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 ultilateral Development Banks (MDBs) are dediM
cated to providing financial support and
technical assistance to developing countries.
 DB bonds can be classified as a form of Impact
M
Investing because capital acquired from issuance of these bonds is channelled to finance social
and economic development projects.
 onds of MDBs are highly rated, while generally
B
offering slightly higher yields compared to US
Treasuries. As such, they can be seen as a “sustainable alternative” to high-grade government
debt.

Multilateral Development Banks
MDBs are supranational financial institutions dedicated to
providing financial support and know-how for economic
and social development projects. They were founded by
sovereign states which contribute capital and provide
guarantees allowing MDBs to raise funds in international
capital markets at attractive rates. Given that MDBs are
non-profit organizations, they are then able to provide loans
to less developed countries at discounted rates compared
to market conditions.1

The case of IBRD
The International Bank for Reconstruction and Development (IBRD), which is part of the World Bank Group, is the
oldest multilateral development bank. It was created in
1944 to finance reconstruction of Europe after World War II.
Over time, its mandate was expanded to help promote
The net interest margin (revenue less associated funding costs) for fiscal Q1 2019 is
estimated to be $311mn, which translates into an annualized spread of c. 66 bps (IBRD
2018).
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economic development and help to eradicate poverty globally. Eligible borrowers include creditworthy low- and
middle-income countries with a gross national income per
person of at least USD 1145 as of July 2018 (IBRD and
IDA, 2018).

Figure 2: Distribution of funding between main types of IBRD projects

Currently, the IBRD has loans outstanding and commitments totaling USD 187.1 bn with the largest concentration
being in Latin America and the Caribbean at 30.5%
followed by Europe and Central Asia at 24.8%, see Figure 1
(IBRD 2018). The projects vary by type with “Creation
of Physical and Social Infrastructure” being the largest category standing at 63% of allocated resources (Figure 2).
These projects involve creating physical infrastructure such
as roads, railways, bridges, telecommunication, watermanagement etc., as well as projects focused on social infrastructure such as schools, hospitals etc. (see Figure 3 for
several examples). Overall, the IBRD is committed to
supporting the realization of the UN’s Sustainable Development Goals (SGDs).
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Figure 1: Geographic concentration of IBRD commitments
(in USD millions and percentage)
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The case for passive investing
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One way to invest in bonds issued by MDBs is through
passive solutions. With its ongoing commitment to sustainability, UBS Asset Management has partnered with Solactive to develop a family of indices covering the MDB bond
market, which includes the Solactive UBS Global Multilateral Development Bank Bond USD 25% Issuer Capped Index.
The index is designed to capture a representation of
bonds issued by the largest MDBs that have all G7 countries
as members. It is to also ensure that these are the most
robust organizations that enjoy broad support.
The index has four key features summarized in Figure 4. First,
only high credit papers are eligible. Second, it includes
only USD denominated fixed-rate securities with a time to
maturity no less than 12 months. Third, to ensure good
liquidity, only large bond issues are eligible (min USD 500 m).
Finally, the index is market cap weighted, but there is an
issuer capping of 25% to enhance diversification.

Figure 3: Examples of projects financed by IBRD

Country

Project

Description

Commitment

South Africa

Eskom Investment Support
Project
Western Europe – Western
China International Transit
Corridor

Enhancement of power supply and energy security.

USD 3 750 m

Kazakhstan

Ukraine

Serving People, Improving
Health Project

Increasing transport efficiency along the road sections
USD 2 125 m
between Aktobe / Kyzylorda Oblast border and Shymkent
and improving road management and traffic safety in
Kazakhstan.
Improve the quality of health services in selected Oblasts, USD 214 m
with special focus on primary and secondary prevention
of cardiovascular diseases and cancer, and to enhance
efficiency of the health care system.

Source: IBRD, UBS Asset Management, data as of 31 December 2018.
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Figure 4: Index rules of the “Solactive UBS Global Multilateral Development Bank Bond USD 25% Issuer Capped Index
(hereafter referred to as “the MDB index”)

1. Issuer type: Multilateral Development Bank.
2. Quality: at least AA- (S&P) or Aa3 (Moody’s).

(if several ratings are available, the lowest rating is considered)

3. Denomination currency: US Dollars.
Eligible securities
universe

4. Amount outstanding: minimum USD 500 million.
5. Coupon: Fixed rated bonds only.
6. Security type: Bullet and Callable.

(dual currency notes, convertible bonds and
inﬂation linked bonds are excluded)

7. Time to maturity: >12 months.
8. Market of issue: domestic & private
placements are excluded.
9. Weighting: market cap
10. Capping: 25% at issuer level.
Solactive UBS Global Multilateral
Development Bank Bond USD 25%
Issuer Capped TR Index

Source: Solactive, UBS Asset Management, data as of 31 December 2018.

Breaking down the index
The index constituents include bonds from five different
organizations as of December 2018:
– World Bank Group comprising of International Bank for
Reconstruction and Development (IBRD), International
Finance Corporation (IFC) and International Development
Association (IDA)
– Inter-American Development Bank
– A sian Development Bank
– European Bank for Reconstruction & Development
– African Development Bank
Each of the included multilateral banks have a track record
of robust performance, solid reputation, and play an
important role in their respective regions. The weights of
bonds issued by the World Bank, Asian Development
Bank and Inter-American Bank are all at the maximum level
of 25% (Figure 5). Overall, the index holds nearly 100
different bonds with their individual weights ranging from
0.15% to 2.34% (December 2018).

Figure 5: Weightings per MDB institutions within the MDB index
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Source: Solactive, UBS Asset Management, data as of 30 November 2018.

This information should not be considered a recommendation to purchase or sell any particular security.
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Investment rationale
All constituents of the Solactive UBS Global Multilateral
Development Bank Bond USD 25% Issuer Capped
Index are rated triple-A by S&P, Moody’s and Fitch (as of
December 2018). Hence this exposure can be seen as
a “sustainable alternative” to high grade USD denominated
sovereign debt. This is also because MDBs have strong
guarantees by G7 countries and other highly-rated sovereigns.
In terms of risk assessment, it is noteworthy that no
major MDB has ever defaulted in their history (Solactive 2018).
The index offers higher returns compared to durationmatched US Treasuries with an option adjusted spread of
14 basis points (bps) (December 18). Provided no defaults
are incurred on this triple-A portfolio going forward, the
mentioned 14 bps is suggestive of expected outperformance of similar magnitude. Historically, the option adjusted
spread over the past seven years ranged between
10 bps and 45 bps (Figure 6). The index duration is just

above 3 years (Figure 6), while yield-to-maturity has
increased in the recent period to exceed 3% (Figure 7).
The constituent bonds are also liquid with an average
roundtrip bid-ask spread of 5.5 bps (December 2018).
The investment rationale for MDBs can be summarized as
follows:
•
•
•
•

Easy access to impact investing
High grade, triple-A rating
Good liquidity
Yield enhancement.

Past performance is not an indicator of future results.
Results include back-tested data.

Figure 6: Option-adjusted spread and duration of the MDB index
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Source: Solactive, UBS Asset Management, data as of 31 December 2018.

Figure 7: Performance and yield-to-maturity of the MDB index
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The rationale behind triple-A rating
Multilateral Development Banks provide loans to less
developed countries at very low rates of interest, so they
enjoy minimal margins compared to their rate of
financing. An important aspect making it possible is the
so-called “preferred creditor” status of MDBs, which
gives them priority over all other creditors. Borrowing
members promise2 to prioritize payments to MDBs
over bilateral sovereign creditors and over loans taken from
the markets.
In addition, MDBs have strong fundamental credit
positions. For example Moody’s points out that IBRD credit
strength is due to: “1) very high capital adequacy
supported by a strong risk management framework,
2) ample liquidity buffers and conservative asset / liability
management policies; and 3) a large cushion of callable
capital combined with a very strong willingness and ability
of global members to provide extraordinary support”
(Moody’s 2018).
The MDBs also have a low percentage of non-performing
loans (NPL). For example, the IBRD had an NPL of just
around 0.3% in 2017 (Moody’s 2018). This is to a large
extent thanks to its preferred credit status since otherwise the 6.4% exposure to loans provided to countries rated
Caa1 or lower would likely result in a higher NPL
(Moody’s 2018). Moreover, the IBRD has more than full
coverage (107%) of its debt outstanding from callable
member capital which are predominantly highly rated sovereigns (Moody’s 2018).
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Conclusion
Bonds of multilateral development banks represent a sustainable investment opportunity in high-grade USD denominated debt. With triple-A ratings from all three major rating
agencies, they can be considered a liquid and low-risk
form of impact investing. MDB bonds also offer true global
diversification given the unique reach, breadth and
variety of MDB activities across most of developing countries.
While sovereigns ultimately decide on their own regarding repayment of their debts,
the postwar experience has been that borrowing countries, other members of the
MDBs, and well as various creditor’s organizations such as the Paris club universally
recognize the preferred creditor status of MDBs, see S&P (2000).
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Relevant ETF Exposure

The Multilateral Development Banks bonds
Fund name

Fee

UBS ETF (LU) Sustainable Development Bank Bonds UCITS ETF

0.18%

UBS ETF (LU) Sustainable Development Bank Bonds UCITS ETF

0.18%

AuM
NAV Repli(CHFm) ccy cation
20

Distribution ISIN

WKN

Bloomberg

USD

Physisch Ja

LU1852212965

A2JQW6

MDBU GY

USD

Physisch Nein

LU1852211215

A2JQW7

MDBA GY

Source: Solactive, UBS Asset Management, data as of 28 December 2018.
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044-234 34 99
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UETF <Go>

E-mail

ubs-etf@ubs.com

Website

www.ubs.com/etf

About UBS ETFs
Index-tracking investment solutions have been a core
competence of UBS Asset Management for over 35 years.
As a leading fund house in Europe, UBS launched its first
ETF in Europe in 2001 and is currently both one of Europe´s
foremost providers as well as a dominant force in currency
hedged ETFs in the region. The range comprises more than
280 ETFs and offers investors a transparent and flexible
opportunity to diversify their investments across key markets
and all asset classes, including equities, bonds, real
estate, commodities and alternative investments. UBS ETFs
are listed on the following stock exchanges around the
world – SIX Swiss Exchange, Borsa Italiana, London Stock
Exchange, Deutsche Börse XETRA, Euronext Amsterdam,
Australian Securities Exchange ASX, KRX Korea Exchange,
Tokyo Stock Exchange and the Mexican Stock Exchange
BMV.

Bloomberg: UETF <GO>
E-Mail: ubs-etf@ubs.com
Website: www.ubs.com/etf
Dag Rodewald
Head Passive & ETF Specialist Sales
Deutschland & Österreich
Tel. +49-69 1369 5115
dag.rodewald@ubs.com
Adrian Breyer
Passive & ETF Specialist Sales
Deutschland & Österreich
Tel. +49-69 1369 5116
adrian.breyer@ubs.com
Henning Kahre, CFA
Passive & ETF Specialist Sales
Deutschland & Österreich
Tel. +49-69 1369 5118
henning.kahre@ubs.com

For more information, visit our
homepage. www.ubs.com/etf
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mark or the Index Price at any time or in any other respect. The Solactive UBS Global Multilateral Development Bank Bond USD 25% Issuer
Capped Index (Total Return) is calculated and published by Solactive AG. Solactive AG uses its best efforts to ensure that the Index is calculated
correctly. Irrespective of its obligations towards the Issuer, Solactive AG has no obligation to point out errors in the Index to third parties
including but not limited to investors and / or financial intermediaries of the financial instrument. Neither publication of the Index by Solactive AG
nor the licensing of the Index or Index trade mark for the purpose of use in connection with the financial instrument constitutes a recommendation by Solactive AG to invest capital in said financial instrument nor does it in any way represent an assurance or opinion of Solactive AG with
regard to any investment in this financial instrument.
Before investing in a product please read the latest prospectus carefully and thoroughly. Units of UBS funds mentioned herein may not be
eligible for sale in all jurisdictions or to certain categories of investors and may not be offered, sold or delivered in the United States. The information mentioned herein is not intended to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments.
Past performance is not a reliable indicator of future results. The performance shown does not take account of any commissions and costs
charged when subscribing to and redeeming units. Commissions and costs have a negative impact on performance. If the currency of a financial
product or financial service is different from your reference currency, the return can increase or decrease as a result of currency fluctuations. This
information pays no regard to the specific or future investment objectives, financial or tax situation or particular needs of any specific recipient.
The details and opinions contained in this document are provided by UBS without any guarantee or warranty and are for the recipient’s personal
use and information purposes only. This document may not be reproduced, redistributed or republished for any purpose without the written
permission of UBS AG. Source for all data and charts (if not indicated otherwise): UBS Asset Management.
This document contains statements that constitute “forward-looking statements”, including, but not limited to, statements relating to our future
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from our expectations.
Representative in Germany for UBS Funds established under foreign law: UBS Europe SE, Bockenheimer Landstraße 2-4, 60306 Frankfurt am
Main. Prospectuses, simplified prospectuses or key investor information, the articles of association or the management regulations as well as
annual and semi-annual reports of UBS funds are available in a language required by the local applicable law free of charge upon written request
from UBS Europe SE or from UBS Asset Management (Deutschland) GmbH, Bockenheimer Landstraße 2-4, DE-60306 Frankfurt am Main or can
be looked up on www.ubs.com/deutschlandfonds.© UBS 2019 The key symbol and UBS are among the registered and unregistered trademarks
of UBS. All rights reserved.

