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Introduction
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he Sustainable Development Goals (SDGs) were adopted by the

UN General Assembly in 2015, through a resolution known as the

2030 Agenda. The 17 SDGs and their 169 defined targets address

various issues, including poverty and hunger, sanitation and clean

water, energy, employment and economic growth, innovation
and infrastructure, inequalities, climate change, terrestrial and aquatic life, the
role of governments, and cooperation between institutions. By encompassing a
wide array of indicators, the SDGs seek to ensure that development is measured
in an inclusive manner that captures the aspects of space (equity) and time
(sustainability). Indeed, the SDGs are multifaceted and a marked improvement
over other measures of development, including the Human Development
Index, the Gender Inequality Index, the Liveability Index, the Governance
Index, and the Index of Sustainable Economic Welfare.!

The SDGs are drivers of innovation
and  their = multi-governmental

approach, Coup}l:-:d with  public- The SDGs seek
private partnerships, create scope

for impact at the micro and macro to ensure that
levels. As governments reel under development 1S
pandemic-induced economic stress, .

SDGs can provide the platform measured In an
for global and local innovations inclusive manner
across various scales of operation.

In Bangladesh, for instance, the that Cathf es the
Strengthening  Women’s  Ability

for Productive New Opportunities aSpE.BCtS of Spa.'ce
(SWAPNO) project helped create (QQUlty) and time

local employment opportunities for
vulnerable women.? Meanwhile, in
Bolivia, an SDG Fund programme
was initiated in four municipalities
to improve child nutrition by introducing a comprehensive and multisectoral
approach to food security.” Although these programmes began some years
before the pandemic, they are illustrative of the impact of SDG implementation
on challenges at the grassroots level.

(sustainability).

Globally, the United Nations Development Programme’s SDG Impact initiative*
and Financial Sector Hub® have helped create knowledge-sharing platforms
for businesses to align their goals to the SDGs. The Global Partnership for
Sustainable Development Data,’ for its part, aims to usher a “data revolution”
by engaging governments, citizens, civil society groups and businesses.

The private sector has also begun to integrate with the SDG framework,
making shifts towards sustainability.” The technology revolution has forced
many companies to be more transparent and accountable to their stakeholders,
moving sustainability to the mainstream of corporate culture. Firms are
increasingly being made accountable on whether or not they abide by their
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social responsibility—for instance, how they source their materials, their quality,
and how they treat their employees. This gives companies that align with the
SDGs a competitive advantage.®

Given that the SDGs include elements of physical, social, natural and human
capital, which are essential for creating a friendly business environment, focusing
onachieving the goals can help improve the input and product market conditions®
and promote business competitiveness in the post-pandemic economies.? SDGs
1-5 (no poverty, zero hunger, good health and well-being, quality education,
and gender equality) are concerned with demographic parameters that improve
labour market conditions, while SDG 8 (decent work and economic growth) and
SDG 9 (industry and innovation) focus on output markets and innovation. SDG
14 (life below water) and SDG 15 (life on land) pertain to natural capital, and
SDG 10 (reducing inequality) and SDG 16 (peace, justice and strong institutions)
focus on minimising social conflicts.

The global financial system’s architecture tends to aggravate existing wealth
inequalities,'* reflecting in the progress that countries make on the SDGs.
Nevertheless, the UN SDG framework is based on the premise that there are
many forward and backward linkages within the goals’ structure. The worsening
of poverty and inequalities (deviations from SDG 1 and SDG 10, respectively) in a
particular country affects local market demand even if there is economic growth
since consumption patterns differ between the rich and the poor.!' Progress in
industry, innovation and infrastructure (SDG 9) also influences profitability;'®
setbacks can negatively affect the flow of private investments (domestic and
foreign) in specific regions and hinder economic growth. Similarly, the
heightening of gender inequalities also has severe economic impacts. Crises like
the COVID-19 pandemic often result in mass unemployment with a gendered
asymmetric effect on the labour market—a larger number of women workers
become jobless than men."® At the same time, despite the prevalent gender wage
gaps, women migrant workers remit a larger portion of their income to the
home country on a more regular basis.'* Delays in achieving gender equality
(SDG 5) are harmful to the economy, especially in developing countries; the
increased participation of women in the workforce can improve productivity
and economic growth, making the country favourable for businesses.'*!°

The SDGs include elements of
physical, social, natural and human
capital, which are essential for
creating a friendly business
environment.

a  Input market/factor market is a market in which businesses buy the resources or factors of
production required to produce the good and services (products), which are then traded in the
output/product market.
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This brief establishes the link between the SDGs and the World Bank’s
Ease of Doing Business (EDB) scores by demonstrating through econometric
techniques® that an improvement in SDG indicators will have spillover effects
on a country’s EDB ranking (see Appendix 1 for the global region-wise SDG
scores and Appendix 2 for the EDB Index’s global region-wise scores). EDB
captures the relative ease with which countries can attract foreign investment
and businesses. Such attractiveness to business, in turn, is crucial for the post-
pandemic economic recovery of developing countries. Research has shown that
focusing on SDGs improves the ease of doing business in Indian states.'”

b Using the UN Sustainable Development Solutions Network Index and the Ease of Doing
Business Index.
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he SDGs are a much broader concept than the EDB, and improving

SDG indicators will positively impact the business environment.

This is primarily because SDG 8 (decent work and economic

growth), SDG 9 (industry, innovation and infrastructure) and

SDG 16 (peace, justice and strong institutions) directly capture
most elements in the EDB exercise.© The 14 other SDGs have a direct bearing
on improving market conditions by capturing the essence of various forms of
capitals (human, social, natural and physical).

Various SDGs are directly linked to
the different stages in the product
value chain (see Table 1). The
shared elements between the SDG
framework and businesses facilitate
positive  effects and minimise
negative impact in the value chains,
encouraging a congenial business
climate for future investment.

The Sustainable Development
Report 2020 has shown that

Countries that
perform well on
the SDGs have
responded more
effectively to the
pandemic.

countries that perform well on the SDGs have responded more effectively to the
pandemic.'® Although SDGs improve input and output market conditions, this
can only happen in the long run. In the short run, legal and regulatory reforms,
incentives and promotions, and better infrastructure facilities are needed to
attract investment and improve EDB scores. However, achieving certain SDGs
enhances living conditions and brings demand stability in the economy through
sustainable development, reflected through better labour market conditions,
reduced poverty, and improved health and education.

¢ The World Bank’s EDB covers 12 areas of business regulation—starting a business, dealing with
construction permits, getting electricity, registering property, getting credit, protecting minority

investors, paying taxes, trading across borders, enforcing contracts, resolving insolvency, regulation on

employing workers and contracting with the government. The last two parameters are not included in

the EDB scores.
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Mapping SDGs against Product

Value Chains

Value Chain
(in order of input
to output)

Raw materials

SDG Linkages
(to enable
ositive
1impact)

SDG Linkages (to
minimise negative
impact)

Suppliers

SDG 6: Clean water and sanitation

Inbound Logistics

SDG 11: Sustainable cities and
communities

Company operations

SDG 8: Decent work and
economic growth

Distribution

SDG 11: Sustainable cities and
communities

Product use

SDG 13: Climate action

Product end life

Source: SDG Compass, developed by GRI, UN Global Compact and WBCSD"

SDG 12: Responsible consumption
and production
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At the same time, despite its holistic nature, the SDG framework presents many
challenges to operationalising directed policy action and the comprehensiveness
of outcomes. The framework, a normative one-size-fits-all approach, also
has compatibility issues between different targets and their monitoring and
quantification.?’ The targets are the same for all countries, irrespective of their
level of development.

Additionally, countries must contend with tradeoffs when working towards
these goals.?! For example, it is difficult for poorer countries to achieve
industrialisation (SDG 8) and simultaneously make progress on providing clean
water and sanitation (SDG 6), make cities and communities sustainable (SDG
11), and combat climate change (SDG 13). Studies have shown that as CO,
emissions increase, a country’s economic and social indicators (such as child
mortality and education) worsen.* Such tradeoffs mainly arise due to financing
constraints—a glaring issue in the developing world. Without adequate support
from developed countries (through aid) and greater participation from the
private sector, financing sustainable plans is non-viable.

Despite these issues, the SDG framework is the ideal blueprint to enhance
global solidarity between governments, businesses, multilateral organisations
and civil society to boost post-pandemic economic recovery.?

The SDGs aim to make the world more economically prosperous, inclusive and
sustainable, and socially fair and environmentally secure.?* While their success
hinges on each country’s efforts and intergovernmental cooperation, the SDGs
can help drive investment and are a boon for businesses.* The COVID-19
pandemic has caused economies to become increasingly insulated after borders
were closed and trade disrupted.*® It has also exposed the poor state of health
infrastructure, social security and disaster preparedness in many countries. A
focus on responsible consumption and production (SDG 12), climate action
(SDG13), life below water (SDG14), and life on land (SDG 15) can play a crucial
role in the post-pandemic recovery process and to protect from future shocks.?’

Post-pandemic policy planning must move beyond the physical and human
forms of capital to include natural and social capital.?® For instance, economic
modelling must depict realistic limits to the degree to which human capital can
be substituted for natural capital and account for ecosystem services’ critical role

The SDGs are normative and the
same for all countries, irrespective
of their level of development.
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and marketed natural resources.® It is important to endogenise the different
types of capital in economic models, and systematically induce sustainability in
economic planning.

Economic development, environmental protection and social development
are intricately linked and interdependent, not mutually exclusive.”® Social,
ecological and economic considerations should be included while formulating
policy actions so that current development does not come at the cost of future
generations. The four forms of capital share varying levels of interdependencies;
for instance, economic growth affects wealth inequality, which adds pressures on
the environment.”!

The SDGs promote a systemic design for governments and private partnerships
to have a more holistic and interconnected response to the pandemic and
beyond.*? The SDGs encompass the primary forms of capital key to a country’s
long term economic health—human capital (through the SDGs on education,
health, hunger, poverty, gender and sanitation); social capital (through the SDGs
on equality, international cooperation, sustainable cities, peace and justice);
natural capital (through the SDGs on biodiversity, climate and responsible
consumption and production); and physical capital (through the SDGs that deal
with economic growth, clean energy, industry and infrastructure).*

Businesses can also benefit from the SDGs in the following ways:*®

® Decreasing long-term risks: Addressing SDGs helps tackle long-term risks
from environmental, political and social factors while protecting market
competitiveness ahead of any policy implementation. This reduces the long-
term ‘transaction costs’ for businesses.

® Governance: Transparency in sustainability risks and impacts, as a positive
externality of achieving SDGs, leads to a decrease in information asymmetry,
thereby creating better governance processes.

Social, ecological and economic
considerations should be part
of policymaking so that current
development does not come at the
cost of future generations.



Table 2:
SDGs and Capitals

Sustainable Development Goals
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Economic Linkages

To improve the conditions of the
labour market, quality of life:
Human Capital
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Focus on markets, growth and
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Protection, conservation and optimal
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Natural Capital
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Source: Author’s own, images from United Nations Website’
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Fair, equitable and strong societies:
Social Capital
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e Competitiveness: Deepening partnerships for SDGs and integrating them
in national and corporate budgets can increase business competitiveness,
market resilience and company goodwill.

e New business opportunities: Business solutions aligned with the SDGs
can expand to new markets, maximise revenue and create jobs through
partnerships at various levels.

Although India has shown considerable improvements in its EDB scores in
recent years (see Figure 1), it lacks the stable business environment needed to
attract large-scale investments. However, if the risks are mitigated and bankable
projects are available, the private sector will be willing to invest. In sectors with a
funding crunch, such as infrastructure, climate change solutions and agriculture,
the government can catalyse large-scale projects with multiple investors through
the blended financing model.*

India has shown improvements in
1ts EDB scores in recent years.

11



Figure 1:

India’s SDG and EDB Index Scores
(out of 100)

80.00
70.00
60.00
50.00
40.00
30.00
20.00
10.00

0.00

2016

mmm SDG Score

= Linear (SDG Score)

©RF

2017

2018 2019 2020

mw Ease of Doing Business Score

= Linear (Ease of Doing Business Score)

Source: Author’s own, data from World Bank’” and UN Sustainable Development Solution Network®

12



SDGs and EDB Scores
Establishing the Relationship

©RF

his author conducted an econometric exercise on the available

data for 163 countries to investigate whether or not there was

a causal relationship between achieving SDGs and a country's

business environment. The exercise tested if the SDG Index,*

which measures SDG implementation, positively contributes to
(is a statistically significant variable) EDB scores,* which depicts the regulatory
business environment in different economies. The exercise is represented by
the following log-log regression equation (1):

In EDB = a+f.In SDG, @ .....(1)

J

Where,

® In EDB;is the natural logarithm of the 2020 EDB score of the jth country —
dependent variable

® In SDG,;is the natural logarithm of the 2020 SDG score of the jth country —
independent variable

e o and B are the parameters, with regression estimate of the slope coefficient
is given by 8

°* o is a random disturbance term

j=T11,163]

Of primary interest is the slope coefficient 8—if it turns out to be positive and
statistically significant at the chosen level of significance (1 percent), it can be
inferred that the SDGs promote enabling business conditions. The Kolmogorov-
Smirnov normality test*! is conducted for the dependent variable (In EDB) in
the regression equation (1); it satisfies the necessary normality conditions. The
p-value (0.273) for the test statistic (1.000) is higher than 0.05, and hence, the
null hypothesis that the distribution is normally distributed cannot be rejected.
The regression (see Appendix 3) given in (1) was run, and the summarised
estimates are given in equation (2) as follows:

In EDB, =—0.730+1.161.In SDG,

(0.029) (0.000)
n=163;R> =0.572;adjR* = 0.569;
Prob > F =0.000

13
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It is observed that the 2020 SDG scores positively contribute to the 2020 EDB
grades, as highlighted by the positive sign of the slope coefficient (1.161). At the
same time, the slope coefficient is statistically significant at 1 percent level. Its
robustness is reflected by the R? (0.572) and the adjusted R? (0.569) values. This
further strengthens the hypothesis that a larger policy focus on sustainability
parameters will create a conducive business environment.

A further hypothesis that was tested is whether the improvement (or
deterioration) in the sustainability parameters causes (is a statistically significant
variable in positively explaining) an advancement (or decrease) in a country's
EDB score. Another econometric exercise was conducted on 135 nations for
which data was available for 2017 and 2020. Since 2017, the EDB report has
made some methodological improvements and expanded certain indicators;*
to maintain statistical parity, the differences in the EDB scores between 2020
and 2017 were considered and regressed upon the corresponding SDG score
differences between these two years. This exercise is represented by the following
linear regression equation (3):

AEDBk=6 +y .ASDG, + )\k ...... 3)
Where,

e AEDB:. is the change in the EDB score (between 2017 and 2020) of the ith
country — dependent variable

e ASDG, is the change in the SDG score (between 2017 and 2020) of the ith
country — independent variable

e § and y are the parameters, with regression estimate of the slope coefficient
is given by y

® A isarandom disturbance term
e k=7_1,135]

Here, the statistical significance of the slope coefficient y is of interest—if it turns
out to be positive and statistically significant at the chosen level of significance (1
percent), it can be inferred that the changes in sustainability conditions induce
a change in the business environment. The Kolmogorov-Smirnov normality
test is conducted for the dependent variable (AEDB) in the regression equation
(3); it satisfies the necessary normality conditions. The p-value (0.598) for the
test statistic (0.770) is higher than 0.05, and hence, the null hypothesis that
the distribution is normally distributed cannot be rejected. The regression (see
Appendix 4) given in (3) was run, and the summarised estimates are given in
equation (4) as follows:

14
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AEDB, =1.037+0.391.ASDG,

(0.000)  (0.000)
n=135R*> =0.249;adjR* = 0.243;
Prob > F =0.000

It is observed that change in the SDG Index positively contributes to change
in the EDB scores, as highlighted by the positive sign of the slope coefficient
(0.391). At the same time, the slope coefficient is statistically significant at 1
percent level. Even though the R? (0.249) and the adjusted R? (0.243) values are
not extremely high, the results indicate that achieving SDGs positively activate
changes in EDB ranks.

Establishing the Relationship

SDGs and EDB Scores

15



Conclusion

Soumya Bhowmick is a Junior Fellow at ORE Kolkata.
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he Sustainable Development Agenda is pivotal to the post-

pandemic economic recovery process—and in the overall objective

of creating a fair, equitable and sustainable world. This brief

underlines two contentions: First, the SDGs contain various forms

of capital—human, physical, natural and social—that are beneficial
for governments and businesses, and a renewed policy focus on the goals will
boost the post-pandemic global economy. Second, statistical evidence confirms
a strong causal relationship between SDGs and the local business environment,
and the SDGs will have long-term positive implications in the post-pandemic
global economic scenario. It is crucial, however, that these results are treated as
indicative and not more, given limitations in data availability.

Nevertheless, the analysis indicates directions and provides the basis for an
objective instrument of decision-making by attempting to reconcile the trinity
of equity, efficiency and sustainability. This is perhaps the most significant policy
challenge in the developing world.*

The exercise to establish the SDG index's strong positive causality on the
EDB scores has two significant policy implications. First, it will help arrive at a
more holistic policymaking approach than the growth-focused ones, especially
in developing countries like India. South Asian policymaking's growth-
fetishism has been associated with immense negative social and environmental
externalities that often extract long-term costs and have been a key impediment
to comprehensive growth and development aspirations.* The establishment of
SDG causality on the business climate attempts to correct that by accommodating
various capitals and preparing the economies measured to absorb or adapt to
possible shocks, including those evolving from the COVID-19 pandemic.

Second, given the SDG framework's potential to enable a congenial business
climate, this brief infers that a country's development policy should not be
divorced from its investment and business promotion strategy. This exercise
presents a business case for SDGs globally, which is missing from current policy
thinking.

Policymakers must not lose sight of the challenges in implementing the SDGs,
which predate the current crisis. The SDGs should not be seen as a measure
of development alone, but also an important instrument to reflect the business
environment. Crucial challenges to the 2030 Agenda include a rough start to
the 'decade of action' (which could further delay the 2030 deadline that global
institutions sought to meet), scepticism coupled with the difficulty in achieving
goals, and a widening resource gap. Governments and other international
players must come together with renewed political will and engagement. ®RF

d  Since its inception in 2003, the EDB Index has drawn criticism for failing to capture a holistic picture
of a country’s business environment (for instance, it does not account for political environment).
Yet despite this criticism, most of the missing elements are often extremely difficult to quantify.
Moreover, the EDB index is the only such kind of global database on world economies.

16



Appendix 1:

World Regions’ SDG Scores 2020
(out of 100)
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Appendix 2:
World Regions’ EDB Scores 2020
(out of 100)
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Appendix 3:
Regression of In EDB on In SDG

SUMMARY OUTPUT
Regression Statistics
Multiple R 0.756
R Square 0.572
Adj R Square | 0.569
Standard 0.160
Error
Observations | 163.000
ANOVA
&
3
S
$
E\
2 &n
S 4 = S >
Regression 1.000 5.518 5.518 | 215.220 | 0.000
Residual 161.000 4.128 0.026
Total 162.000 9.646
S
g I3 1S3
2 ~ IS IS S N
5 E < R R 2 2
&, < < 3 5 5 5 5
R S S S = 5 = S
S > Z , 3 S N S

Intercept -0.730 0.332 -2.200 | 0.029 | -1.385 | -0.075 |-1.595 0.135
X Variable 1 1.161 0.079 14.670 | 0.000 1.005 | 1.317 | 0.955 1.367

Source: Performed in MS Excel
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Appendix 4
Regression of AEDB on ASDG

SUMMARY OUTPUT
Regression Statistics
Multiple R 0.499
R Square 0.249
Adj R Square 0.243
Standard 1.674
Error
Observations | 135.000
ANOVA
R
N
S
S
IE\
Q &0
S 3 = K 5
Regression 1.000 123.630 | 123.630 | 44.103 | 0.000
Residual 133.000 | 372.825 2.803
Total 134.000 | 496.454
5
N ISS IS
2 &5 IS = S S
kS E < X S a R
&, < < 3 5 5 5 5
R S S S = =~ = S
S S z Q 3 S 3 S

Intercept 1.037 0.189 5.502 0.000 | 0.664 | 1.410 | 0.545 1.530
X Variable 1 0.391 0.059 6.641 0.000 | 0.275 | 0.508 | 0.237 0.546

Source: Performed in MS Excel
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