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Shifting Tides: The Impact of US Policy Pivots on Concessional

Finance in Emerging Markets

As the United States recalibrates its approach to international development assistance,
emerging markets that have long relied on American aid and concessional finance face a
period of significant uncertainty. Recent policy pivots suggest a profound transformation in
both the volume and direction of US financial flows, with some countries and sectors
disproportionately exposed to these changes. Understanding which economies stand to
lose most—and how sustainable finance may be affected—has become essential for
policymakers, development institutions, and investors alike.

New Geopolitical Realities Reshaping Aid Flows

The shift in US development finance strategy stems from converging domestic and
international factors. Rising great power competition, particularly with China, has pushed
Washington to reevaluate its aid priorities through a more strategic lens. Foreign assistance
is increasingly viewed through the prism of economic security, with "friend-shoring" and
building resilient supply chains taking precedence over traditional development objectives.

I  This reprioritization occurs against a backdrop of mounting
"Foreign assistance is fiscal pressures and growing domestic skepticism about
increasingly viewed foreign aid effectiveness. The result has been a move away
through the prism of from multilateral channels toward more tightly controlled
economic security, with bilateral mechanisms, with stricter conditions and more

friend-shoring’ and explicit alignment with US strategic interests.

building resilient supply
chains."” Climate finance exemplifies this transition. While remaining

a stated priority, the implementation approach has shifted
markedly—favoring market-based instruments, private sector mobilization, and initiatives
that secure critical mineral supply chains for the energy transition over grant-based
adaptation support to the most climate-vulnerable nations.

Mapping Vulnerability: Who Stands to Lose Most

The countries most exposed to these shifts fall into several distinct categories, each
vulnerable for different reasons.

In Sub-Saharan Africa, nations with extraordinarily high aid-to-GDP ratios face the greatest
risk. Malawi, where foreign aid constitutes approximately 20% of GDP with the US among
the top donors, represents one extreme. Similarly, Liberia and Niger, with foreign aid
accounting for 21% and 15% of GDP respectively, stand particularly exposed. These




economies have relied heavily on US assistance for basic service delivery, especially in
health and education sectors.

Particularly vulnerable are countries that have benefited from long-standing US health
initiatives but lack strategic minerals or clear security importance in the US-China
competition. Mozambique and Tanzania, major recipients of PEPFAR (President's
Emergency Plan for AIDS Relief) funding, could see significant gaps in health system
financing if US priorities continue to shift.

In Central America, the policy pivot has been even more pronounced. Traditional
development assistance to Guatemala, Honduras, and El Salvador is increasingly being
reframed around migration-related objectives rather than broader economic development
or poverty reduction goals. This represents a substantial shift in program design and funding
allocation for a region that has historically received significant US assistance.

The Caribbean presents a different vulnerability profile. Island nations highly dependent on
concessionalfinance for climate adaptation—Jamaica, Dominica, and Antigua and Barbuda
among them—face uncertainty as US climate finance shifts from adaptation grants toward
mitigation investments and market-based mechanisms.

In South and Southeast Asia, countries caught in the middle of US-China strategic
competition face complex challenges. Cambodia and Laos, which have received significant
Chinese investment while still depending on Western development assistance, may find
themselves forced to make difficult choices as aid becomes more conditional on strategic
alignment.

Sustainable Finance at a Crossroads
I

The implications for sustainable finance are particularly

significant. US development agencies have been anchor investors "The shifting tide of US

in numerous blended finance structures supporting climate

projects across emerging markets. As priorities shift, several

trends have emerged:

development finance
policy signals not just a
temporary adjustment

. - . . but a structural
First, there's a marked transition from grant financing toward

loans, guarantees, and equity investments—instruments that
require financial returns. For low-income countries with limited
fiscal space and high debt burdens, this shift fundamentally
changes the accessibility of climate finance. years to come.”

realignment that will
reshape the sustainable
finance landscape for

Second, sectors not aligned with US strategic priorities—particularly adaptation projectsin
countries without critical mineral reserves—are experiencing funding gaps. While
renewable energy and certain "strategic" clean technologies continue to attract US support,
basic resilience infrastructure in climate-vulnerable communities increasingly goes
underfunded.




Third, multilateral climate funding mechanisms where the US has been a major contributor
face heightened uncertainty about future US financial commitments, affecting their ability
to plan long-term programs and create stability in funding flows.

Adaptation Strategies for Vulnerable Economies

Countries facing reduced or redirected US financial flows are pursuing several adaptation
strategies, with varying degrees of success.

Diversification of donor relationships represents the most immediate response. Rwanda
and Ghana have proactively expanded their development partnerships beyond traditional
Western donors, engaging more deeply with Gulf states, China, and emerging bilateral
donors like India and Turkey.

Domestic resource mobilization has gained renewed urgency, with Kenya and Indonesia
implementing significant tax reforms aimed at reducing aid dependency. Both countries
have also pioneered innovative financing mechanisms, including green and sustainability-
linked bonds that tap into growing investor demand for environmental and social impact.

Regional financing mechanisms offer another pathway. The Africa50 Infrastructure Fund
and similar initiatives aim to pool resources and reduce dependency on external donors,
though these remain in nascent stages in many regions.

Perhaps most pragmatically, some countries are reframing their development priorities to
align with new US strategic interests. Vietham's emphasis on critical mineral development
alongside climate goals exemplifies this approach, successfully attracting continued US
investment by positioningitself as a crucial partnerin supply chain diversification away from
China.

Looking Forward

As this policy transformation unfolds, those emerging markets able to adapt quickly—
diversifying funding sources, strengthening domestic finance capabilities, and strategically
aligning with evolving US priorities—will navigate the transition most successfully. However,
for the most aid-dependent economies with limited strategic importance, the road ahead
looks challenging.

The shifting tide of US development finance policy signals not just a temporary adjustment
but a structuralrealignment that will reshape the sustainable finance landscape foryears to
come. Countries, development institutions, and investors must plan accordingly.

[TriSphere Global provides strategic advisory services on sustainable finance in emerging markets,
helping clients navigate opportunities and risks in this rapidly evolving landscape.]




