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Institutions propelling African green issuance
The case for smart development money

David Marsh?

Africa has slid down investors’ lists of favoured investment destinations as a
result of the fall in oil and commodity prices of the last three years and the
well-known problems of South Africa and Nigeria, the continent’s two largest
economies.

However, in one fast growing but still undersized section of international capital
markets there could be room for African countries to play a leading role. The new
frontier for Africa may be the issuance of ‘green bonds’ to finance environmentally
friendly projects under a range of initiatives by governments, banks and international
development agencies.

A panel on green bond issuance, with around 100 participants, was one of the
best-attended sessions at last week’s African capital markets conference in
Nairobi organised by the International Finance Corporation, the private sector scion of
the World Bank. It featured presentations from Barclays, Citibank, the Kenyan
Bankers Association and the London Stock Exchange. As one speaker said, three or
four years ago only a handful of delegates would have taken part.

Kenya, the host for the IFC conference (where OMFIF was one of the partner
organisations), is considering launching a green bond after elections in August,
intended to highlight the country’s advances in improving energy self-sufficiency and
reducing carbon emissions. The progress is partly due to investments in geothermal

energy projects financed by China. A range of African countries which have seen

1 David Marsh, Member of IMI International Committee, Managing Director of OMFIF.This article first appeared
in OMFIF Commentary on May 18, 2017.
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their bonds downgraded as a result of recent economic misfortunes, including Angola

s
.4

and Nigeria, are also candidates for such issuance.

One of the impediments for such schemes — and to the development of African
capital markets as whole — is the continent’s low economic weight and high
fragmentation. On the other hand, most African economies are growing at well above
the world average, and risk-orientated investors can normally find channels for their
funds yielding rewards that more than match actual risk.

Jingdong Hua, the IFC’s treasurer, points to $40tn of fixed income placements in
industrialised economies in low or negative interest instruments. He urges investment
groups and pension funds to become more adventurous in funnelling capital to
developing economies. Hua propounded in Nairobi the idea of the IFC launching
‘diaspora’ bonds to absorb savings held abroad by wealthy Africans, a bid to
encourage repatriation of sometimes illicit offshore holdings.

The IFC is in the forefront of what Hua calls ‘smart use of [public sector]
balance sheets’ to combine funds from multilateral agencies and donor governments
with innovative private sector financing for Africa, Latin America and Asia. This is
part of the ‘joined-up thinking’ gradually taking hold among governments providing
development aid. This will allow taxpayers’ money in many countries to stretch
further into boosting beneficial investment in ventures ranging from ports, highways
and railroads through to energy, telecommunications and education.

The IFC is placing $325m in a green bond fund for developing markets, in a
move announced in March. It has partnered with Amundi, the European asset
manager, to raise up to $2bn from other international investors to create the
biggest-yet green bond fund for emerging markets. Other groups such as the European
Investment Bank and KfW, the German state financing agency, are both issuers of
and investors in green bonds.

The worldwide green bond market totals less than $1tn, a miniscule part of the

overall fixed income sector of around $100tn. But issuance has increased, owing to
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worldwide accord on anti-climate change measures in Paris in December 2015, adroit

marketing by investment management groups, and demand for environmental
instruments from governments and investors around the world.

Poland launched the first sovereign green bond in December. This was followed
by a €7bn French green bond in January. Issuance this year is forecast at
$110bn-$120bn, above the record $93bn in 2016. Because demand outstrips supply,
green bonds appear to be performing better than standard bonds in the aftermarket,
although the scarcity of longer-term data makes it impossible to discern whether this
is a durable trend.

One of the drawbacks is lack of international standardisation of what constitutes
a green bond. There is no worldwide monitoring mechanism to ensure compliance
with the parameters set by frameworks such as the Green Bonds Principles or Climate
Bonds Standards, adding to market fragmentation. To improve certification
procedures, the Bank of England and People’s Bank of China are collaborating under
an initiative spurred by the G20 leading economies.

As emerging market green bonds attain greater scale, one area of demand will be
Nordic pension funds and public sector agencies. Norway’s sovereign fund — usually
classified as the world’s largest, and a leader in environmental investments — has
investments in 77 countries and 50 currencies. At end-2016 this encompassed 30
frontier markets, including Botswana, Ghana, Kenya, Mauritius, Morocco, Nigeria,
Tanzania and Uganda — all candidates in coming years for launching African green

bonds.
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Don't be alarmed by the end of QE

Economies need a return to more normal policies

Adam Glapinski!

With the US Federal Reserve's tightening process under way and the European
Central Bank probably preparing to follow suit, I am looking forward to an exit from
unconventional monetary policies. Poland, and the ztoty, have nothing to fear.

The purchase of assets seem to have delivered, to some extent, the desired results:
credit growth is getting stronger and the threat of deflation has receded. The ECB
surpassed everyone's expectations in the help it offered to the euro area economy.
That is why it seems wise to reverse the policy, not only because it has reached its
limits, but because continuing the purchase of assets may test the patience of
Germany.

Poland may not always agree with Germany but remaining deaf to its objections
would be unwise, and could lead to the largest euro area member becoming isolated
within Europe.

Another reason to be optimistic about a return to more normal policies is that no
one needs to be haunted by the 2013 ‘taper tantrum’ — the bond market sell-off after
the Fed suggested that it might reduce asset purchases. The mistakes in central bank
communication with financial markets have been amended. As a result, the Fed's last
two interest rate rises caused hardly any upheaval.

The taper tantrum was preceded by a buying spree of emerging market assets in
the wake of the quantitative easing. High interest rates in some emerging market
countries engineered such inflows that their volume confused both the investors and

domestic issuers. As the taper kicked in, unrealistic valuations started to be perceived

1 Adam Glapinski is Governor of the National Bank of Poland. This article appears in OMFIF's fourth annual
Global Public Investor.

RUC | 45



IM] Fzas

as unsustainable. Little wonder that for those market participants the taper ended in a

tantrum.

The zloty, along with other non-euro currencies in central and eastern Europe,
has hardly benefited from the ECB purchase of assets. The disparity in interest rates
in the EU is far smaller than that between the US and selected EM economies prior to
the taper tantrum. Right now, the ztoty is at competitive levels, even more so than in
2013. Indeed, almost every gauge of real value points to its undervaluation. For these
reasons, the ztoty will prove resilient to any tapering.

Both the negative interest rate policy and QE are nightmares for asset managers,
including those working for central banks. Little wonder that many central banks —
under pressure from their governments to generate higher profits — start to flirt more
with equities.

I admire their boldness but it's not a policy | consider appropriate for the
National Bank of Poland. It's a consolation that Germany is resisting that path, too.

In the relentless pursuit of higher growth, we underestimate the damage to the
financial system caused by the negative interest rate policy. | do not see public
opinion backing more help for the banking system if it gets into trouble again. So it
makes sense to stop providing banks with incentives that may result in another crisis.

Unconventional monetary policies have been around for too long. 1 do not want
to deny their positive effects but we are talking about policies that distort the basic
mechanism of resource allocation with all the negative consequences. They not only
discourage values such as thrift but they stimulate moral hazard. That is why ending
them may be far more beneficial than expected.

If 2017 is to be marked by further exit from unconventional monetary policies, it
should not be a reason to lose sleep. Even those who have benefited from
unconventional monetary policy should be able to find something positive in the

months ahead.
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