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Brief Summary

In the landmark Paris Climate Agreement, the international community committed to limit
global warming to well below 2°C, if not 1.5°C above preindustrial levels. World leaders also
committed to foster adaptation and to make all financial flows consistent with climate resili-
ent, low greenhouse gas development. The G20 as group of the leading industrial nations
and emerging economies, being responsible for 80% of global greenhouse gas emissions,
provides an important platform for joint action towards implementing the Paris Agreement.

Multilateral Development Banks (MDBs), which are dominated by G20-states, play a major
role in this regard. This background paper describes most important areas of action for MDBs
to achieve the climate and development goals as set out in the Paris Agreement and Agenda
2030. Specific measures for making MDB-portfolios climate-compatible, scaling-up financial
means for MDBs, providing technological and institutional support for climate-compatible
capacity building in MDB target countries, as well as tools for mobilising and shifting private
finance are presented and discussed with a view to current developments.

Specific policy recommendations to the G20 are provided, such that the G20 states as major
MDB shareholders use their power in the MDB boards to work towards comprehensive cli-
mate-compatible investment- and multiplier-strategies.
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1 Introduction

The United Nations Paris Climate Agreement obliges the international community to keep global
warming well below 2°C and to make efforts to limit it to 1.5°C in order to prevent dangerous cli-
mate change. In addition, all countries committed in the Agreement to intensify their adaptation
efforts and to making financial flows consistent with low greenhouse gas (GHG) and climate-
resilient development (Article 2.1c). The latter requires all investment - public and private - to
abandon unsustainable, carbon-intensive practices and projects, and shift towards green infra-
structure and low-carbon development.

To this end, the internalisation of external costs is key for example via effective CO2 pricing, pha-
sing out fossil fuel subsidies, disclosure of climate risks and carbon footprints as well as strategies
for reaching greenhouse gas neutrality for large companies and financial institutions. In addition,
considering sustainability and climate criteria in the evaluation of companies and investments
and aligning public procurement with climate criteria would be required. To avoid carbon lock-in
in emission-intensive development paths and to reduce the risk of stranded assets, public invest-
ments, in particular long-lasting infrastructure, must be aligned with the Paris climate goals and
Agenda 2030".

The central role of reliable, modern infrastructure for economic development and the welfare of
humankind is expressly acknowledged in the Agenda 2030’s ninth universal Sustainable Develop-
ment Goal (SDG9). SDG7, that is, access to affordable, reliable, sustainable and modern energy
supply, also requires considerable investments in energy infrastructure, especially in developing
countries. Worldwide infrastructure investment needs in transport, waste management, electricity
generation and distribution, telecommunications and healthcare are estimated to be about 90
billion US dollars by 20307 In addition to demographic development, urbanisation and replacing
outdated infrastructure are important drivers for investment needs in industrialised countries. The
under-financing of public infrastructure is a problem in all countries, even though the highest
needs occur in the large emerging economies and the fast-growing developing countries. This
presents a unique opportunity to providing sustainable and climate-friendly basic infrastructure in
many countries with only slightly higher investment of capital®.

Because of their central role in mobilising climate finance and implementing infrastructure in-
vestments in developing countries, MDBs can be effective on many levels. As public financial insti-
tutions, it is their job to implement state goals and obligations like those in the Paris Climate
Agreement and Agenda 2030.

The G20 as an economic and financial policy forum of the economically strongest industrial and
emerging countries has been pursuing various initiatives for years to promote global infrastructure
development!. At the same time, the G20 states are the most important shareholders of MDBs and
could set the tone for thorough climate-friendly investment policies. At the present time, the G20
infrastructure agenda is, however, still to a great extent disconnected from climate and sustaina-
bility goals. The MDBs, even though they are involved in climate finance, are still far away from
truly climate-friendly investment and multiplier strategies that are compatible with the 1.5°C tar-
get.

This background paper describes possible means and measures for the MDBs to carry out their
activities in the service of Article 2.1¢, and to mobilise urgently needed additional private funds for
climate-friendly development. Corresponding policy recommendations for the G20 are being
developed and presented.
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Multilateral Development Banks

Multilateral Development Banks (MDBs) are supranational financial institutions whose
shareholders are sovereign states — they are, therefore, part of public finance.

MDBs play a central role in financing and executing capital-intensive projects such as build-
ing infrastructure like roads, ports or energy-generation facilities in developing countries. In
doing so, they also implement the development policy targets of their shareholders. Fur-
thermore, they play an important role in international capital markets, as they borrow con-
siderable capital to refinance loans.

New actors joined the classic MDBs, which are mostly dominated by industrialised countries,
in the year 2014 with the foundation of the New Development Bank (NDB) of the BRICS states
(Brazil, Russia, India, China, South Africa) and the Asian Infrastructure Investment Bank (AlIB).
There is little experience with these to date, however, because of the central role played by
the fast-growing emerging states and the increasing significance of south-south co-operation
in the global transformation, they are important actors for sustainable public finance.

In addition to the multilateral, there are also bilateral, regional and national development
banks with a corresponding geographical focus. Many of the measures discussed and the re-
commendations presented in this paper can be applied to these banks.

= )

2 MDBsO0O cl i mat e:stattisr at e gl e ¢
and gaps

Since the industrialised countries committed to mobilise billions US-dollars for climate finance for
the so-called developing countries at the 2009 Climate Conference in Copenhagen, MDBs have
become important partners in fulfilling these commitments.

In the meantime, most of the MDBs declared to increasing the share of climate finance in their own
portfolios to 40% of investments by 2020. A majority of the MDB’s climate-finance strategies is
based on this commitment and other measures, for example, in the area of CO2 pricing (see Table
1). Overall, climate finance is seen as a separate section in the portfolios of the MDBs.

However, with the Paris Agreement entering into force, international law requires to align all finan-
cial flows with the goals of the Paris Agreement, as stated in its Article 2.1c. This means that the
MDBs need to expand their climate strategies, adapt their own investments, braden their activities
in the areas of capacity-building and mobilise private funds in line with the requirements of the
Paris Agreement.

Climate finance can no longer be seen as a separate area of investment. Rather, the MDBs should
now align their entire portfolio with the goals of the Paris Agreement. To date, this is the biggest
gap in MDBs’ climate strategies, as can be seen in Table 1. There is still an enormous need for ac-
tion concerning portfolio-wide decarbonisation measures (see Chapter 3).

In view of the high investment needs, scaling-up overall MDB finance for the climate-compatible
transformation in emerging and developing countries is still necessary. Under the United Nations
Framework Convention on Climate Change (UNFCCC), the industrialised G20 states are obliged to

5
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Table 1: MDBs climate action overview

AfDB AsDB EBRD EIB IADB WBG AlIB NDB CDB

Climate finance

Climate finance

target Yes Yes Yes Yes Yes Yes N/A N/A N/A

Decarbonisation strategy

Comprehensive
climate strategy for Partly Partly Partly Partly Partly Yes Partly No No
own investments

Portfolio-wide GHG
reduction target

No No No No No No No No No

Climate considerations in project planning

ESG safeguards

include climate Partly No Partly Yes Partly Partly Yes No N/A
Qmate r\skana{y§|s Yes Yes Yes Yes Partly Yes N/A N/A Yes
in financial analysis

. Startin
Internal CO2-Price No No Yes Partly No 2018 No N/A N/A

Climate criteria for project planning

Application
1.5°C/<2°C invest- No No No No No No No No No
ment criteria

Coal exclusion No No Partly Partly Partly Partly No No N/A

Further fossil fuels

exclusion Pty Partly No No Partly No N/A N/A N/A

Carbon accounting and disclosure

Project-level Partly Partly Partly Yes Partly Partly N/A N/A N/A

Portfolio-wide No No No Yes Partly No No N/A N/A

Note: This table represents own analysis of information collected from various sources (see below). AfDB: African Develop-
ment Bank, AsDB: Asian Development Bank, EBRD: European Bank for Reconstruction and Development, EIB: European
Investment Bank, IADB: Inter-American Development Bank, WBG: World Bank Group, AlIB: Asian Infrastructure Investment
Bank, NDB: New Development Bank and CDB: Caribbean Development Bank. N/A: not available. ESG: Environment, Social,
Governance.

Sources: Draft Joint Multilateral Development Bank Initiatives on Climate Action (March 19" 2017), urgewald e.V., Christian
Aid, Oil Change International, Bank Information Center, Overseas Development Institute, AsDB, EBRD, EIB, IADB, WB.
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provide climate finance for developing and emerging economies, yet they still lack behind their
commitments (see Chapter 4).

Apart from that, with their experience and support for capacity-building, MDBs can be important
partners for governments to implement the Paris Agreement domestically. They can help to
strengthen institutions and to raise public revenues for investments in climate-friendly infrastruc-

ture. Furthermore, they can provide support for adapting the regulatory framework in such a way
that private capital is being shifted and climate-friendly projects are realised. |||l

climate- 6

3 Aligning investm  ents with the Paris
Agreement
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