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Understanding of climate change risks is increasing, yet more research is needed

In 2015, Mark Carney, Governor of the Bank of England, emphasised the risks to the
financial system, and in particular to financial stability, posed by the physical risks, liability
risks and transition risks associated with climate change. Infrastructure projects face
varying exposures to such risks. According to a recent OECD survey, investors’ top concerns
are exposure to changes related to policies and regulations of GHG emissions, and changes
related to government support schemes and incentives for low-carbon investing (broadly,
the transition risks).* The materiality of climate change risks on business valuation and
operations was also important. Social risks such as acceptance and securing land-use for
infrastructure projects also ranked high. Physical risks (force majeure) and future liability
risks, though important, did not concern investors as much as the other risks.

Regarding the materiality of climate change risks, there is increasing evidence that
incorporating sustainability criteria in investments can improve financial performance,
supported by a growing body of academic research. This academic research is summarised
in a forthcoming OECD publication on investor governance and the integration of
environment, social and governance (ESG) factors. Not all academic research points to such
positive relationships between ESG factors and long-term returns, however. Several surveys
—especially those published between 2000 and 2010 - find that the data is inconclusive. More
empirical research on the effects of climate change risks and opportunities on corporate
performance is needed.

Several organisations, from industry-led associations to subscription services, aim to
help asset owners advance their ESG analysis and practices. Policy makers need to align
such initiatives and collaborate where possible to reduce redundancies, eliminate frictions
and achieve global standards on climate change risk, ESG practices and disclosure of risks.
There is also a need to develop the tools necessary to analyse climate change risk, which
can be a complex undertaking requiring large amounts of data and long-term analysis. Such
tools could be used by all parts of the financial sector, making climate change stress testing
and scenario analysis a part of due diligence and long-term financial analysis processes
for banks and corporations. For institutional investors, the modelling of asset allocation,
including climate change risks, and assumptions on carbon pricing could have important
implications, underlining the need for quality information.

Efforts are under way to assess the exposure to climate change risk of the financial
system (banking, pension and insurance, capital markets).** Individual countries or the G20
itself could prioritise such assessments, evaluating potential impacts on financial stability
and the ability of markets to price climate change risk, ensuring the efficient allocation of
capital, and supporting industry-led efforts to describe the significance of climate change
risk. Climate change risks “can be part of a broader approach to prudential risk management
and supervision”.*

Emerging awareness of climate change within the banking system

Generally, environmental considerations are fully embedded in project appraisal
processes as part of the integration of the Equator Principles,* yet bank lending models
are evolving to further integrate sustainability factors in all types of infrastructure assets,
and across their entire loan portfolios. Indeed, sustainable banking implies integrating ESG
and risk management considerations into bank operations, financing, and capital raising
activities, and mainstreaming practices in key bank functions such as credit and lending,
savings products, and capital markets (UNEP, 2016a). Banks are a primary pillar of the
financial system, yet green banking practices are at different stages of evolution across the
G20, reflecting broader national financial and economic circumstances.
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At the institutional level, perceptions and priorities also seem to vary, along with
levels of adherence. For example, Société Générale divested from coal investments and
has extended sustainable banking beyond renewables to other key infrastructure sectors
such as transportation, water and telecommunications. Industrial and Commercial Bank
of China has curtailed lending to certain industries that present a high risk of hazardous
emissions (UNEP, 2016a). Deutsche Bank recently announced that it would no longer finance
greenfield thermal coal power plants and coal mining. Regarding clean technologies, a shift
is necessary in the banking sector’s mind set. The dominant risk-averse posture of banks’
risk management departments is limiting their ability to support innovative low-carbon
technologies, which bear a higher risk but ultimately a higher potential return.

Banks are increasingly recognising the link between climate change and financial
performance of assets, and are evolving credit and due diligence processes on loan origination
to take into account ESG risks. For example, a tool developed by the Natural Capital Finance
Alliance (NCFA)¥ and other sponsors GIZ and VfU enables users to integrate financial risk
exposure to water scarcity into standard financial models used to assess credit risks to
entities with high exposures to the water sector (NCFA, 2015). Uptake of such practices by
banks varies, and there are no generally accepted definitions of sustainable investments or
standards across the G20. In countries where universal banking is practiced, capital markets
activities and investment banking services such as underwriting green public market equity
issuance and green bonds are other banking activities aligned with sustainable banking
strategies. Banking associations can also play an important role in implementing voluntary
efforts to mainstream sustainable banking: market-led initiatives in Brazil, France, India,
Mexico, the Netherlands, Singapore and Turkey all provide examples (UNEP, 2016a).

Regarding regulatory requirements and climate change risks, most G20 countries have
been hesitant to require banks to incorporate environmental and social risk factors into
risk management models, and G20 countries generally do not require banks to consider
environmental risks as material risks for the calculation of regulatory capital requirements
- although Brazil and China have formally incorporated environmental risk and governance
standards into prudential bank regulation (UNEP, 2016b). Within the Basel III framework,
there is no recognition that regulatory risk capital weights should incorporate the financial
risks associated with environment sustainability risks, although G20 countries require
banks to disclose all material risks regarding the firm’s economic viability, through financial
reporting, which could include climate change risks (ibid).

Box 7.5. OECD empirical research on Basel III and bank capacities
to lend to low-carbon infrastructure

Financial stability rules and banking regulations implemented to pursue other objectives
than climate objectives can have unintended consequences on the infrastructure investment
required for the transition. The critically important Basel III framework for bank regulation
was introduced after the 2008 financial crisis to strengthen the resilience of the banking
sector and provide an international framework for measuring and monitoring liquidity risk.
The different components of Basel III banking rules have been introduced gradually,
starting as early as 2011 for some countries, and are expected to be fully implemented by
2019. In particular, Basel IIl introduced a simple, transparent, non-risk based leverage ratio
to act as a credible supplementary measure to the risk-based capital requirements. Results
from a new OECD econometric study suggest that until 2014 (the last year of the study),
the implementation of Basel III leverage ratio has hindered investment flows in renewable
power generation across OECD and G20 countries (Ang, Rottgers and Burli, 2017).
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Box 7.5. OECD empirical research on Basel III and bank capacities
to lend to low-carbon infrastructure (cont.)

This result is in line with public comments from several financial stakeholders that Basel
III may have unintentionally constrained the ability of banks to provide long-term debt
financing for capital-intensive renewable infrastructure projects. To exclude the possibility
that the result on Basel III is driven by banks’ capitalisation levels and financial stability
across countries, the econometric study has included a variable on regulatory capital to
risk-weighted asset ratio. Still, there are important caveats on the interpretation of the
Basel Il result. Additional empirical research is needed to assess the impacts of Basel III on
investment in low-carbon infrastructure.

Source: Ang, Rottgers and Burli (2017).

Integrating ESG factors into the governance of institutional investment

Regulation of institutional investment is increasingly focused on governance, as it
moves away from quantitative constraints and towards risk-based controls and prudential
standards (OECD forthcoming). Understanding ESG issues and the potential impact of
ESG* factors on their investment strategy and the broader operating environment can be
part of governance for institutional investors; in this context, climate change factors are
increasingly being included in ESG investment practices. However, there is a wide range
of definitions of ESG, so individual investors’ circumstances and belief systems affect the
uptake of ESG practices.

An OECD review found that regulatory frameworks in OECD and non-OECD countries rarely
make explicit reference to ESG factors, although this is beginning to change.* Therefore it is up
to institutional investors to decide whether and to what extent ESG integration is consistent
with prudential standards, risk controls, legal requirements and any other obligations they
may have towards their beneficiaries (OECD, 2017a). Similarly, risk-based controls generally do
not explicitly refer to ESG or climate change factors. The focus is on solvency: pension funds
and insurance companies are expected to identify, measure, and manage long-term risks and
these are understood by both regulators and investors to be financial risks.

Box 7.6. Some countries have clarified the role of ESG
in regulatory frameworks

In the United States, the Department of Labor confirmed that fiduciaries may legitimately
consider ESG factors if they have a bearing on financial analysis and recognised that there has
been an evolution in the data and methodologies that can be used in financial analysis. It also
confirmed that fiduciaries may investin “Economically Targeted Investments” (i.e. investments
whose purpose is not purely financial) as long as the investment is otherwise appropriate for
the plan and is financially and economically equivalent to competing investment choices.

In the United Kingdom, the Pensions Regulator published a new Defined Contribution Code
and trustee guides in July 2016; these reflect the findings of the Law Commission’s study of
trustees’ duties that there is no legal obstacle to taking ESG into account and they encourage
trustees to take into account risks that affect the long-term sustainability of investments.
In South Africa, the 2011 Amendment to the Pension Funds Act states that “Prudent
investing should give appropriate consideration to any factor which may materially
affect the sustainable long-term performance of a fund’s assets, including factors of an
environmental, social and governance character.”
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Box 7.6. Some countries have clarified the role of ESG
in regulatory frameworks (cont.)

The proposed revisions to the European Union’s IORP (Institutions for Occupational
Retirement Provision) Directive, which is expected to be passed by early 2019, go further:
IORPII would make ESG integration a requirement of pension fund governance. The relevant
articles of the proposed revisions are noteworthy for the extent to which they support the
“ESG investor” interpretation of prudential standards, and for the influence of civil society
in this aspect of the revision process.

Source: OECD (2017a).

Momentum is gathering to encourage institutional investors to clarify and disclose
climate change risks in regard to investment portfolios, which is leading investors to seek
more information on climate-related risks and opportunities, including through enhanced
corporate disclosures. Disclosure also includes actions that investors are taking to mitigate
climate change risk. Recent recommendations from the FSB’s Task Force on Climate-Related
Financial Disclosures (FSB-TCFD) provide a voluntary framework (FSB, 2016).

Taking stock of such initiatives, some countries have already put into place reporting
requirements or voluntary disclosure of ESG practices by institutional investors. Australia
requires pension funds, insurance companies and asset managers to disclose their ESG
practices. France has introduced the most far-reaching requirements in terms of ESG
reporting by institutional investors. Under Article 173-VI of the Energy Transition Act, asset
managers, pension funds and insurance companies must provide information not only on
how they integrate ESG factors in their investment and voting decisions but also on the
climate risks they face and how their portfolio construction contributes to the transition to
a low-carbon economy (OECD, 2017a). More countries had in place reporting requirements
for pension funds, while insurance companies had fewer requirements.

In some countries, sub-national governments or regulatory bodies have passed laws
that govern institutional investors’ behaviour. The Canadian provinces of Alberta and
Ontario have enacted regulations regarding the disclosure of climate change risks by
pension funds. In 2015, California passed Senate Bill 185, which required the two largest
state pension funds (also the largest public funds in the United States), CalPERS and
CalSTRS, to divest holdings in publicly listed companies that generate more than 50% of
their revenue from the mining of thermal coal. The legislation in California was designed to
stem investment in industries particularly exposed to transition risks or “stranded assets”.
While funds worldwide are increasingly disclosing and reporting their ESG practices, few
funds are measuring their stranded asset risk exposure or the overall carbon emissions
(carbon footprint) of their portfolios. Policy makers could clarify that prudent investors may
consider ESG criteria and climate change risk factors as part of their investment decision-
making, especially investors with long-term liabilities and investment horizons.

Integrating environment and climate change considerations into operations
of development banks

Approaches within development banks can be placed on a spectrum, ranging from
establishing socio-environmental standards for risk management and decision-making
to more holistic approaches that integrate socio-environmental criteria into performance
management. Most bilateral development banks and finance institutions have adopted and/
or developed ESG standards; however, banks vary widely in the ways they monitor, report
and disclose climate risk and impact.
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MDBs are the most advanced, having introduced and piloted climate risk screening
tools to build climate resilience into the planning, design and implementation of projects.
For example, AsDB projects are screened through a checklist, “at risk” projects are further
screened using an online tool, and medium- and high-risk projects are subject to a more
thorough Climate Risk and Vulnerability Assessment. The mid-term evaluation of AsDB’s
corporate strategy noted that the climate risk screening approach adopted by the bank
is “well placed” but will need continued support, financial and technical, to ensure it is
effective (AsDB, 2014a; AsDB, 2014b). Similarly, all country partnership frameworks
and projects under the World Bank’s concessional arm, the International Development
Association (IDA), are subject to climate risk screening, with plans for this practice to be
extended across the bank’s non-concessional operations in 2017.

Nine international finance institutions - including major MDBs, bilateral DFIs and
climate funds - have reached a framework agreement to harmonise their measuring and
disclosing of their carbon impact at a project level, supported by sector-specific guidance.*
While this is an important step in the right direction, it was developed to support the
monitoring of mitigation projects — that is, to quantify GHG reductions. It requires that
“at a minimum” banks report the emissions from “screened in” mitigation projects, but
disclosure of “portfolio-wide net emissions” remains voluntary. Despite this, some banks
are disclosing their carbon footprints. EBRD and IDB report on their portfolio-wide emissions
as part of annual sustainability reports.

There is less harmonisation on disclosure of climate risks and impacts among NDBs.
Most NDBs report environmental performance on a variety of metrics such as GHG
emissions reduced and tonnes of coal consumption avoided. Besides the specialised green
investment banks, few disclose metrics on the environmental impact of their portfolio or
their portfolio’s exposure to climate-related risks. BNDES (Brazil) stands out in this context,
disclosing the environmental risk profile of its portfolio in amounts as well as number of
projects (BNDES, 2016).

In December 2015, 26 development banks with total assets over USD 11 trillion,
including five NDBs - TSKB (Turkey), IDBI Bank (India), KfW Group (Germany), DBSA (South
Africa) and Caisse des Dépdts (France) — as well as some private sector finance institutions,
adopted five voluntary mainstreaming principles to incorporate climate more holistically
across their portfolios (EIB, 2015). While comprehensive and ambitious, the principles are
voluntary and the extent to which they will be adopted is unclear.

Monitoring, reporting and verification of progress by development banks and DFIs to
align their portfolios with efforts to keep average global warming to 2°C or below could
be expected to help governments achieve their NDCs. Governments could call for more
transparent disclosure of climate risks and impacts by development banks and DFIs,
including efforts to monitor, disclose and report the climate impact/footprint of their
overall portfolios, and in particular to what extent climate risks in the portfolio are being
considered and addressed. A first step could be for organisations such as IDFC and EDFI to
lead the way by helping their members to work collectively with other development banks
and finance institutions to build on and tailor for their own purposes recommendations
from the FSB-TCFD.

Disclosure of climate change risks of infrastructure assets and promoting infrastructure
as an asset class

Toimprove transparency about the exposure of infrastructure assets to climate change-
related risks, countries could promote or require embedding ESG criteria into reporting
disclosures for infrastructure assets, including carbon emissions, potential contribution to
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country decarbonisation strategies, level of alignment to NDCs, potential contribution to
the SDGs, energy and water use, social impacts and governance of infrastructure assets.
Furthermore, countries could support initiatives to create infrastructure benchmarks
that will in turn help to describe infrastructure as an asset class. This includes setting
benchmarks that can measure climate change risk and the carbon intensity of assets.
Promoting data collection could also include the consideration of a template for a preferred
set of information to be collected and quantitative data on historical cash flows and
performance at the project level .

This fits more broadly with G20 work on long-term investment finance, which has
repeated that there is a shortage of readily accessible, consistent and comparable data on
investments (Chapter 3), and on the supply of and demand for long-term finance, on which
to base policy analysis and conclusions. Promoting the development of infrastructure as
an asset class and improving data and information could support more diversified and
innovative financing of low-emission infrastructure. A potential outcome could be opening
new channels of funds to low-emission, climate-resilient infrastructure. The findings may
also support regulators in determining fair prices by appropriately including risk charges
in the costs of capital. The same need to create new knowledge on the risks of long-term
investment is also patent on the regulatory side. More accurate risk measures may require
the adjustment of capital charges, and the more effective and efficient intermediation of
long-term capital.

Box 7.7. Sustainability and ratings agencies

Increasingly, ratings agencies are recognising the importance of including climate change
risks in long-term scenario analysis of rated debt instruments such as loans and bonds, in
both infrastructure-related issuance and corporate issuance. Ratings agencies could take a
pivotal role in recognising the materiality of climate change risks as financial risks, since
firms with high perceived exposure would receive lower ratings on debt or be placed on
watch lists, raising their cost of debt finance and incentivising businesses to address the
effects of climate change on their business profile and profitability.

The signing and ratification of the Paris Agreement has facilitated the ability of the
ratings agencies to model the risks of climate change, providing baseline scenarios and
a benchmark to consider carbon transition risk in rated entities. Moody’s, for instance,
using a traditional credit process, focuses on the carbon regulatory impact on indicators
such as business profile, leverage, liquidity, interest coverage, profitability and efficiency.
Credit processes also consider the direct impact of climate change hazards on businesses,
although such findings do not yet indicate a material impact on credit ratings, for the most
part (Moody’s, 2016).

Dagong’s credit rating process regards environmental and social sustainability as
fundamental to the construction and operational sustainability of infrastructure projects,
which in turn determines the ability of a project to service its debt payments, and feeds in
directly to ratings categories (Dagong, 2016).
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Notes

. The analysis of trends in this section draws on both project-based and mergers and acquisitions

(M&A) data from commercial databases to provide evidence of finance trends in low-emission
infrastructure sectors at disaggregated levels. Results should be interpreted with caution due
to data-related gaps and challenges (see Annex 7.A1 for a detailed description of data used).
Individual assets may not be labelled low-emission. The ability to track financing in energy
efficiency is limited by a lack of data. The terms “investment” and “finance” of infrastructure
are used interchangeably to reflect total capital value (stocks) of the projects and do not reflect
gross fixed capital formation per se.

For the figures in this section, infrastructure sectors include power (including fossil fuel
generation, transmission and distribution, and renewables), transport and water.

M&A refers to balance sheet and project finance transactions for corporate and individual asset
acquisitions in all sectors.

4. As measured by the Thomson Reuters World Datastream Utilities Index.

10.

11.
12.

13.

14.

15.

16.

17.

“Pure equity investment” refers to capital invested in a renewable energy project where the
output is not purchased or consumed by the financing entity. Some corporations have used this
model to “offset” their conventional electricity use in other locations, reducing their emissions
profile.

Data presented is from the 2015 OECD Survey of Large Pension Funds and Public Pension Reserve
Funds. Funds from 36 countries were surveyed, including OECD countries, G20 countries, and beyond.

The composition of private pension markets - principally whether systems are predominately
defined benefit or defined contribution, can influence the types of finance available within
local markets. For example, defined benefit funds are able to invest in illiquid assets such as
directinfrastructure, while defined contribution plans may have certain liquidity requirements
that make it difficult to invest in illiquid assets.

Defined as early-stage equity investmentin clean technologies and businesses that carry a substantial
element of risk, as commercialisation and development of technologies may not be well proven.

For the purposes of this section, clean energy includes solar, wind, energy efficiency, green
transportation, and advanced material and technologies.

Within the clean technology space, hardware may refer to, inter alia, electronics, solar panels
and small-scale power stations; materials may refer to, inter alia, nanotechnologies, chemicals,
biological materials and membranes.

Preqgin 2017 Global Private Equity and Venture Capital Report.

In this chapter, development banks and finance institutions refer to publicly owned finance
institutions with a development/policy-related mandate. National development banks refer
to those that primarily work in a domestic context. Bilateral development banks support the
development co-operation policy of a country and work in developing countries (supporting
both public and private sector activities), and bilateral development finance institutions (DFIs)
are agencies set up specifically to work with the private sector in developing countries.

MDBs, for example, maintain strong credit ratings due to the support of their shareholders,
which allows them to borrow resources from private capital markets at attractive rates and
on-lend these resources to developing countries with enough margin to cover administrative
costs (Humphrey, 2015).

This includes NDBs with a specific infrastructure mandate, as well as those with broader
industrial and other development mandates (which also cover some infrastructure financing).

Examples of sub-national development banks include NRW Bank in Germany, Banco do
Nordeste and Banco de Desenvolvimento de Minas Gervais (BDMG) in Brazil. Examples of
agriculture related national development banks include the Agricultural Bank of China, the
National Bank for Agriculture and Rural Development in India, Financiera Rural in Mexico,
Russian Agricultural Bank and the Land and Agricultural Development Bank of South Africa.

The Small Industries Development Bank of India (SIDBI), which targets SMEs; the Industrial
Finance Corporation of India (IFCI), which caters to the long-term finance needs of the
industrial sector, the India Infrastructure Finance Company Limited (IIFCL) and Infrastructure
Development Finance Company, whose focus is on infrastructure, the National Housing Bank
(NHB), which promotes and finances housing and the National Bank for Agriculture and Rural
Development (NABARD) which focuses on agriculture.

OECD (2017) defines green investment banks (GIBs) as “publicly capitalised entities established
specifically to facilitate private investment into domestic low-carbon, climate-resilient
infrastructure and other green sectors such as water and waste management”.
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18. IDFCisanetwork of developmentbanks. As of 2017 its membership includes 23 banks, including:
national development banks: Brazil (BNDES), Chile (BE), Peru (COFIDE), Columbia (Bancoldex),
Mexico (NAFIN), Morocco (CDG), South Africa (DBSA), Burundi (PTA), China (CDB), India (SIDBI),
Indonesia (Eximbank), Korea (KDB), Croatia (HBOR), Germany (KfW), Russia (VEB) and Turkey
(TSKB); regional development banks: Central American Bank for Economic Integration (BCIE),
Development Bank of Latin America (CAF), Banque Ouest Africaine de Développement (BOAD),
Black Sea Trade and Development Bank (BSTD), Islamic Corporation for the Development of the
Private Sector (ICD); and bilateral development finance providers: France (AFD), Japan (JICA).

19. According to the IDFC methodology, “green finance” includes climate finance as well as finance
for “other environmental objectives”, such as environmental protection, remediation and
biodiversity.

20. The definitions of “green” and “environmental” vary from bank to bank, making it difficult
to compare banks. For instance, for TSKB “sustainability-themed” includes renewable energy,
energy and resource efficiency, sustainable tourism and APEX loans.

21. KfW Group’s domestic activities are broken down into SME banking and municipal
development. The KfW SME banking dedicated 45% of its financing in 2014 to environmentally
friendly activities such as environmental protection, renewable energy and energy efficiency.
This included two lines of credits for demonstration projects in green finance: the KfW-BMUB
Green Innovation Programme and the KfW-EU NER 300 funding programme. With regard to
KfW’s municipal banking activities, 64% of financing for housing development goes towards
energy-efficient construction and refurbishment, while only 6.2% of infrastructure financing
is considered environmentally friendly.

22. Bytheend of 2014, CDB’s outstanding green credit loans — which include loans to environmental
protection, energy conservation and emissions reduction -- were RMB 958.5 billion, whereas
total loans to coal-related projects were RMB 174.5 billion (CDB, 2014).

23. Public climate finance for 2013-14 (on average) included USD 22.8 billion from bilateral sources,
USD 17.9 billion from multilateral sources (of which USD 15.5 billion was from the MDBs) and
USD 1.6 billion from export credits (OECD, 2015b).

24. MDB climate finance includes own resources and MDB-managed external resources. The share
represents MDB Climate Finance as a percentage of total MDB operations (i.e. MDB internal
resources and MDB-managed external resources) as reported in the joint MDB report (2015 joint
Report on Multilateral Development Banks).

25. MDBs’ Joint Declaration of Aspirations on Actions to Support Infrastructure Investment, available
at www.g20chn.org/English/Documents/Current/201608/P020160815360318908738.pdf

26. Most MDBs were originally set up to deliver infrastructure financing as a way of supporting
social and economic development, and delivering poverty reduction.

27. This includes EIB, EBRD, WBG (including IFC), AsDB, AfDB, IDB and IsDB.

28. MDB Response to the G20 Action Plan for MDB Balance Sheet Optimisation July 2016, available
at www.g20chn.org/English/Documents/Current/201608/P020160815361155807206.pdf.

29. The private sector window will be introduced in the funding envelope for International

Development Association (IDA) which provides grants and low interest loans to low-income
countries.

30. Within this context, the CIFs have played a particularly influential role in the MDBs’ support
for climate action. Initiated in 2008, the CIFs are a multilateral climate fund with a budget of
approximately USD 8 billion. A key feature of the CIFs is that their support is programmed and
implemented by MDBs, in contrast to other climate funds which are implemented by a range of
different entities e.g. UN agencies, governments, local financing institutions as well as MDBs
and other DFIs (Nakhooda et al., 2016). The CIFs accounted for just under half the external
concessional climate finance implemented by the MDBs in 2013-14 (Trabacchi et al., 2016).

31. The analysis is based on OECD-DAC data reported by DAC members as well as several non-DAC
members along with estimates of ODA-like flows from other countries, including Brazil, Chile,
China, Colombia, Costa Rica, India, Indonesia, Mexico, Qatar and South Africa. For a full list of
DAC and non-DAC member countries that report to the OECD, please see http://www.oecd.org/
development/stats/non-dac-reporting.htm.

32. To ensure conservative estimates, this includes AFD, KfW and JICA support for infrastructure for
which climate was the principal objective of the project only. If activities where climate change
is a significant objective of the project are considered, the shares of infrastructure financing in
2013-15 that could be considered climate-related are much higher: 68% of AFD, 89% for KfW and
67% for JICA. Bilateral development providers report on climate-related development finance to
OECD-DAC using the Rio markers approach, through which each activity is marked as to whether
climate change mitigation and/or adaptation is the “principal” or “significant” objective.
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33.

34.

35.

36.
37.
38.

39.

40.

41.

42.

43.

44.

45.

46.

47.
48.

49.

50.

51.

The OECD issued a survey in 2016 on renewable energy finance, with institutional investors,
assetmanagers, and corporations responding to questions regarding the financing environment
of renewable energy.

Instances where certain risks are transferred from the private sector to the public sector that
dis-incentivises the private sector to manage risks. For example, a public guarantee on project
debts may dis-incentivise debt holders to monitor the project entity.

Any risk mitigation instruments, particularly examples where concessional financing is
provided, should try to limit potential distortionary effects on market competition.

Please see www.ggf.lu/about-green-for-growth-fund/institutional-structure/.

See https://www.adb.org/site/funds/funds/asia-pacific-project-preparation-facility.

For detailed recommendations delivered to the G20in 2016 on diversifying financial instruments
for the financing of infrastructure, refer to the Guidance Note.

Refer also to the G20/OECD High-level Principles of Long-term Investment Financing by
Institutional Investors for greater details on the enabling environment for infrastructure
finance.

For more on yieldcos, refer to Chapter 5 of the OECD Business and Finance Outlook 2016

The Climate Bond Initiative (CBI) is working towards labelling green bonds, and also tracks the
development of unlabelled bonds which are climate-aligned.

http://www.renewableenergyworld.com/articles/2016/01/wind-solar-secure-11-5-billion-in-
tax-equity-deals-in-2015.html.

A 2016 OECD survey put questions to institutional investors, asset managers and corporations
about the financing environment of renewable energy.

For example, a scientific advisory committee to the European Systematic Risk Board recently
recommended that future stress tests of the pensions sector include climate-related risks.

Geoff Summerhayes, Executive Board Member of the Australian Prudential Regulation Authority,
17 February 2017, “Australia’s New Horizon: Climate Change Challenges and Prudential Risk”

As of December 2016, 86 financial institutions have officially adopted the Equator Principles
covering project finance debt, which reportedly covers 70% of international project finance
debt in emerging markets

The NCFA consists of 30 signatories (financial institutions).

ESG integration is defined as: the recognition in the institutional investor’s investment policy
or principles that ESG factors (of which climate change may be included) may impact portfolio
performance and so affect the investor’s ability to meet its obligations; and using analysis
of those impacts to inform asset allocation decisions and securities valuation models (or
employing third parties to do so) (OECD, 2017a).

See OECD publication “Investment Governance and the Integration of ESG Factors” for the full
study.

International Financial Institution Framework for a Harmonized Approach to Greenhouse
Gas Accounting (2015), available at https://www.thegef.org/sites/default/files/file attach/IFI-
Harmonisation-Framework-GHG%20Accounting-2015.pdf.

Building on current work developed by Global infrastructure Hub (GIH), EDHEC (Ecole des
Hautes Etudes Commerciales) and the OECD, and on note circulated to the G20 in 2015 on
Addressing Data Gaps in Long-term Investment.
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About the Database

The main source for the trends analysis is the I[JGlobal transaction database. Between
2010 and 2016, 4 596 projects were included across the transport, power, renewables, oil
and gas, water and telecoms sectors, for a total volume of USD 2.4 trillion. Deals in which
the SPV or the sponsor is 100% state-owned are not eligible for project or corporate finance
ranking. The figures presented refer to financing activity and not to capital expenditure.

The study included the use of two different databases: IJGlobal Transactions and
Bloomberg New Energy Finance. IJGlobal Transactions data was used to study financing
trends in the transport, power and water sectors. The transport sector refers to roads, ports,
transit infrastructure, tunnels, maritime transport infrastructure, heavy rail, bridges and
airports. The power sector refers to transmission and distribution, coal-fired power plants,
gas-fired power plants, oil-fired power plants, independent water and power projects, hydro,
carbon capture and storage, and co-generation. The water sector refers to water treatment,
distribution and desalination.

For the renewable energy sector, the study of financing trends relied on the Bloomberg
New Energy Finance database. The sectors included are wind, small hydro, solar, biomass,
biofuels, geothermal, digital energy, energy storage, fuel cells, efficiency, carbon markets,
hydrogen, and energy retail and supply.

The study only included private sector related transactions reaching financial closure;
therefore, the dates refer to the financial close date.

Some transactions’ proceeds target several regions. When it was impossible to identify
the main region the financing targeted, the transaction was not included in the analysis of
the regional infrastructure trends.

The study only included transactions with a reported transaction amount; no estimates
have been performed for transactions with unknown amounts.

Only transactions with a clear capital structure description (debt vs. equity) were
included; tracking and spotting trends in the transactions financing mix was among the
main objectives of the analysis. The study deliberately excluded transactions with a
reported amount but an unreported capital structure.

For the analysis of the infrastructure-related syndicated loans trends, the Thomson
Reuters syndicated loans database was used. The study included the following sectors:
alternative energy sources, power, water, waste water, and waste management, internet
infrastructure and transport infrastructure.

Thomson Reuters was also used to show trends in terms of cost of financing for
infrastructure-related syndicated loans. The margins over the benchmark presented for
each region were weighted by transactions’ sizes.

Table A7.1. Categories included in the financing types for each database

1JGlobal Transactions Bloomberg New Energy Finance
Primary Project Finance — Primary Financing New Built
Financing ) ) ) )
Corporate Finance— Primary Financing
Refinancing Project Finance — Primary Financing Refinancing
Corporate Finance— Primary Financing
M&A Project Finance — Asset Acquisition / Corporate Acquisition Corporate M&A

Corporate Finance — Asset Acquisition / Corporate Acquisition Asset Finance - Acquisition
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Data include the roll-out phase on primary financing (financing of primary assets/
projects) and secondary market activities not associated with new activity, including
investment projects that do not contribute directly to new assets or company financing,
such as corporate mergers and acquisitions (M&As) and asset refinancing and acquisitions.
Main categories used are:

» Project Finance: a single-purpose infrastructure asset or portfolio financed with
commercial debt on a non-recourse or limited recourse basis. The transaction is
secured on the project’s long-term future cash flows and assets of the project or
target company (SPV). Acquisitions financed with this structure and associated with
new and existing infrastructure assets - such as the transfer or sale of assets or an
asset-based holding company - will be included in project finance.

» Corporate Infrastructure Finance: transactions related to the general development
of infrastructure and not classified as non-recourse and limited recourse project
finance. This includes hybrid finance with recourse to corporate balance sheets
and corporate loans made to companies that own and/or operate assets. Corporate
Infrastructure Finance also includes mergers and acquisitions of companies that own
and/or operate assets such as vertically integrated utilities with retail businesses and
other companies that cannot be valued on assets alone. Mergers and acquisitions can
be financed on-balance sheet or with commercial debt guaranteed by the sponsor.
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