“We choose to go to the
moon in this decade and do
the other things not because

they are easy, but because
they are hard. Because that

goal will serve to organize
and measure the best of our

energies and skills, because
that challenge is one that
we’re willing to accept. One
we are unwilling to
postpone.”

What would JFK say today?




Unlocking private capital to
incentivize global public
goods provision:

Climate policy, clean energy
financeand forest protection




Mobilising Private Finance for the
Climate Agenda:

Introducing Sustainability-Linked
Intermediated Debt I nstruments "
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I. Why SLIDISs?




MObilize There is a need to attract increased capital from private investors
Investment on a large scale to support climate action in developing countries.

Incentivize ACtiOIl Incentives must be put in place to encourage developing

countries to prioritize climate action and green investments.

. It is essential to de-risk this operation, minimizing
Reduce the Risk variability for investors and maximizing overall impact

for developing countries.

Why SLIDIs?




Global net zero by
2050 requires annual
investment of

globally

(Yilmaz et al. 2022)

Developing countries alone need $2
trillion annually (IMF, 2023)

IMF (2023) estimates 80% of necessary
investment must come from the private
sector
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Current Annual Flow of Private Sector Investments to
Developing Countries (USSbn)

Data Sources: IMF (2023); OECD (2021)


https://unfccc.int/sites/default/files/resource/202208101704---KAPSARC_GST%20submission_4%20August%202022.pdf

Developing
countries have
difficulty

for
renewable energy
infrastructure, and
their
is often high

For utility-scale solar PV projects in 2021,
financing costs constituted about 50% of the
LCOE in emerging markets versus less than
30% for developed economies (IEA and IFC,
2023).
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Electricity Generation From Renewable Sources
(per capita, per year)

Source: Babayomi, 0., Dahoro, D. & Zhang, Z. (2022).




Current incentives
structures and
mechanisms are
limited either in
or in

SCOPE~> Tragedy of the Commons &
Horizons: private sector and policymakers
lack incentives to prioritise long-term
climate goals.

SCALE~ SLBs primarily cover project-
specific ESG goals rather than national
climate goals.
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Data Source: Climate Bonds Initiative (2024)



https://www.climatebonds.net/files/reports/cbi_slb_report_2024_04d.pdf

Expanding the

in Addressing
Climate Change

Broader objective to scale up climate funding
within the World Bank to achieve its climate
finance goal of 45% of total lending for FY25.

Need for new solutions to avoid conflicts
between climate priorities and fiscal
responsibilities.
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https://thedocs.worldbank.org/en/doc/737327d214f08db1ac7a1d655a343029-0020012024/original/World-Bank-Climate-Finance-FY24.pdf

Countries need stronger
incentives for policy

action for global GHG

emissions mitigation and

climate adaptation & Sustainability Linked
Bonds (SLBs) and

Developing countries are Sustainability-Linked

in critical need of access
to cheap finance to build
clean energy and climate

Loans (SLLs) are
useful innovations to

resilient infrastructure achieve these goals, Sustainability-Linked <
but have not achieved intermedlatezis][)‘;l;; ) .
necessary scale nstruments S
>, build on SLBs and SLLs

to unlock climate and e
clean energy finance
flows
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I1. Existing
Mechanisms &
Limitations




Existing Mechanism:

In 2022, Uruguay issued a 3-year USbnS1.5

Sovereign SLB

Step Up Coupon
Less than 50% reduction i Failure to Meet SPT 1.1
+ [ X, ] bps to SSLB Coupon
KPI-1 -50% @5
Reduction in
aggregate gross No Change in Coupon
GHG emissions
per real GDP Meets SPT 1.1 but does
Unit by 2025,

with respect to

not exceed SPT 1.2
baseline (in %)

_-52%*

Step Down Coupon
More than 52% reduction Outperforms SPT 1.2

-[X;] bps to SSLB Coupon



https://sslburuguay.mef.gub.uy/innovaportal/file/30690/20/uruguay-sslb_non-deal-roadshow_october_2022.pdf

Existing Mechanism:

In 2023, the World Bank
directly issued a USS350
million Sustainability-
Linked Loan also to
Uruguay

Also note recent WB
SLB/SLL transactions in
Kenya and Rwanda.

Beginning in 2028

Linked to a reduction in
methane emissions per unit of
cattle

Targets are 1% more ambitious
than Uruguay’s NDC

If this target is met, WB will
reduce the interest rate for each



https://www.worldbank.org/en/news/press-release/2023/11/17/banco-mundial-uruguay-recibe-un-prestamo-pionero-que-premia-el-cumplimiento-de-ambiciosas-metas-ambientales

Disincentives for Investors

° ° ,
Existing SLBs — (Perceived Risks), due to

L.imitations

variable interest rates

— Disincentives for Sovereign
A , y (Step-Up Mechanism)

=



“SLBs have, however, faced considerable criticism since their 2021
boom... But the problems lie in inadequate structural and calibration

features, and weak underlying transition plans — not with the
sustainability-linked concept.” (Climate Bonds Initiative, 2024)



https://www.climatebonds.net/files/reports/cbi_slb_report_2024_04d.pdf

I11. SLIDIs: Definition
and Design Options




SLIDI: Definition

A Sustainability-Linked Intermediated Debt Instrument is a debt
instrument (bond or loan), intermediated so that coupon/interest

payments made by borrowers are KPI-linked but the coupon/interest
payments to end investors are not.




Intermediary/WB o e am 7
XX 2 v‘r) = - & —?'_ R ! (’-‘
Donor
Raises money for Pays out subsidy (RBP,
trust fund for results-based payments),
RBPs, e.g., via e.g., 2%, from WB-managed
carbon tax . trust fund if sustainability

KPI targets are met

Sovereign

Issues bonds to Investor
financial markets

at fixed interest

rate, e.g., 7%

SLIDI Model 1: Subsidy-Providing Intermediary
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Intermediarv/WB

Issues bonds in the
market e.g. at 4% (if
investment threshold
is met) and then on-
lends to the sovereign

e.g. pays 5% until bond
maturity if KPI targets
are met and 4% or 3% if

Soverelgn targets are subsequently relevant and tracks Investor

exceeded progress; on-lends
money to EMDE
sovereign via SLL

Verifies KPI targets
are ambitious and




IV. Role of the World
Bank (or other leading
MDB)




WB Role:
Standard Setting

The World Bank, or similar institution, could also play a key
role in standardizing the metrics and KPIs to ensure strong

climate action.




WB Role:
‘Halo’ Effect

The involvement of the World Bank or
another MDB (e.g. by the WB purchasing
some of the final bonds issued to
investors) may create a strong market
signal—a ‘halo effect’ —that reduces the
risk of sovereign default, boosts bond
credibility, and increases its appeal to
private investors.




Lending
Directly or Setting
Up SPV

The World Bank could lend directly (sustainability-linked loan) or
help to set up a Special Purpose Vehicle to do additional lending.



V. Development
Partner Roles




Agency Partner in
Enhancing SLIDI Success

Development

Agency Partner
(e.g. GiZ or AFD)

Agency verifies KPI
targets are ambitious
and relevant and tracks

Sovereign progress




VI. Conclusions &
Next Steps




Urgent need for innovative solutions to mobilize private capital for sustainable

infrastructure development objectives.

Room for Improvement with SLBs.

Enhanced Approach - SLIDIs with WB/MLDB Operationalization:

@ A more attractive and effective financial instrument for investors and sovereigns.
Operationalization through side payments or intermediary (WB or SPV)
Development agency partner participation to enhance private-sector confidence and help achieve KPIs.



Refinement &
Exploration

Co-Design
Collaboration

Feedback
Scaling Impact
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