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Part |. The problem

Moving towards a carbon-free world and keeping global warming within the 2




2015 — a turning point for international
climate negotiations

* The ydear 2015 has been a milestoneyear for both the developmentand climate
agendas.

 July 2015: Addis Ababa Action Agenda on Financing for Development was
adopted in at the Third UN Conference on Financing for Development.

e September 2015: at the Antalya Summit, G20 leaders committed to the
implementation of the SDGs and to taking vigorous actions on climate.

* December 2015: in Paris world leaders adopted a historic agreement on climate
change based on more ambitious commitments and a recognition that much
more will be need to done to protect the future of the planet.

* A central theme emerging all these discussionsis that the world will need to
simultaneously tackle two of its greatest challenges: overcoming poverty and
creating better life for all while at the same time respondingto climate change.
Sustainable infrastructure investments are critical for the whole agenda.



SDGs and sustainable infrastructure
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Sustainable Infrastructure and Sustainable Development Goals
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Sustainable infrastructure requires going
beyond Business as Usual

From BAU To betterinfrastructure

in sustainable infrastructure in most in sustainable infrastructure globally, leading to improved
countries constraining growth and development economic development and growth
for poor people, Increased infrastructure for the poor, leading to
risking reversal infight for development and poverty reduction improved development outcomes
and . . e
Increased preference for investments in , mitigating

inefficient use of infrastructure, creating danger of lock-in and

irreversible climate change climate change to below 2 degrees

infrastructure, creating vulnerability to risks of climate that accounts for climate risks and protects
change (especiallyamong poor people) populations most vulnerable to climate change

7/11/16 Final Report - GEGI/Brookings



Not only the quality matters: the volume of
investment does too
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Projected total infrastructure investment
needs
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Not only the quality matters: the volume of
investment does too
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Projected cumulative infrastructure demand,
2015-2030
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Note: Projections based on mid-point of range estimates. Excludes fossil fuel extraction and use, expenditure to enhance energy use efficiency, and operation and maintenance costs.
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Developing economies will demand most of
the Sl financing

Figure 2 Global demand for infrastructure by country development categories, 2015-2030
(USD billions, constant 2015 USD)
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ow much to turn BAU to SI?

Figure Infrastructure investment needs under alternative carbon scenarios, 2015-2030
(USD trillions, constant 2010 USD)
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Source: Bielenberg et al. (forthcoming) using GCEC (2014)
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Main impediment to raising sustainable
infrastructure investment

 Fundamental price distortions — related to fossil fuel subsidies and lack of
carbon pricing mechanism;

* Inadequate public investment frameworks which affect both public and
private investment decisions. Thatincludes lack of enabling environment
and robust capacity for designing and implementing public-private
partnerships (PPPs) are key priorities.

* Financing impediments over the project cycle and bringing down the costs
of financing will be essential for enabling investments and tilting incentives

towards more sustainable projects.

* Investments in technology and technology diffusion - needed to enhance
sustainability and exploit the synergies between growth and a low-carbon

transition.



Vicious cycle

Project Development Gaps

« Intrinsic constraints and risk
characteristics of infrastructure

« Lack of effective and contestable
project developer capacity
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Policy and Institutional Gaps

Investment climate (including legal framework, governance
and regulatory risk)

Investment planning and prioritization

Subnational and municipal institutional capacity and finance
Project preparation and project pipelines

PPP design and implementation

Fiscal space, debt sustainability and management of
contingent liabilities

Higher
Project
Costs

Higher Higher
Sustainability Financing
Costs Costs

Sustainability Gaps

Fossil fuel subsidies and absence of carbon pricing
No sustainability criteria in investment strategies
Addressing climate risk in financial regulation
Limited use of sustainable procurement
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Financing Gaps

Sovereign, sub-sovereign and
project risk ratings

Lack of risk mitigation instruments
over the project cycle

Regulatory constraints on banks
and institutional investors

Lack of well established investment
vehicles and structures
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Risk and project life cycle

Description

Main risks

Cash flows
(stylized)

Preparation Construction Operation
Developer/government organizes Construction firms build the Separate operating company
feasibility studies; models cash project to specifications takes over operation and
flows, finances; organizes maintenance of the project

contracts with utilities, operators
and construction firms

Macroeconomic & political risks Macroeconomic & political risks  Macroeconomic & political risks
Technical risks to project viability Construction risks (e.g., of Demand / traffic risks
Environmental and planning risks overrun, delay) Operating risks

A

Policy risks (e.g., tariff changes)

Large risks and uncertainty over revenue streams K‘——

During project preparation

Financing 54 feasibility studies the ~ ONCe Project is ‘bankable’ Once construction is complete
moments  geveloper seeks patient the developer will seek and started to operate project
capital or, often, public equity investors and debt can be refinanced to reflect the
funds providers to finance the changing risk profile
project Source: Bhattacharya, Romani, and Stern (2012)
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The role of NDBs

* NDBs should have significant comparative advantages in:
* Finding potential local projects
* Better understanding potential social and environmental risks
* Understanding technological and financing constraints
* Promoting projects that that greater local social and developmentimpacts

 NDBs are public policy instruments; therefore their Sl strategies and
policies can be integrated into a national S| strategy, articulating with
focal ministries and agencies

 NDBs are financial institutions, which facilitates innovative financial
engineering, coordinating with private financial institutions and
promoting the development of new instruments



Part 2 - Assessing NDBs

NDBs already invest in sustainable infrastructure (Sl), but if they are to have a wider
impact in the climate finance agenda these investments needed to be significantly
increased.
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Brooking/GEGI study

*to what extent are NDBs playing a significant
role

*to what are they involved in infrastructure

*to what extent are they committed to

sustainability
* New GEGI full table (KG to send on Tuesday)
* Table 3 in AB presentation GEGI/Brook summary




NDBs: far from being marginal actors
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Table 1 Diversity in the size and infrastructure contribution of prominent NDBs

Total Total GDP Total Total
Assets Loans 2014 Assets Loans | Infrastructure financing
DB
Country | N USD USD USD % of %of | priority
billions billions billions GDP GDP
. . 16.07 1237 : . .
China China Development Bank 1664 1281 10357 o, o, ¢ Limited; 9% of loans
Brazil BNDES 373 80 2347 557 1 3.40%  Yes;36.7% of loans
I I I = R ———_—_—_—_—_—
: IFCI Limited 6 3 2051 0.27% 0.17% Yes
Industrial Credit and Investment
- Trpoeion O Il (CICL)) s el e S s
Indpstrlal Development Bank of 58 20 2051 2.84% 0.96% No
India India (DB e e e e
Infrastructure Development . >850
Finance Company (IDFC) e o e
i India Infrastructure Finance i . a
. Company Limited (MFCL) & © &4 5 2051 ¢ 031% § 0.22% ¢ Wes [00% offoans
Total 5 (for India)

.......................... Trdustvial Dovelommmane™ 0
South Coporation 1DC) & 10 12 0 30 2SO L 0l [ Yesdbeolnewloans o
Africa ig‘;i"ggggank of Southern 350 1.66% © 1.40% :© Yes; >90% of loans
Korea Korea Development Bank 1410 1%)67 9.66% : No

- - S - T, - o : :
16.77 15.10 : Limited; through KfW-IPEX
Germany : Kfw 650 585 : 3874 : o o Bank
Algeria dA}Igl‘e/re‘:nFS ;’:iiiauonal 9 7 214 4.43% © 3.22% : Yes; >90% of loans
Angola Angola Banco de Poupannca 2 1 129 1.78% : 0.73% : No

.......................... TR s e e e e B

Nigeria Bank of Industry 3 3 574 0.59% © 0.529% . imitedto

: Telecommunication sector

Source: Authors’ computation using respective NDB Annual Reports
Final Report - GEGI/Brookings
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Project findings

* NDBs are underappreciated component of global dev
finance system

* lots of new deb banks (WB slide)
e total assets increase (GEGI slide)

e distribution uneven:
* a.geographical
* b.level of dev.

* Infra not a central focus, but there are bright
* Sl not yet a focus in all banks, but few exceptions

* NDBs have the potential to to play catalyzing role in
orchestrating GDF for for SI
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Project findings

* NDBs are underappreciated component of global dev
finance system

* lots of new deb banks (WB slide)
e total assets increase (GEGI slide)

e distribution uneven:
* a.geographical
* b.level of dev.

* Infra not a central focus, but there are bright
* Sl not yet a focus in all banks, but few exceptions

* NDBs have the potential to to play catalyzing role in
orchestrating GDF for for SI



Part 3 — Conclusions and policy
recommendations

There are challengesin creating a new international financing architeture for

sustainable development centered in a coalition of “green” NDBs, RDBs and MDBs,
but it may be the best way to reach the SDGs climate-related goals.
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Impediments to Sl in developing economies

* Price distortions, wrong * Lack of a pipeline of sustainable < Financing impediments over the
incentives and poor planning and bankable projects: project cycle and bringing down
* Fossil fuel subsidies and lack of * Poor project preparation the costs of financing will be
carbon pricing mechanisms capabilities and inadequate essential for enabling investments
create a disincentives towards public investment frameworks and tilting incentives towards
unsustainable energy and which affect both public and more sustainable projects.
transportation matrixes; private investment decisions.

That includes lack of enabling
environment and robust capacity
for designing and implementing
public-private partnerships
(PPPs) are key priorities.

* Sunk costs of Sl projects are
often high, financing them
creates a further disincentives
for governments and private
companies — particularly in

developing nations where  Asymmetric access to efficient-
domestic interest rates are enhancing, cost-reducing
relatively high, technology and technology

diffusion - needed to enhance
sustainability and exploit the
synergies between growth and a
low-carbon transition.

e Climaterisk is not incorporatein
financing pricing

 Aggregationproblem -



Fuel subsidies and other price distortions

* Eliminating fuel subsidies is easier said than done: in many oil-
producing economies it is a political

* But the solution to the problem is not an easy one: for instance, in oil
producing countries, this type of subsidies often constitute an
alternative (albeit very imperfect) income transfer mechanismes;

* If such practices are to be overcome, alternatives must be produced,;
* (Will use Amar et al’s and other papers to discuss the issue briefly):



2. Creating a pipeline of sustainable and
bankable projects

* The emphasis is often put on
* enablingenvironmentand
* robustcapacity fordesigning and implementing public-private partnerships (PPPs)

* Those are important, but the issue of project elaboration and
implementing capacity needs also to be address

* NDBs can help a lot at least at four levels:
* National planning strategy.

* Policy coordination. Coordinating with policy making stances, agencies, local
producers and constructorsin order to overcome barriers

* Developinga pipeline of potential SI project, that with some help can turn to be
technically feasible and financially sustainable;

* Both helpingproject elaborationand developing capabilities to produce projects




What NDBs can do?

 NDBs should have a key role in supporting national efforts to boost capacities for
sustainable project preparation and pipeline development, through stronger and
more effective PPFs and knowledge sharing (tools, standardized formats, best

practice, knowledge platforms).

* Addressing sustainability, promoting harmonized approaches, and improving
coordination, includingthrough joint initiatives, should receive particular
attention as they step up project preparation support to countriesin scaling up
infrastructure investment.

 NDBs also need to incorporate sustainability more consistentlyin their own
analytical and investment frameworks. In their current individual and collective
efforts, MDBs are respondingto this agenda (MDBs 2015b). Complementing
stronger and better coordinated MDB sulocloort, part of the climate funds
stemming from the Paris Agreement could be usefully deployed to help build
capacities in countries to integrate sustainability in investment policies and
project preparation.



Technology: investment and diffusion

e Cost reduction is critical to make Sl not only the right investment, but
the best alternative for governments and the private sector;

* There has been significant efficient-enhancing (and cost-reducing)
technological innovations, but knowledge is unevenly distributed, and
often not absorbed by developing nations;

* In an ideal scenario, such knowledge should be transferred to all
nations seeking to promote SI; but in a number of cases, the only way
to internalize such innovations is by promoting the constitution of
“production chains” domestically;

* NDBs as policy instruments can promote such internalization by
acting as part of overall industrial policies that can create




Financing impediments

* Domestic financing costs in developing economiesis normally prohibitive,
as indicated by slide below (if we take out China, the differences are even
more significant; maturities are also inadequate

* The solution is often found with full public financin% blending with non-
private sources of finance (e.g. subsided public banks’ credit and/or
multilaterals’ lending);

* One solutionis to facilitate access to international markets with better
credit/issuance conditions; again two problems are significant:
e Local currency risk
e Political risk

* One longer term solution must come from the domestic development of Sl
securities — such as infrastructure bonds, green bonds, resilience bonds —
that can be used to tap domestic institutional investors



Financing costs: uneven “partners”
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PRE-TAX LCOE (USD CENTS/kWh)

Developed country
(Wind vs. Gas)

Wind Gas
(onshore) (CCGT)

Developed Country
Cost of Equity = 10%
Cost of Debt = 5%

Developing country

(Wind vs. Gas) -
9.4 B Financing Cost

(Equity)
M Financing Cost
(Debt)

Operating Cost
(incl. fuel cost)

I Investment Cost/
Depreciation

Wind Gas
{onshore) (CCGT)

Developing Country
Cost of Equity = 18%
Cost of Debt = 10%

(9]
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Real Interest Rates are high in many EMDEV
COUNtrieS

25 1

-15 -

Source: World Bank World Development Indicators using IMF International Financial Statistics.
Note: Real interest rate is the lending interest rate adjusted for inflation as measured by the GDP deflator.



3. What NDBs can do?

* Improving credit conditions — by using their balance-sheets to reduce financing
costs and widen maturities for sustainable infrastructure projects;

* Project elaboration — sunk costs for the elaboration and compliance with S&E
national standards could be reduced by the provision of TA and earmarked funds
for Sl; a technically and financiall well-designed project is more likely to be able to
access private finance, both in pre and post-completion

* Aggregation — a significant number of Sl projects are too small, which makes
lending and securitizing complicated;

* Leveraging private sources of finance — by providingguarantees and credit
enhancements;

* Crowding-in of private capital — by helping create new instruments and by
fostering new markets.



Development banks - complementarities

I L L

Coordination with national - As policy instruments NDBscan - Regional action - Help coordinate international
planning better coordinate with local efforts

governments and agencies under

the umbrella of national climate

planning or INDCs

Comparative advantagein - Policy-making stances - Regional projects
knowledge - Local business environment
- Local demand and producers

Financing - Access to domestic public - Good rating and access to - Excellent rating and access to
and private financing international capital markets international capital markets
- Potentially good access to
local currency assets that can
be placed with domestic
institutional investors



In order to significantly expand Sl
Investments:

1. National governments and private sectors perceive only the

3.

C
C

P

nallenges of fostering Sl: they should also see opportunities in a
imate change strategies and actions.

anning and institutional building is key;

A new international financing architecture for Sl, where (old and

N
e

ew) MDBs, RDBs and NDBs create a coalition to foster project
laboration, scaling-up, new instruments to crowd-in domestic and

international private capital.
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