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s of the end of July, the International

Monetary Fund (IMF) had provided US$
87.8 billion in COVID response emergency
finance to 80 countries.” This first wave of fi-
nance from the IMF is intended as emergency
finance provided through a Rapid Financing
Instrument (RFI) or Rapid Credit Facility (RCF).
Such finance can be used for a wide-range
of COVID-related activities, not only limited
to health and social spending. IMF finance is
provided as government budget support (i.e.,
it does not involve direct project finance).
Overall, the IMF is making US$ 250 billion
available for COVID response or a quarter of
its total lending capacity of US$ 1 trillion.

Going forward, the focus of IMF assistance is
likely to shift to longer-term economic recov-
ery plans. Many of these recovery plans will
include government stimulus spending and
other economic incentives aimed at the ener-
gy sector. In designing COVID recovery plans,
Fatih Birol, executive director of the Interna-
tional Energy Agency (IEA), says that many of
the “decisions will shape economic and ener-
gy infrastructure for decades to come and will
almost certainly determine whether the world
has a chance of meeting its long-term energy
and climate goals.”?

The IMF's budget finance is linked to a coun-
try's observance of IMF-required policy re-
forms. However, even in the absence of an
IMF finance package, the IMF has consider-
able influence on many governments’ eco-
nomic policies. The main role of the IMF is
to monitor the economies of its 189 mem-
ber countries to identify and address mac-
roeconomic risks in order to help prevent
widespread economic crises. The IMF issues
identified risks and economic policy advice
through Article IV consultation reports. Ar-
ticle IV reports are widely used by investors
and financial institutions, both public and
private. As such, a country’s observance, or
lack of observance, of IMF advice can have a
significant impact on international investment
and assistance levels — mainly in emerging
markets and developing countries.

IMF urges countries to Green the Recovery
in order to avoid a Climate Crisis

In the April 2020 Special Series Note on
Greening the Recovery, the IMF states “the
COVID crisis won't change the climate, but
the response will.”* The IMF argues that “un-
less the right energy prices are put in place,
the extra investment induced by [COVID re-
covery] stimulus will be misallocated between
clean and dirty sectors...[resulting in] one cri-
sis leading to another.”

According to the IMF, getting the energy
price right requires reducing fossil fuel sub-
sidies and adopting adequate carbon taxes.
In order to contain global warming to 2°C or
less, the IMF says, “requires rapidly phasing
in measures equivalent to a global carbon tax
of at least $75 per ton by 2030.” The IMF also
suggests other measures towards creating a
“green” stimulus, such as public investment
and guarantees for renewable energy.

IMF Article IV advice still embeds public in-
centives for fossil fuel investments, includ-
ing coal

Despite the IMF's stated support for green
stimulus and getting the energy price right,
a review of the IMF's most recent Article IV
reports for five countries shows the IMF con-
tradicts its own advice. Overall, IMF Article
IV reports fail to recognize the scale of cli-
mate change-related macroeconomic risks,
especially related to the energy transition,
and thus, policy advice continues to embed
or ignore government subsidies and other in-
vestment incentives for fossil fuels, including
coal. As aresult:

® The IMF continues to enable the wrong
price for fossil fuel-based energy. Thus,
investment continues to be misallo-
cated - perpetuating the fact that the
world is currently on track to produce
120% more fossil fuels in 2030 than is
compatible with a 1.5°C pathway (i.e.,
goal of the Paris Climate Agreement).*

Given coal is the most GHG-intensive fossil
fuel, IMF Article IV reports were reviewed
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for five countries with ongoing coal sector
expansions: India, Indonesia, Philippines,
Mozambique and South Africa. The review
found:

Insufficient identification of climate
change-related macroeconomic risks. Out
of the five countries, the IMF identifies climate
change as a macroeconomic risk only for Mo-
zambique and Philippines and only considers
risks from increased extreme weather events.
On the one hand, the IMF claims to promote
policies to bring about the energy transition
from fossil fuels to renewable energy (e.g.,
carbon taxes), but then ignores the economic
and social risks that could result from mea-
sures taken for the transition, which could
leave significant fossil fuel assets stranded.
Given the urgency of action needed for coun-
tries to meet the Paris Agreement goals, cli-
mate transition risks are increasingly import-
ant to understand for government decisions
regarding public investments for infrastruc-
ture, tax incentives, etc. Moreover, it is vital
to assist countries to address the challenges
posed by ensuring a just transition, e.g., job
losses associated with a transition out of coal.

Fossil fuel producer subsidies, including
for coal, remain intact. In the Article IV re-
ports, the IMF is supportive of tax incentives
for new infrastructure investments, which of-
ten translate into tax breaks, i.e., subsidies
(forgone government revenue), for coal and
other fossil fuels. For example, the IMF pro-
vides assistance in designing India’s goods
and services tax (GST) regime, which in the
last couple years reduced rates to the low-
est level for production of coal, oil, gas and
certain renewable energy sources. Tax breaks
that apply to fossil fuels undermine the ener-
gy transition and undermine getting the price
of energy right. On the one hand, IMF advis-
es countries to reduce subsidies provided
to power or fuel purchases, i.e., consumer
subsidies, while leaving fossil fuel producer
subsidies intact (e.g. VAT exemptions for
equipment to build coal power plants or
for oil exploration).

Support for public investment plans in coal
infrastructure. In the Article IV reports, the
IMF encourages governments to increase
public spending on prioritized infrastruc-
ture. In India, Indonesia, and Mozambique,
the government-prioritized infrastructure in-
cludes coal power plants and/or coal trans-
port/export infrastructure, as well as other
mega fossil fuel projects. The IMF is silent
on these coal plans - silent on the need for
stranded asset stress tests for public invest-
ments. By supporting government infrastruc-
ture investment plans prioritizing coal, oil and
gas, the IMF is not helping the world avoid a
climate crisis.

The IMF needs to provide Article IV advice
that is comprehensive and consistent with
getting the price of energy right in order to
prevent a climate crisis. The IMF should call
out government actions that perpetuate a
development model based on volatile and
climate-destroying fossil fuel commodities. In
order to steer the COVID recovery stimulus
away from public incentives for fossil fuels,
the IMF needs to:

Ensure risks of fossil fuel asset stranding
are adequately reflected in macroeconom-
ic stress tests. It is vital that the full scale of
climate change risks are sufficiently identified
in IMF Article IV country assessments, espe-
cially risks associated with an energy transi-
tion away from fossil fuels and the challenges
of ensuring a just transition. To begin, IMF
needs to integrate shocks from the strand-
ing of fossil fuel assets into their stress tests
as part of their Financial Sector Assessment
Programs (FSAP) for all countries and ensure
financial authorities, such as central banks,
are doing the same (e.g., see initiative by the
Bank of England).

Ensure no COVID recovery bailout for
coal, oil, or gas, including under the guise
of GHG emissions reductions. |IMF advice
should make clear that the use of public
COVID recovery funds to bailout fossil fuel
operations contributes to the climate crisis.
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The world’s fossil fuel production is already
on track to exceed a 1.5°C pathway by 120%
by 2030. Accordingly, all IMF funding agree-
ments with governments should list coal,
oil and gas operations as Excluded Expen-
ditures. Likewise, much of the World Bank's
COVID recovery finance will come in the form
of budget support operations called Devel-
opment Policy Loans. The IMF should en-
courage the World Bank to exclude fossil fuel
expenditures from these operations.® Unfor-
tunately, a joint IMF-IEA “sustainable recov-
ery” recommendation is to fund the reduc-
tion of methane/gas emissions from oil and
gas field operations.” Even though stopping
gas flaring and reducing methane emissions
is critical, tax payers should not bear the costs
while oil companies profit (through selling the
captured gas). This is the opposite of a car-
bon tax and disguises a fossil fuel bailout un-
der the cloak of GHG reductions.®

End tax breaks/subsidies for fossil fuel pro-
ducers. The IMF should recognize that infra-
structure investment incentives applied to
fossil fuels, such as VAT exemptions, repre-
sent producer subsidies and contradict car-
bon taxes and getting the energy price right.
Most importantly, the IMF needs to call out
fossil fuel producer subsidies in G20 coun-
tries. Furthermore, eliminating such tax breaks
could significantly increase government reve-
nues desperately needed for COVID recov-

ery. Removal of VAT and GST exemptions
and accelerated rates of depreciation for
coal, oil and gas should be a top priority
in all Article IV reports, especially in G20
countries. Carbon taxes will not be effective
until the IMF stops supporting fossil fuel in-
vestment incentives.

Re-evaluate infrastructure investment
plans based on the “right” energy price.
COVID-induced project delays provide op-
portunities to redirect resources from pend-
ing coal power plants and other fossil fuel
infrastructure to climate safe alternatives. The
IMF should encourage and assist countries to
re-evaluate energy infrastructure investment
plans to reflect stranded asset risks; current
renewable energy costs; increasing global
carbon taxes; and realistic power and fuel
demand scenarios. The climate crisis and as-
sociated energy transition render no business
case for coal as well as many other fossil fuel
operations. Furthermore, given the global
COVID pandemic, the IMF should support
government's rights to invoke force majeure’
and thus, be able to renegotiate power and
fossil fuel purchase agreements, which could
significantly reduce fiscal deficits.

More recommendations are provided at the
end of the document.

IMF Article IV Review

The following paper provides a review of the
IMF's latest policy reform agendas contained
in the annual Article IV consultation reports
for five countries with ongoing coal sector
expansions: India, Indonesia, Philippines,
Mozambique and South Africa.’® The Arti-
cle IV reports provide important insights into
the IMF’s current priorities on macroeconom-
ic risks and the recommended policy reforms
shaping national budgets, tax policy, invest-
ment incentives, financial sector regulations,
and prioritized infrastructure.

The following review aims to help provide
a better response to both the COVID crisis
and the climate crisis by identifying recom-
mendations for IMF policy measures relevant
to the energy sector. It is important to note
that the Article IV reports represent a limited
timeframe of IMF advice and were done be-
fore the COVID-19 pandemic. The scope of
this review only includes an overview of the
limited information contained in the Article IV
reports and is meant to give a general over-
view not a broader assessment of each coun-
try. It does not represent specific concerns
expressed by civil society located in these
countries. In many cases, the IMF's reform
agenda is generalized, e.g., not necessarily
directed at a specific sector, and involves a
complex web of relationships.

IMF-identified Macroeconomic Risks

Table 1 provides a summary of the IMF-iden-
tified macroeconomic risks in the near- to me-
dium-term (next 1-5 years) for each of the five
countries reviewed. It should be noted that
further country-specific details and the IMF’s
specific statements are provided in the An-
nex, Table 1 notes.

Climate Change as an Identified Risk. The
IMF identifies climate change as a macroeco-

nomic risk in only two of the five countries,
the Philippines and Mozambique. While it is

good to see that the IMF highlighted climate
change as a risk for these two countries (both
of these countries experienced highly de-
structive tropical cyclones recently), it is con-
cerning that climate change risks were not
identified for the other countries. Further-
more, the IMF only considered physical risks
associated with increasing extreme weather
events and not risks associated with the en-
ergy transition, including stranded fossil fuel
assets and challenges of a just transition (e.g.,
job losses associated with transition away
from coal). The IMF's approach is limited to
only physical disaster risk management.

In a recent climate change risk assessment of
67 countries by HSBC, India was ranked the
most vulnerable country and the Philippines
(ranked 3), South Africa (ranked 10) and Indo-
nesia (ranked 17) were all in the top 17 most
vulnerable countries (Mozambique was not
included in the assessment).”" In order for the
IMF to have better policy reform recommen-
dations to address the climate crisis, it needs
to begin by recognizing and alerting coun-
tries to the near-, medium- and long-term
macroeconomic risks of climate change and
the measures taken to transition to a low-car-
bon economy, including the energy transition
away from fossil fuels.

Current Account Deficit. In all five countries,
the current account deficit was identified as
a significant vulnerability. A current account
deficit reflects the country's trade situation
when the value of goods and services im-
ported exceeds the value of the products it
exports. Global prices determine the value
of imports and exports. In three of the coun-
tries (India, Indonesia, and Mozambique), the
IMF emphasized the macroeconomic risks of
volatile oil prices, especially higher oil prices
that would translate into higher current ac-
count deficits. In three countries (Indonesia,
Mozambique, and South Africa), lower coal
prices would negatively impact coal exports.



Table 1. IMF Article IV-identified Risks - Macroeconomic Vulnerabilities

Vulnerability India  Indonesia Philippines = Mozambique i::z: Total
Climate Change / Extreme
Weather Yes [1] Yes [2] 2
Current Account Deficit Yes Yes Yes Yes Yes 5
imports | imports, |
Oil Price Volatility (3] exports mports 3
Gas Price Volatility 0
domestic
Coal Price Volatility exports exports [4] vs. intl [5] 3
Infrastructure: Lacking or
Project Delays Yes Yes Yes [6] 3
Fiscal Deficit Yes Yes Yes Yes 4
- Public Debt Distress - Lia-
bilities, SOEs & PPPs’ ves ves [7] ves ves 4
- Tax Revenue Shortfalls Yes Yes Yes 3
Financial Sector Weaknesses,
Lack of Credit, Global finance Yes Yes Yes Yes 4
Business Climate - Gover- Yes Yes Yes Yes Yes 5
nance
- Transparency, corruption, Yes Yes Yes 3
contracts
- Environmental Regulation Yes 1
Uncertainty
- Land Acquisition Yes [8] | Yes [8] Yes [8] 2
- Security Yes [9] 1

ed to energy and food price volatility. See Annex
for the notes that correspond to the numbers in
brackets [1-9].

' SOEs = state-owned enterprises and PPPs =

public-private partnerships.

For several of the countries, the IMF also
points to Current Account pressures stem-
ming from lower commodity exports coupled
with higher infrastructure-related imports.
All of these countries have recent, current,
or planned large-scale coal infrastructure
projects requiring imports. In addition, Mo-
zambique has mega gas infrastructure proj-
ects under development. In general, the IMF
does not make a connection between climate
change risks, e.g. energy transition, and the
risk of higher current account deficits. In the
case of Mozambique, the two devastating
2019 cyclones, Idai and Kenneth, not only
caused deaths of people and destruction to

Notes: The rate of inflation, which often is a concern of the IMF, is not reflected here. It is often relat-

towns, hospitals and agriculture, but also had
significant negative impacts on the export
sectors of coal (flooding coal mines) and gas
(slowed down LNG developments) (See An-
nex, Table 1 notes).

As demonstrated, the global prices for coal,
oil and gas as well as the level of imports and
exports of these commodities are macroeco-
nomically important to the five countries in
this assessment. All three of these commod-
ities have significant price volatility. Although
it seems to be implied, the IMF does not ex-
plicitly point out that the higher the degree
of dependency on fossil fuels the higher the
macroeconomic vulnerability. Itis prudent for
the IMF to continually and explicitly remind
countries of this fact in every Article IV con-
sultation.

Infrastructure and Fiscal Deficits. The IMF
identified a combination of lacking/delayed
infrastructure and concerns regarding fiscal
deficits related to government liabilities and/
or tax short falls, which is related back to the
government’s lacking ability to pay for the
necessary infrastructure and/or government
liabilities associated with new infrastructure.
In all of these countries, coal-associated in-
frastructure plays a role in growing fiscal
deficits/stress. For example, Eskom, South
Africa’s state electricity utility, is under severe
financial distress requiring large transfers
from the government budget. The severe
financial distress is due to lower power de-
mand, rising domestic coal input costs, and
a substantial jump in debt service. Although
not noted in the IMF report, the jump in debt
service stems from two large new coal power
plants (e.g., 4,800 MW Medupi' and 4,800
MW Kusile coal power plants).™

Climate Inadequacies in IMF Identified
Risks. Currently, there is a disconnect be-

tween climate change risks and the IMF's
core macroeconomic concerns: current ac-
count deficits, fiscal deficits, external global
economic shocks, etc. Within IMF-identified
risks, climate change is limited to concerns
related only to extreme weather events/di-
saster risk management. Most important, the
IMF is silent on the risks associated with the
imminent energy transition from fossil fuels to
renewable energy, which would leave signifi-
cant fossil fuel assets stranded.

Understanding the energy transition risks
is vital to government decisions regarding
public investments for infrastructure and tax
incentives, among others. For example, ac-
cording to JP Morgan, for the world to limit
warming to 2°C or less [e.g., to be aligned
with the goals of the Paris Agreement], nine-
tenths of today’s coal reserves have to stay
in the ground.™ The IMF does not identify
risks associated with this fact for any of the
five heavily coal-dependent countries in this
assessment.

IMF Policy Reform Agenda and
Recommended Measures

The following section of the paper describes
the IMF's policy reform agenda and corre-
sponding recommended measures contained
in the latest 2019-20 Article IV consultation
reports for each country. This section con-
tains four tables that provide a tally across the
countries for various types of policy reforms
and a brief discussion of some of the main
issues. See the Annex for table notes pro-
viding country-specific details and IMF state-
ments on selected reform recommendations
relevant to coal, oil and gas.

For the most part, IMF Article IV consulta-
tion reports represent IMF analysis and pol-
icy reform advice that may or may not be
followed by a given country. However, when
the IMF provides finance to a country, many
of the recommended policy reforms become
requirements to obtain the finance. So far,
the IMF's COVID response has involved rapid
emergency finance largely without policy re-
form conditionalities. As the response turns
to longer-term recovery finance programs,
IMF policy reform requirements will become
important. Out of the five countries covered
in this assessment, only Mozambique has a
current IMF loan program (some of which in-
volves emergency funds for Cyclone Idai re-
covery)."

Tax Policy Reforms

Table 2 provides a summary of the IMF's tax
policy reform agenda for each country. Tax
policies are central to creating the right in-
vestment incentives for the energy transition
from fossil fuels to renewable energy. A sin-
gle tax reduction can turn an uneconomic en-
ergy project into an economic one. Raising
tax rates can raise substantial government
revenues and tax breaks can cost substantial
government revenues. Every tax policy has
benefits and costs; winners and losers. For
the climate crises and the energy sector, it
is important to understand how the IMF's re-
form agenda supports or hinders the energy
transition.



Carbon Tax. The IMF believes that one of
the most efficient measures to promote the
energy transition is through a Carbon Tax
that accurately reflects the externalities of
greenhouse-gas emissions (GHG) associated
with the burning of fossil fuels. According to
the IMF, a $75 per tonne price on all GHG
emissions is required to keep warming below
2 degrees Celsius. According to the Econo-
mist, at present only 20% of world emissions
are covered by a carbon price.” Although the
details surrounding this estimate are unclear
(e.g., price per tonne), it indicates the world
is far from implementing an effective carbon
tax.

As indicated in Table 2, the IMF's Article IV
reports advised India and South Africa to in-
crease rates of existing carbon taxes. In both
cases, the IMF's carbon tax recommendations
were not included in the main policy recom-
mendations, but rather in the general text on
possible ways to increase government reve-

nue. Including carbon taxes in the main policy
recommendations would help to elevate the
importance of such a tax as well as the overall
importance of addressing climate change.

While the IMF's support of carbon taxes is
positive, there is more the IMF could do to en-
sure more effective implementation of carbon
taxes. For example, in the case of India, coal
production recently received a significant tax
reduction so the impact of a carbon tax needs
to be understood in the context of the overall
effective tax rate on coal.” A recent (June
2017) decrease in India’s Goods and Services
Tax rate on coal (reduced from 12 percent to
5 percent) most likely significantly marginaliz-
es the potential carbon tax increase. Through
Article IV recommendations and through the
IMF's Capacity Development (i.e., technical
assistance and training operations'®), the IMF
should urge that carbon taxes need to be
without counter tax breaks for coal, oil or gas.

Table 2. IMF Policy Reform Agenda: Tax Policy

Reduce
Count Carbon Reduce VAT Fuel
ry Tax Exemptions*  Subsi-
dies
India Yes[1] Yes [3] Yes
Indonesia Yes [3] Yes
Philippines
Mozambique Yes [3] Yes
South Africa Yes|[2]
Total 2 3 3

New Tax Breaks
framvocture  Renewable
I Energy / Coal Oil & Gas
nvestment .
. Electric Cars
Incentives
Yes [4] Yes [4] Yes [4] Yes [4]
Yes [5] Yes Yes
Yes [6]
Yes Yes Yes
4 1 3 3

Table notes [1-6] are provided in the Annex. *It is unclear if the removal of VAT exemptions will apply

to fossil fuels.

Tax Breaks for Fossil Fuel Producers. Avalue
added tax (VAT), also known as a goods and
services tax (GST), is a commonly employed
tax in over 166 countries across the world. A
reduction or exemption of the VAT or GST is
one of the more common investment incen-
tives for large infrastructure projects either
included in general infrastructure investment
frameworks or in sector-specific tax policies,
like mining, petroleum, or renewable energy

tax policies (see New Tax Breaks in Table 2).

In one example, the IMF provides technical
assistance for designing India’s GST regime,
which in the last couple years reduced rates
to the lowest level for production of coal, oil,
gas and certain renewable energy sources.
This is a producer subsidy (in the form of fore-
gone government revenue). In addition, it is
common for Public Private Partnership (PPP)
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frameworks supported by both the IMF and
World Bank to contain VAT exemptions for
PPP infrastructure projects.” Which energy
projects ultimately benefit from PPP-targeted
tax breaks depends on what energy projects
the government provides through PPP offer-
ings or which projects are government-prior-
itized infrastructure (see more in the section
below on prioritized infrastructure).

With regards to sector-specific policies, the
IMF's current Article IV report for Mozambique
highlights that the “petroleum and mining fis-
cal regimes were improved in 2014.” Howev-
er, the IMF's Article IV report does not explain
that Mozambique’s 2014 new fiscal regimes,
i.e., tax regimes, for coal and petroleum pro-
vide significant tax breaks for fossil fuel pro-
ducers. Investments in coal production and
coal power plants benefit from a low coal roy-
alty rate of only 3% and a 50% reduction of
the mining production tax when coal is used
for domestic use, e.g., domestic coal power
plants.?

In addition, the 2014 petroleum regime ben-
efits new oil and gas exploration investments
through VAT exemptions and accelerated
rates of depreciation.?’ Accelerated depre-
ciation of new capital investments allow oil
companies to quickly write down capital in-
vestments that would otherwise depreciate
more gradually. In other words, larger tax
reductions are taken at the start of the op-
eration, thus making new projects more eco-
nomic and increasing cash flows that can be
put towards more drilling.

Selected elimination of VAT exemptions.
Table 2 shows that for three countries (India,

Indonesia, and Mozambique) the IMF recom-
mends eliminating some VAT exemptions.
Table 2 includes a footnote, which points out
it is unclear whether or not the IMF's recom-
mended VAT exemption removal would apply
to fossil fuels. This is because the IMF leaves
wiggle room by indicating it should apply
only to “certain goods” or “except for basic
goods” (see Annex, Table 2 notes). Because
VAT can be a regressive tax, it should not be

increased for certain basic goods, such as
certain food stuffs and hygiene and medical
supplies. However, the IMF needs to specify
a top priority for VAT exemption removal in-
cludes all coal, oil and gas operations and re-
lated infrastructure. This could take large tax
breaks away from pending coal/oil/gas oper-
ations while increasing government revenue
desperately needed for COVID recovery as
well as other social and environmental needs.

Reduction of fossil fuel consumer subsidies.
In three countries (India, Indonesia, and Mo-
zambique), the IMF supports reduction of un-
specified fuel subsidies (“accelerate reform
of remaining fuel subsidies” assumed to be
petroleum and/or diesel). Although not men-
tioned in any of the current Article IV reports,
the IMF also supports the reduction of elec-
tricity subsidies. Unfortunately, the IMF only
targets consumer fossil fuel subsidies and
does not target producer subsidies, which
would more directly target investments for
the expansion of fossil fuel development. In
fact, by supporting infrastructure investment
incentives, the IMF is by default supporting
fossil fuel producer subsidies (see India ex-
ample above).

No Specified Renewable Energy Tax Incen-
tives. In general, the IMF is supportive of tax

incentives for new infrastructure investments,
but does not specify any incentives aimed at
renewable energy. By doing so, the IMF en-
courages incentives for the development of
all energy sources, including coal. In the case
of India, the IMF provided technical assis-
tance (called capacity development) to help
design India’s GST tax framework. It is unclear
what specific advice the IMF gave; however,
the latest revised version of the GST frame-
work reduced tax rates across renewable
energy, electric cars, coal, oil and gas (See
Annex, Table 2 notes for details) — mainly ev-
erything was reduced to the lowest GST level
of 5 percent.

In general, the IMF tends to support uniform
tax rates so as not to introduce any bias. Tax
policies that support increased investment
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in all energy sources facilitates expansion
of fossil fuels. It does not bring about the
energy transition the IMF claims to support.
Moreover, until there are widespread carbon/
methane taxes that are reflective of the true
costs of GHG emissions externalities, the IMF
should support tax breaks specifically for re-
newable energy to foster the energy transi-
tion needed to meet the goals of the Paris
Climate Agreement.

Furthermore, new fossil fuel projects often
have specialized tax breaks, such as accel-
erated rates of depreciation, either in sec-
toral tax policies or specified in contracts. It
is difficult if not impossible for the public to
determine how much foregone tax revenue
these policies cost the government. In order
to better inform the public and government,
the IMF should perform rigorous assessments
of the effective tax rates on coal, oil, and gas
production.

Prioritized Infrastructure Investments
Table 3 provides a summary of the IMF's pol-
icy reform agenda and recommended mea-
sures regarding prioritized infrastructure in-
vestments for each country.

In four of the five countries (all but South Afri-
ca), the IMF supports increasing government
budgets for infrastructure investments in line
with government-prioritized infrastructure
lists. The Article IV report points out India will
be more than doubling its budget for infra-

structure targeted at US$1.4 trillion over the
next 6 years (note: target was set before the
COVID crisis). For the Philippines, it is noted
the government plans to raise infrastructure
spending from 5.1% to 6% of GDP by 2022.

In India, Indonesia and Mozambique the gov-
ernment-prioritized infrastructure lists include
several coal and other fossil fuel projects (see
Annex, Table 3 notes). For example, India’s
prioritized infrastructure projects include 11
thermal power projects worth USD $7 billion
with four large-scale coal power plants at a
combined project cost of over $4.8 billion
and two coal mining projects —a $1.56 billion
open cast coal mining project and a $1.72
million coal exploration project. In Mozam-
bique, both mega coal and liquified natural
gas (LNG) export projects are government
priorities.

On the renewable energy front, India’s pri-
ority list includes 109 solar projects worth
US$4.8 billion; and 3 wind projects worth
$42 million. The only country that the IMF’s
Article IV report specifically advises to sup-
port renewable energy is in South Africa:
“the financial and technical capacity of the
private sector in renewables must be actively
pursued.” Furthermore, in the two countries
where the IMF identified climate change as
a risk, Philippines and Mozambique, the IMF
advises to prioritize climate change resilient
infrastructure.

Table 3. IMF Policy Reform Agenda: Prioritized Infrastructure Investments

Counry Increase Infra- Climat?.Change
structure Budget Resiliency
India Yes [1]
Indonesia Yes
Philippines Yes [2] Yes [3]

Mozambique Yes Yes [4]

South Africa
Total 4 2

Coal Infrastruc- Oil & Gas Renewable Ener-
Infrastruc-
ture gy Infrastructure
ture
Yes [5] Yes [5]
Yes [6] Yes [6]
Yes [7] Yes [8]
Yes [9]
3 2 2

Table notes [1-9] are provided in the Annex.

Moreover, the IMF Article IV report for Mo-
zambique states “Integrating climate change
within the broader developmental agenda is
essential given Mozambique's vulnerability
to natural disasters.” It goes on to provide a
list of policies the IMF regards as enhancing
preparedness, such as the National Climate
Change Strategy 2013-2025; the Master Plan
for Risk and Disaster Reduction 2017-2030;
and World Bank assistance in preparing a
National Resilience Strategy. Unfortunately,
the IMF's Article IV report does not recognize
the contradiction between supporting Mo-
zambique’'s mega coal and gas infrastructure
projects and the need to integrate climate
change within the development agenda.

Overall, the IMF does not address the risks
to these countries in prioritizing large fossil
fuel infrastructure, including the potential
for stranded assets due to climate policies,
increasing macroeconomic vulnerability due
to global price volatilities, or locking in high-
GHG infrastructure and contributing to the
climate crisis. The IMF does not discuss the
importance of prioritizing alternatives to fos-
sil fuel exports to make these countries less
dependent on fossil fuels.

In some cases, the COVID-19 crisis has in-
duced project delays, which provides an op-
portunity to reset energy development plans
and redirect resources to support a low-GHG
development path. Especially given the busi-
ness case for coal power plants is outdated
and renewable energy plus storage is now a
more competitive option. Existing coal and

other fossil-fuel proposals could be redirect-
ed to more appropriate low-GHG alterna-
tives. According to the IEA, globally nearly
130 gigawatts (GW) of coal-fired capacity was
under construction at the start of 2020 and
a further 500 GW was in a planning phase,
which would tip the world past any chance of
containing global warming to 1.5°C.

Government Debt and Liabilities

Table 4 provides a summary of the IMF’s pol-
icy reform agenda and recommended mea-
sures regarding government debt and lia-
bilities for each country. In all five countries
the IMF urges the need to improve the man-
agement of public debt and risk evaluation
of public investments, which would include
government liabilities associated with power
purchase agreements.

In two countries the IMF specifically points to
concerns of government contingent liabilities
associated with Public Private Partnerships
(PPP). At the same time, the IMF continues
to encourage countries towards PPPs as an
investment framework for infrastructure,
about which the Article IV noted the Philip-
pines government expressed reservations.
The IMF urges all five countries to improve
the management of public debt. Except for
the case of Eskom (see above), the IMF does
not discuss that in all of the countries some
of the public debt stress is linked to the coal
power sector. In South Africa, India and Indo-
nesia, coal power is significantly responsible
for public debt stress.

Table 4. IMF Policy Reform Agenda: Government Debt and Liabilities

Improve Public Invest- Public Private Address Renegotiate  Establish a
Country ment/ Debt Manage- Partnerships SOE Weak- Sovereign
ment (PPP) nesses Contracts Wealth Fund
India Yes
Indonesia Yes [1] Yes [1] Yes
Philippines Yes [2] Yes [2]
Mozambique Yes [3] Yes Yes

South Africa Yes Yes [4] Yes [5]

Total 5 3 1 1

Table notes [1-5] are provided in the Annex.



According to the Institute for Energy Eco-
nomics and Financial Analysis (IEEFA), Indo-
nesia’s PLN (the state-owned power utility),
has seen its over-commitment to coal pow-
er lead to a rapid escalation in government
subsidies which reached an enormous US$5
billion in 2018.2 Indonesia’s coal power ca-
pacity exceeds power demand and PLN is
stuck paying for it because of its power pur-
chase agreements on fixed terms with Inde-
pendent Power Producers (IPPs) (a framework
encouraged by the World Bank?®). The over
capacity is a result of the overestimated pow-
er demand growth forecast for 2019-2028.
India and South Africa made similar overes-
timates on demand growth. The IMF fails to
discuss the risks of energy infrastructure plans
that are based on overly aggressive power
demand forecasts that have resulted in the
over-capacity responsible for the deteriora-
tion of public debt.

IEEFA reports that PLN is hoping to renego-
tiate the fixed power purchase agreements
with IPPs. IEEFA states that a major issue
is whether the circumstances surrounding
COVID-19 qualify as a so-called “force ma-
jeure” event which eliminates liability when
the parties cannot meet their obligations due
to a natural disaster or catastrophe.

With regards to South Africa’s Eskom stabiliz-
ing its stressed financial situation, the IMF’s
Article IV report states: “Efforts are underway
to cut procurement costs through improved
governance and renegotiation of certain con-
tracts.” This seems to indicate that the IMF
is open to renegotiating certain contracts
(see Annex, Table 4 notes). Given COVID is a

global pandemic that has resulted in signifi-
cantly decreased power demand, as part of
the COVID response, the IMF should support
governments' rights to invoke force majeure
and thus, be able to renegotiate power and
fuel purchase agreements.

Financial Sector and Business Environment
Table 5 provides a summary of the IMF's pol-
icy reform agenda and recommended mea-
sures regarding the financial sector and the
business environment. In all five countries,
the IMF advises to improve the business envi-
ronment or ease of doing business.

In four of the countries the IMF advises gov-
ernments to streamline or expedite permit-
ting processes such as for land acquisition
and environmental permits. Unfortunately,
the IMF is largely focused on strengthening
developers and investors benefits without
weighing the potential costs to the climate,
environment, or other social concerns of ex-
pediting permitting for large coal, oil and gas
infrastructure projects. Furthermore, in Mo-
zambique, the IMF advises to “enhance se-
curity, particularly in the LNG development
related region.”

Lastly, it is important to flag that the IMF ap-
pears to support the use of non-bank finan-
cial institutions to finance infrastructure, while
stressing the need to improve supervision of
such institutions. It is important to note that
non-bank financial institutions include pen-
sion and insurance funds and are often used
to channel long-term finance into infrastruc-
ture including for coal, oil and gas.
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Table 5. IMF Policy Reform Agenda: Financial Sector and Business Environment

Financial Sector*
Country SX:::; c I:;:::;::( IBmu::loe‘;es
Companies* Climate
India Yes [1] Yes [2] Yes
Indonesia Yes [3] Yes [4]
Philippines Yes
Mozambique Yes [6]
South Africa  Yes Yes
Total 2 2 5

Business Environment
Foreign Direct Invest- :tre:::,:rl'j Local
ment - lifting restric- PP di Content
tions expecite Policy
permitting
Yes Yes
Yes [5] Yes
Yes [6] Yes [6]
Yes Yes
3 4 1

Table notes [1-6] are provided in the Annex.

Conclusions and Recommendations
Despite the IMF's stated support for green
stimulus and getting the price of energy right,
IMF Article IV reports in five countries fail to
recognize the scale of climate change-relat-
ed macroeconomic risks, especially related to
the energy transition, and thus, policy advice
continues to embed or ignore government
subsidies and other investment incentives for
fossil fuels, including coal. As a result:

The IMF continues to enable the wrong price
for fossil fuel-based energy and investment
continues to be misallocated — perpetuating
the fact that the world is currently on track to
produce 120% more fossil fuels in 2030 than
would be compatible with a 1.5°C pathway
(i.e., goal of the Paris Climate Agreement).?*

The IMF needs to provide Article IV advice
that is comprehensive and consistent with
getting the price of energy right in order to
prevent a climate crisis. The IMF should call
out government actions that perpetuate a
development model based on volatile and
climate-destroying fossil fuel commodities. In
order to steer the COVID recovery stimulus
away from public incentives for fossil fuels,
the IMF needs to:

Ensure risks of fossil fuel asset stranding

are adequately reflected in macroeconomic
stress tests — It is vital that the full scale of

climate change risks are sufficiently identified

in IMF Article IV country assessments, espe-
cially risks associated with the energy transi-
tion away from fossil fuels and the challenges
of ensuring a just transition. To begin, IMF
needs to integrate shocks from the strand-
ing of fossil fuel assets into their stress tests
as part of their Financial Sector Assessment
Programs (FSAP) for all countries and ensure
financial authorities, such as central banks,
are doing the same (e.g., see initiative by the
Bank of England).? The IMF needs to assist
countries to better understand how climate
change and policies needed to meet the
goals of the Paris Climate Agreement could
impact economic sectors and livelihoods in
each country.

Ensure no COVID recovery bailout for coal,

oil, or gas, including under the guise of GHG
emissions reductions - IMF advice should

make clear that the use of public COVID
recovery funds to bailout fossil fuel oper-
ations is not a Green Recovery. The world’s
fossil fuel production is already on track to
exceed a 1.5°C pathway by 120% by 2030.
Accordingly, IMF funding agreements with
governments should list all coal, oil and gas
operations as Excluded Expenditures. Much
of the World Bank’s COVID recovery finance
will come in the form of budget support op-
erations called Development Policy Loans.?
The IMF should ensure the World Bank also
excludes fossil fuel expenditures from these
operations.
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Unfortunately, a joint IMF-IEA “sustainable
recovery” recommendation is to publicly
fund the reduction of methane/gas emis-
sions from oil and gas field operations.?’
Even though stopping gas flaring and reduc-
ing methane emissions is critical, tax payers
should not bear the costs while oil companies
profit (through selling the captured gas). This
is the opposite of a carbon tax and disguises
a fossil fuel bailout under the cloak of GHG
reductions.?

Tax Policy Reforms

End tax breaks/subsidies for fossil fuel pro-
ducers — The IMF should recognize that in-
frastructure investment incentives applied to
fossil fuels, such as VAT exemptions, repre-
sent producer subsidies and contradict car-
bon taxes and getting the energy price right.
Most importantly, the IMF needs to call out
fossil fuel producer subsidies in G20 coun-
tries. Furthermore, eliminating such tax breaks
could significantly increase government reve-
nues desperately needed for COVID recov-
ery. Removal of VAT and GST exemptions and
accelerated rates of depreciation for coal, oil
and gas should be a top priority, especially in
G20 countries. Carbon taxes will not be effec-
tive until the IMF stops supporting fossil fuel
investment incentives.

Promote more effective carbon taxes -
Continue to support the adoption of Carbon
Taxes and increasing the rate of existing Car-
bon taxes towards reaching the true external
cost of carbon. Prevent greenwashing by
ensuring, through a transparent assessment,
there are no tax breaks provided that stand to
marginalize the Carbon Tax.

Adopt methane tax on gas emissions from

oil and gas operations — Until laws are in
place to prevent gas flaring/venting (Norway

already has such a law), the IMF should advise
governments to charge a tax or fine on oil
and gas operations’ methane/gas emissions,
which could generate revenue for COVID re-
covery.

Provide Tax Credits and Loan Guarantees
for Renewable Energy and Electric Vehicles
— Until there are widespread carbon/methane
taxes that are reflective of the true costs of
GHG emissions externalities, the IMF should
support tax breaks for renewable energy and
electric vehicles and associated infrastructure.

Reduction of Current Account Deficits
Re-evaluate infrastructure investment
plans based on the “right” energy price -
COVID-induced project delays provide op-
portunities to redirect resources from pend-
ing coal power plants and other fossil fuel
infrastructure to climate safe alternatives. IMF
Article IV reports should strongly recommend
countries re-evaluate energy infrastructure in-
vestment plans to reflect stranded asset risks;
current renewable energy costs; increasing
global carbon taxes; and realistic power and
fuel demand scenarios. The climate crisis and
associated energy transition render no busi-
ness case for coal as well as many other fossil
fuel operations.

Prioritize investments for alternatives to
fossil fuel exports — In order to reduce de-
pendency on fossil fuels, the IMF should as-
sist countries to identify alternatives that can
replace fossil fuel export earnings.

Reduction of Public Debt

Uphold government rights to invoke Force
Majeure? — Given COVID is a global pan-
demic that has resulted in significantly de-
creased power demand, as part of the COVID
response and IMF advice regarding fiscal
deficits, the IMF should support the govern-
ment'’s right to invoke force majeure and thus,
be able to renegotiate power and fuel pur-
chase agreements. By doing so, many gov-
ernments may be able to reduce government
debt/liabilities associated with coal, oil or gas
infrastructure and may also reduce the rate of
fossil fuel production.

For Annex tables and notes please go to:
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