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Centrality of Quality and Sustainable Infrastructure

Urgency, Scale and Opportunity in the Post-COVID19 Context

Unlocking investment opportunities

Financing of sustainable infrastructure
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Quality/sustainable infrastructure is key to growth, development, and climate
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Changes are needed across key systems

Energy

Cities

Food andland use

Water

Industry, Innovation and
Transport

Source: New Climate Economy, 2018

Raising revenue by pricing carbon and eliminating fossil fuel subsidies
Saving energy through greater energy productivity
Supporting energy access through distributed renewable energy

Well managed densification to revitalise cities
Sustainable and affordable housing for urban poor
Shared, electric, low carbon transport

Avoiding deforestation and degradation of forests

Scaling up landscape restoration

Implementing climate-smart agricultural approaches

Supporting better food consumption patterns and reducing waste

Sustainable and equitable water allocation
Targetinvestmentin resilient water and sanitation infrastructure

Focus on energy efficiency, resource efficiency, and decarbonisation in
heavy industry

Reduce emissions from the plastics value chain

Develop low-carbon solutions for heavy-duty transport

Increased support for innovation and deployment

By 2030
o000

Generate over
65 million
additional low-carbon jobs

Make available
USS 2.8 trillion
from carbon pricing revenues
and removing fossil fuel
subsidies

£
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Avoid
700,000
premature deaths
from air pollution

Seen remarkable progress in technology in last dozen years (renewables, EV, digital management, materials...); momentum is building but

rapid acceleration needed.
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The scale of infrastructure demand over the next 15 years will be more

than the current existing stock
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US$ trillion

Projected cumulativeinfrastructure demand (2015-2030) Source: Bhattacharya et al (2016)
Note: Projections based on mid-point of range estim ates. Excludes fossil fuel extractionand use, expenditure to enhance energy use efficiency, and operation and maintenance
costs.

There are challengesin translating the fremendous needs and opportunities for sustainable infrastructure investment into realized
demand (finance, policy...).
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Urgency: the next two decades are critical in establishing

low-carbon development, growth and poverty reduction
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The next decade is critical. Choices made on infrastructure and capital now will either lock us in to high emissions, or set us on a low-carbon growth
path which can be sustainable and inclusive.
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The current path is far from sustainable
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Source: Stern (2019); UNEP (2018)

INTERNAL. This information is accessible to ADB Management and staff. It maybe shared outside ADBwith appropriate permission.



The science of climate change is clear; the impacts of failure could be devastating;

difference between 1.5°C and 2°C strongly significant

1.5°C | 20C
Extreme Heat |

(Global pop.exposed to severe heat at leastonce every 5 14% i 37%
years) |

Frequency of rainfall extremes 17% 36%
(Iand) :

Average drought length 7 i 4

(months) I

Source: IPCC(2018)and WRI (2018)

Differences between 1.5°C and 2°C are major. Differences from 2°C to 2.5°C, and then to 3°C likely still bigger. Current Paris COP21 plans for 2030 look like
paths headed for 3°C and above over the next century or so.

Have not seen temperatures above 3°C for around 3 million years; hundreds of millions, perhaps billions, would have to move. Risks of severe and extended
conflict. Note that 3 million years ago CO, concentrations were similar levels to now, and sea levels were 10 — 20m higher (Foster et al., 2017).
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Sustainable infrastructure is a key element of building back better

* The world has been transformed by the COVID19 pandemic.

* The collapse in output is global, with the biggest and most severe hardships with the poorest
people, in the poorest countries of the world.

* We must not to go back to the old normal: it was deeply fragile and dangerous. The recovery must
‘build back better’ in a way that can tackle underlying weaknesses and set a course for long-term
transformation to a new form of growth and development.

* Investments for a sustainable recovery can:
o Be fast, labour-intensive, with strong multipliers.

o Delivered through investmentin both natural (e.g. land restoration, forests and
landscapes) and physical capital (e.g. broadband, renewables, infrastructure for EVs).

o Avoid lock-in of a brown recovery.

10
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Sustainable investments have good short-and long-run features

High
positive
impact .
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rating policy in Top 10
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* Intheshortrun,clean energy infrastructure (like insulation
retrofits and building wind turbines, restoring wetlands) is
labour-intensive but not import intensive or susceptible to
offshoring. Consequently, they impart high short run

Potential Climate Impact

Slow

L . High ;
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d to the wider economy, giving high long-run P
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recovery packages (Hepburn et al, 2020).

Sustainable investments have appealing short-and long-run characteristics in a recession.
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The growth story of the 21st century: strong, sustainable, inclusive

Investment in sustainable infrastructure can boost shorter-run demand and

5-10years growth, sharpen supply, reduce pov erty and support sustainable dev elopment.

=4

Investment in sustainable infrastructure and human capital can foster health
and well-being for all.

Spurinnov ation, creativity and growth in the medium term, unleash new wav es
>10 years of innov ation and discov ery.

5-10years 1 Ap)L

9

Low-carbonis the only feasible longer-run growth on offer; high carbon growth
>20 years self destructs.
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Impediments to quality/sustainable infrastructure

* Despite its central importance, unable to deliver on the quantity and quality of
investment needed.

* The failure to deliver on the scale and sustainability of infrastructure investments
reflects two fundamental and persistent gaps.

* Most countries are unable to translate the tremendous needs and opportunities for
sustainable infrastructure investment into realized demand, and a significant
proportion of investment is not as sustainable as it should be. This is largely due to
the inherent complexities of infrastructure investment (long-term nature,
interconnectedness, social impacts, and externalities positive and negative) and policy
and institutional impediments.

 Second, despite the large pools of available savings, mobilizing long-term finance at
reasonable cost to match the risks of the infrastructure project cycle and ensuring that
finance is well-aligned with sustainability criteria remains a widespread challenge.

14

INTERNAL. This information is accessible to ADB Management and staff. It maybe shared outside ADBwith appropriate permission.



The nature of infrastructure investment and the urgent challenge require an

integrated approach to quality and sustainable infrastructure

Complex nature of infrastructure

investment

* Long-termand large upfrontinvestments

* Spillovers and externalities

* Complex decision making process and
policy-induced risks

Urgent challenge to cut carbon

emissions and build resilience

* Requires transformative changes in key
economic systems

*  Both new infrastructure and existing
infrastructure must be low-carbon and
climate-resilient

Platforms for project
preparation

Shared definition and
understanding of sustainable

Robust upstream :
infrastructure

policy and institutional
framework and

Open infrastructure database

Ensuring quality and
sustainability of
individual projects

Source: Bhattacharya et al. (forthcoming)
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Robust policy and institutional underpinnings are needed to unlock investments,

attract the private sector, and ensure sustainability of investments

Business and Policy Environment

Decision-
making
Process

Upstream policy and
institutional settings
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Institutional Capacity and Governance
Source: Bhattacharya, Contreras, and Jeong (2020) 16
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G20 Principles on Quality Infrastructure

“The aim of pursuing quality infrastructure investment is to maximize the economic,
environmental, social, and development impact of infrastructure and create a virtuous cycle
of economic activities, while ensuring sound public finances.”

* Principle 1: Maximizing the positive impact of infrastructure to achieve sustainable
growth and development

* Principle 2: Raising economic efficiency in view of life-cycle cost

* Principle 3: Integrating environmental considerations in infrastructure investment
* Principle 4: Building resilience against disasters and other risks

* Principle 5: Integrating social considerations in infrastructure investment

* Principle 6: Strengthening infrastructure governance
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Tools and indicators on quality/sustainable infrastructure

Attributes and Framework for Sustainable Infrastructure, Bhattacharya et al, IADB, 2019

MDB Infrastructure Cooperation Platform: A common set of aligned sustainable
infrastructure indicators, IADB, 2020

The Green, Inclusive, Resilient, Sustainable Indicators (GRIS), Asian Development Bank
G20 Quality Infrastructure Investment Case Study Survey, Global Infrastructure Hub
OECD Compendium of Policy Good Practices for Quality Infrastructure, 2020

OECD Implementation Handbook for Quality Infrastructure Investment, 2021

Quality Infrastructure Investment, World Bank Group

G20 Compendium of Quality Infrastructure Investment Indicators (forthcoming)

Sustainable Infrastructure Tool Navigator (www.sustainable-infrastructure-tools.org)
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Centrality of Quality and Sustainable Infrastructure

Urgency, Scale and Opportunity in the Post-COVID19 Context

Unlocking investment opportunities

Financing of sustainable infrastructure
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Funding vs. Financing

Source: World EconomicForum

Revenue sources, often collected over a span of many
years, which are used to pay the costs of providing
infrastructure services

Most common sources of funding are:

v General purpose tax revenues

v Revenues from user charges

v Other charges or fees dedicated to infrastructure

Turns the infrastructure funding into capital that can be
used today to build or make improvementsin infrastructure
Onlyif a project can demonstrate reasonable predictability
in funding sources for both capital expenditures and for
operationsand maintenance (O&M), financing can be
feasible
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Spillover effects from infrastructure projects can be used to develop a better

revenue model for infrastructure investment

Spillovers

Highway
Nnn-affecé region (User charges)
* (low rate of return)
/ Spillov

'Employment

effect
Non-affected

/ / region
Private i estment
T SM evelopme

Spillover ect
Increasg’”of prope /tax revenue

Source: Yoshino (2019)
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The characteristics of infrastructure financing

* The characteristics of infrastructure pose various risks in each phase of the life-cycle of a project

* The biggest risks and constraintsto financingarise at the early stages of project

Description

Main risks

Cash flows
(stylized)

Financing
moments

Developer/government organizes
feasibility studies; models cash
flows, finances; organizes
contracts with utilities, operators
and construction firms

Macroeconomic & political risks

Separate operating company takes
over operation and maintenance of
the project

Construction first build the project
to specifications

Macroeconomic & political risks Macroeconomic & political risks

Technical risks to project viability =~ Construction risks (e .g., of Deo mar:i:;h':iﬁkt;nsks
Environmental and planing risks overrun, delay) Policy risks (.., tariff changes)
A
Large risks and uncertainty over revenue streams /’;———-—:—
e =
During project preparation and Once project is 'bankable’ Once construction is compete and
feasibility studies the developer the developer will seek equity started to operate project can be
seeks patient capital or, often, investors and debt providers to refinanced to reflect the changing
public funds finance the project risk profile

Source: Bhattacharyva, Romani and Stern (2012)
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Mobilizing the required capital for sustainable investment requires

unlocking a number of pools to work together

Private sector
/ : \
Provide catalytic support
Develob own sources of frorm MDBs and other DFls
revenLFJ)e and imorove (IDFC) and use range of Requires enabling policies and institutionsto manage and reduce
revenue collecEr)ion instruments available to risks, plus capabilities in bringing management, technology and
’ reduce therisks of finance toscale. Platforms can play a critical role.
. : investment and lower the
Co:lriichenn%;rrgirenne(:ﬁ)l’lr%%’r costs of capital. Set out plans to make their portfolios and operations entirely
P dirgc’rs and protects sustainable. Disclose and report in line with the TCFD, implement
inves’rmen’rsl?owords Boost concessional finance shadow carbon pricing...
sustainable investment for high risk projects or areas
where commercial returns
aren't high enough.

Given the scale of investment required a significantincrease of finance is needed from all sources — domestic public, international,
private — and the links between them made stronger.

23
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Mobilizing private financing

Tackle Institutional
Constraints

Strengthen policy and
business environment

Capital market
development

Reduce government/
Political risks

Impediments of
Private Financing

Revenue and
other risks

High transaction
costs

Lack of proven
financing structures
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Role of the MIDBs

Agreed framework for Sl
Coherent set of principles, tools, and * Common framework/platform for project
I INEN preparation (SOURCE)
Upstream Coordinated support for reforms and Upgrade * Enhanced project preparation facilities
Support capacity building Projects * Adherence to high quality standards

Other stakeholders: IME OECD, G20, GIH, Other stakeholders: standard setters, GIH
think tanks, the private sector

Project preparation,
Policy and institutional setting design and Financing
implementation

» Strengthen multi-level public finance
* Strengthen capital markets
* Catalyze private finance through

standardization, data/benchmarks, Mobilize
improved risk mitigation and Align
* Optimize and enhance MDB balance sheets Finance

Other stakeholders: WEE IIE BSDC/NCE,
G20/GIH, think tanks
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Private sector coalitions to mobilize and align finance

e Glasgow Financial Alliance for Net-Zero (GFANZ)

* Finance to Accelerate the Sustainable Transition-Infrastructure (FAST Infra)
* Climate Finance Leadership Initiative (CFLI)

e Global Investors for Sustainable Development (GISD)

* Sustainable Markets Initiative

* Voluntary Carbon Markets Integrity Initiative (VCMI)
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Finance needs to be alignhed with sustainability

Three definitions of sustainable finance

Source: EU High-Level Expert Group on Sustainable Finance
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Accelerating the shift to sustainable finance

Disclosure and Reporting Regulatory Frameworks
* Make reporting against the Task Force * Mandatecentral banksand other
on Climate-related Financial Disclosure’s financial supervisory bodies to
framework mandatory. incorporate climate risk into prudential

and risk assessment frameworks.

* Adjustregulatory regimes (Solvency and
Basel) to remove the bias against
sustainableinfrastructure finance.

* Pension trustees need to be required to
incorporate climate risk criteria into
their fiduciary responsibilities.

From Green to Sustainable Finance

* Encourage financialinstitutionsto operate on sustainable principlesand build their
sustainable development programs.
e Accelerate the growth of green and sustainable bond markets, and develop taxonomy

and standards for sustainable finance
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Improved disclosure of climate-related risks is essential

The recommendations of the Task Force on Climate-related Financial
Disclosures should be considered for designing a policy and institutional
framework for climate finance

Governance
The organization’s governance around climate-related risks
GoveTance and opportunities
£ . Strategy
Strategy ! The actual and potential impacts of climate-related risks and
e opportunities on the organization’s businesses, strategy,
| Risk and financial planning
/" Management \
i Risk Management
// \\\ ‘ The processes used by the organization to identify, assess,
L\ ‘( Metrics '\I | 4 and manage climate-related risks
A\ 'x\and Targets | ‘4 / Metrics and Targets
\":--..\‘_ \ / - The metrics and targets used to assess and manage relevant

climate-related risks and opportunities

Source: Task Force on Climate-related Financial Disclosures
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