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South Africa needs to pursue a course towards a just transition to green energy and
decarbonisation — a move that would include the reallocation of investment away from carbon-
intensive sectors and activities — but issues around what role investors should play, policy

challenges and whether the country has the financial instruments required to meet that just )/- ——

transition persist.
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Trade and Industrial Policy Strategies (Tips), an independent economic research institution,
hosted a discussion this week looking at what could work within the country’s current financial
system, and where changes to the financial ecosystem are needed to effectively support a just

transition.

Tips research fellow Sandy Lowitt said that, theoretically, there were numerous ways in which
the South African public sector could directly engage in financing just transition activities within

the existing financial ecosystem, “but all these options will have an impact on the fiscus”.

READ: COP26: SA to call for developed countries to financially help with climate crisis

“The first option would be for the state to provide grant and concessional funding by making

such funding available to the country’s development finance institutions and commercial banks,

which would support blended funding opportunities to crowd in private sector funds.

“Or government could consider the use of targeted credit enhancement tools, which essentially

reduce the risk of the project to the funder. These options could include risk buy-down schemes,

state-backed guarantees, first loss provision, political risk insurance, subordinated debt or the

creation of risk pooling facilities.

“A third option [is that] the state could directly fund just transition projects through innovatively
structured transactions, using line department budgets and possibly special purpose vehicles,”

said Lowitt.

However, the fiscal implications that would exist in the form of either financial outlays or revenue

forgone are great, she said, adding:

A wide range of debt, equity, de-risking and catalytic financing
instruments are already available in South Africa

Lowitt added that, while the suggested instruments are all potentially powerful, they were
unlikely to feature at the forefront of just transition funding in South Africa in the near term

“because of constrained government finances”.

“Treasury has suggested that increasing such flows would most likely arise from the
reprioritisation of existing budgets, rather than new money being injected into the system,” she

said.
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Chantal Naidoo, the founder and principal associate of Rabia Greening Finance, said that

government could use some intervention tools to achieve a just transition.

“A wide range of debt, equity, de-risking and catalytic financing instruments are already available
in South Africa,” she said, adding that banks were mobilising and deploying finance focused on

sustainability, the climate and transition outcomes.

But Naidoo warned that the structural bias of the South African financial sector towards large
business at the expense of enabling equitable and timely access to finance for the most
vulnerable is one of the greatest risks of catalysing a just transition, adding that attention by
regulators and Treasury would be needed to make sure that financial innovations directly

support small and medium-sized businesses, women and young people.

Research shows that South Africa was the twelfth-largest greenhouse gas emitter in the world in
2019, at just more than 1.3% of total global emissions. This is largely due to the country’s heavy

reliance on coal for power production.

The 2021 Standard Bank Investor Guide shows that coal accounted for almost 86% of South
Africa’s emissions in 2019, and that South Africa is the world’s seventh-largest coal producer and

the fifth-largest coal exporter.

According to the guide, the global move away from coal use is likely to have a significant impact
on the South African economy. It states that the modelled impact of transition risk on total global
GDP — which would arguably be higher in South Africa due to its heavy reliance on coal —is

estimated at a cumulative 6% reduction by 2050 in the disorderly scenario and 2% in the orderly

scenario.

The guide adds that, even though the effects of the climate crisis are becoming clearer to
discern as extreme weather events are occurring with greater frequency and intensity the world
over, requiring that urgent action be taken to curb emissions, the social impacts of climate-
related transition risk include job losses. The report also states that decarbonisation
expectations include that the transition to a low-carbon economy could also exacerbate

inequality.

Rudi Dicks, head of the project management office in the presidency, said that, given South
Africa’s socioeconomic conditions — high unemployment, poverty, high inequality and lack of
access to electricity and other basic needs — government needs to ensure that, when it finances
particular interventions, it takes into consideration the socioeconomic factors that are going to
be affected.

Dicks said:

Financing a just transition is very tricky. If we are going to be
decarbonising at a rapid pace, we have to understand that there is an
excess of 80 000 workers and one has a multiplier effect, including the
entire value chain that will be affected.

“And when they talk about climate change and a just transition, we need to understand the
impact of what closing coal plants or decarbonising has on workers, communities, young people,
women and small businesses that are in the supply chain of, for example, Eskom — these are

critical things to finance,” said Dicks.

He said that conversations with local and international investors should include not only profits,

but also people.

“When leading the negotiations with the international partner group, some of them said: ‘No, we

want to deal with Eskom; we want to make sure that Eskom is able to invest in transmission so it
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can take on new renewable energies and make sure it can provide for additional support for © 2021(11.21329.3) 24.com. All rights reserved.

capacity.

“But the issue with Eskom is it is not something that stands on its own. It is linked to particular

communities, linked to the way we have designed our power grid system, and also linked to our Contact Us

coal mines and the entire supply chain. This was an important conversation to point out to

them,” said Dicks. Follow:

READ: SA scores R131 billion in major boost to move from coal @ @
-

But Nicole Martens of Martens Impact Advisory, who also participated in the Tips session, said Iab.

the problem with the country’s just transition was not finance.

“There is finance, but there is nothing tangible stemming from these [government] talks. No one
knows for sure what South Africa’s position is on the just transition, and this negatively affects

[investor] risk assessment.

“Policymakers have not made clear enough their commitment to these issues. The uncertainty
hurts investor confidence. Both local and international investors need policy based on science
and facts, not vested interests. This is a cross-cutting issue, but there is no cross-cutting

institutional body to deal with it,” said Martens.

She said the issue of policy uncertainty and inconsistency in communication from the public
sector cropped up in every conversation with investors, and that international stakeholders
expressed particular concern over the mixed messages that were making their way into the

global marketplace, “specifically with national ambitions not made explicit”.

Martens said:

For instance, the absence of an official net zero by 2050 commitment
and positive national action — such as the formation of the Presidential
Climate Change Coordinating Commission being undermined by public
sector officials’ support of contradictory activities like the expansion of
investment into gas infrastructure.

“No one knows where South Africa stands. There isn’t a clear position. Policymakers should

make clear the national ambition strategy.”
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