should be done at the borrower level (for new 
commitments) and at the portfolio level (to as-
sess the exposure of credit loan portfolios). 

In a warming world, the management of climate 
risks may imply a decrease in commitments and 
financed activities exposed to physical climate 
risks. Yet, it is a part of MDBs’ mandates to take 
on a certain risk profile in line with their develop-
ment mandates. MDBs can use information from 
risk assessments to better identify the most vul-
nerable borrowers and provide them with 
adapted financing solutions. 

According to the section “Reporting under the 
TCFD”14 in the IFC’s annual report for 2018, cli-
mate risks have been recognized as material to fi-
nancial returns, which has led the bank to heed 
implications that result from climate change and 
investing in a business-as-usual scenario. Up-
dates to risk management have resulted in a more 
careful consideration of climate impacts and cli-
mate risks in IFC’s new investments.  

Impact management 

As public finance institutions with a development 
mandate and in line with their Paris alignment 
commitment, MDBs should also report on the 
negative and positive impacts of their projects on 
emissions and resilience. This includes reporting 
on measurable direct impacts of projects (such as 
gross GHG emissions, resilience impact metrics 
or volume of transformational projects, see next 
section “Metrics and Targets”) and impacts 
through climate finance under Building Block 3 
(see also Memo 3) as well as through policy sup-
port and engagement with clients under Building 
Block 4 of the Paris Alignment approach. 

1. Building on existing environmental and so-
cial safeguard practices and risk manage-
ment frameworks, MDBs should disclose 
how they manage transition risks (under 
Building Block 1) and physical climate 
risks (under Building Block 2) identified 
by means of scenario analysis and stress test-
ing. Climate risks should be characterized in 
the context of traditional banking industry 
risk categories, such as credit risk, market 
risk, liquidity risk and operational risk. 15 
Risk management should include milestones 
every five years – for example in step with 
the UNFCCC’s common time frames. 
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2. To manage portfolio risks identified 
through risk assessments under Building 
Block 1 or 2, MDBs should explore risk 
management strategies as alternatives to 
divestment from non-aligned assets that 
bring about real-economy impacts, for exam-
ple, through their modification or early re-
tirement. 16  MDBs could also propose de-
risking solutions to mobilize the private sec-
tor to finance risk mitigation (physical or 
transition) for the most vulnerable borrow-
ers identified. 

3. MDBs should disclose the impacts of their 
operations (see next section “Metrics and 
Targets”) and how they will manage these 
impacts to align all operations with the 
goals of the Paris Agreement. Impacts of 
project investments on emissions and resili-
ence as well as impacts on the client’s climate 
resilient, decarbonisation strategy can at the 
same time also be part of an effective risk 
management.  

For example, reporting on impact manage-
ment of policy support under Building 
Block 4 could  include reporting on how pol-
icy support is strategically used to (i) reduce 
climate-related risks for the client or (ii) 
help to build a Paris aligned project pipe-
line (over time). For equity investments 
and financial intermediary financing, im-
pact management could be achieved 
through binding targets and financing 
conditional on the implementation of 
Paris alignment strategies (such as the suc-
cessive reduction of carbon-intensive assets 
as a share of the client’s portfolio). 

Metrics and Targets 

MDBs’ Climate Finance Tracking is a strong ex-
ample of collaboration between banks and an im-
portant cornerstone of their effort to mobilize cli-
mate finance. However, projects tagged under the 
MDBs’ methodologies for mitigation and adapta-
tion finance tracking are not explicitly aligned 
with the Paris Agreement and climate impacts are 
so far not consistently accounted for in the re-
maining investments and bank operations. Simi-
larly, a harmonized GHG accounting methodology 

has increasingly served as a basis for climate-re-
lated decision-making tools among the MDBs 
(see Box 2). Still, MDBs have not commonly de-
fined Paris-aligned benchmarks. In spite of the 
progress made, banks and stakeholders stand to 
benefit from a more rigorous harmonization and 
disclosure of science-based benchmarks and tar-
gets used to ensure Paris alignment. 

Reporting on Climate Impacts 

MDBs have individually committed to support in-
creased climate finance levels, resulting in a col-
lective effort totalling at least $65 billion annually 
by 2025. 17  These ambitions are well-regarded 
but only focus on a relatively small – if growing – 
part of overall Bank activities. ‘MDB Climate Fi-
nance’, as reported by Banks in the joint annual 
report, refers to those financial resources com-
mitted to “development operations and compo-
nents thereof, which enable activities that miti-
gate climate change and support adaptation to 
climate change”.18 This focus of reporting on fi-
nancial inputs is not enough to enable a compre-
hensive understanding of the climate impact of 
MDB investments. Furthermore, MDBs have yet 
to agree on a harmonized reporting methodology 
for investments that are not categorized as cli-
mate finance. 

Assessing impacts that result from MDBs’ financ-
ing is important to judge overall progress in 
aligning with the Paris Agreement. Furthermore, 
including projects not eligible for mitigation and 
adaptation finance would allow for an easier un-
derstanding of and comparison between MDB in-
vestments, raising awareness on those activities 
that could potentially have negative impacts on 
climate goals.  

Greenhouse gas accounting metrics are already 
used to reflect climate impacts of projects and can 
inform a Paris Alignment assessment that works 
with emission benchmarks or emission targets. 
The effectiveness of tools that are based on the 
GHG footprint of projects crucially depend on the 
methodology used for GHG accounting, which 
should thus be disclosed (see Box 3). 

An overwhelming share of MDBs climate finance 
flows towards mitigation activities due to their 
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impact in terms of net GHG emission reductions. 
Given the urgency of climate change mitigation 
and a shrinking space to settle for options that are 
impactful only on a relative basis, dedicated ef-
forts to align with the Paris temperature goals 
and striving for net zero emissions by 2050 need 
to make gross GHG emissions the core metric. 

1. MDBs should start to report on Paris 
alignment of the entire portfolio in a har-
monized manner. This could be done, for 
example, by defining indicators such as 
“aligned” or “misaligned with Paris Agree-
ment”. It should be disclosed how the indica-
tors are defined and under which category 
existing and new projects fall. Thusly gener-
ated transparency on MDBs activities and 
their impacts could be evaluated in terms of 
Paris alignment against countries’ long term 
strategies and climate-resilient, low-carbon 
development pathways. 

2. MDBs should report on positive and neg-
ative climate impacts of projects building 
on the joint GHG accounting approach 
(see Box 3) and on resilience metrics de-
veloped under Building Block 2 (see 
Memo 2) for all projects. Harmonized im-
pact metrics should be reported for climate 
finance (see Memo 3).  MDBs should make it 
mandatory to report on actual annual and ex-
pected future (lifetime) gross emissions and 
disclose (global/sector/country) bench-
marks used in the Paris alignment assess-
ment of investments as well as their scientific 
basis (see Memo 1). At sector level, we rec-
ommend that MDBs report on sector indica-
tors of their portfolio: for example the aver-
age emissions intensity of the power genera-
tion projects (TCO2/MWh), the average en-
ergy efficiency for new buildings (kgCO2/m2 
yr.) as well as on indicators to follow how 
projects financed contribute to sector decar-
bonization. In addition, we recommend for 
MDBs to develop indicators to reflect trans-
formational outcomes for climate finance 
(under Building Block 3) as well as for all 
other finance. 

3. MDBs should also report their support 
and engagement activities under Building 

Block 4. This may include metrics and quali-
tative risk and impact management strate-
gies (see previous section). Lastly, MDBs 
should report on key indicators that measure 
alignment of internal operations under 
Building Block 6, such as total distance trav-
elled by plane, modal split of employees’ 
commute, share of electric vehicles in com-
pany fleet, transport emissions per full time 
employee etc. (see Memo 6). 

4. When disclosing the methodologies for GHG 
accounting, MDBs should provide infor-
mation on GHG scopes and thresholds 
used, sectors to which GHG accounting is ap-
plied, over which period GHG emissions are 
accounted for and – in the case of net emis-
sions – how counterfactual scenarios are de-
signed. MDBs should work to harmonize 
each of these components of the GHG ac-
counting methodology (see Box 3). 

5. MDBs should disclose impacts annually at 
aggregate levels (e.g. in climate finance 
reporting and in financial, such as TCFD, 
reporting) and at the project level in the 
relevant public data bases. 

Reporting on Climate Risks: Scenarios, Assumptions, 
Results 

MDBs finance projects in a wide range of geogra-
phies and sectors that are subject to varying de-
grees of climate risk. As they hold a mandate to 
support sustainable development, it is impera-
tive that climate risks are incorporated into stra-
tegic planning and project appraisal to ensure 
long term viability of projects and their mitiga-
tion or adaptation impact. By adopting a rigorous 
and harmonized framework for climate-related 
financial disclosure, MDBs also provide im-
portant signals for other financial actors and af-
filiated entities. 

1. Banks should disclose (i) metrics and 
tools used to assess climate-related finan-
cial risks under Building Block 1 and 
Building Block 2 as well as (ii) results 
from risk assessments and (iii) strategies 
to address the risks identified by the sce-
nario analysis, including stress tests. 
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2. MDBs should disclose which scenarios 
and stress tests are used to assess cli-
mate-related financial (transition and 
physical) risks in the short, medium, and 
long run. This should include main assump-
tions. 

3. MDBs should derive and disclose which 
investments would be affected under 
these scenarios. Metrics provided may re-
late to credit exposure, equity and debt hold-
ings, or trading positions. They could be fur-
ther broken down by (i) industry, (ii) geog-
raphy, (iii) credit quality (e.g. investment 
grade or non-investment grade, internal rat-
ing system) and (iv) average tenor. The TCFD 
also recommends provision of the amount 
and percentage of carbon-related assets rel-
ative to total assets as well as the amount of 

lending and other financing connected with 
climate-related opportunities. 19  In a Paris 
alignment context this can be done by re-
porting ratios of misaligned-to-total-as-
sets or brown-to-green energy. 

4. MDBs should disclose the results of sce-
nario analysis and stress tests in publicly 
available documents. Metrics provided 
could be “expected loss” or “net present 
value” of investments when (stress) sce-
narios are applied.  This should include the 
results of stress tests of critically large in-
vestments to show their sustainability in 
low-carbon scenarios in line with NDCs and 
1,5°C-oriented scenarios as well as in >2°C 
scenarios. 

Box 3: Disclosure Requirements in Greenhouse Gas Ac-
counting 

A framework developed by a technical working group 
of international financial institutions – among them six 
MDBs – stipulates a methodology to account for gross 
(absolute) and net (relative) emissions from direct 
investments and asks members to disclose net emis-
sions of projects to “capture their development and 
mitigation contribution”. 20  Accordingly, GHG emis-
sions shall be accounted for as tonnes of CO2e that the 
project is expected to produce on an annual basis.  

Regarding disclosure, the minimum requirement of 
the framework is to disclose net emission reductions 
for mitigation projects at the project level. However, 
emission reductions do not paint the full picture of cli-
mate impacts. For example, improvements in energy 
efficiency of fossil-fuel related investments that re-
duce annual emissions may still lead to a lock-in of 
emissions by extending asset lifetimes – a possible 
conflict with national sector strategies and decarboni-
sation pathways. For accountability purposes with re-
gard to the Paris commitments and national decarbon-
isation pathways, reporting of gross emissions is cru-
cially important. 

When using gross emission targets, budgets, and 
benchmarks, lifetime emissions of financed projects 
will need to be taken into account and should be dis-
closed. The Netherlands Development Finance Com-
pany (FMO) was the first international finance institu-
tion setting a target pathway for gross portfolio 
emissions in order to align with the 1.5°C tempera-
ture goal of the Paris Agreement.  

 

It accounts for financed annual emissions as long 
as the investment is part of the bank’s portfolio 
(economic life). 21  This reflects an approach that 
looks at financial risks. From the impact point of view, 
it should be considered that the technical lives of as-
sets are often conceivably longer than the periods for 
which they remain on portfolios. Projects continue to 
emit after leaving the banks’ books. To ensure that 
climate impacts of projects are in line with the 
temperature goal, estimated technical lifetimes 
could be taken into account. A third approach 
would be to trace emissions ex-post until the project 
closes down. This would require significant monitor-
ing capacities but would ensure the most accurate re-
porting of financed emissions. Banks need to agree on 
a common methodology to transparently account for 
these legacy emissions. 

Additional reporting on baselines, portfolio-wide 
emissions, lifetime GHG emissions and disaggregate 
GHG data by sector, country or project is currently vol-
untary under the joint framework. While including 
scope 1 and 2 emissions (direct emissions and emis-
sions from electricity use as defined in the GHG ac-
counting protocol) is mandatory, inclusion of scope 3 
emission (upstream and downstream emissions) is 
voluntary. Making disclosure of these metrics man-
datory and achieving a harmonized framework to ac-
count for these metrics would greatly increase trans-
parency and enable comparability of data, for example 
against Paris aligned benchmarks.
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5. Lastly, MDBs should describe strategies 
to address identified risks at activity level 
(describing risk managing activities in 
project documents) as well as at portfolio 
level (in annual financial reporting, for 
example under TCFD). This could include 
disclosure of cost and expected impacts of 
mitigation and adaptation measures. As part 
of these strategies, MDBs can implement and 
should also disclose targets and tools to as-
sess whether new commitments or entire 
portfolios are Paris aligned. 

Reporting on Tools and Targets 

Tools, Benchmarks and Assumptions used in 
Paris Alignment Assessment 

Project-level climate tools applied during the ap-
proval process, can have a critical influence on fi-
nancing decisions, ultimately shaping the banks’ 
portfolios. 22  Apart from the harmonized ap-
proach to GHG accounting, to date MDBs have not 
developed methodologies that could govern the 
concerted implementation of climate tools and 
support Paris-aligned decision-making. Taking 
GHG accounting as the underlying metric, the ap-
plication of benchmarks, such as emission perfor-
mance standards, or shadow carbon priceiii, could 
inform best practice debates and allow for the 
analysis of trends across the financial sector. 
Their implementation and disclosure are, moreo-
ver, important prerequisites for rigorous, sci-
ence-based and believable targets to advance 
Paris alignment. 

1. MDBs should report all tools/bench-
marks and underlying assumptions used 
in Paris alignment assessment as part of 
their annual reporting. They should disclose 
whether and how they use GHG accounting, 
sectoral benchmarks or shadow carbon 
prices and reference to the documents where 
the methodologies can be found 

2. MDBs should disclose levels and future 
increases of shadow carbon prices, to 
which sectors and for which scopes they are 

                                                             
iii Shadow carbon prices are applied internally, generally during the economic and/or financial analysis of projects, to internalize the nega-

tive externality of GHG pollution or to indicate the mitigation costs of each avoided metric ton of carbon. By reflecting the cost of mitigating 
emissions to Paris-aligned levels where no pricing mechanism exists, can crucially inform investment decisions.   

applied and which thresholds are used. 
Those levels of future shadow carbon prices 
should be correlated with 1.5°C-related sce-
narios. MDBs should also disclose levels and 
decreases over time of emission perfor-
mance standards and other benchmarks, as 
well as to which sectors or activities and for 
which scopes they are applied. 

Targets used in Paris Alignment Assessment 

Metrics and tools for climate impacts – negative 
and positive – enable the use of targets to track 
progress in aligning MDBs operations with the 
Paris agreement. They can guide investment de-
cisions and incentives on the bank strategy level 
or at the country/sector level. If targets are sci-
ence-based, the use of targets can ensure that 
near-term actions contribute to long-term goals. 
Not least, their disclosure establishes bench-
marks and best practices, and facilitates Paris 
alignment among MDBs and other financial insti-
tutions. 

1. MDBs should utilize impact metrics to 
create targets, e.g. aligned projects as a 
share of portfolio/sector. Similarly they 
could use these metrics to assess the shares 
of those projects counterproductive/harm-
ful to the goals of the Paris Agreement (such 
as fossil fuel finance) and set targets to re-
duce them. Targets could also include gross 
GHG emission targets at the country, sector 
or portfolio level. MDBs could, for example, 
set the target that absolute emissions of pro-
ject financed by MDBs (in tCO2/million $) in 
the infrastructure sectors (electricity, build-
ing, transport.) should progressively de-
crease towards 0 around 2050. 

2. MDBs should also disclose and describe 
key climate-related targets concerning all 
operations, including information on the 
progression towards a Paris-aligned project 
pipeline and portfolio by 2050. They should 
also disclose how the target aligns with the 
goals as set out in the Paris Agreement. 
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RECOMMENDATIONS: 

1. MDBs should disclose their assessment of 
climate-related risks and opportunities 
as well as climate impacts of all activities. 
The TCFD provides a useful structure to dis-
close climate-related financial risks and op-
portunities. It recommends reporting on cli-
mate-related financial risks with regard to 
thematic areas (governance, strategy, risk 
management and metrics). Similarly, climate 
impact reporting should address govern-
ance, strategy and management of negative 
climate impacts and metrics.  

2. Scenario analysis and strategy: MDBs 
should conduct scenario assessments and 
stress tests using 1.5°C climate scenarios 
as well as >2°C climate scenarios to iden-
tify individual activities and entire port-
folios that could be financially affected by 
a changing climate and transforming 
economies. To establish best practices, facil-
itate mutual learning and comparability of 
results, the scenarios used and assumptions 
made should be successively harmonized be-
tween MDBs. (see section 2.2.) 

3. Risk and impact management: From sce-
narios, banks can derive which invest-
ments could be affected from physical and 
transition risks and disclose the volume 
of assets exposed to risks. They should fur-
ther disclose the results of stress tests, 
such as expected loss under given scenarios. 
Lastly, MDBs should disclose how they aim 
to address and mitigate these risks and 
how they manage the impacts of their 
projects (see section 2.3. and 2.4) 

4. Section 2.4 provides detailed recommenda-
tions on metrics to disclose in addition to the 
scenarios used. In sum, MDBs should re-
port on the activity level: 

a. Metrics that reflect climate impacts, such 
as gross GHG emissions per year and over 
the assets lifetime (and methodologies 
used for GHG accounting) and indicators 
of alignment under Building Block 1, 2, 3 
or 4 (including disclosure of assessment 
results) as well as indicators that reflect 

transformational impacts for example on 
the decarbonisation of a sector. 

b. Financial risks (physical risks and transi-
tion risks) relevant to the project.  

c. Tools applied to address and mitigate 
risks and manage impacts (e.g. Paris Align-
ment assessment criteria, emission bench-
marks, adaptation options applied) 

And at the portfolio level: 

a. Portfolio-level impacts, such as gross port-
folio emissions, average sector emissions 
and average energy intensity and the ra-
tios of misaligned-to-total-assets or 
brown-to-green energy investments 

b. Portfolio-level exposure to transition and 
physical risks derived from scenario anal-
ysis 

c. Expected loss under different scenarios 
d. How aggregate financial risks are man-

aged and mitigated. MDBs should disclose 
strategies and tools to address and miti-
gate risks. This could, for example include 
portfolio or sector wide targets including 
5-year milestones. 

e. Portfolio-level tools, such as a sector or 
portfolio-level GHG target, net-zero-CO2-
by-latest-2050 target or portfolio emis-
sions pathway; a climate finance target or 
a target to reduce misaligned activities in 
the portfolio.  

5. In addition, MDBs should report on key indi-
cators that measure alignment of internal 
operations (e.g. transport emissions per full 
time employee) under Building Block 6.23 
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Aligning MDBs’ Internal Operations with 
the Paris Agreement

In December 2018, the Multilateral Development 
Banks (MDBs) announced six building blocks for 
Paris alignment, including Building Block 6 on 
aligning internal operations with the Paris Agree-
menti: “We will progressively ensure that our in-
ternal operations, including facilities and other in-
ternal policies, are also in line with the objectives 
of the Paris Agreement.” 

While the footprint of internal activities is much 
smaller than the footprint of the banks’ portfolios, 
internal alignment with Paris has three essential 
functions:  

Signalling: Because MDBs are important global 
players, particularly in the developing world, they 
serve as role models and should also lead ambi-
tion on climate change mitigation. This also holds 
for approaches to align internal activities and pol-
icies.  

Impact: While GHG emissions from the banks’ in-
ternal activities are small compared to other MDB 
activities, alignment with Paris means cutting 
these emissions to a minimum. 

Consistency: If the MDBs’ portfolios are aligned 
with Paris their internal operations should be too. 
For example, if a coal project is considered misa-
ligned on mitigation, MDBs should ensure that in-
ternal activities do not rely on coal-fired electric-
ity. Failure to do so works counter to climate ef-
forts and presents a reputational risk to the insti-
tution. 

This memo explores and provides recommenda-
tions on how Paris alignment should be reflected 

                                                             
i World Bank. The MDBs’ alignment approach to the objectives of the Paris Agreement: working together to catalyse low-emissions and 

climate-resilient development. (2018). 

in MDB’s internal operations, focused on mitiga-
tion of climate change. The analysis aims to con-
solidate best practices while framing measures in 
the context of the Paris Agreement. It also aims to 
foster knowledge sharing among MDBs to create 
a common comprehensive and stringent ap-
proach to internal operations alignment. 

Internal incentive structures to support a Paris-
aligned portfolio do not affect banks’ non-portfo-
lio GHG footprints however are a critical part of 
internal policy making. MDBs are developing 
methods for assessing the alignment of the banks’ 
portfolios with mitigation and adaptation objec-
tives of the Paris Agreement under the Building 
Blocks 1 and 2 of their framework. For those 
methods to be smoothly implemented and used in 
a robust manner, it will be required to motivate 
project staff to support such approaches. On the 
one hand they might need training to understand 
elements of the methodologies that affect their 
projects, on the other hand, internal incentive 
structures at the banks can support acceptance 
and use of the methods, as well as favouring pro-
jects that are Paris aligned. This paper focuses on 
the non-portfolio footprint and does not discuss 
internal incentives further. We recommend to 
carefully consider this issue during the design and 
the implementation of the methods in Building 
Blocks 1 and 2. 

OVERARCHING PRINCIPLES 

This paper suggests the following key principles 
for aligning internal operations with the Paris 
Agreement: 

1. Set a strategy to make MDB internal oper-
ations zero-carbon as soon as possible but 
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latest by 2050 with milestones every five- 
years: The IPCC special report on 1.5°C states 
that global CO2 emissions need to be at net-
zero around 2050. Considering MDBs’ role 
model function, we suggest turning the ambi-
tious decarbonisation target into a bench-
mark for internal operations. 

2. Specify targets for key performance indi-
cators to define a concrete pathway for 
decarbonisation: Indicators need to be 
measured and reported periodically to assess 
progress towards the overall decarbonisa-
tion target.  

3. Aim for ambitious mitigation efforts inter-
nally and limit the role of offsetting: To 
limit temperature increase to 1.5°C in line 
with the Paris Agreement, global emissions 
need to decrease rapidly, which means that 
every tonne of CO2 that can be avoided, 
should be avoided.  

IMPLEMENTING BUILDING BLOCK 6 

DEFINING MDBS’ NON-PORTFOLIO GHG FOOT-
PRINT 

A bank’s non-portfolio GHG footprint includes 
GHG emissions caused by the MDB’s internal op-
erations, either directly or indirectly. Direct or 
scope 1 emissions are those emitted at bank facil-
ities or through other bank property, such as ve-
hicles. For most MDBs, direct emissions are lim-
ited and mostly consist of emissions from fossil-
fuelled systems for heating/cooling and bank-
owned vehicles. Scope 2 and 3 are indirect emis-
sions. Scope 2 emissions are associated with en-
ergy use such as electricity but are emitted off site. 
Scope 3 emissions are those associated with inter-
nal operations that increase emissions elsewhere 
such as through business travel or in the supply 
chain, such as through equipment procurement. 
Since MDBs operate in multiple countries, it is 
critical to not only focus only on headquarters but 
take into account regional offices for the Paris 
alignment of internal operations. 

 

Table 1: Definition and examples for different “scopes” of GHG emissions 

GHG emissions Definition and examples 

Scope 1 GHG emissions on-site for example due to fossil fuel combustion for heating 
purposes or caused by the banks’ own vehicles 

Scope 2 Indirect GHG emissions associated with the offsite generation of electricity, 
heating/ cooling, or steam purchased for own consumption 

Scope 3 Indirect GHG emissions other than those covered in scope 2, usually refers to 
transport fuel and power used for transport; emissions from waste manage-
ment; emissions from energy consumption in external data centres; and, emis-
sions generated in the production of office supplies. We also count emissions 
from MDBs’ pension funds as scope 3 emissions. 

Source: authors’ own compilation based on Greenhouse Gas Protocol ii  

 

 

 

                                                             
ii Greenhouse Gas Protocol. http://ghgprotocol.org/ 
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ACTIONS TO ALIGN INTERNAL ACTIVITIES 

MDBs already account for emissions of their inter-
nal activities and take actions to reduce them. The 
European Investment Bank (EIB), for example, 
has been tracking its internal carbon footprint for 
10 years and, as of 2019, it reports internal emis-
sions according to the European Union’s Eco-
Management and Audit Scheme (EMAS).2,3 The 
Asian Development Bank (ADB) has conducted 
carbon foot printing every year since 2013 with 
information available in its Sustainability report 4. 
The World Bank provides detailed methodologies 
for the quantification of emissions to be applied to 
its headquarters and country offices for every 
year since 2012.5 

MDBs play an important role on climate and Paris-
aligned finance discussions. Considering MDBs’ 
leading role in climate action, significant re-
sources available, and the widespread availability 
of tools and strategies, MDBs could use this op-
portunity, not only to ramp up efforts but, to align 
their internal processes with the most ambitious 
goals of the Paris Agreement. 

Electricity consumption, business travel and em-
ployee commuting are MDBs’ main sources of 
non-portfolio GHG footprint. As an example, in the 
EIB GHG footprint, these main groups caused 95% 
of the bank’s non-portfolio emissions in 2018. 

The following sections describe what activities 
might lead to Paris-aligned internal operations. 
The first section presents overarching tools, the 
following sections look at specific sectors, namely 

transport and buildings. For each of these, the 
memo recommends the formulation of key per-
formance indicators to measure progress of align-
ment and lists important action points to support 
progress. 

Overarching Standards and Tools to Support In-
ternal Alignment 

MDBs already have tools at their disposal that 
could support internal alignment with the Paris 
Agreement. However in their current form, they 
lack the clarity required to lead to decarbonisa-
tion. To improve, banks should: 

1. Create and disclose the GHG footprints of 
their headquarters and country offices; 

2. Establish mechanisms to report emissions 
that are not only robust and comprehensive 
but also transparent to internal and external 
stakeholders, e.g. civil society, shareholders, 
and employees; and 

3. Set clear strategies to reduce emissions by es-
tablishing ambitious targets in line with the 
decarbonisation required under Paris Agree-
ment compatible pathways. 

Various standards and certification schemes can 
support improving the GHG footprint of internal 
activities. The different standards under ISO 
14000 provide a framework for environmental 
management, also considering GHG footprints. 
ISO 14064, for example, provides a separate 
standard on monitoring and reporting of GHG 
footprints.6 At the EU level, European Union’s Eco-
Management and Audit Scheme is the most com-
monly used standard and also includes GHG emis-
sions.7 

Standards focus on monitoring and reporting GHG 
emissions. Those activities support internal align-
ment by providing information to the banks iden-
tifying relevant internal activities or by fostering 
environmental responsibility but there is no guar-
antee that they would lead to emissions reduc-
tions aligned with the Paris Agreement. Standards 
provide a robust structure and starting point, but 
MDBs need to go further by ensuring emissions 
reductions go beyond the levels suggest by cur-
rent standards. 

Figure 1: Measure-Report-Reduce 

https://www.iso.org/iso-14001-environmental-management.html
https://www.iso.org/iso-14001-environmental-management.html


Memo 6: Aligning MDBs’ Internal Operations with the Paris Agreement 63 
 

Table 2 illustrates examples of tools and stand-
ards that some MDBs are already using, that could 
also be used at other financial institutions. The 
methods vary, depending on each MDB’s choice 
regarding which standard is most practical for it, 
its business model and location (e.g. EIB uses a Eu-
ropean Standard). This makes a direct perfor-
mance comparison difficult and should be consid-
ered when setting targets under a joint MDB ap-
proach.  

MDBs’ strategies and action points to reduce 
emissions from their internal operation do not yet 
set clear benchmarks in line with the Paris Agree-
ment. The first step to more steep emissions re-
ductions is to set ambitious targets on main emis-
sion sources. This approach would provide a clear 
set of benchmarks that could be evaluated over 
time by the current measuring and reporting 
tools. 

Table 2: Examples of standards and tools across MDB internal activities. Refer to the references for more insights on 
methods. 

Principle Tool MDB examples  

Measure GHG footprinting The EIB has tracked its internal carbon footprint for 10 
years and has published a detailed emissions inventory in 
April 2019. 

The ADB published its historical emissions series from 2013 
to 2017 based on the Greenhouse Gas Protocol. 

The World Bank has published its approach to calculate GHG 
footprint for headquarters and country offices in 2012. 

The EBRD engaged consultants in 2018 to review and assess 
its footprint. 

Report Environmental Management 
Systems 

Sustainability reports 

Corporate Responsibility re-
ports 

The EIB uses European Union’s Eco-Management and Audit 
Scheme (EMAS) 

The ADB, the IDB and the EBRD present their footprint exer-
cises in their yearly sustainability reports 

The World Bank reports on their emissions in their GRI In-
dex report.  

At COP24, the EIB, the EBRD, the ADB, the World Bank, and 
the IDB, together with other financial institutions, jointly an-
nounced a commitment to make their internal operations 
climate neutral. 

Reduce Action plans 

Environmental strategies 

The ADB has a 10-Point Sustainability in Action Plan 

The Islamic Development Bank have set targets to signifi-
cantly reduce electricity consumption. 

https://www.eib.org/en/publications/carbon-footprint-report-2018.htm
https://www.adb.org/documents/asian-development-bank-sustainability-report-2018
https://www.adb.org/documents/asian-development-bank-sustainability-report-2018
http://documents.worldbank.org/curated/en/603571540925509108/The-World-Bank-Group-Greenhouse-Gas-Emissions-Inventory-Management-Plan-for-Internal-Business-Operations-2017
https://2018.sr-ebrd.com/impact-inside-the-ebrd/
https://openknowledge.worldbank.org/bitstream/handle/10986/30439/130068-WP-21-9-2018-17-9-50-WBGRIIndex.pdf?sequence=1&isAllowed=y
https://openknowledge.worldbank.org/bitstream/handle/10986/30439/130068-WP-21-9-2018-17-9-50-WBGRIIndex.pdf?sequence=1&isAllowed=y
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Reducing Emissions from Mobility 

Key performance indicators: total distance 
travelled by plane, modal split of employees’ com-
mute, share of electric vehicles in company fleet, 
transport emissions per full time employee. 

Key action points: Provide alternatives and in-
centives to reduce number of flights, promote 
shift to low-emissions road transportation meth-
ods among employees, invest in company-owned 
electric fleet. 

Emissions from MDB mobility are mostly related 
to long-distance business trips, which can repre-
sent over 50% of yearly emissions due to flying 
being the most carbon intensive transport mode, 
the large number of flights, and employee com-
muting.3 

The starting point for banks could be setting tar-
gets for the electrification of their own vehicle 
fleets. Even though this only represents a small 
share of emissions, it is important to ensure align-
ment with decarbonisation of transport required 
to reach the goals of the Paris Agreement. MDBs 
should also set targets for the share of low-emis-
sion commuting but the most important area is to 
make progress towards reducing the number of 
business flights since this is the single activity 
with the highest impact in non-portfolio emis-
sions. Below we outline options to support the 
achievement of such targets.  

STRATEGIES FOR REACHING AMBITIOUS, 
PARIS-ALIGNED TARGETS ON SHORT-DISTANCE 
TRIPS AND EMPLOYEE COMMUTING 

Promote the use of bikes, walking or public 
transport for commuting through: 

1. Improved infrastructure such as secure bicy-
cle parking and on-site showers; 

2. Motivational measures such as company 
competitions on sustainable commuting; 

3. Financial incentives, including contributions 
to public transportation passes; 

4. Promotion of carpooling initiatives; 

5. Offer home office options to allow employees 
to work remotely. 

Transition to company-owned electric vehi-
cles. 

STRATEGIES FOR REACHING AMBITIOUS, 
PARIS-ALIGNED TARGETS ON LONG-DISTANCE 
BUSINESS TRAVELS 

Incentivise staff to use public transport to and 
from airports or train stations, e.g. through de-
veloping criteria for reimbursement for the costs 
of taxis or private cars under certain circum-
stances. 

Invest in and promote the use of high-quality 
video conference systems. 

Incentivise staff to use trains rather than 
flights wherever feasible, e.g. through compen-
sation for additional hours spent on travel and/or 
by defining distances that appear feasible by train 
(e.g. 600 km depending on the destination of 
travel), where an employee would need to apply 
for approval for specific reasons if a plane is used 
instead of a train. 

When long-distance air travel cannot be 
avoided, provide incentives for staff to fly 
economy class instead of business class, for ex-
ample, by giving additional days off, and use direct 
flights to avoid changing aeroplanes wherever 
possible. 

Reducing Emissions from MDB Buildings 

Key performance indicators: total energy con-
sumption (electricity and heat) and share of re-
newables in energy consumption, emissions per 
full-time employee 

Key action points: Invest on energy-efficient 
buildings and appliances, create initiatives to im-
prove user behaviour, and investigate renewable 
options for electricity and heating 
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Emissions from MDB facilities are mostly related 
to buildings, either direct emissions from space 
and water heating or emissions from electricity 
and used for cooling, heating, and appliances. In 
some cases, like the use of air conditioning, fugi-
tive emissions from refrigerants are also included 
in the building’s emissions footprint. 

There are various approaches to reduce emis-
sions: First, decrease energy consumption as 
much as possible through energy efficient build-
ings and appliances and improving user behav-
iour. Second, switch to zero-emission energy 
sources. Third, where appropriate, install on site 
PV such as on the roof of facilities. MDBs should 
set targets each year as they move to 100% en-
ergy from renewables and by how much they aim 
to reduce energy consumption each year. The 
level of ambition of these targets should take into 
account what is required under the Paris Agree-
ment and the leading role MDBs play in climate ac-
tion discussions (see memo on BB18). We outline 
options to support the achievement of these tar-
gets. 

STRATEGIES FOR REACHING AMBITIOUS, 
PARIS-ALIGNED TARGETS ON ENERGY EFFI-
CIENCY 

1. Strive for maximum energy efficiency of 
the building envelope when purchasing, 
constructing or renovating facilities. For 
long-term decarbonisation in line with a 
1.5°C pathway, all new buildings should be 
fossil-free and near-zero energy as of 2020, 
and that the renovation rate needs to in-
crease to 5% on average globally 9. Near-zero 
energy in this context means that the building 
envelope should be highly efficient, so that al-
most no heating or cooling is required. The 
banks could set an internal standard to only 
build or rent zero-energy buildings and/or 
reduce the construction area restoring and 
repopulating the remaining area with native 
tree species whenever possible; 

2. Purchase efficient appliances, e.g. IT infra-
structure incl. servers, lighting systems and 
air conditioning that include energy labels 

with the highest energy efficiency possible. 
Determine whether an early phase-out of in-
efficient appliances is possible; 

3. Install on site PV, to provide electricity di-
rectly to the banks facilities. Paired with bat-
tery storage, MDBs can contribute to local 
grid stability and increase electricity supply 
security in places with less reliable electricity 
supply. 

4. Create an environment that supports less 
energy-intensive user behaviour. MDBs 
can organise staff trainings or implement 
other measures to foster behavioural change 
within the organisation. It is important that 
these measures focus on facilitating action 
and engaging the staff instead of creating ad-
ditional tasks for employees. For example, 
MDBs could:  

Organise trainings about heating and cooling 
energy-saving opportunities, such as opening 
or closing windows only in specific situations; 

Raise awareness, e.g. through campaigns that 
aim to reduce energy use or collect suggestions 
from employees on how the bank can reduce 
energy consumption; 

Establish processes or systems to ensure 
computers and other appliances are turned 
off when the staff leaves the office, and 

Offer incentives to reduce electricity use, 
e.g. half the savings from reduced power of a 
facility could pay for an activity of choice of the 
employees at that facility, or by offering prizes 
to facilities with highest reductions.  

STRATEGIES FOR REACHING AMBITIOUS, 
PARIS-ALIGNED TARGETS ON ENERGY SOURCES 

Paris aligned banks should move to a zero-car-
bon electricity supplier. When onsite PV is not 
an option or insufficient, MDBs should procure 
their electricity from renewable energy suppliers, 
ideally through a purchase Power Agreement 
(PPA). If PPAs are not an option, general electric-
ity providers that offer green electricity may be 
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considered. In such cases, certification of authen-
ticity must be thoroughly vetted to ensure the 
bank is supporting the development of aligned 
technologies, e.g. wind, solar and small hydro.  

MDBs can increase the share of renewable en-
ergy used for heating or cooling by using solar 
thermal water heating and heat pumps powered 
by renewable electricity. If an MDB finds and sup-
ports a pilot project that increases zero-carbon 
energy supply in the country, this model could be 
replicated by others in the country or region. 

Reducing Greenhouse Gas Emissions in other ar-
eas  

Setting targets for buildings’ and mobility’ key 
performance indicators can lead to significant 
emissions reductions due to the high contribution 
these sectors have in overall non-portfolio emis-
sions. Nonetheless, there may be a variety of other 
scope 3 emissions associated with the banks’ in-
ternal activities that require a comprehensive re-
sponse. Below are some key elements of such a re-
sponse: 

Cafeteria food options and catering of events: 
Sustainable nutrition will be a central part of a 
Paris-aligned future since roughly a quarter of 
global greenhouse gas emissions are directly or 
indirectly associated with food. To achieve Paris 
alignment in this area, it is important to: 

1. Offer vegetarian options and limit meat in the 
menu. Change the default option: Catering at 
events can be vegetarian per default with the 
option for the attendees to request for a meal 
containing meat upfront if preferred; 

2. Minimise food waste by, for example, ensur-
ing a complete cold chain in the kitchen and 
sales area or establishing incentives to re-
duce waste in the cafeteria, e.g.  donation of 
leftover food; 

3. Move to seasonal, locally produced and or-
ganic products where possible; and 

4. Provide adequate disposal facilities for food 
waste, separating waste well and composting 
where possible. 

Sustainable pension funds: Banks and their staff 
invest in pension funds for staff retirement. 
Avoiding fossil fuel financial assets in staff pen-
sion funds may be considered within the fiduciary 
duty of Banks in their pension providing role. For 
Paris alignment it is required to either: 

1. Direct finance flows to pension funds that ex-
clusively invest in Paris-aligned activities. 
Some guidance exists in literature on how to 
approach such a task.10,11  

2. Engage with pension funds that MDBs invest 
in and support them in aligning the portfolio 
with the Paris Agreement, rather than 
switching from one fund to another. If MDBs 
continue to invest in funds that are “in the 
process of aligning”, there should be a clear 
target year for when the portfolios of the 
funds are completely aligned. 

Purchase and disposal of office supplies and 
equipment: 

1. Buy recycled paper, and ensure paper recy-
cling in offices; 

1. Responsible disposal of air conditioning to 
avoid fugitive emissions; and other office 
equipment to ensure responsible e-waste 
handling; 

2. Ensure suppliers of other office materials aim 
to reduce emissions by demanding supply 
certification. 

The role of offsetting emissions in a Paris-aligned 
bank 

Even if MDBs meet all targets set for the areas de-
scribed in previous sections, the measures taken 
may not lead to zero emissions, given that it will 
be difficult to avoid all emissions at least in the 
short term, for example from long-distance 
flights. The question is what banks should do with 
the remaining emissions that cannot be avoided.  
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One approach to this question is offsetting, where 
the emitter claims to have supported the reduc-
tion of the same amount of GHG emissions else-
where, typically through a cash payment. These 
emissions should be reported separately from the 
GHG inventory.  

Article 6 of the Paris Agreement provides a place-
holder for a mechanism that may facilitate inter-
national transfer of mitigation outcomes (ITMOs), 
but the details of that mechanism remain unde-
fined, partly due to uncertainties related to the 
risks and opportunities that different construc-
tions may entail. This mechanism needs to include 
strong and effective safeguards to ensure that it 
can support, rather than undermine, efforts for 
ambition raising under the Paris Agreement. 
Among other safeguards, this requires that the 
mechanism exclusively targets mitigation options 
which are otherwise inaccessible to unilateral ac-
tion from the host country, and which can support 
countries to adopt transformational technologies 
that facilitate long-term decarbonisation. Without 
such restrictions, host country governments may 
be presented with perverse incentives for re-
stricting the ambition of their own domestic 
agenda.12 

MDBs that want to pursue traditional offsetting 
should make sure that offsetting projects are con-
ducted with social and environmental safeguards 
comparable to those of the bank’s operations. Fur-
ther, they should ensure and be able to prove that 
they select mitigation projects that are extremely 
ambitious and therefore inaccessible to the host 
country with any other means, both at the point of 
project initiation and over the duration of the 
crediting period (concept of “high-hanging fruits” 
as opposed to the CDM’s approach to cover “low-
hanging fruit”). In this regard, the scope of actions 
and targets in a country’s current NDC is not the 
relevant consideration, but rather an assessment 
of what actions could reasonably be accessible to 
a country in current or future NDC cycles. This 
may be difficult to objectively assess and prove. 
Although offsetting approaches have been tradi-
tionally favoured by those who wish to claim that 
their emissions have been fully compensated to 

an equivalent level, often described as carbon 
neutrality, such a compensation claim will be dif-
ficult to substantiate and will always entail a de-
gree of uncertainty in the context of the Paris 
Agreement.  

Another option, which is gaining traction as a 
more transparent alternative to offsetting is the 
contribution claim approach, in which emitters 
forego a carbon neutrality claim in favour of a 
transparent communication that includes a recog-
nition of their unavoidable emissions as well as 
reporting of contributions made to supporting cli-
mate change projects elsewhere. A key difference 
is that the emitter claims only to have contributed 
to those mitigation activities, rather than assum-
ing ownership of their outcomes and counting this 
against their own emissions.  

In practice, the contribution claim approach could 
be operationalised by setting a sufficiently high 
internal carbon price through contributing a cer-
tain amount for each tonne emitted, with the sum 
then used to support external projects for climate 
change action. The carbon price should be set in a 
way that it effectively steers decision making in 
the organisation. Since the objective of this ap-
proach is not to create and use emission reduction 
credits, there is a much greater degree of flexibil-
ity in the type of activities that can be supported: 
for example, climate change mitigation activities 
that may not yet be mature enough to produce 
quantifiable emission reduction outcomes, yet 
have high transformational potential, could be 
supported, as could projects that support adapta-
tion or resilience. At the moment, there is no “da-
tabase” of activities that would be worth support-
ing, so it will be a potential challenge to select 
them. If more emitting organisations support this 
approach, such a database or even certification 
scheme for activities could be built up.  

A key component of the contribution claim ap-
proach is that the emitter regularly provides full 
transparency on the choices made and the uncer-
tainties involved, with an aim to jointly learn and 
improve upon these choices and uncertainties 
over time. 
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For those MDBs, that still want to offset (unavoid-
able) emissions, it is critical to aim for “high-qual-
ity offsets”. Broekhoff et al.13 describe what is re-
quired for such an approach: 

First, an organisation needs to reduce emissions 
as far as possible, to avoid that offsetting is detri-
mental to any own climate action. Second, the pur-
chasing organisation needs to have full confidence 
in the quality of the credits in terms of their addi-
tionality, quantification, permanence, leakage 
avoidance, exclusive claim to emission reductions 
and avoidance of social and environmental harms. 
According to Broekhoff et al., existing certification 
programmes do not necessarily guarantee the re-
quired quality. In their report, Broekhoff et al. 
provide detailed tables for different project types 
that indicate potential concerns for the quality cri-
teria. Finally, Broekhoff et al. also stress that 
claiming carbon neutrality based on offsetting 
may distract from climate action at the purchasing 
organisation. 

Under the standards that MDBs use for reporting 
emissions from internal operations, they report 
offsets separately from the GHG emissions of in-
ternal operations. This means that the reporting 
standards are already in line with the idea of re-
fraining from claiming carbon neutrality.  

RECOMMENDATIONS 

MBDs should build on existing tools and pro-
cesses where they exist (e.g. environmental stand-
ards and GHG footprint exercises) but also 
acknowledge that those alone are insufficient for 
Paris alignment, as they do not prescribe a Paris-
aligned level of effort.  

Banks need to set a strategy to make their internal 
operations zero carbon as soon as possible but at 
the latest by 2050 with milestones every five 
years. This strategy should ideally specify key per-
formance indicators that should be tracked peri-
odically to assess progress towards the overall de-
carbonisation target. To bring internal operations 
in line with the Paris Agreement, we suggest that 
as of today MDBs: 

1. Only invest in best available technolo-
gies for appliances and buildings; 

2. Replace carbon-intensive or inefficient 
infrastructure and appliances, e.g. fossil 
fuelled cars and inefficient buildings; 

3. Invest in onsite renewable energy and 
where insufficient, procure it from 
elsewhere; 

4. Create an enabling environment for 
the staff to shift towards less emission-in-
tensive behaviours; 

5. Develop an approach for Paris aligned 
investments for the pension funds; 

6. Move from an offsetting approach to a 
“contribution claim approach”; 

7. A tool that can support these elements 
is a shadow carbon price for purchas-
ing decisions and other internal pro-
cesses. 
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