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MAKING AN EXCEPTION

Maintaining ODA eligibility for Small Island Developing States

Vikrant Panwar, Gail Hurley, Emily Wilkinson, Aditi Solanki and Johari Weaver

Key messages

e Thespecial circumstances of Smalllsland Developing States (SIDS) are

not formerly recognised inthe graduation framework of the Organisation
for Economic Co-operationand Development’s Development Assistance
Committee (OECD DAC). SIDS’ structural vulnerabilities limit their ability to
generate sustained growth and mobilise sufficient taxrevenues, while their
exposure to frequent extreme weather events and severe climate change

impactsresultsinescalatinglosses and fiscal stress.

e Historically, SIDS thatare nolongereligible for official development

assistance (ODA) have seendramatic reductionsin concessional finance,

they have borrowed at much higherrates torecoverfromdisasters and
buildresilience, and they have quickly faced debt distress.

o ODA graduationassumeslowerneed fordevelopment assistance - but

thisdoesnot stand for SIDS. Representing half of all countries setto
graduateinthe next 10 years, SIDS clearly need special consideration
within ODA eligibility frameworks.

e Theexistingincome-based graduationframework could be adjustedin

threeways: 1) a ‘GNI plus’ framework based onincome per capita plus
multidimensional vulnerability, 2) an ODA climate finance exceptionfor
SIDS, and 3) acontingency safeguard.

e Analysis of the fiscalimpacts on SIDS of ODA withdrawal and climate

shocksversus the costs to donors of continuing ODA, of applyingan ODA

climate finance exception, and/or of reinstating ODA eligibility when a
disasteroccurs, suggests these mechanisms could produce outsized
benefitsto SIDS.
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1 Introduction

1.1 SIDS’ special development situation

Theidea of aSIDS ‘special case’ for sustainable development haslongrested onthe
recognitionthat smallness andislandness generate structural development constraints
that are qualitatively and quantitatively distinct from those experienced by larger
states. SIDS face disproportionately high exposure to climate change, diseconomies of
scale, limited opportunities foreconomic diversification, highimport dependency and
geographicalremoteness - all of which mean they sufferfrom (a) highlevels of disaster
losses and (b) high costs of development. Forinstance:

a) SIDS comprise two-thirds of the nations that experience the highestrelative annual
losses fromdisasters (Bharadwajetal.,2023). One single eventin a smallisland nation
canwipe outmore thanayears’ gross domestic product (GDP); something that never
happensinlargercountries.

b) Public service delivery costsinSIDS are also about 8% higherthanin otheremerging
economies due to the challenge of diseconomies of scale (Quak, 2019; Hurley, 2015).



https://www.iied.org/sites/default/files/pdfs/2023-09/21606IIED.pdf
https://assets.publishing.service.gov.uk/media/5d41b473ed915d09de9d1af4/626_SIDS_graduation_impacts_losing_concessional_finance.pdf
https://www.undp.org/publications/financing-development-and-small-island-developing-states-snapshot-and-ways-forward
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These vulnerabilities and costs are largely inescapable, meaning that, inreality, higher gross
nationalincome (GNI) per capita oftenreflects ‘phantomwealth’in SIDS (Bishop et al., 2021).

The special circumstances of SIDS were first formally recognisedin 1992 by the United
Nations Conference on Environment and Development (UNCED)in Rio de Janeiro:

‘Small Island Developing States, and islands supporting small communities are a
special case both for environment and development. They are ecologically fragile
and vulnerable. Their small size, limited resources, geographic dispersion and
isolation from markets, place them at a disadvantage economically and prevent

economies of scale’ (UN, 1992: ch.17, section G).

The UN Framework Convention on Climate Change (UNFCCC)andthe 2015 Paris Agreement
also explicitlyrecognise SIDS’ special circumstances, while the Paris Agreement specifies
that developed countries should scale up financialresources to SIDS to tackle climate
change (UN, 2015; RESI, 2026).

Recognition of SIDS’ special circumstancesisimportant forconcessional development
assistance where eligibility is linked to per capitaincome levels. Many SIDS have high

GNIl percapitacomparedto otheremerging economies and developing countries, and
therefore they have very limited access to concessional finance. Inresponse, some
development finance partners andinstitutions have extended special financial treatment
to SIDS, albeitunevenly. Thisincludes:

o the Smalllsland Economies Exception of the World Bank, through which some SIDS are
offered supportviathe International Development Association (IDA) despite exceeding
the GNI per capita cut off ($1,325in 2026).!

» theconcessionalterms offered by the Asian Development Bank (ADB)to all SIDS
developing member countries.?

o theverticalclimatefundsunderthe UNFCCC thattreat SIDS and Least Developed
Countries (LDCs) as priority recipients (RESI, 2026). The Green Climate Fund (GCF),
forexample, has alegally binding mandate to prioritise SIDS alongside LDCs and
African states, so higher-income SIDS such as Barbados and the Seychelles are
eligible (GCF, 2011).

1 Smallisland exceptionIDA-only countries: Guinea-Bissau. Blend countries (IDA-eligible but also
eligible forsome International Bank for Reconstruction and Development (IBRD) borrowing):
Belize, Cabo Verde, Comoros, Dominica, Fiji, Grenada, Kiribati, Maldives, Marshall Islands, Papua
New Guinea, Samoa, Sdo Tomé & Principé, St. Lucia, St. Vincent and the Grenadines, Suriname,
Timor-Leste, Tonga, Tuvalu, Vanuatu. IBRD countries: Antigua and Barbuda, Belize, Cuba,
Dominican Republic, Jamaica, Seychelles.

2 ADBconcessional-only SIDS: Federated States of Micronesia, Kiribati, Maldives, MarshallIslands,
Nauru, Samoa, SolomanIslands, Tonga, Tuvalu, Vanuatu. SIDS blend countries: Cook Islands, Fiji,
Niue, Papua New Guinea, Palau, Timor-Leste.


https://odi.org/en/publications/towards-sustained-development-in-small-island-developing-states-why-we-need-to-reshape-global-governance/
https://www.un.org/en/conferences/environment/rio1992
https://unfccc.int/process-and-meetings/the-paris-agreement/the-paris-agreement
https://odi.org/en/publications/the-state-of-sids-report-2026-defending-the-special-case/
https://odi.org/en/publications/the-state-of-sids-report-2026-defending-the-special-case/
https://www.greenclimate.fund/document/governing-instrument
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Filming Climate Blueprint, Barbados, 2025.
Photo: RESI/Ben Merker, Merk Films.
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Bilateral flows to SIDS also provide critical sources of development and climate finance,
but many more SIDS are set to graduate out of ODAinthe coming years asincome
levelsrise. This could have multiple negative consequences forthese vulnerable nations
andtheirpopulations, including higherlevels of debt and under-investmentin critical
infrastructure and climate resilience.

This working paperlooks specifically at how soon-to-graduate SIDS might be affected by
areductioninbilateral development assistance, and the implications of different potential
reformsto ODA eligibility and graduation that could ameliorate these negative impacts.

1.2 SIDS’ ODA graduation history and future outlook

Many island nations and territories have attained highlevels of GDP percapitaand
historically they represent 44% of all countries (8 of 48) and territories (13 of 48) that have
graduated fromthe OECD DAC list of eligible countries since 1961 (see Table 1).° Looking
ahead, 11 of the 22 countries projected to graduate from ODA eligibility over the next 10
yearsare SIDS (i.e. half) (see Table 2).

3 Overseas CountriesandTerritories (OCTs) areislands and territories that maintain special
constitutionallinks with European Union (EU) Member States (France, the Netherlands and Denmark)
orthe United Kingdom (UK Overseas Territories - UKOTs). DROMrefers to Départements et Régions
d’Outre-Mer, regions of France that are outside the main territory. These are alsoislands.
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Table 1 Countries and territories that have graduated from the OECD DAC list since 1963

Year Graduated countries/territories

1983 Spain

1991 Portugal

1992 Guadeloupe (DROM), Martinique (DROM), Réunion (DROM),
Saint Pierre and Miquelon (OCT)

1995 Greece

1996 Bahamas (SIDS), Brunei, Kuwait, Qatar, Singapore (SIDS),

United Arab Emirates (UAE)

1997 Bermuda (OCT), Caymanlslands (OCT), Chinese Taipei(Taiwan), Cyprus,
FalklandlIslands (OCT), Hong Kong (China), Israel

2000 Aruba (OCT), French Polynesia (OCT), Gibraltar (OCT), Korea (Republic of),
Libya,”Macao (China), Netherlands Antilles (OCT), New Caledonia (OCT),
Northern Marianalslands (OCT), Virginlslands (British) (OCT)

2003 Malta, Slovenia

2005 Bahrain

2008 SaudiArabia, Turks and Caicos Islands (OCT)

2011 Barbados (SIDS), Croatia, Mayotte (OCT), Oman, Trinidad and Tobago (SIDS)
2014 Anguilla (OCT), St. Kitts and Nevis (SIDS)

2018 Chile, Seychelles (SIDS), Uruguay

2020 Cooklslands (SIDS)

2022 Antigua and Barbuda (SIDS)

Note: *Libya was brieflyremoved but laterreinstated.
Source: Authorelaborationbased on OECD (n.d.-c) (unpublished).
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Table2  Countries and territories projected to graduate in the next 10 years

Graduating country

Niue (SIDS)
Panama
CostaRica
Guyana (SIDS)
Palau(SIDS)

China

Mauritius (SIDS)
Cuba(SIDS)
Kazakhstan
Montenegro

St. Lucia(SIDS)
Serbia

Tlrkiye
Argentina
Malaysia

Maldives (SIDS)
Suriname (SIDS)

St.Vincent and Grenadines (SIDS)
DominicanRepublic (SIDS)
MarshallIslands (SIDS)

Moldova
Turkmenistan

Source: OECD (n.d.-c)(unpublished).

Year forecast to exceed
high-income threshold for
three consecutive years

2014
2023
2025
2025
2025

2028

2029
2030
2030
2030
2030
2030
2030
2031
2031

2032
2032
2033
2034
2034
2034
2034

Year of DAC triennial review
when country would be
eligible to graduate

2026

2029

2032

2035
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1.3 Howis graduation from ODA eligibility determined?

The current OECD DAC process for ODA graduation operates as alinear,income-based
pathway. Inpractice, the starting pointis the World Bank’sincome classification system,
whichthe DAC uses toidentify which countries are eligible to receive ODA. Countries on
thelist are low-and middle-income,*and they enterthe graduation track when they reach
high-income status.

Step1, crossing the high-income threshold: A country s first flagged whenits
GNI percapita, measured using the World Bank Atlas method, rises above the
World Bank’s high-income threshold (approximately $13,935 GNI per capitain
2026).This thresholdis updated annually by the World Bank and serves as the
corereference point for DAC eligibility decisions.

Step 2, sustaining high-income status: Crossing the threshold onceis not
enoughtotriggerimmediate graduation. Under DAC practice, a country must
remain above the high-income threshold forthree consecutive years beforeitis
automatically proposed for graduation from the DAC list.

Step 3, review through the DAC triennial process: Once the three-year
conditionismet, acaseistakenupinthe DAC’s triennial review of the list of ODA
recipients. At that stage, the DAC may formally propose a country’sremoval
fromthelist. This means the graduation decisionis linked to the DAC’s periodic
review cycle andtoincome data.

Step 4, transition before graduation takes effect: Aftera countryis proposed
forgraduation, thereis usually a small transition period before removal
becomes effective.

Underthe current graduation system, the DAC reviewsitslist of ODArecipients every
threeyearsbased onthe mostrecentfiguresfor GNI percapitaissued by the World

Bank. However, the exact timing canvary and the DAC has, in some cases, considered
exceptional circumstances. Once graduation takes effect, development finance flows
cannolongerbe counted as ODA. Theimmediate institutional consequenceis therefore
notthatalldevelopmentfinance stops, but that such flows cease to countas ODA under
DAC rules. Inpractice, therefore, graduationreduces access to concessionalinstruments
and weakens donorincentives to continue support onthe same terms.®

4  TheDACIlistof ODArecipientsincludes alllow- and middle-income countries (as defined by the
World Bank Atlas method, based on GNI per capita) except members of the G8 or EU (including

countrieswith afirmaccession date forEU membership). Inaddition, the list separately includes all

LDCs as defined by the UN.
5 SeeOECD(n.d.a)for ODA eligibility and conditions.


https://www.oecd.org/en/topics/oda-eligibility-and-conditions.html
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2 SIDS and ODA eligibility in practice

2.1 Accounting for SIDS’ special circumstancesin ODA graduation

Overtheyears, OECD DAC members have extended various accommodations
and flexibility to SIDS, indicating a sensitivity to SIDS’ heightened economic and
environmental vulnerabilities. However, this does not constitute formal recognition
of their special circumstances.

2.1.1 Reinstatementandtemporary exceptions

Onanumberof occasions, countries graduating (or set to graduate) fromthe ODA
eligibility list have fallen below the high-income threshold due to sudden-onset crises -
most notably during the COVID-19 pandemic. Forthese countries, the OECD DAC has
simplified and expedited the process of reinstatement. This measure was introduced
specificallyinresponse to SIDS’ concerns overthe economy-wide impacts of large
shocks and disasters (OECD, 2024a).

Aerial view of the Koror-Babeldaob Bridge in Palau.
Palau graduatedin2021but wasreinstatedin2022.
Photo: Luka Peternel/Wikimedia Commons.



https://doi.org/10.1787/8f2910aa-en
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e In1997,the OECD DAC agreed that Monserrat (UKOT), whichwas trending towards
graduationdue toits percapitaincome level, should remain ODA-eligible following a
catastrophic volcanic eruption (OECD,1997). OECD DAC membersrecognised that
income-based criteria alone did not adequately reflect Montserrat's development
circumstances.®

e Antiguaand Barbudawas scheduled to graduate fromthe DAC listin 2020 but this date
was pushed backto 2022 due to the economicimpacts of the COVID-19 pandemic.

o Palaugraduatedin2021butwasreinstatedin 2022 afternewly published World Bank
datashowed thatits GNI percapita had fallen below the high-income threshold. Thiswas
also due to the economicimpact of the COVID-19 pandemic (OECD, 2023).

The OECD DAC has also offered temporary exceptionsto afew countries and territories
based ondatainsufficiencies:

o The Cooklslands, Nauruand Monserrat were all granted an extension for between two
andthreeyearsto allow time to submit reliable GNI per capita datatothe OECD DAC
(OECD,2024a).

2.1.2 Transitionsupport

Recently, OECD DAC introduced stepped-up support for’smoothertransitions’ through
measures such aslonger pre-graduation notification periods (extending from two to nine
years) and provision of graduation strategies for countries that request them (OECD,
2024 a). These measures are based on studies of ODA flows withina country’s broader
financinglandscape (including taxrevenues, debt dynamics etc.), vulnerabilities and
development priorities. This analysis identifies financing gaps, transitionrisks and areas
that warrant particular attention from development partners during the transition period.

Independent smoothtransition studies are currently underway for CostaRica, Palau

and Panama, with all three countries projected to graduatein 2028. Donors willbe
encouragedto take theresultsinto consideration, adapt their development cooperation
support, and develop transitionand ’beyond ODA'’ partnerships accordingly.’

It should be noted, however, that these initiatives are ad hoc and voluntary.

6 TheUK,inparticular,arguedthat strictadherence to GNI thresholds would be absurdin the face of
atotalnatural disaster. By ensuring Montserrat was ODA-eligible, the UK government could count
its massive reconstruction spending (which exceeded £400 million over the following decade)
towardsitsinternational 0.7% ODA/GNI target. Without this vote, the UK’s support would have
been ‘unreportable’ as aid, despite it being humanitarianand developmentalin nature.

7  OECD, pers.comm.,May 2026.


https://webfs.oecd.org/oda/DAClists/DAC List of Aid Recipients - 1997-99 flows.html
https://one.oecd.org/document/DCD/DAC/STAT(2023)25/FINAL/en/pdf
https://doi.org/10.1787/8f2910aa-en
https://doi.org/10.1787/8f2910aa-en
https://doi.org/10.1787/8f2910aa-en
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2.1.3 Otheroptions

Othersolutions andrecommendations to the graduation problem have been put
forward.8 Thisincludes proposals fora ‘GNI plus’ model, whichwould see GNI per capita
combinedwith additional metrics (e.g. market access, debt levels, exposure to climate
change and domestic resource mobilisation capacities) to provide a more holistic
picture of acountry’sreadiness for ODA graduation (OECD, unpublished). An earlier
version of thismodel was also proposed by the UN Development Programme (UNDP)

in 2015 entitled ‘from graduation to gradation’, whereby income per capitawould be
complemented with a ‘basket of indicators’ spanning domestic resource mobilisation
capacities, access to external finance, type of programme being funded, and acountry’s
scoreunderthe UN’s Human Asset Indexand Economic Vulnerability Index (Hurley, 2015).
Acomposite score would then determine the most appropriate ‘mix’ of financing.

Arguably, the most prominentideato emergeinrecentyearsisimplementation of the
UN’s Multidimensional Vulnerability Index (MVI). The 2024 report of the UN High-Level
Panelonthe MVIexplicitly recognises that GNI per capita fails to capture structural
vulnerabilities and recommends complementing income metrics with a vulnerability
benchmark to determine eligibility forconcessional finance (UN, 2024). These
recommendations were picked upinthe 2024 Antigua and Barbuda Agenda for SIDS
(ABAS)(UN-OHRLLS,2024)and inthe 2025 Sevilla Commitment on Financing for
Development (UN, 2025). Afirstiteration of the MVl produced scores for142 countries,
with70% of SIDS scoring above the median, indicating significant structural vulnerability
and alack of structuralresilience (UN, 2024). Thisis animportant finding, given that per
capitaincomeis highforthe very vulnerable SIDS.

Arguably, the most prominentidea to emerge in recent years is
implementation of the UN’s Multidimensional Vulnerability Index (MVI).

2.2 Why does this matter for SIDS?

The OECD DAC operates onthe overall premise that countries will - and should -
graduate from ODA eligibility at some point. Inturn, graduation assumes declining need
fordevelopment assistance. However, thisunderlying assumptionis problematic for
SIDS.They are muchmorereliant on ODA at the point of graduation than other groups
of countries, with ODA constituting 38% of external finance flows on average for SIDS,
comparedtojust 2% fornon-SIDS (OECD, 2024a).

8 See, forexample, OECD (2024a).


https://www.undp.org/publications/financing-development-and-small-island-developing-states-snapshot-and-ways-forward
http://www.un.org/ohrlls/mvi
https://www.un.org/ohrlls/sites/www.un.org.ohrlls/files/abas-booklet.pdf
https://financing.desa.un.org/sites/default/files/2025-08/FFD4 Outcome Booklet v4_EN - spread.pdf
http://www.un.org/ohrlls/mvi
https://doi.org/10.1787/8f2910aa-en
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Graduationfrom ODA has led to more borrowing and higherinterest rates forgraduated
SIDS. Furthermore, SIDS have particularly high debt risks, with around half at high risk of, or
alreadyin, debtdistress (Hurley etal.,2024). Those that are ineligible for ODA have some
of the highest debt problems historically, including Antigua and Barbuda, the Seychelles
and St. Kittsand Nevis (ibid.). Only 4 of the 14 graduated and soon-to-be graduating

SIDS have debt-to-GDP ratios lowerthan 60% (a widely used debt sustainability risk
benchmark fordeveloping countries) (see Figure 1) (IMF, 2011), and three have public debt
inexcess of 100% GDP. St. Kitts and Nevis and the Seychelles have lower levels of external
public debt than many of their peers currently, but both have beenforcedtorestructure
theirdebt, and St. Kittsand Nevis more thanonce.

Figurel External public debt-to-GDP ratios in graduated and graduating SIDS

B Graduated SIDS Graduating SIDS

st. Kitts & Nevis ||| NN
seychelles [ GGG
Trinidad & Tobago ||
Antigua & Barbuda |
Bahamas |
Barbados |

Marshall Islands

Guyana

Palau

St. Lucia

Mauritius

Suriname

St. Vincent & Grenadines

Dominican Republic

Micronesia

Developing countries ||| G

0% 20% 40% 60% 80% 100% 120% 140% 160%

External public debt-to-GDP ratio

Source: Authors elaborationbased on UNCTAD data (2026) (https://unctad.org/publication/world-of-debt).


https://odi.org/en/publications/breaking-the-cycle-of-debt-in-small-island-developing-states/
https://www.imf.org/en/publications/policy-papers/issues/2016/12/31/modernizing-the-framework-for-fiscal-policy-and-public-debt-sustainability-analysis-pp4586
https://unctad.org/publication/world-of-debt
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Part of the problem faced by graduating SIDS is that private capital, such as foreign
directinvestment,is not filling the gap left by lost aid. Graduation oftenleads to a ‘cliff-
edge’ effectwhere a country istoo wealthy foraid, buttoo small orvulnerable to attract
significant private investment (Quak, 2019; OECD, 2024 b). Many SIDS also struggle to
substantiallyincrease domestic resources. At the point of graduation, SIDS’ taxrevenues
are only double theirexternal finance inflows, whereas non-SIDS’ taxrevenues are nine
times higherthantheirexternalinflows (OECD, 2024a). Moreover, SIDS have higher per
capita costs of service delivery due to their structural characteristics (such as the need to
provide services to small,remote and highly dispersed populations and highimport needs
and costs). This means measures of domestic revenue provide only a partial picture of
SIDS’ abilities to be more self-sufficient (Hurley et al., 2024).

SIDS also sufferdisproportionately from climate shocks, witheconomic loss and damage
from extreme weatherevents over the past 25 years havingreached a staggering

US$57 billion. Thisis equivalent to 2.5% of GDP annually inlow- and lower-middle-income
SIDS, anditis five times higherthanfornon-SIDS, with single events often exceeding
100% of GDP (WMO, 2023; Wilkinson and Panwar, 2026). These costs are set torise with
temperatureincreases overthe next 25 years.

Atthe sametime, SIDS struggle to access much-needed climate finance to prepare
forand adaptto suchchallenges. Climate adaptation, such as flood control, water
management and disasterrisk management, is especiallyimportantin SIDS but private
investmentis scarce because adaptationis unlikely to be ‘profitable’. The transaction
costsassociated with accessing climate finance for smaller climate-related projects
are oftenas highas applying forvery large projects, meaning that the administrationand
overhead costs are disproportionately highfor SIDS (Viscontietal.,2024).

SIDS suffer disproportionately from climate shocks, with economicloss and
damage from extreme weather events over the past 25 years having reached
a staggering US$57 billion.

These factorsunderscore the continuedimportant role of ODAforresilience and
developmentinSIDS. Moreover, if the official purpose of ODAis to ‘leave no one behind’
and help the mostvulnerable, thenremoving support from a country simply because its
GNlhascrossedanarbitraryline - evenif that country is about to be underwater due to
sea-levelrise - isboth amoral andlogical failure (Bishop et al., 2021).


https://assets.publishing.service.gov.uk/media/5d41b473ed915d09de9d1af4/626_SIDS_graduation_impacts_losing_concessional_finance.pdf
https://one.oecd.org/document/DCD(2024)5/en/pdf
https://doi.org/10.1787/8f2910aa-en
https://odi.org/en/publications/breaking-the-cycle-of-debt-in-small-island-developing-states/
https://library.wmo.int/idurl/4/66252
https://publications.iadb.org/en/publications/english/viewer/Enhancing-Access-to-Concessional-Climate-Finance.pdf
https://odi.org/en/publications/towards-sustained-development-in-small-island-developing-states-why-we-need-to-reshape-global-governance/
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2.3 How much ODA do SIDS receive?

In2024, SIDS received US$5.8 billionin ODA from OECD DAC members, out of a total
ODA envelope of US$174 billion (Figure 2). If non-DAC official bilateral donors are
included, overall aid flows to SIDS rise to US$8.6 billion (OECD, 2026). Overthe last
decade, only 2.57% of total annual ODA disbursements on average have gone to SIDS
(Hurley etal.,2025).

Figure2  ODA flows to SIDS (2024, US$b)
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5.8 2.8
E— —

OECD DAC Other official donors OECD DAC  Other official donors
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Note: Figuresincurrent prices.

Source: Authors elaborationbased on OECD DAC data (https://data-explorer.oecd.org/, accessed
May 2026).

Aidflowstothose SIDS that are set to graduate have been even smaller. Over2015-2024,
the 11SIDS that are set to graduate received a total of US$10.5 billionin ODA from OECD
DAC donors, compared to US$33 billion for the other11non-SIDS graduating countries
(seeFigure 3). ODAto graduating SIDS overthat period constitutedjust 0.1% of total aid
flows from DAC members.?

9  Authorcalculations based on data extracted from OECD (https://data-explorer.oecd.org/,
accessedMay 2026). Figuresin current prices.


https://data-explorer.oecd.org/
https://odi.org/en/publications/tackling-the-cost-of-capital-crisis-in-small-vulnerable-nations/
https://data-explorer.oecd.org/
https://data-explorer.oecd.org/
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Figure 3 ODA to SIDS and non-SIDS graduating countries (2015-2024)
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Source: Authors elaborationbased on OECD DAC data (https://data-explorer.oecd.org/, accessed May 2026).

ODAvolumes arereducing at the same time that needs are growing across many
developing countries. Therefore, the results presentedin Figures 2 and 3 are important
forthreereasons: 1) verylowvolumes of aid are going to SIDS that will graduate soon; 2)
these nations face a particularly challenging cliff edge when they graduate; and 3) their
economies are especially vulnerable to external shocks. This suggests that a financially
viable mechanismis needed withinthe OECD DAC graduation processto ease theimpact
on SIDS. Options and scenarios forachieving this are discussed in the next section.


https://data-explorer.oecd.org/
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3 Alternative graduation scenarios and
exceptions for SIDS

OECD DAC members are not necessarily clear oraligned onhow the current graduation
framework could be reformed, despite recognising the challenges of graduation,
especially for SIDS. Rightly so, there are concerns overthe challenges and added value
of usingmore complexindices to measure development progress and thresholds for
development assistance that could complement GNI per capita. There are particular
concernsregarding substantial data gaps.'° Any approach to graduation reformwill
therefore needto be simple to administer, it mustrespond torecognised challenges
faced by SIDS and other graduating countries, and it must feed into ongoing OECD DAC
conversationsonreforms to the ODA graduation process.

The three scenarios here set out different ways that the existingincome-based
graduation framework could be adjusted to betterreflect structural vulnerability, fiscal
sustainability and climate resilience, particularly for SIDS. Eachfocuses onwhether
additional mechanisms couldreduce therisk to SIDS of anabrupt ODA withdrawal and
the associated fiscal disruption:

e Scenariol:a‘GNlIplus’ frameworkusingthe MVI
e Scenario 2: aclimate finance exceptionforSIDS
e Scenario 3: acontingency safeguard

These scenarios are not mutually exclusive. Rather, they represent different layers of
potential adjustments withinthe current graduation framework, ranging from broader
structuralreformto more targeted, exception mechanisms. In practice, elements of all
three approaches could coexist.

Any approach to graduation reform will therefore need to be simple to
administer, it must respond to recognised challenges faced by SIDS and
other graduating countries, and it must feed into ongoing OECD DAC
conversations on reforms to the ODA graduation process.

10 Perspectivessharedinstakeholderconsultations held forthisreport (Apriland May 2026).
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Malé, The Maldives. Photo: Ishan @seefromthesky/Unsplash.
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3.1 Scenariol:a‘GNI plus’ framework using the MVI

The first scenario applies a ‘GNI plus’ framework to the graduation process, usingMVI
structural vulnerability scores as a second layer of screening for countriesreaching the
GNI percapitathreshold. Countries that meet the income threshold for graduation but
remain structurally vulnerable could eitherretain eligibility through an override mechanism
orthey could be placed on atransition pathway, whichrefers to a time-bound, gradual
phase-out period."

The structural vulnerability sub-index of the MVlis used (rather thanthe lack-of-resilience
sub-index)becauseitis abettermeasure of persistent structural constraints that are
largely beyond national policy control. While resilience is also highly relevant for SIDS,
andthe scoresforthat sub-indexare also high formany countriesinthe sample, this
ismore directly influenced by policy choices, institutional arrangements and levels of
investment, which arguably benefit from higherlevels of income. In contrast, structural

1T Inthisanalysis, during the time-bound phase-out period access to concessional financeis
reduced gradually rather than withdrawnimmediately upon graduation. The objective could be
to smooth the adjustment process, reduce abrupt financing disruptions, and provide countries
with additional time to strengthen domestic financing capacity and adapt to post-graduation
borrowing conditions, among otheradjustments.
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vulnerability captures underlying exposure and susceptibility to external shocks that
persistirrespective ofincome status. Consequently, this provides amore appropriate
basis fortesting alternative graduation arrangements.

3.1.1 Applicationof the framework

Table 3 shows application of the proposed MV| override framework for graduated
SIDS (group A) and those projected to graduate under currentincome-based criteria
(group B). Two different thresholds of MVI structural vulnerability scores are used for
illustrative purposes:'?

e InoptionA, the thresholdis 60% of the maximum observed MVIscore (73.8)
e InoptionB, the vulnerability thresholdis the globalmean MVl score (49.22).

UnderoptionA, all graduated SIDS would have qualified foran exemption from graduation
duetotheirstructural vulnerabilities (except forthe CookIslands whichdoesnothave a
vulnerability score). Among the 11 SIDS projected to graduate by 2034, the Dominican
Republic, Mauritius and Suriname would fall below the threshold and therefore move

into a transition pathway. Cuba, Guyana, the Maldives, the Marshall Islands, Nauru, Palau,
St. Lucia, and St. Vincent and the Grenadines would continue to qualify for ODA despite
surpassing theincome threshold.

Understanding these wider system-level implications would require a
separate global analysis, butit could be an important consideration for
broader OECD DAC discussions around the ODA graduation framework and
aid effectiveness.

This exercise shows how the introduction of a vulnerability-sensitive secondary
threshold could materially alter graduation outcomes. The analysis focuses exclusively
on SIDS, but the application of vulnerability-based eligibility criteria could have broader
implications for other structurally vulnerable countries and for the overall distribution of
ODAresources. Understanding these wider system-levelimplications would require a
separate global analysis, butit could be animportant consideration forbroader OECD
DAC discussions around the ODA graduation framework.

12 Thethresholdsusedinthe MVl override analysis areillustrative and are intended to test the
sensitivity of graduation outcomes under alternative vulnerability benchmarks rather than
represent proposed eligibility rules.
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Table 3 Ilustrative scenario of MVI override over GNI per capita threshold for graduation

® Exempt (Override) @ Graduated (Transition Path)

Graduation  MVI MVI> 60% max  MVI> globalmean

SIDS year score (44.33) (49.22)
Group A. Graduated

Antigua & Barbuda 2022 63.4 [ ) ()
Barbados 2011 46.2 () ()
Bahamas 1996 56.2 ([ ) o
Cooklslands 2020 NA NA NA
Seychelles 2018 47.2 o o

St. Kitts & Nevis 2014 52.4 o [
Trinidad & Tobago 2011 47.7 () ()

Group B. Projected to graduate

Cuba 2030 51.8 [ [
DominicanRepublic 2034 43.1 [ ] (]
Guyana 2025 55.1 () ()
Maldives 2032 70.4 o o
Marshalllslands 2034 451 () ([
Mauritius 2029 38.6 ([ ([
Nauru 2027 58.2 [ [
Palau 2025 53.7 o [
St. Lucia 2030 73.2 [ ()
St.Vincent & the Grenadines 2033 65.1 ([ ([
Suriname 2032 42.3 [ ) ()
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Outlined belowis the potentialimpact of an MVl override, hadit comeinto effect for
SIDS that have already graduated. The analysislooks at three key dimensions: 1) the
fiscalimplications for SIDS of applying a ‘GNI plus’ graduation framework; 2) the fiscal
implications of aphased transition pathway; and 3) the estimated cost to donors of
applyinga‘GNIplus’ framework to SIDS.

3.1.2 FiscalcoststoSIDS of applyingthe ‘GNI plus’ framework

Applying a ‘GNI plus’ framework to ODA graduationfor SIDS would likely have had an
effectonthe fiscalburdenimposedonthose SIDS that have graduated - if they had
not graduated.

To assess this, a ‘graduation premium’ is calculated: thisis an estimate of the additional
financing burdenthatis created when graduated countries take on higher-cost
borrowing to meet their gross financingneeds (see Annex 2).B Itis possible to estimate
the direct fiscal penalty of graduationto a country by applying the spread between
market borrowingrates and concessional rates to overall financing needs from the year
of graduationto 2024.

Five SIDS that previously graduated fromthe OECD DAC list™ all experienced a significant
graduation premium (see Figure 4):

» Trinidadand Tobago, which graduatedin 2011, has the largest cumulative graduation
premium at approximately $1.5 billion, with an average annual graduation premium of
$124 million throughto 2024. This is followed by Barbados with a cumulative graduation
premium of approximately $380 million.

o Inrelative fiscal terms, St. Kitts and Nevis records the highest average annual burden
with a graduation premium equivalent to 5.84% of government taxrevenue, followed by
Antigua and Barbudawith 4.05%, and Trinidad and Tobago with 3.96%. The Seychelles
records acomparatively lower burden but still a significant annual burden equivalent to
2.82% of revenue.

Importantly, these estimates do notrepresent the total borrowing costs faced by these
countries. The graduation premium does not assume that countrieslose accessto all
concessional financing sources. Furthermore, the premium should not be interpreted as a

13 Grossfinancing needsreferto the totalannual financing requirement of agovernment, including
bothfiscal deficitsand debtrepayments (amortisation) that must be financed withina givenyear.

14 Graduationfromthe OECD DAC list does not necessarily imply completeloss of access to
concessional finance butitdoesreduce the overall availability of highly concessional finance
anditincreasesreliance on market-based borrowing. The market-concessional spread should
therefore beinterpreted as an analytical proxy forthe loss of concessionality, ratherthana
prediction of actual post-graduation borrowing behaviour.

15 The Cooklslandsandthe Bahamasare notincluded because of lack of relevant fiscal data.
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direct estimate of forgone government expenditure, as not all ODA is channelled through
nationalbudgets: aportionis delivered through non-state actors, multilateralagencies or
project-based mechanisms.

Rather, the graduation premium represents the additional financing burdenincurred
over and above existing debt servicing and borrowing obligations due specifically to
thereplacement of concessional finance with higher-cost marketrate borrowing after
graduation. Moreover, the fiscal cost of graduation appears to extend wellbeyond the
10-yearimmediate transition period, generating recurring financing pressures across all
SIDS that have graduated.

Figure 4 Estimated graduation premium for five graduated SIDS

Average annual graduation premium | Graduation premium
Millions (US$) | % of taxrevenue

Seychelles 15.80 .
St. Kitts & Nevis 11.40 .
Barbados
Antigua & Barbuda 12.00 .

120 100 80 60 40 20 O 1% 2% 3% 4% 5% 6%
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3.1.3 Asmoothtransitionpathway

Asmoothtransition pathway could help reduce the fiscal disruption from graduationin
SIDS. The analysis that follows examines the effect of aphased withdrawal of support
overadefined period (10 years), using a ‘fiscal shockratio’ to compare annual ODA loss
to domestic taxrevenue under transition scenarios.

Thismetricis particularlyimportantbecause it captures not only the volume of lost
support, but the country’s actual fiscal capacity toreplace it. When a graduation ‘cliff
edge’ occurs, the fiscal shockratio measures the immediate budgetary shock; while
underatransition path, the same metric can be estimated on an annual basis to show how
fiscal stress evolves as concessionality terms are gradually withdrawn.

Unsurprisingly, the graduation cliff edge produces substantially higher fiscal pressure
relative to a gradual transitionforall five SIDS (see Figure 4). In St. Kitts and Nevis, this
reaches more than10% of taxrevenue in the year of graduation. Antigua and Barbuda and
the Seychelles also facedrelatively high fiscal pressuresinthe first year post-graduation.

The analysis that follows examines the effect of a phased withdrawal
of support over a defined period (10 years), using a ‘fiscal shock ratio’ to
compare annual ODA loss to domestic tax revenue under transition scenarios.

St. Kitts and Nevis. Photo: Holger Woizick/Unsplash.
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Underal10-yeartransition pathway, however, theimmediate fiscal burden declines
significantly across all five countries, to below 1% of taxrevenue in the first year. Evenwhen
average post-graduation effects are considered throughto 2024, the transition path
remains consistently less disruptive than abrupt graduation.

These findings suggest that a smooth transition mechanism could materially reduce the
fiscal stress associated with ODA graduation while still allowing countries to progress

towards graduation overtime.

Table4  Estimated fiscalimpacts on graduated SIDS under abrupt and phased withdrawal

of ODA

Year of graduation Average (graduation year to 2024)
ODA Cliff-edge  10-yeartransition Cliff-edge 10-year transition
graduated SIDS shockas path shock as shockas pathshock as
(year of graduation)  %revenue % revenue % revenue % revenue
Antigua & Barbuda 3.14% 0.31% 3.01% 0.58%
(2022)
Barbados 1.35% 0.13% 1.08% 0.69%
(2011)
St. Kitts & Nevis 10.26% 1.03% 9.86% 5.78%
(2014)
Seychelles 4.73% 0.47% 4.58% 1.71%
(2018)
Trinidad & Tobago 0.52% 0.05% 0.85% 0.65%
(2011)

3.1.4 Costtodonorsofapplyinga‘GNIplus’frameworkto SIDS

The third stepinthis scenariois to estimate the cost to donors of maintaining concessional
supportto SIDS afterincome-based graduation thresholds arereached -i.e. what
donors would spendif concessional support continues (eitherthrough an MVl override or
phasedwithdrawal of ODA).

Using historical ODA baselines, the ‘donor cost’is calculated by extending pre-
graduation ODA averages over the post-graduation period foreach of the five SIDS.
Absolute donor cost alone can be misleading, so the cost of continued support to five
SIDSismeasured as a percentage of bilateral ODA caseloads to SIDS (for DAC and
non-DAC members), under the assumption that the same donors would have continued
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historical levels of supportif SIDS had not graduated. This analysisislimited to bilateral
flows because ODA eligibility and graduation status has a direct influence onbilateral
donorallocation decisions and allocation decisions by multilaterals are more complex.

Forthe five graduated SIDS combined, the average annual cost of ODA continuation
(basedonhistorical pre-graduation flows) would have been approximately $97 million.
Thisis concentrated among a few bilateral providers:

» EUinstitutions account forapproximately $67 million annually of bilateral support that
would have continued, representing 0.2% of the EU’s overall ODA caseload.

* Othermajorcontributorsinclude Japan, SaudiArabia, UAE and France, all of which
would have facedrelatively limited portfolio exposure (well below 1%) if concessional
support continued.

Table 5 Estimated cost of MVI override for top 10 bilateral donors

Estimated annual Donor cost as % of their
Top 10 donors donor cost ($ millions) global ODA caseload
Group A. For 5 graduated SIDS (up to 2025)*
Japan 6.0 0.03%
SaudiArabia 4.7 0.08%
UAE 4.3 0.52%
France 4.2 0.03%
Canada 2.3 0.04%
United States 2.0 0.01%
Kuwait 1.9 0.75%
UK 17 0.02%
Australia 1.6 0.05%
Total donor cost for5 SIDS 97

16 Forthepurposesof donorconcentrationanalysis, EUinstitutions are treated as a bilateral provider
category given theirrole as adirect concessional financing source for SIDS within OECD DAC
reporting systems.
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Group B. For 11 SIDS projected to graduate by 2034**

France 385.9 2.59%
us 362.1 0.69%
SaudiArabia 266.5 4.53%
Japan 161.9 0.92%
Korea 45.2 1.05%
EU institutions (excl. EIB) 37.9 0.11%
Australia 37.4 1.29%
Canada 37.0 0.64%
UAE 32.7 4.00%
Spain 19.3 1.06%
Totaldonorcostforll SIDS 1475

Note: *The five graduated SIDS referred toin this analysisinclude Antigua and Barbuda, Barbados, St.
Kitts and Nevis, the Seychelles, and Trinidad and Tobago. **The 11 SIDS projected to graduate include
Cuba, the Dominican Republic, Guyana, the Maldives, the MarshallIslands, Mauritius, Nauru, Palau, St.
Lucia, St. Vincent and the Grenadines, and Suriname.

One furtherstepis takenin the analysis forscenario 1: a graduation premium-to-donor
costratiohasbeen calculated forthe five graduated SIDS to assess value formoneyin
usingan MVl override and/or transition path (see Table 6). Where ratios are close to or
higherthanone, graduation generatedlow levels of cost savings compared torelatively
large fiscal costs for SIDS. Forinstance, a premium-to-costratio of fourin the case of
Trinidad and Tobago suggests that the additional financing burdenborne by the country
following graduation was nearly four timeslargerthan the corresponding donor savings
fromwithdrawing concessional support.
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Table6  Graduation premium-to-donor costratio for five graduated SIDS

Graduation premium Donor cost Premium-to-donor
Graduated SIDS ($ millions) ($ millions) costratio
Antigua & Barbuda 12 9 1.3
Barbados 27 14 1.9
St. Kitts & Nevis 11 18 0.6
Seychelles 16 25 0.6
Trinidad & Tobago 124 31 4.0

3.2 Scenario 2: a climate finance exception for SIDS

The second scenario oradjustment to the currentincome-based graduation framework
entails amore targeted approach to support SIDS through the decoupling of climate
ODAfrombroader ODA. Countries would still graduate from ODA eligibility when
theyreachtheincome threshold (with the application of an MVIoverride), but all SIDS
(includingthose that have graduated already) would be eligible for concessional climate-
related development finance. Essentially, a ‘climate finance exception’ would be applied,
notas areplacement forbroaderreformandthe adoptionof a‘GNI plus’ framework, but
ratheras an additionalmechanismto protect official climate-based support to climate-
vulnerable countries.

The centralrationaleis that climate vulnerability does not disappearwithrisingincome
status (Wilkinsonetal.,2023). Formany SIDS, regardless of theirincome level, exposure
to climate hazards and the costs of adaptation andresilience measures remain structurally
high (and areincreasing as global temperaturesrise). Therefore, this scenario looks at
whether preserving access to concessional climate finance for SIDS represents afiscally
manageable andinstitutionally practical adjustment.

Inpractice, aclimate finance exception would notrequire a separate categorisation of
projects. The Rio Markers can be used to allow graduated SIDS toretain eligibility for ODA
where the primary objective is to support climate adaptation andresilience, recognising
that vulnerability often persistslong afterincome-based graduation. In this sense, the
exceptionwould functionless as a separate financing window and more as a targeted
eligibility mechanismthatreflects the continued exposure of SIDS to climate shocks and
long-termresilience challenges.
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3.2.1 Costtodonorsofafullclimatefinance exceptionforSIDS

The analysis that follows looks at the total cost to donors of providing continued access to
concessional climate finance forgraduated and graduating SIDS. Thisis based on five-
year historical averages of climate-related development finance flows (see Table 7).

Forthefive SIDS that have already graduated, the estimated climate finance exception
cost to donors would have been comparatively small at approximately $11 million
perannum. More than 95% of this supportis concentrated among three donors: EU
institutions, UAE and Japan. Importantly, the cost relative to overall bilateral climate
finance would be very low, except for UAE where roughly 14% of its annual climate ODA
portfolio was with these five SIDS ($4.1million).

If the 11 SIDS projectedto graduate continue toreceive climate ODA, the estimated
costto donorsis approximately $374 million annually. Over 77% of this comes from three
donors, and France accounts fornearly 58% of the total. Again, the burdenrelative to
overall climate ODA portfolios willbe modest foralldonors except for UAE.

Table7  Estimated cost to donors of a climate finance exception for SIDS

Projected annual Donor cost as % of % share of
donorcostofclimate theirglobalclimate climate exception
Top 10 donors exception ($ millions) ODA caseload costtodonors

Group A. For 5 graduated SIDS up to 2025*

EU institutions (excl. EIB) 5.69 0.09% 50.37%
UAE 4.10 14.20% 36.30%
Japan 0.95 0.01% 8.41%
UK 0.14 0.01% 1.24%
Australia 0.12 0.01% 1.05%
France 0.10 0.00% 0.87%
Ireland 0.07 0.06% 0.65%
Canada 0.07 0.01% 0.60%
Finland 0.02 0.02% 0.18%
us 0.01 0.00% 0.12%

Total 11.27
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Group B. For 11 SIDS projected to graduate by 2034**

France 216.66 3.37% 57.86%
Japan 37.26 0.36% 9.70%
Korea 36.18 2.34% 9.67%
EU institutions (excl. EIB) 30.92 0.40% 6.74%
Australia 14.30 1.53% 3.79%
Canada 11.90 1.22% 2.47%
UAE 9.32 26.97% 2.08%
Spain 572 4.03% 1.53%
Italy 4.30 1.27% 1.15%
us 4.18 0.16% 1.11%
Total 370.74

Note: *The five graduated SIDS referred toin this analysisinclude Antigua and Barbuda, Barbados, St.
Kitts and Nevis, the Seychelles, and Trinidad and Tobago. **The 11 SIDS projected to graduate include
Cuba, the Dominican Republic, Guyana, the Maldives, the MarshallIslands, Mauritius, Nauru, Palau, St.
Lucia, St. Vincent and the Grenadines, and Suriname.

3.2.2 Climate ODAreplacementcostforSIDS

Scenario 2looks at the cost to SIDS of withdrawing only climate ODA (as a sub-component
of broader concessional flows) thatis thenreplaced through market-rate borrowing.

Even for SIDS receiving low levels of ODA climate finance, withdrawing this
support can generate sustained cumulative costs over time.

The annual climate replacement cost appears to be relatively low at first glance, but the
costs canbecome significantwhen SIDS do not receive concessional climate finance
frombilateral donors forextended periods. Forexample, Antigua and Barbuda, which
graduatedin 2022, would have accumulated an estimated additional climate financing
burden of more than $1millionby 2024 ($0.38 million perannum) under market-rate
replacement assumptions.
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Antigua, Antigua and Barbuda. Photo: Rick Jamison/Unsplash.

The estimatesin Table 8 suggest that, evenfor SIDS receiving low levels of ODA climate
finance, withdrawing this support can generate sustained cumulative costs overtime. And
the implications may be even more significant forthe 11 SIDS due to graduate soon, several
of which currently receive substantially larger volumes of climate ODA. Forexample, in
Nauru, the average annual climate ODAreplacement through market-based debt could

be nearly 1.5% of taxrevenues.” Increased market borrowingis likely to create recurring
financing pressures that accumulate steadily over the post-graduation period and further
constrainlong-term climate resilience investmentinthese countries. The cumulative climate
ODA replacement burden for Mauritius, forexample, could reach nearly $42 million within
five years of its projected graduationin 2029.

17 Estimatedbasedon 2024 taxrevenue of Nauru.
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Table8  Estimated costs to SIDS of climate ODA replacement

SIDS

Group A. Graduated SIDS

Barbados
Trinidad & Tobago
St. Kitts & Nevis
Seychelles

Antigua & Barbuda

Graduation

year

2011

2011

2014

2018

2022

Group B. Projected to graduate

Guyana
Palau
Nauru
Mauritius
Cuba

St. Lucia
Maldives
Suriname

St. Vincent & the
Grenadines

DominicanRepublic

MarshallIslands

2026

2026

2027

2029

2030

2030

2032

2032

2033

2034

2034

Estimation

year

(graduation

+5)

2024
2024
2024
2024

2024

2031
2031
2032
2034
2035
2035
2037

2037

2038

2039

2039

Annual climate
ODA replacement
burden
($ millions)

0.002

0.018

0.204

0.072

0.384

0.541

0.855

0.478

8.362

3.003

0.344

0.599

0.262

0.106

8.328

0.675

Cumulative
replacement
burden (graduation
+ 5years)

0.012
0.09
1.02
0.36

0.768

2.707
4.274
2.392
41.81
15.017
1.72
2.997

1.308

0.531

41.639

3.374
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3.3 Scenario 3: a contingency safeguard

The third scenario looks at the potential effects of temporarily reinstating ODA eligibility
for SIDS foralimited period following severe shocks. Forall SIDS, higherincome status
doesnoteliminate exposure to severe climate and disasterrisks. Indeed, a single extreme
event can generatelosses equivalentto 100% ormore of GDP, rapidly eroding fiscal
space, disrupting economic activity and creating recovery financing needs that far
exceedthose faced by largereconomies with comparable income levels (Panwar et al.,
2024)(see Box1).

The purpose of atemporary reinstatement of ODA eligibility forall SIDS would be
toreduceimmediate fiscal stress and to avoid countries being forced to finance
reconstruction entirely through domestic budgetreallocations, reserve depletion or
high-costborrowing.

For all SIDS, higher income status does not eliminate exposure to severe
climate and disaster risks. Indeed, a single extreme event can generate
losses equivalent to 100% or more of GDP.

This analysis does not test a specific triggermechanismfor a disaster exception. However,
eligibility for such an exception could be linked to objectively verified disasterimpacts,
suchasloss and damage exceeding a specified share of GDP, usinginternationally
recognised and validated post-disasterassessment methodologies. Anillustrative
threshold could be where losses exceed 20%-30% of GDP. Under such circumstances,
graduated SIDS mayregaintemporary access to selected forms of concessional finance
foradefinedrecovery period. This could be, forexample, the year of the eventand/orup
totwo orthree subsequentyears based onthe nature and extent of the loss and damage.
Suchsupport may be targeted towards recovery, reconstruction, climate adaptationand
disasterriskreduction activities, ratherthan constituting a full reinstatement of general
ODA eligibility.


https://odi.org/en/publications/calculating-economic-loss-and-damage-in-sids/
https://odi.org/en/publications/calculating-economic-loss-and-damage-in-sids/
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Box1 Impactofcatastrophicdisasters on high-income, graduated SIDS

The experiences of St. Kitts and Nevis, Barbados and the Seychellesillustrate how
severe post-disaster financing pressures can emerge evenin high-income SIDS with
relatively stable macroeconomic trajectories priorto ashock (see Table 9).

St. Kitts and Nevis experienced back-to-backimpacts of Hurricanes Irma and Maria
in 2017, only three years after graduating fromthe OECD DAC list. Combined damage
forthe public sectorexceeded approximately $52 million (5.5% of GDP) (OECS, 2017).
Despite the scale of the shock, the insurance payout fromthe Caribbean Catastrophe
Risk Insurance Facility (CCRIF) amounted to only about $2.3 million, coveringless than
5% of estimated damages (CCRIF, n.d.). Theremaining recovery burdenwas largely
financed domestically throughreserve drawdowns, emergency expenditure, fiscal
concessions andreconstruction spending. Real GDP growthtook a dent and slowed
down by 0.8 percentage points following the hurricane. Public debt, which declined
continuouslyin prioryears,increased by 1.4 percentage points to 62.9% of GDP. The
country faced elevated externalimbalances post disaster (IMF, 2018).

Similarly, Barbadoswas hit by Hurricane Berylin 2024 at atime when public debt was
above 106% of GDP. The damage amounted to approximately $96.5 million (1.4%

of GDP), with majorimpacts concentratedin fisheries and coastal infrastructure
(ECLAC,2025).The hurricane reduced GDP growth by atleast 0.2 percentage
points, but the macroeconomicimpactwas moderate due to landfallin anon-tourist
season(ECLAC,2025;IMF,2024a). Notably, inflation (consumer prices) increased
by nearly six percentage pointsin 2024 against 2023. Although the hurricane did not
triggera CCRIF payout, Barbados secured external recovery financing mainly from
the IMF, but thisrelied on exceptionalinstitutional approvals rather than any standing
concessionalrecovery mechanism linked to disastervulnerability (IMF, 2024a).

Severe floodingand anindustrial explosionin 2023 inthe Seychelles generated
estimated damage of $148 million (7.4% of GDP) (IMF, 2024b). The disaster occurred
while the Seychelles was stillrecovering from the pandemic-related collapsein
tourism and undertaking fiscal consolidationunderIMF-supported programmes.
Real GDP growth declined significantly from15% to 3.2%in 2023. Although debt

had declined fromearlier pandemic peaks (75% of GDP), reconstruction pressures
contributed torenewed borrowing needs and the reallocation of planned public
investment expenditures towardsimmediate recovery and cleanup operations (ibid.).

Inallthree cases, major disasters generated significant reconstruction needsrelative
to the size of these economies, in a context of limited and unpredictable external
recovery finance. Therefore, thereis a strongrationale forintroducing atemporary
post-disaster concessional reinstatement mechanismfor graduated SIDS.


https://pressroom.oecs.int/prime-minister-dr-the-hon-timothy-harris-post-hurricane-maria-address
http://www.ccrif.org/aboutus/ccrif-spc-payouts?language_content_entity=en
http://www.elibrary.imf.org/view/journals/002/2022/351/article-A003-en.xml
https://repositorio.cepal.org/entities/publication/b12a9f92-54e6-474c-9d98-9d5d1a6b9882
https://repositorio.cepal.org/entities/publication/b12a9f92-54e6-474c-9d98-9d5d1a6b9882
http://www.imf.org/en/publications/cr/issues/2024/12/23/barbados-fourth-reviews-under-the-extended-arrangement-under-the-extended-fund-facility-and-559968
http://www.imf.org/en/publications/cr/issues/2024/12/23/barbados-fourth-reviews-under-the-extended-arrangement-under-the-extended-fund-facility-and-559968
http://www.imf.org/en/publications/cr/issues/2024/06/28/seychelles-seychelles-2024-article-iv-consultation-second-reviews-under-the-arrangement-551121
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Hurricane Beryl during the morning of July 2,2024. Photo: ABI
imagery fromNOAA's GOES-16 Satellite/Wikimedia Commons.

o g
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Table9  Macro-fiscal variablesin graduated SIDS, before and after major disaster events

Public debt stock

Post- GDP growthrate Inflationrate ($ millions)
graduation
disaster Pre-disaster Disaster Pre-disaster Disaster Pre-disaster Disaster
events year year (+/-) year year (+/-) year year (+/-)
St. Kitts
and Nevis, 2.1% -0.4% 606
Hurricane 2.9% (—.O 83 -2.30% (+i 9; 590 (+16)
Irma and Maria ' '
(2017)
Barbados, 9 9
Hurricane Beryl 4.1% (3_'3?) 4.1% (3'586/;) 7469 (7f12£13_8)
(2024) ' '
Seychelles,
severe flooding

. . 3.2% -1.1% 642

O, o)

andmdystnal 14.9% (-11.8) 2.63% (-3.8) 578 (+64)
explosion

(2023)
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4 Reflections and observations

SIDS experience important structural vulnerabilities that will always limit their ability to
generate sustainedlevels of growth and sufficient domestic taxrevenues for critical
investmentto buildresilience. They are also highly exposed to more frequentand more
severe extreme weatherevents due to climate change, whichresultin escalatinglosses
andfiscalimpacts. Forthesereasons, SIDS face significant challenges whentheyreach
theincome threshold for ODA eligibility: they are forced to borrow at higherinterestrates,
debtlevels goup dramatically and climate shocks further tightenfiscal space exactly
when SIDS need to beinvestinginrecovering and strengtheninginfrastructure, basic
services, localbusinesses and communities.

The current graduation framework is not working well for SIDS. With 11 set to graduate
inthe comingyears, thereis clearly aneed, and an opportunity, to rethink and reform
the system.

The three scenarios presentedin this working paper provide options and initial analysis
of graduationreforms that would benefit SIDS, but which could alsoin principle be
extendedto othervulnerable countries. It appears that they would notimpose a
significantburdenon OECD DAC members. Indeed, the analysis suggests thatthe
relative benefitsto SIDS far outweigh the costs to development partners of sustaining
supporttothese vulnerable nations at the point at whichthey become ineligible for
ODA (see summaryinTable10). The same analysis has not been conducted for other
graduated countries, but the very high levels of debt faced by SIDS relative to their
peers suggests that the benefit-costratio of continued support would be lower.

The current graduation framework is not working well for SIDS. With
11 set to graduate in the coming years, there is clearly a need to rethink
and reform the system.

Each scenario needs furtherdevelopment and precision, particularly to agree the
metricsto beusedfora‘GNIplus’model, a climate finance exceptionand acontingency
safeguardforSIDS. All categories, indicators, thresholds and other metrics willneed to
be objective and simple to calculate and measurein orderto be adopted by the OECD
DAC (and potentially otherdonors).
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The aim of this study is not to provide recommendations as to which scenario should
be takenforwards:indeed, all three could work welltogether. Rather, the analysis
shows viable options for graduationreform fora group of countries that, because

of their structural vulnerabilities and high exposure to climate shocks, do not quite
fitthe underlying assumptions of ODA graduation. In an era of declining ODA and
when difficult decisions need to be taken onthe purpose and focus of development
assistance, anexceptionfor SIDS could have an outsizedimpact onthese smalland
vulnerable nations, providing resources and maintaining the fiscal space needed for
urgentresilienceinvestments.

Table10 Summary of costs to donors of graduation reform scenarios for SIDS

Scenario description Donorcostimplications

Scenariol e The estimated annual donor cost of anMVIoverride forthe 5
A‘GNI plus’ framework graduated SIDS would have been $97 million.

forSIDS e Forthe 1l SIDS projectedto graduate, the cost could

be $1.5 billion annually. The additional financing burden
(graduation premium) borne by SIDS following graduationis
nearly fourtimeslargerthan corresponding donor savings from
withdrawing concessional support.

Scenario 2 o Forthe5SIDS that have already graduated, the estimated
Aclimate finance climate finance exception cost to donors would have been
exceptionforSIDS $11 millionperannum.

e The estimated costofthe 11 SIDS projected to graduate
continuing to receive climate ODA is approximately $374 million
annually (based on historical climate finance patterns).

Scenario 3 e The financial cost of this exception would be periodic rather

Acontingency thanregularandit may be targeted towardsrecovery,

safeguard for SIDS reconstruction, climate adaptation and disasterrisk reduction
activities, ratherthan constituting a full reinstatement of general
ODA eligibility.

o Thisexception doesnot negate theimplementation of the other
two scenarios.
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Annex 1. List of SIDS and eligibility for ODA in 2026

ODA eligible

Comoros
Guinea-Bissau
Haiti

Kiribati
Solomonlslands
Timor-Leste
Tuvalu

Cabo Verde
Micronesia
PapuaNew Guinea
Samoa

SdoTomé & Principe
Vanuatu

Belize

Cuba

Dominican Republic
Dominica

Grenada

Guyana

Jamaica

Maldives
MarshallIslands
Mauritius

Nauru

Niue

Palau

St.Vincent & the Grenadines

St. Lucia
Suriname

Tonga

Source: OECD (n.d.-b).

ODAineligible

Bahamas

Singapore

Barbados

Trinidad and Tobago
Seychelles

Antigua and Barbuda
Cooklslands

St. Kitts and Nevis
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Annex 2. Methodological note on data sources
and steps in scenario development

Data sources

The scenario analysis presentedinthe mainreportis designedto supportreplication,
scrutiny and sensitivity testing. The analysis draws on multiple datasets - each selected
foradistinct methodological purpose:

o« The OECD DAC database serves as the primary source for ODA and Climate-Related
Development Finance (CRDF). These datasets are used to construct baseline ODA and
climate ODA estimates for SIDS that have graduated and those that are projected to
graduate soon. Five-yearaverage ODA and climate ODA baselines are usedinstead of
annual values toreduce volatility associated with one-off projects, disaster-response
spikes ordonor-specific programming cycles.

o |IMF Article IV Consultationreports (IMF, n.d.) provide the principal fiscal and debt
architectureusedin ScenarioTand Scenario 3. Thesereports are used to extract
country-specific gross financing needs (GFN), debtratios, amortisation schedules,
taxrevenueindicators, fiscal balances and market borrowing conditions where
available. Othermacroeconomic datasets like the World Development Indicators
(WDI)andthe International Debt Statistics (IDS) database supplement IMF dataand
support cross-country comparability for debt stocks, debt service indicators and
macro-fiscal variables.

o Structuralvulnerability data are drawn from the UN MVI framework (UN, 2024).

Approach to constructing the scenario analysis
Scenario1: MVl override and smooth transition pathway

Scenario 1testswhetherincome-based graduation outcomes change when structural
vulnerabilityisintroduced as a secondary threshold. Countries exceeding the selected
vulnerability threshold are modelled eitherunder continued concessional eligibility or
through a phased transition pathway where ODA is assumed to be declining by 10% every
yearfor10 years.

The analysis begins by identifying the graduationyearforeach SIDS based onactual or
projected GNI per capita eligibility. Once the graduationyearis established, the country’s
structural vulnerability score is assessed using the UN MVIframework. Alternative


http://www.imf.org/en/publications/sprolls/article-iv-staff-reports
http://www.un.org/ohrlls/mvi
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threshold scenarios are then applied to test whether countries remain sufficiently
vulnerable tojustify continued ODA eligibility or placement on a transition pathway. These
thresholds are treated asindicative scenario options only.

Next, the fiscal cost of graduationis estimated through the ‘graduation premium’ analysis
using GFN. GFNisused as the principal fiscal burdenvariable because it captures both
annual fiscal deficits and debtrollover obligations, thereby providing a more realistic
measure of sovereign financing pressure. The annual graduation premiumis calculated as:

GP, =GFN x(i_-i)

Where: GPtisthe annual graduationpremium; GFNtis grossfinancingneeds
inyeart;imistheassumedmarketborrowingrate; andicisthe concessional
borrowingrate.

This formula estimates the additional annual financing burdenimposed when
concessional borrowingis replaced by market-rate borrowing following graduation until
theyear2024 forthe graduated SIDS. The graduation premium should therefore not be
interpreted as total sovereignborrowing cost, but ratheras the incremental financing
penalty associated withloss of concessional borrowing conditions.

A concessional borrowingbenchmarkinterest rate of 1% is used to approximate highly
concessional development finance conditions typically associated with development
lending facilities available to vulnerable developing countries, consistent with OECD
concessionality frameworks (OECD, 2023). The assumed market borrowing rate of 7%
isbased onthe elevated financing costs frequently faced by SIDS and othervulnerable
economiesininternational capital markets due to structural risk premiums, climate
vulnerability and limited market access (Hurley et al., 2025).

Forthe transition pathway analysis, itis assumed that the concessional supportisreduced
incrementally over a defined transition period (assumed 10 years) rather than withdrawn
immediately. Fiscal stress under the transition pathway is estimated through the fiscal
shockratio:

Fiscal shock, = Annual ODAreduction /Taxrevenue,’®

Thisratio captures the fiscal pressure associated withreplacing declining concessional
finance through domestic revenue mobilisation.

18 Taxrevenueisselected asanindicator of the government’s ability to absorb areductionin ODA
(throughits ownlocal sources of revenue).


https://one.oecd.org/document/DCD/DAC/STAT(2023)25/FINAL/en/pdf
https://odi.org/en/publications/tackling-the-cost-of-capital-crisis-in-small-vulnerable-nations/
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Finally, the donor costis estimated by extending five-year average pre-graduation ODA
flows across the delayed graduation or transition period. This five-year averageis used
instead of annual values to reduce volatility associated with one-off projects, disaster-
response spikes ordonor-specific programming cycles. Forthe SIDS projected to
graduate, afive-yearaverage between 2019 and 2024 isused as a proxy fordonor cost.
Donorcostis additionally assessed as a share of total donor ODA caseload to evaluate
the systemic affordability of alternative graduation pathways.

Donorconcentration analysisis used to identify whether continuation costs are
concentrated among a smallnumber of bilateral providers or distributed more broadly
across donor portfolios.

Scenario 2: Climate exception after ODA graduation

Underthis scenario, countries may still graduate from general ODA eligibility based on
income criteria (and the MVI override) but retain access to concessional climate-related
development finance through a dedicated climate exception.

The firstanalytical step involves calculating five-year average climate ODA prior to
graduation. This averageis treated as the baseline annual climate concessionality
requirement. Annual donor cost under the climate exception scenariois defined as:

Donorcost, =avg. climate ODA

Cumulative donor cost across the analysis horizonis estimated as:

Cumulative donorcost = avg. climate ODA x years afterthe graduation

These calculations estimate the additional donorburden associated with maintaining
climate-related concessional finance after graduation. Forgraduated SIDS, the analysis
of cumulative cost extends throughto 2024, while for those projected to graduate it
extendsforfive years post projected graduation.

Donor concentration analysisis then applied to identify the principal bilateral providers
supporting graduated SIDS and those projected to graduate. This allows donorburden
tobeevaluated not onlyinaggregate terms, but also relative to total donor climate
ODAportfolios.
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Recipient-side burdenis estimated through the climate ODAreplacement burden
(CORB) created by borrowing at market ratesinstead of concessionalrates:

CORB, =climate ODA x(i_-i)

Thisformulais used to estimate the additional financing burdenincurred assuming that
concessional climate finance must be replaced through market-rate borrowing.

Scenario 3: Temporaryreinstatement of ODA eligibility following severe
disastershock

Scenario 3 examines whether graduated SIDS, or SIDS already moving through transition
pathways, shouldregaintemporary access to concessional finance following major
disasters. The analysis focuses ontheinteraction between estimated disaster damages,
debt dynamics, fiscal conditions, available disaster-risk financing and post-disaster
reconstruction pressures. Case study examples are constructed using macro-fiscal
indicators observed before, during and after major disaster events. Indicatorsinclude
debt-to-GDP ratios, taxrevenue ratios, gross financing needs, fiscal balances and
available recovery financing through mechanisms such as CCRIF payouts, emergency
borrowing or IMF support facilities.

Assumptions, sensitivity and limitations

The analytical approach appliedin this study relies on several assumptions necessary for
scenario construction. These assumptions should therefore be interpreted asindicative
analytical devicesratherthan predictive forecasts.

o Theassumedmarket borrowingrate of 7% isintentionally used to remain policy relevant.
It reflects tightening global financial conditions, elevated sovereign borrowing costs and
therisk premium frequently faced by small vulnerable states in external capital markets.
Therateisnotintendedtorepresent country-specific borrowing conditions, butrathera
standardised benchmark used forcomparative scenario analysis. Changesintherate will
affect the fiscal cost calculations.

o Theconcessionalborrowingbenchmark of 1% is used to approximate highly
concessional development finance terms. Actual concessional lending conditions vary
substantially acrosslenders and facilities.

o Theuse of five-year ODA and Climate ODA averages reduces volatility associated with
episodic project cycles, disaster-response surges andirregular donor disbursements.
However, this smoothing approach may understate short-termfinancing spikes or
overstate continuity inunstable donor environments. This methodological trade-off has
beenmade to favourbaseline stability overyear-specific precision.
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o Futureclimate finance projections are inherently uncertain. Constant-value (five-year
average-based) projections are analytically stronger fordonor-cost comparison, but
they may change based ondonor preferences.

o Thetwo MVIthresholds of 60% of maximum score and globalmeanMVlare applied
as scenario-testing mechanismsratherthan deterministic eligibility rules. Threshold
selection could materially affect override outcomes and therefore should be interpreted
throughrange-testingratherthan as afixed policy recommendation.
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