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The energy transition: \

a catalyst to address Ly
the global triple crisis

The world is currently facing a triple crisis—severe cost of living, energy security, and food security
challenges are impacting most of the world, but their effects are disproportionately felt by developing
countries and vulnerable communities. These crises, coupled with the ongoing climate crisis, hamper
progress on development priorities, including action on climate change. Although these crises are
distinct, they are deeply interlinked, primarily through the rising energy prices affecting both the overall
cost of living as well as the availability of fuel and fertilizers, which in turn directly impact agricultural
productivity (Figure 1).

FIGURE 1
Interconnections within the triple crisis, UN Global Crisis Response Group, 2022

ENERGY PRICES INCREASE

Per oil barrel in o
June 2022, a w
FERTILIZERS record price?

AVAILABILITY
RISK Price increase in COST OF LIVING

natural gas in Europe

between 2022 and DEH

2020 levels?
Price People living just
increase of above the poverty
o *' FOOD SECURITY RISK ine i Africa at risk of
ggég\gg;s sliding into poverty
average' A Decrease in crop as a ripple of Ukraine

crisis and pandemic?

o yields especially in
countries with large <db>  Global inflation in
share of small farmers® 5_.2'3/0 2021, a decade
People acutely <qp» highnumber*

47M
wmy_  hungry as ripple of
ﬂ the energy crisis® \}

1. UNCTAD, forthcoming, The war in Ukraine: What it means for the logistics of international trade.

2. World Bank, 2022, Commodity markets outlook

3. United Nations Economic Commission for Africa (UNECA), 2022

4. United Nations, Inter-agency Task Force on Financing for Development (2022). Financing for Sustainable Development Report 2022
5. BBC (2022) Ukraine war ‘catastrophic for global food’

6. World Food Program (2022)



SUSTAINABLE FOR ENERGY FOR ALL

The global energy transition towards cleaner and more sustainable energy sources for all sectors presents
a significant opportunity to address these crises through its cost benefits, job creation potential, local
market creation, and climate benefits.

FIGURE 2
Electricity output from renewable sources, TWh, IEA 2022 World Energy Balances
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Countries around the world, in particular developing countries that face a disproportionate amount of
climate vulnerabilities, have demonstrated a deep commitment to advancing the uptake of renewable
energy to meet their development goals. However, evidence shows that uptake has been lagging in
emerging markets and developing economies (EMDEs). The pace of growth of renewables generation
has decreased in the Global South (-1pp. in annual growth rate between 2000-2020 versus 1990-2000)
while it significantly increased in the Global North (+3pp.) and China/India (+7pp.) in the last 20 years
(Figure 2). This is especially challenging as energy demand in developing countries continues to rise
consistently year-on-year.

The slow pace of renewables deployment in emerging markets and developing economies (EMDEs)
versus developed countries is mainly due to two core elements: the lack of access to capital and the
high cost of capital in those countries.

LACK OF ACCESS TO CAPITAL
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A striking example is Africa in which total energy supply investments have been shrinking with the
decline in fossil fuel investment not offset by the increase in renewables investment (Figure 4).

FIGURE 4
Africa energy investments in energy supply, I[EA 2023 World Energy Investment Report
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HIGH COST OF CAPITAL

The capital that is flowing into developing and emerging economies is not only limited in scale, but is
also often prohibitively priced, with significantly higher interest rates prevailing in developing countries
(Figure 5). This high cost of capital significantly diminishes the economic advantage of renewable
energy solutions in developing countries, further limiting the pace and scale of their uptake.

FIGURE 5

Indicators of economy-wide cost of capital for debt (government bond + debt risk premium) for
countries at various development stages, Nominal value, 2020, I[EA
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For instance, assuming a
similar cost of technology
for solar PV in the global

FIGURE 6

Solar panels cost comparison between a developing
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Loan duration 15 years
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Consequently, it becomes apparent that the energy transition requires as much innovation in market

design and access to finance as it does in technology innovation and unit economics. The risk profile of

clean energy solutions is intimately intertwined with the broader financial crisis faced by EMDEs, which

continues to prohibit those with the least contribution to the climate crisis, and the worst affected by it,

to act decisively and at scale on climate mitigation without interventions that address this twin finance

challenge. Hence, to unlock renewable energy consumption, systemic catalytic financial solutions are

required and can be delivered through targeted actions across three objectives (Figure 7).

FIGURE 7

Actions to deliver systemic catalytic financial solutions to support renewables scale up

OBJECTIVES ACTIONS

Identify market potential and pipelines

Identification of investment opportunity in renewables by country
and market leveraging existing assets: Energy Transition Investment
Plans (ETIPS), Just Energy Transition Partnerships (JETPs) and
Energy Compacts

Identify investment requirements at a
granular level and pipelines of projects that
seek capital

Develop innovative financing mechanisms

Development of innovative financing mechanisms by concessional
capital to crowd in private finance and yield leverage, such
as guarantees, credit enhancement mechanisms or risk-
based financing

Scale market interventions in relevant sectors, such
as results-based financing in underserved sector

Develop new financing mechanisms fit-for-
purpose for the energy transition (e.g., new green
guarantees)

Accurately price climate risk and scale local currency
investing

Inclusion of financial regulators and credit rating agencies in climate
discourse to ensure an accurate climate risk pricing - today, credit
ratings are not accounting for country-specific transition and physical
climate risk, leading to inaccurate risk prices across asset classes

Expansion of local currency clean energy investing with accurate
climate risk pricing in developing countries — today, developing
countries’ domestic banks are not adequately equipped to evaluate
clean energy projects

Develop fit-for-purpose credit quality assessment
with engagement from central banks

Train and develop capabilities of financial
regulators and credit rating agencies to
accurately price climate risk

Train and develop capabilities of domestic banks

networks in developing countries to better assess
clean energy projects for local currency financing
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