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n June 23, 2023, President Lula addressed world leaders meeting in Paris
during the Summit for a New Global Financial Pact (Brazil 2023a). His
ambitious speech conveyed three key messages:

* Brazil is back and will lead by example. Lula announced that after the G20
2024 Presidency, Brazil is set to host the COP30 climate Summit in 2025
and restated his campaign promise to end deforestation by 2030;

* The existing international financial system needs to be redesigned, 1.e., the
“Bretton Woods institutions no longer work, and no longer serve society’s
aspirations or interests;”

* Inequality is as critical an issue as climate, and both need to be addressed
jointly—whether in Brazil, which is facing challenges again with food secu-
rity, or globally.

The 2024 G20 1s an opportunity for Brazil to walk the talk on all of these
issues—and there 1s strong hope that it will, given the ambitious agenda and prior-
ities laid out by President Lula on December 13, 2023, during the first G20 meet-
ings held under Brazil’s stewardship (the creation of a Global Mobilization against
Climate Change 1s particularly encouraging). The G20 1s a key multilateral forum
that Brazil should leverage not just to demonstrate its leadership but to help design
the post-Bretton Woods world, which should address both the climate crisis and
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inequality. What President Lula’s speech points to is the need to broker a consensus
around a new modus operand: for our global economy and financial system, and the
G20 1s precisely the space to do that as the “premier forum for international eco-

9]

nomic cooperation.

Admittedly, the G20 often “muddles through.” G20 Presidencies typically
result in lengthy statements or communiqués on a wide range of topics. These
usually 1insist, throughout, on the “vol-
untary” nature of all the discussions

that occurred, immediately limiting The G20 15 a key
the impact that these statements could multilateral forum that Brazil
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by discussions held in this forum. But demonstrate its leadershyp
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Financial Crisis—the G20 succeeds.

When it does so, it produces strong Bretton Woods world, whaich
political directionality on a pressing should address both the
global issue: a signal is sent, the message . . . .

1s clear, and less caveats are used in the chimate crisis and mequalzzfy.

final written communiqués.

Brazil is taking over the G20 Presidency at an extremely sensitive time—charac-
terized by many as that of the “polycrisis” (Whiting & Park 2023). Political and eco-
nomic uncertainty reign amid rising debt (Gaspar, Poplawski-Ribeiro & Yoo 2023),
growing inequalities, and more frequent and damaging climate disasters (Berman
& Baumgartner 2023), against a backdrop of shifting power dynamics and lack of

cooperation and consensus.

And yet, Brazil finds itself uniquely well positioned for success with its ambi-
tious agenda:

* There 1s great urgency around the climate and development agendas.
There are real risks that the geopolitical crises, increasing in gravity, absorb
bandwidth for global political attention and financial support, not to men-
tion the more direct economic, financial and social impacts that these crises
can have globally. But with every passing year, the need to address the twin
challenges of climate and development becomes more pressing. The G20
countries may not have their backs to the wall as was the case following the

1. See the official G20 Brazil website: https://www.g20.org/en/.
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Global Financial Crisis, the onset of which was sudden and took elected
officials by surprise. However, in this case, elected officials have both less of
an excuse, and less of a choice: the climate crisis has already arrived, and
its manifestations are clear; it is already worsening countries’ development
challenges; and inaction will only accelerate climate change’s potential for
widespread damage, putting elected officials under pressure within the
timespan of their current mandates;

With its strong stance and sophisticated diplomatic machine, Brazil has
positioned itself as both a leader and a bridge-builder capable of rising to
the challenges of shifting global alliances, changing economic and political
dynamics as developing countries gain more prominence and influence,
and lack of traction to address the reality of the massive shift needed in
energy and climate policy internationally. Brazil has a unique opportunity
to act as an effective broker—navigating existing fault lines in a context of
uncertainty—and deliver the impactful multilateralism it has been calling
for (Brazil 2023b) in international venues;

In addition, Brazil has been at the forefront of both climate action and
championing biodiversity protection and the preservation of the Amazon
rainforest as an environmental and economic asset (Brazil 2023a). Presi-
dent Lula’s promise of slowing down deforestation is already being deliv-
ered upon (Brazil 2023c), and he has been vocal about further ambitions.
With half of Brazil’s energy mix already being renewable, the country
is on track to meet net zero targets by 2050. As such, this Presidency 1s
an opportunity for Brazil to deliver its vision to the world and set a high
precedent ahead of hosting COP30 in 2025, but also gives it the respon-
sibility to bring together drifting powers to tackle the challenges outlined
above—as time 1s of the essence.

What is needed from Brazil to deeply reshape our global economy and restore

trust is building a political consensus on a new energy package and financial reform

vision to address the twin challenges of climate and development. Brazil should

focus on brokering a global political consensus on these two systemic fronts:

146 -

A new energy sustainability and security package, focused on renewable
energy development, energy efficiency, transitioning away from fossil
fuels (including the matter of fossil fuel subsidies), and managing compe-
tition in energy and trade;
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* A new reform vision for the financial system, focused on reimagining its
institutions, norms, and terms of operation.

BUILDING A NEW CLEAN ENERGY DOCTRINE

As G20 countries collectively represent 76% of global greenhouse gas emis-
sions (United Nations Environment Programme 2023), their leadership is essential
to address the climate crisis. Building on the Indonesian and Indian G20 Presiden-
cies, Brazil should use its Presidency to reframe the climate and energy policy land-
scape towards a goal of societal resilience and true security. Accelerating the clean
energy transition and building much greater resilience to climate impacts contribute
to achieving almost all of the other UN Sustainable Development Goals; raising
climate ambition 1s not at odds with economic development and poverty alleviation,
but, rather, 1s essential to achieving those objectives.

The shift to clean energy is also associated with geoeconomic advan-
tages. As the International Energy Agency (IEA) notes in its Net Zero Roadmap
(2023a), “momentum is coming not just from the push to meet climate targets
but also from the increasingly strong economic case for clean energy, energy
security imperatives, and the jobs and industrial opportunities that accompany
the new energy economy.”

The outcomes of the United Nations COP28 climate Summit in Dubai pro-
vide a strong basis for Brazil to build on, especially the call for all countries to contrib-
ute to “tripling renewable energy capacity globally and doubling the global average
annual rate of energy efliciency improvements by 2030” and “transitioning away
from fossil fuels in energy systems, in a just, orderly and equitable manner, acceler-

ating action 1in this critical decade, so as to achieve net zero by 2050 in keeping with
the science” (UNFCCC 2023a).

There 1s an urgent need to sharply scale up finance for developing coun-
tries to decarbonize their economies; the International Energy Agency estimates
that to get on track for net zero emissions by 2050, clean energy investment in
the emerging market and developing economies (other than China) needs to
increase by a factor of five in the second half of the current decade compared
with 2022. Fostering countries’ buy-in to the global energy transition needed
to address the climate emergency will require addressing not just the need to
scale up finance, but also narrowing the massive disparities between countries
on access to the clean technology R&D, supply chains, and markets required to
enable an equitable and just energy transition.
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Brazil’s G20 Presidency should seek to make progress on several interre-

lated goals:

Ensuring delivery of the goals of tripling renewable energy capacity and
doubling the rate of energy efficiency gains by 2030;

Phasing down production and use of fossil fuels;
Eliminating fossil fuel subsidies; and

Managing competition in energy and trade.

Renewable Energy

In their New Delhi Declaration (G20 India 2023), G20 leaders embraced
the global goal of tripling renewable energy capacity by 2030, which the IEA’s

Net Zero Roadmap shows would make the single biggest contribution to reduc-
ing global CO, emissions by 2030. The challenge now for the G20 is to take the
individual and collective action needed to follow through on its support for the

2030 renewable energy expansion goal—particularly in terms of mobilizing much

greater sums of public and private finance.

The Global landscape of renewable energy finance 2023 report of the
International Renewable Energy Agency (IRENA & CPI 2023) finds that
while investments in renewable energy, energy efliciency, and other energy
transition technologies reached US$ 1.3 trillion in 2022—a sharp increase
of nearly 70% over 2019 levels—they will need to more than quadruple
between now and 2030 in order to keep 1.5 °C within reach;

The need to assure more equitable distribution of this investment must
also be addressed: IRENA’s analysis shows that countries representing
more than 50% of the world’s population received only 15% of global
investments in renewables in 2022, and that Least Developed Coun-
tries received less than 1% of renewable energy investments between

2013 and 2020.

A major objective of Brazil’s G20 Presidency should be to drive much greater

renewable energy investment and to address these distributional disparities. This

should include securing a tripartite commitment from multilateral development
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banks (MDBs), the private finance sector, and donor governments to triple the
amount of renewable power capacity they finance.

In addition, inadequate investment in grid infrastructure is a major barrier to
both faster growth in new renewables capacity and maximizing generation poten-
tial from existing renewable capacity. In its report on Electricity Grids and Secure
Energy Transitions, the IEA (2023b) notes that achieving countries’ national climate
goals requires adding or refurbishing a total of over 80 million kilometers of grids
by 2040, the equivalent of the entire existing global grid, and nearly doubling grid
investment by 2030 to over US$ 600 billion per year, with emphasis on digitaliz-
ing and modernizing distribution grids. Under Brazil’s Presidency, the G20 should
develop a roadmap for sharply increasing investments in power grid infrastructure—
including support for the expansion and modernization of grid networks; the con-
nection of renewable energy projects; and implementation of smart grid solutions,
like storage and demand response.

Energy efficiency

Energy efliciency offers some of the fastest and most cost-effective actions to
reduce emissions: it is central to a just and inclusive energy transition. Global collab-
oration is key to ensuring that countries can reduce energy costs, strengthen energy
security, and manage increased pressures on the power grid—including those created
by rising demand for cooling.

IEA’s net zero by 2050 scenario (IEA 2023a) requires on average a 4% annual
reduction of global primary energy intensity between now and 2030—double the rate
achieved in 2022, which itself was nearly double the average rate achieved over the
previous five years. The IEA identifies three main levers to achieve this rate of improve-
ments in primary energy intensity, each contributing roughly a third of the gains:

* A shift to more efficient fuels through electrification, renewables and uni-
versal access to clean cooking fuels;

* Technical efficiency measures in all sectors; and

* Avoided energy demand through material and resource efliciency gains,
including through behavioral change.

Analysis (IEA 2022) shows that such accelerated action on energy efh-
ciency and related avoided energy demand measures can reduce GO, emissions
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by 5 Gt per year by 2030, strengthen energy security by reducing demand for oil
and natural gas, contribute to lowering household energy bills by at least US$
650 billion a year, and support an extra 10 million jobs by 2030 in efliciency-re-
lated fields such as in new construction and building retrofits, manufacturing
and transport infrastructure.

Brazil’s G20 can build on the New Delhi Leaders’ Summit support for
the global goal of doubling energy efliciency and its Voluntary Action Plan for
achieving that goal by convening relevant delivery organizations and detailing
more concrete action on measures under each of the Plan’s five pillars: the build-
ings, industry and transport sectors, along with energy efficiency financing and
sustainable consumption patterns. This should include giving a strong mandate
to the Energy Efficiency Hub? to support ongoing global collaboration, and
building on the work of Mission Efficiency,” which enables developing countries
to deliver on their efliciency goals.

As with renewable energy, the G20 should seek a tripartite commitment from
MDBs, private finance sector and donor governments to triple investment in energy
efficiency finance, as it is needed to get on track for 4% annual improvements in
energy intensity by 2030.

The Transition Away from Fossil Fuels

To have any chance of meeting the Paris Agreement’s 1.5 °C tempera-
ture increase limitation goal, sharp reductions in the production and use of all
fossil fuels over the next decade—including, but not limited to, coal—are essen-
tial, en route to a phase-out of all unabated fossil fuels before 2050. As the
world’s largest economies, responsible for roughly three-quarters of global oil
and gas demand, G20 countries must lead on the global transition to fossil-free
energy systems.

Carbon capture and other abatement technologies may play a role in
hard-to-abate sectors over the longer term but, as the graph below makes clear,
they will not significantly affect the global emissions trajectory over the next
five to ten years and should not be viewed as a substitute for phase-down of
fossil fuel production and use.

2. See: https://energyefficiencyhub.org/.
3. See: https://missionefficiency.org/.
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Figure 1. Potential contribution to net emissions reduction by 2030. Source: E3G calculations based on IPCC Sixth Assessment Report (2022).
Notes: AFOLU mitigation options have been excluded. Mitigation options have been grouped in the following categories: 1) Renewable energy
sources; 2) Demand-side action such as energy-efficiency or substitution; 3) Electrification and fuel or process switching; 4) Methane reduction;
5) Nuclear energy; 6) Fossil-based carbon capture and storage; and 7) other.

In addition to undermining efforts to meet the Paris Agreement tempera-
ture limitation goals, continuing to build new coal plants and expanding oil
and gas production endanger true energy security and pose a significant risk of
massive levels of stranded assets as the demand for the energy from these invest-
ments fails to materialize.

Under Brazil’s Presidency, the G20 should build on its September 2023
Delhi Declaration call for “accelerating efforts towards phasedown of unabated
coal power” by including an explicit reference to no new coal in the 2024 Energy
Ministerial and Leaders’ Summit communiqués. In addition, as the only country
in the Americas with new unabated coal plant projects in the pipeline, Brazil has a
unique opportunity to demonstrate its leadership on this front by signalling that it
has no need to build new coal plants, because coal cannot compete with cheaper
renewables and that it instead intends to utilize its demonstrated high renewable
energy resource potential to secure its energy future. As Brazil’s Minister for Finance
Fernando Haddad (2023) has stated, decarbonization and diversification from fos-
sil fuels are not a cost, but “an opportunity for creating jobs, raising income and
improving the lives of millions of Brazilians.”

The G20 also needs to provide leadership on developing effective and equitable
oil and gas transition strategies, both for its own members as well as countries outside
the group, including identifying ways to assure provision of the necessary transition
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finance. As countries phase down fossil fuels, this transition will create growth poten-
tial in some sectors and lead to declining markets and employment in others. With-
out sufficient planning and timely sup-

port—a topic which 1s addressed in more The G20 also needs to

detaill in the economic section below— Ao leadershi
there are substantial risks of workers, p roviae eaaers Zlb on

communities, and regions affected by d€7)6[0ﬁiﬂg gﬁecﬁve and

this transition being left behind. In addi- . .
. . . equitable 01l and gas
tion to these impacts, gender equality

and socioeconomic development must transition sz‘mz‘egieg both ﬁ?’
also l?e add.ressed as l?ey aspects of a.jgst its own members as well as
and inclusive transition. On a positive . .

note, distributed renewables, micro- countries outside the gTOUﬁ,
grids, demand-side management, and ch[udmg m’gn[yﬁ)lng ways

other small-scale technologies can cre- .
. . to assure provision of the
ate substantial employment opportuni-

ties and help alleviate energy poverty in necessary L‘mnsiz‘ionﬁnanca
underserved communities.

Drawing on the work of the International Labour Organization,* the Global
Commission on People-Centered Energy Transitions,” the Just Energy Transition
Partnerships (Kramer 2022) underway in several countries, and other initiatives, the
G20 should work to develop an ecosystem of support for just transitions in its own
member countries and, more broadly, through establishment of technical, financial,
and knowledge networks to help accelerate action. Such multi-stakeholder knowl-
edge networks can help countries better understand the extent of resources needed
to implement just transition strategies on issues including skills development, com-
munity and local government capacity building, and building social infrastructure.

G20 countries can also provide much-needed leadership in implementation
of the UAE Just Transition Work Programme agreed to at COP28 in Dubai (UNF-
CCC 2023b), which includes the following elements:

* Just transition pathways to achieving the goals of the Paris Agreement out-
lined in Article 2, paragraph 1, in the context of Article 2, paragraph 2;

* Just and equitable transition, which encompasses pathways that include
energy, socioeconomic, workforce and other dimensions, all of which must

4. See: https://www.ilo.org/global/topics/green-jobs/publications/just-transition-pb/lang--en/index.htm.
5. See: https://www.iea.org/programmes/our-inclusive-energy-future.
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be based on nationally defined development priorities and include social
protection so as to mitigate potential impacts associated with the transition;

* Opportunities, challenges and barriers relating to sustainable develop-
ment and poverty eradication as part of global transitions to low emis-
sions and climate resilience, taking into account nationally defined devel-
opment priorities;

» Approaches to enhancing adaptation and climate resilience at the national
and international levels;

* Just transition of the workforce and the creation of decent work and
quality jobs 1n accordance with nationally defined development priori-
ties, including through social dialogue, social protection and the recogni-
tion of labor rights;

* Inclusive and participatory approaches to just transitions that leave no
one behind; and

* International cooperation as an enabler of just transition pathways towards
achieving the goals of the Paris Agreement.

Fossil Fuel Subsidies

Since G20 leaders first committed to phase out ineflicient fossil fuel subsidies
over the medium term at the 2009 Summit in Pittsburgh, G20 communiqués have
dutifully repeated this pledge Summit after Summit; however, very little progress has
been made. A report published by Bloomberg Philanthropies and Bloomberg New
Energy Finance (Bloomberg 2022) estimates that “G-20 member countries provided
almost US$ 700 billion in support for coal, oil, gas and fossil-fuel power in 2021—up
16% from the year before and higher than any year since 2014.” An IEA report
(IEA 2023c) estimates that global fossil fuel consumption subsidies alone exceeded
US$ 1 trillion in 2022.

At their summit in Delhi in September, G20 Presidency leaders pledged to
“increase [their] efforts to implement the commitment made in 2009 in Pittsburgh
to phase-out and rationalize, over the medium term, ineflicient fossil fuel subsidies
that encourage wasteful consumption and commit to achieve this objective, while
providing targeted support for the poorest and the most vulnerable.” But once again,
there was virtually nothing on how to implement this pledge.

By contrast, the policy brief on Financing a Fair Energy Transition through Fossil
Fuel Subsidy Reform (Sharma et al. 2023) produced by the T20 group as an input to
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India’s G20 Presidency makes very helpful recommendations on concrete steps G20
countries should take to address this implementation gap:

* Redirect fossil fuel subsidy savings to social protection and clean energy;

* Account for all public financial support for fossil fuels, including state-
owned enterprise investment and lending by public financial institutions;

* Improve transparency by committing to annually report on all support for
fossil fuels in a comprehensive manner; and

* Adopt a specific timeline for fossil fuel subsidy reform, bearing in mind
the G7 goal to phase out fossil fuel subsidies by 2025, and the need to fully
implement reforms before 2030—the date agreed upon by all UN member
countries under SDG 12.

Brazil should task G20 Finance and Energy Ministers to co-prepare an imple-
mentation roadmap on phasing down fossil fuel subsidies, drawing on the T20
group’s policy brief report and other resources, and commit to put it before leaders
for approval at their November 2024 Summit.

Managing Competition

Brazil should use its G20 Presidency to help put the world on a more collab-
orative path to managing competition in clean energy markets. This is a complex
and politically charged landscape that includes issues such as supply chain derisking,
ensuring the resilience and transparency of critical minerals production and value
chains, guidelines for onshoring and “friendshoring” policies, and minimizing car-
bon leakage through border carbon tariffs.

While there have always been trade and competitiveness issues in the cli-
mate and energy space, the passage of the Inflation Reduction Act (IRA) in the
United States, the Furopean Union’s Carbon Border Adjustment Mechanism
(CBAM) and Green Deal Industrial Plan, and similar initiatives in other coun-
tries have elevated issues of competitiveness in cleantech manufacturing, the
fair use of green subsidies, and securing access to critical raw materials to the
forefront of debate in the G7, G20, IEA, World Trade Organization (WTO),
and other multilateral spaces. All of this is taking place in the context of China’s
market dominance in many aspects of clean technology and critical minerals
production and processing.
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There 1s currently no consensus on how these issues should be discussed and
managed in the United Nations Framework Convention on Climate Change (UNF-
CCC), the WTO, or other multilateral spaces. The G7 leaders laid out a range of
proposals in the G7 Clean Energy Economy Action Plan (United States 2023) adopted at
their Hiroshima Summitin May 2023. At their Delhi Summit, G20 leaders addressed
some of these issues, including pledging to “support reliable, diversified, sustainable
and responsible supply chains for energy transitions, including for critical minerals
and materials beneficiated at source, semiconductors and technologies”.

A briefing by our E3G colleague Jonny Peters (2023) discusses these issues in
more detail and outlines several areas where progress could be made:

* Using trade cooperation to support the faster diffusion and uptake of
clean technologies through a wider range of means than only through
tariff liberalization;

* Developing shared understandings and solutions that work for both con-
sumer and producer countries on supply chain resilience and access to the
raw materials needed for renewable energy and battery technologies;

* Addressing clashes that have occurred over local content requirements for
clean technologies and the risks to developing countries of being shut out
of a global green subsidies race; and

* Making trade part of the solution to addressing climate change, both in
bilateral and multilateral discussions and by addressing the trade dimen-
sion to the sector-focused international climate initiatives that have prolif-
erated in recent years.

Through its G20 Presidency, as well as its leadership of the 2024 Clean Energy
Ministerial and Mission Innovation Summits, Brazil should seek to advance multi-
lateral collaboration on these issues.

BUILDING A NEW FINANCIAL REFORM VISION

On the eve of the 80th anniversary of the Bretton Woods Accords, as a vari-
ety of voices have repeatedly pointed out (Brookings 2018), the shortcomings of the
current global financial system are increasingly evident. At the same time, the G20’s
relevance 1s increasingly being called into question, including from some of its own
members; in a recent address to French Ambassadors meeting in Paris, President
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Macron noted that “we are not seeing that many people knock at the door of the
G20 (France 2023). Brazil has a timely opportunity to illustrate its leadership by
defining a new global financial reform vision for climate and development.

This new global financial consensus rests on two key efforts:

* Reform of the global financial system’s institutions, essential to relieve short-
to medium-term financial and social pressures on developing countries;

* Reform of the global financial system’s norms and terms of operation, essential
to reintegrate climate risk and opportunities in the financial system’s inner
workings and embed the transition to climate safety and social resilience in
financial decision-making.

Multilateral Development Banks (MDBs)

Reforming the global financial system’s institutions starts with bigger and
better multilateral development banks (Scull 2023), and, while progress has been
achieved in 2023, much remains to be done. This issue was identified by President
Lula as one requiring action in the speech he gave during the G20 Meeting of Sher-
pas, deputy ministers of Finance and Central Bank Representatives in Brasilia on
December 13, 2023.

The first priority should be to sustain efforts started in 2021 under the Italian
G20 Presidency to implement ambitious changes to MDBs’ capital adequacy frame-
work (CAF) and deploy their full financing potential. This means progressing with
measures identified by the G20 Roadmap for implementing the recommendations
of the G20 Independent Review of the CAF endorsed by G20 Leaders. But ambi-
tion on this agenda can be further increased, notably by more explicitly incorporat-
ing recommendations formulated this year by a G20 Independent Expert Review
Group in the Roadmap—as so far these recommendations have been merely “noted”
and “examined” by G20 Finance Ministers. Another ambitious path forward could
be to expand this agenda to include regional development banks.

The second priority should be to increase MDBs’ financial firepower, 1.e., their
capitalization levels. Achieving this across the board will take years, but Brazil should
seize the window of opportunity opened up last October by G20 Finance Ministers—
the communiqué they published after their last meeting under the Indian Presidency
mentioned for the first time the possibility of capital increases for MDBs—and build
on it. Brazil could focus on political bandwidth for the year ahead by discussing
this matter on a bilateral basis with key shareholders of G7 countries (especially the
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United States, the United Kingdom, Germany, and France) in advance of key G20
meetings, identifying urgent targeted increases first (such as the replenishment of the
World Bank’s International Development Association).

The third priority should be to deepen discussion on the MDB system’s gov-
ernance: Are their mandates adequate? How do they or should they work together
(Reyes 2023)? What about other institutions, such as public development banks or
regional development banks? In an address in Marrakech, an updated mission for the
World Bank (2023) was recently announced by its newly appointed President, Ajay
Banga: “to create a world free of poverty, on a liveable planet.” The MDB gover-
nance conversation should be broadened beyond the World Bank, and systematized.

International Monetary Fund (IMF) Reform

Reforming the global financial system’s institutions also requires deepening
reform of the IMF. Similarly to MDBs, there are various issues at play here, and the
first 1s financial. The recent approval by the IMF Board of a proposal to increase the
Fund’s quotas (IMF 2023) 1s good news, in troubled times, for the global financial
safety net. But Brazil could also encourage early G20 discussions on the capacity
of the IMF to deliver increased finan-

cial support where needed through a The recent approv al by the
new US$ 650 billion issuance of Special

Drawing Rights in 2026, and continue IMF Board (yr a prop osal
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fiscal space 1ssues—in particular by exam- . .
ining the need and potential impacts (IMF2023) b gOOd newos,
of incorporating climate change into troubled fumes, ﬁf” the gl()bdl

the IMI’s Debt Sustainability Analysis ﬁncmcia / scy%t)/ net. But
(Maldonado & Gallagher 2022).

o Brazil could also encourage
The second issue 1s methodolog-

ical. The IMF has a wide range of edﬂy G20 discussions on
policy tools at its disposal; but despite the CdpdCit)) OJF the IMFE to

Kristalina Georgieva's determination delwer increased financial

to mainstream climate across the IMF’s
toolbox and hire numerous climate suppor t where needed. . .

economists to join the ranks of the insti-

tution, much remains to be done. Brazil should push for increased transparency
and consistency of these methodological approaches, considering their immediate
financial impact on developing countries.
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The third issue 1s a governance one. President Ruto of Kenya pointed out
(Bryan & Mooney 2023) the built-in limitations to what the IMF could achieve,
based on its existing shareholder structure. The IMF Board recently approved a call
(IMF 2023) to develop possible approaches to realigning the Fund’s quotas by June
2025. This 1s a significant step forward, and Brazil should seize this opportunity to
shape the terms of this debate and build strong G20 support and proposals—in close
coordination with South Africa (which will hold the G20 2025 Presidency).

Transforming the Financial System’s Inner Workings

Brazil should further raise the stakes in 2024 by integrating more squarely,
in the G20’s narrative, agenda, and outcomes, the need to also transform the
financial system’s terms of operation—its norms, rules and legal frameworks—in
order to strengthen what the IMF refers to as the “climate information architec-
ture” (Ferreira et al 2021).

The 2006 Stern Review on the Economics of Climate Change (Stern 2006) marked
a pivotal moment in the conceptual thinking about climate change. While various
factors (e.g. historical, geopolitical, political or social) can explain the problem, Nich-
olas Stern offered a simple and powerful explanation of climate change in economic
terms. Indeed, he described climate change as a prime example of a “market fail-
ure” (1.e., the ineflicient distribution of goods and services in a free, and supposedly
efficient, market). In this specific case of market failure, the inefliciency pertains to
greenhouse gas emissions—the unpriced yet negative by-product, or “externality”, of
valuable economic activities. This powerful explanation proposes a simple path to
unravel the range of complex problems posed by climate change (including risks to
financial stability, market integrity, consumer protection, social resilience): reintegrate
climate-related and nature-related nformation in our economic and financial systems.

Transition Plans

Transition plans are a key emerging norm that holds the potential to deeply
transform the global financial system’s inner workings and secure its resilience to cli-
mate change, as well as that of the social contract within and across countries. They
were recognized as an important tool in 2023 by various international forums—from
the G7 to the IMF to the UN, with many other international standard-setters creating
working groups on the topic. Under Brazil’s stewardship the G20, especially through
its Sustainable Finance Working Group and the newly created Global Mobilization
against Climate Change, could add significant value to this conversation by:
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Clarifying the terms of this debate and acknowledging the need to
articulate the workings and structure of three kinds of plans: national
transition plans, corporate sector transition plans, and prudential tran-
sition plans. Early information regarding planned agenda items for
the G20’s Sustainable Finance Working Group and Global Mobiliza-
tion against Climate Change seems to indicate that national economic
transformation plans, and just and credible transition plans generally,
will be key discussion topics in 2024. This is a very encouraging devel-
opment, but it should be made clear that all major financial system
participants should prepare for the transition. It could be particularly
helpful to discuss and clarify the relationship between all three types of
plans and nationally determined contributions (NDCs). Ideally, these
should serve as a common underpinning, within every jurisdiction, to
transition plans and planning efforts;

The G20 and, in particular its Sustainable Finance Working Group,
should work on designing a proportional, fair and inclusive common
approach for transition plan design and implementation in emerging
markets and developing economies. This work could be done in coor-
dination with other venues (e.g. the Coalition of Finance Ministers for
Climate Action) or institutions (e.g. the IMF_(2023) and the OECD
(2023), which have already developed thinking on the issue of emerg-
ing markets’ capacity and appetite to implement new standards for
sustainable finance, such as transition plans). A “common but differ-
entiated responsibility” approach to transition plans or planning for
EMDEs should be explored, especially if NDCs have been clearly
positioned as a common anchor. This would represent a significant
change in approach to global financial regulation design and imple-
mentation: following the Global Financial Crisis, the emphasis was on
harmonization to the largest extent;

The G20, in its Finance Track, could adopt language recognizing the
Financial Stability Board (FSB) as a key international standard-set-
ting body to design common principles and potential proportional
approaches for specific countries, in coordination with other key stan-
dard-setters mentioned above which are already at work on transition
plans (IOSCO, NGF'S, Basel Committee, IAIS). The UNFCCC could
also encourage the G20 Finance Ministers to task the FSB with the
development of common principles to assess transition plans, as dis-
cussed above.
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It is certain that transition plans are a politically sensitive topic. Designing and
implementing them involve making choices with significant potential consequences,
whether at the national level or for one’s business. In addition, broadly speaking,
developing countries have justified concerns about the way new, common financial
standards may impact their ability to attract capital flows.

These challenges, however, are o
precisely the reason why Brazil is best Brdzd ZZSélJF needs to balance

placed to carry forward this conversa- 11s szgnzﬁcant domestic
tion. Brazil itself needs to balance its

significant domestic ambition on sus- ambution on sustainable

tainable finance issues with its most ﬁnance issues with its most
pressing domestic development issue: pressing domestic develquent
hunger, and the pressures this cre-

ates on the agricultural sector’s own Lssue. /lWéW; and the

transition considerations. Having also pressures this creates on the
favored a “common but differentiated

. J
responsibility” approach in other pol- dgTZCUZZUle sector's own

icy areas, Brazil i1s uniquely well suited transition considerations.
to shepherd this approach to transition

plans specifically and new global financial norms more broadly. Bringing these
conversations to the table would be the most impactful way for Brazil to demon-
strate the political courage and cutting-edge leadership that is expected of Presi-
dent Lula’s administration.

International Investment Regime

Brazil could further demonstrate cutting-edge vision by including in its G20
agenda the matter of ISDS, a critical legal framework that governs foreign invest-
ments. The current international investment regime 1s made up of more than 2,500
investment treaties and trade agreements with investment provisions. The central
pillar of the regime is an investor-state dispute settlement (ISDS) mechanism, which
allows foreign investors to bring claims against host governments if they consider
that policy measures have undermined their business interests. The ISDS mecha-
nism is designed to give security to foreign investors and therefore has been believed
to attract foreign investment. The 1990s witnessed a surge in the number of newly
signed investment treaties with ISDS.

However, ISDS then became controversial for decades as it puts corporate
interests above other objectives and values, such as human rights, climate and envi-
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ronment. Notably, fossil fuel investors have become the most frequent users of the
system. With the urgency of the climate crisis, the need to stop the current investment
treaty regime from hindering climate action has attracted much attention recently,
resulting in several European countries exiting from the Energy Charter Treaty—the
most invoked investment treaty in the world.

In the IEA’s climate-driven scenarios (2021), over 70% of clean energy invest-
ment in emerging markets and developing economies (EMDZE:s) should come from
the private sector by 2030. For most EMDEs, the role of international private finance
is particularly important, but the current level of participation is well below its poten-
tial. However, investment treaties interrupt the necessary scaling up of cross-border
investments in clean energy because they protect and therefore over-induce fossil
investments. Just as with other existing norms such as the ones inherited from the
Bretton Woods accord, the international investment regime as it stands no longer
works in the fight against climate change. Sparked by the Energy Charter Treaty,
there are some multilateral discussions at a technical level regarding how to fix the
current regime. Addressing this at G20 would provide a political momentum to
advance the agenda.

The starting point would be for G20 countries to recognize ISDS as a
barrier to climate action and to commit to identifying ways to better align
investment treaties with climate goals. Although recent G20 energy ministerial
or finance ministerial documents have captured the importance of increasing
international private finance, they have never shed a light on investment treaties
and ISDS. Brazil could also lead the positive agenda of how to promote and
facilitate investments that support climate action and guide discussions to adopt
a set of guidelines, where it could disseminate its alternative treaty model and its
practices among G20 countries.

Here too, Brazil is well positioned to drive this timely agenda. It is one
of the most progressive countries in its approach to investment treaties and
has never ratified any investment treaty with ISDS. As one of the largest FDI
recipients but also a leading donor of renewable energy investment, Brazil can
bridge interests of both capital exporters and capital importers. Championing
the agenda of reshaping investment governance that works for climate would
signal Brazil’s commitment to clean energy investment. It would also be a good
opportunity to show Brazil’s leadership on shaping global rules in line with
the Paris Agreement. With South Africa being another progressive State in
the investment policy space, this agenda could continue in 2025 and further
strengthen South-South leadership.
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CLOSING REMARKS

The G20 1s an economic forum As the cib?”@?ﬂi@?”ﬁ?’lﬂﬂﬁ?”
with strong potential to steer the world ) . .
in the right direction and deliver ambi- wnternational economac
tious and impactful outcomes, but a lack COOpBYdtiOYZ) ” the Brazilian
of focus and unity of purpose has too .
often stood in the way of achieving that G20 should delwver a clear
objective. President Lula has already and ambitious pOlifiCdl

stated the highest level of ambition to

achieve global goals and tackle wicked o
problems. As the “premier forum for lo existing C/lallenges,

international economic cooperation,” am‘ici])ate ﬁfl/lCOﬁZiﬂg
the Brazilian G20 should deliver a clear
and ambitious political consensus to
respond to existing challenges, antici- socielies and economaies.

pate forthcoming ones, and enable

thriving societies and economies. This includes framing increased climate ambition
in relation to achieving other sustainable development goals, including food security;,
health, good jobs and other priorities. More broadly, landing major progress at the

consensus to reshond

ones, and enable thriving

G20 on the clean energy transition and a new financial reform vision would reinvig-
orate a climate of trust and cooperation. =
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