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The Conference of the Parties of the United Nations Framework Convention on Climate Change (COP27)
presented a number of challenges that nations will face in the coming years. One recurring issue was the
funding required for emerging markets to reach their sustainable development goals.

Many asset owners and investment managers are keen to invest in such ventures. However, they have
reservations, primarily surrounding the increased risk of these investments. For example, investing in transition
strategies—strategies that help to gradually advance the shift toward more renewable methods—and in
infrastructure projects within emerging markets presents complex challenges. Many investors do not
understand the local risks and lack resources on the ground to conduct the initial and ongoing diligence
necessary to managing these ventures. In addition, many asset owners have guidelines that restrict
non-investment grade issuers to a certain percentage of their overall portfolio.

Blended finance is one potential solution that could solve many of these problems. Blended finance uses
development banks or public sources to secure initial project funding to then attract private capital*, creating a
public-private partnership. Many experts agree that blended finance can help bridge the funding gap that is
needed to fund the sustainable development of emerging markets.

The World Bank has addressed many of these challenges by engaging local personnel to oversee capital
deployment and conduct ongoing due diligence. When the World Bank initially funds a project, it also takes on
the initial risk, which may attract private capital down the line. When a development bank like the World Bank
issues debt to fund these projects, those bonds often come with an investment-grade credit rating, which can
be ideal for many asset allocators.

Importantly, blended finance also can be used to improve existing infrastructure, becoming an important tool in
transition investments. We believe these transition opportunities in the global economy should not be ignored.
At present, “pure” green activities represent a very small portion of global gross domestic product (GDP), and an
even smaller portion of emerging market economies. While pure green investment is certainly needed to address
global emissions, we believe the focus also should be on transitioning existing activities such as transport,
construction, and mining to more environmentally sustainable practices. Many emerging markets rely on such
industries for their livelihood. These are industries that cannot be replaced easily with green alternatives, and
instead will require complex, multi-phase transformations and engagement and alignment with multiple
stakeholders. Tackling these institutional issues will be difficult. However, because funding these types of
projects could have a large impact on greenhouse gas emissions, they are key to the transition to a low-carbon
economy. At the same time, emerging markets are projected to increase emissions to support economic
development in the coming decades. Therefore, addressing these complex issues will be pivotal in helping
developing economies to both meet emissions reduction targets while also advancing more sustainable
economic development.

South Africa

South Africa’s transition represents several challenges as well as opportunities. Moving one of Africa’s largest
economies from coal-fired power to a green alternative is estimated to require $250bn over the next thirty
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years, according to a report from South Africa's Stellenbosch University and the Blended Finance Taskforce
released at last year’s World Economic Forum. At the same time, divesting immediately from Eskom, South
Africa’s main electric provider, or even from South Africa broadly would come at a cost. Removing the primary
supplier of energy from the power grid at a time when South Africa is dealing with rolling blackouts would have
political and development consequences. Additionally, Eskom is a huge employer in the region, and immediate
divestiture could have significant socioeconomic consequences, potentially leading to more instability in the
country. The question then becomes, how do we solve complex transition problems such as these to reach
emissions goals? While investors alone cannot solve this problem, partnering with public entities and
development banks may be a step toward a practical solution.

Indonesia

At COP27 last year, a group of countries agreed to mobilize $20bn of public and private financing to help
Indonesia move away from coal, bring forward the country’s peak emissions by seven years to 2030, and
commit to reaching net zero in its power sector by 2050. The Indonesia Just Energy Transition Partnership
(JETP) will eliminate 300 megatons of greenhouse gas emissions through 2030 with a reduction of well over 2
gigatons through 2060. Half of this $20bn will come from public sources, including multilateral development
banks and G7 countries, and half from private financial institutions, coordinated by the Glasgow Financial
Alliance for Net Zero (GFANZ). It is this $10bn of public sector funds that enabled the next $10bn to be
committed with estimates of $20-30bn more private sector money to flow once pilot projects are underway.
Given the high coal content of Indonesia’s energy consumption, blended finance can be used to unlock
significant private capital to address this problem in the short term and perhaps improve the country’s
investment and ESG thesis.

Conclusion

Investing directly in transition or infrastructure projects within developing countries may be difficult in practice
or carry too much risk for many investors and asset owners. Without access to private capital, emerging markets
have limited avenues for funding much-needed development while also implementing cleaner alternatives.
Without financing options, attaining net zero becomes disproportionately more difficult for these nations.
Blended finance, partnerships between the public and private sectors, offers an attractive solution. These
partnerships provide asset owners and investors more investment opportunities with potentially better risk
profiles. At the same time, developing economies gain access to needed capital. Blended finance can help
address the complex issues these nations face. Joint programs recognize that a more realistic path to net zero
involves the support of multiple stakeholders and practical, phased approaches that consider the critical
industries on which developing countries rely and strive to balance basic economic needs with sustainability
goals.

*Institute of International Finance. “Blended finance for climate—the time is now”. March 2022

Groupthink is bad, especially at investment management firms. Brandywine Global therefore takes special care
to ensure our corporate culture and investment processes support the articulation of diverse viewpoints. This
blog is no different. The opinions expressed by our bloggers may sometimes challenge active positioning within
one or more of our strategies. Each blogger represents one market view amongst many expressed at Brandywine
Global. Although individual opinions will differ, our investment process and macro outlook will remain driven by
a team approach. 
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Brandywine Global Investment Management, LLC ("Brandywine Global") is an investment adviser registered with the U.S.
Securities and Exchange Commission ("SEC"). Brandywine Global may use Social Media sites to convey relevant
information regarding portfolio manager insights, corporate information and other content.

Any content published or views expressed by Brandywine Global on any Social Media platform are for informational
purposes only and subject to change based on market and economic conditions as well as other factors. They are not
intended as a complete analysis of every material fact regarding any country, region, market, industry, investment or
strategy. This information should not be considered a solicitation or an offer to provide any Brandywine Global service
in any jurisdiction where it would be unlawful to do so under the laws of that jurisdiction. Additionally, any views
expressed by Brandywine Global or its employees should not be construed as investment advice or a recommendation
for any specific security or sector.

Brandywine Global will monitor its Social Media pages and any third-party content or comments posted on its Social
Media pages. Brandywine Global reserves the right to delete any comment or post that it, in its sole discretion, deems
inappropriate or prevent from posting any person who posts inappropriate or offensive content. Any opinions expressed
by persons submitting comments don't necessarily represent the views of Brandywine Global. Brandywine Global is not
affiliated with any of the Social Media sites it uses and is, therefore, not responsible for the content, terms of use or
privacy or security policies of such sites. You are advised to review such terms and policies.


