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Abstract

A growing number of emerging economies receive signif-
icant parts of their overseas finance and investment from
Chinese state-owned or state-linked institutions. While
academic research has focused on how Chinese policy and
state-owned banks approach sustainable development
issues, Chinese sovereign-backed overseas development
funds are a critical yet overlooked component. This paper
addresses this knowledge gap by providing the first compre-
hensive overview of such funds regarding their scope, activ-
ities and capitalization, as well as by assessing the funds'
policy approach to sustainability. Qualitative and quanti-
tative data are collected from databases, funds' websites,
newspaper articles and public statements in both Chinese
and English to identify common features between funds and
to analyse their sustainability policies in comparison with
global best practices. The paper specifically analyses the
funds' sustainability approaches rather than impact due to a
lack of comprehensive data on the funds' investments. First,
the paper finds that given their number, announced capi-
tal size of US$213 billion, geographic scope and sectorial
focus, including on high-emissions projects such as mining,
energy and heavy industry, the funds are influential play-
ers in global development finance. Second, regarding the
funds' approaches to sustainability, the paper finds that the

funds lack transparency about their policies and practices,

This is an open access article under the terms of the Creative Commons Attribution-NonCommercial-NoDerivs License, which permits

use and distribution in any medium, provided the original work is properly cited, the use is non-commercial and no modifications or

adaptations are made.

© 2023 The Authors. Journal of International Development published by John Wiley & Sons Ltd.

J. Int. Dev. 2023;1-24.

wileyonlinelibrary.com/journal/jid

1


https://wileyonlinelibrary.com/journal/jid
https://orcid.org/0000-0002-0442-7066
https://orcid.org/0000-0001-9408-4935
http://creativecommons.org/licenses/by-nc-nd/4.0/
http://crossmark.crossref.org/dialog/?doi=10.1002%2Fjid.3778&domain=pdf&date_stamp=2023-03-29

LARSEN ET AL.

2wy P —
Wl EY INTERNATIONAL DEVELOPMENT [

which is a key component of sustainable fund management
practices. Third, based on an in-depth analysis of available
information, we identify a lack of sustainability in the funds'
mandates, an absence of safeguards, limited project pipeline
disclosure and no sustainability performance assessment.
Lastly, the paper provides four policy recommendations on
how to improve the funds' sustainability approaches based
on the unique way they are governed by different parts of
the Chinese state apparatus.

KEYWORDS
China, development funds, overseas investment, sustainable
finance

1 | INTRODUCTION

Based on the ‘reform and opening up’ policy of 1978, the ‘going out’ policy in 1999 and the ‘Belt and Road Initia-
tive’ (BRI) in 2013, China's capital flows towards the rest of the world have increased exponentially over the last
four decades. Chinese overseas engagement through investment and financing averaged US$70 billion over the
last 5years (Scissors, 2021) through state-owned enterprises, state-owned financial institutions, policy banks and
an increasing number of development funds. Through this, China has become the major financing partner for many
emerging countries. In consequence, the role of sustainability approaches of Chinese financial institutions has
become a determining factor in many countries' sustainable development trajectories.

A number of problems related to the sustainability implications of Chinese policies on outward financing have
been identified in the academic literature. Among the most salient being that the majority of Chinese overseas energy
investments have been in fossil fuels (Larsen & Oehler, 2022; Li, Gallagher, & Mauzerall, 2020; Nedopil, 2022b),
risking long-term climate costs (Ma & Zadek, 2019). Another issue is that Chinese investors and developers applied
a ‘host country principle’ on environmental standards, where host country environmental standards are often insuffi-
cient in ensuring environmental protection (Voituriez et al., 2019). This is in contrast to, for example, the Equator Prin-
ciples Financial Institutions that have set investment policies to apply best practice environmental standards when
investing in countries with weaker environmental institutions (Equator Principles Association & International Finance
Corporation, 2020). It is also in contrast to Chinese promises to green overseas cooperation, such as through the
Green Overseas Investment Guidelines issued in July 2021 (Nedopil, 2022a; Nedopil et al., 2021), but also through
previous guidelines on greening China's overseas finance (MOFCOM, 2013).

In recent years, analysis of the sustainability of Chinese overseas finance and investment has developed into a
mature academic area. Given the significant data limitations on Chinese overseas finance, most of this scholarship
focuses on collecting and analyzing data on Chinese policy banks and Chinese commercial banks (Chen et al., 2020;
Kong & Gallagher, 2021b; Monasterolo et al., 2018; Zhou et al., 2019). However, an important provider of finance,
Chinese sovereign-backed overseas development funds (henceforth, ‘the funds’ or ‘the Chinese development funds’),
have so far been overlooked. For example, the China Overseas Finance Inventory (COFI), which is the most compre-
hensive database to date covering Chinese equity and debt investments by Chinese corporations and banks in the
power-generation sector across BRI countries (Zhou et al., 2022), acknowledges that the source data are incomplete
in certain areas, such as projects financed by equity investment funds (id:7). This type of financing makes up a signif-

icant part of Chinese development funds' activities. Therefore, rather than a theoretical deliberation, the central
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contribution of this paper builds on this academic tradition by providing data and analysis of Chinese development
funds. This paper specifically approaches the role of Chinese development funds and their possible role in addressing
sustainable development. Development funds are understood as primarily funded through Chinese public money, as
investing the majority of their money overseas and providing funding for ‘development’ where private money would
otherwise be difficult to mobilize. Furthermore, sustainability in the paper is understood as based on United Nations
2030 agenda and the Sustainable Development Goals, while many cases focus on environmental and climate aspects.

As previous research has not studied these funds, the initial task of the paper is to identify these funds, their
capital endowment, investors, investment scope and regional coverage. The paper finds that these funds, with a
capital endowment of US$213 billion, are arguably cumulatively large enough to warrant targeted research regarding
their possible sustainability impact. The main research question of the paper concerns how these funds' sustainability
policies are aligned with sustainable development. As such, to be clear, the intention is to assess their sustainability
approaches and not their impacts. As no comprehensive project-level data exists on the funds' investment portfolio,
the paper will not aim to make an accurate assessment of the funds' sustainability impacts. Rather, the intention
is to gauge these funds' role and policy approach to sustainability, which is possible based on a variety of publicly
available resources. The paper accordingly analyses these funds' sustainability policies and then compares them to
international best practices, similar to the study by Narain et al. (2020) on biodiversity safeguards by Chinese finan-
cial institutions investing in the countries of BRI. The main framework for comparison is based on the components
of the International Finance Corporation (IFC) Environmental and Social Management System (ESMS) for financial
institutions (IFC, 2021), which cover sustainability practice all the way from policies to safeguards, monitoring and
reporting.

Addressing the research question, the paper adds to the emerging literature on the policies shaping the sustaina-
bility of Chinese overseas finance. Empirical studies on China's role in global sustainable development can be catego-
rized into three focus areas as concerned with either the scale, impact or policies (Shen, 2020). This paper contributes
to all three areas by estimating the scale of the funds, gauging their approach to sustainability and showing how
Chinese policies shape the funds. Key strains in the empirical literature on the scale and impact of Chinese invest-
ment include Li et al. (2020) with a statistical overview of energy investment, Kong and Gallagher (2021a, 2021b)
on Chinese development of coal plants and renewable energy overseas, and Cabré et al. (2018) on the current scale
and potential scope of Chinese overseas investment. On the other hand, the main literature on the governance of
Chinese overseas investment includes Kong and Gallagher (2017) on the role of Chinese policy banks, Gallagher and
Qi (2018, 2021) on the Chinese regulatory environment for overseas investment, Shen and Power (2017) highlight-
ing the decentralized organization of Chinese investment in Africa, and Kaplan (2016, 2018) on the political econ-
omy of Chinese patient capital and finance in Latin America. This is further related to the broader topic of China's
role in global climate governance, such as on bilateral finance (Ha et al., 2016), through the G20 (Ren, 2017), or
Chinese-initiated multilateral development banks (MDBs) (Wang, 2017).

Understanding how China governs its funds is an important empirical and analytical component in shedding
light on these broader global sustainability policy issues. To study this question, the paper collects qualitative and
quantitative data from three main types of sources: First, the paper utilizes the funds' websites, newspaper articles
and public statements, in both Chinese and English, to access and analyse funds' self-reporting as well as external
reporting on sustainability frameworks, policies and event-based details. Second, the paper uses analysis and data
from research organizations such as the Global Development Policy Center at Boston University (BU, 2021), the
China-Africa Research Initiative of the John Hopkins School of Advanced International Studies (SAIS, 2021), and
the China Global Investment Tracker of the American Enterprise Institute (AEl, 2021). These three initiatives track
Chinese project investment via internet search engines, open-source verification and interviews. In addition, two
other databases were screened for supplementary detail: the China Overseas Finance Inventory (COFI) database
(Zhou et al., 2019) and AidData's Global Chinese Development Finance Dataset (Custer et al., 2021). Third, the paper
also draws directly from data providers such as Thomson ONE, Bloomberg New Energy Finance and Dealogic. Even
when combining these sources, it is not possible for the paper or for other researchers to track all the projects to gain
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a complete overview of the funds' entire portfolio (H. Li, 2020; Zhou & Li, 2019). As such, the paper compiles and
combines these data to get an overview of the funds across key variables, providing a representative idea of the main
project types and a basis to compare the funds with best practice in the funds and development finance industry.

In this way, the paper makes three contributions. First, it provides the first overview of Chinese overseas develop-
ment funds, filling a gap in our understanding of Chinese overseas financing. Second, it provides a review of the level of
transparency in the funds' sustainability approaches. Third, it provides an assessment of Chinese sustainability-related
policies themselves governing the funds, contributing to the field of China's role in global sustainability governance
based on a comparative approach. Fourth, it provides tangible policy recommendations, showing both researchers
and policymakers how policies can be changed by which parts of the Chinese government in what ways.

The paper is structured in the following way: It starts by providing an overview of the funds, including their key
variables such as size, sectors and geographies. Next, the paper provides an overview of funds' sustainability policies
concerning mandate, safeguards, investment portfolio and performance disclosure. To supplement the data over-
view, the paper also provides brief case studies on three chosen funds to exemplify policy trends seen across funds
(Section 3, second part). Fourth, the paper identifies best practices on sustainability approaches from multilateral
development banks (MDBs) (Section 4). Finally, the paper lays out policy recommendations on how to improve the

sustainability approaches of the funds (Section 5) and ends with concluding remarks (Section 6).

2 | OVERVIEW OF CHINESE SOVEREIGN-BACKED OVERSEAS DEVELOPMENT
FUNDS

The paper defines Chinese funds as investment facilities matching all the three following criteria: First, the capital
is primarily provided by the government rather than private investors, either directly from the Ministry of Finance
or indirectly via public institutions like China's policy banks. Second, the majority of the capital is allocated overseas
while allowing for a minority proportion to be invested in China or in cross-border projects such as pipelines. Third,
the goal of these funds is officially to provide ‘development’ funding to finance projects that would not receive
commercial finance in emerging economies. From the broad scope of sustainable development, our definition does
not limit the funds to specific sectors of ‘development’. These criteria exclude, for example, the US-China Green Fund
as it is privately capitalized, the National Green Development Fund as its focus is domestic, or the US$1 trillion sover-
eign wealth fund, the China Investment Corporation (CIC), as it is not development nor developing country focused.

Three motives drive the establishment of development funds in general and in China. The primary reason is a
sustained increase in a country's foreign exchange reserves (Sen, 2010), allowing the allocation of foreign reserves
(particularly USD) to overseas projects. This has happened in China, where the country's US Dollar reserves tripled
from US$1 trillion in 2006 to about US$3.2 trillion in 2021 (Reuters, 2021). Development funds provide an instru-
ment to channel these reserves to soak up liquidity and reduce trade-surplus-led inflation, and most sovereign
wealth funds are funded directly from the reserves of central banks. For China, this is the People's Bank of China
(PBoC) and the State Administration of Foreign Exchange (SAFE), which organizationally is part of the PBoC. For
China and others, a second reason for establishing funds lies in the market outlet they offer to Chinese companies
going overseas, as many project loans require the involvement of Chinese construction or technology companies
(Myers & Gallagher, 2020). Political influence is a third major motive for establishing such funds to gain soft power
(Morgan, 2019) and allows host countries to attract further investment (Shullman, 2019). This is, for instance, the
potential reason for the establishment of the China-Africa Development Fund (CAD Fund) as one of the ‘Eight Meas-
ures’ for China-Africa cooperation announced by the then-president Hu Jintao on the 2006 Beijing Summit of the
Forum on China-Africa Cooperation. The CAD Fund was, accordingly, the first of the Chinese development funds
established in 2007 to be included in our analysis. Based on in-depth research of Chinese and English sources, the
paper identifies a further 18 funds that have been established and that meet our definition and criteria since then.
As data are often very disbursed, not updated and sometimes contradictory, the data are filtered and cross-checked

through triangulation as far as possible.
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Table 1 provides an overview of the 19 identified funds, their year of establishment, their announced size, main
investors, management responsibility, investment tools, focus sectors, and geographical scope. In the overview of the
funds, a number of key issues stand out. First, the funds were all established between 2007 and 2017, a period of
rapidly expanding Chinese foreign reserves. Second, they vary substantially in scale, from US$500 million to US$54.5
billion, with most of the largest funds launched towards the end of the period. Third, the funding comes from PBoC
and SAFE, as well as also from CIC, China Development Bank (CDB) and China Export-Import Bank (EXIM Bank),
suggesting a complex relationship between SAFE to intermediaries and to the funds. Fourth, fund management varies
substantially, including management with independence, under policy banks or MDBs. Furthermore, half of the funds
are set up, sponsored or administered by either the CDB or EXIM Bank, which is an indication that their sustainability
accounting practices are likely to be aligned with that of the policy banks. Fifth, three-quarters of the funds offer
private equity financing, which adds another financing option to loan-based financing from policy and commercial
banks. Sixth, the majority focuses on infrastructure, energy and natural resources, which are areas where Chinese
engineering, procurement and construction companies are globally competitive and priority investees. Seventh, in
addition to focusing on developing countries, the funds prioritize either the 132-140 countries that have signed up
to the BRI by signing an MoU with China (Nedopil, 2021) or the 64 countries as defined by China. Summing up the
19 funds, the announced capital endowment totals US$213.1 billion.

3 | GAUGING THE FUNDS' SUSTAINABILITY POLICIES

The fund size, sectoral coverage and regional coverage of the funds suggest that they cumulatively have substantial
potential impacts on sustainability issues in a variety of countries. To gauge the funds' potential risk and impacts on
sustainability, the paper analyses the funds' sustainability policies and compares them with publicly available mate-
rial on such policies. The paper further analyses three funds in more depth to understand specific circumstances on

sustainable investment policies.

3.1 | Sustainability policies overview

To gauge the funds' approach to sustainability based on the core components of the IFC Environmental and Social
Management System Capacity for Financial Institutions, the paper first assesses publicly available information across
four interdependent and chronological areas of sustainability: Sustainability in their mandate and sustainability poli-
cies, social and environmental safeguards, sustainable finance flows as evidenced by the investment pipeline and
the disclosure of their sustainability performance assessment (see Figure 1). These four areas are chosen by the
authors as a summary of the IFC ESMS to comprehensively cover the main aspects where funds' policies influence
sustainability. This scope is also in line with China's official ambitions of greening the BRI. For example, the four areas
are aligned with the nine recommendations of the ‘Green Development Guidance for BRI Projects Baseline Study’
launched by the Belt and Road Initiative International Green Development Coalition, which is supervised by the
Chinese Ministry of Ecology and Environment (Nedopil et al., 2020).

From our data collection, we found that many funds have not published any or very little information on their
sustainable investment or ‘development’ policy approaches and impacts, nor on their environmental and social
investment policies. Furthermore, many funds do not publish fundamental information on their ambition and overall
strategy, that is, how to support ‘development’, while information on their effective achievements is also mostly
lacking. Information released by the funds and media reports often provides mere anecdotal evidence of funds'
activities through the description of a limited number of flagship projects. This finding of a lack of transparency and
reporting has previously been identified across emerging countries' development finance institutions by Bhattacharya

et al. (2019), who emphasize that such funds have a long way to go towards data transparency and accessibility. Such
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Sustainability in Social and Sustainable finance R .
; L eporting and
mandate and environmental flows in investment disclosure
policies safeguards pipeline

FIGURE 1 Sustainability evaluation process based on IFC Environmental and Social Management System
(ESMS) integration (Source: Authors visualization based on IFC ESMS).

a lack of transparency is in itself problematic as best practice requires disclosure on all four aspects in question, such
as seen in the IFC ESMS.

Despite this lack of transparency, through detailed analysis of Chinese and English online sources, we were
nevertheless able to collect a relevant overview of the funds' sustainability approaches across mandate, safeguards,
investment portfolio and performance disclosure, which is summarized in Table 2. First, the table shows that half of
the funds include different areas of sustainability in their mandate, while the rest either do not or disclose no infor-
mation about it. Second, while half the funds have not published any safeguards, the other half uses the safeguards of
the organization managing them. Third, none of the funds disclose their entire pipeline of projects. Half of the funds
disclose selected project examples, while the other half discloses no information at all. Amongst the few projects
identified, fossil fuel projects were featured at least four times as frequently as renewable energy (when excluding
hydropower) projects. Fourth, only one of the 19 funds disclosed details on its sustainability performance, and even
in this case, the details are limited. These findings considered together suggest that the funds lack prioritization of
sustainability across all four areas. This, in turn, suggests that the funds' sustainability impact in practice is likely to
be problematic. We could counter-argue by saying that the lack of publicly available information on many aspects
of the funds' sustainability policies does not mean that these policies do not exist. It could simply tell us that they
are not made available in the public space. However, two of the important aspects of sustainability for financial
institutions require transparency: transparency for affected stakeholders to engage with the financial institution
based on their stated policies and practices and transparency in reporting to inform the public (including affected
stakeholders) about sustainability impacts. As such, even if internal sustainability policies and processes exist within
the funds, their effectiveness and relevance would be limited for effectively engaging with the affected stakeholders

and communities.

3.2 | Analyzing three case studies

To further understand sustainability policies for the funds' investment strategy, in-depth analyses of three funds
are conducted below. The three funds chosen are the China Africa Development Fund (CAD fund), the Silk Road
Fund (SRF) and the China-Latin America Production Capacity Cooperation Investment Fund (CLAI fund). They were
selected based on average data availability, amongst which is one fund with relatively high information availability
compared to the average (SRF), one fund with high information uncertainty (CAD) and one fund with the least infor-
mation (CLAI). That selection intends to give as much representability as possible on how sustainability approaches
can be assessed for the other 16 funds. They also intend to give the reader a concrete, on-the-ground idea of the

project types the funds are involved in.

3.2.1 | China Africa Development Fund (CAD Fund)

As the first of the funds to be established, the CAD Fund was announced at Forum on China-Africa Cooperation in

2006. At US$10 billion, the fund is capitalized by the CDB, independently managed and focused on private equity.
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TABLE 2 Overview of four areas of sustainability across Chinese development funds (Source: Authors'

compilation).

Asia
Silk Road Fund

China-ASEAN
Investment
Cooperation Fund

China-ASEAN
Maritime
Cooperation Fund

China-Indonesia
Maritime
Cooperation Fund

Europe

China-Central and
Eastern Europe
Investment
Cooperation Fund

Russia-China
Investment Fund

China-Russia RMB
Investment
Cooperation Fund

Latin America

China-Latin America
Production
Capacity
Cooperation
Investment Fund
(CLAI fund)

Special Loan Program
for China-
Latin America
Infrastructure
Fund

China-LAC
Cooperation Fund

China-Mexico
Investment Fund

Sustainability in
mandate

None in core
mandate. Social
responsibility
mentioned
separately

‘Committed to invest
in responsible
manner’

Environmental

protection

No information

Contribute to
sustainable
development

None

No information

No information

No information

No information

No information

Social and
environmental
safeguards

No information

Own system, not
disclosed

No information

No information

No information

No information

No information

No information

Through host: China
Development
Bank

Through hosts: China
EXIM Bank and
Inter-American
Development
Bank

Through host: World
Bank IFC

Investment pipeline
transparency

Numerous examples,
non-comprehensive

Limited examples,
non-comprehensive

No information

No information

Limited examples,
non-comprehensive

Limited examples,
non-comprehensive

No information

No information

No information

No information

Limited examples,
non-comprehensive

Sustainability
performance
assessment and
disclosure

No information

No information

No information

No information

No information

No information

No information

No information

No information

No information

No information

(Continues)
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TABLE 2

Brazil-China
Cooperation Fund
for Expansion
of Production
Capacity

China Co-financing

Fund for Latin
America

Africa

China-Africa
Development
Fund

Africa Growing
Together Fund

China-Africa
Industrial Capacity
Cooperation Fund
(CAFIC)

Global

South-South Climate
Cooperation Fund

South-South
Cooperation
Assistance Fund

China-Portuguese
Speaking
Countries
Cooperation and
Development
Fund

(Continued)

Sustainability in
mandate

No information

Poverty, private sector
development,
climate change,
social welfare,
gender equality

Reduce poverty,
sustainable
development

Poverty alleviation

None

Climate change,
pollution

Sustainable
development

Economic
development

LARSEN ET AL.

Social and
environmental
safeguards

Through host: China
Investment
Corporation

Through host:
Inter-American
Development
Bank

No information

Through host: African
Development
Bank

Through host: China
EXIM Bank

No information

No information

No information

Investment pipeline
transparency

Limited examples,
non-comprehensive

Limited examples,
non-comprehensive

Limited examples,
non-comprehensive

Examples via AfDB,
non-comprehensive

No information

No information

Limited examples,
non-comprehensive

Limited examples,
non-comprehensive

Sustainability
performance
assessment and
disclosure

No information

No information

No information

Examples via AfDB,

Non-comprehensive

No information

No information

No information

No information

With its risk appetite and investment profile, the CAD Fund has been described as a private equity and venture capital
investment arm of the CDB, specializing in the expansion stage, mature stage and buyout investments (Wong, 2018).
In terms of mandate, sustainability is in the core mission of the CAD Fund as it supports industrialization and agricul-
tural modernization and ‘helps Africa to realize sustainable development on its own’, as the official website contends
(CAD Fund, 2021). Yet no safeguards nor performance assessments are disclosed. Yet, the fund or any other data
sources used for this paper shows any details on how this sustainability intention is turned into practice.

In terms of projects, by 2016, the fund had invested US$4 billion in 88 projects in 37 African countries while
attracting an additional US$17 billion in investment and loans, according to the Chinese embassy in South Africa
(2016). As a characteristic shared with the other funds, no comprehensive statistics exists on the entire investment
pipeline. However, according to Li (2020), 40% of the fund's investments are in mining, with other key sectors includ-
ing manufacturing, telecommunications and agriculture. Key projects include a uranium mine in Namibia, a coal-fired

power plant in Ghana, and special economic zones in Nigeria and Egypt.
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This suggests that the fund has a limited focus on sustainability, which it only mentions rhetorically. This is also
reflected in its integration of sustainability into its governance, as shown in Table 2. Since only a few projects are
disclosed, it is not possible to estimate the fund's overall impact, though the lack of explicit sustainability initiatives
combined with the overweight of environmentally sensitive projects suggests that the performance is likely to be
problematic. In fact, the CAD fund appears to be the least transparent of the Chinese funds, with uncertainties
not only on projects but also on its size, funding sources, or even nature as a sovereign fund (Brautigam, 2015). In
summary of her analysis of the fund carried out at Boston University Global Development Policy Center, Li (2020)
concludes that the fund's investments are driven by a combination of state interest and market forces rather than

the development of Africa.

3.2.2 | Silk Road Fund (SRF)

The SRF was established in 2014 to provide financial support specifically for the BRI, primarily through equity invest-
ments in companies in the energy, infrastructure and resources sectors. The fund is entirely owned by the Chinese
government, with 65% of the US$40 billion capital endowment coming from the State Administration of Foreign
Exchange (SAFE), 15% from the China EXIM Bank, 15% from the China Investment Corporation (CIC) and 5% from
the CDB. In terms of mandate and mission, the SRF promises to respect international standards and abide by the
laws and regulations of host countries. It furthermore ‘pays close attention to environmental issues and sustainable
development, and actively works to address its social responsibilities’ according to its official website (SRF, 2021). In
addition, as is often the approach of Chinese overseas investments, environmental issues are mentioned as important
though it should ‘take into consideration the unique characteristics of the destination countries’, as Qi Jin, the SRF
Chairwoman, said at the 2016 BRI Summit (Qi, 2016; Voituriez et al., 2019). However, the fund does not disclose how
these intentions are turned into practice, such as through safeguards or performance assessment.

According to the China Council for International Cooperation on Environment and Development, SRF has
invested in 19 projects at a total value of US$7 billion by the end of 2017 (CCICED, 2018). However, due to a lack of
transparency in the investment pipeline, only seven projects can be identified and verified through the data sources
mentioned above. Most projects identified are in fossil fuel energy, such as investments in a Russian energy company,
a ‘clean coal’ powerplant, and an LNG project. Other investments include a hydropower project, an infrastructure
project development platform, and the Mombasa-Nairobi railroad.

The SRF can be seen as a clear example of the fund realizing two advantages for China, namely as an outlet for
foreign reserves and to support strategic political purposes. Yet the third advantage of supporting Chinese compa-
nies abroad does not seem to be a priority. While sustainability is mentioned as an addition to the core mandate, the
project pipeline has a heavy overweight of fossil fuel projects, and the SRF discloses no safeguards or sustainability

performance.

3.2.3 | China-Latin America Production Capacity Cooperation Investment Fund (CLAI
fund)

In view of the limited information publicly available, the arrangement of Chinese funds with a focus on Latin Amer-
ica remains unclear. While the main fund is the CLAI Fund, two other funds exist with a seeming overlap, namely,
the China-LAC Cooperation Fund (CLAC Fund) and Special Loan Program for China-Latin America Infrastructure. At
US$30 billion, the CLAI Fund is the largest and is funded primarily by SAFE, though uncertainty exists on whether the
remainder is from EXIM Bank (Myers & Gallagher, 2020) or CDB (Myers & Ray, 2021). In 2019, it was announced that
CLAI Fund would merge with CAFIC Fund to better serve the needs of Chinese companies operating in both regions

(Peng et al., 2019). This suggests a clear focus on using these sovereign funds to support Chinese companies going
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abroad, which was identified as a central motive for China to set up funds. In terms of sustainable development, no
details exist on the fund's approach to sustainability in the mandate, safeguards, pipeline or impact assessment. The
fund does not have a functioning website nor a description on SAFE's website. The details identified for this paper
and by all the data sources listed above only rely on news pieces by Chinese media and embassies, as well as Latin
American media.

A number of projects have been identified, with a concentration in the energy sector and in Brazil (Myers &
Ray, 2021). For example, the fund has helped Three Gorges Corporation get rights to operate and buy hydropower
projects in Brazil, as well as acquire the largest power company in Peru (Ingram, 2020). The fund is also involved in
the construction of a port in Brazil constructed by a Chinese company to export soybeans to China (Marray, 2018).
What all projects identified have in common is that they support Chinese companies in areas of strategic importance
to China.

Details on the CLAI Fund are more scarce than for most of the other funds, and it is selected as a case to exem-
plify the difficulties of gauging sustainability approaches from such an outset. Yet, based on available information,
the funds' projects have an emphasis on environmentally potentially problematic sectors, such as hydropower, and
a strong focus on projects of strategic importance to China. This may push sustainability issues down the list of
priorities. Furthermore, as transparency is a sustainability practice in itself, the lack of public information is poor
performance on that sustainability aspect. Ultimately, the identified projects and lack of information in combination
suggests a problematic approach to sustainability.

4 | IDENTIFYING BEST PRACTICES

The above sections have shown both that the Chinese funds have a substantial impact on sustainable development
and that their approach to sustainability is problematic. Best practices that the Chinese funds can learn from exists, in
particular across MDBs and national development banks (NDBs). Comparing with these banks does not suggest that
the funds should become identical to them, but rather that they can incorporate best practices from their sustaina-
bility approaches. It furthermore does not suggest that these banks have the optimal sustainability policies in place,
but rather that they are amongst the world's leading institutions from which best practices can be identified. To make
the comparison more concrete, we focus on global climate change as one particular sustainability issue and report
commitments and ongoing practices set up to tackle it. Table 3 compares the practice of selected MDBs, and NDBs,
across fossil fuel limits, green/low-carbon proportions, as well as sustainability assessment and disclosure. It does not
include the first two of the four areas of Table 2 as MDBs and NDBs, with only a few exceptions, all have sustainability
as a core in their mandate, and all have different types of social and environmental safeguards in place (Griffith-Jones
& Ocampo, 2016; Larsen, 2018). The latter two areas of Table 2 concerning pipeline transparency and impact assess-
ment are considered as part of sustainability assessment and disclosure in the below table.

First, from Table 3, it can be seen that about half of MDBs and NDBs have committed to a fossil fuel phase-out.
This is a clear example of how the institutions may be leading the way of sustainability approaches while by no means
being perfect across the board. Second, many MDBs and NDBs have put in place regulator limitations for fossil fuel
projects as well as minimum proportions for green projects. Third, most MDBs, but to a lesser extent NDBs, disclose
a complete sustainability assessment pipeline of projects they are involved in. Also, in this regard, most MDBs are
required to conduct and publish external reviews of their projects, and while NDBs may have similar review require-
ments, they are not published as comprehensively.

From these experiences, it can be argued that the best practice for ensuring a funds' contribution to sustainability
is to have all such measures in place from Tables 2 and 3. That means having sustainability prioritized in the mandate,
environmental and social safeguards, disclosing the entire project pipeline, publishing external reviews of sustainabil-
ity performance, excluding fossil fuel projects and adopting minimum green investment proportions. From this, it is
clear that the MDBs have the most comprehensive and ambitious sustainability approach in place, while the section

above shows that Chinese funds are only engaging to a very limited extent in any of the measures.
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TABLE 3 Key sustainability aspects across MDBs, NDBs and funds, including the Chinese development funds

(Source: Authors' compilation).

Institution

Fossil energy phase-out

Multilateral Development Banks (MDBs)

European Investment Bank

European Bank for
Reconstruction and
Development

World Bank Group

Phase out fossil fuel
investment by 2022

Support on power
generation technologies

under an emissions
threshold of 250g
CO, per kilowatt-
hour, and phase out
support to large-scale
heat production
based on unabated
oil, natural gas, coal
or peat, upstream oil
and gas production,
and traditional gas
infrastructure

Coal power plants and
mining (2013), with
exceptions.

Stop investing in upstream

oil and gas projects by
the end of 2022

Coal power plants and

mining, with exceptions
(2013)
Upstream oil and gas (2019)

Climate portfolio target

EIB Group to align all
financing activities with
the goals of the Paris
Agreement from the
end of 2020

More than 50% of annual
financing dedicated to
green investment by
2025

Increase green financing to
more than 50% of its
annual business volume
by 2025 Reach net
annual GHG emissions
reductions of at least
25 million tonnes over
2021-2025

World Bank to align
financing flows with
the objectives of the
Paris Agreement by July
2023 (2025 for IFC and
MIGA).

Target of 35% of its lending
going to climate action
on average from 2021
to 2025

Sustainability assessment
and disclosure

Sustainability disclosures in

accordance with SASB
framework (Sustainability
Accounting Standards
Board)—including ESG
and EIB's portfolio
carbon footprint

Investment projects are

screened and categorized
on a sliding scale based
on the significance of
potential environmental
impacts or risks,
following on The Bank's
Environmental and Social
Policy and Performance
Requirements.

Projects are subject to

due diligence before
approval to assess their
compliance with the
Bank's Environmental
and Social Policy for
Investment Project
Financing, which sets out
the requirements that
apply to the Bank. 10
Environmental and Social
Standards (ESS) set out
the requirements that
apply to borrowers.

(Continues)
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TABLE 3 (Continued)

Institution

Inter-American
Development Bank

Asian Development Bank

African Development Bank

Asian Infrastructure
Investment Bank

CAF Development Bank

Islamic Development Bank

LARSEN ET AL.

Fossil energy phase-out

No

ADB will not finance
any coal mining, oil,
and natural gas field
exploration, drilling or
extraction activities.
ADB will not finance
any new coal-fired
capacity for power and
heat generation or any
facilities associated with
new coal generation

No

Unclear

Climate portfolio target

Financing related to climate
change to an annual
floor of 30% for each
of its windows, which
includes the IDB, IDB
Invest, and IDB Lab

At least 75% of its
operations focus on
climate adaptation and
mitigation efforts while
providing $80 billion
in cumulative climate
financing by 2030.

40% of funding as climate
finance by 2021

Increase access to climate
finance for low-income
African countries with
a target of $25 billion
by 2025

Aim at achieving 50% direct
investment for climate
change mitigation by
2025.

IsDB has committed to a
climate finance target
of 35% of overall annual
lending by 2025.

Sustainability assessment
and disclosure

IDB's Environmental and
Social Safeguards
Compliance Policy
commits the Bank
to calculate gross (or
absolute) emissions from
IDB-financed projects
that may generate
significant amounts of
GHG emissions.

Investment projects
are screened and
categorized on a sliding
scale based on the
significance of potential
environmental impacts
or risks, following
ADB's Safeguard Policy
Statement (SPS).

Bank developed its
Integrated Safeguard
System designed to
meet ESG international
standards. The
sustainability report is
not disclosed.

Investment projects are
screened and categorized
on a sliding scale based
on the significance of
potential environmental
impacts or risks,
following on AlIB
Environmental and Social
Policy. The sustainability
report is not disclosed.

All credit operations must
be developed under
strict compliance with
the local norms of the
countries and the bank's
Environmental and Social
Safeguards.

A sustainable finance
framework was set up
to frame the use of
proceeds of green bonds.
No ESG reporting could
be found.
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TABLE 3

Institution

New Development Bank

(Continued)

Fossil energy phase-out

Unclear

National Development Banks (NDBs)

Agence Francaise de
développement (AFD)

Banco Nacional de
Desenvolvimento
Econdmico e Social
(BNDES)

Kreditanstalt fur
Wiederaufbau (KfW)

Coal power plants with
exceptions (2012)

Qil and coal power plants,
cap on lending to gas
power plants (2016)

KfW stops financing all
coal-related business
activities (2019)

Climate portfolio target
No

Commitment to become
the leading ‘100%
Paris Agreement’
development institution
50% of funded projects
should offer benefits
of climate change
mitigation

No

No

17
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Sustainability assessment
and disclosure

All projects undergo

environmental and social
due diligence based on
relevant environment
and social country
systems and the Bank's
Environmental and
Social Framework. The
sustainability report is
not disclosed.

AFD Group does not have

specific E&S Standards
and applies World

Bank Group Standards,
including the World Bank
ESS Framework and IFC
Performance Standards.

Investment projects are

screened and categorized
on a sliding scale based
on the significance of
potential environmental
impacts or risks,
following on BNDES
Socioenvironmental
Policies in different
sectors (power, sugar
ethanol, cattle and
mining).

KfW does not have specific

E&S Standards and
applies World Bank
Group Standards,
including the World Bank
ESS Framework and IFC
Performance Standards.

(Continues)
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TABLE 3 (Continued)

Sustainability assessment

Institution Fossil energy phase-out Climate portfolio target and disclosure
Japan Bank for International No No JBIC applies World Bank
Cooperation (JBIC) Group Standards,

including the World Bank
ESS Framework and IFC
Performance Standards

China Development Bank No No China EXIM Bank and CDB
(CDB) have not adopted the
China EXIM Bank No No international standards

set by the World Bank or
the International Finance
Corporation. They have
developed their own
guidelines. The host
country standards apply
when they are lower than
CDB and China EXIM

Bank standards.
TABLE 4 Policy recommendations (Source: Authors).
Recommendations Benchmark
1. Increase transparency Existing standards applied domestically

2. Participate in international sustainable finance initiatives Task Force on Climate-related Financial Disclosure (TCFD)
UN Principles for Responsible Investment

3. Fossil fuel phase-out (beyond coal) and green proportions ~ Coal phase-out by China
NDRC ‘negative lists’ for overseas investment

4. Ensure sustainability in mandates and put safeguards in China's MDBs (AlIB and NDB)
place

5 | FUNDS' GOVERNANCE AND POLICY RECOMMENDATIONS

The findings above suggest that the Chinese funds need to change their approach to sustainability to ensure their
contribution to the SDGs. This can be done through the four areas of Table 2 with the addition of fossil limits and
climate proportions in Table 3. To see how this can be done in practice, it is critical to understand how the unique
way in which Chinese funds are governed through policymakers, regulators and state funders. The funds' currently
deficient sustainability approach is shaped by how they are governed, and similarly, improving their approaches has
to be changed through governance as well.

As shown in Table 1, there are four key funders of the funds, namely, CDB, China EXIM Bank, CIC and PBoC (to
which SAFE belongs organizationally). This is notably in contrast to domestic green funds, which are often supported
directly by the Ministry of Finance (MOF) or local government finance bureaus, such as the newly established Chinese
National Green Fund (Bai & Yang, 2020; Y. Wang & Xu, 2020). The MOF is also the source of China's contribution to
MDBs. Greater variety exists on the fund management side, where some are managed by CDB, China EXIM Bank or
CIC, whereas others are managed by MDBs, asset managers or independently.

The trend identified in this governance setup is that all four funders are ministry-level organizations, which work
either individually with each fund or with overlaps. As ministry-level organizations, they are only directly governed
by the State Council. Additionally, CDB and China EXIM Bank are regulated and given oversight by the China Bank-

ing and Insurance Regulatory Commission (CBIRC), while all overseas investment is monitored and approved by the
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Ministry of Commerce (MOFCOM) or the National Development and Reform Commission (NDRC) depending on the
size, sector and geography (Gallagher & Qi, 2018, 2021). From this situation, while there are so far no policies specif-
ically targeting the funds, such policies can be launched from three sources.

First, policies targeting all funds simultaneously must be issued by the Chinese State Council, as it governs the
below ministry-level bodies. While State Council policies have so far not been targeted specifically at the funds in
the past, there are policies classifying Chinese overseas investment as ‘encouraged, restricted, and prohibited’, which
cover climate and fund purposes (Gallagher & Qi, 2018). Second, each of the ministry-level bodies can issue policies
covering their own involvement in the funds. For example, PBoC, as the designated leading organization on green
finance in China, could issue soft guidelines or hard regulations on the funds, such as seen previously in the guidelines
on dealing with environmental risks in overseas investments (GFC, 2017). Lastly, regulators not involved in funding
or management of the funds could issue policies with direct or indirect effects. This includes the CBIRC covering the
policy banks and MOFCOM approving and supervising overseas investment, such as the current regulation requiring
that banks disclose their green lending to the CBIRC (Escalante et al., 2020). As the first steps towards improving the

funds' approach to sustainability, the paper has identified four central policy areas, as summarized in Table 4.

5.1 | Increase transparency in line with existing standards applied domestically

Low transparency leads to distrust and miscommunication and devalues the anticipation of China being a ‘climate
champion’ or ‘a better partner’ to developing countries than the West (Li, 2020). In particular, China's stance to
become a climate champion is inconsistent with its own practices of funding fossil fuel projects overseas (Larsen &
Oehler, 2022; Zhou et al., 2019), while global investors are scaling down such investments (IEA, 2020). It would thus
be in China's interest to radically upgrade the funds' transparency and reporting practices. In addition to the contents
of the reporting, doing such reporting in itself is a key part of sustainable fund practice (IFC, 2021). This would
imply setting up and publishing an information disclosure policy based on existing Chinese standards on climate
(MEE et al., 2020), green (NDRC et al., 2019) and sustainability issues (Nedopil & Xu, 2020). Using standards and
taxonomies already in place domestically ensures that regulators can maintain their required control of the practice.
This requirement should include publication on a yearly basis of the funds' activities, providing a comprehensive
view of the fund's effective investment portfolio and sectoral allocation. A concrete way of implementing this policy
recommendation would be for the State Council to issue a requirement on reporting and subsequently for the China
Green Finance Committee! to develop guidelines for reporting giving leeway to each fund to disclose based on their
circumstances. Such a policy would improve the funds' sustainability approach in the latter two areas of Tables 1

and 2, namely, pipeline transparency and performance assessment.

5.2 | Participate in international sustainable finance initiatives

Falling behind international sustainability practice, a direct way to catch up is for the funds to participate in inter-
national sustainable finance initiatives. Amongst the most suitable is the Task Force on Climate-related Financial
Disclosure (TCFD), towards which the funds can voice their support and adapt their disclosure as required in the
above recommendations. ICBC is currently part of a TCFD pilot (ICBC, 2018), suggesting that the initiative already
has recognition in China. Second, membership of the UN Principles for Responsible Investment would signal that the

funds adhere to the most basic principles of sustainable finance without forcing strong requirements onto the banks.

1The Green Finance Committee (GFC) of China Society for Finance and Banking is a body set up by the PBoC whose members include all major financial
institutions across banks, insurance companies, asset managers and more. It works as the main platform for dialogue and coordination of green finance
policy in China.
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The initiative already has 60 Chinese members (UN PRI, 2021), increasing rapidly over the last few years. Though it
would be the funds themselves participating, through their governance structure, Chinese state organs governing
each fund could require the funds' participation. This is additionally important as countries across the global South

are more likely to support these initiatives if China does so (Larsen, 2022).

5.3 | Fossil fuel phase-out and green proportions

As an action with a strong signalling value, phasing out fossil fuel investments and requiring a certain proportion
of investments to be green is a policy that could rapidly get the funds' to the level of the MDBs as the setters of
best practice. As shown in Table 3, this practice is becoming mainstream for development finance institutions. Most
recently, Japan began tightening rules of state-backed financing for overseas coal-fired power plants (Sheldrick &
Obayashi, 2020). As China is part of financing 72% of coal plants outside China (Refinitiv, 2020), this adds pressure
on China to follow along. As the funds are part of this picture, a concrete policy would be to divest from all fossil fuel
assets (beyond coal) within a certain number of years, such as by 2030. The announcement of September 2021 that
China will stop overseas coal financing is an important step. Available data show that China-backed global energy
finance switched to oil and gas in 2021 and 2022, in a context where energy funding from Chinese policy banks
collapsed to zero (Ferris, 2022). Broadening the scope of fuels phase-out to oil and gas, which in most years make
up a higher proportion of China's overseas energy investments than coal (Nedopil, 2022b), is thus critical. Another
direct way to address the issue would be for NDRC to include more brown projects, such as fossil fuels, on ‘negative
lists’ for overseas investment, which currently include items such as real estate, hotels, film, entertainment and sports
clubs (Gallagher & Qi, 2018).

5.4 | Ensure sustainability in mandates and put safeguards in place

The Chinese funds can follow global best practices by explicitly including sustainable development in the mandates
of the funds. This is seen in about half already but should be expanded to the remaining half. The mandate should
further explicitly mention that the funds intend to contribute to host countries' low-carbon transition. As China
intends to peak emissions in 2030 and be carbon neutral by 2060, including low-carbon transition in the mandates
would be a logical extension of these principles into overseas investment. Furthermore, environmental and social
safeguards should be in place to ensure no negative sustainability consequences from the projects that the funds are
involved in. On both accounts, the relevant Chinese state organs of the funds should update the articles governing
the funds to follow the practice of MDBs. As China has initiated two MDBs themselves, namely the AlIB and NDB,
the Chinese Ministry of Finance already endorses their practices. It would therefore be easier to expand the principles

of these two MDBs to cover the funds rather than develop new safeguards for each fund.

6 | CONCLUSION

Literature on sustainable finance and investments related to China's overseas engagement has focused much on
its policy banks and partly its commercial banks. While Chinese development funds are an important component of
China's overseas engagement strategy, they remain largely unaddressed in the literature on Chinese policies govern-
ing overseas investment. This paper has found that the funds play an important role in host countries' development
trajectories but also that the funds lack transparency and face a series of problems in their sustainability approaches.
This contributes to the various literature on the topic mentioned in the introduction. In terms of scale and possi-
ble impact, the paper suggests that total Chinese overseas development financing is greater than previous esti-
mates, as these tend to focus on commercial and policy banks, often excluding funds. Though unable to estimate the

funds' sustainability impacts, the papers' findings provide important context and input for future studies on Chinese
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overseas development finance. Furthermore, in terms of policies and governance, the paper's findings show a lack
of transparency within certain areas and a complex system of governing bodies shaping the activities of the funds.
These findings advance an emerging research agenda on the governance of Chinese sustainable finance, especially in
terms of understanding the overarching system governing Chinese overseas development finance.

Looking into the future, since more countries around the world are limiting fossil fuels in overseas state-backed
financing, this puts pressure on China to integrate China's recent domestic pledges of carbon neutrality into the country's
overseas investments. Putting in place policies to align China's funds with the Paris Agreement is an important compo-
nent in advancing Chinese sustainability ambitions beyond domestic progress into overseas actions. Moving beyond

confidentiality towards global best practices of sustainable finance would be the first critical step in this direction.
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