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EXECUTIVE SUMMARY

Development Finance Institutions (DFIs) and Multilateral Development Banks (MDBs) play a critical role
in providing climate finance to support the Just Energy Transition (JET) in South Africa, ensuring an
inclusive and sustainable economic transformation. Scaling up the necessary climate finance has, how-
ever, been a significant challenge. To address this, several key propositions are essential for aligning the
development financing landscape to meet South Africa’s climate finance needs.

The JET Financing Mechanism (JET-FM) proposed by the Presidential Climate Commission (PCC) has
highlighted the need for public finance to potentially play a greater role in derisking, but also for
greater collaboration between government and DFls like the Industrial Development Corporation
(IDC), the Development Bank of Southern Africa (DBSA), and the National Empowerment Fund (NEF).
The IDC is the largest DFI in South Africa and is specifically tasked with industrialisation, localisation,
job creation and skills development. This is the best entry point for a national DFI to support the JET,
along with international DFls and MDBs.

The paper provides an in-depth assessment of the IDC since its inception in 1940, through to its most
recent reported performance in 2023. The case study examines the mandate of the IDC and whether
this matches its operations and reported performance. The case further examines the sources of capital
that the IDC uses to provide equity to investments, secure borrowing from capital markets and cover
operating costs. This is then extended into a broad view of the way in which the IDC provides debt- or
equity-based support to projects. Finally, the paper considers the governance model of the IDC.

This investigation leads the Institute for Economic Justice (IEJ) to make recommendations to the
South African Government (as the majority shareholder of the IDC) and the IDC. These recommen-
dations cover potential ways in which the IDC can better align its operations and practices to meet
the JET implementation plan (JET-IP) targets. If the IDC can do this, it could support the structural
transformation of the South African economy towards green industrialisation, that is socially just
and worker-centred. This would place South Africa on a higher growth path to meet the future with
a more climate-sustainable and greener economy, that reduces inequality and offers inclusive oppor-
tunities to workers.

Key recommendations include:

1. The IDC's mandate and classification as a Schedule 2 entity be reviewed with the option to access
additional financial support from the government. This includes:
a. capital injections of up to R100 billion from the fiscus (as per recommendations from the IEJ's
" Assertive Fiscal Policy in an Equitable and Worker-Centric Climate Response”)

b. Potentially more than R180 billion through monetary policy initiatives (as per recommendations
from the IE)'s “Leveraging Monetary Policy to Support the Transitional Needs of South African
Workers")

¢. Guarantees on loans in excess of 10 to 15 years.

4. The recapitalisation of the IDC will support the restructuring of its balance sheet and investment
portfolio. These restructuring measures include:

a. Providing more loans over longer time periods, at concessional rates, and with grace periods of
more than five years.

b. Reducing its profit motive to a level that covers operating costs over a three-year period.

¢. Adjusting its risk ratios and thresholds, including the debt-to-equity ratio (60% up to 75%), li-
quidity ratio (less than 100%), among others.

4. The IDC review its governance structures to:

a. Install a Board of Directors including representatives civil society, workers, government and the
private sector — especially those involved in the green transition

b. Be more open and transparent in making information on strategies, policies and plans publicly
available. This includes aligning its reporting to the Green Finance Taxonomy.

The paper concludes by emphasising the importance of DFIs, especially those based in South Africa,
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of moving away from existing commercial and financialised practices, and back to their original blue-
printed and envisaged mandates around sustainable growth and industrialisation through the pro-
vision of patient capital. The cycle of dependence on the minerals-energy-finance complex (MEFC)
and primary sector focused industrialisation must be broken. DFI's play a critical role in ensuring just
finance by supporting the development of comprehensive just transition plans for their clients, while
prioritising both environmental sustainability and social equity. A strong focus on inclusivity and
social justice is vital, so that no one is left behind. A commitment by national DFlIs to truly transform
the economy through socially just and worker-centric mechanisms, has the potential to change the
long-term structure of the economy and move South Africa to a new, green, inclusive, and sustaina-
ble growth path.

1.INTRODUCTION

The urgent need to address climate change has underscored the critical role of public financial
institutions in mobilising resources to support sustainable development. Public DFIs and banks are
uniquely positioned to drive climate finance initiatives, particularly in fostering localised solutions
and ensuring just transitions for workers in industries affected by the shift to a low-carbon economy.
As countries strive to meet their climate commitments under the Paris Agreement, the provision of
climate finance by public DFIs has become essential for green transitions that are just.

This working paper explores the pivotal role that DFIs can play in climate finance provision, empha-
sising their impact on localisation strategies and the facilitation of worker transitions. By examining
emerging practices and a case study of the IDC in South Africa, this paper aims to shed light on how
DFls can effectively contribute to achieving equitable and sustainable climate goals, while addressing
the socioeconomic challenges that arise from the transition to a greener and just economy in South
Africa. Addressing climate change and moving towards a sustainable, low-carbon future requires
society to work together and be accountable at all levels. This study emerges against this back-
drop with the aim of unpacking reasons behind the failure to scale up financing and to propose an
ideal model of public banking for DFls to mobilise the scale of finance needed for the JET in South
Africa. It will assess theoretical literature and existing practices with the aim of drawing lessons for
South Africa’s mobilisation of climate finance that is cognisant of the transitional needs of workers.

The research methodology is qualitative and structured around case studies from secondary sources,
drawn from the role of DFIs in financing climate action internationally and in South Africa. It uti-
lises grey literature, including official communications, policy papers, propagated laws, annual reports,
the media, and issue papers. Brief case study approaches are used to illustrate different institutional
types of DFls, sources of funding, and governance structures. This will help in understanding the time
and place-bound experiences of specific institutions in their own socio-economic settings. Responses
from plenaries convened through quarterly webinars and symposiums where public bank officials,
government representatives, and civil society advocates participated are also used as primary evidence
responding to the research questions.

Section 2 provides an overview of the world of MDBs, public development banks (PDBs), and national
development banks, along with their role in climate financing and the just transition around the
globe. Section 3, zooms in on MDBs and DFls and how they are contributing to climate finance and
the transition at the international level. In this section the paper also considers the failures of these
institutions to meet the needs of the climate movement to date. Section 4 provides an overview of
climate finance in South Africa before going into an in-depth case study of the IDC. This is done
within the framework of its mandate, sources of capital, ways of lending and governance and a
reflection of how this balances with South Africa’s needs to achieve the JET-IP. Section 5, provides
recommendations for amending the IDC's mandate and practices in order to fulfill its role and to
support the economy in structurally transforming through green industrialisation and in a manner
that is socially just and worker-centred. Section 6 concludes the paper.
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2. THE WORLD OF
PUBLIC DFIS

Public DFIs and banks encompass a variety of institutions engaged in financing development, eco-
nomic growth, and sustainable transitions.

This group includes PDBs and investment funds operating at the multilateral, national, and sub-na-
tional levels. For example, MDBs, like the African Development Bank (AfDB), or the European Invest-
ment Bank (EIB), and national development banks, like the german development bank Kreditanstalt
far Wiederaufbau (KfW), Indian National Bank for Agriculture and Rural Development (NABARD),
and the DBSA. Public financial institutions commonly understood as bilateral development aid insti-
tutions, like the French Development Agency (AFD) and the Japan International Cooperation Agency
(JICA) are included here.

In South Africa, the IDC is self-defined as a national DFI and the DBSA is self-defined as a DFlI
engaged in development projects across the African continent.

The Finance in Common Summit (FiCS) database (2024) also includes the Land and Agricultural
Development Bank of South Africa, Ithala Development Finance Corporation, and the National
Housing Finance Corporation in their list of PDBs and DFls.

For the purposes of this paper, however, the focus will be on the IDC as it is specifically tasked with
industrialisation, localisation, job creation and skills development. Therefore, the IDC's mandate is
best placed to support the just transition, capacity and asset value.

BASIC TYPES OF PUBLIC FINANCIAL INSTITUTIONS

Public retail and savings banks work similarly to private retail banks like HSBC and Citibank.
They offer day-to-day financial services and have banking branches. Public retail (or commercial)
banks likewise hold savings and deposits, provide personal chequing and credit facilities, offer
mortgages, sell insurance, manage retirement savings, and so on. Public retail and savings banks
are common and often very large banks. The State Bank of India, Qatar National Bank, the Ger-
man Sparkassen, and the Banco de la Republica Oriental del Uruguay are examples.

Public development and investment banks do not typically have a network of branches, take
personal deposits, provide chequeing facilities, or offer day-to-day retail and savings services.
PDBs do not usually lend to individual households or businesses but instead lend to larger in-
stitutions and organisations, governments and municipalities, and to other retail banks and
financial institutions that have local branch networks. When PDBs provide financial support at a
smaller and more dispersed scale, for example, to SMEs, they will often do so through ‘on-lend-
ing’, that is, by providing bulk financing to local financial institutions (both public and private)
that have a presence in the target sector or area and that can then lend directly to specific
clients. Many PDBs (but not all) will have a specialisation like small-, medium- and micro-sized
enterprise (SMME) promotion, infrastructure, export-imports, agriculture, municipal develop-
ment, and so on. There are hundreds of PDBs worldwide. The Dutch Water Bank (Nederlandse
Waterschapsbank), the National Bank for Economic and Social Development Brazil, the UK In-
frastructure Bank, and the DBSA are examples of PDBS.

Public universal banks combine retail or commercial and development finance services in a sin-
gle public financial institution. Universal banks can take deposits from households and busi-
nesses and engage in larger developmental and investment projects and services. There are also
hundreds of public universal banks worldwide. The_Ziraat (Agricultural) Bank of Turkey, Bank
for Investment and Development of Vietham, and Land Bank of the Philippines are examples of
public universal banks.
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Public retail, development, and universal banks are the three most common institutional types of
banks. There are, however, important public postal banks worldwide. Postal banks can provide
services similar to retail and universal banks, often with extensive branch networks operating
out of local postal offices. Individuals can deposit savings with postal banks, and postal banks
can mobilise those savings to invest in larger infrastructure projects or to support government
finances. The Postal Savings Bank Serbia, La Banque Postal France, PosteFinance Switzerland,
and Algerie Poste are examples.

There are also dozens of public multilateral banks worldwide, which tend to function as de-
velopment banks but which are owned and controlled by several national governments. The
World Bank (WB), the Islamic Development Bank (IsDB), the Nordic Investment Bank (NIB), the
Asian Development Bank (ADB), and the West African Development Bank (WADB) are public
multilateral banks. The central banks of most countries are also typically public banks, but this
paper does not address these unique institutions.

Source: Drawn from Marois and Glingen 2024, p12-13.

A DFI or development bank can be defined as ‘public’ in several ways: by majority public authority
or government ownership; according to a binding public purpose mandate; through having gov-
ernment representation within the governance structure; or by any combination of these factors
(Marois 2021). Public DFIs and banks will typically function according to a government-defined man-
date or purpose. However, there is a wide variety of mandates, ranging from mandates that require
DFls to support private investors, to ones that focus on public sector support, to mandates that
do both. Economic, social, and sustainable development objectives can be pursued, depending on
what the DFI is tasked with. Much will depend on the scale (multilateral; national; sub-national)
and socio-economic and developmental contexts in which the DFI functions. In many cases, DFls are
established to provide financing where risks are high, returns are slow to materialise, and the market
gap is unlikely to be filled by the private sector because the social benefit is usually greater than the
commercial one (Goga et al. 2019).

In the Global South and in Africa, public DFIs and banks, including MDBs, have been a source of finance
for development (Attridge, et al. 2019). Key multilaterals include the AfDB and the WB. Key bilateral
development banks active in Africa include the AFD and KfW. Increasingly, China’s PDBs have been
active in Africa (Wang and Xu 2024). Typically, these public banks are providing longer-term and lower
cost financing or playing a role in guaranteeing the investments of private investors. Such lending, at
times, has been rightly subject to intense criticism for enforcing neoliberal structural adjustment pro-
grammes (such as privatisation and liberalisation) through loan-based conditionalities (Eurodad 2022).
Interest payments on foreign loans, however conditional, have tended to drain the Global South and
Africa of much needed financial resources. Modern day conditions placed on green or sustainable
finance, moreover, are at times regarded as not in line with the economic conditions or possibilities
for poorer communities. Moreover, green or sustainable finance is not provided in recognition of the
Global North ecological debt incurred for the highly-polluting form of development taken (Toussaint
and Perriot 2025). Future climate finance negotiations will need to address this structural imbalance.

Today the world’s DFIs include a wide range of large and small, national and international devel-
opment banks, credit agencies, and funds that are involved in development and cooperation (Além
and Madeira 2015; FiCS 2024). While there are private DFls, most are publicly owned and controlled.

For decades prior to the 2008/2009 global financial crisis, the role DFIs could play in socioeconomic
development tended to be minimised or even rejected (Schreiner and Yaron 2001). This was a reflec-
tion of free-market economics and post-1980s neoliberal ideological dominance. That is, the idea
that no matter the social, economic, political, or ecological challenge, it can best be resolved by more
direct exposure to private property relations and market-based competition. Government and public
ownership was said to be inherently inefficient and corrupt, and this view extended to public banks
and DFIs (La Porta et al. 2002).

Public DFIs and banks nevertheless persisted and are now enjoying a resurgence globally due to their
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capacity to provide policy-based financing (Griffith-Jones et al. 2018; and Marois 2021). In countries as
diverse as Saudi Arabia, Scotland, and Ghana, governments have created new national public devel-
opment banks (FiCS 2024). The Asian Infrastructure Investment Bank (AlIB) and the New Development
Bank (NDB) are two examples of recently founded MDBs, established in 2017 and 2014, respectively.
The Covid-19 global pandemic and the global climate crisis have reinforced the move towards expand-
ing public bank and DFI lending (Panulo and van Staden 2022; UNCTAD 2024; Marois 2021).

In multilateral and domestic spheres, there is growing recognition of the necessity for public banks
and DFls to lead on climate finance provisioning and, in doing so, to accelerate global green transi-
tions that are inclusive and sustainable (Ocampo and Ortega 2022). Yet the bending of public banks’
capacities to finance global green transitions in ways that are socially just is far from a complete pro-
cess. More needs to be and can be done.

The global scale and capacity of public DFIs

There are different ways that we can capture the global scale and capacity of public DFIs. The FiCS,
initiated in 2020 as the global forum for the world’s PDBs and DFls, has identified 536 PDBs with
more than $23 trillion in assets (FiCS 2024). The FiCS categorisation includes the world’s MDBs and
national development banks, and excludes public commercial retail banks and universal banks. If you
expand this grouping further to include PDBs, public commercial/retail banks, other public DFIs, and
the world’s central banks and multilateral banks, then there are 1 115 public financial institutions
with combined assets of over $91 trillion (Marois and Gingen 2024). In short, there are hundreds of
diverse public banks and DFls globally with enormous financial resources at their disposal.

The distribution of public banks and DFIs is uneven though, especially at the national and sub-national
scale. The largest national DFls are in China, Europe, and Latin America. There are relatively fewer in
North America and in parts of Asia and Africa. In many ways, DFI capacity is a national question. In coun-
tries like India public banks are the dominant financial institutions, while in many African countries and
in the United States, public DFIs do not play significant roles in financing socioeconomic development.
In South Africa, DFIs currently exist to provide capital for under-serviced areas and new ventures, as well
as to support specific challenges, especially during economic downturns (Goga et al. 2019).

The world’s public DFIs, moreover, do not function as an integrated global public DFI financial eco-
system. While there are regular and important forms of bilateral and multilateral collaborations
among certain national and multilateral PDBs and DFls, greater alignment of work areas and financ-
ing should be considered. To help better mobilise and distribute the capacities and resources held
within public DFIs and banks, these institutions should foster an intentional global public DFI and
bank financial ecosystem (Marois and Giingen 2024). This could help to make better use and more
planned deployment of existing public financial resources, both domestically and across the Global
North and South. This approach may also support the ‘patient capital’ (that is, slower returns over a
longer time period) approach required through DFls to finance the green and just transition.

Collaboration among public DFIs and banks, domestically and internationally, can provide more
financing and better support for socially just and sustainable development projects than working
in isolation, or solely for private investors’ interests (Steinfort and Kishimoto 2019). Public-public
collaboration can effectively internalise the interdependence of climate action with sustainable and
equitable development as a matter of policy priority. This is in clear distinction to continued mul-
tilateral and high-level support for public-private partnerships (PPPs) as the preferred strategy to
resolve the world'’s climate and sustainability challenges (Mazzucato 2021). Adaptation, mitigation,
and biodiversity goals can be better achieved through intentional, coordinated, and impact-oriented
public investments. Public policy maximisation, rather than private profit maximisation, becomes the
primary objective of public financial resources. The ambition, therefore, is not simply more financing,
but more collaborative and accountable financing that demonstrates verifiably positive impacts for
people and the planet and does so as a matter of policy and not profit (Marois and Glingen 2024).
This is not an idealistic or unreachable ambition. Public DFls and banks are already the global leaders
in climate finance provisioning — even if this is not yet the case in South Africa.
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The role of public DFIs and public banks in climate finance

Governments have long used national public DFIs and public banks as important financing tools to
implement their national economic and social policies, especially to directly finance large infrastructure
projects, foster economic growth and reduce poverty. More recently, these public entities have been
directed toward addressing climate change, with many adopting new, green, transition goals (Ocampo
and Ortega 2022; Marois et al. 2023).

There is context for this change. The 2015 Addis Ababa Action Agenda (AAAA) animated resurgent
interest in the capacity of public DFIs and banks to provide appropriate financing for climate action
(UN 2015). The upcoming fourth conference on Financing for Development (FfD4) to be held in June
2025, is likely to emphasise this role (Mazzucato 2025). This 2015 AAAA, however, supported private
finance as the most viable solution for climate finance. This has proved to be misplaced faith in the
private sector’s ability to finance the global green transition at the scale needed, and in a manner that
is socially just (Sial 2024; Ghosh 2024; Marois 2021).

Between 2000 and 2022, MDBs annual disbursements only increased from $30 billion to $96 billion
(Gebel et al. 2022). Table 1 shows the commitments and current stage of specific MDB climate finance.
MDB commitment to greater quantities of climate finance is a step in the right direction. For exam-
ple, MDBs are reviewing and, to some extent, implementing recommendations from the Group of 20’s
(G20) Independent Panel on MDB Capital Adequacy Frameworks (CAFs) (Jacobs et al. 2024; Emery 2023;
Getzel and Prizzon 2023; AlIB 2023). These recommendations could deliver additional MDB lending,
particularly for lower-middle-income countries, without jeopardising their long-term financial stability
or requiring fresh capital from shareholders. However, progress varies among the different MDBs. In
2023, for example, the WB reduced its equity-to-loan ratio floor from 20% to 19%, thereby raising its
annual sustainable lending capacity by $4 billion to $5 billion and eliminating its statutory lending cap.

Similarly, the ADB revised its capital adequacy framework, releasing an additional $10 billion to $12
billion annually through more efficient capital use and enhanced risk management (Jacobs et al. 2024).
At the 2024 Spring Meetings of the WB and International Monetary Fund (IMF), 11 countries commit-
ted $11 billion toward these innovative financing tools, which could generate up to $70 billion in new
lending over the next decade. Countries like Belgium, France, Japan, and the United States contributed
to the Portfolio Guarantee Platform? while Denmark, Germany, Italy, and others supported hybrid cap-
ital efforts (Jacobs et al. 2024).

Despite the failure to leverage the necessary scale of finance, public DFIs and national development
banks remain the most likely actors capable of deploying sufficient funds on the terms needed to meet
the demand for clean energy projects and biodiversity protection, essential and sustainable infrastruc-
ture, and support for affected workers (Marois 2021; Baloyi and Krinsky 2022). This is because DFIs and
national development banks exist to address the gap in financing projects that are higher in risk and
lower in reward but have greater social than commercial benefits (Goga et al. 2019).

Table 1: MDB climate finance post-2020 targets and performance

MDB Post-2020 target On track?

AfDB Climate finance to make up 40% of total annual Yes; $5.8 million (2023);
approvals (50% focused on adaptation). At least 55% of total approvals;
$25 billion cumulatively for 2020-2025, prioritising 53% to adaptation.
adaptation finance.

ADB By 2030 - $100 billion (cumulatively) and 75% of Yes; $30.8 billion in
committed operations support climate change 2019-2023.

mitigation and adaptation.
Interim target (2024) $35 billion and 65% of projects.

AlIB 50% of annual loan volume by 2025; expects to reach Yes; $3.4 billion in 2023;
$50 billion cumulatively by 2030. 60% of total approvals..
EBRD 50% of commitments support green finance by 2025 Yes; 50% in 2023.

(2016 — 2020, 95% of green finance was climate finance).
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MDB Post-2020 target On track?

EIB More than 50% of operations support climate action and Yes; 57% in 2023.
environmental sustainability by 2025 globally; with 15%
of climate finance to support adaptation.

IDBG At least 30% of finance for 2020-2023 (level of closings, Yes; 47% in 2024.
not approvals). New institutional strategy (2024 — 2030)
has climate action as core objective — developing new
Impact Framework with climate finance targets.

IsDB 35% of overall annual lending by 2025 (excludes Yes; 37% in 2023.
operations of group members)>.

NDB 40% of overall financing from 2022-2026. No; $5 675 million in 2023

(17.8% of total portfolio)

WB Group | Average 35% of overall financing from 2021-25; 50% Unclear; but 34% of total
of IDA and IBRD climate finance to support adaptation. financing in 2023 (35%
COP28 target (1 July 2024 - 30 June 2025) of 45%. in 2021-2022). Claim 45%
Improvement on 26% average between 2016 and 2020. across 2024 — 2025.

Sources: 2023 Joint Report on MDBs’ Climate Finance and MDB Annual Reports.

Yet there remains more to be done to make it appropriate for green and just transitions. One barrier
has been a reliance on MDB financing ‘bankable’ projects. That is, climate projects that will generate
sufficient returns to pay back the loans with substantial rates of return to private investors. Relatedly,
concessional finance as a share of total MDB lending to developing countries has declined from
around 25% to 35% in the early 2000s, to between 13% and 17% of total MDB lending in recent
years (Figure 1). Similarly, the share of grants to the least developed and most highly indebted coun-
tries has declined over the last two decades (Gebel et al. 2022).

Figure 1: Lending by MDBs 2000-2022
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A second barrier has been MDB accountability for sufficiently green and just climate financing. There
is evidence that MDBs are not adequately reinforcing safeguards for local populations and the envi-
ronment or reliably reporting on the end-uses of purportedly green or socially-just financing (Estévez
and Ruiz 2024; Wright, 2024). While civil society can applaud commitments to climate finance, the
actual disbursements need to be democratically governed and accountably reported on.

The focus of profit-driven-for-private-investors WB blending or ‘billions to trillions’ strategy often
locks out poorer countries, marginalised communities, and many not-for-profit essential public ser-
vices from gaining access to affordable and appropriate climate finance (Gabor 2020). This serves as
a barrier to just climate transitions. Research evidences the failure of most PPP schemes and of the
de-risking of private investments with public money strategies (Mazzucato 2025; Sial 2024). That
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is, the WB's ‘billions to trillions’ strategy are more akin to billions of public money only leveraging
millions of private money (Zagema 2024). And the private resources are only delivered to the most
profitable investments in the safest regions and most lucrative sectors (like energy and transporta-
tion). Very little, if any, reaches highly indebted countries or vital sectors like water and biodiversity.

The reality of this socially costly and climate inefficient ‘billions to millions’ WB strategy calls for
new thinking and action around climate-effective and socially-equitable public-public collaborations
(Marois and GUngen 2024).

There is enormous potential for public DFIs and banks to deploy climate finance at the scale, and on
the terms, required for global green and just transitions if they work in collaboration (Marois and
Gilngen 2024; CPla 2023; CPla 2024). Fragmentation, competition, and lack of coordination among
public DFIs and banks can generate inefficiencies (Ray et al. 2020). For example, a lack of harmoni-
sation in public banks’ approaches, standards, and procedures can create confusion for public sector
clients (services, municipalities, and infrastructure providers). This can impede the mobilisation of
climate finance at scale due to practically needed coordination across services and infrastructure pro-
viders (McDonald et al. 2020).

This call for greater public-public collaboration leverages the fact that public investors, as a whole,
are significantly outperforming private investors in climate finance.

Table 2: Global climate finance by group sources, 2017 — 2022, USD billions

Source 2022 2021 2020 2019 2018 2017
Households/individuals 41
Private investors 227
Commercial financial institutions 247 223 128 116 50 46
Corporations 203 182 132 118 147 165
Funds 7 5 3 8 10 6
Institutional investors 5 7 5 3 8 8
Unknown 1 0.3 7 7 2
Bilateral development financial institutions 38 27 25 23 26 18
Export credit agency 2 2 1 1 3 2
Government 106 93 30 35 35 30
Multilateral climate funds 2 4 4 4 3 3
il\r/]lgcliilLI;;cgrr;I development financial 104 82 75 62 58 56
National development financial institutions 268 209 130 160 94 174
Public funds 0.1 0.3 2 2 2 2
State-owned enterprises 133 88 13 12 23 26
State-owned financial institutions 77 44 52 38 18 30
Total 1415 1114 664 639 540 608

Source: CPIb 2024.

Table 2 provides Climate Policy Initiative (CPI) data on tracked global climate finance from 2017 to 2022.
In 2022, private investors accounted for $463 billion, or 32.7% of total climate finance. By contrast,
public institutions accounted for $730 billion, or 51.6%. This is in contrast to global private financial
institutions and investors holding over 80% of over $340 trillion in global (public and private) finan-
cial assets.

While private commercial institutions have meaningfully increased climate finance since 2017, pri-
vate investors collectively under-invested — despite having more than four times the financial capac-
ity of public institutions. Moreover, private climate finance is highly concentrated in only the most
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profitable and safe investments in energy and transport, with little investment in the least developed
regions, or in adaptation, in general (CPIb 2023). In short, over-reliance on private investors has un-
der-delivered on global development and climate finance.

At the multilateral, national, and sub-national scales, public DFls and banks show significant ways in
which they can function in pro-work, pro-sustainability ways, albeit unevenly. The examples in Table
3illustrate that some public institutions are trying to confront climate change and sustainable devel-
opment, not merely as a matter of policy.

Table 3: Public bank cases and promising lessons

Public bank Promising lesson

Fonds d’Equipment The FEC largely borrows in domestic currencies to support local
Communal (FEC), Morocco | public services, reducing exchange rate risks. It has also adopted
environmental programming.

Vietnam Bank for Social The VBSP specialises in policy-driven and affordable financial
Policies, Vietnam inclusion services for the poorest and most marginalised
communities.

llbank, Turkey Ilbank excels at providing the cheapest financing available for local
authorities and for public infrastructure projects.

Council of Europe The CEB shows that a public multilateral bank can function
Development Bank, effectively according to an explicit social development mandate. It
Europe has also committed to supporting the 2030 SDGs.

Rokin Labour Banks (RLB), | The RLBs demonstrate that a powerful worker-run and union-led
Japan bank can be stable, socially just, financially inclusive, and collaborate

on public policy with public authorities.

Findeter, Colombia Findeter illustrates that governments can create new public
development banks that specialise in financing the development
needs of local authorities, and do so on favorable terms.

Source: See Marois et al. 2023, p19.

Much more research needs to be done, but there is growing research of the benefits of public DFls
working in response to global agreements, such as the Paris Agreement and the 2030 Sustainable
Development Goals (SDGs) (Marois et al. 2023). A word of caution, however, in assuming that because
DFls are public, they are essentially better at mobilising climate finance and doing so justly. Public banks
and DFlIs are neither inherently good institutions or bad ones (Marois 2022). How DFls function and in
whose interests depends significantly on context. Many public DFIs operate in sometimes undemocratic
policy spaces or where access to finance is restricted by a country’s position within the global financial
architecture, weakening that society’s capacity to access appropriate climate financing (Dube 2022).
Public DFls and banks can themselves, too, be confronted with mandates and objectives that span mul-
tiple time horizons, and short-term performance objectives (such as financial performance) alongside
medium-term development objectives (such as the SDGS). All of which are supposed to be aligned with
long-term objectives (such as global transitions to low-carbon and climate resilient societies). Below
this, many public DFIs and banks will have specific sectoral mandates, such as infrastructure, SMEs, agri-
culture, municipal development, regional integration, rural development, or exports — each of which
require unique processes for translating global climate ambitions into local contexts.

As like all institutions, public DFIs and banks operate in a dynamic environment, constantly adapting
and changing to market forces (Marois 2021; North 1993). Public DFIS and banks respond to emerg-
ing challenges and crises to reflect wider societal policy priorities and uneven power relations in
how they function and in whose interests (Marois 2022). This is often done unevenly, and with great
social contestation. The extent to which they function as pro-public, pro-private, or pro-environment
depends on what society commands of them.

In the multilateral sphere, reform is complex and complicated given the multiple political jurisdic-
tions involved in governance, but MDBs have, and are, evolving in response to the global climate
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emergency. Table 3 illustrates a number of MDB reforms around lending scale, terms, and SDG ori-
entation. Elsewhere, MDBs have developed advanced sustainability policies. For example, the NIB
has formally banned any future financing of carbon-based energy, such as oil. The Council of Europe
Development Bank has an explicitly social development mandate, which is now aligned with the
2030 SDGs.

3.ENVISIONING A JUST
PUBLIC DFI AND PUBLIC
BANKING SYSTEM

It is not the case that public DFIs and banks should function the same as private, profit-maximizing
banks - doing things a little less bad, or a little more pro-worker, pro-community, pro-development,
or pro-environment. Public DFIs and banks need to function according to qualitatively different
mandates in order to advance global green transitions that support local community prosperity and
uphold worker rights. In addition, public DFIs and banks need to provide the ‘patient capital’ to
investments that have potentially higher risks, longer lead times in terms of returns, but most impor-
tantly, have significant socioeconomic and public good value (Goga et al. 2019).

To envision, and foster such financial institutions, questions need to be asked about how that entity
will function. Figure 2 outlines a possible framework. Three pillars stand out: Sources of capital; ways
of lending; and models of governance. Table 4 provides additional guidance on what these three
pillars include when thinking about public DFIs and banks.

Figure 2: Envisioning pro-public public banks based on green and just mandates

Pro-Public
Public Bank

Source of Ways of Model of
Capital Lending Governance

Government Market & below Democratic
Budget market Representative
Transfers Policy-based Inclusive
Earnings Non-profit Transparent
Markets Long-term Accountable
Deposits Stable
Loans

Green and Just Mandate

Source: Adapted from Marois 2021 and Marois et al. 2023.

In terms of sources of capital, affected communities, including civil society, policy makers, trade union-
ists, and local businesses must ask what is important for them in the functioning of their public DFIs
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and banks. Is it perhaps a collective priority to mobilise domestic resources (thus reducing exchange
rates risks, but increasing taxes) or to increase the amount of foreign currency borrowing? Likewise,
are communities willing to direct more public resources into the public DFls and banks in order to
enable them to increase local lending and the financing of just transitions — potentially reducing the
availability of funding to finance social assistance or reduce government debt? These questions all
impact a bank’s sources of capital, the cost of raising loanable capital by the bank and ultimately the
financial sustainability of the institution (Dikau et al. 2024).

The second pillar regarding ways of lending follows on from the sources of capital. Here too, collec-
tive questions need to be asked, and answered. Will the community privilege market-rate, bankable
project lending or will public resources be made available to enable concessional, below-market rate
financing in order to accelerate green transitions and/or to protect just transitions? Who will pay for
the cost of such concessions? Will public DFIs and banks take equity stakes in certain projects? Will
the national government provide sovereign guarantees for the public sector or other types of loans
to help reduce costs? A key consideration is whether ways of lending will be dedicated over the long-
term to advancing local, national, and international public policy priorities (Gebel et al. 2022).

Of equal, and sometimes much greater, importance is the third pillar — models of governance. How
public DFIs and banks are governed is all too often subordinated to financial considerations such as
sources of capital and ways of lending. If one gets governance wrong and doesn’t have a clear and
accountable structure for deciding who benefits and why then dominant market actors and private
finance will likely be the primary beneficiaries of both the sources of capital and the lending cap-
ital. That is, these institutions will revert to functioning according to private purposes. This is due
to the current global financialisation of markets, which involves subordinating all social, political,
economic, and environmental processes to ensuring maximum financial returns to private, for-profit
investors (Gabor 2020). This is the WB’s preferred approach, and is supported by the world’s largest
private investment firms like Blackrock. Pro-public, pro-worker, and pro-environment approaches
need to craft governance processes that allow democratic policymaking to guide what public DFls
and banks do and for whose benefit. Governance must also hold these institutions to account, trans-
parently. There is no single perfect model of governance. But effective governance will draw on soci-
etal aspirations and will need to be inclusive of society and its diversity. (Marois 2021)

Table 4: Summary of public banking functions and features

V(L R ET 11 Domestic public allocations:

¢ Initial capital injections by government

e Callable capital from government

e Annual budgets

¢ Special economic and promotional funds

¢ Long-term government loans

¢ Transfers from other organisations or funds

Permanent public capitalisation:
e State/provincial, municipal, local authority contributions
¢ Portion of government tax income

Foreign public borrowing:

¢ International financial agencies (World Bank; multilateral and regional
development banks; aid and donor institutions)

¢ Foreign governments, development agencies, and public banks (multi-
and bi-lateral)

Private borrowing:
e Domestic and international financial markets
® Private banks and institutional investors
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VEVAEAENGITGTTES o Non-concessional loans (market rate)

e Concessional loans (below market rates; subsidized; preferential terms;
not-for-profit)

® Loan guarantees

e Risk-sharing and co-lending

e Equity

¢ Grants (non-repayable)

¢ Backed by sovereign guarantees
e Policy-based

Models of ¢ Boards controlled by central government representation

governance * Boards with mixed central government and regional and/or local
authority representation

* Boards based on member specialist expertise
e Boards controlled by worker representation
¢ Boards with government and worker representation

Source: Marois et al. 2023, p.15.

By considering sources of capital, ways of lending, and models of governance, a society can guide
public DFIs and banks on a pro-public pathway, enabling these powerful actors to protect public
services, advance workers’ ambitions, and support local authorities and community prosperity
(rather than subordinate all of those to global financial interests). There is no single correct model,
strategy, or design. Public banks can be powerful and important pro-public financial alternatives
because of their potential to manage money and finance in the public interest (Marois 2021; Goga
etal. 2019). Public policy, not private profit, can shape operations, if and only if society commands
that of its public DFls and banks.

At the same time, no public DFI or bank exists in isolation or independently of the very real global
challenges all societies, to greater and lesser degrees, now face. Three important socioeconomic
grand challenges stand out vis-a-vis contemporary discussions of public DFIs and banks: decarboni-
sation, definancialisation, and democratisation (Romero 2017; Bourgin and Sol 2021; McDonald et
al. 2021; Marois 2021).

In brief, decarbonisation refers to how public banks can provide climate finance in ways that
help transitions to a low-carbon and environmentally sustainable future. Definancialisation refers
to how public banks can work to slow otherwise rapid, often speculative and globally mobile,
flows of capital within their communities that can spur instability and financial crises. Public banks
can hold that capital locally, to the benefit of the local community, for example, by supporting
local development, shortening supply chains, encouraging long-term investment, and generating
employment, rather than using public money to support the extractive needs of global finance.
Democratisation refers to how public banks can build institutional structures, rules, and repre-
sentative forums capable of holding public banks accountable, openly and transparently, to the
communities affected by those banks’ operations. Communities can practice forms of economic
democracy through their public banks. (Marois 2021)

There is mounting evidence that certain public DFls and banks function more in the public interest
than in private interests in confronting these challenges (Scherrer 2017; Griffith-Jones et al. 2018;
Marois 2021; Clifton et al. 2020; Clifton et al. 2021; Mertens et al. 2021; Songwe et al. 2022; Marois
and McDonald 2022). The promise (and potential pitfalls) that public DFIs and banks may hold for
confronting decarbonisation, definancialisation, and democratisation needs greater debate and
action among trade unions and local authorities.

By targeting investments in renewable energy sources, energy efficiency programs, and energy
access initiatives, DFIs are supporting South Africa’s efforts to mitigate the impact of climate
change, foster adaptation and also hope to drive job creation, green industrialisation, and greater
energy security. Similarly, the South African National Government has placed a lot of emphasis on
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the role of these DFIs in the just transition (IEJ and CLiFT 2023). The existing JET-IP, also relies heav-
ily on DFls pulling in private sector resources to mobilise the vast capital required (PCC 2023). As
indicated in previous sections, this is an unlikely silver bullet for addressing South Africa’s energy
transition in a just, worker-centred manner.

4.DFIS AND CLIMATE
FINANCING IN SOUTH
AFRICA: A CASE
STUDY OF THE IDC

In South Africa, DFIs have become increasingly central to addressing the country’s energy chal-
lenges, particularly in the context of transitioning to a more sustainable, resilient, and low-carbon
energy sector. The sectors attracting the most climate finance are clean energy, energy efficiency
and demand-side management, agriculture, forestry, fisheries and land use, water, buildings and
a small portion of other or unspecified sectors (de Aragdao Fernandes et al. 2023). It is mostly
mitigation financing flowing into clean energy and energy efficiency and demand-side manage-
ment, while adaptation flows are mainly going towards agriculture, forestry, fisheries and land
use, water and other unspecified sectors.

After providing a short description of the current status of climate finance, climate finance ambi-
tions and climate financing needs in South Africa, the analysis delves into a case study of the IDC
against Marois’s (2021 and 2023) framework, illustrated in figure 2. We begin with an overview of
the IDC's mandate in the past, present and over, the next three years. The analysis then moves to
understand the IDC's sources of capital, and its ways of lending before considering its governance
structures. Our investigation shows that the IDC continues to work within the MEFC* and is falling
short of all three pillars. From this analysis it is clear to see the need for the IDC to reframe its man-
date, policies, operations and practices so that it can truly align itself with achieving South Africa’s
SDGs, National Development Plan (NDP), nationally determined contributions (NDCs) and JET in a
pro-worker, pro-climate and socioeconomically just way.

Overview of South Africa’s climate financing landscape

The PCC estimates South Africa’s annual climate financing needs at between R334 billion and
R535 billion. This is in order to achieve its net-zero goal by 2050, and NDCs by 2030, respectively
(de Aragao Fernandes et al. 2023). Between 2019 and 2021, however, the tracked annual average
climate finance only amounted to R131 billion per year. Despite this being double the annual aver-
age received over the previous period (2017/2018), it is only a third of the lower bound estimate
of required finance. The figures reported by the PCC in 2023 account for both public and private
sources of finance from local, national and global sources. Private sector funding accounted for
86% of the total. 98% of private financing was sourced from within South Africa, with 92% coming
from commercial sources and 8% being made up by corporates, philanthropists, donors and house-
holds (de Aragao Fernandes et al. 2023). Figure 3 provides the total financing tracked for 2023.
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Figure 3: Tracked climate finance in South Africa, 2023 (R billion)
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DFls only contributed 7.6% to climate finance in 2023 in South Africa, with the majority in the form
of debt. The biggest funders out of the DFIs seem to be bilateral creditors, which would be institu-
tions like KfW, AFD, and other external national development banks. South Africa’s own DFls (like
the IDC), contributed R1.9 billion over the year.

81% of finance in 2023 was directed into mitigation projects, while adaptation only accounted for
12% (de Aragao Fernandes et al. 2023). This is in contrast to the annual average of 39% of climate
finance going towards adaptation across Africa in 2022 (CPI 2022). In terms of the type of instru-
ments, grants declined from an annual average of 5% over 2017 and 2018 to 1% between 2019 and
2021. As a proportion of debt, concessional lending has also decreased. The PCC surmises this is likely
due to less blended finance which has been two-thirds of concessional financing over the previous
period (de Aragado Fernandes et al. 2023).

The PCC, along with the CPl, and GreenCape, have noted in the South African Climate Finance
Landscape 2023 that the measurements for the period 2019 to 2021 have been aligned with the
sectoral classifications in the Green Finance Taxonomy (National Treasury 2022), and cover a wider
range of sources than the previous tracker did for 2017 and 2018 (de Aragao Fernandes et al. 2033).
In addition, though, there have been developments since the publication of this document, includ-
ing: the publication of the JET Framework (2022); the publication of the JET-IP (2022); the publication
of a JET-FM (2023); and the climate budget tagging exercise undertaken between 2020 and 2024 (de
Aragao Fernandes et al. 2023; National Treasury 2024). These developments, it is hoped, will better
align existing spending with climate change goals, the NDP, and SDGs over the coming years. South
Africa will be updating its NDC in 2026 (UNFCCC 2024).

The IDC and DBSA are the two largest public banks in South Africa, with total asset values of $9 mil-
lion and $6.1 million, respectively (FiCS 2024). As they currently function, the IDC and DBSA exist to
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provide complementary capital to under-serviced areas. They provide support to new ventures, act as
countercyclical injections to the market during economic downturns, and respond to specific market
and sectoral challenges (Goga et al. 2019). In principle, these institutions have the potential to play
a key role in the structural transformation of the South African economy towards renewable man-
ufacturing sectors and a green industrialisation. This can be through knowledge development and
sharing, infrastructure investment, and trade. The mechanisms at work here assume that if the right
investments are made in a patient and long-term oriented focus, transaction costs in the economy
will come down, and growth will increase (productivity increases as well as a greater contribution of
the secondary and tertiary sectors to overall GDP and GDP-per-capita).

Both the IDC and DBSA are classified as Schedule 2° entities under the Public Finance Management
Act (1999) (PFMA). This means they are not financed from the National Revenue Fund, taxes or
other statutory contributions (Goga et al., 2019; and PFMA, 1999). This also means these entities are
self-sustaining, without any capitalisation from government. Table 5 gives an overview of their own-
ership and financing sources.

Table 5: IDC and DBSA Shareholders and financing activities

DFI Shareholder department
DBSA National Treasury
IDC Department of Trade, Industry and Competition
DFI Types or financing Types of capital
DBSA * Loan * Fees
e Equity e Dividends
e Quasi-equity® * Interest
¢ Borrowings
* Repayments on bonds, equity, and
loans
IDC ® Loan * Fees
e Equity e Dividends
e Quasi-equity e Interest
e Borrowings
* Repayments on bonds, equity, and
loans

Source: Adapted from Goga et al., 2019.

The mandates of the IDC and DBSA are both strongly aligned with the SDGs. For the purposes of this
paper, however, the focus is placed on the IDC as the largest DFI in South Africa, and the one specifi-
cally focused on industrial policy.

The following in depth review of the IDC will show that while the DFI has expanded its mandate to
include JET, it has not changed its financing model. In fact, its activities have become increasingly
commercialised in line with trends in the broader economy around the financialisation of industry.
The case study shows that this means it is unable to provide the level of financing, either through
equity, debt and grants, to investments and projects, and over a sufficiently long period, that can
lead to long-term transformation across the energy sector. In particular, the risk criteria governing
the IDC's portfolio is moderated in favour of profitability and liquidity, and not in line with its envis-
aged role as a patient capital provider in support of industrialisation and growth.

The Industrial Development Corporation

The IDC was established in 1940 to promote industrialisation, both in new and existing sectors (IDC
Act No. 22 1940). With the beginning of World War I, the IDC redirected its efforts to support
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wartime projects in petrochemicals and food processing (Garikayi 2019). The implementation of
Apartheid in 1948, prompted international sanctions against South Africa and in response, the IDC
continued to invest in energy and mineral sectors, with funding strategies focusing on import sub-
stitution and growing industry (Edwards et al. 2009; Jafta 2017). These projects were large-scale and
unlikely to be taken up by the private sector — both in terms of the level of financing required, as
well as the strategic importance of these projects vis-a-vis the sanctions against the Apartheid state
(Mondi and Bardien 2013). The 1960s and 70s expanded operations into export-oriented industriali-
sation (Bell 1997). The increasing pressure of political sanctions on the government and economy in
the 1980s and early 1990s, intensified IDC operations, expanding their portfolio into pulp and paper,
chemicals, glass, metal products, electrical machinery and the motor industry — all with incentives
provided by the executive (Mondi and Bardien 2013; Jafta 2017).

Overview of IDCs developmental mandate

Post-1994, the IDC's mandate evolved but remained largely concentrated on the MEFC with invest-
ments between 1994 and 2007 focusing on motor vehicles, clothing and textiles and upstream activ-
ities in the steel, petrochemical and aluminium sectors (Zalk 2014). Over this period, there was a
push to remove import controls and export subsidies and address inequalities established during
Apartheid (Mondi and Roberts 2005). Since 2007, the mandate of the IDC has evolved with disin-
vestment from sectors like finance and the deepening of activity in other sectors like green industry
—in line with changes in industrial policy (Goga et al. 2019). The mandate of this DFl now extends to
fostering exports and industrial development across Africa, SME development, rural development,
counter-cyclical funding to companies in distress, and investment in clean and renewable energy
technologies (Qhena 2006; Jafta 2017; Edwards et al. 2009).

The IDC’s 2024 Integrated Report supports the DFI's commitment to reducing carbon-intensive industry
and energy production in South Africa, and working toward a greener economy. The IDC's strategic
plan aligns the SDGs with the NDP with the country’s NDCs and certainly points to plans for a just tran-
sition (IDCb 2024). Figure 4 provides an overview of the IDC’s framing of sustainable industrialisation.

Figure 4: IDC sustainable industrialisation framework
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Source: IDCa 2024.
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In accordance with the government’s JET-IP, there is an emphasis on renewable energy through
independent power producers (IPPs), as integral to meeting NDC targets, while expanding the
country’s generation capacity. It is assumed that this diversification of the sector will strengthen
supply chains in emerging industries to support job creation and higher wages (IDCa 2024, p53).
The second pathway for transition expands exports and inclusive growth through economic diver-
sification and job-rich industrialisation, also leading to a reduction in climate-related emissions.
Climate and economic resilience will be built while assisting clients in recovering from extreme
weather events or drastic changes in production and eco systems. Regional value chains are recog-
nised as opportunities for pushing beneficiation away from the primary sector and towards indus-
trialisation, while lowering greenhouse gas emissions and fostering a green transition for inclusive
and sustainable growth. (IDCa 2024)

There is, however, little evidence of this in the numbers, as the IDC's exposure is still skewed towards
carbon-intensive and mining sectors, as per Figure 6 (IDCa 2024). Figure 5 shows the analysis done
by Goga et al. (2019) for the period 2008 — 2017.

Figure 5: IDC sectoral funding, 2008 - 2017
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Source: Goga et al. 2019.

What is clear from figure 5 above is that the MEFC, which is fossil fuel-based, still dominates the
IDC's portfolio of investments. Sectors such as chemicals, petrochemicals and mining and metals
take up a large share of the IDC's investment portfolio while investments in downstream man-
ufacturing are significantly less. Between 2008 and 2017 there was a meaningful shift towards
electricity, gas and water supply, as well as construction, chemicals and other mineral products
and electrical and electronic products. This was at the same time that the portfolio moved away
from agriculture, forestry and fishing, hotels and restaurants, and community, social and personal
services. Goga et al. (2019) note that the growing investments in the electricity, gas and water
supply was driven by the IDC's investments in South Africa’s Renewable Energy Independent Power
Producers Programme (REIPPP).
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In fiscal year 2024, 37.2% out of a port-
folio value of R94 billion, is in the min- Figure 6: Exposure of the IDC’s portfolio by
ing and metals sector, with 29.4% in sector, 2024

manufacturing and 12.8% in energy
(IDCa 2024). The Integrated Report
(IDCa 2024) provides some detail from
selected case studies indicating that
while the intention is to move towards
cleaner technologies and foster green
industrialisation, investment is still oc-
curring in coal, mining equipment,
and support to South Africa's exist-
ing energy structure. The IDC has also
highlighted the importance of criti-
cal minerals as part of its investments
in the green transition. There is, how-
ever, no detail on whether this will be
accompanied by strategies and plans
that limit environmental degradation
and greenhouse gas emissions during

2.3%

. Mining and metals . Agro Industry

the extraction of these minerals. Thus, B Manufacturing Other

without the project level detail, it is . . o
difficult to determine how much of the Energy LR L e
R18.8 billion (R2.9 billion off-balance [l Tourism and healthcare

sheet) in disbursements are going to- Source: IDCa 2024

wards maintaining the status quo, or

transitioning into greener technolo-

gies, and thus are supportive of communities and workers who are currently reliant on them (IDCa
2024).

Table 6 provides details of the IDC's plan over the next three years. Mining, and metals, remain the
highest proportion of capital allocation by sector. This is in line with plans to expand investment into
critical mineral sectors to support renewable energy, which may or may not be done while limiting
carbon emissions. The capital forecast to be allocated to this sector over the next three years is less
than 50% of the exposure in fiscal year 2024. This signals a sharp turnaround in operations, which
may or may not occur given the inertia of investment in this sector. Promisingly, there is a move away
from investment in chemicals and industrial minerals, with this now being extended into agro-pro-
cessing, the automotive sector, transport equipment and infrastructure. Again, though, the detail
is scant on how exactly these projects will contribute to the JET and achievement of the NDGCs in a
worker-centred way.

Table 6: Capital allocation by sector 2024/25 - 2026/27

albizaile] CAPITAL ALLOCATION
value of
funds
Exposure | Exposure | approved
at cost at cost | (2019 FY % of
Strategic Feb 2024 | Feb 2024 | to 19 Oct total (3
business unit (R mn) (%) 2023) ]2024/25|2025/26 | 2026/27 | years)
AEIeAp reE i) Elne 6521 7% 5281 | 2728 | 2874 | 3001 | 12%
agriculture
Tourism and services 7 498 8% 3580 1795 1827 1914 8%
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Historical CAPITAL ALLOCATION

value of
funds
Exposure | Exposure | approved
at cost at cost | (2019 FY % of
Strategic Feb 2024 | Feb 2024 | to 19 Oct total (3
business unit (R mn) (%) 2023) ]2024/25|2025/26 | 2026/27 | years)
Ao sne TEmgpert 5 334 6% 6779 | 1774 | 1838 | 1897 | 8%
equipment
Chemicals, medical products & | oo | 1700 | 12175 | 2143 | 2221 | 2424 | 10%
industrial minerals
LA R, Sl pmEm & 2 442 3% 5045 | 1397 | 1445 | 1506 | 6%
electronics
Textiles & wood products 4370 5% 4 886 1171 1237 | 1348 5%
Energy 12 096 13% 5905 3544 3708 3819 16%
Infrastructure 2700 2% 6 804 3503 3526 3624 15%
Mining & metals 37 073 39% 22 765 4161 4187 4 356 18%
Project development 1352 1% 1348 670 705 738 3%
Total 95 289 100% 76 568 | 22886 | 23568 | 24627 | 100%

Source: IDCb 2024, p35.

Therefore, in the absence of investments that establish green manufacturing projects, the lone focus
on renewable energy projects through the REIPPP must be seen as a continuation of the MEFC. Given
that typical MEFC sectors have less workers than downstream industries, this bias does not bode well
for workers and affected communities. In the next few subsections, we lay out the reasons for why
the IDC continues to not meet its own mandate of green industrialisation.

Sources of capital

The PDB database (FiCS 2024) classifies the IDC as a small DFI and according to its 2024 integrated
(annual) report, the IDC has positioned itself to address the needs of the green economy, South
Africa’s NDP and the SDGs. This is because the SDGs are aligned to address the country’s develop-
ment concerns and support the NDP’s long-term growth strategy, including finding solutions for
global economic and environmental, social, resilience and governance (ESRG) challenges — all of
which require multi-stakeholder interventions (IDCa 2024). To achieve this, the IDC matches its fund-
ing, projects and initiatives with the interests of stakeholders (IDCa 2024). In actual fact, this happens
because the entity is self-reliant on funding. In other words, there is no capitalisation from the gov-
ernment. This has several consequences which are elaborated below and under the section ‘ways of
lending’ — where we outline how this makes the IDC vulnerable to capital market shocks and impairs
its abilities to advance patient capital.

The IDC relies on internally generated funds such as dividends, loan repayments and interest charges,
advances, and debt, to fund its balance sheet. Figure 7 below shows the sources of revenue for the
IDC Group. In addition to income generated from dividends (from listed and non-listed investments
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(IDC 2020) and interest, the IDC supplements its capital with loan advances received and additional
borrowings. Loan advances represent short-term credit given to the IDC to use as working capital.
The IDC can use these funds to cover daily operating expenses, the same way a consumer would use
an overdraft facility on their credit card. Additional borrowings are loans taken out by the IDC to
fund their own expenses over the short or medium term. The IDC can also choose to re-issue these
borrowings or loans to clients. The re-issuance of loans generates funds through fees and interest
for the IDC. Therefore, the IDC competes with commercial financial institutions to access capital from
capital markets to supplement its internally generated funds.

Figure 7: IDC Group revenue, borrowings and loan advances 2020 - 2024
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Even though the IDC is wholly owned by the government, it has not received funds from the state
since 1954 (Mondi and Bardien 2013). The IDC is therefore pushed to act like any corporate in its
accountability to shareholders (discussed in sub-section 4.2.4) and report on financial and human
resource management, ensuring profitability and sustainability (Jafta 2017).In this instance, sustain-
ability implies financial sustainability, which is a focus on the IDC's financial viability such that it can
meet its obligations and can run its operations over the long term.

It is alarming to observe that loan advances have increased markedly between 2023 and 2024. This
signals that the IDC is growing more reliant on credit to fund its daily activities. Borrowings, on the
other hand, are declining steadily, dropping 31% over the last five years. In the study done by Goga
et al. (2019), they expressed an increase in borrowings between 2009 and 2017 as reflective of an
increased appetite for loan funding given the IDC's model of matching equity funding with equity
investment and liabilities with loan-based funding. The trend shown in figure 7, however, indicates
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the IDC is now operating in a very short-term environment — most likely between three and 12
months — where credit is accessed and repaid in an ongoing cycle. Depending on the risk profile of
the IDC, interest rates on advances could be lower or higher than those on borrowings (SARB 2015).
There is no information available to include this in the current analysis but the shift away from bor-
rowings towards advances could suggest that the IDC has moved away from longer-term planning
which is explored more under 4.2.3.

In an era of increased need for investment in green industrialisation and the just transition, it is of
concern that the IDC is regressing on its loan book. Simultaneously, however, given the commer-
cial-like behaviour that the IDC exhibits, it makes sense with the increased risk factors within the
political economy that have emerged over the recent period. These include, rising inflation and
interest rates, political uncertainty in the change from an ANC-led government to a new GNU, and
the decline of multilateralism and members’ support for funding climate change and the SDGs. Table
7 provides a forecast of cash flows projected over the next three years (IDCb 2024).

Table 7: Summary cash flows, balance sheet and income statement 2023/24 to 2026/27

Mini group R milion

Cash flow 2023/24 | 2024/25 | 2025/26 | 2026/27 T;:::S
On-balance sheet advances (R mn) 17 388 21416 22 049 23033 66 498
External funds raised (R mn) 5 898 11 000 11414 11347 33761

- of which foreign borrowings 1894 4520 2164 673 7 357
Proceeds from sale of shares 1186 450 438 481 1369

End-

Balance sheet 2023/24 | 2024/25 | 2025/26 | 2026/27 2026/27
Financing at market values (R mn) 137 805 154 866 169 212 183 001 183 001
Borrowings (R mn) 29 845 34 472 40 791 44 644 44 644
Debt/equity (%) 27% 28% 31% 33% 33%
Impairments as % of portfolio at cost 34.8% 28.7% 27.2% 25.8% 25.8%
Total assets 149 608 163 906 179 204 192 527 190 490
Income statement 2023/24 | 2024/25 | 2025/26 | 2026/27 T;:glrj
Dividend income 6 189 6 142 7 406 6 532 20 080
Interest and fee income 7 388 7 380 8752 9 357 25489
Borrowing costs 2738 2 950 3131 3919 9999
Impairments and bad debt write-offs (853) 744 (1300) (676) (1232)
Profit before tax 7 169 7 916 8623 8 051 24 590
Net _ope_:ratlng income before capital 6 438 7334 7325 7108 21767
realisations

Source: IDCb 2024, p36.

The projected cash flows over the next three years indicate a continuation of the IDC's reliance on
loan advances to fund operations with this increasing from R17.3 billion in 2023/2024 to R23 billion
in 2026/2027. There is a large jump in borrowings by 138.6% from the current year to next finan-
cial year. After this, however, borrowings decline rapidly to only 35% of their 2023/2024 value by
2026/2027. Despite the decline projected in borrowings by 2026/2027, the cost of borrowings rise by
0.04% each year, steadily. This shows the IDC may be trying to reduce its costs amidst a perception
of a worsening economic environment or credit rating outlook. This is despite the South African
Reserve Bank (SARB) holding interest rates stable between May 2023 and September 2024 (time of
publication of the 2024 IDC Integrated Report). Since then the SARB has reduced interest rates in two
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consecutive cuts (SARB 2025). Therefore, this conservative approach to finance that is structurally
defined by its self financing posture and thus shaped by its reliance on and vulnerability to capital
markets, does not bode well for its ability to advance counter-cyclical finance and long term patient
capital to the just transition as discussed below.

Ways of lending

As seen in Table 7 above, the IDC provides both debt and equity financing, and a combination of
these referred to as quasi-equity funding’. Figure 8 shows how, since Covid-19, equity made up less
than 50% of the IDC's balance sheet. In 2020, the IDC’s gearing ratio was pushed to 77.2% (IDC 2021).
This was mainly due to the downturn in markets caused by the Covid-19 pandemic, but specifically to
a drop in the value of the IDC's investment in Sasol’s Lake Charles project and the oil price war that
ensued that year (IDC 2020). This led to downgrades in the credit ratings of the IDC - affecting its
ability to borrow and increasing the cost of debt (IDC 2021). This development helps to explain the
rise in loan advances and decline in borrowings we see in figure 7 as debt became more expensive
and possibly harder to access following the rating downgrade. Of course, it should also be noted
that since 2021, market conditions have also worsened with rising inflation and subdued economic
growth. This has pushed the cost of debt up for most companies and individuals — irrespective of
credit scores. What is of concern for the IEJ and the fruition of the JET-IP though, is the IDC’s growing
over-reliance on capital markets. This makes the IDC vulnerable to shocks and impairs its ability to
embark on patient capital.

The IDC Board of Directors has set a “prudential policy upper limit"” of 60% for the Group's gearing
ratio® (IDC 2023 p32). This is a financial “sustainability guideline” according to the 2024 Integrated
Report (p111) and indicates that the IDC Board is concerned about its risk profile in the market,
opting to keep its own debt in check and maintain a good credit rating. Since 2021/2022, figure 8
shows that the IDC has maintained a debt-to-equity ratio of well below its prudential limit. The IDC,
however, does not appear to have used this higher level of a greater focus on equity to investments
would force the IDC to play a more active role in investment in sectors and client’s projects — either
through greater capital injections into projects or — both through constant evaluation of returns and
ensuring the success of projects by provid-

ing technical assistance and capacity build-

ing services. This may be because a focus Figure 8: Debt to equity ratio 2019/20 - 2023/24

on equity-driven operations also limits
the ability of the IDC to earn money off
these activities in the short-term. By using
debt, the IDC can resell this credit to cli-
ents and have a steady source of income,
as each month’s interest payments come
due. Equity on the other hand takes much
longer to produce income and can be
quite volatile and dependent on market
conditions.

The IDC has both on and off balance sheet
projects.® On balance sheet projects are
funded mainly through loans which are
given atthe marketrate (non-concessional)
or 1 — 2% below (concessional). Table 8
gives an overview of the current funding
schemes offered by the IDC and their asso-
ciated lending rates. Unfortunately, this
is not more competitive than commercial
banks operating in South Africa, but is

aligned with the increase in loan advances Source: IDC Integrated Report 2021; 2022; 2023; 2024.
to the IDC in recent years. That is, the IDC
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Debt/equity %
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is itself borrowing more from capital markets to cover its operations and is therefore exposed to
high or non-concessional interest rates. Secondly, any borrowings it uses to fund investments must be
paid back at rates that cover the cost of borrowing for the IDC. It should also be noted that the IDC’s
website does not include any information about grace periods offered to clients. From one of our
interviews, we learnt that there is typically an interest moratorium granted for the first 12 months, if
a deal includes structuring considerations. Deals may include stays on capital repayments, but this is
not very common. In both cases though, this is done on a case by case basis (Interview 2025).

The prevailing fees and rates (table 8), as well as trends in loan advances and borrowings (figure 7),
also mean there is likely a reluctance by the IDC for long-term financing of up to 20 to 30 years. This
extended investment horizon is what is required for the just transition. Returns on such investments
are uncertain over this prolonged period of time and thus would limit the IDC’s ability to finance
other projects while remaining a going concern.

Table 8: IDC's current funding schemes and associated interest rates and fees

Funding scheme Lending rates and fees

AFD Green Energy Fund * Normal risk pricing capped at prime + 1.6% or an equivalent
fixed rate;

e Standard IDC fees.

The Agri-industrial Fund ¢ Mainly grant funding. Debt funding determined
case-by-case.

Downstream Steel Industry SMEs (value of R80 million or less or an annual turnover of
Competitiveness Fund R100 million or less):

- First R50 million — 2.5% fixed for 5 years

- R50 million to R75 million (max) — prime for 5 years

® SMEs (value of more than R80 million or annual turnover
above R100 million)
- Prime with a maximum discount period of 5 years.

¢ Large companies (annual turnover of R123.5 million or less)
- First R30 million at the lower of:
- Prime
- IDC risk pricing less 2%
- R30 million to R75 million
- IDC risk pricing less 1.5%
¢ Large companies (annual turnover of R123.5 million or
more)
- First 30 million at lower of:
- Prime
- IDCrisk pricing less 1.5%
- R30 million to R75 million
- IDCrisk pricing less 2%
¢ Maximum discount period of 5 years
¢ Standard IDC fees apply

¢ Guarantees and subsidy on guaranteed fees.

Furniture Industry
Challenge Fund

Manufacturing competitiveness enhancement pricing: 0%
IDC pricing: prime less 0.2% (subject to change)
Subordinated loans — IDC risk pricing.

Raising and commitment fees are excluded for
manufacturing competitiveness enhancement funding. All
other standard fees are applicable.
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Gro-e youth Scheme * More than 26% youth-owned — prime less 2%
e More than 50% youth-owned — prime less 3%

e If first withdrawal not within 12 months, pricing reverts to
normal IDC pricing

e Standard IDC fees apply.

Manufacturing * Fixed rates of 0% — 2.5%.

Competitiveness Enhancement

Programme (MCEP)

SMEs and MIDCAP COMPANIES | ¢ Normal IDC risk pricing less 0.3%.

Unemployment e Pricing currently between 8.64% and 10.94%. Fixed for
Insurance Fund I seven years before reverting to IDC’s risk pricing

¢ Discounts based on developmental scores, black industrialist
status and job efficiency at the time of the application.

e Standard IDC fees apply.

Source: IDC website (13 February 2024), author’s collation.

Although the IDC has moved into working across the continent (currently 21 projects in Southern
Africa, eight in East Africa and five in West Africa), the majority are still focused on South Africa
(IDCa 2024) as the DBSA is more regionally focused. This bodes well for the potential to expand
financing towards a just transition in South Africa, as the country’s contribution to emissions by far
outpaces the rest of the continent.

In 2024, the IDC reported its concern for non-performing loans, which made up 26.3% of debt (IDCa
2024). It indicates that this is largely related to legacy projects that are of “economic importance”
and will, over time, create developmental value. While non-performing loans are a risk to financial
sustainability, the IDC's phrasing of the problem around “legacy” projects further entrench the nar-
rative of a preference for projects and financing deals that do not exceed five years. This is in stark
contrast to what, in fact, should be happening for investments in key sectors for the transition and
in support of patient capital (over 20 to 30 years) that will have lasting public good value for a less
carbon intensive and more inclusive economy. The tone of the 2024 Integrated Report, highlights the
IDC’s reluctance to follow this model.

Table 9 lays out the core risk metrics that have been agreed by the IDC Board. It shows some, but
not all, of the risks as indicated in the 2024/2025 to 2026/2027 Corporate plan. The risks outlined are
the main commercial risks, but they also include governance principles such as no fraud, ethical mis-
conduct and regulatory compliance breaches are acceptable. Overall, the litany of commercial risk
metrics displayed in table 9 indicates the risk averseness of the IDC Group. This is very similar to risk
management happening in commercial banks in South Africa.

Table 9: IDC core risk appetite metrics

Measurement

Metric Definition methodology Threshold/limit

Average portfolio Probability that a Measured as an average <21%
probability of default | borrower/ group of probability of default
borrowers will default | based on the IDC internal
risk grading model

Impairment ratio Level of cumulative Ratio of total balance sheet <27%
impairments over the |[impairments over the total
total portfolio at cost | portfolio cost
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Non-performing loans
ratio

Definition

Loan book with
capital more than 90
days past due over
the loan portfolio at
cost

Measurement
methodology

Capital outstanding on
loans more than 90 days in
arrears, % of the total loan
book at cost

Threshold/limit
<15%

(Integrated
Financial Reporting
System stage 3 non-

performing loans
<25%)

Credit loss ratio

Level of actual credit
losses during the year
(% of total portfolio)

Ratio of annual credit
losses as per the income
statement over the cost of
the portfolio

<5%

Write-off ratio

Level of debt and

Ratio of total write-

<0.75% of capital

bearing debt relative
to its equity

bearing liabilities to the
total equity

equity written off offs post recoveries and base
during a financial expressed as % of IDC’s
year vs capital base capital

Debt to equity ratio Extent of interest- Ratio of total interest- 60%

Industry
concentration limits

Refers to
concentrations in
areas of the economy
in which businesses
share similar products
or services that are
highly correlated.

The acceptable risk levels
consider the probability
of default as well as the
loss given default of the
portfolio.

Portfolio expected
credit loss capped
at 25% of the
capital base.

Overall credit
concentration limit
of R6 billion, which

no single industry
should exceed.

Africa portfolio limit

Represent the

share of IDC

capital allocated

for investment
opportunities on the
continent.

Set at 30% of IDC
shareholder funds.

Further distributed to
SADC and Rest of Africa
portfolios, using a 60:40
split in favour of SADC.

$1.95 billion

Of which SADC:
$1.17 billion &

$780 million for
Rest of Africa.

Liquidity coverage
ratio

Short-term liquidity
risk metric

Measure IDC's ability

to meet liquidity
requirements over the
next 3 (short-term shock)
and 12 months (moderate /
protracted shock)

>100%

Net interest income
at risk (NII)

Short-term earnings
approach

Measures impact of
interest rate shocks on
forecasted 12-month NII.

<10%

Net open foreign
currency position
(NOFP)

Methodology of
measuring the
foreign exchange
rate risk

Positions based on
aggregate of all long and
short currency specific
positions (both spot and
forward transactions)
and aim to prevent
potential losses resulting
from transaction related
exchange rate risk.

<USD 25 million

Source: IDCb 2024, p36 — 38.
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Governance of the IDC

As explained above, the IDC was established by the IDC Act No. 22 of 1940. It is also classified
within the PFMA and as such must abide by guidelines and regulations concerning Schedule 2 enti-
ties. In addition, the IDC is guided by Johannesburg Stock Exchange (JSE) debt listing requirements,
the Companies Act 71 of 2008, and the King IV Report on Corporate Governance for South Africa
(IDCa 2024).

The Board of the IDC is made up of 10 non-executive members, including the Board Chairperson,
the Audit Committee Chairperson, the Human Capital and Nominations Committee Chairperson,
the Investment Committee Chairperson, the Risk and Sustainability Committee Chairperson and
the Social and Ethics Committee Chairperson (IDCa 2024). In the 2024 Integrated Report, the com-
position of the Board is six women and five men - including the interim Chief Executive Officer
(CEQ). The IDC website (accessed 14 February 2025) indicates that the Board is now composed of
seven women (including the newly appointed CEO) and three men (one of which is white). This
composition is certainly representative of the population of South Africa.

When we consider the Board’s experience and training, however, this is less aligned with true
representation as per Marois’s framework of governance (2021 and 2023). The 10 member board
has a private sector bias. At least six Board members are from the private sector and one repre-
sents SMMEs. There are three board members that represent the government: one represents the
Department of Trade, Industry and Competition (dtic); one is the former CEO of the NEF'%; and the
other is the CEO of the IDC. There is only one trade union representative. When we analyse the
sectors that the private sector members of the board represent, we observe that they are mostly
associated with the IDC's largest clients and large firms from the MEFC. The industries represented
by the private sector include mining, energy and power, asset management and private equity, pri-
vate investment, and small business development.

There are five Board members who have been on the IDC Board of Directors for 13 years. These
include Mr. Bobby Godsell, Mr. Brian Dames, Dr. Sizeka Magwentshu-Rensburg, Ms. Philisiwe
Mthethwa, and Ms. Busi Mabuza. Mr Godsell is now a retired businessman, but spent 35 years
working for Anglo American (12 years as CEO of AngloGold Ashanti) (Maunder 2025). Mr Brian
Dames has over 30 years of experience in the energy sector, formerly being CEO of Eskom (June
2010 tol March 2014) and who is now the CEO of the African Rainbow Energy and Power — Patrice
Motsepe’s private energy firm (M&G 2010; AREP 2025). Ms. Mthethwa was the CEO of the NEF
between 2005 and 2023, after a career in banking (NEF 2023). Ms. Mabuza is currently the chair-
person of the Board with an extensive background in asset management and private equity (BRICS
Business Council 2025). In addition to these long-serving Board members, there are two who have
served nine years each. First, Ms. Thandi Orleyn, an advocate and co-founder of Peotona Group
Holdings which is an investment holding company (IWFSA 2025; Peotona 2025). Ms. Orleyn also
serves on the boards of BP Southern Africa and Implats (Implats 2025). Second, Ms. Nomavuso
Mnxasana, who has a background in audit and accounting and also serves on the boards of
Barloworld and Arcelor Mittel SA Ltd (The Org 2025). The newly appointed CEO of the IDC, Ms.
Mmakgoshi Lekhethe, has a background in economic and financial markets, with one of her most
notable achievements being South Africa’s senior negotiator in the establishment of the BRICS™
NDB (ABSIP 2025).

Marois’s framework (2021 and 2023) relies on a governance structure that represents all aspects
of the economic environment. As it currently stands, the Board of the IDC represents a particular
vested interest from the private sector’s minerals, banking and finance fields. In addition, there
are some serious considerations around the presence of Brian Dames, given his representation of
an IPP, and Philisiwe Mthethwa, given her prior embeddedness as the CEO of the NEF, a subsidiary
of the IDC. Furthermore, the representation from the minerals and energy sector (including those
members sitting on the boards of companies from the MEFC) puts into question the IDC's com-
mitment to a low-carbon strategy. There is also no civil society or non-governmental organisation
representative on the Board. And while there is a trade union representative present (Mr Andre
Kriel), they are only one person and thus not truly representative of the full portfolio of work the
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IDC does. The IDC therefore, should consider rethinking the representation of its Board to bring in
new thinking, reflect a more democratic panel of members, and align itself ideologically with the
pursuit of a JET. The IDC is among a few agencies that were not affected by the corruption scandals
that plagued the government. Therefore, this must be done in a manner that ensures that the IDC's
good standing is retained.

The Board has a charter that is reviewed regularly and sets out the Board’s responsibilities. These
include adopting strategic plans, monitoring IDC operations and performance, determining poli-
cies related to risk management, internal controls, and the selection, orientation and evaluation
of IDC directors. The Board Charter is supported by the IDC Act and Regulations (IDCb 2024). The
Board is responsible for the establishment of the various sub-committees represented on the Board
and mentioned previously. While all this is in line with domestic legislation, a study by the Centre
for Environmental Rights (CER) found that the IDC scored very poorly when considering interna-
tional standards and elements of transparency and accountability (CER 2020).

The CER assessed six DFls,’? including the IDC and DBSA. The methodology grouped criteria into
seven themes, including: transparency and accountability; climate change; corruption; human
rights; gender equality; health; and nature. This was done across DFl operations in the financial
sector and the power generation sector and only considered publicly available information (CER
2020). Out of the six DFIs studied, the IDC came last — scoring 0.8 out of a potential score of 10. This
was mainly due to the IDC scoring zero in several themes. The CER observed that formal policies
are not publically available for the IDC, with information only provided in the integrated annual
reports and corporate plans. This detail, however, is insufficient to be compliant with some inter-
national standards (CER 2020).

Of course, the lack of policies published on the IDC website does not necessarily mean that they
do not exist. If, however, the public, and in particular, civil society, are unable to access documents
such as the IDC's Environmental and Social Policy, Responsible Investment Policy, or Corporate
Governance Framework for its subsidiaries and investee companies, then how can we be certain
that IDC is indeed fulfilling its mandate? Access to these policies, among others, would allow a
better and clearer understanding around decision making and actions taken towards meeting
commitments to the NDP, SDGS, JET and other relevant strategies. Furthermore, access to this
information would provide a broader understanding of how aligned the operations of the IDC are
to a socially just and worker-centred transition. The CER even notes in its findings that “when one
considers its practices, it is apparent that the IDC does not have a policy in place to sufficiently sup-
port the transition to a low-carbon economy” (2020, p9).

The Board of the IDC is considered to be independent and is appointed by the Minister of dtic, as
the shareholder representative of the IDC (IDCa 2024). Appointment of the Board and any remu-
neration to non-executive members is approved by the Minister of dtic, in consultation with the
Cabinet. The IDC Act (1940) regulates the size of the Board, which can be between five and 15
members, excluding the Board Chairperson and CEO. The CEO is the only executive member of
the Board. The Board is responsible for ensuring practices of the IDC are aligned with corporate
governance principles, they are undertaken ethically, in a fair and transparent way, that there is
accountability, responsibility and ultimately social development. Any delegation by the Board to
well-structured committees is done in writing, with regular reporting to the Board on performance
and results (IDCa 2024).

It falls upon the Minister of dtic to “ensure the corporate plan remains consistent with the man-
date outlined in the IDC Act and with government priorities” (IDCa 2024, p85.). In support of this
process, annual financial statements and external auditors’ reports are reviewed by Parliament’s
Standing Committee on Public Accounts. Parliament’s Portfolio Committee on Trade, Industry and
Competition receive regular reports of the IDC's performance, too (IDCa 2024). In line with reg-
ulations for Schedule 2 entities, quarterly corporate performance reports are submitted to the
National Treasury and the Department of Trade, Industry and Competition (IDCa 2024). This is in
line with oversight under Marois’ framework (2021; 2023).
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5.PROPOSITIONS ON
PROGRESSIVE PATHWAYS
FOR DFIS TO FINANCE
THE JET IN SOUTH AFRICA

During 2025, debates in the climate finance space will be preoccupied with the reform of the global
financial architecture, policy processes relating to the Baku to Belém Roadmap and increasing cli-
mate finance to $1.3 trillion by 2035 at COP30 (ECCO 2025). South Africa is also chairing the G20 for
the first time. Within this milieu, it is important that the country’s domestic goals to achieve the JET
are not misplaced. From the evidence discussed in previous sections, it is clear that existing levels of
finance, as well as instruments, are falling far short of expectations and requirements. Even locally,
the largest DFI in South Africa is failing to leverage sufficient capital to fulfil its mandate of moving
towards the JET in a meaningful direction.

The JET-FM proposed by the PCC has highlighted the need for public finance to potentially play a
greater role in derisking, but also for greater collaboration between government and the IDC, DBSA,
and NEF to reduce current fragmentation across projects (PCC 2024). The recommendations on the
JET-FM put forward by the PCC, acknowledge that in order for the JET to be successful, issues around
scalability, burdensome bureaucratic hurdles, limited project preparation support, and a reactive
stance in project sourcing, need to be improved (PCC 2024). The PCC also notes that institutions like
the IDC have strengths in areas of planning and advice for JET projects, but that the DBSA is likely
better equipped to handle the complexities of these projects. There is, however, no mention of
amending the classification of the IDC or DBSA away from Schedule 2 entities or making a dispen-
sation to provide guarantees or financial injections. The IEJ, therefore, makes the following recom-
mendations that support the IDC to meet its mandate.

Source of capital: Recapitalisation by leveraging
fiscal and monetary instruments

The paper has shown that the IDC’s classification as a “self-financing” development bank forces it
to rely on volatile and risk averse capital markets. This makes the IDC vulnerable to capital market
shocks and undermines its ability to provide counter-cyclical and patient capital. Therefore, the IDC's
classification should be redrawn to allow for financial support from the government. This can be in
the form of capitalisation directly from the budget, monetary financing instruments or on a guaran-
teed basis.

1. In terms of budget support, this can be done through raising existing taxes or new taxes, ring-fencing
existing taxes into climate specific funding pools, or via on-budget grants, such as traditional over-
seas development assistance. The paper “Assertive Fiscal Policy in an Equitable and Worker-Centric
Climate Response” (IEJa, 2025), which is part of this working paper series, provides possibilities of
where these funds can be raised in the fiscus. Some of the recommendations made by this paper in-
clude carbon pricing, earmarking existing revenues and retirement tax reform. The proposals result
in a domestic resource mobilisation that is to the tune of R100 billion a year for climate priorities.

2. The paper “Leveraging Monetary Policy to Support the Transitional Needs of South African Workers”
(IEJb 2025), which is also part of this working paper series, makes recommendations for monetary
policy instruments that can be mobilised for the JET. The paper identifies under-exploited liquidity
from South Africa’s retirement industry. It recommends a return “to a maximum offshore investment
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limit of 30% would increase onshore assets held by the retirement industry by an estimated R600 bil-
lion, with the current infrastructure investment exposure limit being worth an additional estimated
R180 billion in that scenario.” (IEJc 2025, p7) These onshore assets can be used as prescribed assets
to support the transition.

3. In terms of guarantees, this could be reserved for loans that are in excess of 10 or 15 years.

Ways of lending: Scaling concessional lending,
equity injections and grant financing

The recapitalisation of the IDC through the above policy instruments, will improve the IDC's ways
of lending by scaling up commercial lending and grant financing. This will help the IDC to take on
projects that have longer time horizons such as 20 to 30 years, and that are focused on public goods,
and that are traditionally deemed too risky for private investment. These are specifically the types of
investments needed to transition to a green economy in a socially just and worker-centred way. Some
of the more specific recommendations include:

1. Scaling up commercial lending at 2 percent below prime.

2. The IDC restructures its loan book with longer-term debt to fund longer-term projects. This will still
earn interest equivalent to, or greater than, existing income - just over a longer time period.

3. The IDC needs to decrease its profit and dividend motive in the way that it currently operates. Profit
should be reduced to a value equivalent to 36 months of operating costs, including a reserve fund
of two years. This will create additional room for more concessions on loans, and taking on riskier,
longer-term projects.

4. Provide for grace periods of a minimum of five years.

5. The IDC adjusts its risk ratios and thresholds around the:

a. Debt to equity ratio: This should be closer to 75% given the integral importance of this institution
in the JET and especially if the government is able to provide capital and guarantees, and finan-
cial sector policies around risk are amended.

b. Liquidity ratio: This should be less than 100%, allowing for the IDC's need to take on additional
risk in its activities.

¢. Credit loss ratio and net interest income loss: these should both be raised in order for the IDC to
move away from its focus on profits to taking on riskier but necessary social transition projects.

d. The average probability of default ratio: this should be adjusted in line with increased govern-
ment support, a larger debt to equity ratio and the taking on of riskier projects.

Governance: Democratise Board representation
and transparent decision making

The IDC is fulfilling governance standards as per domestic legislation, but it is failing to provide a
full picture of its operations and practices in line with broader international standards and commit-
ments. In addition the lack of publicly available policies on things such as environmental and social
responsibility, climate change and corporate responsibility, leaves a void of information on how
closely aligned the IDC truly is to achieving South Africa’s SDGs, NDP, NDCs and JET in a pro-worker,
pro-climate and socioeconomically just way. The IDC should therefore make more of its information
by way of policies and strategies publicly available. This includes aligning its reporting to the Green
Finance Taxonomy.

The IDC Board is currently demographically representative, but remains aligned with the neoliberal
ideals and operations of the MEFC. Too many Board members are from the mining, energy and finan-
cial sectors, as well as still holding vested interests in these areas. The IDC should therefore reconsider
the composition of its Board of Directors so that it represents all sectors of society and industry. This
should include representatives from civil society, government and the private sector. Government
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should reflect both the shareholder dtic but also key policy departments tasked with the green tran-
sition, such as environmental affairs, agriculture, or even the planning, monitoring and evaluation.
The private sector should be inclusive of the aspirational low-carbon economy and include repre-
sentatives from manufacturing, and agriculture, as well as energy, small business and the circular
economy. Finally, trade union representation should be across industry, not only in sectors that the
IDC operates. In addition to expanding the representation of economic participants, the IDC should
consider reinvigorating its Board with newer members on a more regular basis — perhaps even estab-
lishing a maximum tenure for members. The IDC is among a few agencies that were not affected by
the corruption scandals that plagued the government. Therefore, this must be done in a manner that
ensures that the IDC's good standing is retained.

These, along with potential reforms to other DFls, are crucial if South Africa is to leverage the full
financial needs for the JET. It is paramount that DFls move away from existing commercial and finan-
cialised practices and back to their original blue-printed and envisaged mandates around sustainable
growth and industrialisation through the provision of patient capital. That is, to provide extended
long-term financing, at concessional rates. The reliance on blended finance models has failed to
bring money to the fore, and so it is unwise for South Africa to expect this to happen — nevermind
the increased costs passed onto consumers through user fees or government subsidies to ensure pri-
vate sector profits. If national DFIs can show their commitment to truly transforming the economy
through socially just and worker-centric mechanisms, the long-term structure of the economy will
move to a new growth path. This is, in turn, likely to increase foreign direct investment, especially
from the region, and build a stronger foundation for the future.

6. CONCLUSION

Despite the failure to leverage the necessary scale of climate finance, public DFIs and national devel-
opment banks remain the most likely actors capable of deploying sufficient funds on the terms
needed to meet the demand for clean energy projects and biodiversity protection. There are four pil-
lars that must work in a complementary manner to mobilise the necessary scale of resources required
for the just transition. Pillar one is the bank’s developmental and climate responsive mandate. For
this to be realised, public sources of capital must be injected into the public bank (pillar two). This is
because public sources of capital support patient capital which is a progressive way of lending (pillar
three). For all this to be possible, the governance of public banks needs to reflect a pro-worker,
pro-community, and pro-climate framework and value system. This was pillar four.

Our analysis of the IDC mandate demonstrated that the IDC is not meeting its mandate to support
green industrialisation and a just transition. This is because the sectors that the IDC finances are
from the MEFC, and are typically capital intensive (employing more machinery than workers), fossil
fuel based, and working towards the pursuit of profits and accumulation. The IDC's classification as
a "self-financed’ development bank has meant that it has to rely on its own funds and capital mar-
kets to raise financing to generate the finance for its investments. This financing approach has had
two effects. Firstly, the IDC borrows at commercial interest rates and is vulnerable to capital market
shocks that have undermined its ability to advance counter-cyclical and patient capital. Most notably,
the IDC has had to draw on loan advances (short-term credit with three to 12 months maturity) while
long-term borrowings have shrunk. This has been happening more and more often since Covid-19,
as a result of worsening global economic conditions. Consequently, we showed how the IDC, as a
conservative investor, operates like a commercial bank, advancing finance at commercial rates with
no associated grace periods and adopting a highly risk-averse, risk management matrix. Finally, we
considered how the current governance structure of the IDC may help explain why the IDC has not
met its mandate. We found that the IDC has a private sector bias and MEFC focus as the majority of
the Board members (6 out of 10) are working within and for MEFC firms.

We discussed a few recommendations. First, recapitalise the IDC by leveraging fiscal and monetary
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policy instruments as sources of capital. This will improve the IDCs ways of lending by scaling up
concessional lending, grant financing and a more developmental strategic posture. Secondly, we
recommended that the IDC rethink their risk management metrics and restructure their investment
portfolio to support more long-term investment. In addition, the IDC should reduce its profit motive
and scale up concessional financing that includes grace periods of a minimum of five years. Thirdly
we urge the IDC to reconfigure its governance structure and be more transparent. The Board of
Directors needs to be more democratic and inclusive with representatives from civil society, more
trade unions and government representatives from sectors within the low-carbon and green econ-
omy. Board members should be rotated more regularly in a manner that retains the integrity of the
board, with information about the IDC’s strategies, policies and plans publicly available.

The IDC plays a crucial role in South Africa realising the JET. This is both because it is the largest DFI
in the country, and because it is specifically focused on industrial development in the pursuit of eco-
nomic growth. Therefore, it is vital that it has a strong focus on inclusivity and social justice, ensuring
that marginalised communities are not left behind during this shift towards green industrialisation
and a low-carbon economy. Additionally, DFls, and most importantly the IDC, must support the social
transition aspect of the JET, emphasising job creation and re-skilling initiatives, while contributing to
the stabilisation of the net-zero pathway to secure a fair and sustainable future for all.
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The Paris Agreement is a legally binding international treaty on climate change. It was adopted by 196
countries at the United Nations Climate Change Conference (COP21) in Paris, France, on 12 December
2015. It entered into force on 4 November 2016.

Started on 1 July 2024, this platform brings all the World Bank’s guarantee products and experts onto
one platform. This is believed to enhance transparency and certainty for clients, as well as streamline
offerings and maximise capital available for development.

Includes the Islamic Corporation for the Development of the Private Sector (ICD), the International
Islamic Trade Finance Corporation (ITFC) and the Islamic Corporation for the Insurance of Investment
and Export Credit (ICIEC).

Fine (2019) and Fine and Mohamed (2023) show the reliance of the South African economy

on minerals and cheap electricity to drive industrialisation and development. This has led to the
development of, and accumulation by, large corporations and industry concentrated in the minerals
and energy sectors. This is referred to as the Minerals-Energy Complex (MEC). Placing this MEC within
the globalised, financialised, and neoliberal world order has meant the financial sector which initially
grew in support of extraction and accumulation in South Africa, now also feeds back into the MEC
and further entrenches the economy’s reliance and concentration in these sectors. This is what is
referred to as the Minerals-Energy-Finance Complex (MEFC).

Schedule 2 public entities are business enterprises that are classified as major public entities in the
PFMA of 1999. These entities are required to generate revenue to fund their operations, but some may
also receive government support in the form of subsidies or guarantees.

Quasi-equity finance has elements of both debt and equity investments. This type of instrument offers
risk capital that is paid back based on the performance of a project or company. This is without the
owner losing any part of the company shares.

See footnote 5.

A company;s gearing ratio shows the extent to which a company uses debt and equity to fund its
operations. A ratio of 60% indicates that only 40% of the company’s costs are paid for using revenue,
equity or income and the remainder is covered by debt. Creditors and investors use the gearing ratio to
assess the potential risk of a company.

On balance sheet projects are directly funded and managed by the IDC, while off-balance sheet
projects are funded by another entity and managed by the IDC (for example a government
department’s infrastructure project, or projects funded by international DFIs).

The NEF is a subsidiary of the IDC.

Brazil, Russia, India, China and South Africa.

DFlIs included in the study were the EIB, DBSA, AfDB, NDB, IDC and Netherlands Finance Development
Company (FMO).
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financing mechanisms for the just energy transition. We also extend a special thank you to Dr Thomas
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