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Abstract

At the G20 summit in 2023, countries agreed to triple global renewable energy
capacity by 2030 and achieve global net zero emissions by mid-century. Achieving these
goals will require a substantial scaling-up of investment and climate finance for which
Multilateral Development Banks (MDBs) are expected to play a critical role.
Nevertheless, MDBs have faced scrutiny over their continuous support to fossil fuel
projects and failure to consistently allocate resources to low-carbon development
projects. This brief describes two main areas where MDBs can play a central role in
correcting course:

1. MDBs should work on four priorities: (i) updating their Paris Alignment
methodology, (ii) updating Word Bank and joint-MDB country plans, (iii) joining
international initiatives like the Clean Energy Transition Partnership (CETP), and (iv)
increasing the quality of clean energy finance.

2. MDBs should focus on avenues for transition finance mobilization for fossil fuel
producers, in particular State-Owned Enterprises (SOEs) and their host governments,
which is a blind spot of current climate finance discussions. Here, we explain three
avenues to engage with SOEs and their host governments to increase their ambition in
climate change mitigation by affecting their credit ratings and finance conditionality, as
well as providing fiscal and regulatory assistance for transition planning and

implementation.

TFO3



Diagnosis of the issue

Emerging markets and developing countries, excluding China, require over US$1
trillion annually by 2030 to transition to carbon neutrality (Songwe, Stern, and
Bhattacharya 2022), but receive currently less than 27% of the necessary climate
investment (Netto, Rizzo, and Feitosa 2023). Multilateral Development Banks (MDBs),
of which G20 countries are collectively major shareholders, are expected to play a critical
role in closing this finance gap. Until now, MDBs have faced scrutiny over their
continuous support to fossil fuel projects and failure to consistently allocate resources to

low-carbon development projects.

Fossil fuel projects support

In 2020, nine major MDBs stopped project financing for coal for the first time (IISD
2021b) and have not provided funding for coal since then (O’Manique 2023). However,
funding for oil and gas (O&G) has continued and not been included yet (or only included
partially) in the MDB finance restrictions policies (Neunuebel et al. 2023). Figure 1 shows
the latest data on fossil fuel finance by nine MDBs for 2022 (energyfinance.org).

Despite the fall in direct fossil fuels project finance, indirect fossil fuel financing (e.g.
policy-based lending, trade finance and intermediated finance) continues to be substantial
(Neunuebel et al. 2023). This is at odds with the commitment to support a just and
ambitious transition away from fossil fuels which MDBs have made at COP28(UNFCCC

2023).
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FIGURE 1. MDBs’ Fossil Fuel support, annual average 2020-2022, USD billions

Source: (OCI 2024)

Of special concern is the deterioration of the quality of MDBs’ climate finance
reporting in 2021-2022. Important statistics previously included in their Joint Reports on
Climate Finance have been omitted, making it difficult to track changes in fossil fuel
project support (Neunuebel et al. 2023). However, there are strong indications that finance
for O&G projects has increased since the invasion of Ukraine in 2022, in particular
through indirect energy support (e.g. through financial intermediaries or policy-based
lending) (O’Manique 2023).

Another point of concern is that the MDBs’ joint Paris Alignment methodology
excludes only coal and peat power as ‘non-aligned’ (World Bank Group 2018), leaving
the door open for further finance of hydrocarbon projects, in particular in fossil gas, which
is misleadingly touted as a “transition fuel” despite its well known lock-in risk, high

climate and environmental impacts, and poor economic competitiveness compared to



renewable alternatives (IISD 2021a). Indeed, the EIB is the only MDB that does not
consider gas as a transition fuel, with most other MDBs still actively promoting it in

project finance, development policy finance, and through financial intermediaries.

Renewable energy support

Global investments in renewables reached USD 499 billion in 2022, but they are still
only one tenth of the amounts required to enable a Net-Zero scenario, which have been
estimated at around USD 5 trillion a year between 2023 and 2030 (IRENA and CPI 2023;
Jones and Mun 2023). Of this, it is estimated that investments in emerging and developing
economies other than China need to increase fivefold, in particular in Africa, which
currently only attracts 3% of global energy investment (IEA 2023b; 2023a). MDBs
support for clean energy was $20.3 billion per year from 2020 to 2022, 3.3 times the

support for fossil fuels, reaching a record high of $26 billion in 2022 (O’Manique 2023).
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FIGURE 2 - MDBs Clean Energy support, annual average 2020-2022, USD billions

Source: (OCI 2024)
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Despite the positive trends, finance for clean energy is still too small compared to what
countries, in particular developing countries, require for implementing a transition to
100% renewable energy systems. Moreover, only a small fraction of the finance is
concessional, and some of the supported projects have potential impacts on land rights
and indigenous communities (Moreno et al. 2023), showing the importance of increasing

not only the scale but also the quality of clean energy finance by MDBs.

Fossil fuel producers

Finance mobilization for fossil fuel producers, in particular State-Owned Enterprises
(SOEs) in the extractive and energy sectors and their host governments in emerging
economies (for example, Petrobras in Brazil), is a blind spot of current discussions around
climate finance but will be central to enable a global transition away from fossil fuels.
Here, we explain how MDBs can play a central role in addressing this blind spot.

The inevitable peak and decline of fossil fuels will expose fossil fuel producers,
including SOEs in extractive and power sectors to a series of financial, economic, political
and social risks. These risks will vary for fossil fuel SOEs, they are particularly
heightened in the case of National Oil and Gas Companies (NOCs), given their political
and economic weight in their host countries and their importance as source of state
revenues (Coffin 2021; Manley, Furnaro, and Heller 2023). There is an urgent need for
NOCs and their host countries to create transition plans, which financial actors could
support.

While climate and transitions risks are not yet directly factored into credit ratings
(Burke 2023; Financial Times 2023),the costs of securing debt may increase as financiers
become more climate conscious and aware of fossil fuel stranded assets risk (S&P 2021).

Despite the growing transition risks, there is still a disconnect between financial actors,
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including MDBs, and the need for fossil fuel producers’ decarbonisation. In particular, as
shown in Figure 3, NOCs’ credit ratings are currently not correlated with their low carbon
transition plans, in stark contrast with measures accounting for companies’ progress
toward global climate goals like the ACT score!. Given the heightened transition risks
many NOCs face, those risks should be better reflected in credit scores. This is
particularly relevant for NOCs operating in lower-middle-income countries where climate
finance must be scaled up.

Direct and indirect financers (e.g. sovereign lenders), including MDBs, are a key
source of financing for NOCs and their host governments, especially for non-commercial
operations (e.g. fuel subsidy programmes) (Christiansen 2013). Analysts view this as a
fiscal pathway for NOC host governments to circumvent sovereign debt limits (Lupo-
Pasini 2021; WTW 2023), which gives MDBs and other sovereign lenders a unique point

of leverage to drive credible transition plans within O&G producers.

'The ACT Initiative provides a corporate climate accountability framework with sectoral
methodologies to assess companies’ decarbonization strategies and transition plans (ACT,

n.d.).
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FIGURE 3. Credit ratings and ACT scores for NOC

Source: (WBA, IISD, and UCSB 2023)

This perspective can be a conversation opener between financers and host

governments of NOCs, to make them see the implementation of economic diversification

strategies and fossil fuels production transition plans, as a strategy to protect their credit

ratings in a context where financers are increasingly aware of climate and transition risks.



Recommendations

Ending fossil fuels support and stepping up clean energy support

One way in which MDBs can make concrete progress on their promises to support the
transition from fossils to renewable energy is to join international coalitions with concrete
targets in this regard. Here, the Clean Energy Transition Partnership (CETP) could be a
good platform for MDBs. At the moment, the European Investment Bank (EIB) and the
East African Development Bank are the only MDBs that have joined (CETP 2024).

Signatories to the CEPT committed to shifting international public finance away from
fossil fuels and into clean energy. A good example of shifting fossil to clean finance comes
from the EIB which together with Denmark is the only CETP signatories that have shifted
more international public finance to clean energy than they have divested from fossil fuels
(Jones and Mun 2023). If other MDBs join the CETP and shift their current funding of
fossil fuel projects to clean energy, several billions could be shifted yearly, contributing

considerably to close the clean energy investment gap.

Improving financial conditions for fossil fuel production phaseout

Here we propose three routes for MDBs to use their dual roles as lenders and assistance
providers to engage with key fossil fuel producers, including SOEs and their host
government to increase their ambition in climate change mitigation and supporting a just
and ambitious transition away from fossil fuels, which has been announced as a key action
area for MDBs at COP28(UNFCCC 2023).

First, MDBs could create strategies and mechanisms for protecting positively the credit
ratings and cost of debt of fossil fuel producers committing to a transition away from

fossil fuels. Second, MDBs could create finance lines targeted to fossil fuel producers
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with ambitious transitions plans. This is of key importance, considering that three- TFO3
quarters of MDBs climate finance is not concessional (Neunuebel et al. 2023). Third,
MDBs could provide technical assistance to fossil fuel producers in the enhancement of
their Nationally Determined Contributions, Long-Term Strategies, and just transition and

economic diversification plans.
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Scenario of outcomes

Brazil's commitment to fostering sustainable finance within the G20 framework will
be central to increase global ambition to mitigate climate change and transition away from
fossil fuels. The Finance Track of the G20 offers and effective channel for Brazil to lead
on translating current promises into tangible actions by large financial actors to support
the transition.

However, Brazil’s commitment to increase the ambition in fight against climate change
seems to still be largely disconnected from the need for fossil fuels production phaseout.
Indeed, Petrobras (Brazil’s NOC) is one of the largest O&G producers of the world, and
is currently planning to almost double its oil and gas production by 2030 (SEI et al., 2023).
Brazil joined the OPEC+ as an observer in 2024, strengthening their intention to remain
a significant oil producer. Petrobras representatives, researchers, and government officials
still argue for the need of O&G revenues for financing the transition, reaching sustainable
development goals, and avoiding financial market instability (Bearak 2024).

Bringing those concerns and contradictions, typical of emerging economies dependent
on fossil fuels production, to the table in the upcoming Finance Track of the G20 could
be a strategic opportunity for Brazil to elevate the discussion of specific climate and
transition finance needs for fossil fuel producers to international forums. In this briefing,
we have highlighted two important areas of action for MDBs, which should be addressed
in the G20 meetings.

First, MDBs could play a central role in enabling closing the finance gap for clean
energy, by shifting billions of international public finance away from fossil fuels and into
clean energy. We propose four key priorities for MDBs that G20 countries can advocate

as MDBs’ main shareholders:

11
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e Updating their Paris Alignment methodology to exclude all fossil fuel projects
along the entire value chain (as opposed to only coal and peat power) and stop promoting
fossil gas as a transition fuel.

Updating individual MDB methodologies such as the World Bank Climate
Change Action Plan (and joint-MDB country plans) to exclude all fossil fuel support
and strengthen support for a just transition for both fossil fuel consuming and
producing countries.

e Joining international initiatives such as the Clean Energy Transition Partnership
to translate intentions into concrete targets and actions for shifting international public
finance away from fossil fuels and into clean energy.

e Improving the quality of clean energy finance by MDBs in addition to
increasing its scale, by focusing more on concessional finance and on projects without
potential human rights, social, and environmental impacts.

e Strengthening co-financing among MDBs, which can be of great value for

scalability and to tap into the expertise of other peer MDBs.

Second, MDBs could help enabling transition finance mobilization for fossil fuel
producers, in particular fossil fuel SOEs host governments in emerging economies. Here,
we propose four routes for MDBs to engage with key fossil fuel producers to increase

their ambition in a transition away from fossil fuels:

e C(Creating strategies (e.g. new credit rating methodologies) and mechanisms (e.g.
debt guarantees, risk sharing instruments, insurances, etc.) that encourage efforts of
fossil fuel producers (including fossil-fuel SOEs and their host governments) taking bold

steps to transition away from fossil fuel production.

12
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e Creating finance lines targeted to fossil fuel producers with verifiable
ambitious transitions plans that will include concessional support conditional on
achieving key transition milestones such as producer fossil fuel subsidy removal,
moratoria of new fossil fuel projects, or just transition measures for fossil fuel dependent
economies and communities.

e Providing fiscal and regulatory assistance for fossil fuel producing countries
in the enhancement of their Nationally Determined Contributions, Long-Term Strategies,
and just transition and economic diversification plans (e.g. in areas such as investment
needs estimates, green budgeting, sectoral pathways development, and fossil fuels
subsidy reform). For countries unwilling to include fossil fuel production in their climate
commitments the Climate Change Development Reports (CCDRs) of the World Bank and
joint-MDB country platforms can become an entry point for MDBs to support transition

away from fossil fuel dependency.

13

TFO3



References TFO3
ACT. n.d. ‘Assessing Low Carbon Transition’. Accessed 15 March 2024.
https://actinitiative.org/.
Bearak, Max. 2024. ‘Brazil’s Clashing Goals: Protect the Amazon and Pump Lots More
Oil’. The New York Times, 13 March 2024, sec. Climate.
https://www.nytimes.com/2024/03/13/climate/brazil-oil-production.html.
Burke, Matt. 2023. ‘Most Investors Still Aren’t Factoring in Climate Risks. Oil and Gas
Firms Face Virtually No Additional Borrowing Costs’. Energy Post (blog). 15
December 2023. https://energypost.eu/most-investors-still-arent-factoring-in-climate-
risks-oil-and-gas-firms-face-virtually-no-additional-borrowing-costs/.
CETP. 2024. ‘Who We Are | Clean Energy Transition Partnership’. 2024.
https://cleanenergytransitionpartnership.org/who-we-are/.
Christiansen, Hans. 2013. ‘Balancing Commercial and Non-Commercial Priorities of
State-Owned Enterprises’. Paris: OECD. https://doi.org/10.1787/5k4dkhztkp9r-en.
Ciummo, Stefania, Florian Walch, and Miriam Breitenstein. 2022. ‘Disclosure of
Climate Change Risk in Credit Ratings’. SSRN Electronic Journal.
https://doi.org/10.2139/ssrn.4218357.
Coffin, Mike. 2021. ‘Adapt to Survive: Why Oil Companies Must Plan for Net Zero and
Avoid Stranded Assets’. Carbon Tracker Initiative. September 2021.
https://carbontracker.org/reports/adapt-to-survive/.
Financial Times. 2023. ‘Oil and Gas Firms Face Virtually No Extra Borrowing Costs,
S&P Finds’. 16 November 2023. https://www.ft.com/content/830e3ae6-0c3c-4da9-
87e7-41f72aa3e249.
IEA. 2023a. ‘Financing Clean Energy in Africa — Analysis’. IEA. September 2023.

https://www.iea.org/reports/financing-clean-energy-in-africa.

14



e

. 2023b. ‘Net Zero Roadmap: A Global Pathway to Keep the 1.5 °C Goal in TFO3
Reach — Analysis’. IEA. September 2023. https://www.iea.org/reports/net-zero-
roadmap-a-global-pathway-to-keep-the-15-0c-goal-in-reach.

IISD. 2021a. ‘Step Off the Gas: International Public Finance, Natural Gas and Clean

Alternatives in the Global South’. International Institute for Sustainable Development.

2021. https://www.iisd.org/publications/natural-gas-finance-clean-alternatives-global-

south.

. 2021b. ‘Fossil Finance from Multilateral Development Banks Reached USD 3
Billion in 2020, but Coal Excluded for the First Time Ever’. International Institute for
Sustainable Development. March 2021. https://www.iisd.org/articles/press-
release/fossil-finance-multilateral-development-banks-reached-usd-3-billion-2020.
IRENA, and CPI. 2023. ‘Global Landscape of Renewable Energy Finance 2023°. 22
February 2023. https://www.irena.org/Publications/2023/Feb/Global-landscape-of-
renewable-energy-finance-2023.

Jones, Natalie, and Bokyong Mun. 2023. ‘Putting Promises Into Practice: Clean Energy
Transition Partnership Signatories’ Progress on Implementing Clean Energy
Commitments’, November.

Klusakab, Agarwalabc, Burkeab, Kraemerde, and Mohaddesf. 2021. ‘The First “climate
Smart” Sovereign Credit Ratings’. University of Cambridge. 18 March 2021.
https://www.cam.ac.uk/stories/climatecreditratings.

Lupo-Pasini, Federico. 2021. ‘Hidden Sovereign Finance’. Capital Markets Law
Journal 16 (2): 165-86. https://doi.org/10.1093/cmlj/kmab002.

Manley, David, Andrea Furnaro, and Patrick Heller. 2023. ‘Riskier Bets, Smaller
Pockets: How National Oil Companies Are Spending Public Money Amid the Energy

Transition’. Natural Resource Governance Institute. 2023.

15



http://resourcegovernance.org/publications/riskier-bets-smaller-pockets-national-oil-
companies-public-money-energy-transition.

Moreno, Mark, Alison Doig, Ceren Temizyurek, and Nezir Sinani. 2023. ‘Lost in
Transition’. https://re-course.org/wp-content/uploads/2023/09/Lost-in-Transition-
FINAL.pdf.

Netto, Maria, Lucca Rizzo, and Cintya Feitosa. 2023. ‘A Roadmap for Brazil’s G20
Presidency on Sustainable Finance’. CEBRI Revista. December 2023.
https://cebri.org/revista/br/artigo/132/a-roadmap-for-brazils-g20-presidency-on-
sustainable-finance.

Neunuebel, Carolyn, Joe Thwaites, Valerie Laxton, and Natalia Alayza. 2023. ‘The
Good, the Bad and the Urgent: MDB Climate Finance in 2022°, January.
https://www.wri.org/insights/mdb-climate-finance-joint-report-2022.

OCI. 2024. ‘Public Finance for Energy Database’. 2024.

https://energyfinance.org/#/data.

O’Manique, Claire. 2023. ‘Explainer: Latest Data Shows the World Bank Group and Its

Peers Are Still Locking in a Fossil Future’. Oil Change International (blog). 4 April
2023. https://priceofoil.org/2023/04/04/explainer-latest-data-shows-the-world-bank-
group-and-its-peers-are-still-locking-in-a-fossil-future/.

SEI, Climate Analytics, E3G, and IISD. 2023. ‘Production Gap Report 2023°.
https://productiongap.org/wp-content/uploads/2023/11/PGR2023 web_rev.pdf.
Songwe, Vera, Nicholas Stern, and Amar Bhattacharya. 2022. ‘Finance for Climate
Action: Scaling up Investment for Climate and Development’, November.

S&P. 2021. ‘S&P Global Ratings’. 2021. https://www.spglobal.com/ratings/en/.

16

TFO3



&

UNFCCC. 2023. ‘COP28 MULTILATERAL DEVELOPMENT BANKS (MDB) TFO3
JOINT STATEMENT’. Text/HTML. IFC. December 2023.
https://www.ifc.org/en/statements/2023/cop28-mdb-joint-statement.

WBA, IISD, and UCSB. 2023. ‘Assessing National Oil Companies Transition Plans an
Essential Tool for Banks Investors and Regulators’.
https://assets.worldbenchmarkingalliance.org/app/uploads/2023/11/Assessing-National-
Oil-Companies-transition-plans-an-essential-tool-for-banks-investors-and-
regulators.pdf.

World Bank Group. 2018. ‘Joint MDB Methodological Principles for Assessment of
Paris Agreement Alignment’. Text/HTML. World Bank. 2018.
https://www.worldbank.org/en/publication/paris-alignment/joint-mdb-paris-alignment-
approach.

WTW. 2023. ‘Understanding the Impact of a Low Carbon Transition on Colombia’.
WTW. August 2023. https://www.wtwco.com/en-us/insights/2023/08/understanding-

the-impact-of-a-low-carbon-transition-on-colombia.

17



4
G2® 20 oz

BRASIL 2024

UUUUUUUUUUUUUUUUUU
AAAAAAAAAAAAAAAAAAAAA

Let's

rethink

the world

32a2ae :

gop505

85d505 [ pea
C=BRI  Funbacao

ALEXAMNDRE Instituto de Pesquisa
Rethink Tank DE GUSMAO Econdmica Aplicada



