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Building Infrastructure for 21st Century Sustainable Development

Executive Summary

The world's infrastructure gap is currently estimated to be an astronomical USS$ 90 trillion by 2030.
Recognizing this shortfall of resources will be particularly significant in emerging markets,
governments of the BRICS countries decided in 2015 to create their own financial institution, the
New Development Bank (NDB). The NDB's aspiration to meet the vast and unfulfilled infrastructure
requirements of its member countries, whilst retaining a deliberate focus on sustainable
development, represents a bold departure from approaches currently followed by its counterpart
institutions. The NDB's efforts to promote what it broadly labels as 'sustainable infrastructure' is
thus both welcome and laudable.

However, as an institution that is now only in its second year of operation, and which is still in the
process of pioneering its own unique approach to development financing, the NDB will no doubt be
confronted with a number of challenges along the way. Questions persist around how exactly the
NDB will define, build, measure and monitor sustainable infrastructure, how it will incentivize
investments in sustainable infrastructure and whether and how it will formalize its engagement
with the many stakeholders both engaged in, and directly impacted by, the development process.
During this early phase of its existence, the NDB must plan around and account for these, as well as
other, considerations. By doing so, the NDB will not only avoid replicating the mistakes of the very
institutions and structures it seeks to challenge, but more importantly, it will enable it to pioneer a
radically new approach to multilateral development financing.

This report - the result of the BRICS Sustainability Index project, a partnership between the Centre
for Latin American and African Studies at O.P. Jindal University in India, Conectas Human Rights in
Brazil and Fudan University in China — addresses some of these challenges and questions, and
presents policy recommendations for a possible way forward for the NDB. To capture best practices
and lessons of potential relevance to the NDB, twelve multilateral development institutions and
organizations were benchmarked. In addition, inputs were sought from a range of stakeholders —
government officials, private sector representatives, civil society, development practitioners, policy
analysts and others - through bilateral conversations, online consultations and policy discussions.

To guide the NDB during its strategy implementation phase, the report seeks to provide concrete
guidance on the following three areas:

1. Understanding sustainableinfrastructure

The report argues that that easiest way to define sustainable infrastructure is to build on the
triple bottom-line of sustainable development that integrates economic, social and
environmental performance, in addition to financial feasibility of the project. The emphasis on
each pillar of the sustainable development triple bottom line needs to be nuanced to reflect
each of the BRICS' national development priorities. At the very least, however, sustainable
infrastructure infrastructure would need to abide with certain minimum, universally-agreed
principles relating to the protection of human rights as well as the environment.
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Sustainable infrastructure should not be assumed to be synonymous with green or renewable
energy projects, and neither should traditional, physical infrastructure be assumed to always
be unsustainable.

2. Layingdown the principles for sustainable development
a. Pragmatism, but not conformism: A pragmatic approach would involve focusing on
projects that address local problems and assist countries in their transition to a low-carbon
economy. A non-conformist approach involves recognizing that infrastructure projects are
often designed and implemented in highly unequal settings in terms of distribution of
politicaland economic power.

b. Incentivize rather than regulate: Building on the experiences of the BRICS countries to
design financial and other forms of incentives to promote sustainable infrastructure
projects.

c. Inclusive and bottom-up approach: Pre-empting potential conflict arising from
infrastructure investment by establishing meaningful participation and consultation
processes with civil society.

d. Gender-responsiveness: Ensuring that a gender-responsive approach to sustainable
infrastructure catalyzes positive and transformative development impacts for women.

e. Strengthen country systems: Prioritizing the strengthening of country systems to ensure
sustainable development, greater country ownership, and robust social and
environmental management. Any use of country or corporate systems must still ensure a
minimum level of social and environmental protection.

3. Developing a model for assessing the sustainability of NDB's infrastructure
projects

Informed by the above principles, a model is presented to form the basis for the future creation

of acomposite index that assesses the sustainability of projects. The model would comprise the

following three levels, and over time, criteria could be developed across each level:

a. Strategic: Does the project enhance competitiveness, connectivity and openness? What is
the project's contribution to broader development objectives (including the Sustainable
Development Goals)? Is the project designed to foster systemicinnovation?

b. Tactical level: Is Environmental, Social and Governance analysis applied in the project? Are
corporate social responsibility (CSR), ethical and human rights standards used to assess
private parties' adherence to sustainability frameworks? Are country systems being
strengthened?

c. Operational level: Are safeguards capable of preventing harm to communities and the
environment? How is compliance with safeguards ensured? What are the monitoring tools
andindicators? Are fundamental rights being respected?

Building onthe above, the report proposes the following recommendations to the NDB:

Firstly, NDB needs to develop criteria or operational indicators to enable it to design, build,
implement and evaluate the sustainability of infrastructure projects. Both the principles and criteria
should build on existing global norms, standards and best practices in sustainable development.
The NDB could consider creating a multi-stakeholder task force on sustainable infrastructure to
elaborate these criteria or operational indicators. These indicators could form the basis for a 'sliding
scale' of sustainability and composite index, rather than a punitive check-list. The NDB could
consider applying such ascale and indexinits future lending operations through its Regional Offices
and Independent Evaluation Unit. In the absence of clearly defined principles and criteria to qualify
the very notion of 'sustainable infrastructure’, it will be challenging for the NDB to designate
infrastructure as sustainable.
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Secondly, whilst a common set of principles and criteria should be developed to guide the NDB's
investments in sustainable development and infrastructure, these should be applied bearing in
mind the context and development trajectories of the borrowing country. In other words, the NDB
should encourage a common but differentiated approach to sustainable development. There is
likely to be greater appetite and buy-in for investment in sustainable development and sustainable
infrastructure projects by borrowing countries if it is directly linked to the fulfiiment of their
respective national development priorities, including those linked to the Paris Agreement as well as
the Regionaland National Action Plans associated with the Sustainable Development Goals.

Thirdly, the NDB must expand on the 'do no harm' approach, typically adopted by traditional
multilateral development banks, to incorporate a more 'transformative' approach towards
development. Whilst the 'do no harm' approach uses safeguards to 'avoid, mitigate and
compensate' adverse social and environmental impacts, the transformative approach relies on
creating incentives to encourage investment in infrastructure projects that consciously generate
additional and positive spillovers for both the community and the environment. Failing to adopt an
integrated approach combining both safeguards and incentives may undermine the NDB's mandate
to support and catalyze sustainable development. The NDB could support the establishment of a
Centre of Excellence on sustainable infrastructure to generate and share knowledge, including
through the hosting of a collaborative platform for MDBs and Southern stakeholders.

Fourth, to encourage investment in social infrastructure, the NDB could offer to clients a wide range
of financial incentives, such as special credit lines (with longer repayment terms and lower rates)
and insurance against project risks. The greater the sustainability of the project — which could be
determined either via indicators and a sliding scale of sustainability — the more generous the
incentive could be. The reverse could also apply; clients that fail to integrate social and
environmental considerations into their project planning, could be deemed ineligible for loans.
Non-financial incentives could include capacity building and technical support to clients to ensure
that they design bankable projects that integrate key sustainability criteria, or which are of a highly
sustainable nature according to the sliding scale of sustainability. An 'incentives' based approach to
clientsis more likely to catalyze investmentin sustainable development and infrastructure.

Fifth, the NDB needs to urgently consider developing a proactive hiring policy to attract and retain
female talent as well as a stand-alone gender policy to further women's access to and control over
economic resources. A multi-stakeholder gender taskforce comprising civil society from the BRICS
and as well as representatives of the NDB could be set up to collectively produce such policy. In
addition to the hiring and standalone gender policy, the NDB should encourage gender
mainstreaming by ex-ante and ex-post monitoring and evaluation of NDB's projects, to assess
impacts on women. As women are often disproportionately impacted by infrastructure projects, it
is essential that the NDB develops a gender-responsive approach to sustainable infrastructure.

Finally, the NDB must ensure that participation and partnerships stand at the core of its operations.
Participatory and consultation processes with civil society and local communities across the project
cycle could help to ensure the fair treatment of the affected communities, environmental
protection and accurate estimates of the financial cost of the project. Several risk assessments
conducted for big infrastructure projects show that CSO participation is often viewed favorably, as it
is seen to be major guarantee of project efficiency and cost reduction. The heterogeneity of civil
society, including not only NGOs but social movements, community based organizations, trade
unions as well as academia and think tanks, means that civil society actors could provide and
performarange of roles and functionsin relation to their engagement with the NDB.
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The NDB, in turn, could explore a number of different modalities from thematic task forces to a
multi-stakeholder reference group conceived by and comprising members from all BRICS countries,
toinstitutionalize its engagement with civil society while retaining its lean structure. A plan for NDB-
civil society interaction with dedicated budget could be developed to further consider and
implement such arrangements.” As the NDB expands its operations and scales up its activities, civil
society oversight and engagement will be needed to ensure that the Bank remains innovative,
inclusive, accountable and transparent.

Over the next five years, the NDB will look to implement its inaugural five-year strategy. At this
point, it remains unclear to what degree the NDB will succeed in redefining the contours the
international development financing. New approaches, modalities and partnerships are on offer.
Ambitions and aspirations run high, but these must now be matched with action on the ground. The
NDB has an unprecedented opportunity to unlock new funding and catalyze a bold, new approach
to development, both within the BRICS as well as other developing economies of the Global South.
[t must doitwell, and it mustdoitright.
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1. BACKGROUND

The modern concept of sustainable development is derived mostly from the 1987 Brundtland
Report.’ Since then it has evolved from an intergenerational framework to focus on the goal of
“socially inclusive and environmentally sustainable economic growth.”® It has been suggested that
"the term 'sustainability’ should be viewed as humanity's target goal of human-ecosystem
equilibrium, while 'sustainable development' would refer to the holistic approach and temporal
processes that lead to the end point of sustainability.”” As such, sustainable development implies a
shift from a sector-oriented approach towards doing business, to a system approach premised on
integrating environmental and social concerns across all development processes.

In 2015, a new international architecture for sustainable development began to take shape.
Building on the United Nations' Financing for Development Agenda in Addis Ababa and then the
formal adoption of the Sustainable Development Goals (SDGs) in September, the year culminated in
the Conference of Parties 21 in Paris. Almost 190 countries, accounting for more than 98 percent of
greenhouse-gas emissions, agreed to a global climate-change strategy.’ Each country submitted a
voluntary plan that set out how it will move its economy onto a lower-carbon growth pathway. With
the recent withdrawal of the United States from the Paris Agreement, emerging markets such as
India and China may well provide a new kind of leadership to climate change efforts, including for
example, fostering of new knowledge and enhancing South-South cooperation.

With this structure in place, attention now shifts toward how to implement and finance
sustainable development. While these voluntary plans will take years to play out, one likely effect is
to direct investment toward more sustainable projects, including infrastructure. Given the scale of
investment required, creating the right conditions for this investment is essential. From 2015 to
2030, global demand for new infrastructure could amount to more than USS$ 90 trillion from a total
estimate of USS 50 trillion in 2015.° In India alone, this amount could reach USS$ 646 billion over the
next five years.”’Investing in infrastructure in sustainable fashion will likely increase up-front capital
costs by 6 percent for individual projects. *

The trillion-dollar infrastructure financing gap figures prominently amongst the reasons why
emerging powers have decided to set up 'parallel’ structures of multilateral economic
cooperation in recent years. In 2015, the New Development Bank (NDB) was established by the
BRICS countries (Brazil, Russia, India, China and South Africa) with the purpose of mobilizing
resources to finance infrastructure and sustainable development in emerging markets and
developing countries (EMDCs). The need for this came with the realization of the financing gap as
well as the drive to move towards positive and transformative development for the countries of the
South.

The NDB's stated commitment to sustainable development is perhaps the single-most important
feature that differentiates it from other existing Multilateral Development Banks (MDBs), as it
promises the possibility of departing from the traditional, business-as-usual approach.
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In May 2016, the board of directors of the NDB met on the sidelines of the World Bank and the
International Monetary Fund spring meetings in Washington, D.C., to approve its first set of loans
worth USS 811 million. By the end of 2016, a total of seven projects in all member countries worth
over USS 1.5 billion had been approved. With the exception of financing a road project in the state
of Madhya Pradesh, in India, the NDB's funds have been earmarked for renewable energy projects
across the BRICS countries, including two solar energy projects in India and China, a wind power
plant in China, a small-scale hydropower dam in Russia, and a credit line worth USS 300 million to
finance renewable energy projects such as solar and wind power, in Brazil (Annex 1)”*. The NDB's
apparent prioritization of renewable energy projects thus seems to reflect its stated intention to
support sustainable development across the BRICS countries.

In August 2017, the NDB Board of Directors approved four new projects in China, Russia and India
with loans aggregating over USS 1.4 billion The second tranche of projects broadened the scope of
NDB's activities to areas ranging from information technology to energy conservation, although the
focus still appears to be to support sustainable development. Projects include a USS 2 billion
sovereign project finance facility for flood control and water quality in China's Hunan provinceand a
USS 470 million sovereign project loan for developing the rural drinking water supply scheme in the
Indian state of Madhya Pradesh. Going forward, another USS 30 billion in loans, representing about
two thirds of the NDB's total subscribed capital, has already been announced”(Annex ). This would
include financing a total of 15 projects by the end of 2017 and up to 50in 2021.

Objectives

In recognition of the significant infrastructure gaps that the BRICS countries face, the NDB has been
clear that sustainable development will be linked to the financing of infrastructure projects.”
However, it has been less clear about how these projects will be rooted in social and sustainable
practices.” The NDB's loans could potentially harm local communities, women and ecosystems if
proper measures are not put in place,” Addressing these questions will be critical as the NDB
implementsits five-year strategy and attempts to fulfil its vision around sustainable development.

Against this backdrop, this paper aims to:

1. Offer a working definition of 'sustainable infrastructure' and fundamental principles that
would support the NDB in its mission to promote sustainable development. A working
definition of sustainable infrastructure coupled with a framework for assessing the
sustainability of projects would equip the NDB with the necessary policy tools to fully articulate
its mandate and carve out a niche for itself in the development finance landscape.
Acknowledging that sustainable development is as much an outcome as it is a process could
help to further guide the Shanghai-based bank in its selection and implementation of
infrastructure projects that are more in line with its mandate.”

2. Outline a model that could form the basis for the future development of socially and
environmentally inclusive and gender-responsive criteria for preparing, overseeing and
evaluating NDB-funded projects. These criteria could be consolidated in a composite index™®
used for two main purposes: (i) measure the actual sustainability of NDB's projects; and (ii)
guide the Bank in the design of financial and non-financial incentives to projects that not only
minimize or mitigate adverse impacts on the environment and vulnerable groups, but also go
beyond “doing no harm” to generate positive and transformative impacts in borrowing
countries.
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This is based on the assumption that linking sustainability to incentives would encourage
governments to think about sustainable practices not as bureaucratic formalities or risks to be
avoided, but as actions conducive to better development outcomes.” This would represent a
major shift in the way environmental and social standards are conceived in the development
finance landscape.”

3. Describe possible partnership models and arrangements that could be developed to
operationalize and integrate into the NDB's ways of working the tools described above. In its
five-year strategy, the NDB has outlined its commitment to working in partnership with a wide
range of organizations including international development organizations, national
development banks, commercial banks, as well as civil society. With respect to civil society,
which can be further broken down into the sub-categories of NGOs, think tanks, universities,
social movements and many others, the NDB is yet to consolidate and formalize institutional
arrangements to strengthen its partnership with these actors. As an organization with a global
mandate and a lean structure, working with multi-stakeholder networks would be key for the
NDB to deliver its mandate. This report proposes concrete recommendations on what those
partnership models and arrangements could look like.

In addition to assisting the NDB with the operationalization of its mandate to catalyze sustainable
development, each of the three policy tools outlined above could offer significant benefits for the
various stakeholders involved in the development process. For governments, they could provide the
basis for the conceptualization of projects that have sustainability embedded in their DNA, thus
allowing for enhanced service delivery and transition to a low carbon economy. For the civil society,
these tools could be used to monitor the negative social and environmental spillovers of the NDB's
projects as well as their potential for unleashing positive and transformative impact, thus more
closely connecting development finance to people's needs and priorities.

Methodology

The research was divided into three phases. The first phase consisted of desk review and
benchmarking of the definitions of sustainable “development” and “sustainable infrastructure” and
the criteria adopted by three groups of organizations: (i) Multilateral Development Banks
(Interamerican Development Bank, Asian Development Bank, World Bank, International Finance
Corporation, and the Asian Infrastructure Investment Bank); (ii) National Development Banks and
private commercial banks (Brazil's Economic and Social Development Bank, South African
Development Bank, and Yes Bank); and (iii) Research institutions and other organizations (Harvard,
Global Reporting Initiative, Climate Bond Initiative, Getulio Vargas Foundation Centre for
Sustainability Studies).

Recognizing the wealth of experiences accumulated by the three groups, the benchmarked
organizations were selected based on the following parameters: (i) trends in sustainable
development and infrastructure research and financing; (ii) potential lessons they could offer to the
NDB; (iii) availability of data and information; (iv) regional balance; (v) geographic scope; and (vi)
type of organization.”

Benchmarking was limited to NDB's priority sectors outlined in its current five year strategy (2017-
2021), namely: clean energy;*”transport infrastructure that enhances connectivity between people,
markets and services;” irrigation, water resource management and sanitation;” sustainable urban
development;” economic cooperation and integration.”® This paper brings examples from the
different sectors prioritized by the NDB as an illustration to the points discussed; it does not focus on
any specificsector. The guiding questions for the benchmarkingand analysis are in Annex I.
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Inthe second phase, the concept of sustainable infrastructure and the core indicators were detailed
out based on the findings of phase one, desk review of NDB core documents (Founding Document,
Strategy 2017-2021, Environmental and Social Framework, and Information Disclosure Policy) and
semi-structured interviews conducted with NDB officials in Shanghai as well as academicians,
representatives of civil society organizations, private banks and governments in Brazil, India and
Chinabetween June—August 2017.

The third and final phase culminated in the workshop “What future for development cooperation:
building innovative and inclusive South-South institutions” held on August 22-23, 2017, in New
Delhi, India. The workshop had the participation of representatives from academia, think-tanks,
non-governmental organizations, private foundations, peoples' movements and feminist networks
from the BRICS countries. An online consultation and peer review were also conducted in
September2017.

This paper is structured as follows: the first section contextualizes the creation of the NDB as a tool
for emerging markets to meet their development goals under an emerging 'global consensus' on
the need to unlock financing for infrastructure in the developing world. The second section presents
the lessons drawn from the benchmarking conducted across selected multilateral development
banks, national development banks, private commercial banks, research institutions and other
organizations. The last section discusses emerging opportunities for the NDB, including a working
definition of sustainable infrastructure, key principles for assessing the sustainability of NDB
projects, a model for sustainability assessment, and partnership arrangements that could be putin
placetorealize these goals.

11
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2. THE BRICS AND THE BIG PUSH FOR INFRASTRUCTURE IN
THE GLOBAL DEVELOPMENT AGENDA

The BRICS have come a long way since the first move towards its formalization in 2006 at a meeting
of the foreign ministers of Brazil, Russia, China and India on the margins of the 61" UN General
Assembly. This process culminated two years later at the BRIC Heads of State meeting, where the
four countries agreed to boost cooperation for a more democratic international system founded on
the rule of law and multilateral diplomacy.” Alongside the UN, the G20 was another early harbinger
for a new multipolar world order supported by the BRIC as the premier forum for a broader, more
inclusive, more representative and more effective international economic cooperation.” The move
towards formalization of the grouping was concretized in 2009 at the first BRIC summit in
Yekaterinburg.” In 2010, China's invitation to South Africa to join the BRIC was perceived as a two-
fold strategy to enhance geographic representation of the grouping as well as recognize South
Africa's potential to open up market access for Chinese exports in Africa.” Since then annual
summits have been held in each of the BRICS countries with the last one held in Chinain 2017.*

The BRICS countries together represent over 40 percent of the total world's population, 30 percent
of the total land area and close to 25 percent of the global gross domestic product.” Despite their
different economic and political structures, the BRICS countries are jointly carving new ideas to
reform global governance. This means that rather than mechanically following the rules made 70
years ago, the five countries have the opportunity to create a vision on how the world should look
like the next 70 years and prepare for it by building the alliances, rules and institutions that should
be at the forefront of this new global order. Their respective national development experiences
make BRICS countries resistant to market fundamentalism and natural advocates for institutional
diversity and policy experimentation.” As such, the BRICS can articulate a new global narrative that
emphasizes real economy over finance, policy diversity over harmonization, national processes
over externally-imposed conditionalities, and social-cultural inclusion over technocratic elitism.*

In fact, the BRICS' attempt to shape a new development agenda is based on these countries' own
national experiences. These draw upon the two dominant development models of the Global
South: the Asian economic growth model and the poverty reduction model of Latin American and
African countries. If on the one hand the diversity of experiences hinders BRICS ability to 'export’
one particular development model, on the other it creates space for the development of more
inclusive, gender-responsive and equitable initiatives that acknowledge the common challenges in
the Global South and that could further evolve through the invigorated desire of reshaping the
global developmentagenda.

Whilst recognizing the potential of the BRICS to advance a transformative global economic
agenda, questions persist around the extent to which the “needs of the South” coincide with the
needs of “the people of the South.” Advocates claim that the BRICS would reproduce a “corporate-
driven”** model of capitalism that is “neo-extractivist”” in essence and create new forms of power
asymmetry. This view is based on the narrative that the BRICS arose within the international
financial system and would naturally take advantage of it to consolidate itself.
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This can be seen as proof that the current global governance system works and though the players
may change, the structures remain the same. New groupings and institutions would, therefore,
seek to integrate themselves into the existing order but at the same time try to retain the highest
possible degree of sovereignty and autonomy so that they can follow their own models of
development.” This echoes Ikenberry's assertion that the current liberal world order is “easy to join,
but hard to overturn.”” In fact, the complete and abrupt disengagement of the Bretton Woods
architecture can be politically and economically costly for many for the BRICS countries. For
instance, India has been one of the largest recipients of World Bank's loans over the past 70 years:
Inthe aggregate of IBRD and IDA disbursements India ranks first with total accumulated loans of US$S
102.3 billion, followed by Brazil with USS$ 58.8 billion, and China with USS 55 billion.*

Addressing infrastructure needs

Poverty and inequality are two of these challenges common to all BRICS countries. In 2011, poverty
headcount ratio (as percent of total population) was the highest in India with 23.63 percent people
living under USS 1.25 a day, followed by South Africa with 9.42 percent, China with 6.26 percent and
Brazil with 4.53 percent. Despite the decrease in income inequality between 1990-2000, the BRICS
remain champions of other forms of inequality: in South Africa, India and China, rural dwellers are
increasingly poorer than their urban counterparts; 50.3 percent of China's rural population is
excluded from public benefits such as health insurance and higher levels of education; in all the
BRICS, girls are disadvantaged in levels of access to education, especially in rural areas.”
Acknowledging the need to promote initiatives based on ground realities and the different
societal and geographical contexts, development requires ensuring inclusive and equitable
benefits in highly unequal societies. The BRICS countries therefore need to ensure sustainable
growth that address inequalities so that the deprived sections of their population too experience
welfare through development. ®

BRICS have the opportunity to move beyond the bare minimum, towards initiatives that
unleash positive and transformative development. It is here that infrastructure plays a vital
role. Infrastructure encompasses a whole range of dimensions: physical (i.e. transport,
communication, energy), knowledge (i.e. infrastructure that allows the transformation of how
knowledge is produced and communicated; skill development and education)* and social (i.e.
sanitary and sewage infrastructure that contribute towards clean and healthy communities).
Big infrastructure is regarded by the BRICS to be a key modality to connect disparate
geographical territories, resulting in an increase in trade and economic growth both nationally
(mainly in India, Brazil, South Africa) as well as regionally (Africa and Latin America). This logic
has been manifested in the mega-infrastructure and connectivity initiatives pioneered by some
of the BRICS countries: for example, India's Asia Africa Growth Corridor initiative in partnership
with Japan as well as China's Belt and Road Initiative.

Traditional MDBs: challenges and limitations

Over the last decades, Western donors have marginalized infrastructure by looking at it through a
singular lens of either poverty reduction or economic growth. MDBs have shied away from
infrastructure investment for three main reasons. Firstly, due to reputational and political costs
linked to investments in highly controversial projects, such as the emblematic Narmada dam, in
India, and the Polo Noroeste highway, in Brazil. The scale and magnitude of the impacts of these
large—scale projects attracted fierce opposition from activists and civil society organizations.
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Civil society organizations were partially successful inimposing prohibitions on large-scale projects,
resulting in an alignment of infrastructure projects with the goals of the Agenda 2030 by traditional
MDBs as a remedial measure. The problem however rests in the attractive nature of projects that
are more economically viable as opposed to inclusive, equitable and sustainable.

Additionally, the 1980s and 1990s saw the intelligentsia of the World Bank, the International
Monetary Fund (IMF) and other international financial institutions embracing the paradigms of the
Washington Consensus, thus provoking a shift from infrastructure investment to policy lending
targeted at institutional reforms in the developing world. The positive spillover of such reforms is
yet to be realized. As a consequence, having infrastructure projects in an institution's own balance
sheet has become more of an “old paradigm” of development assistance. Current mainstream of
development economics recommends that development finance institutions should instead focus
in creating an “enabling environment” for private investments. Thus, they should help developing
countries “improve” their legal and regulatory frameworks to reduce private sector's perceived risk
over sustainable infrastructure development projects,” and not assume the risks of the projects
themselves. This would allow for a more guiding role by MDBs, wherein effective monitoring and
evaluationroles can be embodied to ensure long-term sustainable development of projects.

Post the 2008 global financial crisis, commercial banks tightened investments in infrastructure,
even as central banks in developed countries put interest rates at historic low levels under the so-
called “quantitative easing” programs. The aversion of private sector to infrastructure investment
led to the creation of a global “task-force” championed by the G-20 with the main traditional MDBs
as partners. The aim was to find ways to “unlock” private capital to the infrastructure sector. A
report prepared by the Deputy Finance Ministers and Deputy Central Bank Governors of the G-20
group,” recommended that International Financial Institutions (IFls) make use of the wide range of
financial and non-financial instruments, such as guarantees programs, Public-Private Partnerships
(PPP), project preparation facilities, sub-sovereign lending initiatives, technical and advisory
support and other measures. It is also recommended that IFls focus on ensuring a supply of
'bankable projects' by making available more funds for preparing projects, undertaking feasibility
studies and developing national infrastructure strategies.

Insufficient funds have been claimed as the primary reason behind stagnating infrastructure
projects and crippled development. It is estimated that by 2030 sustainable development financing
will be at the order of USS$ 50 trillion,” highlighting that long-term finance maturity is at the core of
sustainable financing.” While more lending does not automatically translate into better
development outcomes, a more streamlined lending institution can ensure sufficiency of funds
with fewer bottlenecks. The World Bank, for instance, is critiqued to be akin to an 'old ship', slugging
under the weight of 'sticky budgetary accretions and transaction costs [...] steadily impeding its
speed and performance (...) In the 2015 financial year, the European Investment Bank lent more
than twice the amount provided by the [World] Bank, but with one-sixth the staff’* It is thus
important that measures like ensuring that initial phases of project preparation and evaluation are
streamlined, without compromising quality and soundness of environmental and social impact
assessment and mitigation plans, are put in place. It is however crucial to view the investment in
terms of its inclusive and sustainable nature and the efficient management of funds, as opposed to
merely the bankable nature of project.

Further, traditional infrastructure investments are often subject to criticism of social and
environmental impacts of infrastructure and human rights violations. There are numerous cases of
infrastructure projects, such as roads and electricity dams, which have forcibly displaced thousands
of peoples and severely affected the collective rights of indigenous peoples™.
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A recent report by the International Consortium of Investigative Journalists (IClJ) has found that
World Bank projects have caused the forced displacement of more than 3 million people
worldwide.” Inclusive infrastructure highlights the need for the communities to experience
development as opposed to displacement, through income generation and increased consumption,
as well as through mitigation of environmental risks. It then becomes imperative for the BRICS' to
ensure infrastructure that is sustainably inclusive in all its dimensions — economic, social, and
environmental.

An emerging consensus

All these elements point to an 'emerging consensus' that infrastructure investment is needed to
overcome poverty, unemployment, ensure inclusive and equitable development as well as push for
transformation that brings environmentally responsive investments. Stiglitz and Stern argue for a
global policy shift to prevent another major financial crisis, as the excess of reserves should be
channeled to productive investments, rather than inflating new bubbles caused by speculative
investments.*”” The excess of savings should be channeled to productive investments, of which the
most urgent is infrastructure. Further, Stiglitz and Stern articulate that a coordinated effort by the
BRICSin the realm of development financeis anidea 'whose time has come.' In their view, traditional
multilateral institutions are failing to live up to the expectations of the emerging world and are not
adequately equipped to tackle climate change, whose brunt is borne by the developing countries.”

Aninfrastructure gap in developing countries and emerging markets will require trillions of dollars be
invested annually to sustain a minimum level of inclusive growth that will help achieve substantial
reduction in poverty and inequality. Hence the main rationale for the establishment of a 'new’
development bank is the commitment to diversify the existing range of financial instruments and
expand partnerships to ensure that infrastructure investments go beyond the “do no harm”
approach and bring about positive outcomes in economic, social and environmental terms.

Notwithstanding the challenges experienced by traditional MDBs, this new development bank
would have an opportunity to reconcile the economic growth-poverty elevation debate by
generating positive environmental spillovers as well as ensuring equitable development. Such
infrastructure should incorporate the various components of sustainable development, particularly
the ability of communities to experience welfare as opposed to 'do no harm." While there is a
demand for infrastructure across the BRICS countries, it will be important to create infrastructure
that goes beyond the economic considerations. A new global agenda should foster space for
individuals to positively interact with infrastructure and ensure maximum benefit through
sustainable, equitable and effective consumption by all.

The New Development Bank

The idea of setting up a new development bank was first proposed at the 4™ BRICS Academic Forum
in 2012. Among the recommendations put forward by experts and scholars from research and
academic institutions of Brazil, Russia, India, China and South Africa to the BRICS leaders for their
consideration was “studying the establishment and operational modalities of financial institutions
such as a development bank and/or an Investment Fund that can assist in the development of BRICS
and other developing countries” to help take forward the BRICS Sanya Summit decision in the
previous year to “strengthen financial cooperation” among their individual development banks.*

Despite claiming that economic growth remained an imperative and could not be substituted, the
Forum added that the BRICS countries should further seek to create institutions that enable viable
alternatives for enhancing an inclusive socio-economic development agenda by investing into
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sustainability and development initiatives both within the BRICS and outside in the least developed
economies of the world. Such institutions would eventually seek to set global benchmarks for best
practices and standards.”

The recommendation for the creation of a new development bank was included in the final
declaration of the 4" BRICS Summit in New Delhi.” The BRICS countries expressed their concern
over the prevalent global economic situation and how the polices of the developed world were
having negative effects on the developing world.”” Citing the pressing need for greater flow of
development fund in the emerging markets and developing nations, the five countries discussed
the need to set-up a new development bank. This bank would help BRICS nations and other
emerging markets and developing nations in supporting their efforts in meeting their infrastructure
and sustainable development goals by closing the investment gaps.

After conducting a feasibility study, the five countries declared at the 5" BRICS Summit in South
Africain 2013 that they had decided to set-up a new 'New Development Bank'in an effort to provide
sufficient funding for infrastructure development and complement the existing international
arrangements.” The agreement to establish the New Development Bank was signed during the 6
BRICS Summit in Brazil in 2014, when countries agreed to an initial authorized capital of USS 100
billion from which USS 50 billion was the initial subscribed capital. Lending operations started two
years later, in 2016.” The NDB would strengthen cooperation among BRICS countries and
supplement the efforts of multilateral and regional financial institutions for global development,
thus contributing to collective commitments for achieving the goal of strong, sustainable and
balanced growth.

In June 2017, Board of Governors of the NDB released its first strategy for 2017-2021. The strategy
declared that the Bank intends to be “new” in three areas: (i) relationships, (ii) projects and
instruments, and (iii) approaches. In each of these areas, there are opportunities and challenges for
the fulfilment of NDB's mission of promoting sustainable development as well as for systemic
changes that could redirect current development finance practices towards a more sustainable
path. The NDB hopes that these new approaches will help avoid issues that the IMF and World Bank
have faced in their operations and also meet its target of achieving sustainable development.

Relationships

In a clear manifestation of the horizontality engrained in South-South Cooperation, the BRICS
countries are both shareholders and borrowers of the NDB. As such, the NDB could become one of
the major pillars supporting the development of the Global South by the Global South itself,
allowing for ample space for innovation and solutions tailored to specific development needs and
which are respectful of countries' development priorities and strategies. Abiding by nationally-
defined laws and systems is not at all surprising, given that respect for territorial sovereignty
continues to be a major pillar underlining the foreign and development cooperation policies of the
BRICS. Keen to ensure that project-financing is not in any way linked to the kinds of political and
economic conditionalities typically associated with the traditional MDBs, the NDB appears to
remain firm on its commitment to defer to nationally-defined laws and procedures on project
implementation. Nevertheless, one key challenge that remains unaddressed is the lack of clear
methodologies and instruments to assess and strengthen borrowers' countries systems, especially
where they are weak or not up to par with globally accepted standards.

The governance structure of the NDB further encourages equality, mutual respect and trust among
member countries. Most of NDB's decisions are taken on the basis of a simple majority, and no
single member has veto power over any matter. Participation in the strategy-defining and decision-
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making process is very much guided by a “division of labor” within both overall and corporate
governance.” This structure seems to facilitate a significantly operational drive towards
partnerships with national and regional development banks.” The NDB is now thinking through its
strategy to induct new members with an aim to increase geographic diversity and countries on
different stages of development from advanced economies to low-income economies and dilute
the influence of specific countries. As criteria for project selection and fund allocation among BRICS
countries is not clearly defined, margin for subjectivity and decisions based on existing power
structures can be created. As such, the sovereignty imperative may clash with the need for securing
projects thus reproducing traditional donor-recipient power relationships.

Projects and instruments

According to the Bank's five-year strategy, 'sustainable infrastructure' will be the NDB's main focus,
with approximately two-thirds of all projects devoted to this. However, the NDB's focus on
sustainable infrastructure may prove to be tricky as it seeks to collapse two concepts which, on the
face of it, may be somewhat incompatible. Hochstetler argues that sustainable development and
infrastructure investments are at least “partially incompatible priorities.”* This could be on account
of two main reasons. Firstly, the heavy social and environmental costs of traditional infrastructure
projects that merely account for financial viability through cost-benefit analysis cannot be offset
through a separate set of sustainable development projects, that may or may not be directly related
toinfrastructure. Secondly, even “green infrastructure” projects such as solar and wind energy, can
generate negative impacts in the absence of a robust set of standards for environmental and social
assessment and risk management and monitoring mechanisms. Thus negating the intention of
sustainable infrastructure to maximize the “positive” as identified by the NDB.”

A study with a review of thousands of large-scale infrastructure projects around the world
concluded that such projects are governed by an “iron law:” “over budget, over time, under
benefits, over and over again.” The study found that biases in the conception of the main actors of
the governance of large infrastructure projects render the social and environmental impact
assessments highly “misleading.”® As for now, considering the 11 projects approved until the
present date, six of them are on renewable energy. This signals NDB's caution in its initial years
possibly with a view of shielding itself from criticisms™ as well as in a strategic move considering
India's and China's on-going strategy to pursue green agendas nationally.”

The NDB would help mobilize additional resources in financial markets, thus leveraging members'
individual contribution (paid in capital) and allowing more investments to fulfil national
needs/demand. To do so, the NDB has set new approaches to lending by: (i) offering semi-
commercial loans (rather than Official Development Assistance); (ii) doing it sustainably.” Yet, the
lack of clarity on what projects will be funded and how the bank will assess development outcomes
beyond the project-level are some of the challenges ahead of the NDB as long as setting specific
toolsto assess companies' adherence to CSR standardsin private sector operations.
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Approaches

The NDB aims to have a short loan-processing time of six months compared to 14 months of the
World Bank.” Yet, NDB's commitment to faster project approval and disbursements might come at
the expense of the environmental and social soundness of the projects if there is no proper
allocation of human, technical and financial resources to monitor projects to ensure compliance
with the Bank's own policies and minimum sustainability criteria.

The bank's primary emphasis on sustainable development and providing investment support to
emerging markets and developing nations are complementary to each other. NDB can not only
supplement but also emerge in the coming years as the primary source of finance for emerging
markets and developing nations to meet their infrastructure and sustainable development goals.
The Bank uses a risk-based approach to project approval and oversight that mandates more
intensive ex-ante reviews for complex, socially and environmentally risky projects, while low-risk
projects go through a more streamlined procedure with ex-post checks. Staff performance
indicators and incentives shall be oriented towards risk evaluation, disbursement and outcomes,
rather than just the number of projects approved by NDB staff. Nonetheless, lack of clarity on how
to measure performance persists.”

Table 1 — NDB innovations and challenges

Innovations Challenges

Relationships

Projects and
instruments

Approaches

Horizontality and greater use of country
systems
Respect for sovereignty

Primary focus on
sustainable infrastructure

Development of in-house technical

expertise with sustainable infrastructure
projects

New approaches to lending

Lean governance structure, faster project
approval and disbursements

Performance indicators linked to quality
and outcomes.

Lack of clear methodologies and instruments for
assessing and strengthening borrowers’
countries systems, when weak or non-existent

Sovereignty imperative may clash with the need
to ensure project delivery

Avoid causing harm to communities and the
environment

Lack of clarity on what projects will be funded
and how the bank will assess development
outcomes beyond the

project-level

Private sector operations will require specific
tools to assess companies’ adherence to CSR

standards

Capacity and resources to monitor projects to
ensure compliance with

Bank’s policies

Lack of clarity on how to measure performance.

Source: Elaborated by the authors.
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3. What Can the NDB Learn from other Organizations?

The NDB's stated commitment to sustainable infrastructure is perhaps its most important
differentiating feature, as it marks a departure from a business-as-usual approach. The NDB
General Strategy 2017-2021 broadly defines sustainable infrastructure as 'infrastructure that
incorporates economic, environmental and social criteria in its design, building and operation.' It
adds that the inclusion of these criteria 'derives from the recognition that traditional evaluation
methods fail to account for numerous factors that have a major influence on a project's viability and
developmental impact in the medium and long-run."”

But apart from stating that sustainable development will be linked to the financing of
infrastructure projects, the NDB has been less clear about how it will generate medium and long-
term positive developmental impact. The experience of established multilateral development
banks, national development banks and research institutions working on sustainable infrastructure
point to some important lessons for the BRICS to apply within the context of the NDB. Indeed, the
NDB inits current five-year strategy has acknowledged its willingness to learn from the experiences
of existing multilateral development banks. Common features across each of the three groups of
organizations benchmarked and specific lessons emerging from the research questions (Annex Il)
arediscussed in the following sections.

Lessons from multilateral development banks

The five MDBs and international financial organizations benchmarked (Asian Infrastructure
Investment Bank - AlIB; Asian Development Bank - ADB: Interamerican Development Bank - IADB:
World Bank and International Finance Corporation - IFC) have articulated their approach towards
sustainable development at two levels. The first level (‘aspirational') is where these banks reaffirm
their strategic and corporate commitment to principles and values of sustainable development. In
most cases the commitments are linked to frameworks such as the SDGs and the Paris Agreement.
The next level ('pragmatic') is connected to the first one in the sense that, in order to achieve the
goals enshrined in such frameworks and to realize the vision of sustainable development as per
their own internal policies, these institutions normally understand that it is at the level of project
design and implementation that sustainability should 'materialize.' This is where safeguards play a
key role in ensuring that the operations of the banks are 'sustainable' by 'doing no harm' to the
communities, the environment and rights-holders potentially affected by their activities.

The defining elements of sustainable development can be narrow or broad, depending on the MDB
under consideration. These defining elements may range from climate change adaptation and
mitigation to access to services and markets, inclusive growth, private sector development, gender
equality and building of institutional capacities. Though social goals are normally identified, focus
onthe environmental dimension of sustainable development s still predominant.
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The five MDBs benchmarked often declare that they are helping countries transition to a low-
carbon economy and to develop resilient infrastructure, but the social impact is often treated as an
externality. Requirements on consultation, disclosure of information and participation are often
present, but the five MDBs' approach is not a rights-based approach to development.

In implementing safeguards to ensure that development is for the benefit of communities and will
not harm the environment, the five MDBs benchmarked clarify their roles vis-a-vis those of the
clients related to environmental and social responsibility. The level of engagement varies across the
institutions and, internally, there are distinct levels of engagement according to the type of support
and other circumstances. The five MDBs are normally responsible for: (i) reviewing environmental
impact assessments; (ii) assessing project risk; (iii) reviewing action and mitigation plans; (iv)
monitoring safeguards implementation; (v) preparing reports on the implementation of the
safeguards and outcomes of the projects; (vi) guiding the client and clarifying any questions arising
from the application of the safeguards. The clients are usually responsible for: (i) preparing and
submitting environmental impact assessments; (ii) disclosing information/project documents; (iii)
conducting consultations; (iv) preparing action and mitigation plans; and (v) setting up grievance
mechanisms.

The five MDBs benchmarked have an independent accountability mechanism to enable individuals
and communities affected by their activities to raise their concerns to an independent oversight
authority and to review the institution's compliance with their own policies. However, the
effectiveness of these mechanisms is questioned by civil society groups. What is not clear is how
these MDBs contribute to the positive and transformative development of the communities in
which they operate, beyond ensuring that they are not disproportionately affected by the
operations (“do no harm”). Infrastructure projects are often built with no regard to the
communities where they are located - these often accrue little benefit (economic and social) and
bear the adverse impacts. In the view of these MDBs, the safeguards exist to achieve multiples goals
within their vision of sustainability.

Focus on private sector development is present in all five MDBs, with reference to SDG 17. Public-
private partnerships are seen as a mechanism to facilitate the delivery of services as well as other
forms of attracting (crowd-in) private capital. Sectoral strategies are developed with reference to
the targets and criteria of the sustainable development frameworks.

Table 2 - Lessons from multilateral development banks

» Aspirational and pragmatic;

» Social considerations are incidental, not integrated;
 Differentiated responsibilities for MDBs and their clients;
e Do no harm' rather than transformative development;

» Focus on private sector partnerships
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How is sustainable development defined?

No official definition for sustainable development was found. Instead, the five MDBs
benchmarked adopt a triple bottom line approach to sustainability by ensuring the economic,
environmental, and social dimensions are embedded in their work with varying degrees of
emphasis. Some organizations like the IFC add a fourth dimension — financial sustainability. The IFC
goes further to say that sustainable development also means engaging local communities to ensure
overall development and welfare of all stakeholders.”” As such, the outcome of sustainable
development should be positive to both direct and indirect beneficiaries. Private sector plays a
central role in promoting sustainable development, including through the procurement of local
goods and services; the issuance of land property rights; the provision of housing, education and
health services to displaced communities; as well as other resettlement and compensation
measures and services like the provision of potable water and electricity.

Within the context of infrastructure, sustainable development can assume various
interpretations. While the ADB talks about operational functioning and efficiency of physical
infrastructure projects (i.e. minimize emissions that may contribute to increased short and long-
term risks and to ensure infrastructure projects are resilient to short-term hazards or altered long-
term future conditions),” the IADB focuses on the provision of services of adequate quality as part
of avision in which infrastructure is built in a socially and environmentally friendly framework.”

In most cases, thereis a clear link to national, regional and international sustainable development
commitments. The AlIB has embedded the economic, social and environmental pillars of
sustainable development throughout the project life-cycle (i.e. identification, preparation and
implementation) to facilitate clients' transition to a less carbon-intensive energy mix and to address
development challenges.”” The SDG 7 on ensuring access to affordable, reliable, sustainable and
modern energy for all is also articulated across AlIB policies and presented as a business
opportunity for the Bank. AlIB's Sustainable Energy Strategy highlights that Paris Agreement
commitments shall achieved by aligning AlIB's support with its members' national energy
investment plans, including their nationally determined contributions (NDC).” The World Bank
refers to the adoption of the SDGs and the signing of the Paris Agreement on climate change to
recognize that economic growth, poverty reduction, and environmental sustainability are
inextricably linked and essential for achieving sustainable development.” Sustainable development
is said to come to the fore more prominently in ADB's upcoming strategy through specific reference
to how ADB will align with the SDGs and the Paris Agreement on climate change.”

How is sustainable/traditional infrastructure defined? If no formal definition exists, what is the
logic behind portfolio allocation?

No definition of sustainable infrastructure was found. While there are many initiatives to promote
investments in sustainable infrastructure, there is no common definition nor a unified approach to
the concept. For most MDBs benchmarked, sustainable infrastructure is loosely defined as the
infrastructure that is socially, economically and environmentally sustainable. Building on its own
interpretation of sustainable development, the ADB defines sustainable infrastructure in terms of
the operational functioning and efficiency of the physical infrastructure built. Sustainable
infrastructure is therefore defined by 'internal project' elements like the environmental
sustainability, low-carbon, and climate-resiliency of the materials and processes employed. The
AlIB recognizes the need to address the three dimensions of sustainable development —economic,
social and environmental — in a balanced and integrated manner, but it prioritizes investments
promoting greenhouse gas emission neutral and climate resilient infrastructure, including actions
for reducing emissions, climate-proofing and promotion of renewable energy.”
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There is an absence of a rights-based approach. Sustainable infrastructure should generate
positive impacts on inclusion and poverty reduction. Yet, the social dimension of sustainable
infrastructure is not framed under a “rights-based approach.” Even though requirements on
consultation, participation, transparency, accountability, and non-discrimination are present in
most MDBs benchmarked, people's rights are not necessarily reflected therein. This is particularly
important since infrastructure projects can cause heavy social impacts.

Although it is unrealistic to develop a shared definition of sustainable infrastructure, there is a
need to develop a harmonized framework and guiding principles for infrastructure project
allocation. This framework and principles would focus around common building blocks of
sustainable development and promote convergence around sustainable infrastructure among
development finance institutions, institutional investors and private banks. In the ADB, sustainable
infrastructure is based on principles like: (i) promoting low-carbon development and minimizing
impacts on local environments; (ii) advancing solutions that help communities deal with the
unavoidable impacts of climate change; (iii) improving the access of poor people to education,
health, and basic social protections, as well as to markets and productive assets; (iv) emphasizing
gender equality and the empowerment of women; (v) improving the transparency and efficiency of
public resource management; and (vi) attracting direct private sector investments that support
inclusive growth and improve the environment.” In the IFC, the principles enshrined in the
Sustainability Framework require its clients to include GHG emissions in their regular reporting; set
the responsibility of business to respect human rights, independently of the state duties to respect,
protect, and fulfill human rights.” IFC sustainable infrastructure projects are also guided by the
International Bill of Human Rights and the eight core conventions of the International Labor
Organization.

There is also a need to place sustainability at the core focus of infrastructure planning. The IADB
proposes a shift to a sustainable infrastructure focus through the incorporation of critical
components of environmental sustainability from the very start of the project cycle, so that they are
present as a core focus of infrastructure planning.”

What does sustainable infrastructure mean for different sectors? If no formal definition exists,
whatisthelogic behind each sector?

Sustainable infrastructure has different meanings in different sectors. Sectors like sanitation are
widely perceived as being intrinsically sustainable for their positive spillovers in the lives of the
beneficiaries. For other sectors, principles or criteria of sustainability need to be externally applied
by the institutions and governments. For instance, IFC investments in the extractive industries and
infrastructure sectors are preceded by assessments of the risks to expected benefits. IFC also
promotes transparency of revenue payments from extractive industry projects to host
governments; requires that clients publicly disclose their material project payments to the host
government; encourages governments and corporations to make extractive industry contracts
public; and allows the redaction of commercially sensitive information that is not essential to
understand the terms and conditions under which the resource is developed.”

In the case of traditional infrastructure, is there any reconciling element or mechanism to
offset/mitigate socio-environmental impacts?

The negative spillovers of sustainable infrastructure projects on the environment and local
communities are normally corrected via safeguards. The MDBs benchmarked usually monitor the
safeguard performance in their portfolio and identify potential compliance concerns as well as
areas forimprovement.
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In the ADB, safeguard policies involve a structured process of impact assessment, planning, and
mitigation to address the adverse effects of projects throughout the project cycle. The safeguard
policies require that (i) impacts are identified and assessed early in the project cycle; (ii) plans to
avoid, minimize, mitigate, or compensate for the potential adverse impacts are developed and
implemented; and (iii) affected people are informed and consulted during project preparation and
implementation.

A basic principle of existing safeguard policies is that implementation of the provisions of the
policies is the responsibility of the borrowing country. Clients are usually required to undertake
social and environmental assessments, carry out consultations with affected people and
communities, prepare and implement safeguard plans, monitor the implementation of these plans,
and prepare and submit monitoring reports. MDBs' role is to explain policy requirements to clients,
help them meet those requirements during project processing and implementation through
capacity-building programs, ensure due diligence and review, and provide monitoring and
supervision.

By adopting safeguards, MDBs can also manage socio-environmental risks and bypass costly
future project delays. Most of the MDBs benchmarked pointed the use of safeguards as a risk
management mechanism. The IFC, for instance, helps infrastructure clients mitigate risks by
advising them on how to build their overall environmental and social management capacity and
adopt the organization's Performance Standards. The Performance Standards provide guidance on
how to identify risks and impacts, and are designed to help avoid, mitigate, and manage risks and
impacts as a way of doing business in a sustainable way, including stakeholder engagement and
disclosure obligations of the client in relation to project-level activities.”

Risk assessment considers the nature, location, sensitivity and scale of the project, and is
proportional to the significance of its potential environmental and social impacts. In cases where
environmental and social assessment may already have been carried out for the project, the MDB
and the client jointly determine whether any additional environmental or social work is required. In
the AlIB, project risk depends on the category of the project's component presenting the highest
environmental or social risk, including direct, indirect, cumulative and induced impacts.

Reconciliation is usually ensured through the compliance advisor/ombudsman and regular
supervision. The compliance advisor/ombudsman responds to complaints from project-affected
communities with the goal of enhancing social and environmental outcomes on the ground.
Supervision of business activities' environmental and social risks and/or impacts is conducted in
accordance with the requirements of IFC's Environmental and Social Review Procedures. The
Independent Evaluation Group is charged with evaluating the activities the work of IFC in private
sector development

Are there any indexes/tools to measure sustainable infrastructure? What are they?

MDBs appear to focus on a safeguards-oriented (“do no harm”) approach towards sustainable
growth. But safeguards are limiting in that they do not necessarily unlock the transformative
nature of development. Safeguards help promote the sustainability of projects by protecting the
people and environment from the potential adverse effects of development. Forinstance, to realize
environmentally sustainable growth, ADB states that it will support the use of environmentally
friendly technologies, adoption of environmental safeguard measures, and establishment of
institutional capacities to strengthen their enforcement.*
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Sustainable infrastructure projects could be made to be transformative if they guarantee benefits to
both the environment and society at large. In other words, sustainable infrastructure projects
should not only aim to compensate or mitigate adverse impacts on the environment and vulnerable
groups, but go beyond the “do no harm” approach to generate positive impacts in borrowing
countries.

Separating cross-cutting, thematic environmental issues of an aspirational nature from safeguard
requirements would allow each issue to be addressed in a way that enhances the focus on and
attention to appropriate implementation. Whenever MDBs have aspirational development
objectives, these are often intertwined with safeguards. According to ADB's Safeguards Policy
Statement, “do no harm” elements are currently mixed with aspirational development objectives to
varying extents in the three safeguard policies on environment, indigenous peoples, and
involuntary resettlement. For instance, ADB's Environment Policy contains five main elements: (i)
promoting environmental interventions to reduce poverty, (ii) mainstreaming environmental
considerations into economic growth, (iii) maintaining global and regional life support systems, (iv)
building partnerships, and (v) integrating environmental safeguards into ADB operations.”
However, while the first four elements with an aspirational nature are delivered at ADB's corporate-
level environment strategy, the fifth element addresses safeguard issues and assessment at the
project level. ADB's option to address aspirational development objectives at a broader strategic
level is considered more appropriate and effective than doing so in the more limited context of
safeguard compliance.

Table 3 - Common features of multilateral development banks to
sustainable development and infrastructure

IADB ADB IFC AlIB World Bank
Y N Partly Y N Partly Y N Partly Y N  Partly Y N  Partly

Sustainable

Development- v v v v
(Definition)
Sustainable
Development
Goals
(Alignment)
Sustainable
Infrastructure v v v v v
(Definition)

Reconciliation v v v v v

Methods

Tools

to measure v v v v v
sustainability

Source: elaborated by the authors

Lessons from national development banks and private commercial bank

The two national development banks (National Bank for Economic and Social Development —
BNDES; and Development Bank of South Africa - DBSA) benchmarked have, by definition, a mandate
to promote the economic development at the national level, though they have also invested in
projects in neighboring countries and overseas. Since these institutions operate within the legal
framework of their countries, some sustainability practices are the result of legal obligations, such
as Brazilian law requirements on waste management, protection of preservation areas and
indigenous peoples land rights. The private commercial bank (YES Bank) benchmarked is profit-
oriented and look at sustainability mainly through the lenses of corporate social responsibility.
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As with the MDBs, the two national development banks and the private commercial bank
benchmarked tend to adopt a dual approach to sustainability. The first approach entails a
commitment to direct more funds to 'green’' or 'sustainable’ projects, which are roughly understood
as projects which are economic inclusive, that improve the lives of people, that address climate
change and other environmental issues. In sum, projects that have a 'positive spillover' and whose
adverse impacts are 'naturally' low compared to their positive outcomes. Reference to
sustainability frameworks is also seen in this group. The second approach is the traditional ‘do no
harm', by which institutions commit to apply safeguards to minimize the impacts of projects.

The banks benchmarked have not articulated clearly and transparently a framework with criteria,
indicators and other metrics to assess the sustainability of their investments. Despite promising
developments in this field, it is not yet clear what will be the participation mechanisms for the
development of the sustainability targets and how communities will have a chance to be consulted.
Reporting on sustainability partially fills this gap of lack of criteria. The national development banks
and private bank benchmarked also face the challenge of living up to stronger calls for the provision
of enhanced facilities and additional funds for project preparation (this is also a challenge for
MDBs). Lack of “bankable” projects create a majorimpediment for the building of a strong 'pipeline'
of sustainable projects.

In terms of sector allocation, this group of institutions prioritizes renewable energy, energy
efficiency, climate change, water and sanitation, transport and cities. There are specific
sustainability criteria on a sector-basis, such as BNDES' sectoral policies on energy, mining and
biofuels. They are also progressively making more use of green bonds and forming partnerships to
develop the market of “greeninfrastructure”.

The institutions in this groups have environmental and social policies with principles, guidelines and
procedures for the assessment of projects in the environmental and social dimensions. The process
is similar to that of MDBs in involving screening of projects, assignment of credit and environmental
and social risk classification, identification of corrective measures and monitoring of impacts.
However, experience with the monitoring of these institutions point to weaknesses in the
monitoring mechanisms during projectimplementation. *

Table 4 - Lessons from national development banks and private commercial bank

National development banks:

¢ National priorities are the driving force to approaches for sustainable development;

¢ Integrated approach to sustainable development;

e Progressonenvironmental pillar of sustainable development still a challenge;

e Sustainability often assessed at the corporate level, not project level, using CSR standards

Private commercial bank:

e Sustainable development defined in terms of CSR, driven by meeting shareholder
interests;

* Integrating sustainability via multi-stakeholder approaches;

* Lackof clarity on the precise use of environmental and social indices for project selection;

e Sustainability reporting according to the Equator Principles and IFC guidelines.
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How is sustainable development defined?

There is not one recipe for sustainable development in BRICS. Emphasis on each pillar of the
sustainability triple bottom-line is context-specific and follows a country's development
priorities and trajectories. Each of the five countries have set their priorities in their national
development plans and placed emphasis on different dimensions of sustainable development
according to their own development needs. This is clear, for instance, in BNDES mission to “foster
sustainable and competitive development in the Brazilian economy, generating employment while
reducing social and regional inequalities.”” DBSA experience adds that the notion of sustainable
development entails a cumulative impact and that environment, social and economic factors must
be considered during investment design, in order to ensure DBSA supported programs and projects
remain functional over time. In most cases the economic and social dimensions of sustainable
development were more or less emphasized across all BRICS countries with more recent measures
on the environmental domain.

National development banks and private commercial banks tend to adopt a dual approach to
sustainable development. Similarly to the MDBs benchmarked, the first approach isa commitment
to direct more funds to 'green’ or 'sustainable' projects, which are economic inclusive, improve the
lives of people, and address climate change and other environmental issues. These projects have an
integrated view of development and consider the social, environmental, cultural and economic
dimensions as priority and cross-cutting issues. As such, these projects have a 'positive spillover:'
their adverse impacts are naturally low compared to their positive outcomes. The second approach
is the traditional 'do no harm,' by which institutions commit to apply safeguards to minimize the
impacts of projects. YES Bank brings an additional dimension to sustainable development by
defining long-term business success in terms of the organization's own contribution towards
economic and social development, a healthy environment and a stable society.” The Bombay Stock
Exchange in a report defined YES Bank's sustainability approach as the means of operating in an
ethically, fiscally and socially responsible manner, respecting and supporting communities and
community development; protecting the environment; and delivering superior stakeholder value.”

Although sustainable development is present across all the BRICS countries' national planning
process, implementation seems to still be lagging behind. This seems to be the case of India and
Russia with regards to the implementation of the environmental dimension of sustainable
development. No information on sustainable development, mainly environmental sustainability,
was found for the Export-Import Bank of India. Brazil and South Africa could be pointed as
exceptions. In South Africa, sustainable development is a legal obligation of DBSA enshrined in the
bank's strategy and guided by four principles: (i) improve quality of life of people through
development of social infrastructure; (ii) support economic growth through investment in eco-
infrastructure; (iii) support regional integration; (iv) promote the sustainable use of scarce
resources.” DBSA also aligns itself directly with the SDG on sustainable energy for all, water
management and global partnership. BNDES in turn lists as guidelines of its Social and
Environmental Responsibility Policy the adoption of “social and environmental responsibility in the
processes of planning, management and operations” and the commitment to “develop and refine
methodologies and other instruments, on a permanent basis, that monitor and evaluate the socio-
environmental impacts and results generated by the Bank.””!

China begins to take concrete measures to green its finance sector domestically through the
People's Bank of China. In August 2016, the People's Bank of China, along with six other
government agencies (Ministry of Finance, National Development and Reform Commission,
Ministry of Environmental Protection, China Banking Regulatory Commission, China Securities
Regulatory Commission and the China Insurance Regulatory Commission) issued the “Guidelines
for Establishing the Green Financial System”, with the State Council's approval.”
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The guidelines refer to green finance as financial services that are provided for economic activities
that support environmental improvement, climate change mitigation and efficient resource
utilization. For example, they support the development of various carbon finance products, and
promote the development of the markets for emission rights, energy rights, water rights, as well as
other environmental rights. They seek to mobilize and incentivize greater capital investment in
green structures, whilst disincentivizing investment in polluting sectors. Incentives include
specialized green guarantee programs, interest subsidies for green loan-supported projects, a
national-level, green development fund and support for the introduction of a PPP model in the
greenindustry.”

In the case of China's foreign aid, however, China Export-Import Bank does not have green finance
guidelines. The China Export-Import Bank provided more than USS 141 billion in loan commitments
to Latin America and the Caribbean from 2005 to 2016. These loans have gone mainly to projects
with significant environmental effects like oil drilling, coal mining, hydroelectric dam construction
and road building. Over half of all public-sector lending from China to Latin America, some US$ 17.2
billionin 2017, went to the fossil-fuel industry. From 2000 to 2015 China extended USS$ 94.4 billion in
loans to Africa, fueling extractive industries like oil, minerals and timber; the expansion roads and
ports to get those raw materials to market; and dirty energy like large dams and power plants.
Beijing is building and financing some 50 new coal plant sacross Africa.”

Mainstreaming sustainability can be done by adopting a multi-stakeholder approach that
involves governments, non-governmental organizations, industry and academia. An example
comes from YES Bank's responsible banking approach, divided into two sections: in thought and in
action. 'In thought' comprises sustainability research and development activities, focusing on
research and development and ensuring the triple bottom line accountability in the bank's
investments. 'In action' addresses social and environment development issues through
contributions towards and engagement with Microfinance Institutions and other organizations.

How is sustainable/traditional infrastructure defined? If no formal definition exists, what is the
logic behind portfolio allocation?

There is no formal definition of sustainable nor traditional infrastructure among national
development banks and private banks. In 2016, the BNDES launched a Fund for Sustainable Energy,
which is managed by a third-party fund manager appointed after an open public competition. The
Fund was built to support the green bonds market, also known as low carbon, in the area of
infrastructure. However, there is no definition or indicators of sustainability for the projects that will
be supported by the Fund. DBSA approaches sustainable and traditional infrastructure through the
economic (i.e. economic infrastructure and growth; regional integration; financially sustainable
business), social (i.e. good governance; accountability and transparency; employee skill
development, staff wellness, service delivery) and environmental dividends (i.e. environmentally
oriented infrastructure programs; waste reduction) generated by is projects.”

There are no specific targets nor criteria on sustainable versus non-sustainable infrastructure
project selection and allocation. In BNDES, the majority of green financing goes towards renewable
energy projects while a small portion goes towards climate change adaptation projects. For the
period comprising the years of 2017 and 2018, the bank has decided to prioritize its investments in
energy and transport infrastructure based on the view that these types of infrastructure
investments generate more positive externalities. But BNDES is not transparent about the criteria it
uses to classify its “social” and “environmental” projects. It is also not clear how “superior” are the
social and environmental returns of these projects in comparison with the “traditional” ones.™

Ill
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What does sustainable infrastructure mean for different sectors? If no formal definition exists,
whatis the logic behind each sector?

No formal definition for sustainable infrastructure was found. Yet, experiences point to the
complementary nature of social and environmental projects towards sustainable infrastructure.
In the case of BNDES, some of its investments are categorized as “green economy” (investments in
renewable energy, transportation, water and sewage management, waste management, forestry,
climate change adaptation, etc) or “social development” (investments in urban and regional
development; health; education; public management; social responsibility; productive inclusion).
For a project to be included under one of these categories, it must fall under one the following
situations: (i) be supported through one of the credit lines, programs, or environmental and social
funds of the bank; (ii) projects in sectors considered as “environmental and social;” and (iii) projects
that have “social and environmental objectives.”

For all the sectors where BNDES operates, the environmental and social dimension is assessed by
members of collegiate bodies in charge of evaluating and approving the loans. BNDES has
established a Committee on Environmental and Social Sustainability and Territorial Development
(CESSTD), an advisory body that leads the implementation and monitoring of the initiatives to
strengthen the Bank's social and environmental responsibility. lts members are mid-level managers
of different areas of the Bank subordinated to the Management Committee, made of
representatives from the upper levels of the Bank's hierarchy. The CEESSTD is also responsible for
monitoring the incorporation of social, environmental and territorial dimensions into the corporate
strategy and for the compliance with the guidelines and principles of the Bank's Environmental and
Social Policy as well as the Regional Development Policies. The Committee is also responsible for
ensuring that such policies are mainstreamed across other policies, processes, practices and
procedures of BNDES.

There is little clarity about the metrics used to assess projects' environmental and social
dimensions before they are selected. According to Namita Vikas, group president and managing
director climate strategy and responsible banking, YES Bank uses internal indices” that measure
financial performance, environmental and social elements when selecting projects for loans. These
indices, however, seem not to be publicly available.

In the case of traditional infrastructure, is there any reconciling element or mechanism to
offset/mitigate socio-environmentalimpacts?

Safeguards, materiality assessment and risk management are usually employed to avoid,
mitigate or compensate socio-environmental impacts of the projects. Materiality assessment is
not limited to the identification of the financial impact of economic, environmental, and social
issues on the organization. It also includes identifying the economic, environmental, and social
impacts that cross a threshold in affecting the ability to meet the needs of the present without
compromising the needs of future generations. Therefore, a combination of internal and external
factors should be used to determine whether information is material, including factors such as the
organization's overall mission and competitive strategy, concerns expressed directly by
stakeholders, broader social expectations, and the organization's influence on different upstream
(i.e. supply chain) and downstream (i.e. customers) entities. Assessments of materiality should also
take into account the basic expectations expressed in international standards and agreements with
whichthe organizationis expected to comply.
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For instance, YES Bank conducts materiality assessments to gather insight on the relative
importance of specific environmental, social and governance issues in all its investments. When
conducting risk management, YES Bank follows the Equator Principles and IFC guidelines.
Sustainability reporting follows the Global Reporting Initiative (GRI) standards and adheres to the
Integrated Reporting Framework of the International Integrated Reporting Council. DBSA
sustainability reporting also follows the GRI standard. In the case of risk management, one of the
concrete outcomes of the BNDES Social and Environmental Responsibility Action Plan of 2015 was
the inclusion of the concept of “Environmental and Social risk” into the institution's corporate
policies on credit and operational risk management. The Action Plan provides that, by the end of
2017, the BNDES will have developed a “definition and quantification of sustainability goals about
socio-environmental aspects in BNDES' corporate strategy.”*

Are there any indexes/tools to measure sustainable infrastructure? What are they?

The approach to sustainability is often limited to a logic of “do no harm.” Even under this approach
there are shortcomings related to organizations' capacity to identify and take action to prevent
human rights violations and environmental impact during project implementation. BNDES
approach comprises impact assessment, mitigation through environmental and social analysis of
projects, and compensation through credit lines of social responsibility. Yet, critics point that these
mechanisms operate in silos. The Bank's line for compensation and private investment, the Social
Business Line, would be dissociated from the 'core' processes of risk and impact mitigation.”

Sustainability is often assessed at both corporate and project levels based more on principles
than clear and objective metrics. In 2010, BNDES developed a Social and Environmental
Responsibility Policy that includes a social and environmental analysis of beneficiaries and projects.
The Policy has ten guidelines related to the strategic and operational performance of the Bank, its
relationship with stakeholders and its role in inducing and promoting sustainability, including (i)
strengthen public policies associated with sustainability as well as social and environmental
responsibility; (ii) develop and refine financial products, methodologies and other instruments on a
permanent basis that incorporate social and environmental criteria and contribute particularly to
regional and local sustainable development; and (iii) adopt policies that value the employees and
promote their personal and professional development, emphasizing social and environmental
commitment as well as the respect for human rights.'™

There is still little clarity about the methodologies used to verify clients and organizational
commitments to corporate social responsibility standards. In BNDES, assessment of companies'
adherence to CSR standards is based in self-declaration and the methodology for assessing a client's
commitment to CSRis not clear. BNDES also states that its corporate planning process contemplates
the initiatives aimed at internalizing social and environmental issues and monitoring the
performance of the operational activities of the Bank in the social and environmental aspects.
However, the indicators used in the monitoring process are not publicly available.™

The use of local systems is encouraged in projects implemented abroad. Whenever legislative and
regulatory requirements are in place, internationally recognized processes for environment
assessment are followed. When projects are funded by DBSA outside of South Africa, the legislative
and regulatory requirements of the country of the project must be followed with the DBSA
Environment Appraisal Framework.'” When there is no such framework in the country in which the
project is being implemented, then the borrower will have to undergo the process outlined in
DBSA's Environmental Framework or refer to internationally recognized processes for environment
assessment such as the one set by the World Bank.
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Table 5 - Common features of national development banks and
private commercial banks to sustainable development and infrastructure

YES Bank BNDES DBSA
Yes No Partly Yes No Partly Yes No Partly

Sustainable

Development v v v

(Definition)

Sustainable

Development v v v

Goals (Alignment)

Sustainable

Infrastructure v v v
(Definition)

Reconciliation v
Methods

Tools

to measure v v v
sustainability

Source: elaborated by the authors

Lessons from research institutions and other organizations

The frameworks developed by the four research institutions (Global Reporting Initiative - GRI;
Climate Bonds Initiative - CBI; Harvard University, and Getulio Vargas Foundation Centre for
Sustainability - GVces) benchmarked provide a range of criteria, indicators and other tools that can
be helpful in assessing the extent to which infrastructure projects are delivering economic, social
and environmental benefits toall.

Each of the institutions benchmarked uses a different approach. Harvard's Envision model is a rating
system to measure the sustainability of infrastructure projects. The GRI is a framework for
sustainability reporting. The GVces guidelines intend to avoid the repeated failures of large
infrastructure projects in the Amazon and to guide the actors on the identified critical issues that
prevent the projects from contributing to long-term development of the region. CBI is an investor-
focused not-for-profit organization, promoting large-scale investments for a global low carbon and
climate resilient economy.'”

Both Harvard and GVces frameworks are concerned with the “transformative” aspect of sustainable
infrastructure: the correct use of the natural resources combined with a long-term positive legacy
to the affected stakeholders. Incremental positive outcomes are seen as the “old practice” which
has made infrastructure projectsincapable of delivering on their sustainability promises.

A key aspect that these frameworks aim to capture is innovation. Harvard has performance
indicators on innovation that improves the sustainable performance of projects. GVces calls for
innovation in participatory governance arrangements, development of financial instruments and
mechanisms for territorial planning and management.

The four institutions have laid out criteria for the definition of sector-specific projects as
sustainable, as is the case of the CBI. It has set up a technical working group comprising key experts
from academia, international agencies, industry and NGOs to develop sector-specific criteria for the
eligibility of projects and assets as well as guidance on the tracking of eligibility status during the
term of the bond.™
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Table 6 — Lessons from research institutions and other organizations

¢ Emphasis on the transformative element of sustainable development;

¢ Sustainable development informing all phases of the project life cycle;

¢ Sustainable Development Goals (SDGs) integrated across financing, operations and reporting;

e Sustainable infrastructure driven by strong social imperatives;

¢ Clearcriteria to measure the sustainability of sector-specific projects;

e Emphasis on innovation across planning, management and governance systems;

¢ Emphasis on multi-stakeholder approaches to inform the design and implementation of
sustainable infrastructure.

How is sustainable development defined?

Sustainable development is mainstreamed in all projects, at any phase of the project life cycle.
Sustainability is seen as a set of environmental, economic and social conditions in which all of
society has the capacity and opportunity to maintain and improve its quality of life indefinitely
without degrading the quantity, quality or availability of natural resources and ecosystems.'” GRI
101: Foundation 2016 Report further states that sustainable development refers to broader
environmental and societal interests, rather than the interests of specific organizations.'”
Sustainable development impacts should therefore be considered in all types of projects, over the
entire project life. CBI defines sustainability in terms of climate change adaptation and mitigation
and uses green bonds as its key financial instrument to implement projects in these fields."”

The relationship between sustainable development and organizational strategy is often unclear.
Thisincludes answering how an organization contributed (or aims to contribute) towards improving
economic, environmental and social conditions at the local, regional and global level. This is often
most clearly articulated in the environmental arena in terms of global limits on resource use and
pollution levels. However, it can also be relevant with respect to social and economic objectives
such as national or international socio-economic and sustainable development goals.*”

Not only are the SDGs integrated in the definition of sustainable development; they are also seen
as a new lens for reporting and financing. GRI and the UN Global Compact have entered into a two-
year partnership to accelerate corporate reporting on SDGs. The 'Business Reporting on the SDGs' is
expected to offer a mechanism for reporting based on the GRI Standards and UN Global Compact
Communication on Progress. GRI Action Platform will also issue recommendation for aligning the
two reporting frameworks. To ensure better integration of SDGs, GRI responded to the UN's focus
on the SDGs by releasing the SDG Compass, a comprehensive document detailing how corporates
can best integrate the SDGs into their operations, and showcase their commitment to upholding
these goals within the context of sustainability reporting. In 2016, an analysis of 163 annual reports
from the largest corporates worldwide found that roughly a third of them have already reported on
the SDGs.

How is sustainable/traditional infrastructure defined? If no formal definition exists, what is the
logic behind portfolio allocation?

Infrastructure projects are described as facilities built primarily to provide a public service or good
rather than a commercial purpose, and from which an organization does not seek to gain direct
economic benefits. According to Harvard's Envision, infrastructure projects are those that deliver
the technical and physical structures required to support the local economy and contribute to the
wellbeing of acommunity.
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Typically, they are expected to last 30-70 years, depending on the type of structure and how it is
maintained. Key stakeholders in an infrastructure project may include the project owners, public
works officials, the project design team, federal and local regulators, elected representatives,
community groups, and members of the community directly affected by the project.'”

Social infrastructure is key to unlocking economic growth and competitiveness. Infrastructure
projects can be further defined in terms of the social and economic function they have. According to
Harvard's Envision, the function of infrastructure in organized societies, especially civil
infrastructure, is to provide for personal security, establish a basis for public health, and
institutionalize a quality of life equal to the expectations of those it serves."” That same
infrastructure also provides the basis for healthy economies and heavily influences the economic
competitiveness and viability of whole communities, regions, and nations. In line with this
definition is GVces understanding of sustainable infrastructure as one that fosters the creation of a
local economy linked to the protection of rights and environmental protection. Therefore,
infrastructure projects need to understand the dynamics of the territory and avoid creating
negative social and environmental impacts.™

Recognizing that resources are finite and that development entails environmental, social, and
economic impacts, sustainable infrastructure can be justified in terms of “doing the right thing.”
In this regard, Harvard's Envision poses two questions: “Are we doing the project right?” and more
critically “Are we doing the right project?” For instance, under Harvard's Envision, a new highway
might be designed with features that contribute to sustainable performance (i.e. preserving wildlife
corridors, treating and infiltrating storm water runoff, incorporating recycled materials to
construction). However, if that highway contributes to significantly greater traffic congestion and
urban sprawl, its rating will be lower in terms of its overall contribution to sustainability."

Environmental, economic, and social impact on surrounding communities, from the health and
wellbeing of individuals to the wellbeing of the larger social fabric as a whole, is an important
dimension of sustainable infrastructure. Yet it has been overlooked. Infrastructure projects
should be in line with community goals, incorporated into existing community networks, and
benefit the community in the long-term. For that purpose, infrastructure owners should seek
community involvement and community members affected by the project (both users and non-
users of the infrastructure) should be considered important stakeholders in the decision-making
process in both design and implementation stages. Yet, acceding to GVces, the planning and
execution of large projects usually have little or no connection with local and regional demands and
are not builtupon a "shared view" of the future/shared prosperity.'*

A multi-stakeholder approach should guide the design and implementation of sustainable
infrastructure projects. This continued involvement would foster new ideas and a more holistic
understanding or project's long-term potential. Yet this has been largely overlooked by the
institutions benchmarked. Together with traditional sustainability actions such as reducing energy
and water use, effective and collaborative leadership produces a truly sustainable project that
contributes positively to the world around it. GVces advocates for the “territorialization” of the
management of impacts and risks as well as to the need of valuing natural assets and socio-diversity
as the foundation of the economy.” Greater participation of affected communities as well as
respect for the dignity, human rights and culture of indigenous peoples, afro-descendants,
traditional communities, women, children and adolescents in the design and execution of projects
isunderstood toincrease its chances of success.



WHAT CAN THE NDB LEARN

The quantity, source, and characteristics of the resources required to build infrastructure and
keep it running as well as their impacts on the overall sustainability of the project are also central
to understanding sustainable infrastructure. Resources include water and the energy used for
construction, operation, and maintenance. Each of these materials is finite in its source and should
be treated asan asset to be used sustainably.

Sustainable infrastructure should recognize and reward significant and relevant innovation. The
Harvard's Envision recognizes that making real progress toward sustainable development requires
an overhaul of existing infrastructure, replacing old components with those that improve
sustainable performance.’” This means breaking recognized barriers to performance improvement
and solutions that are scalable and/or transferrable to other infrastructure sectors by applying new
and innovative approaches, methods, and technologies that raise the performance bar in one or
more dimensions of sustainability."®

Changing conditions are accounted and budgeted for when designing sustainable infrastructure
projects. A consequence of working in a non-sustainable operating environment is that many of the
standard project design assumptions and variables can and will change. Such changes include the
cost and availability of critical materials and supplies. Also included are the evolving conditions
under which the constructed works must operate. Harvard's Envision creates incentives for
identifying and incorporating these changing conditions and associated risks that may affect
desired outcomes.””

In the case of traditional infrastructure, is there any reconciling element or mechanism to
offset/mitigate socio-environmental impacts?

Sustainability reporting focuses on the goals, actions taken and resources utilized. GRI Standards
require 'due diligence' in reporting to identify, prevent, mitigate and account for how an
organization addresses its actual and potential negative impacts. According to GRI, sustainability
reports should provide information on significant sustainability impacts (i.e. positive and negative,
actual, potential, direct, indirect, short term, long term, intended, unintended) in an organization
and its value chain to allow for the incorporation of sustainable goals by investors in their business
practices.”

Restoration of natural resources and ecosystems are an explicit goal. While improving sustainable
performance is an essential and immediate goal, long-term goals should be directed toward
restoration where practical. This view proclaimed by Harvard's Envision is intended to reinforce the
point that, to really contribute to sustainable development, projects must do more than just make
incremental improvements.™*’

Are there any indexes/tools to measure sustainable infrastructure? What are they?

Sustainability reporting can encourage organizations to consider theirimpacts on a wide range of
sustainability issues and to be more transparent about the risks and opportunities they face. GRI
understands that while developments in knowledge and technology contribute to economic
development, they also have the potential to help resolve the risks and threats to the sustainability
of social relations, environment, and economies. New knowledge and innovations in technology,
management, and public policy are challenging organizations to make new choices in the way their
operations, products, services, and activities impact the earth, people, and economies. Against this
view, the GRI has created a sustainability reporting framework based on the following principles and
guidelines: (i) multi-stakeholder process and inclusive network; (ii) transparency as a catalyst for
change; (iii) empower informed decision making; (iv) a global perspective is needed to change the
world; (v) publicinterest should drive every decision of an organization.”
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Stakeholders' interests and the impact of the organizations activities can be measured by
standards based on substantive and qualitative principles. Standards can further encourage
appropriate action is taken. GRI reporting aims to eliminate application levels for the reporting
organization, which is a long cumbersome process in reporting on sustainability. Instead, GRI
reporting puts emphasis on identifying all stakeholders - including vulnerable groups, civil society
organizations, NGO's suppliers etc. - and explaining how organizations can respond to their
reasonable expectations and interests. Companies must disclose only the core indicators that apply
to all companies in all sectors for better transparency. To encourage companies to report, the GRI
emphasizes materiality, that is prioritizing issues that reflect the company's most significant social
and environmental impacts as well as those issues most relevant to stakeholders. "

Such standards can truly innovate when they focus on value chains. This focus considers the
impacts of companies in its value chain and not just within the organization alone. Even if the
company does not exercise financial control over these value chains, if the issues are significant fora
company'ssupply chainit will be incorporated in the materiality process of GRI reporting.

Quality can be more difficult to achieve when organizations' self-report their impact. While this
practice ensures impartiality by GRI, it also creates uncertainty with regards to the validity of the
information reported. This can be minimized by a requirement for organizations to describe
procedures in place for oversight of environmental, social and economic impacts, the
compensation, training and diversity of governance body.

Rating systems and checklists can be useful tools for measuring the impact of sustainable
infrastructure. Harvard's Envision system rates infrastructure projects based on their overall
contribution to the economic, environmental, and social aspects of sustainability. Harvard's
Envision contains a checklist that helps users familiarize themselves with the sustainability aspects
of infrastructure project design. The checklist can be used as a stand-alone assessment to quickly
compare project alternatives or to prepare for a more detailed assessment. Its 60 performance
objectives (called 'credits') cover the full dimensions of infrastructure sustainability. The model
establishes a unique holistic framework for sustainable project design, not only creating sustainable
performance objectives but expanding opportunities for performance improvement. Several
performance objectives require calculating impacts like energy, water, materials, or emissions
consumed or produced by the project in all its phases. This calculation is referred to as a life cycle
assessment (LCA). While LCAs can take many forms Envision recognizes 'streamlined' or simplified
LCAs that focus specifically on the calculations required for each credit. LCAs do not need to be
prohibitively time consuming or expensive, rather they indicate that all phases of the project are
considered in the calculations.™

The impact of sustainable infrastructure can be measured through performance objectives.
Harvard's Envision indicates five levels of achievement of a project based on 60 performance
objectives. These 5 levels are: (i) improved: performance that is at or above conventional; (ii)
enhanced: indications that superior performance is within reach; (iii) superior: sustainable
performance that is noteworthy; (iv) conserving: performance that has achieved essentially zero
impact; (v) restorative: performance that restores natural or social systems. The rating system may
enable projects to become eligible for Envision awards.

The impact of sustainable infrastructure can also be measured by infrastructure projects' impact
on territories. GVces and the IFC developed guidelines for large-scale infrastructure projects in the
Amazon. These guidelines are grouped in six dimensions and aim to enhance cooperation between
public policy and business practices so that a new relationship between large-scale projects and the
territories emerges.
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The guidelines are grouped in six dimensions: (i) territorial and land-use planning; (ii) financial
instruments; (iii) institutional capacities; (iv) indigenous peoples, traditional communities and afro-
descendants; (v) children, adolescents and women; and (vi) legal removal of vegetation.'”

Market-based tools represent an innovative approach to sustainable development. CBI's Climate
in line with the idea of industry certification, the Bonds Standard is a framework that incorporates
the Green Bond Principles (voluntary guidelines around disclosure, reporting and monitoring of the
bond's use of proceeds) and then adds science-based sector-specific criteria to determine project
eligibility. Certified projects attract investor interest and confidence as they are issued against a
robust certification industry standard. The Climate Bonds Standard consists of a certification
process, pre-issuance requirements, post-issuance requirements and a range of sector-specific
eligibility and guidance documents. Investors are thus assured that the proceeds of these
investments are being used to finance green projects.'*

Table 7 - Common features of research institutions and
other organizations to sustainable development and infrastructure

GRI CBI Harvard GVces
Yes No Partly Yes No Partly Yes No Partly Yes No Partly

Sustainable

Development v v v v
(Definition)

Sustainable

Development v v
Goals

Sustainable

Infrastructure v v v v
(Definition)

Reconciliation

methods

Tools
to measure v v v v
sustainability

Source: elaborated by the authors
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4. Emerging Opportunities for the NDB

The main rationale for the establishment of the NDB is its potential to diversify existing financial
instruments and expand partnerships to ensure that infrastructure investments go beyond the “do
no harm” approach and bring about positive outcomes in economic, social and environmental terms.
Itis in this realization that the big push for a new global development agenda rests and it is this push
that should be embodied in the understanding of sustainable infrastructure.

Sustainable infrastructure: purpose and rationale

The NDB's stated commitment to sustainable infrastructure is perhaps the most significant
differentiating feature that sets it apart from existing MDBs. The NDB General Strategy (2017-2021)
broadly defines sustainable infrastructure as 'infrastructure that incorporates economic,
environmental and social criteria in its design, building and operation.' It adds that the inclusion of
these criteria 'derives from the recognition that traditional evaluation methods fail to account for
numerous factors that have a major influence on a project's viability and developmental impact in
the medium and long-run."*

Although the NDB's strategy recognizes that sustainable infrastructure needs to 'move beyond
short-term, direct economic calculations to a longer-term and broader assessment of economic,
environmental and social impacts', it does not fully elucidate the reason why this is so critical.”
The hidden costs and risks — economic, financial, social, operational, strategic, and others - of not
applying a sustainable infrastructure lens to development are high, and numerous.

The economic/financial argument

Sustainable infrastructure can help avert costly financial overruns or losses. Evidence shows that
identifying ahead of time that a particular project could cause environmental degradation and/or
create mass social conflict is important to maintaining project schedules and creating more certainty
regarding future costs.”” When such risk is not accounted for, the costs can be unexpectedly high,
resulting in project overruns and sometimes resulting in project cancellation. In Brazil, the Belo
Monte hydroelectric dam, financed by the BNDES, has been met by massive local and global
resistance costing the participating firms and banks USS 1.4 to USS 5 million per day of delay due to
protests.” According to a recent study, of 200 IADB projects analyzed, 36 were cancelled because of
conflicts ranging from grassroots campaigns to widespread protests aiming to stop projects, while
162 projects faced delays, and 116 faced cost overruns.” As a new institution, the NDB must take
precautions to avoid taking on such 'problem projects' which could cost it its reputation, and
negatively impact its capacity to mobilize resources in the international markets at competitive rates
or crowd-in private capital for individual projects. Investing in sustainable infrastructure could
ultimately result in a better credit rating for the NDB, thereby enhancing its ability to leverage
additional funds from the financial markets.
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The operational argument

Sustainable infrastructure can help ensure strong operational and project performance. If
infrastructure projects are designed and implemented in ways that integrate social and
environmental concerns across all stages of the project cycle, they are more likely to function
smoothly, and incur less operational delays or other bottlenecks. This would have a major influence
on a project's viability and developmental impact in the medium and long-run, thus expanding the
traditional safeguard model.”® Moreover, safeguards have been criticized for bogging down the
project cycle and turning potential borrowers away from certain MDBs, creating costly delays and
project shut-downs.” Safeguards are also limiting in that they do not necessarily unlock the
transformative nature of development itself."”” A new approach that moves beyond do no harm's
and bottom lines to unravelling the “new” in the New Development Bank could encourage
governments to think about sustainable practices not as bureaucratic formalities or risks, but as
actions ultimately linked to better development outcomes.”*'*** Improved project selection could
also reduce the overall amount of infrastructure investment need."”

The strategic argument

Sustainable infrastructure can help streamline disparate development agendas. MDBs have an
essential role to play to help move nations and regions from 'business as usual outcomes,' to
'sustainable infrastructure outcomes./”® This means integrating the development and climate
agendas through a concerted focus on the quantity and quality of infrastructure investment. In
order to achieve this goal, MDBs can demonstrate that their own investment standards deliver both
development and climate benefits, while lowering overall project risk. Leading by example would
encourage the development of industry standards and best practices for project finance. The NDB
would also support more rapid diffusion of know-how to low-income countries, all the while
demonstrating the (low) incremental investment costs of more sustainable approaches to
infrastructure development.'”’

Table 8 — From business as usual to sustainable infrastructure

From business as usual outcomes To better infrastructure outcomes

Inadequate investments in sustainable Scaled investment in sustainable infrastructure
infrastructure in most countries constraining globally, leading to improved economic

growth and development development and growth

Inadequate provision of affordable infrastructure Increased infrastructure access and affordability
for the poor, creating the risk of serious reversals in for the poor, leading to improved development
the fight for development and poverty reduction outcomes

High proportion of high-carbon Increased preference for investments in low-
infrastructure investments and inefficient use carbon infrastructure, mitigating climate change
of infrastructure, creating danger of lock-in and risks and increasing probability of a 2 degree
irreversible climate change scenario

Low resilience infrastructure, creating More resilient infrastructure that accounts
vulnerability to risks of climate change for climate risks and protects populations most
(especially among the poor) vulnerable to climate change

Source: Bhattacharya, Oppenheim, and Stern (2015)
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Defining 'sustainable infrastructure’

Sustainable infrastructure remains an open-ended expression.* A myriad of definitions has been
identified in the benchmarking exercise, interviews, workshop and online consultation conducted
as part of this research. The easiest way to look for a definition of sustainable infrastructure is to
build on the triple bottom-line of sustainable development that takes into account economic,
social and environmental performance in addition to project financial feasibility. Under this
widely used framework, the research has shown that perceptions on sustainable infrastructure vary
considerably across different groups of stakeholders. For example, sustainable infrastructure has
been defined by an academic specialized in environment as the “infrastructure that is constructed
and operated by minimizing carbon emissions and is resilient to extreme weather events.”*”
According to this definition, a hydropower built with a reservoir large enough to operate in extreme
oscillationsin the river cycle would be considered sustainable. Consulted grassroots groups, in turn,
have expressed that a project will be sustainable only if it “truly serves the real needs of the
peoples.”*’ At first glance, these conceptions are very much in line with the NDB's understanding
that the bank is set to serve the “needs of the peoples of the South.” However, if unpacked, the
official rhetoric of the NDB and the social movements' perspective can reveal significant
divergences about the defining characteristics of the term “sustainable infrastructure.”

For some stakeholders sustainable infrastructure addresses specific dimensions of the
sustainable development triple bottom line, for others it means balancing economic,
environmental and social needs. Following this understanding, sustainable infrastructure could be
defined as “infrastructure that promotes social and economic inclusion and that addresses climate
change, reduces and mitigates carbon emissions, while also building resilience.”**! According to this
understanding, a renewable energy project could be facilitated in an unsustainable manner (e.g.
displacement of people for the installation of solar panels). At the same time, road, rails and dams
could be done in a sustainable manner if the economic, environment and social dimensions of the
sustainable development triple bottom line are balanced.

Building large-scale infrastructure will always have an impact on the environment and societies,
therefore the objective of all infrastructure projects should be to firstly minimize impact as much as
possible, through mitigation, and secondly redress. Sustainable infrastructure should therefore
not be assumed to be synonymous with green or renewable energy projects, and neither should
traditional physical infrastructure be assumed to always be unsustainable.

At the very least, however, sustainable infrastructure would necessarily have to abide by
minimum, universally-agreed principles and norms on protection of human rights and the
environment to avoid, mitigate or compensate negative impacts on the environment and
communities.'” This includes the UN-system human rights treaties and declarations such as the
Declaration on the Rights of Indigenous Peoples, the International Labor Organization (ILO) Core
Conventions and norms on the environment such as the UNFCCC, the Rio +20 Declaration and the
Paris Agreement. These global principles and norms should not be portrayed as “conditionalities” in
the same way that economic conditionalities are imposed by MDBs, rather they should be seenasa
means for borrowing countries to further advance their own nationally agreed development goals
and targets. In corporate sector lending, businesses implementing sustainable infrastructure
projects should be encouraged to adopt the highest standards of responsible business conduct and
carry out proper human rights due diligence.
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Figure 1 — What is sustainable infrastructure?

“Any project that addresses
climate change and provides
more inclusiveness”

“It is every infrastructure project that meets the IFC
Performance Standards”

Private bank Sustainability Department staff

Former MDB Executive-Director -
Projects that serve the real “Sustainable Infrastructure is “For the “cities” sector, it means be the
needs of people. an idea coming from the kind of infrastructure that assures the
—_— market. Social impacts are creation of inclusive and equal urban
al movement z Zol. P
overiooked” areas, where universal citizenship is
fully guaranteed and social symmetries
Think-Tank i imited”
“Infrastructure that connects L and segregations are limited
goods, services, knowledge B ok Tank
ink-

and brings innovation”

Think-Tank

Source: interviews conducted between June-August 2017

In line with this understanding is Bhattacharya, Oppenheim and Stern's definition of sustainable
infrastructure at three levels: social, economic and environmental i.e. “the infrastructure that is
socially, economically, and environmentally sustainable.”** The authors add that socially
sustainable infrastructure would mean infrastructure that is inclusive and respects human rights.
Such infrastructure would also meet the needs of the poor by increasing access to services,
supporting general poverty reduction, and reducing vulnerability to climate change risks. For
example, infrastructure such as distributed renewable power generation in previously un-
electrified rural areas can increase household income and improve gender equality by reducing the
time needed for basic household chores. The authors further elaborate on the idea of economically
sustainable infrastructure. This would mean infrastructure that positively impacts gross domestic
product per capita and job outcomes. Further, economically sustainable infrastructure should not
burden governments with debt they cannot repay or end-users with tariffs they cannot afford.
Lastly, environmentally sustainable infrastructure would include infrastructure that establishes
the foundation for a transition to a low-carbon economy, mitigates carbon emissions during
construction and operation, and s resilient to climate change.

This definition foregrounds the idea of sustainable infrastructure as something that generates
positive transformation. In line with how the NDB conceives of sustainable infrastructure, this
definition departs from the 'do no harm' approach that focuses on avoiding, compensating or
mitigating negative impacts of infrastructure projects on the environment and communities, to
unleash medium and long-term social, environmental and economic transformation. Here,
transformation is understood as the needs and priorities reflected in national development plans
and general low carbon development and resilience policies. At the regional level, aspirations for
transformation are conceived in terms of infrastructure's potential to support Africa's 'accelerated
integration and growth, technological transformation, trade and development,** articulated in
documents like the African Union's “Agenda 2063”, the “Africa we want,” and largely
operationalized through the Program for Infrastructure Development in Africa. At the global level,
transformation is translated in the SDGs and countries' commitments to sustainable and inclusive
development. In the case of SDG 9, transformative infrastructure can be interpreted as resilient
infrastructure that promotes inclusive and sustainable industrialization with an aim to foster
innovation.
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The emphasis on each dimension of the sustainable development triple bottom line needs to be
nuanced to reflect each of the BRICS countries priorities and so would, therefore, the meaning of
'positive transformation.”” For example, in China, cleaning a river is transformative if it is thought
through from the beginning as an opportunity to turn coastal areas along the river into industrial
zones, integrate markets and value chains (emphasis on the economic dimension). In India, road
construction is transformative if it is conceived not just as traditional infrastructure project on its
own but how it benefits rural communities through better public service delivery and job outcomes
(emphasis onthe social dimension).

Nevertheless, sustainable infrastructure would necessarily break away from the export-oriented,
extractivist economic growth models that have marked the development trajectory of the BRICS.
This transition can already be noticed in several countries. For instance, in India 'inclusivity' has
become a major concern along with the pattern and rate of economic growth. Attention was
granted to the concern on unequal and stagnant distribution of growth and participation patternsin
India's 11th Five Year Plan as early as in 2007.'* Nonetheless, the rate of increase has been slow and
challenging for meeting human development objectives such as mortality rates, life expectancy,
education, and literacy. The focus on economic growth with social inclusion remained in the
subsequent five-year plan. In 2012, the Planning Commission of India published the 12th Five Year
Plan — Faster, More Inclusive and Sustainable Growth."” According to the 12th Plan, India should
move forward in a way that 'would ensure a broad-based improvement in living standards of all
sections of the people through a growth process which is faster than in the past, more inclusive and
also more environmentally sustainable."* The 12th Plan also calls for more attention to be given to
the problem of sustainability. It states that 'no development process can afford to neglect the
environmental consequences of economic activity, or allow unsustainable depletion and
deterioration of natural resources' ' and several chapters are devoted to issues like water, land use,
environment, forestry and wildlife. India's National Action Plan for climate change has evolved
with eight component missions and the implementation of these missionsis seen as an integral part
ofthe 12th Plan.

Economic development is central to China. The 13" Five Year Plan calls for “medium to high” growth,
with President Xi stating that China's annual gross domestic product growth rate should be no less
than 6.5 percent over the next five years.” However, growth for growth's sake is not enough.
China's economic growth model is giving way to a “new normal” phase of development that
emphasizes innovation as a driver of economic development and moving the country to higher-
quality growth. In this sense, “inclusive growth” remains a priority for Chinese leaders who are
increasingly faced with a barrage of issues that impact the quality of life of Chinese citizens. These
include a widening income gap, a growing elderly population and a deteriorating natural
environment. The 13th Five Year Plan also concentrates on environmental protection through the
creation of oversight mechanisms such as a water management system, emission permits and an
outright ban on commercial deforestation.™

Based on the above, an outcome-oriented definition of sustainable infrastructure could be “any
social or physical structure that responds to local needs and adjusts to countries' development
trajectories and priorities; abides by minimum, universally-agreed principles on human rights
and environmental protection to avoid, mitigate or compensate negative impacts; and unleashes
medium and long-term social, environmental and economic transformation.”

Additional elements to understanding sustainable infrastructure are:

Systemic approach. Modern definitions of sustainable development emphasize human ecosystems
as agoal. To achieve this goal, an integrated vision of development or 'systemic approach' that looks
at cross-sectoral coordination and integration of environmental, social and economic concerns
throughout the development process and considering all stakeholders should prevail over a siloed
'sector approach.’
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In practical terms, this means that projects' risks and opportunities to both direct and indirect
beneficiaries should be assessed throughout its life cycle as opposed to the initial phases only, which
is the case for most MDBs when allocating loans. For instance, despite increasingly seen as a viable
source of alternative clean energy, nuclear plants can become highly unsustainable in the disposal of
spent fuel, leading to irreparable damage to the land and water table if not disposed of efficiently.
Environment and all its components also need to be looked at closely to ensure that projects do not
have negative spillovers from one system to another. For instance, solar power projects might be
helping in improving provision of renewable energy by replacing coal plants, however they can
damage the environment by causing soil erosion, need for land clearance (social implications) and
use of harmful materials in the panels. Bioenergy production can lead to increase in harmful
methane gas in the environment. Reducing the amount of CO, in the atmosphere and ensuring
sustainable infrastructure in other dimensions of the sustainable development triple bottom line are
equallyimportantin such systemic approach.

Territorial planning. Infrastructure projects are commonly designed and implemented without prior
assessment of the needs and vulnerabilities of the territory. This deficiency seriously curbs
infrastructure capacity to contribute to local and regional long-term development and to leave a
positive legacy. The advocated nuanced approach to sustainable infrastructure which emphasizes
countries' growth priorities and trajectories should not eclipse the importance of ensuring that
sustainable infrastructure is meant to translate into development at the level of the territory, where
the project is located. Hence, truly sustainable infrastructure adapts not only to country
characteristics, but also to local and regional development aspirations. In this sense, the NDB should
take assertive steps towards development that contemplates the intricate web of needs and
potentialities of local societies.' Overcoming the exclusive logic of "national interest" is important
to give visibility to local plights and to avoid supporting projects that entail human rights violations
and reinforce exclusionary decision-making patterns.

Innovation. Innovation should be looked at in two ways: innovating on creating sustainable
infrastructure but also innovating on making the existing infrastructure more sustainable by building
on local knowledge, national experiences and international practices. Support to innovation in
sustainable infrastructure projects can range from more concessions and lower rates to
recommendation of better techniques and technologies to reduce carbon foot-print.

Financial sustainability. A sustainable infrastructure project should be financially viable not only for
the lender but also for the borrower. Often loan allocation results in huge debts for the borrowing
country, which further hamper their development process. Financial sustainability should be
looked beyond project feasibility to ensure projects do not turn into white elephants and neither
the lender or borrowerincurin bad loans.

A working definition for “sustainable infrastructure”

Any social or physical structure that responds to local needs and adjusts to countries'
development trajectories and priorities; abides by minimum, universally-agreed principles
on human rights and environmental protection to avoid, mitigate or compensate negative
impacts; and unleashes medium and long-term social, environmental and economic
transformation. Sustainable infrastructure should further encompass: (i) systemic approach;
(i) territorial planning; (iii) innovation; and (iv) financial sustainability.
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Fundamental principles for a NDB sustainable infrastructure assessment framework

As previously discussed, there is growing recognition that project-level safeguard policies on their
own are insufficient to fully and effectively manage the cumulative and indirect impacts of
infrastructure projects.'” This echoes one of the premises of this project that the debate could
highly benefit from expanding the traditional “do no harm” approach to include the design of
incentives to ensure positive and transformative impact.

Below are the fundamental principles that should inform any framework for assessing NDB
sustainable infrastructure projects. Underlying these principles is the idea that the NDB could
significantly contribute to sustainable development by creating a 'sliding scale' of sustainability
based on pre-defined criteria and indicators that look into projects' transformative potential.
Such criteria and indicators could be combined in a composite index to inform lending operations,
project evaluation, and strategic decisions at the corporate level. In the absence of clearly-defined
principles, criteria and indicators to qualify the very notion of 'sustainable infrastructure,' it will be
challenging forthe NDB to designate infrastructure as sustainable and fulfillits mandate.

Pragmatism, but not conformism

A “shock therapy” towards sustainable infrastructure can do more harm than good since countries
will look for sources of financing that are willing to fund, provide money even to projects that are
fragile in terms of social and environmental impact assessment and mitigation - a “race to the
bottom” so to speak. The NDB should help countries in their transition to a low-carbon economy,
for instance, by supporting projects that are aligned with countries' national action plans (NAPs).
This would require a level of tolerance from stakeholders, as “grey zones” and blurred lines will
remain as such for a period of time, until countries and the NDB itself are able to mutually agree
with how to go to the next level of sustainable development. However, climate change is a real
threat and immediate action is needed if countries are serious about meeting their Paris Agreement
targets. Pragmatism is thus needed not only to realistically achieve the highest standards —and not
for the least common denominator —but also to ensure that projects address regional, national and
local problems.

China and “clean coal”

Coal represents more than 60 percent of China's energy matrix. At the same time coal is a high
polluting source of energy, the country has developed technologies to make it more efficient and
less harmful to the environment. One could argue that investments towards making coal plants
more efficient could be considered as investments in energy efficiency and, therefore,
transformative and sustainable, while others understand that any investment in fossil fuels, even
“clean” ones, retards the achievement of the Paris Agreement goals. A broad discussion is needed
onthe best way to help countries in the transition to a low-carbon economy.

Going beyond a conformist approach also involves the recognition that infrastructure
projects are often designed and implemented in highly unequal settings in terms of
distribution of political and economic power. The NDB should take assertive steps in
rebalancing power asymmetries and develop its own tools to overcome the obstacles of civil
society participation. This is important to remove the intrinsic “bias” that favors large
infrastructure projects over small-scale ones. Under the idea of the 'sliding scale of
sustainability,' the NDB could progressively take steps towards a rights-based approach to
development which would materialize in the infrastructure sector the universal commitments
to development as enshrined in the United Nations Declaration on the right to development.™
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Incentivize, rather than regulate

In helping countries transition to a low-carbon economy, the NDB could build on the
experience of its member countries and design incentives to sustainable infrastructure
projects. According to the People's Bank of China, China should enhance the “greenness” of its
outward investment by supporting and encouraging domestic financial institutions, non-
financial enterprises and multilateral development banks with China's active participation to
strengthen environmental risk management, improve environmental information disclosure,
adopt green financing instruments such as green boCnds, develop green supply chain
management, and explore the use of instruments such as environment pollution liability
insurance to manage environmental risks, in implementing “One Belt One Road' and other
overseas investment projects.” BNDES' approach to Environmental and Social Responsibility
also comprises the offering of more attractive financial conditions for projects that have
sustainability components or are environmental and social-oriented in nature as seenin below.

Brazilian Development Bank's revised Operational Policy

In January 2017, the BNDES revised its Operational Policy to reflect a shift in the Bank's form of
resources' allocation, from a 'vertical' to a more 'horizontal' process of selecting projects that will
receive the financial support from the bank. This would enable the BNDES to prioritize investments
in projects that offer better social returns, irrespective of the sector, but still considering the
country's national development plans and strategies.

The new OP grouped the credit lines into two categories, which are subsequently divided into two
sub-categories: (i) the incentivized line and (ii) the standard line. Each category and its respective
sub-categories differ from the others essentially with respect to the financial conditions, expressed
in the degree of concessionality of the loan in reference to the subsidy provided by the bank vis-a-
vis the standard interest rate of the economy.

However, the sector-oriented approach is not completely abandoned. For instance, projects
classified as innovation, environment, small and medium enterprises, education, health, security,
social assistance and modernization of public management would be entitled to the most
favorable rate, up to 80 percent of concessionality. Infrastructure projects (that eventually are not
included in more privileged categories), would not be funded at a market rate.

Inclusiveness and bottom-up approach

Many conflicts associated with infrastructure projects could have been avoided or mitigated if
consultation processes had been conducted in preliminary stages. The nature of conflicts is
multidimensional, and more dynamic than traditionally conceived by both firms and
governments.”™ Most conflicts materialize through the interaction of environmental, social,
governance, and economic drivers over an extended period. Overall, deficient planning, reduced
access to resources, lack of community benefits, and lack of adequate consultation are the most
prominent conflict drivers.””” The consequences of such conflicts are increasingly detrimental for
companies, investors, and national governments as conflicts cause projects to failand harm national
. 158
economies.

In general, participation processes are not firmly established and civil society organizations views
are not truly incorporated in the decision process. Consultation processes often results in nothing
more than mere information meetings rather than real participation because of practical
constraints and lack of political willingness to incorporate the recommendations from civil society
stakeholders.” Representativeness is also a major issue. Participation processes frequently
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incorporate only a small number of views from organizations that have good connections with the
donor community.*®

Existing mobilizations and conflicts around infrastructure projects should not be seen as necessarily
negative. Effective participatory processes ensure the fair treatment of the affected communities,
environmental protection and, from the economic perspective, allow greater incorporation of the
real risks to the project planning, reducing biases that contribute to the underestimation of costs
and overestimation of benefits." A great body of the literature on risk assessment in big
infrastructure projects seems to view CSOs participation as a guarantee of efficiency and cost
reduction.”” Multiple consultations with the local population should thus be ensured throughout
the project life-cycle, preferably using dialogical methodologies.

Taking the 'serve the needs of the peoples' seriously would require that the NDB supports
inclusive, accessible development and focuses on projects that explicitly aim to generate positive
and social environmental impacts.' This would further require the Bank to respond to regional,
national and local development priorities by ensuring that projects reflect the public interest and
involve meaningful consultation with affected communities. Channeling investments to small-
scale and renewable energy projects as well as in low-carbon, resource efficient and clean
technologiesfor climate resilience would be equally necessary.

Gender responsiveness

In its current five-year strategy, the NDB almost entirely fails to recognize gender equality as a
fundamental pillar of the sustainable development track. Not only does the NDB fail to
acknowledge the negative and often disproportionate impacts that infrastructure projects can
generate for women, it also disregards the need to adopt a strategy that deliberately focuses on
unlocking positive and transformative impacts for women.

To provide an example of how sustainable infrastructure could also be gender-responsive, roads that
are constructed with sufficient lighting not only contribute to the reduction of violence against
women, but also help to enhance the economic empowerment of women through improved and
safer access to markets." Whilst the former addresses the need to mitigate or compensate the
negative impacts of infrastructure development, the latter is more linked to unlocking positive and
transformative impacts of infrastructure development. As women continue to be subject to high levels
of violence, a 'do no harm' approach cannot of course be abandoned. However, engaging women as
empowered agents of change and independent stakeholders may, over time, help to reduce some of
the structural forms of violence and exclusion they face. To catalyze the economic and social
empowerment of women, the NDB could encourage investments in projects that provide skills
development, institutional credit and social safety nets for women in the informal sector.” The NDB
could also consider investing in social infrastructure, such as education, health and sanitation,
which have been proven to be instrumental in enhancing the agency of women and girls.”*

At the time of writing this report, the NDB appears to have engaged with gender from the narrow
perspective of human resources or organizational diversity. Even within this framework, however,
the NDB has overlooked, and indeed contradicted itself, with respect to some fundamental
considerations around gender equality within an organizational setting, including that there is no
discrimination in hiring, promotion, or salaries. While the recognition of the need 'to eliminate
barriers and to prevent discrimination on grounds of race, gender, disability, sexual orientation,
ethnicity, religion, and marital or family status in the workplace and to develop a work environment
that promotes diversity without compromising merit,' is welcome, the application of these
principles is somewhat lacking. It is revealing that the President and all four Vice-Presidents of the
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Bank are all male. Though the Bank claims to have achieved gender equilibrium at entry-level, this
still remains a distant reality for middle and senior management positions with only one woman at
the fourth-highest level in the corporate hierarchy (Chief).'* This raises serious questions around
the NDB's commitment to gender equality in the workplace.

Strengthen country systems

The NDB has approved its own Environmental and Social Framework (ESF) with principles and
standards which govern the operations of the Bank on environment and social management.
Complementing the ESF, the NDB is championing a greater use of the so-called country systems,
understood as countries' own institutions, legislation and standards. For the NDB, the use of country
system aims to achieve the twin goals of: (i) avoiding the misuse of project resources and the
creation of negative impacts on the environment and vulnerable groups; and (ii) strengthening local
frameworks and implementation capacity for the long-term benefit of the country.*

The 'country system' approach has been increasingly linked to stronger ownership by local actors
and more positive developmental outcomes.” This also fits the 'lean’ character of the NDB and the
potential absence of large staff dedicated to projects' execution oversight. Although the NDB states
that it will work with partners to address gaps in domestic systems and strengthen them as
necessary to make projects' and operations compliant with the bank's internal policies, it remains
unclear how the Bank can mitigate the risk of poor implementation of internal laws and
standards.

Development finance institutions, like the NDB, can operate more smoothly and better exercise
their roles in inducing changes if some pre-conditions are met, primarily the legal, regulatory and
institutional background against which they operate matters. Although countries proclaim
adherence to the SDGs, there is a need for national authorities to clearly articulate their
development strategies on sustainable infrastructure. These strategies need to address the still
considerable opportunity for improvements in national policy in key infrastructure sectors, such as
urban development, transport, and energy. Additionally, there is a need for stronger institutional
structures for investment planning, building a pipeline of projects that take into account
sustainability from the outset, and greater capacity to engage with the private sector under rights-
perspective partnership arrangements.

A key challenge for the advancement of the country system approach is the fact that some
developing countries are considering, or have already enacted, several changes in their legal and
regulatory frameworks that are effectively reducing the levels of social and environmental
protection. Brazil is an example with the ongoing disputes spurred by draft bills that would fast-track
licensing processes.”” With uncertainty in how developing countries are going to reshape their
social protection and environmental laws and policies, questions on the extent infrastructure
projects will address the economic, social and environmental pillars of sustainability emerge™” The
NDB policy on technical assistance, not yet made available to the public, may offer some guidelines
on the subject as to whether support will be given to strengthen the political and legal environment
atthe national level.

Yet, there are examples of good developments in national-level regulation. As previously discussed
in this study, China has embarked in a path to embed environmental and social elements in its
overseas investment policies — at least on paper. In 2012 the government approved the Green
Credit Directive, which requires Chinese banks to “effectively identify, measure, monitor and control
environmental and social risks associated with their credit activities” and recommends that funds
be suspended or terminated where “major risks or hazards are identified.” While there remain
guestions on the implementation of these guidelines, they show that there is concern among the
leadership about the environmental and socialimpact of the country's investments abroad.'”

45




46

Building Infrastructure for 21st Century Sustainable Development

A model for assessing the sustainability of NDB's infrastructure projects

This report proposes a model to assess the sustainability of NDB's infrastructure projects. Building
on the proposed model, a set of criteria and indicators would be constructed to capture the
transformative character of sustainable infrastructure projects in different dimensions. In line with
the principles that embody the sliding scale of sustainability (“Pragmatism, but not conformism”)
and the need to shift the debate from safeguards to incentives (“Incentivize, rather than regulate”),
the proposed model lays down the basis for assessing sustainable infrastructure projects not only
through the perspective of risk mitigation but also the maximization of positive effects.

The visual representation of the model consists of three concentric circles, emphasizing the non-
hierarchical character of the three levels of sustainable infrastructure one against each other: the
strategic, the tactical and the operational levels (Figure 2). To qualify as 'sustainable infrastructure,’ a
project would need to address the questions in each of the three dimensions. For instance, an energy
efficiency project that succeeds in incorporating a clean technology would not be sustainable if in the
course of its implementation families are relocated in a manner inconsistent with international
standards on forced displacements in the context of development projects.” At best, this
infrastructure project would be comparatively less sustainable that a similar project that addresses
more questions in the three dimensions.

Figure 2 — A model for assessing the sustainability of
NDB's infrastructure projects

1. Strategiclevel

» Does the project enhance competitiveness, connectivity
and openness?

* What is the project's contribution to broader development
objectives (including SDGs)?

* Isthe project designed to foster systemicinnovation?

2. Tactical level

* IsESGanalysisappliedinthe project?

¢ Are CSR, ethical and human rights standards used to assess
private parties' adherence to sustainability frameworks?

e Are country systems being strengthened?

3. Operationallevel
Are safeguards capable of preventing harms to communities
andthe environment?

¢ How is compliance with safeguards ensured? What are the
monitoring tools and indicators?

¢ Arefundamental rights being respected?

Source: elaborated by the authors

At the “strategic level,” the indicators should capture the project's additional benefits, or its
“positive spillover.” For example, an area suitable for flood protection can serve for other purposes
(i.e.: recreational uses, or to preserve cultural heritage, natural pastureland and a habitat for
wildlife)."” The strategic level comprises (i) connectivity, (i) multi-functionality, and (iii) complex
system thinking.

Connectivity points to the design, planning and management of the infrastructure system in a way
to strengthen it and its services, such as “re-connecting build up urban areas and improving
landscape permeability.””” This is based on the assumption that if managed as an integrated system,
infrastructure projects can deliver a larger range of benefits and mitigate a larger amount of
negative spillovers.



EMERGING OPPORTUNITIES

Multi-functionality is a core characteristic of resilient sustainable infrastructure. Multi-functional
infrastructure projects can catalyze benefits and spur social, environmental and economic
developmentin a given geographic location.””’ These functions must be explicitly considered instead
of beinga product of chance.”*This way, sustainable infrastructure projects can be considered a win-
win, holistic strategy tackling several challenges within a financially viable framework."”

Complex system thinking is linked to the multi-functionality dimension. It says that attention
should be guided to the adaptation and transformation capacities of the projects. An area suitable
for flood protection — for example — can serve for other purposes (i.e.: recreational uses, or to
preserve cultural heritage, natural pastureland and a habitat for wildlife)."* By considering
additional benefits that an infrastructure project could provide, above its main intended purpose,
multiple benefits can be derived through a single investment.*

The second level — or “tactical level” — describes the most efficient and effective actions for the
achievement of a project's goals. The tactical level connects the NDB with the reality of the
borrowing country. As a financial entity, the NDB can be enmeshed in situations of rights abuses by
its clients or contribute to abuses through its own activities.”” These could include the extension of a
loan to a project that affects indigenous peoples and is implemented without free, prior and
informed consent, or equity investmentina company that employs forced labor.

Financial institutions have a strong responsibility in promoting sustainable development by linking
the various economic agents through lending policies and direct investments.” According to the
UN Guiding Principles on Business and Human Rights, business enterprises and government
agencies should exercise their power of influence whenever they have some leverage over their
partners.”™ Failure to do so can amount to complicity with human rights abuses and give rise to the
obligation to provide remedy, for moral or legal reasons alike.

In this regard, a key role for the NDB would be to induce policy and behavioral change in
stakeholders with which it maintains commercial or other kinds of relationships. This would include
encouraging private and public partners to enhance their commitments and practices towards
sustainability. Fostering sustainability through various economic and social agents would require
that the NDB, as a profit-making entity, abides by widely accepted standards of corporate social
responsibility and respect for human rights. As a development partner, the NDB could help
strengtheninstitutional capacities and national systems of borrowing countries.

The third level — or “operational level” — comprises the application of safeguards, the monitoring
of projects' capacity to meet minimum requirements, and the existence of robust policies and
processes to ensure that rights are respected. Indicators and criteria at this level would capture the
performance of projects on the ground and the corresponding measures taken throughout the
project life-cycle to ensure that the project does no harm—understood hereto as the instrument par
excellence that sets a minimum floor of sustainability in infrastructure projects.
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5. Operationalizing Sustainable Infrastructure
Assessment in the NDB

Develop sustainability criteria and a sliding scale of sustainability

Interviews conducted as part of this project revealed how the different actors attach varied
importance to different criteria that would identify sustainable infrastructure. It also shows the
richness of the perspectives both within organizations of a same group (NGOs, think tanks, academia,
private sector) and among organizations in different groups. The research has shown that even actors
that in the public debate fiercely oppose 'traditional infrastructure' (such as fossil fuels-based power
generation or large-dams) have a pragmatic view about the transitioning to a world where sustainable
infrastructure will become predominant, thus endorsing the 'sliding scale of sustainability' approach
proposed in this report. However, it was also identified a widely shared perception that current efforts
and commitments by development finance institutions are insufficient to meet the universal goals of
ensuring dignity and basic rights to all and reversing climate change.

Figure 3 — What criteria could be used to assess sustainable infrastructure?

For the energy sector: , Rateresee . :
1) State-owned The criteria is not having any complaint

2) Diversified by communities and a robust EIA”

3) Stimulates local development
4) Participation of affected communities
5) Local experiences —

Private bank Sustainability Department staff

Secial Movement

“Importance of social criteria look at
compensation of livelihood where

1) Low Carbon disrupted and resettlement”
2) Provide Resilience
3) Promote S&E Inclusion NGO

Think-Tank

Source: interviews conducted between June-August 2017

The pragmatic but non-conformist approach (and the other principles laid out in the previous
sections) should form the basis for the development of criteria to assess the sustainability of NDB-
funded projects. It is fundamental that these criteria are concerned with encouraging participation
and partnerships. Through the engagement of multiple stakeholders in green infrastructure
planning and design, there is a greater possibility of building trust with between these
organizations and the NDB, creating greater resilient outcomes, and boosting information
relative to the potential emerging costs that were not available to non-participatory projects.
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Create multi-stakeholder task forces and reference group

In the critical early years of its existence, the NDB has focused on developing its vision statement
and designing strategies and policies to fulfill this vision. Yet the involvement of civil society™
throughout this process has been superficial so far. Although civil society groups from the BRICS
countries have on specific occasions interacted with the Bank, for example in the first two NDB
General Annual Meetings, direct engagement with NDB's leadership have taken place on an ad hoc
basis and most times upon the request of civil society organizations themselves.

As the NDB expands its operations and scales up its activities, civil society oversight and
engagement will be needed to ensure that the Bank remains innovative, inclusive, accountable
and transparent while retaining its lean structure. This is particular true when assessing the
cumulative and indirect impacts of infrastructure projects as well as their potential to unleash
medium and long-term social, environmental and economic transformation. As a legitimate,
established recognized stakeholder in development finance and multilateral policy processes, civil
society engagement with the NDB can be institutionalized to take on these and other relevant roles
going forward.

The current scenario where the NDB is still in its early stages of institutionalization creates a
unique opportunity to reflect upon what such engagement might look like considering the roles
different civil society actors are known to take on. In its five-year Strategy, the NDB acknowledges
that it has 'much to learn from the wealth of experience of multilateral and bilateral development
institutions, as well as civil society and academic organizations."® It also recognizes that 'greater
openness to NGOs, and more broadly to civil society, will encourage public discussion of the Bank's
activities, improving the quality of its operations and enhancing institutional credibility." It then
goes one step further by suggesting that 'partnerships with NGOs may, for instance, help NDB and
its clients broaden their knowledge on how to embed sustainability criteria in infrastructure
projects, taking into account local-level perspectives and sector-based standards."*

The NDB five-year Strategy also points that the Bank 'will engage in partnerships to strengthen its
capacity in research, knowledge-dissemination and technical assistance' by taking advantage of the
variety of knowledge institutions and learning platforms as well as drawing on research and studies
done by development partners, universities, think tanks and government agencies.® It then adds
that some of these organizations may also provide feedback on the NDB's strategy, policies,
procedures and operations.””

A diversity of views, not necessarily mutually exclusive, are beginning to emerge regarding the
role civil society could play vis-a-vis the NDB." On one end are organizations that are more critical
(or perhaps skeptical) of partnering with the NDB. These organizations tend to prioritize broad-
based consultations processes before and during policy and strategy development, as well as during
the selection and monitoring of projects. They are normally in favor of formal mechanisms for
lodging complaints and access to information requests, provided that they fill certain criteria, such
as universality in access. On the other end, there are those organizations who are more open to
engaging with the NDB more formally, including by operating as “service providers” to the Bank.
This could, for example, involve direct financial transfers from the latter to the former.

Amiddle-ground position could be described as civil society playing the role of the “critical engager.”
Under this scenario, civil society is amenable to making itself available as a resource for the NDB,
whilst at the same time also demonstrating its independence by offering critical and objective
insights and analysis.
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For example, this could include spearheading innovative thinking and mobilizing multi-stakeholder
coalitions to drive the implementation of NDB's policies and strategy, developing knowledge
platforms bringing together multiple actors of the civil society, and lodging requests for redressal in
case of alleged harms linked to the NDB operations.™

In the heart of the debate are legitimate concerns about the impartiality and independence of civil
society organizations to remain critical of (inter-) governmental bodies in a global context where
many countries are adopting regulations and practices that have the effect of “shrinking” the
autonomous space of certain strands of civil society, while emboldening others. Such concerns are
somehow reinforced by NDB's stance on interaction with certain groups of the civil society. For
example, inits five-year Strategy, the NDB states that it “endeavors to build a relationship of mutual
trust and cooperation with non-governmental organizations (NGOs).”** This statement, replete
with open-ended expressions such as “mutual trust”, “cooperation” etc., is far removed from a
statement that explicitly references the need to consult with potentially affected communities.
Hence, uncertainties arise at this point as to how inclusive any formal structure for civil society
engagement with the NDB will be.

Considering this enormous diversity, one way to proceed with the debate on the institutionalization
of civil society spaces inside and outside the NDB is to take on a “functional approach” of the roles
that can be assumed by organizations, social movements, grassroots, think-tanks, academia etc.
based on their different but complementary roles.” The use of 'blend modalities' should be
emphasized to maximize the roles of different groups of the civil society while retaining the lean
structure of the NDB. This could include, for instance, fostering collaborations between the NDB,
academia and non-governmental organization.

We are also beginning to note the emergence of various arrangements and mechanisms that
could form the basis of some of this engagement in the future.”” Two of such arrangements are
task forces and reference groups. Task forces are established to address specific thematic priorities,
for example gender, energy, sustainable infrastructure etc. Comprising different subject specialists
and NDB staff, these task forces would, among other things, provide policy advice to the NDB. The
reference group would serve as a platform for collaboration and consultation between the NDB and
CSOs. It could be described as aloose network led by a mix of Southern organizations (i.e. academia,
NGOs, foundations, peoples' movements, networks etc. from the BRICS countries, and possibly
other developing countries, as the Bank considers expanding its membership) who are actively
engaged with and interested in engaging more closely with the NDB and its future activities. It would
be an external structure, not integrated within the Bank's organogram, that could further evolve
towards a more structured network with a governance mechanism comprised of a secretariat and a
steering committee.”™

An incremental approach to institutionalize the NDB-civil society space could start with the
creation of task forces for the development of policy tools for the Bank - such as sustainable
infrastructure criteria and campsite index - that also address a need of the civil society. With time,
these task forces could deepen mutual trust, open new areas for collaboration, and evolve to
more formal structures representative of the BRICS countries and led by the BRICS countries like a
NDB-civil society reference group.”’ In the case of sustainable infrastructure assessment of NDB's
projects, one of such task forces could be created to further develop sustainability criteria*® and
have them appliedin NDB due diligence and independent assessments by civil society organizations.
Research institutionsin BRICS countries could act as “nodal centers” in this process.””
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While national dynamics cannot be ignored, attention must be given to structures that reflect a
global vision, are broadly discussed with different types of organizations, and have minimum
consensus among the five countries. A plan for NDB-civil society interaction could be developed
to further consider and implement such arrangements.”” Such plan could also consider the
creation of a dedicated budget line for initiatives with and/or related to NDB's own work with civil
society, and the review of NDB staff job description and key performance indicators to reflect this
engagement.”™

Define incentives for sustainable infrastructure projects

The role of incentives is crucial for the NDB to attract projects that are more in line with the
concept of sustainable infrastructure and that can generate positive transformation throughout
the project life-cycle. The greater the sustainability of the project — which could be determined
either via indicators and a sliding scale of sustainability —the more generous the incentive could be.
The reverse could also apply; clients that fail to integrate social and environmental considerations
into their project planning, could be deemed ineligible for loans.

Financial, non-financial, external and internal incentives could be developed for this purpose:
better loan conditions and differentiated services would make sustainable infrastructure projects
more attractive, while simultaneously disincentivizing projects that hinder the attainment of
sustainability goals.

Financial incentives: the NDB could deploy a wide range of financial incentives such as attaching
better loan conditions to the effective fulfilment of sustainability criteria. Projects that are more in
line with the concept of sustainable infrastructure could benefit from lower interest rates, longer
grace periods and more flexible repayment terms. Special credit lines and insurance against project
risks could be created.

Non-financial incentives: these could include project preparation facilities and technical
assistance, for example, via NDB regional offices. Unlike other MDBs, the NDB does not have a
concessional window. Normally, 'profits' from non-concessional windows are used to replenish
concessional windows. The lack of a grant-making institution opens an opportunity for the NDB to
either reduce loan costs (financial incentives) or employ 'profits' for other activities, such as
capacity building (non-financial incentives). In this connect, the NDB could offer technical
assistance to clients with outstanding performance.”” An alliance between the NDB and other
South-South stakeholders could thus leverage the Bank's capacity to deliver tailor-fit services to
borrowers.

External incentives: As noted earlier, a key driver of conflicts in infrastructure projects is lack of
proper consultations and involvement with local communities. In the context of infrastructure
investments, non-participation (and non-satisfactory participation) can be attributed to at least
three factors: because local communities cannot (resource dimension); because local communities
do not want to (dimension of preferences, engagement, interest, effectiveness, and perceptions);
and/or because local communities were not asked to (recruitment dimension).”” The NDB could
tackle this issue through the development of specific incentives to projects that ensure enhanced
participation and meaningful consultations with civil society and local communities. These could
include: provisions in the financed projects to ensure civil society participation for strengthening
substantial investments in capacity building; direct and indirect mechanisms for constant
involvement in all phases of the project life-cycle; and opportunities to involve certain social groups
from which one might not expect active involvement in public decision-making.
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Internal incentives: These incentives could be embodied mostly in the form of staff incentives. The
2017-2021 NDB Strategy provides that staff performance indicators and incentives will be oriented
towards risk evaluation, disbursement and outcomes, rather than just approvals.” Linking
remuneration of NDB personnel with the achievement of sustainability targets is essential to reduce
the 'pressure to lend' and to incentivize an assessment of projects through criteria that go beyond
the financial and economic return. Variable compensation should thus be linked not to number of
projects approved, but their quality and/or transformative potential.

Revise NDB's current thinking and positioning on gender

In line with the principle of gender responsiveness, the NDB needs to urgently revise its current
thinking and positioning on gender. As a first step, the Bank could consider developing a stand-
alone gender policy to further women's access to and control over economic resources and
promote women's employment. A multi-stakeholder policy taskforce comprising civil society from
the BRICS and as well as representatives of the NDB could be set up to collectively produce such
gender policy.””

Although the requirement for a standalone gender policy remains undisputed, the NDB must at the
same time also adopt measures to encourage the mainstreaming of gender considerations across
all of its operations. It is only through the adoption of a dual approach such as this will gender-
responsiveness truly stand at the core of the NDB's operations. To provide an example, the NDB
could mainstream gender considerations across the project lending cycle by systematically
collecting disaggregated data on how projects impact women, both on an ex-ante and ex-post
basis.”” This would ensure that project impact on women is assessed both prior to as well as upon
the completion of projects. This, in turn, would ensure that gender-responsiveness is not merely
treated as an afterthought, rather it is regarded as a lens through which the NDB approaches its
investments in sustainable infrastructure. In other words, for gender mainstreaming to be
successful, gender must be a fundamental building block of the NDB's current understanding of
sustainable infrastructure.

Finally, at the level of human resources and diversity in the work place, a hiring policy to
proactively ensure that female candidates apply for positions, particularly mid-level to senior-
level ones, should be put into place as soon as possible. The policy could be embedded in concrete
affirmative action, which could, for example, guarantee that a particular percentage of all positions
inthe NDB are occupied by qualified women. *”

Mainstream sustainability assessment and incentive system in operations

Competitiveness in the provision of development finance highly depends on the capacity to
mobilize resources at a lower cost. In the case of the NDB, 20 percent (USS 50 billion) of the total
authorized capital (USS 100 billion) is divided into paid in shares (USS 10 billion) and callable shares
(USS 40 billion). The remaining 80 percent is bond issued in financial markets. In the case of the
World Bank, 6 percent is paid in capital while the remaining 94 percent is mobilized in the capital
market or sovereign guaranteed. At the beginning of its operations, the World Bank also had 20
percent of sovereign funding. With time it was able to establish itself as an attractive lender and
reduce the government to private capital ratio.” This was possible through high-quality projects,
sound performance and good credit rating. Raising money from local markets is beneficial for NDB
and member countries, yet a costlier option compared to international markets. Investing in
sustainable infrastructure could ultimately result in a better credit rating for the NDB, thereby
expanding its capacity to leverage resources from financial markets at a lower cost.””
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NDB Regional Offices could play a key role in ensuring a pipeline of bankable projects that meet
criteria for unleashing positive and transformative impact. These criteria should work as
incentives that could be embedded in project preparation and implementation as well as in project
evaluation by NDB Independent Evaluation Unit.

In its Environmental and Social Framework, the NDB seeks to ensure environmental and social
soundness and sustainability of projects, enable clients to identify and manage environmental and
social risks and impacts in NDB's projects, improve development effectiveness and impact to
increase results on the ground, and facilitate cooperation on environmental and social matters with
development partners.”® However, the pressure for the NDB to lend tends to be greater than the
pressure for it to comply with sustainability criteria in the initial years of the Bank. Therefore, when
operationalizing sustainability criteria, the NDB could take a realistic and time-bound approach
with phased initiatives and targets over the next five years.”'

Promote convergence and serve as a “South hub” of good practices

The 2017-2021 NDB Strategy demonstrates that it attaches significant importance to a knowledge-
based approach to development thatis premised on two interrelated ideas. The first is the refusal to
abide by “top-down” doctrinaire and overly prescriptive concepts of economic and social
development that are not grounded on developing countries' experiences, priorities and needs.
The second is the recognition that the NDB will better serve its clients if it works with different actors
in the development community and builds on the best available practices of “traditional”
developmentfinance institutions.

In its Environmental and Social Framework, the NDB commits to promote the convergence of its
policies with those of its partnering financial institutions by way of adopting common approaches to
appraisal, environmental and social management requirements, monitoring and reporting.”” In
addition, the NDB intends to disseminate knowledge gained through its development partners.

Some concrete steps could be taken by the NDB to operationalize these commitments. First, the
NDB could address the current scenario of loose convergence on the concept of sustainable
infrastructure and its defining criteria. This would require that, in addition to linking the
definition of sustainable infrastructure with the achievement of the Paris Agreement and the
SDGs it explains how its Strategy further advances the achievement of the 2030 Development
Agenda and the Climate Change Accord. To lead by example and generate change in the ecosystem
of development finance from within, the NDB would have to mainstream its sustainability mandate
at multiple levels of its operations: (I) projects/loans; (ii) technical assistance; (iii) strengthening of
country systems.

Second, the NDB could build a collaborative platform for MDBs and Southern stakeholders on
sustainable infrastructure. This platform would include dialogue, information-sharing, studies and
other activities to enhance overall understanding on infrastructure and its contribution to
sustainable development. As a practical recommendation, the NDB could establish a Centre of
Excellence on sustainable infrastructure, engaging with the academic and civil society, to ensure
that latest techniques/technologies are known to the bank and can play a role in creating
incentives for loan allocation. This can guide the bank's sustainable infrastructure policy by setting
up guidelinesand recommendations.
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Good practices

There are examples of good practices within Multilateral Development Banks of tools that help
to promote the dissemination of information on sustainable infrastructure, including standards
to evaluate the sustainability of projects, indicators and valuation methodologies.

(i) IFC's Commdev: a curated repository for information on community and sustainability
issues related to extractive industries, agribusiness, forestry and infrastructure sectors
(such as hydropower);

(i)  IFC's Financial Valuation Tool for Sustainability Investments: helps companies to calculate
financial costs and returns of sustainable investments;

(iii)  IFC's Oiland Gas Industries Atlas: how these industries can contribute to the SDGs;

(iv)  World Bank's Energy Efficiency Indicators: development and application of energy efficiency
indicators in the core strategic and funding activities of development finance institutions




BUILDING INFRASTRUCTURE

6. Building Infrastructure for 21st Century
Sustainable Development

The NDB's efforts to promote what it broadly labels as 'sustainable infrastructure' is both welcome
and laudable. However, as an institution thatis now only in its second year of operation and which is
stillin the process of pioneering its own unique approach to development financing, the NDB will no
doubt be confronted with a number of challenges along the way. Questions persist around how
exactly the NDB will define, build, measure and monitor sustainable infrastructure, how it will
incentivize investments in sustainable infrastructure and whether and how it will formalize its
engagement with the many stakeholders both engaged in, and directly impacted by, the
development process.

This paper sought to demonstrate that the NDB can innovate in the field of development
cooperation and infrastructure financing by building on existing global norms and standards as well
as adapting best practices and lessons from multilateral development institutions and
organizations to its own context. To realize this goal, the NDB will need to look into the following
building blocks:

* Understanding sustainable infrastructure: the emphasis on each pillar of the sustainable
development triple bottom line needs to be nuanced to reflect each of the BRICS' national
development priorities. At the very least sustainable development would need to abide with
certain minimum, universally-agreed principles relating to the protection of human rights as
well as the environment. Sustainable infrastructure should not be assumed to be synonymous
with green or renewable energy projects, and neither should traditional, physical infrastructure
be assumed to always be unsustainable.

« Laying down the principles for sustainable development: the NDB should adopt a pragmatic
approach by focusing on Bl projects that address local problems and assist countries in their
transition to a low-carbon economy. At the same time, the NDB should build on the experiences
of the BRICS countries to design financial and other forms of incentives, establish meaningful
participation and consultation processes with civil society, and ensure a gender-responsive
approach to sustainable infrastructure to catalyze positive and transformative development
impacts. Strengthening country systems would lead to greater country ownership, and robust
socialand environmental management.

« Developing a model for assessing the sustainability of NDB's infrastructure projects: the NDB
could define, build, measure and monitor sustainable infrastructure criteria, and consider the
creation of a composite index to assess the sustainability of NDB funded projects. It will need to
address areas that are currently overlooked by development finance institutions, such as
territorial planning and the use of financial and non-financial incentives, to increase the supply
and demand of sustainable infrastructure projects.
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In order to guide the NDB during its strategy implementation phase, the various
recommendations in this report are synthesized in the form of a road map that the NDB could
follow in the short, medium and long-term (Figure 4). Building institutional structures that allow
for a deeper engagement and dialogue with the civil society would be key for the NDB to deliver its
mandate. A plan for NDB-civil society interaction with dedicated budget could be developed to
consider and implement arrangements like multi-stakeholder task forces and a reference group.
The NDB could also create concrete mechanisms to achieve its objective of serving as an incubator
of strategies and applied knowledge on sustainable infrastructure and sustainable development.

The NDB has an unprecedented opportunity to unlock new funding and catalyze a bold, new
approach to development, both within the BRICS as well as other developing economies of the
Global South. This would represent a major shift in the way environmental and social standards are
conceived in the international financial architecture, ultimately moving beyond do no harm's and
bottom lines to unravelling the “new” inthe New Development Bank.

Figure 4 — A proposed road map for the NDB

* Elaborate aplanfor NDB-civil society interaction with dedicated budget \

e Setup multi-stakeholder sustainable infrastructure and gender taskforces

e Collectcivil society inputs on Strategy implementation

e Establish consultation processes with civil society and local communities
throughout the project cycle

¢ Develop criteria or indicators to enable the design, implementation and
evaluation of NDB’s sustainable infrastructure projects

Short'term * Develop a ‘sliding scale’ of sustainability and composite index to guide NDB
lending operations
2018 e Developastandalone gender policy
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engagement with civil society
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e Midtermreview of NDB's 5-year strategy
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Medium-term
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* Review of sustainablity criteria for more ambitious goals ('tightening' of
criteria)

« Revisit priority sectors and instruments
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Annex | — Projects approved by the NDB as of September 2017

(China;

EDB/IIB
(Bussia)

1]

=
&l

EFF

il

AMOUNT

USD 250 m

RMB 525 m
(USD 81 m)

USD 300 m

USD 180 m

USD 100 m

USD 350 m

RMB 2 bn
(USD 298 m)

RMB 2bn

(USD 300 m)

USD 200 m

USD 460 m

SOV. /NON-
SOV

Sovercign

guaranteed

Sovereign

sovercign

Sovercign

guaranteed

Non-
sovereign

Sovereign

Sovercign

BORROWER

Canara Bank

Govemment of
India

PRC
Govenment

PRC

Govemnment

India

Govemment of
Russian
Federation

GUARANTOR

Govenment of
India

Government of

END-USER/ LENDING TARGET DEVELOPMENT
ON-LENDEE MODALITY SECTOR IMPACT
Sovercign :., 5:;, MW renewable
Sub-projects guaranteed: enerzy (wind. A
— Avoided 815,000 t
3 tranches solar etc) COyear
Shanghai
Lingang Hongbo Sovimd Rencwable ~ 100 MW Solar
New Energy m::n energy (solar = Avoided 73,000 t
Development L rooftop PV) CO2fyear
Co. Lad.
“ﬁ m:: R % — 600 MW renewable
Sob-pegeces mtemediory  encrgy (wind, S0 ) g 000 4
(NFI): two step  solaretc)
COyear
loan
— 670 MW renewable
Savereign Rencwable energy cvacuated
ESKOM guaranteed energy (transmitted)
project loan (transmission) = Avoided 1,300,000 t
CO2vear
Nord Hydro- i Renewable — 495 MW renewable
Bely Porog ~ : L energy (hydro-  energy
other fl;'IFn' = power) = green — Avoided 48,000 ¢
subproject(s) loan F fwa sy encrgy CO2'year
Sovereign Upgrading — About 1,500 km of
“mﬂ““"‘“ °'h project finance  major district ~ MDRs will be
MadnyaPradesh g iy roads ungraded
Fujian e "
Investment and Senensbio et
Dovelopment Project koan encrzy (wind — Avoided 869,900 t
Growp power) COycar
Sub-project PIUs ; Water, RpeYee e
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MoscowCity transparcacy and
e Savercign Social cfficiency, and
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Service



Annex Il — Research questions

Questions for the benchmarking:

How does the organization define sustainable development?

What type of infrastructure does the organization finance/focus on? (e.g.
sustainable/traditional, sectors, specific type of infrastructure)

How does the organization define sustainable/traditional infrastructure? If no formal definition
exists, whatis the logic behind portfolio allocation?

What does sustainable infrastructure mean for different sectors? If no formal definition exists,
whatis the logic behind each sector?

In the case of traditional infrastructure, is there any reconciling element or mechanism to
offset/mitigate socio-environmental impacts?

Does the organization have indexes/tools to measure sustainable infrastructure? What are
they?

Questions for the analysis:

Whatis being repeated across the organizationsin this group? What is missing?

What are the main lessons for the NDB?

What are some of the recommendations? (i.e. what the definition of sustainable infrastructure
should contain? What could be possible core indicators? How could the core indicators be
mainstreamed into Bank's operations?)
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