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executive summary

EXECUTIVE SUMMARY

The just energy transition, a nascent notion,

is gaining traction in public policy discourse
internationally. The concept is often framed and
contested across diverse contexts, and therefore
there is no definition around which all
stakeholders coalesce. Notwithstanding the lack
of consensus on the definition of the notion,

it embraces the need for transitions based

on the dual objectives of socially- and environ-
mentally-just development and decarbonisation,
as espoused in the Paris Agreement and the
Sustainable Development Goals.

Finance,amongst other critical levers, is
required to realise development and decarboni-
sation aspirations, and is the focus of this
research. Development finance institutions are
key financial actors that have played a critical
role in transitioning from fossil-fuel to
renewable energy generation. This has been
achieved by stimulating technological innovation
and generating and disseminating knowledge
related to financing renewable energy and
energy efficiency projects.

The just energy transition necessitates a
coupling and deepening of development, justice,
and decarbonisation. This, in turn, requires that
development finance institutions reconsider how
they finance decarbonisation to ensure that
outcomes are just and that development is
socially, economically, and environmentally
sustainable.

Thus, this research seeks to offer some initial
recommendations to development finance
institutions in how they may position themselves

to play a leading role in fostering the just
energy transition, thereby ensuring just and
sustainable development. This research was
undertaken in partnership with members of the
International Development Finance Club, and
recommendations are based on academic
literature coupled with practical insights based
on the knowledge and experience of develop-
ment finance practitioners.

It must be acknowledged that development
finance institutions differ in how they are
orientated and financed and the mandate they
seek to fulfil. The need to be commercially viable
is a constraint and thus development finance
institutions need to carefully consider how they
deploy limited resources for maximum impact
while ensuring commercial sustainability.
Therefore, not all recommendations contained in
this report can be taken up by all development
finance institutions but should serve as a starting
point for strategic reflection, to appropriately
position development finance institutions to
foster a just energy transition.

A consistent defining feature of DFls is, however,
their mandate to respond to crises and deploy
counter-cyclical investment. The confluence of
the climate crisis, the COVID-19 crisis and the
Russian-Ukraine crisis necessitate a definite

and expedient response from development
finance institutions. Exploring the potentially
catalytic role of development finance institutions
in fostering a just energy transition may
illuminate potential strategies for DFls to
address these wider pressures.
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Response may incorporate one or more of the
following key recommendations:

5 key recommendations for
Development Finance Institutions:

Foreground and embed socio-economic impact in all renewable energy investments

Expand the extent of project preparation as a core development function

Position DFls as mandated lead arrangers in syndicated financing

Evolve the approach to financing just energy transitions

Facilitate stakeholder engagement to coordinate a common approach to
just energy transitions

Development finance associations, such as the
International Development Finance Club, also
have a role to play in fostering a just energy
transition. These are:

3 key recommendations for
the International Development Finance Club:

Build transition finance capabilities in DFls and sharing expertise between IDFC members

Generate knowledge and educating the financial sector

Build institutional capacity for good governance
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1
INTRODUCTION

There is a growing recognition that a transition
to low-carbon energy systems is both urgent and
“must encompass multiple forms of justice”
(Abram et al., 2022:1). This notion is central

to the ‘just energy transition’ discourse that is
gaining traction internationally. Social, economic,
and environmental justice is implicit in this
discourse, over and above the necessity to
decarbonise the global economy to reach
international emissions reduction targets.

A just energy transition can be understood as

a structural shift in energy systems and energy
provision and consumption that is as equitable,
fair,and responsive to people’s needs as possible
(Hoffman et al., 2021).

Finance plays a decisive role in advancing just
energy transitions around the world. But exactly
how finance should be structured and leveraged
for developmental goals in this context is not

a foregone conclusion. The international
development finance community comprises key
players in this context, as significant informants
and enablers of policy focussed on mitigating
climate change through decarbonisation.
Understanding and shaping how financial
decision-making can foster and advance just
energy transitions across diverse global contexts
should be one of their top priorities.

It is well established that Development Finance
Institutions (DFIs) have played a pivotal role in
the low-carbon energy transition to date (Geddes
& Schmidt, 2020). Globally, the total investments

in energy transitions infrastructures® grew from
$312 billion in 2014 to $755 billion in 2021
(Bloomberg, 2022:43). Brokering between public
and private actors, DFls have created the
conditions for a growing flow of investments
into small- and large-scale renewable energy
projects. Having played this important role in the
energy transition (SDG 7 and 13),an important
question becomes how DFls can play a role in
connecting these investments to others’ societal
goals, such as addressing social inequality (SDG
1,5 and 10), improved well-being and thriving
communities (3 and 11). In short, what is now
known as shaping a just energy transition. This
challenge has become only more important

with the subsequent crises in the last decade.
For example, the COVID-19 pandemic further
deepened social equalities (UNDP, 2022),and the
more recent and ongoing Russia-Ukraine war has
resulted in a global energy crisis evident in rising
prices, exacerbated levels of energy poverty and
economic instability experienced in countries
across the Global North and Global South alike.
How investments in low-carbon infrastructures
help to address questions of energy poverty,
well-being, social equity, and others justice
issues, should be one of the main concerns for
DFls and other public finance organisations.

Fostering just energy transitions means that DFls
will have to combine multiple functions and
goals. They will have to combine their market
structuring role with identifying, fostering, and
evaluating opportunities for investing in

L Energy transitions infrastructure, as defined by Bloomberg, includes nuclear infrastructure.
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developmental objectives, as well as their intel-
lectual leadership in imagining and acting on
how a just and sustainable energy future looks.

Generally speaking, DFIs can be seen as ... a
form of government intervention in the financial
system that aims to address market failures in
the provision of finance or, more generally, to
help achieve socio-economic objectives such as
equity or poverty reduction” (Thorne & Du Toit,
2009:678 emphasis added). This means that
most DFls are dually tasked with addressing
market failure in the allocation of capital and
pursuing social equity or ‘developmental’ ob-
jectives. But these two ends are usually not
addressed on an equal footing. Some authors
(e.g., Ganson, 2022) conclude that DFIs focus on
financial sustainability, sometimes at the
expense of social and environmental concerns.
Thus, to understand how finance can advance
just energy transitions in the Global South and
Global North, we need to further interrogate the
tensions and contradictions between the goals of
DFls in this context.

To explore the tensions across the roles of DFls
in financing energy transitions this report zooms
in on the particularities of the developmental
mandate unique to DFls, to trace the evolution
of the roles that DFIs have played in financing
the energy transition and from there tease out
recommendations for how DFIs might help to
shape just energy transitions around the world.

This report is the product of a collaboration
between the research consortium Reconfiguring
Energy for Social Equity (ReSET) and the
International Development Finance Club.

ReSET is an international research project that
investigates the relationship between
investments in the energy transition and social
justice in different global contexts. The research
consortium comprises researchers from Freiburg
University (Germany), the Indian Institute for
Human Settlement (India), Urban Futures Studio,
Utrecht University (the Netherlands) and the
Centre for Sustainability Transitions, Stellenbosch

University (South Africa). The International
Development Finance Club (IDFC) is an
association of Development Finance Institutions
(DFIs) that collectively commit to achieving the
aspirations espoused in the Paris Agreement and
Sustainable Development Goals (SDGs). More
specifically, this research report speaks to the
focus area of the IDFC’s Climate Working Group
and is championed by the Development Bank of
Southern Africa (DBSA).

The ReSET research agenda investigates whether
and how investments in the global renewable
energy transition, as articulated in Sustainable
Development Goal (SDG) 7 and 13 (affordable
and clean energy and climate action), can be
more strongly aligned with social equality
priorities, as articulated in SDG 5 (gender
equality) and SDG 10 (reduced inequalities).

The ReSET research agenda comprises several
components, one of which explores how
investments in renewable energy by develop-
ment finance institutions may be leveraged for
socio-economic recovery and resilience in the
wake of the COVID-19 and Russian-Ukraine
crises. This research considers how DFls
historically have approached investment in the
energy transition and provide recommendations
for how DFIs may make decisions about
investing in renewable energy projects that
foreground socio-economic development
impacts.

This report presents the findings of this research
and provides recommendations, considered key
by development finance practitioners, that will
enable DFls to better situate themselves to
stimulate and foster just energy transitions.

The report will be structured as follows: firstly,
in Section 2, a broad context will be provided
about the just energy transition, its historical
emergence from the international labour
movement, and the prevailing conceptualisation
of just energy transitions as a critical leverage
point for in redirecting the global economy
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towards a more just, sustainable, and
climate-compatible trajectory.

Section 3 outlines the overarching objective and
specific research questions driving this research.

This is followed in Section 4 by a review of the
role of Development Finance Institutions within
the global financial systems. The review helps
to distinguish different types of DFIs with
respect to their ownership, source of funding
and core mandate. This is instructive for a more
nuanced analysis of DFIs, which is then traced
historically in a periodisation that captures the
evolving role of DFIs over the last century.

The analysis of the literature is significant in
substantiating the institutionalised development
mandate of DFIs. The review then situates this
framing of DFIs within the context of the energy
transition with an analysis of the roles fulfilled
by development finance institutions across
distinctive periods of the global energy
transition.

Section 5 elaborates on the methodological
approach for this report before the findings

are discussed in Section 6. The methodological
approach of collaborative inquiry illustrated
findings across three key themes related to the
directionality and significance of DFls in
fostering just energy transitions around the
world articulation of socio-economic impact in
energy transition investments, and responses to
the COVID-19 and the Russian-Ukraine crisis.

Based on these findings, Section 8 details
recommendations for members of the IDFC, to
enable DFIs to take a lead in directing capital
to realise the aspirations of the just energy
transition discourse.
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2

THE JUST ENERGY TRANSITION’

The just energy transition (JET) is a nascent
notion that is rapidly taking centre stage in
global science-policy engagements, but that

has always been associated with the social,
economic,and environmental impacts of trans-
formations in the energy sector. The concept of a
just transition is rooted in trade union discourse
in the 1980s, in response to job losses owing to
the introduction of environmental protection
policies in the United States of America
(McCauley & Heffron, 2018). Contestation around
job losses in fossil fuel industries and the
promotion of green jobs has thus always been
at the centre of the just transitions movement
(Vona, 2019). That being said, the concept of just
transitions can be viewed as the wider process
of “a fair and equitable process of moving to-
wards a post-carbon society” (McCauley &
Heffron, 2018:2). Rather than speaking of ‘The
Just Energy Transition’, this expanded notion
suggest a sensitivity to diversity in energy
transitions and how they address the specific
conditions and challenges of the local contexts
in which they take place.

The just transitions discourse rose to prominence
in the wake of the Global Financial Crisis (GFC)
in 2008, where it was recognised that “recovery
from the financial crisis could not be achieved by
a ‘business as usual’ approach”and “[t]here was a
renewed focus on the interconnections between
the environmental, social and economic dimen-
sion of sustainability” (Ward, 2018:6). In 2015,
the International Labour Organisation’s (ILO)
defined just transitions as a “Guidelines for a Just
Transition towards Environmentally Sustainable

Economies and Societies for AlLl” and the Paris
Agreement. The ILO’s guidelines refer to “[a] just
transition for all towards an environmentally
sustainable economy... needs to... contribute to
the goals of decent work for all, social inclusion
and the eradication of poverty” (ILO, 2015:4).

In the same year, the notion was adopted in the
Paris Agreement. The Paris Agreement (UNFCCC,
2015) refers to “[c]onsidering the imperatives of
a just transition of the workforce and the
creation of decent work and quality jobs in
accordance with nationally defined development
priorities”.

Decent work, social inclusion and eradication of
poverty are specific socio-economic aspirations
that are espoused in the ILO’s guidelines and the
Paris Agreement and are echoed in the SDGs,
notably SDG 8 (decent work and economic
growth), SDG 5 (gender equality), SDG 10
(reduced inequalities) and SDG 1 (no poverty).
These aspirations fall under what McCauley et
al. (2019) refer to as an energy justice framework
that seeks to address distributional, procedural
and recognition justice concerns, that need to be
prioritised as part of the global commitments to
decarbonisation, including energy, climate,
economic and environmental impact.
Distributive justice is concerned with the
allocation of benefits accrued as a result of
renewable energy investment and is most closely
associated with socio-economic development
impact, as it is understood in the development
finance community. Recognition justice is
concerned with to whom benefits accrue, while
procedural justice is concerned with the right
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to fair participation in processes in which just
impacts are considered. The notion of energy
justice is notably broader than what is definition
employed in ILO’s guidelines and the Paris
Agreement and has been further expanded by
researchers in academic literature. Because of
the focus on finance, in this report, we will
mainly focus on distributive justice in
relationship to fostering just energy transitions.

Historically, fostering societal development is an
important agenda for DFls, alongside other goals
such as supporting economic and financial
stability. Social development, social impact,
socio-economic development, socio-economic
impact, social support, and social protection are
terms that are used interchangeably by some
DFls. In this report, these are collectively referred
to as socio-economic impact and signal the
interconnections between strategies to
accelerate decarbonisation while also advancing
development. The distinctions in definitions and
conceptions of socio-economic impact as under-
stood by different DFIs are outlined in Section 6
of this report.

The emphasis on just energy transitions, as
opposed to just transitions more generally, is
based on the recognition that an energy
transition from fossil fuel-based to low-carbon
energy generation and consumption enables
policymakers, and investors, central to

envision concrete principles and actions.

The energy transition is a lever for climate action
that enables policymakers, investors, and other
societal groups to envision concrete principles
and actions. The energy transition is key to “reach
global peaking of greenhouse gas emissions as
soon as possible... based on equity,and in the
context of sustainable development and efforts
to eradicate poverty” (UNFCCC, 2015:4). And
indeed, these commitments to global

emissions reductions are widely supported, as
signified by the Paris Agreement. Renewable
energy generation is the mitigation measure that

the highest proportion (84%) of parties to the
Paris Agreement included in their nationally
determined contributions for 2021. This is
followed by energy efficiency improvements in
buildings (63%) (UNFCC, 2021:38). This illustrates
the importance that signatories to the Paris
Agreement place on a low-carbon transition for
reaching ambitious and urgent emissions
reduction commitments? The International
Renewable Energy Agency (IRENA) estimate that
renewable energy and energy efficiency
interventions can achieve 90 per cent of the
reduction in carbon emissions required to
achieve the global aspiration of net zerolRENA,
2022). Therefore, the explicit focus on the just
energy transition prioritises decarbonisation as
a critical leverage point in redirecting the global
economy towards a more sustainable, and
climate-compatible trajectory.

2 A situation where carbon emissions are less than or equal to carbon emissions extracted from the environment.
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5
RESEARCH OBJECTIVES

The main objective of the research in this report
is to explore, in partnership with DFls, how
decisions about investments in renewable
energy projects can foreground socio-economic
impacts to accelerate just energy transitions in
different global contexts.

This project explores and unpacks critical
opportunities for DFls to support and strengthen
socio-economic recovery and resilience in the
wake of the COVID-19 and Russian-Ukraine
crises in ways that accelerate just energy
transitions.
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4

THE ROLE OF DEVELOPMENT FINANCE

INSTITUTIONS

Development finance institutions are a promi-
nent set of actors in the global financial
ecosystem (Abor, Adjasi & Lensink, 2021).

In addition, development finance has become
associated with a plethora of investments that
contribute broadly towards socio-economic
impact, but the antecedents and institutionali-
sation of this ‘development mandate’ are often
overlooked and not well understood.

To more accurately identity how DFls might

play a leading role in shaping just energy
transitions, it is necessary to unpack the
historical emergence of development finance
and the institutionalisation of DFIs. This section
first clarifies the purpose, function, and extent of
development finance within the global finance
system. This is complemented by a typology that
differentiates different types of DFls according to
their ownership, source of funding and mandate.
This typology is then situated within a historical
analysis of the ‘development mandate’ baked
into the DNA of DFIs and development finance in
general and presented across distinctive

periods over the last century. Finally, this framing
of development finance is applied to the energy
transition specifically, to contextualise the
recommendations for how DFls might take
leadership in fostering just energy transitions.

4.1 DFI TYPOLOGIES AND MANDATE

Development finance institutions (DFIs) and
public development banks (PDBs) refer to a
category of financial institutions in which the
state is a key actor. DFIs and PDBs largely are

publicly owned (95%) and funded financial
institutions that serve to further the govern-
ment’s policies (Xu et al., 2021). DFls provide
long-term capital to catalyse private sector
investment into high risks investments that
otherwise would not have access to capital to
stimulate economic growth and development
(Abor, Adjasi & Lensink,2021) in an ‘equitable
and sustainable manner” (Xu et al., 2021:272).

A study by Xu et al. (2021) identified 527 DFls
and PDBs spanning 150 countries globally.
These DFIs and PDBs hold total assets of $18,7
trillion and account for 10 per cent of annual
global financial transactions (Xu et al., 2021:276).
Degl’Innocenti et al. (2022), using the same
methodology as Xu et al., identified 554 DFls
spanning 155 countries in 2022 (Degl’Innocenti
et al.,2022:103). Evidently, DFIs are a
substantial and growing set of actors within
the global financial ecosystem.

DFls and PDBs may be categorised by their
typology. Table 1 provides a summary and
description of four main types of DFls and PDBs,
including ownership, sources of funding and core
mandate. The four main types of DFIs and PDBs
are multilateral, regional, bilateral, and national.
The government generally owns all DFIs and
PDBs, albeit that multilateral and regional DFls
are owned by more than one government, while
bilateral and national DFIs and PDBs typically
are owned by one government.

DFI and PDB ownership is closely linked to the
main source of funding. In most cases, DFls and
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PDBs “rely on regular funding support from
government” (Xu et al., 2021:273), however, in
the case of national DFls and PDBs, their
financing requirements exceed government
funding and therefore they need to raise
finance from capital markets. This includes
sourcing funding from multilateral and bilateral
DFls and PDBs, the latter of which is usually
concessional finance. The differentiation
between ownership and source of funding is

a necessary distinction to account for
differentiated policies and practices of different
DFls. This uncoupling of ownership and source
of funding becomes critical when examining
what specific roles different DFls fulfil,and
where their mandate is derived.

DFIs and PDBs are “development-oriented” in
that they “use market means to achieve develop-
ment goals” (Xu et al.,2021: 274) and thus the
core mandate of DFls and PDBs flows from this
premise.

Multilateral DFls, such as the World Bank and

the International Monetary Fund (IMF) provide
financial and non-financial assistance to most

Table 1: DFls categorised by typology
TYPE OF FDI OWNERSHIP

Multilateral Multiple governments

SOURCE OF FUNDING

Multiple governments

countries globally. Financial support often is
concessional and conditional. Non-financial
assistance is often provided in the form of
training and technical assistance, before or
after approval of financial support, that is
designed to ensure the success of the
intervention (Xu et al., 2021).

All regional, bilateral, and national DFls and
PDBs provide finance for development-oriented
interventions, often in accordance with the
development policies of their government.
Bilateral DFls largely focus on investments in
policy imperatives in ‘developing countries’ or
‘emerging markets’ (Abor, Adjasi & Lensink, 2021
& Xu et al., 2021), often linked to policy
imperatives of the government sponsor.

This may include financial support to stimulate
policy discourse and debate. Regional DFls limit
their investments to the region that they are
designed to serve, e.g., the African Development
Bank (AfDB) provides financial and non-financial
assistance to African countries only (Abor, Adjasi
& Lensink, 2021). National DFls typically invest
only in the country in which they are located,
albeit there exist some exceptions, e.g.,

COURE MANDATE EXAMPLES

Large-scale finance and » World Bank
technical assistance * IMF

Regional Multiple governments Multiple governments Large-scale finance and « AfDB
in one region in one region technical assistance in o CAF
specific region
Bilateral One government Owner (government) Developing countries, * AFD
emerging markets o KfW
informed by shareholder
(government)
National One government Government Country-specific « BNDES
development bank Capital market informed by * DBSA
(incl. multilateral and government  JICA

bilateral DFls)

Source: Authors’ own (2022)
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the Development Bank of Southern Africa (DBSA),
a national DFI based in South Africa, has a
mandate to “accelerate sustainable socio-
economic development and improve the quality
of life of the people of the Southern African
Development Community” (Xu et al., 2021:281),
i.e., beyond the borders of South Africa.

of life of the people of the Southern African
Development Community” (Xu, et. al, 2021:281),
i.e., beyond the borders of South Africa.

4.2 THE EVOLVING ROLE OF DFIS IN
DEVELOPMENT

It is well established that DFIs have a develop-
ment mandate (Thorne & Du Toit, 2009; Abor,
Adjasi & Lensink,2021; Xu et al., 2021 and
Degl’Innocenti et al., 2022). This development
mandate has been hardwired into the DNA of
DFls since the rise to prominence of DFls post
World War II. However, the particularities of this
development mandate are often not well
understood, have evolved over time and become
a catch-all term for conditionalities that support
activities beyond financial return.

In 1944, the United Nations (UN) Monetary and
Financial Conference convened at Bretton Woods
in the United States of America (USA). This
conference commonly referred to as the Bretton
Woods Conference, intended to seek consensus
amongst delegates from forty-four (44) countries
that participated in the conference to coordinate
global efforts for reconstruction in the wake of
World War Il and to agree on a way to regulate
international trade and finance. In 1945,
twenty-one (21) countries became the first
shareholder of the International Bank for
Reconstruction and Development (IBRD), i.e., the
lending arm of what was to become the World
Bank Group (Abor, Adjasi & Lensink,2021; World
Bank, 2022). Its core mandate was to provide
loans to government for reconstruction and
development, to stimulate post-war growth and
development (Abor, Adjasi & Lensink, 2021).

Similarly, the International Monetary Fund was
birthed at the Bretton Woods Conference and
formally established in 1945, to requlate
exchange rates to stabilise international trade
and finance post World War Il (Abor, Adjasi &
Lensink, 2021). All major currencies were

pegged to the US dollar at a fixed exchange

rate to facilitate international trade and finance.
The USA, in turn, backed the US dollar with gold,
i.e.,the gold standard.

The World Bank Group, noting the need to further
stimulate economic growth and development,
decided to extend its financial support beyond
that of lending only to governments, as was the
mandate of the IBRD. In 1956, International
Finance Corporation (IFC) was conceptualised
and established to provide loans to private
sector parties to ‘reduce poverty and promote
development” (Abor, Adjasi & Lensink,2021:176).

Economic events during the course of 1971 to
1982 represent a significant milestone in the
way in which DFls responded to crises. This
period may be characterised as a period of
increasing inflation. This period of inflation was
fuelled by, inter alia, increasing oil prices, notably
substantial increases in 1973 and 1979, referred
to as the oil crisis.

Two key responses by the USA ultimately paved
the way for DFIs to respond to global crises. The
first response by the USA was to abandon the
gold standard which ultimately resulted in a
free-floating exchange rate system (Abor, Adjasi
& Lensink, 2021). This effectively rendered the
IMF mandate-less. A second response by the USA
to rising inflation was to increase interest rates.

The substantial increases in oil prices, and
therefore oil profits, resulted in an increase in
commercial bank deposits. Commercial banks,
wanting to leverage this deposit windfall, opted
to increase loans, including loans to developing
countries. These loans were denominated in
dollars and therefore repayable in dollars at a
variable interest rate. It is suggested that the due
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diligence related to these loans was insufficient
and the use of proceeds was not monitored by
the lender (Abor, Adjasi & Lensink, 2021).

The confluence of an increase in ‘loose’ loans,
inflation,and an increase in interest rates, and
therefore an increase in dollar-denominated
repayments to creditors, resulted in developing
countries not being able to repay their loans. In
1982, Mexico was the first of several developing
countries in Latin America to officially announce
that they were unable to repay their loans to
commercial banks. This era is commonly referred
to as the Latin American Debt Crisis.

This crisis necessitated an intervention, as the
inability of developing countries to repay
significant loans to commercial banks
threatened the stability of the global financial
system. In response, DFls,and most notably

the IMF, rose to prominence as the lender of
last resort for the purpose of stabilising
international finance. During the period 1966

to 1975, the number of DFIs and PDBs increased
by 37 per cent (Xu et al., 2021:287), possibly

in response to this increasing need for
development finance to fulfil the function of
countercyclical investment in response to crises.

The IMF imposed stringent conditions for
developing countries to access loans. These
conditionalities related to macroeconomic and
structural reforms required and drawdowns of
loans and further support were dependent on
developing countries satisfying reform
requirements (Abor,Adjasi & Lensink, 2021).
This formally became known as Structural
Adjustment Programmes (SAP). The World
Bank and many other DFls followed suit and
adopted structural adjustment as a fundamen-
tal in providing financial support to developing
countries. Thus, SAP was embroidered into the
fabric of DFls in pursuit of macroeconomic
stabilisation.

Therefore, in considering the evolution of the
development mandate of DFls, it may be
concluded that the development mandate of

DFls is inextricably linked with counter-
cyclical investment in response to crises.
This trend continues to be evident in more
recent crises, including the Global Financial
Crisis (GFC) in 2008, the COVID-19 crisis in
2019 - 2021 and the Russian-Ukraine crisis
commencing in 2022.

During the period from 2006 to 2015, there was
an increase of 15 per cent in the number of DFls
and PDBs (Xu et al., 2021:287). While not
specifically linked to the GFC, DFls in
countercyclical investment response to crises
had a specific role to play in post-GFC recovery
and specifically in terms of ‘green recovery.

Economic stimulus interventions were
introduced in response to the GFC, including
green’ stimulus interventions. Geels (2013) puts
forth that the GFC stimulated investment in
renewable energy because “[ijn 2008 - 2009,
the idea of green recovery was fashionable
among G-20 countries (reducing carbon
emissions and creating jobs in one fell swoop)’,
however, this ‘green recovery’ was short-lived, as
“in some major countries... policies to support
renewable energy have become more politically
controversial” (Geels, 2013:87).

Regulatory responses to the GFC, such as the
publication of Basel Ill in 2010, have tempered
initial post-GFC ‘green recovery’ Sixty per cent of
renewable energy projects are funded by means
of project finance (Buchner et al., 2021:15) and
“Basel Il can increase the cost and the limit the
amount of long-term project finance available
for renewable energy projects” (Munoz Cabré et
al., 2020:36).

Over the period 2019 to 2021, in response to
COVID-19, there is a call to ‘build back better’,

a reference to the Build Back Better Framework
proposed by the USA government that focusses
on strengthening and integrating investment in
social, economic, and environmental objectives.
From a development finance perspective
specifically, the World Bank has championed
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green, resilient and inclusive development’ as

an opportunity for transformative inclusive and
sustainable development premised on delivering
a “just transition to a green economy” (World
Bank, 2021:6). This ‘green recovery’ has translated
into an annual increase of 18 per cent in renewa-
ble energy generation in 2021 (Hosseini, 2022).

The Russian-Ukraine crisis has sparked a global
energy crisis. While shortages of gas supplied by
Russia are most immediately and acutely
experienced in Europe, Hosseini (2022) notes
that there is a global recognition that there is a
need to diversify the energy supply, so as not to
be reliant on energy generation that is
dependent on importing fossil fuels. The geopo-
litical ramifications of this crisis still are
unfolding, but the outcomes will influence the
direction and extent of the just energy transition.
Given this historical evolution of the develop-
ment mandate of DFls, it is possible to periodise
DFIs’ response to crises and the implications of
these responses to the positionality of DFls in

Table 2: The evolving development mandate of DFls

global development. There are four distinct
periods, each related to a response to a key crisis,
as summarised in Table 2.

The first period is categorised by a need for
reconstruction and development in response

to World War II. This involved DFls playing a
leading role in the provision of long-term capital
for reconstruction and development and
stabilisation of international trade and finance
through monetary policy interventions.

Structural adjustment programmes designed to
stimulate economic growth and development
were introduced by DFls, as lenders of last
resort, in response to the oil crisis and
subsequent Latin American Debt Crisis. In
doing so, DFls pursued hegemonic stability
through interventions spearheaded by the IMF.
A key implication of this approach was the
introduction of conditionalities embedded in
concessional finance, a practice that persists to
this day.

1944-1973
Reconstruction & development

KEY CRISES:
° WWII

KEY ROLES OF DFls:

« Countercyclical crisis response: post-

WWII recovery

« Patient capital

« Stabilisation of international trade
and finance

IMPLICATIONS:

« Market stability through
monetary policy to regulate
international trade and finance

Source: Authors’ own (2022)

+ 1973-2007
: Structural Adjustment Programmes

© KEY CRISES:

¢« Oil crisis

: o LA Debt Crisis
 Asian Financial Crisis

: KEY ROLES OF DFls:

* « Hegemonic stability

: « Lender of last resort

¢ Crowd in private finance
¢ e Patient capital

: IMPLICATIONS:

¢« Focus on economic growth (GDP)
: « Conditionalities embedded in
concessional finance

. 2008-2019
: Green recovery

: KEY CRISES:
: « GFC
¢ Climate crisis

: KEY ROLES OF DFls:
* « Countercyclical crisis
response: bail outs and
climate crisis (facilitate
: green stimulus funds)

' e Patient capital

: IMPLICATIONS:

e >risk aversion

: o < funding for development
i « Climate & environmental
considerations foregrounded

: 2020+

: Green recovery 2.0:
Green Resilient &

. Inclusive Growth

: KEY CRISES:

: « COVID-19

: e Russian-Ukraine Crisis
« Climate crisis

: KEY ROLES OF DFls:
* e Countercyclical crisis response

: IMPLICATIONS:
.« Energy security,
: esp.for Global North
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Figure 1: Global annual new power-generating capacity (gigawatts) (2012-2021)

Source: Bloomberg, 2022:12

In response to the GFC, DFls channelled green
stimulus funding into renewable energy and
other green’ interventions, thus ushering in an
era where climate and environmental
considerations came to the fore in finance.
However, this initial stimulant was short-lived
and the GFC ultimately throttled funding for
green’ development, coupled with increased risk
aversion (Geels, 2013) and more onerous regula-
tory requirements (Munoz Cabré et al., 2020).

A similar ‘green recovery’ path was taken by DFls
in response to the COVID-19 crisis, albeit that
“the integration of climate and green elements
in recovery packages fell short of the need”
(Buchner et al., 2021:8), similar to that of the GFC
response. The ‘green recovery’ approach has been
amplified by the Russian-Ukraine crisis, where
energy security,and more specifically in Europe,
has been foregrounded.

This section has presented a high-level historical
analysis of development finance and develop-

ment finance in general. In the following section,
this will be traced with specific reference to the
global energy transition.

4.3 THE EVOLVING ROLE OF DFIS IN ENERGY

The nascent global energy transition has gained
traction in the new millennium. The change in
the profile of investment into energy generation
over the period 2012 to 2021 is illustrated in
Figure 1 (Bloomberg, 2022:12). This shows that
investment in renewable energy has increased
both in quantum and proportion of total invest-
ment in new capacity.

Mazzucatto (2015:29) notes that DFls, in addition
to fulfilling their function of the provision of
countercyclical investment, also have played

a significant role in shaping the directionality

of investment into “innovation-led green
transformations” (Mazzucato, 2015:29) and that
investments in renewable energy and energy
efficiency by DFIs increased from $36,8 billion
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Figure 2: Investments by DFls in renewable energy and energy efficiency (2007 - 2012)

Source: Mazzucato, 2015

in 2007 to $108,9 in 2012, as illustrated in
Figure 2. This is largely owing to the ability of
DFls to provide patient capital, which private
sector financiers generally are not willing to do
so.

Buchner et al. (2021:1) report that DFls
accounted for $220 billion, or 25 per cent of
global climate finance over the period
2019/2020, as illustrated in Figure 3. This
represents an annual increase of 13 per cent.
Climate finance comprises mitigation
investment (93%) and adaptation investment
(7%). Renewable energy accounted for 91 per
cent of all mitigation investments.

The critical role of DFlIs in delivering climate
finance is evident in that DFIs were the conduit
for 68 per cent of all public climate finance in
2019/2020, 55 per cent of which originated from
national DFls.

A recent Climate Policy Initiative report
illustrates investment by the 70 largest public
financial institutions, who collectively hold 95

per cent of all public financial institutions’ assets,

in Paris Agreement-aligned or climate finance
projects (Pastor et al., 2022:12), as presented in
Figure 4.

The IDFC has tracked green finance investments
by its members since 2011. In 2019, total green
finance investments by IDFC members were
$197 billion, of which mitigation investments
and adaptation investments were $187 billion
(IDFC, 2020). The proportion of green finance
investment as a percentage of total investments
by DFIs has increased from approximately 20 per
cent in 2015 to 25 per cent in 2019. Eighty-
seven per cent of total green finance investments
were invested in the country in which the IDFC
member is located, i.e., the largest proportion of
investment is domestic public investment. This
is concurrent with the findings of Buchner et al.
(2019:4), who report that 75 per cent of all
investment by DFIs is invested domestically.
Ninety-seven per cent of total green finance
investments by IDFC members were provided as
loan finance.

As the quantum and proportion of investment in
renewable energy and energy efficiency by DFls
has evolved since 2000, so too has the role of
DFls. These roles are summarised, largely based
on the work of Geddes, Schmidt and Steffen
(2018), Lamperti et al. (2019) and Geddes and
Schmidt (2020) and are presented in Table 3.
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Figure 3: Climate Finance in 2019/2020

Source: Bucher et al. (2021)

Figure 4: Investments by the 70 largest public financial institutions (2022)
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DFls have fulfilled roles beyond that of the
provision of finance, albeit that even in the
provision of capital there are new roles, such as
the aggregation of small-scale projects. It is the
assumption of roles beyond finance, implicitly or
explicitly, that has stimulated and accelerated
global investments in renewable energy and
energy efficiency.

Some of these roles, such as the provision of
countercyclical investment in response to crises,
the provision of patient capital and the
implementation of mission-led public policy are
consistent with the evolving development
mandate of DFIs previously discussed. The
specific public policy ‘mission’ that DFls are
seeking to fulfil is that of advancement of the
energy transition, foregrounded in the signing
of the Paris Agreement.

Other roles are specific to investment in

renewable energy and energy efficiency
technologies and include stimulating innovation
(Mazzucato, 2015; Geddes & Schmidt, 2020)

and de-risking technological innovation
(Lamperti et al., 2019; Geddes & Schmidt, 2020).
Other key roles involve education and industry
coordination. Education in the financial

sector has been achieved by means of knowledge
generation and dissemination in relation to the
assessment and implementation of renewable
energy and energy efficiency technologies at
scale and establishing new norms in terms of
risk-return profiles related to these new techno-
logies (Geddes, Schmidt & Steffen, 2018; Geddes
& Schmidt, 2020). Industry coordination spans
coordination of the financial sector, e.g., KfW
encouraged insurance companies to provide
insurance for renewable energy projects, and
coordination of a broader collective of stake-
holders for the purpose of shaping public policy
(Geddes & Schmidt, 2020).

Table 3: The roles of DFls in investment in renewable energy and energy efficiency

ROLE OF DFls

CLASSIFICATION OF ROLE

IMPLICATIONS

Stimulate technological innovation Innovation catalyst

Capital provision & aggregation Patient capital

Lender of last resort

De-risk new technologies Crowd in private finance

Countercyclical investment in response
to crises

Countercyclical crisis response

Education in terms of new technologies:
« Technical: due diligence
¢ Financial: establish risk-return profiles

Knowledge generation and
dissemination

Industry coordination Knowledge generation and

dissemination

Implementation of public policy Mission-led mandate

Source: Authors’ own (2022)

Enable novel, niche technologies

Lender of last resort especially in
countries with high credit risk
Enable smaller ET projects to be
financed

Enable smaller ET projects to be
financed

Stimulus for recovery from a crisis

Blueprint for investment decisions for
the private sector

Assimilate and disseminate knowledge
to demystify ET Inform policy

Advance and accelerate ET
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Table 4: The evolving roles of DFls in investment in renewable energy and energy efficiency

2000-2007
Green shoots

: 2008-2019

CRISES: CRISES:

Pre-Global Financial Crisis :
: COVID-19 crisis

KEY ROLES OF DFls:

« Stimulate RE technological innovation
 Finance energy transition

« De-risk energy transition

* Education

OBSERVATIONS:
« Focus on technological innovation
 Focus on environmental / climate concerns

Source: Authors’ own (2022)

Collectively, these roles have contributed to the
“signalling of trust for [renewable energy]
projects” (Geddes & Schmidt, 2020:11) and
therefore have accelerated the energy transition.

Following the characterisation of the role of DFls
in financing renewable energy and energy
efficiency, it is possible to periodise the
evolution of the role of DFls in investing in
renewable energy and energy efficiency, linked

to the evolving development mandate of DFls
(as presented in Table 2). There are three distinct
periods,commencing in 2000 and evolving in
response to key crises,as summarised in Table 4.

The green shots’ period is categorised by the
central role of DFlIs in stimulating and
supporting the development of the renewable
energy sector. This resulted in crowding in
private sector investment, as the renewable
energy technologies were ‘de-risked’ by DFls.

. Green recovery

. Global Financial Crisis to

: KEY ROLES OF DFls:
e Support energy transition
D Countercyclical investment

: OBSERVATIONS:
¢ e Limited green stimulus funding to be deployed
: « Missed opportunity to accelerate ET finance

¢ 2020+

. Green recovery 2.0

. (Green Resilient & Inclusive
Recovery)

: CRISES:
¢ COVID-19 crisis and
. Russian-Ukraine crisis

. KEY ROLES OF DFls:
: e Stabilise energy transition
¢« Countercyclical investment

: OBSERVATIONS:

e Limited green stimulus
¢ funding to be deployed
.« Missed opportunity to
accelerate ET finance

Support for renewable energy and energy
efficiency continued post-GFC, specifically linked
to ‘green’ stimulus funding provided by govern-
ment in response to the GFC. However, this was
short-lived, and the anticipated impact was not
realised. Once again, post-crisis, DFls deployed
green finance, premised on the concept of green,
resilient, and inclusive recovery post-COVID-19.
While once again the anticipated impact has
not been realised, the Russian-Ukraine crisis
has cemented the need for an energy transition,
to diversify the supply of energy generation to
ensure energy security.

The analysis of literature on development
finance and DFlIs historically,and within the
context of the energy transition specifically,
illustrate that the ‘development’ mandate of DFls
can be traced back to post-WWII economic
recovery. Anchor roles of DFIs emerging out of
the response to World War Il have been
concerned with hegemonic stabilisation of inter-
national trade and finance and the stimulation
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of economic growth, measured as an increase in
Gross Domestic Product (GDP).

The provision of patient capital by DFIs has
been catalytic in financing investments for
which the private sector had no appetite, given
the long-term financing requirements of these
transactions. This also is closely linked to DFls
crowding in private sector investment, often
owing to DFls assuming risk in more risky
investments.

Other central roles that DFIs have assumed over
time are a countercyclical response to crises,
and more specifically the emergence of DFls as
a lender of last resort. The introduction of
structural adjustment programmes in response
to the Latin American Debt Crisis has been
embedded into the DNA of DFls. The centrality
of conditionalities in concessional finance
continues to this day.

DFls have assumed roles in the energy transition
in addition to the provision of capital, notably
the generation and dissemination of knowledge,
stimulating mission-led technological innovation
and de-risking renewable energy technologies,
for the purpose of crowding in private sector
finance.

From the ensuing discussion, it may be
concluded that DFIs played an instrumental role
in catalysing the energy transition. This is owing
to the way in which the role of DFIs has
evolved, most notably in response to crises,

and the additional roles that DFls have assumed
specific to the energy transition.

The development imperatives of the climate
crisis (i.e., need for an energy transition) and the
COVID-19 crisis (i.e., socio-economic recovery),
converge in the just energy transition and neces-
sitate a more coherent and impactful response
from DFlIs than have been evident to date.

Considering the key roles of crowding in private
sector investment and lender of last resort in

relation to the just energy transition,
Mazzucato (2022) proposes that DFls should
reposition themselves as ‘lenders of first resort
and continue to crowd in private sector
investment “with conditionalities attached to
ensure that the results are truly inclusive and
sustainable”. Just how DFls can position
themselves as a ‘lender of first resort’ to
appropriately respond to the just energy
transition is the focus of this research that
was undertaken in collaboration with members
of the IDFC.
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5
METHODOLOGY

This report is premised on the qualitative
research approach of collaborative inquiry
developed within the ReSET consortium.
Collaborative inquiry is grounded in a
transdisciplinary research approach that
foregrounds the co-production of knowledge
generated through iterative interactions that
include practitioners and academic researchers
(Chambers et al., 2021).“[C]ollaborative inquiry
is becoming a more commonly used
professional learning model and it has been
shown to be an effective approach to
sustaining meaningful changes in practice”
(Donohoo, 2013:5). This is because when
practitioners ‘engage together in investigating
challenges of practice, their understanding of
those challenges grows deeper and is more
unified, practice grows more sophisticated and
powerful, and the group develops a tighter sense
of camaraderie and common purpose. As a result,
teams can construct common understanding,
share knowledge, and experience, and develop
common goals” (Donohoo, 2013:4).

The methodology comprised four phases: i)
constitution of the community of inquiry in
partnership with the DBSA and IDFC (November
2021 - June 202, ii) systematic literature review
(February 2022 - October 2022), iii) collaborative
sense-making and interview (June 2022 -
October 2022),and iv) collaborative analysis and
reporting.

The community of inquiry guiding the research
was created in April 2022, in a partnership
between ReSET and DBSA. The DBSA, in response

to a call for proposals from the IDFC’s Climate
Working Group to inform the 2022 climate
finance roadmap, proposed to research the role
of DFIs in financing the just energy transition.
This proposal for this report was accepted by the
IDFC Climate Working Group in May. The report
draws on ongoing research within the ReSET
project, including a systematic literature review.
This was complemented with interviews and
report analysis, starting in June 2022.

The phase for the interviews and the analysis

of reports commenced with a webinar hosted

by the IDFC in June 2022.The purpose of the
webinar was to provide an opportunity for the
research team and partners to present the
research objectives and methodology.

An invitation was extended to all members of
the IDFC to participate in the collaborative
inquiry. Five DFls agreed to participate. This
represents 19 per cent of the IDFC’s membership.
Two more DFIs had agreed to participate but had
not provided input at the time of finalising this.
One DFI declined to participate, and no response
was received from other IDFC members.

Primary data collection comprised DFI-published
reports and interviews with representatives of
participating DFls. Participating DFIs were
requested to send relevant documents to the
researchers prior to interviews and to select
between three to five employees to be
interviewed.
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The specific information requested ahead of the
interviews included the following:

e Mandate or mission: The general mission
of the institution that may be recorded in a
founding document or an annual report.

e e e e o000

¢ Investment mandate: The mandate or
criteria or guidelines for the allocation of
capital (related to debt, equity, guarantees
and any other relevant instruments) and any
other information related to decision-making
for capital allocation, e.g., credit committee
mandate.

e e e e 000000000

e Annual reports (2014 - 2021): Annual
reports, or similar, that provide an overview
of all capital allocation by the institution
within a given year,and in particular the
allocation of capital to all sectors, industries,
and projects (i.e., not only renewable energy/
climate finance).

e e 0000 0000000000000 0 0 0

e Renewable energy investment reports:
Any reports or memoranda or other
documents that record the investment by
the institution in renewable energy and
other types of climate finance.

e e e e 000000000

 Sustainable Development reports: Any
reports that refer to how the institutions
are responding to the achievement of the
Sustainable Development Goals (SDGs).

e e e e 000000000

e COVID-19 statement or position paper:
Any statement or response to the COVID-19
pandemic and related shift in investment
decisions.

e e o000 000

Documents were reviewed prior to interviews, for
the purpose of:

e Determining key milestones that may
have informed investment decisions by
participating DFls,to be explored during
interviews;

e Determining the quantum of investment
in renewable energy; and

« Distilling DFIs’ interpretations of key
research concepts including development,
socio-economic impact, and the just energy
< transition.

e e e e e e e e e e eeeoeeeeee e o0

.

.

Table 5: Participating DFls by type and region

REGION MULTILATERAL IMPLICATIONS

& BILATERAL DFls
Europe 2 0
Central, South 0 1
America &

Caribbean region

Asia & Middle East 0 1

Africa 1 1

Source: Authors’ own (2022)
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Figure 5: Participating DFls by type and region

Source: Authors’ own (2022)

A semi-structured questionnaire was used as the
data collection tool, to guide all interviews.

Key themes in the questionnaire include:

» The evolving role of DFls in developing the
renewable energy sector

e Investment criteria and instruments used
in financing renewable energy projects

e How socio-economic impact is embedded
in renewable energy projects

e The impact of COVID-19 and the
Russian-Ukraine crisis in foregrounding
social impact in renewable energy projects

A thematic analysis of documents received from
DFls and interviews was undertaken and findings
and recommendations are presented based on
this analysis.

The IDFC seeks to produce and disseminate
credible knowledge that supports sustainable
development globally. As such, in addition to
documenting the findings of this research in this
report, the findings and recommendations are to
be presented at COP27,to be hosted in Egypt in
November 2022.



methodology 35




findings

6
FINDINGS

The review of literature in Section 4 helped to
clarify the antecedents and institutionalisation
of development finance in general and to
differentiate between DFls in terms of their
ownership, source of funding and mandate. In
addition, the review put in context the role that
DFls have played in the global energy transition.
Against this background, this section will now
present findings from the empirical research, in
response to the provocation referred to above,
about how DFls might become a lender of first
resort for a just energy transition.

Findings from the review of relevant documents
supplied by DFIs and interviews with participa-
ting DFIs are categorised according to three key
thematic areas; the role and significance of DFls
for a just energy transition, articulation of
socio-economic impact in energy transition
investments, and how they can do so in response
to consequences of the COVID-19 and the
Russian-Ukraine crisis.

6.1 THE ROLES OF DFIS IN FOSTERING JUST
ENERGY TRANSITIONS

The findings are significant because they

create an opportunity for DFls to collectively
understand their individual and joint responses
for aligning investments in low-carbon energy
systems and social justice objectives. The UNDP
noted that while an estimated $4.2 trillion in
finance is required annually to achieve the SDGs,
total global financial assets are valued at an
estimated $431 trillion, “but this finance does not
necessarily align with the SDGs or flow to the
geographies that need it most for progress on

the SDGs” (UNDP, 2022:2).

Moreover, these findings reinforce the utility of
a learning platform for shared insights and
knowledge generation and exchange. Findings
unpack the way in which DFls assess, invest,
monitor and evaluate investments in just energy
transitions. Furthermore, the findings illuminate
opportunities for DFls to better articulate and
respond to realising the developmental agenda
of a just energy transition.

The typology of DFIs presented in 4.1 made the
distinction between four different types of

DFls. The typology further differentiated the
institutions according to the ownership, source
of funding and associated mandate.

This differentiation came through strongly in the
empirical research and it is evident that these
nuances will have an impact on how different
DFls position themselves in relation to just
energy transitions, and how they envision their
role and contribution in aligning investments in
low-carbon energy systems and social

justice. Thus, institutional ownership and sources
of funding inform the roles of DFIs in acting on
just energy transitions.

6.1.1 THE IMPACT OF SOURCES OF FUNDING
ON THE ROLES OF DFIS

Based on the empirical analysis, there is a stark
distinction between DFls that receive the
majority of their funding from their shareholder
(typically governments) on an on-going basis,
and those that do not receive ongoing or
substantial financial support from their share-



holders. The latter need to be commercially
sustainable by accessing finance primarily from
capital markets, including from multilateral and
bilateral DFls. This influences the approach that
different DFls take to investments in renewable
energy.

Typically, those DFls that receive continuous
funding from their shareholders are obligated to
fund specific policy imperatives of government
from which they receive funding. In short,
conditionalities are aligned with public policy
commitments as articulated by the relevant
national government shareholder.

This sometimes presents a challenge for
multilateral and bilateral DFIS, particularly in
countries where fossil fuel is incorporated into
its transition trajectory. Decarbonisation targets
are captured in Nationally Determined
Contributions (NDCs), and as noted in Section 2,
by signatories to the Paris Agreement. Therefore,
the energy transition is central to policy
imperatives of many governments, with slightly
differentiated focus areas as per their specific
NDCs and national economic development
priorities.

This impact of the conditionalities of funding

to DFIs informed by the public policy priorities
of national governments is especially evident
with respect to DFIs across the Global North and
Global South. By way of example, governments
in the Global North, or traditional “developed
countries” tend to be more focussed on climate
change imperatives linked to environmental
justice,and as such the funding that is directed
to DFls from these governments, typically
multilateral and bilateral DFls, are earmarked
for projects that have a focus on accelerating the
transition to decarbonised economic activities.

In contrast, governments in the Global South

or traditional ‘developing countries’, while
signatories to the Paris Agreement and therefore
have set NDCs, are more focussed on
accelerating socio-economic development.

As such, the funding that is directed to DFIs from
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these governments requires certain socio-
economic development and is not necessarily
limited to investments in renewable energy and
energy efficiency projects.

For DFls that sourcing funding primarily from
capital markets, the alignment with public policy
commitments is somewhat looser. Thus, DFIs that
are required to be commercially sustainable have
more autonomy, albeit within the confines of
concessional finance conditionalities, to decide
how to direct their funding.

The implications of the source of funding for
DFls must not be underestimated for how DFls
might position themselves to participate in or
advance just energy transitions. As Section 4.2
substantiated, historically the function of DFls
was to deploy finance sourced from national
governments, to stimulate economic recovery
and economic development. In some cases, and
to different extents the shift in DFIs sourcing
funding from capital markets has resulted in
somewhat of a decoupling of national DFls from
their respective governments’ policy agendas.
This provides national DFIs with greater
opportunities to define their development
mandate and by implication embed socio-
economic impact objectives in energy transition
investments.

6.1.2 THE IMPACT OF THE INSTITUTIONAL
EMBEDDING OF JUSTICE WITHIN DFIS

Another difference in how DFls approach justice
issues in energy transitions relate to how they
are institutionalised. The typology in Section 4.1
differentiated between four groups of DFls. Seen
together with their ownership structure and
sourcing of funding, the particular role they take
on in the energy transition is consistently
articulated differently across these groups.

Multilateral and bilateral DFIs have the funding,
often received from their shareholders linked to
policy imperative, to finance activities beyond
direct investment into renewable energy and
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energy efficiency projects. These activities
include policy development support, advocacy
for the renewable energy and energy efficiency
sector and promoting stakeholder engagement
and dialogue. These activities are critical to
supporting justice achievements in the energy
transitions and must continue into the future.

Nationally operating DFIs typically invest limited
funding, generated by means of securing
concessional finance and investing in projects
that have a higher return on investments than
the cost of concessional capital, directly in
renewable energy and energy efficiency projects
and more often than not on a project finance
basis, in partnership with private sector finan-
ciers. Thus, national DFIs have a greater focus on
leveraging private-sector finance and facilitating
syndicated finance.

Unpacking this typology demonstrates that DFls
have played a wide range of roles in the energy
transition, all of which can play an important role
in aligning investments in the energy transition
and social justice achievements. The analysis of
the literature revealed several key roles,
including de-risking renewable energy techno-
logies, knowledge generation and dissemination,
industry coordination and implementation of
mission-led public policy. Engagements with
DFls in the IDFC corroborated that these roles
are fulfilled differently depending on the factors
discussed above. As efforts are mobilised around
fostering development and justice through the
energy transition, these functions need to be
strengthened and evolve to ensure that DFls are
poised as the ‘lender of first resort’ to provide
financial and non-financial support required to
accelerate the energy transition and improve
upon its social and economic impact.
Recommendations in this regard are presented
in Section 7.

ALlL DFIs concur that the role of the IDFCis
pivotal in shaping and accelerating just energy
transitions, most notably in knowledge
generation and dissemination. Knowledge is

required to capacitate IDFC members and the
broader financial sector to facilitate the flow of
finance in such a way as to achieve the
aspirations of the just energy transition.

6.2 ARTICULATION OF SOCIO-ECONOMIC
IMPACT IN ENERGY TRANSITION
INVESTMENTS

Section 4.2 shed light on the antecedents and
evolution of the ‘development mandate’ that
DFls are ascribed with. However, as this critical
reflection on the nature of development in
development finance reveals, there is no
consistent application or understanding of
development. To a large extent, development
serves as a catch-all phrase for social, economic,
and environmental imperatives, but often there
is not a coherent consideration of these different
development imperatives and how they may be
articulated.

This section considers findings related to the
critical turning points that have triggered just
energy transitions as a policy priority, the
interconnection between decarbonisation and
development within DFls,and the interpretation,
implementation, and assessment of development
priorities as part of DFI investments.

6.2.1 GLOBAL TIPPING POINTS

Empirical findings affirmed that the Paris
Agreement, concluded in 2015, is a significant
milestone around which many DFls coalesce in
relation to mitigation and adaptation invest-
ments to respond to climate change challenges.
This milestone, together with the launch of the
Sustainable Development Goals in 2015,
provides the impetus and framing for their
adoption of justice in the energy transition as a
key priority area.

However, it must be noted that there is no
generally accepted consensus amongst DFls,
both intra-institutionally and inter-institutionally,
on what a just energy transition is. This lack of
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consensus is reflected in the policy and academic
literature, where a similar lack of clarity on

the definition of a just energy transition is

also evident. There is general agreement that
the energy transition is concerned with
decarbonisation, albeit that there are some
marked differences in the expected rate of
decarbonisation and what is included as low-
carbon activities.

6.2.2 DUAL IMPERATIVES OF
DECARBONISATION AND DEVELOPMENT

Some DFls are concerned with expediting
decarbonisation and are willing to accept that
this will necessitate a trade-off in socio-
economic development impact. This is often
the case with DFIs from the Global North where
environmental and climate justice priorities are
a high priority and translate into ambitious
decarbonisation targets, such as net zero by
2050. This sets up a tension between decarbo-
nisation and socio-economic impact objectives
when structuring investment decisions. Other
DFls, often those in a Global south setting as
noted above, are more concerned with socio-
economic impact and believe that net zero by
2050 is not likely to be achieved if the energy
transition is to be “just”. This effectively means
that decarbonisation pathways may require more
time to ensure maximum positive socio-
economic impact. Setting up and reinforcing
environmental and socio-economic concerns

as opposing priorities will continue to hamper
progress to advance just energy transitions.

Therefore, an intentional process is needed to
explore with DFls how social, economic,and
environmental priorities can be mutually reinfor-
cing and articulated in investment decisions and
conditionalities. This critical work may be cham-
pioned by the IDFC Climate Working Group or
one of its members as part of the climate finance
roadmap for 2023. What the sustainability lite-
rature makes clear is that social and economic
priorities cannot be addressed without biosphere
integrity (IPBES, 2021).

Speaking solely to the decarbonisation
dynamics, a notable difference is evident in
what is included in low-carbon activities
including gas and green hydrogen. Often, the
determination of what is and what is not ‘green”
is directed by government policy, e.g.,the EU
taxonomy, Indonesia Green Taxonomy 1.0, etc.,
however, internal personal perspectives on what
is and is not ‘green” often differ from official
institutional policies.

6.2.3 WHAT DOES DEVELOPMENT MEAN FOR
DFIS?

Turning to the framing of ‘development’ the
socio-economic impact is broadly supported by
all DFls, but the definition and degree to which
socio-economic impact is prioritised differ
amongst DFIs. DFls refer to socio-economic
development and impact, social development,
social protection and social security and

these terms are used interchangeably to
describe socio-economic dimensions of
investments. Most DFls agree that employment
is a key consideration in assessing potential
investment opportunities, which mirrors the
centrality of employment and jobs in the just
energy transition concept (ILO, 2015). Some DFls
highlighted gender equity and education and
training as the key socio-economic impact that is
considered in the assessment of projects.

Two national DFls, located in the Global South,
highlighted energy access and affordability as
key socio-economic considerations, with one of
these DFls referring to an internal decision to
refer to the just energy transition as a “just and
affordable transition”,

6.2.4 EVALUATING SOCIO-ECONOMIC
IMPACT

With respect to the evaluation of development
in investments, most DFls are required to

assess and report on the socio-economic impact
of projects during due diligence. The criteria
considered differ amongst DFls, but largely are
reduced to a quantitative assessment of impact,
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e.g., number of jobs as opposed to whether a job
is considered to be decent or accessible by those
that are intended to benefit from employment
creation opportunities. This is congruent with the
findings of Marodon (2021:268;276), who notes
that “no ‘climate project’ exists independently of
its social and economic impacts” and therefore
public development banks “need to acquire
‘sustainable development analytical tools’ to
select operations on the basis of criteria other
than purely financial ones”.

While the socio-economic impact is assessed

by almost all DFls during due diligence, adverse
socio-economic impacts do not necessarily
mean that a project will not be funded. In some
instances, the credit or investment committee
requests that the project packaging team

rework the project to ensure that negative socio-
economic impact will be addressed or commit-
ments by the project sponsor to mitigate adverse
impacts are required. In the case of the latter,
DFlIs generally do not include these mitigation
measures in finance agreements and limited
monitoring and evaluation of these commit-
ments are undertaken. One DFI noted that
socio-economic impact is not considered part

of the investment decision-making process.
These insights are significant in that they
confirm that socio-economic impacts are not
meaningfully factored into the decision-

making criteria of DFIs. Socio-economic concerns
are considered from a risk mitigation perspective,
but development priorities do not necessarily
impinge on the bankability of projects.

6.2.5 FRAMING THE JUST ENERGY
TRANSITION

Returning to the interpretation of the just energy
transition by various DFls, three distinct schools
of thought on the just energy transition became
evident through engagements with DFls. These
can be usefully differentiated by borrowing from
the work of Spratt (2015) who distinguishes
between light and dark green transitions.

Light green transitions are characterised by

decarbonisation activities that prioritise growth
and dark green transition are characterised by
low-carbon activities that prioritise degrowth,
i.e.,reduced production and consumption. DFls
generally support growth and development, as
articulated in most mission statements, and for
the purpose of categorising these schools of
thought on energy transitions, light green
transitions are referred to.

For each of these types of transition, Spratt
(2015) further distinguishes between green
transitions that are red or not red, where red
refers to positive socio-economic impact.

Using the light green transition + red
characterisation, three schools of thought on
the just energy transition are offered, based
on engagement with DFls:

e Light green transition (no red):

this transition focusses on accelerated
decarbonisation pathways and is not
concerned with the socio-economic impact
of decarbonisation pathways.

e Light green transition + transitory red:
this transition focusses on mitigating
short-term adverse socio-economic impacts,
typically loss of employment in the
transition from coal to renewable energy.

. e Light green transition + transformative
red: this transition focusses on ensuring
that socio-economic impact is embedded

in decarbonisation pathways and prioritises
those pathways that have maximum long-
term socio-economic impact that transforms
societies.

6.2.6 HOW ENERGY TRANSITION POLICIES
ARE INSTITUTIONALISED IN DFIS

How energy transition policies are institutiona-
lised in DFls also differs. For some DFls, often
those that receive continuous funding from their
shareholders, external factors are the catalyst for
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institutionalising the investment strategies
vis-a-vis the energy transition. The most notable
external factor is the Paris Agreement. Other DFls
reported internal factors that catalysed institu-
tionalisation processes in the energy transition.
The most notable internal factor cited is leader-
ship. In some instances, it was a visionary senior
leader either within the institution or within a
parent government department or agency who
envisaged a just, low-carbon society and lead
the institution in shifting the focus from invest-
ments in fossil fuel to investments in low-carbon
economic activities. In other instances, it was a
senior leader who encouraged innovation and
employees were supported in ‘green” innovation,
which was institutionalised over time.

6.2.7 THE EVOLUTION OF THE ROLE OF DFIS
IN STRUCTURING RENEWABLE ENERGY
INVESTMENTS

DFls agree that the way in which DFIs fund
renewable energy and energy efficiency projects
with proven technologies must change, so as
not to crowd out private sector investment into
these technologies. As elaborated in Section 4.3,
DFls have played a pivotal role in de-risking
renewable energy technologies (Geddes &
Schmidt, 2020). These technologies have been
proven to be commercially viable at scale.

This makes investments in these technologies
not only feasible but attractive to private sector
financiers, who should invest in these
technologies. DFIs should not be providing
equity or senior debt to projects for which
private sector financiers are willing to provide
all funding requirements.

DFIs may be required to provide credit enhance-
ment or credit guarantees for some renewable
energy and energy efficiency projects, dependent
on:

 The project sponsor for the purpose of
mitigating credit risk; and/or

e The locality of the project for the purpose
of mitigating political or country risk; and/or

e The off-take agreement for the purpose of
mitigating market risk.

Having said that, DFIs still have a role to play

in supporting entrepreneurs who may not have
the balance sheet to access private sector
finance, for the purpose of increasing ownership
to previously marginalised individuals,
communities, or consortia. However, this ideally
should be in the form of subordinated debt that
leverages private sector senior debt.

What emerged strongly is the need for increased
project preparation and specifically in relation to
the preparation of transition plans.

6.3 THE CONFLUENCE OF CRISES:
RESPONDING TO THE CLIMATE, COVID-19
AND RUSSIA-UKRAINE CRISES

Throughout the last century, DFls have played
the most critical role in a period of crisis, as
described in Section 4, largely by means of
counter-cyclical investments that stimulate
economic development. Now, in the context of
the climate crisis, the recent COVID-19 global
pandemic and the ongoing Russian-Ukraine
crisis, the response to crises by DFls is of utmost
importance.

DFls are intended to be counter-cyclical in their
investment tendencies, for the purpose of
mitigating the adverse impacts of crises (Abor et
al., 2021). This is a historical function that has,
to some extent, shifted over time as some DFls
have had to become commercially sustainable
as they do not receive ongoing financial support
from their shareholder government. As such, DFls
should have clear and coherent responses to
crises to maximise funding available for
deployment. In discussing the evolution of DFls,
it was noted that DFIs had failed to take
advantage of energy transition opportunities in
the wake of the GFC and the COVID-19 crisis.
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6.3.1 MISSED OPPORTUNITIES

That DFIs have failed to advance investments in
the energy transition and related developmental
objectives in the wake of crises was confirmed
through engagements with DFls, many of which
noted one of two key trends during the COVID-19
crisis. One trend relates to limited green stimulus
funding that was made available by some
governments and was routed through

(typically multilateral and bilateral) DFls for a
specific period. The magnitude and time period
of this funding was limited and therefore the
expected impact was limited. DFls generally
were not prepared to receive and rapidly
disburse these funds and one interviewee noted
that it was a “...lost opportunity... we should have
been ready”.

6.3.2 REDIRECTING FUNDING AWAY FROM
‘DEVELOPMENT’

The other trend, often cited by national DFls, was
that funding that may have flowed to DFIs from
government was redirected to social protection
and public health initiatives. This limited the
funding that DFIs had available to disburse and
thus curbed DFIs’ abilities to counter the adverse
socio-economic impacts of the COVID-19 crisis,
i.e.,the converse intent of what is expected of
DFls during a crisis. However, it should be noted
that the quantum of finance required to respond
to the SDGS has widened in the wake of the
COVID-19 crisis (UNDP, 2022).

6.3.3 SHIFTING GEOPOLITICAL TENSIONS
IMPACTING THE ENERGY TRANSITION

All DFls concurred that the geopolitical
implications of the Russian-Ukraine crisis
have had a more significant impact on the
positioning and financing of the energy
transition, than the COVID-19 crisis. This is
largely owing to the decrease in the supply of
gas to European countries. This shortage in
supply has a few key implications.

The first implication is that there is an increased

need for energy from alternate sources, including
renewable energy sources. This has accelerated
the requirement for investment in renewable
energy. DFls have cited increasing requests to
finance renewable energy and energy efficiency
projects.

The second implication is that many European
countries have permitted an increase in coal-
based electricity generation, to meet the
shortage in supply. The unintended consequence
of this is an increase in the demand for coal
(and therefore the price of coal) in countries that
generate largely coal-fired power. This has
resulted in two distinct phenomena; an increase
in the cost of electricity in the countries from
which coal is sourced, thereby curbing energy
access, and increasing energy poverty,and an
increase in demand for renewable energy in

the countries from which coal is sourced, as
renewable energy becomes a cheaper source of
energy.

A third implication is pushback from advocates
of coal in countries that are recipients of green
finance. These advocates cite the increase in
coal-based electricity generation in European
countries as the reason why developing
countries should not transition from coal to
renewable energy,as crises may result in a
shortage of electricity, which would further curb
socio-economic development in developing
countries. This weakens the argument for an
energy transition in these countries.

6.4 SYNTHESIS

In this section, findings from the engagements
with DFls were presented according to three
core themes, namely the role and significance
of DFls in fostering just energy transitions, the
articulation of socio-economic impact in energy
transition investments, and how these can be
seen in the context of the consequences of the
COVID-19 and the Russian-Ukraine crises. The
key takeaway from this discussion of findings is
that DFIs approach justice issues in the energy
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transition and development differently, related to
how they are financed and internal and external
factors that influenced and shaped the way in
which DFls responded to the energy transition.
While considerable internal differentiation is
evident, the Paris Agreement is a notable
external factor that influenced the response of
DFls across the board to the energy transition,
often related to NDCs.

The importance of dual development
imperatives of decarbonisation differs between
DFlIs and some DFls view these imperatives as
tradeoffs. Generally, it was found that climate
change imperatives related to decarbonisation
are more important for DFIs located in the
Global North, whereas development is
considered more important for DFIs located in
the Global South.

How justice issues in the energy transition are
understood differs within and between DFls and
may be categorised as one of three approaches:
transition without socio-economic impact,
transition with short-term socio-economic
impact (i.e., focus on the loss of jobs related

to phasing out fossil fuels) and transformative
transition with long-term socio-economic impact.
This necessitates a common understanding of
what justice in relation to energy entails, and
how development is embedded in investment
by DFls. DFls take different approaches to the
importance, assessment, and measurement of
the socio-economic impact of renewable energy
investments.

DFls need to respond to crises in ways that
transcend the traditional role of counter-cyclical
investment or lender of last resort.

The confluence of the climate change crisis, the
COVID-19 crisis, and the foregrounding of the
need to accelerate the transition to renewable
energy to diversify energy supply in the wake of
the Russian-Ukraine crisis necessitates an
evolved response by DFIs to realise the
aspirations for aligning investments in the
energy transition with social justice.

In the next section, a set of recommendations for

the IDFC and IDFC members will be discussed in

response to the research objective and findings.
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7

RECOMMENDATIONS: LEVERAGING
THE GLOBAL ENERGY TRANSITION TO
BUILD BACK BETTER

There has been a global call for green, resilient, resilient, and inclusive development are

and inclusive development in the wake of the proposed based on innovative ideas offered
COVID-19 crisis (World Bank, 2021). DFIs have by interviewees and in response to the findings
a significant role to play in catalysing and of the research. Five recommendations are
accelerating socio-economic recovery and proposed that may be adopted by all DFls and
resilience in response to the COVID-19 (World two recommendations are specific to the IDFC,
Bank, 2021) and Russian-Ukraine crisis (Hosseini, as a lead coordinating platform in financing just
2022). energy transitions.

To this end, recommendations to leverage
investments in the energy transition for green,

5 key recommendations for
Development Finance Institutions:

Foreground and embed socio-economic impact in all renewable energy investments

Expand the extent of project preparation as a core development function

Position DFls as mandated lead arrangers in syndicated financing

Evolve the approach to financing just energy transitions

Facilitate stakeholder engagement to coordinate a common approach to
the just energy transitions
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3 key recommendations for
the International Development Finance Club:

Build transition finance capabilities in DFIs and sharing expertise between IDFC member

Generate knowledge and educating the financial sector

Build institutional capacity for good governance

7.1 RECOMMENDATIONS FOR DFIS

The following recommendations are aimed
at IDCF members, recognising that not all
recommendations will be relevant to all IDFC
members.

7.1.1 FOREGROUNDING AND EMBEDDING
SOCIO-ECONOMIC IMPACT IN DECISION-
MAKING

There is a need to foreground and embed
socio-economic impact in all investments in
renewable energy to ensure that envisaged
impacts are realised more strongly. Published
research suggests that while there has been
progress by many DFls to more overtly include
SDGs in their strategies and operations, “both
strategic and operational endeavours are at
the early stages of alignment” (Riano et al.,
2022:286). This is supported by empirical
research that illustrates that socio-economic
impacts are not sufficiently embedded in the
assessment, decision making and evaluation of
renewable energy investments by DFls. It is also
important that socio-economic impacts are
neither reduced to quantitative measures only
nor diluted or disregarded in favour of
environmental imperatives. Practically, this
means:

e Education and training related to
socio-economic impact for DFl employees
who are responsible for due diligence,
project structuring, investment decisions
and monitoring and evaluation of renewable
energy and energy efficiency projects.

 Consideration of both quantitative and
qualitative assessments of socio-economic
impacts in renewable energy and energy
efficiency projects. This may necessitate
the development of new socio-economic
assessment, decision-making criteria and
monitoring and evaluation tools.

e Inclusion of socio-economic impact
commitments in financing agreements
and the imposition of penalties for non-
performance. Socio-economic impact
commitments may be included as
undertakings to be measured quarterly or
annually (dependent on the commitment)
and will require DFIs to actively monitor
progress in relation to commitments.

n cases of severe underperformance,
withholding of further disbursements and/
or an increase in the cost of capital could be
imposed as penalties.
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7.1.2 EXPANDING THE EXTENT OF PROJECT
PREPARATION

Projection preparation support needs to be
expanded, for the purpose of developing a
pipeline of feasible and bankable renewable
energy and energy efficiency projects. This is
particularly applicable to the aggregation of
small-scale renewable energy and energy
efficiency projects that individually necessitate
high transaction costs and in which private
sector finance is not interested in investing.

Socio-economic development impacts must be
embedded in project preparation. This may
necessitate the education or training of
employees dedicated to project preparation.

Project preparation activities need to be
streamlined, to ensure more efficiency in the
deployment of resources to prepare and package
projects. One successful example of a DFI-
supported project packaging intervention is
that of Tamwil EL Fellah, an agricultural DFI in
Morocco. The DFI trained agricultural extension
officers in project preparation and aggregation
of small-scale agricultural projects, in
accordance with Tamwil EL Fellah’s investment
criteria. The result of this intervention was a
reduction of non-performing loans over a
five-year period (Ramirez & Hernandez, 2016).
Similarly, DFIs could train external renewable
energy and energy efficiency experts in project
preparation that support DFls in packaging and
aggregating small-scale renewable energy and
energy efficiency projects for investment.

The negative implication of expanding project
preparation support is that bankable projects
may attract interest from private sector
financiers, who may be able to offer a more
competitive cost of capital than DFls can.

This will necessitate streamlining current

project preparation to ensure the maximum
efficacy of these efforts. Multilateral and bilateral
DFls should increase their financial support for

project preparation activities, including
extending financial support to national DFls to
increase their project preparation capacity.

7.1.3 POSITIONING DFIS AS MANDATED
LEAD ARRANGERS

Many interviewees noted that DFIs often do not
assume the role of mandated lead arranger (MLA)
in syndicated transactions. While no definitive
reason for this phenomenon was provided, it is a
role that DFlIs should be positioning themselves
to take on, particularly in relation to aligning
energy transitions and social justice.

DFls should position themselves as MLA,
especially in syndicated transactions that attract
private sector investment. This is necessary to
ensure that socio-economic impacts, as
envisaged in a just energy transition, are
considered and embedded in decarbonisation
pathways and related investments (Mazzucato,
2022). The development of a socio-economic
impact assessment tools by DFls, possibly
spearheaded by one or more members of the
IDFC, to assess socio-economic impacts in
renewable energy and energy efficiency projects
may be used as the basis for all participating
financiers, public and private sector DFls alike,
to assess socio-economic impact. This forms part
of the knowledge generation and dissemination
leadership responsibilities that the IDFC should
assume.

7.1.4 CHANGING THE APPROACH TO
FINANCING JUST ENERGY TRANSITIONS

DFls have hitherto provided predominantly
senior debt to renewable energy or energy
efficiency projects (IDFC, 2020). This was
necessary to prove the commercial feasibility of
renewable energy technologies at scale. Now
that DFIs have de-risked investments in

certain renewable energy technologies

(Geddes & Schmidt, 2020), DFls should not
continue to provide private sector-type equity
or senior debt to renewable energy and energy
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efficiency projects for those technologies that
have been proven to be commercially viable.
Rather, different financial instruments catalyse
and crowd in private sector investments in the
energy transition in alignment with social justice
achievements.

DFls agree that additionality, i.e., projects would
not have been implemented if finance was not
availed by DFls, is a cornerstone of development
finance, and thus, DFIs should not provide
finance to renewable energy and energy
efficiency projects that would have been able to
secure private sector finance without financial or
other support from DFls.

The exception to this recommendation is

the provision of equity or senior debt to
marginalised or previously marginalised
entrepreneurs that are unable to access finance
from private sector financiers owing to
insufficient balance sheets.

DFls need to reconsider the instruments that
they deploy in the financing of renewable energy
and energy efficiency projects. Tonkonogy et al.
(2018) note that “[t]here is a gap between the
types of [financial] instruments most needed and
those offered: risk mitigation instruments, such
as guarantees and insurance, are less frequently
offered than direct investment..”. There is a lack
of availability of these types of financial
instruments and this often “side-lines” private
sector investment (Tyson, 2018) including
institutional investors responsible for pension
fund management. For example, credit
guarantees represented just 5 per cent of the
funding provided by multilateral DFIs in 2017;
however, when deployed, these guarantees have
been responsible for leveraging 45 per cent of
total private sector investment co-financing for
projects (Tyson, 2018).

It is suggested that DFls focus on the provision
of credit enhancement, to mitigate credit risk,
and credit guarantees to mitigate political and/
or market risk in renewable energy and energy

efficiency projects to optimise their blended
finance position, i.e., deploy less funding with
greater impact. This would free up the balance
sheet of DFIs to catalyse a greater number of
projects and quantum of investment from
alternate capital sources and may be used to
attract investment from private and public
institutions alike, notably institutional investors
(notably pension fund managers) and sovereign
wealth funds.

In providing finance to previously marginalised
entrepreneurs, the provision of subordinated
debt is advised. More importantly, DFls should
provide finance, using various financial
instruments, for transition plans across economic
sectors. This necessitates that DFIs are able to
support the development of transition plans, by
means of project preparation services,and assess
the degree to which transition plans will achieve
the aspirations for just energy transitions across
diverse global contexts, i.e., transformative
societal change in the pursuit of a low-carbon
society. This also necessitates rigorous
monitoring and evaluation to ensure that
projects are adhering to socio-economic impact
targets included in transition plans and
articulated in the finance agreement.

7.1.5 FACILITATING STAKEHOLDER
ENGAGEMENT AND COORDINATION

DFls play a pivotal role in stakeholder
engagement, coordination, dialogue, and
discourse. Geddes and Schmidt (2020) identify
industry coordination as a primary intervention
of DFls in stimulating the development of the
renewable energy sector.

The accelerated growth and development of
the renewable energy sector will require a
continuation of this pivotal role of DFls, with
a nuanced focussed on foregrounding the
socio-economic impact of renewable energy
and energy efficiency projects.

Funding for stakeholder engagement is largely
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confined to multilateral and bilateral DFls

that are in a position to provide grant funding
to support such activities. Multilateral and
bilateral DFlIs that provide financial and non-
financial support to stakeholder engagement,
coordination, dialogue and discourse and public
policy development are encouraged to partner
with national DFls to ensure that all relevant
stakeholders are included in specific engage-
ments and to ensure that context-specific
subtleties are anchored in stakeholder dialogue.

Stakeholders to be engaged and coordinated
include public and private financial institutions,
government (policy makers), developers and
operators of renewable energy and energy
efficiency projects, research institutions,
organised labour (e.g., trade unions), NGOs

and civil society institutions.

7.2 RECOMMENDATIONS FOR THE IDFC

All DFIs concurred that the IDFCis an
appropriate platform to stimulate, promote

and support DFls, and other financial institutions,
in responding to the realisation of aspirations for
just energy transitions. This necessitates capacity
building and knowledge generation and
dissemination by the IDFC and its members.

7.2.1 BUILDING TRANSITION FINANCE
CAPABILITIES IN DFIS

It is recommended that the IDFC coordinate
capacity building in member DFls, specifically
in terms of:

e Understanding transformative socio-econo-
mic development and impact in the context
of a transition to a low-carbon economy;

» Developing and assessment of transiti-
on pathways and plans to accelerate a just
energy transition;

e Quantitative and qualitative assessment of
projected socio-economic impacts; and

e Monitoring and evaluation of quantitative
and qualitative socio-economic impact.

This may necessitate IDFC investment in

the development of short courses and other
education and training interventions to support
DFls in upskilling their employees to
appropriately respond to the socio-economic
impact aspirations for just energy transitions.

It is recognised the development of socio-
economic impact capabilities and capacity within
the context of the energy transitions worldwide
will take time and may require investment in
resources that are not immediately available to
individual DFls owing to financial constraints.

As an interim measure, IDFC members may opt
to share resources and best practices to develop
these capabilities and capacities.

Professional certifications, such as Chartered
Accountant and Certified Financial Planner,
require ongoing professional development
espoused in continuous professional
development (CPD) programmes. It is
recommended that DFls consider at least a
base certification for development finance
practitioners that includes at least modules
related to mission-led mandate (Mazzucato,
2015), transition finance and socio-economic
impact and a requirement for professional
development annually.

7.2.2 GENERATING KNOWLEDGE AND
EDUCATING THE FINANCIAL SECTOR

“Education of technology risk” and ‘education of
the finance regime” is identified by Geddes and
Schmidt (2020) as primary interventions of DFIs
in stimulating the development of the renewable
energy sector.

DFls have de-risked key renewable energy
technologies, e.g., onshore and offshore wind
and solar photovoltaics technologies. In the
same way, DFIs can take the lead in the
generation and dissemination of knowledge rela-
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ted to foregrounding the socio-economic
impact of renewable energy and energy
efficiency investments. The development of
quantitively and qualitative assessment tools
that may be deployed in syndicated transactions
may be a starting point in the generation and
dissemination of knowledge within the financial
sector.

Education and training interventions developed
for the purpose of building capacity within DFI
employees may be offered to other public and
private sector financial institutions, either as
part of continuous professional development
programmes in respective sectors or as
education and training opportunities offered

to institutions or individuals.

7.2.3 BUILDING INSTITUTIONAL CAPACITY
FOR DELIVERY PREMISED ON GOOD
GOVERNANCE

Key to realising just energy transitions is the
establishment and governance of institutions
that can credibly deliver on aligning socio-
economic objectives and other justice
achievements and investments in the energy
transition by DFIs and other financial institutions.
This is necessary to ensure that envisaged
development impacts are realised through the
astute implementation of projects.

As an example, the DBSA has focussed on
building credible institutions that are poised to
expedite delivery related to the work needed for
shaping just energy transitions. This includes
support for the establishment of the IPP Office
and more recently the Infrastructure Fund. The
IPP Office was established by the DBSA together
with the national Department of Energy and
National Treasury. The IPP Office is responsible
for managing the Renewable Energy
Independent Power Producer Procurement
Programme (REIPPPP). The programme is
designed to procure renewable energy
generation capacity from independent power
producers and in doing so “reduce the country’s

reliance on fossil fuels and therefore stimulate
a renewable energy industry that contributes to
socio-economic development and
environmentally sustainable growth” (Van
Niekerk et al., 2022:35). The IPP Office assumes
responsibility for procuring, monitoring, and
evaluating independent power producers.

Such interventions require resources; either
additional resources, which resource-
constrained DFls often cannot afford or short-
term deployment of human resources from DFls
to key delivery institutions, to provide leadership
and build capacity, particularly in terms of good
governance.
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CONCLUSION

DFls have a development mandate, often
inextricably linked to the policy agendas of
governments that provide funding for DFls and
in some instances, the government that may

be receiving the funding for development.

This makes them a unique class of actors within
the global financial ecosystem, with considerable
leverage to lead a developmental agenda that is
aligned with and reinforcing financial priorities.
While the role of DFIs has evolved over time,
the need for DFIs to stimulate and support
development has been heightened in responses
to crises as is illustrated in the evolving role of
DFls in response to various crises, dating back to
World War II.

The convergence of the climate crisis, the
COVID-19 crisis and the Russian-Ukraine crisis
has foregrounded the need for green recovery
and socio-economic resilience. This is at the core
of the just energy transition; a transformative
transition to low-carbon economies that
prioritises long-term sustainable socio-economic
development.

DFls,and more specifically members of the IDFC,
have committed to advancing just energy
transitions. This is evident in the increase in
climate finance made available by DFIs
generally and members of the IDFC more
specifically over the past two decades. It is
necessary for IDFC members, and DFIs more
broadly, to further evolve their role in the just
energy transitions, to ensure that development
aspirations espoused in the Paris Agreement and
the Sustainable Development Goals are realised.

This may be achieved by DFls foregrounding
and embedding socio-economic impact in all
renewable energy investments, expanding the
extent and efficiency of project preparation as
a core function of DFls, and positioning DFls

as mandated lead arrangers in syndicated
financing to ensure that socio-economic impact
is embedded in investments in the energy
transition, transitioning to more appropriate
financial instruments to fund just energy
transitions and intensifying stakeholder
engagement to coordinate a common approach
to just energy transitions at large.

Likewise, the IDFC has an evolving role to play in
supporting a just energy transition. The IDFC can
build transition planning capabilities in DFIs that
may be shared amongst member DFls, generate
knowledge to educate the financial sector on
how best to invest in relevant interventions and
build institutional capacity to ensure that such
interventions are implemented credibly and
efficiently.
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