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Private Capital Mobilization is not Happening at Scale, in particular in Low and
Middle Income Countries

Mobilization of private sectorby country income level

200 300 s Low income (left scale)
180
250
160 ) ]
Middle income
140 {excluding EIB and
200 EDFI) (left scale)
A 120
= 159 . High income (left
= 100 150 = scale)
jaa]
80
100
60 = Mobilization ratio
LIC/MIC (compared to
40 totalloans mcluding
50 . i
sovereigns) (right
20 scale)
—g—Nobilization ratio
0 0 LIC/MIC (compared to
2017 2018 2019 2020 2021 2022 private loans excluding
EIB and EDFI) (right
scale)
EIB--European Investment Bank EDFI--European Development Finance Institution. LIC--Low-mncome countries.
MIC--Middle-income countries.
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International System Roadblocks Are Well Established

Bankable Projects

There are opportunities,
what is needed is more
technical assistance at all
levels and capacity building
(including on institutional
frameworks).
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Asset and Liability
Mismatch

This mismatch is limiting
access to finance and
generating risks that are
difficult to mitigate:
Domestic Capital

Foreign Currency

Transfer and Convertibility
Risks

Small Scale Loans

Catalyst Capital &
De-Risking

More First Loss, would allow

a greater mobilization
multiplier effect

Standardization

Lack of individual project
standardization that would
allow for scaling.

Lack of structures pooling
assets to deliver size &
diversification,to comply
with large investors
investment needs.
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Other Developing Opportunities For Capital Mobilization

More effective cooperation across stakeholders,
the cultural gap between MDBs and private sectoris
among the roadblocks to unlock blended finance

potential

Label debt market is gradually expanding across
EMDEs, allowing to broaden investor base and
channel capital towards projects which support
climate transition and adaptation.

Development of local and international taxonomies
is supporting enhance transparency and
standardization
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Sustainability Labelled issuances are denominated in an

increasingly diverse set of currencies
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"Otner" represents all currencies inwhich GSSSE issuance is less than 1% of global annual volume. Excludes structured
finance. GS55B--Green, social, sustainability, and sustainability-inked bonds

Sources: Environmental Finance Bond Database. S&P Global Ratings
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S&P Global Ratings wants to be a stakeholder, while keeping in line with our
Mandate to Provide Independent High-quality Ratings

te Finance In Lower-Incor X +

« From a credit rating agency perspective, we S

€« C @ % spglobal.com/ratings/en/research-insights/special-reports/climate-finance
have set up a dedicated task force on the e b
Climate & SDG Financing gap topic to engage
with Stakeholders with a view to. SUSTAINABLE FINANCE & SOVEREIGNS
Low- and lower-middle-income countries are most

e -
C'.I mate FI nan ce vulnerable and least ready to adapt to climate

change—yet receive the least amount of investment

» |dentify roadblocks, produce research,
enhance rating transparency, provide our :
rating perspective where valuable, ensure that Countries
our ratings methodologies are on top of
recent developments.

l n Lowe r— I nco me to transition their economiesand build resilience to

physical climate risks.

ONTHISPAGE  Climate FinanceGap  Capital & Challenges  Rating Actions gy Updates &Insights  Contact

» We are looking for more data on default and
recoveries of project finance and corporate Climate Finance Gap
lending in developing economies

Our research shows that low- and lower-middle-income countries are

disproportionally at risk of economic losses from, and are most exposed Lower-income countries are 4.4x more eXpOSed
] ] to, physical climate risks. As extreme weather conditions and worsenin, i i i i
[ ] We h ave a lS O C h a n ge d O u r O rga n I Z at I O n to b e ph)?si():/al risks cor}tinue t}o increase and influenf:(r:* credit fu‘ndam(-:*ntals,g ::)n:al: g[‘)itafr:f:/sz;:oabr: :::neai: :::Z?dltal:(:er:;::ers
able to rate in a timelier way innovative
transactions, including blended finance ones.
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Project Finance Rating & Country Risk— We first analyze the project standalone characteristics
and simulate a Sovereign Stress to assess if a Project can be rated above its Sovereign

— Historical evidence show that economic stress that has
accompanied sovereign defaults is severe, and has typically led to
Project Finance Criteria Framework a significant increase in non sovereign defaults

Operations phase

S — We can rate a Project above the Sovereign rating if, in our view,
Resllency there is an appreciable likelihood that the transaction would not
RERA default if the sovereign were to default.
= Liguidity -
S e — To evaluate that likelihood, we simulate a Sovereign stress
cUEIness
SR Rusaie || SSEERSS scenario and if relevant, assess Transfer and convertibility risk
Financial P T SACP . o . o
assesemant D,‘lahg.,,e:m,ﬁ,g — Rating above the Sovereign can be achieved either based on
L, Bl | S standalone characteristics of the project or through external
ProteCuan .
Counterpary e support factors like a guarantee
o financeissue — Example of Rating above the Sovereign without a guarantee:
Construction phase e it rati . . .
. MV?24 Capital B.V Rated BBB-, versus Brazil Sovereign BB+ stable.
Full cred
u'l:re t . . . . . . . .
guararte A Vessel which is doing oil and gaz exploration in the Tupi Field
Modifi
[l
Business Holstic analyss and is seen as important for Brazil energy matrix. Predictable
asseEEmant - Constructi . . . . «
y Suctinl -y P cashflows and Strong incentive to avoid payment interruption.
Financial o SACP
easeesment Tourtarparty — Example of Rating above the Sovereign thanks to a guarantee: Sociedad
Concesionaria Vial Montes de Maria S.A.S, a toll road in Columbia. “AA”
SACP-Standalone credit el rating reflecting an irrevocable guarantee received from Development
[:-:f-',-'l_."f":'.‘ s .'r,-‘:'.‘.ll-:‘n-:3‘-'-:.-|F||”.||-‘.|-‘..‘~:-|c|-‘.-.-‘. L, Al rights rasersd Flnance Corp (DFC)
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Climate Change is integrated into our Credit Ratings methodologies, it is however
only one factor among others, influencing default likelihood

The road to credit materiality: Five steps from megatrend to credit impact

Determine, where possible,
the potential future rating
impact on entities in sectors

Estimate the magnitude of a Define plausible
megatrend's potential scenarios for
impacts on creditworthinesss analytical purposes
or geographies identified as
highly exposed

Assess the credit Conduct analyses
impact transmission using the scanariog
channels defined in step 3

Potential

Scenario analysis rating actions

Magnitude

Scenario analysis

Source: White Paper: Assessing How Megatrends May

Influence Credit Ratings (capitalig.com)

Clarity on credit transmission
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As a provider of ratings on long term debt, Climate change is a major area
of research and is integrated into our credit rating methodologies

The Climate Finance Gap in developing economies is an area of specific
focus for us. Our research shows that lower income countries GDPs are 4.4 time
more exposed to climate physical risk than their wealthier peers. Failure to
address the climate finance gap, could undermine global climate transition
and heighten long term environmental and social risks to financial stability

Climate risk influence on credit ratings is often mitigated by a number of factors

1) The inherent uncertainty in climate science, including the precise exposures
of companies or countries, when/where events may crystallize and any
associated economic losses

— 2) The existence of multiple other ratings factors which in many
instances have more influence on likelihood of default (negative or
positive)

— 3) Climate change risk is very long term, it It is difficult to project financial
impacts beyond 5 to 10 years as many rating factors can change
significantly.

In order to address the lack of sufficient visibility and certainty on

how climate change will impact creditworthiness, we do scenario analysis (We
typically look at three energy transition scenarios (Green rules, Inflection, Discord) to
assess the potential effect they could have on credit transmission channels if they
were to materialize


https://www.capitaliq.com/CIQDotNet/CreditResearch/pdf.aspx?ArtObjectId=101596246&ArtRevId=1&isPDA=Y
https://www.capitaliq.com/CIQDotNet/CreditResearch/pdf.aspx?ArtObjectId=101596246&ArtRevId=1&isPDA=Y
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