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Our partners

Shift South East Asia (Shift SEA)

The Shift SEArojectand its partnerencourage the shift of financial flows away
from fossil fuels into low carbon energy in Vietnam, the Philippines and
Indonesia by engaging with the relevant stakeholders to support the adjustment
of national policymaikg, investment frameworks and international financial
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informationon the projectand partnersvisit:

https://www.e3g.org/library/shift -SEAfinanciatflows-investinglow-carbon
developmentsoutheastasia

Supported by:

% Federal Ministry for the
Environment, Nature Conservation,

and Nuclear Safety

based on a decision of the German Bundestag

Federal Ministry for the Environment, Nature Conservation and Nuclear Safety
This project isupported bythe International Climate Initiative (IKI). The Federal
Ministry for the Environment, Nature Conservation and Nuclear Safety (BMU)
supports this initiative on the basis of a decision adopted by the German
Bundestag. More informatiorhttps://www.bmu.de/en/
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Executive Summary

Southeast Asia is one of the most vibrant and fastest growing economic
regions in the world. Demand for energy services is growing extremely fast
since 2000 overall energy demand has grown by more than 80 per cent and the
vast majority of this growth has been met by a doubling of fossil fuel use.

Thisreporth & G KS FAYIFf NBLR2NI F2NI I LINR2SOi
to acceleratetheeB NH& (NI yYAAGA2Y Ay +ASGYylIYZXZ Ly
These countries were selected as the focus because as of July 2019 they
collectively had a total of 49 GW of coal in their pipeline (announced, pre

permitted and permitted); in addition to 25 GWinder constructionThe energy
systems in Vietnam, Indonesia, and the Philippines are becomamng not less,
dependent on fossil fuels, and in tutineir reliance on energy imports

growing The projected increase in fossil fuel consumption, partidulenal,

would lead to a 66 per cent rise in £&nissions to 2.4 gigatons by 2040. Put

simply, shouldhey build the coalfired power plants currently in their pipeline,

the ParisAgreementgoals cannot be met.

Southeast Asia is the only region in tlwerld where the share of coal in the
energy mix increased in 2018. In the same year Jtiergovernmental Panel on
Climate ChangdPCCissued a special report effectively saying there is no more
atmospheric room for the emissions from coal power plahtge want to reach

the 1.5 degree temperature goal set out by the Paris Agreement, and it is
imperative that we do given the impact on lives and livelihoods if we stick to 2
degrees and overshoot. To this end, the task in hand is to decarbalhise
econonies so that they produce net zero emissions by 2050.

Southeast Asias a diverseand dynamiagegiongrowing in economic weight and
carbon footprint, egéspite possessing extraordinary renewable energy resources,
and having already benefited from their fallj costs and many positive early
deployments In order to compete in a low carbon world, and hasten its onset,
regional collaboration must be strengthened. In their 2019 regional outlook, the
International Enegy Agency IEA paints a picture of two veryifferent scenarios
out to 2040. This is one model of many, but it is a stark illustration of the
strategic choice.
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E BG The first IEA scenario is based on policy frameworks and ambition in place today
¢ it is called the Stated Policies Scenario (SPS). I8RISe the share of
renewables in power generation rises from a base of around 24 per cent of
power generation coming from renewables today (18 per cent of which is
hydropower) to 30 per cent. This places Southeast Asia far behind China, India,
and other Asan economies and would result in a net energy trade deficit of over
USD 300 billion per year and 650,000 annual premature deaths associated with
air pollution, up from an estimated 450,000 in 2018. This path means that the
carbon intensity of Southeast AsQ& L2 6 SNJ ISYSNI GA 2y Ay TFN
NBalLR2yairofS FT2N I Y2ail-rektedemissbis, up fio® I f 2
42 per cent today. Pause for a moment and reflect on that. Southeast Asia would
be trending in the exact opposite direction obst other parts of the world,
where the share of energselated emissions declines as they replace fossil fuels
with renewables, cut demand and electrify.

There is an alternative low carbon development pathway for Southeast Asia. The
L9! Qa h dzits che possiblevidBidd bfavhat that could look like. In their
Sustainable Development Scenario (SDS), coal demand peaks after 2020 and is
cut by 80 per cent relative to the scenario outlined above. The share of coal in
electricity generation falls to 4 peent in 2040. From the base of 24 per cent in
2019, in this scenario the share of renewables in generation triples to around

70 per cent in 204Q cutting the current emissions trajectory by 50 per cent with
this one measure alone.

The IEA providesragional outlook and we know there are big variations
between countries. Indonesia is a juggernaut compared to some other
economies in theAssociation of Southeast Asian NatigASEANand warrants

its own analysis. &t all countries will follow the samgathway or trajectory
Finding ways to workt the regional levels importantto more efficiently share
learning,build capacityandthen support countries to make progress in the areas
that resonate mostThe region has considerable potential for rend@leaenergy
and faces a strategic choice: to continue on the high carbon development
pathway and become an outlier, or switch to a low carbon model of growth and
request the development banks and international donors support them to
modernise their economgfor the future.

This report considers the political economy conditions and dynamics in Vietnam,
Indonesia and the Philippines in order to identifig political and institutional
barriersthat currentlyprevent Vietnam, Indonesia and the Philippines from
throwing their pditical weight behindhe sustainable development scenario.
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It suggests a number @fiority actionareasto tilt them towardsbuilding a
modern energy system and low carbon econganyd sendhg clearcut and
long-term market signals to unlock financisdws.

We start by asking why they should cavée argue thaietnam, Indonesia and

the Philippines shouldee it as critical to their national interest get ahead of

global forces and remain competitive in an int@mnected system of trade and
finance. The global investment landscape is changing fast with a growing number
of countries, companies and central bankers embedding practices to r@imi
financial jeopardyrom climate riskand maximse flows to low carbon economic
activity and assets. Tratisining to cleanhome-grown energy sources would
enhance energy security and save the public purse from having to cover the
delta between expensive fossil imports and artificially chieegbprices.

There is a global and regional trend away from codl tamvards renewables in

the energy mix. Incremental steps are proving inadequate to meet rising public
concern over air pollution or demands from younger generations for faster

Oft AYFGS FOGA2Y YR FYoOAlGA2Y ® WhSG %SN
found that achieving the 1°&target requires emissions to decrease to net zero

by 2050 .Minimising dangerous domestic impacts of a warming warld

Southeast Asia is one of the most vulnerable regmmrexjuires collective action

BEvery country is expectetb implement their nationally determined contribution

in the global fight against climate change.

We know the characteristics of a lewarbon energy transition: a major focus on

energy efficiency, a massive scale of renewable energy, and investment in

flexible grids that can power a modern vibrant economy. Phasing out of fossil

fuel subsidies and electrification of systems like transport are also critical

St SySyliao ¢KS aOASyOS GaStfa dza ¢S R2yQ
what is requireds a transformation of the whole economy with a compelling

and holistic package of reform measures including an industrial strategy, labour
policy and revised social contract.

Choosing to pursue a low carbon instead of a high carbon development pathway

is not as easy as it may sound. For example, coal is an energy input but also an
AYLEZNIS 2NJ SELERZNI O2YY2RA (& AwfedingbR2y Sa
the systemandll @S dzy RSNLIAYY SR (GKS N&BBR2Y Qa AY
G§SOKYAOLt OFLI OAGE O0dAftRAY3I FE2yS 462y Q
business as usual manifests as a real drag on the transitienextent to which

the government is entangled vtthe high carbon sector can impede progress,
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as doe<gorruptionwhichis often present. Managing an exit from coal assets
involves significant losses now for the governments of Vietham and Indonesia,
versus a risk of stranded assets at some future time.

Five priority action areas

In Part 20f thisreport, we suggest a framework of five priority action areas to
address the most critical barriers and help positibasecountries to maximise
value in the transition to a low carbon world.

1. Creat a big vision and whole economy approach

Building a modern economy of the future for a growing middle class and the next
generation of educated young people inherently has to be low or zero carbon
and powered by regional modern renewable energy systemesaibengation is

not the only driver for change and can be framed as an optimistic vision of the
future; other meta trends such as digitstion, decentralisation, and

demographic changes are having a big impact on what the future will look like.
These a@ seismic shifts affecting the whole economy, not just the power sector;
they present big opportunities for the young generations coming of age in
Southeast Asia, or big risks if the governments fail to respond or resist.

2. Focs on competitiveness andull-cost benefit analysis

As the world enters a zercarbon paradigm and the IMF is preparing to

integrate climate risks in their countigvel economic assessments, the case
becomes more compelling that Vietnam, Indonesia and the Philippines invest in
developing low carbon supply chains and energy systems, if not for climate
reasons, then to protect the future competitiveness of their economies. As
technology takers, dependent to varying degrees on being competitive in the
global marketplacgthis is a dtical lever that needs more serious consideration.
A lot of innovation is happening to reorient the financial ecosystemvhich
Vietnam, Indonesia and the Philippines are paying close attention. For example,
there are variousnultilateral collaborationsvorkingto green the financial

system and identify, measure and manage climatated risk; the International
Platform on Sustainable Finanisavorking to reorient capital flows and reduce
friction to low carbon assets and activity.

3. Build confidencerom the bottom up through atscale demonstration

projects and proof points

As a priority, we need to decouple economic growth and energy demand with a
major drive to do more with less energy. Saving consumers and businesses
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money in theory is politicallpalatable; yet utility business models and fossil fuel
subsidies weaken this link currently. Hopefully the economic and
competitiveness arguments in favour of a major energy efficiency drive will win
over decisioamakers and give them confidence for ateagransition to
renewablesAs an illustration, one of the fastest growing uses of electricity to
2040 is space cooling: its share in peak power demand is set to rise towards 30
per cent in the region by 2040.

There have been promising signs of progrestéi 2 6 dzAf R 2yY A SOy
feedin tariff scheme secured 4.5 GW of solar in a matter of months and

/' 1 YO2RALFIQa NBOSyl cn a2 az2ftl Nthe dzOGAz2y
cheapest yet in the region. These and other proof points reverberate arthend

region building confidence and tapping into competitive forces within and

between ASEAN neighbours. We need to invest moeecmmmunications

apparatus to aggregate and amplify these signals-iikeled diplomatic

coalitions and learning platformgealso critical to give political and financial

actors the confidence to take a leap of faith and commit to a low carbon future.

4. Provide an exit strategy to high carbon actors and assets

The level of fiscal entanglement has to be painstakingly thotigbugh and a
conversation opened about how to ease the capital destruction for governments
transitioning to the low carbon development paradigm. A structured financing
mechanism might enable Indonesia and Vietnam to restructure their debt and
convince tlem to phase out fossil assets, invest in green and the grid instead,
and align with the Paris deal. This is of fostler importance and warrants
further research and dialogue. More robust support structures are needed to
protect the public from climatempacts and prevent backlash to social and
economic disruption from the transition; and stronger and more diverse
coalitions can counter the fossil lobby and demand faster and more
ambitious action.

5. Build the institutions for longterm change

The fifthpriority areashould includestronger governance and coordinating
mechanisms. These are necessary to drive the transformation required.

We suggest investing in new leadership training platforms to reach the next
generation of decisiomakers and startng now to raise theiconsciousness

of the stakes involved and the shape and scale of global transformation required
to delivera low carbon futureWe also need dedicated green national banks
andinstruments as well as low carbon professiorsgrvices; such asurban
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everything.

Since this is a question of global significance, donor governments and
philanthropic foundations need to coordinate for more efficient and effective
delivery of international support. The bilateral and multilateral development
banks have committed to align their operations with theiBP#greement, but
we argue they need to go mudcarther and do more with their public budgets
and mandates to deisk and dwe the transformative agenda. This is their
raison datre.

This report is targeted at decisianakers regardless of where they sit in the
system. Visionary and creative leadership will be required to address the most
critical barriers to builothg amodern energy system and a low carbon economy
in Southeast Asid’he benefits of pursuing decarbaeation range from the
pragmatic, such as greater energy independence; to the economic, such as
enhanced competitiveness and access to capital; to the palgiclean air and
future jobs for citizens; to the existentiglminimising risks to the most
vulnerable individuals and vital ecosystems.

Ultimately it is up to the governments of Vietnam, Indonesia and the Philippines
to decide topursue a new devefament paradigm that leapfrogs the carbon
intensity of the Industrial Revolution and make palitical priority topivot

towards clean, affordable, reliable and sustainable energy for the @&tdury.
Based on our extensive engagement in the regienoffer severalideasthat

can help delivethe paradigm shift.

Recommendations

If Vietnam, Indonesia and the Philippines are to modsrtineir energy systes)
the 2020s must be the decade of acti@ur main recommendations include:

> Develop a transition mechanism to take account of the capital destruction
from an accelerated energy transition.

> Connect financial decisiemakers and regulators in the region to the
international initiatives designed to enhance transparency and disaosur
of climaterelated risks.

> Align with or agree a shared language for green investments by connecting

GKS 1{9!'b OFLWAGIE YIN]JSGaQ RS@St 2LIVYS)
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Sustainable Finance/hich includes China, India, and thg Bnd aimgo
movecapital in the right direction at speed and scale.

> Useforeigndirectinvestment and public pressure to decarbsmi
international supply chains to change norms and behara@nd keep the
region abreast of discussions around border carbon adjustmentshentike.

> Use patient capital from national and multinational development banks to
de-risk the transition, underwrite a pipeline of low carbon assets and set new
norms in the process. Development banks have to go beyond aligning their
operations with theParis goals, as we argue in our rep&anking on Asia
with specific recommendations for the six banks most active in Southeast
Asia.

> Choose; unequivocally to switch to a low carbon development pathway
and send clear lorterm market signals by publishing, for example, coal
phaseout dates, a londerm strategy with a carbon neutrality deadline, and
a low carbon infrastructure plagthat invedors say they need from
governments in order to shift financial flows.

> Doubledown on energy efficiency and decouple energy demand from
growth. All actors must emphasise the competitive advantages of decoupling
and drive industry to join initiatives suets EP100 and ISO 50001 to consume
energy in a smarter way, reduce costs and boost competitiveness.

> Develop and implement ambitious national cooling plans to provide
populations with supegfficient cooling services.

> Channel all investment to industriegahnologies and infrastructure
compatible with a net zero world. All new infrastructure has to be built to
handle this new normal.

> Position SEA as a renewable energy hub. Models vary but most indicate that
GKSNBEQa NRB2Y T2 MNdrmvraitigdion thanNdvrgnByPphaninedy S I NJ
in Vietnam, Indonesia and the Philippines by taking advantage of the
economic, social and technical feasibility of solar energy, wind energy, and
electricity storage technologies.

Whichever way these economies choose to develop the investment needs are
enormous. The IEA in their 2019 regional outlook estimate the cumulative
investment needs over 2019 to 2040 is over USD 2.5 trillion in the Stated Policy
Scenario, rising t/SCB.3 trillion in the Sustainable Development Scenario. This
breaks down to an average annual capital spend®D120 billion for the SPS or
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USD150 billion for the SDS, over the period 2019 to 2040. Investment in
{2dziKSIad ! aAl Qa Sy S NHESHGSHBD.TH Nghdry HnAamy
investment needs of the SDS are more than compensated for in savings

elsewhere: for example, Southeast Asian econorogsgd collectively save
nearlyUSD200 billion annually on fossil fuel imports by 2040. Put this way, it

seans an obvious choice which path to invest in and put political weight behind.
Either way, it will have profound consequences on their citizens and the globe.

Trying to rewire what is hardired into a system ioughwork. Energy
transitions in other pas of the world can offer valuable guidance and
encouragementThe status quo has so many vested interests. It is political.
There are multiple opportunitiesn the horizon where actors can watd
change the optics and open up the politics for more arobgiregional

outcomesA Y Of dzZRAY 3 +A Syl YQa OKIFIN2Mta & KAL) 2

year when governments are expected to upgrade their climate actions under the
Paris AgreementChina plays host to the Convention of Biodiversity COP around
the themedEmlogical Civilization: Building a Shared Future for All Life oné&arth
and Japan hosts the Olympics. Botarrant further explorationThe relocation

2T LYR2ySail Qa OI LA G IstuniGuedpgortufityd® wuildwl { | N

and showcase&vhat a lav carbon Asian city of the future can look like. New
leadership at the sianDevelopmentBank (ADBanmove thelow carbon
transitionand climateriskshigherupthe 2 NH | Y A agenild\ag iyh@siat the
International Monetary Fund.

There are no simple solutions, and certainly no silver bulléth some genuine

political leadership in the region, international cooperatipublic-private

partnerships, and a big push to find and finance lesgale clean energy

opportunities, SEAcoil 6 SO2YS GKS g2NI RQa ySg NBY
Becominggreenis not an obstacle tgrowth, it is a requirement for it.

So goes Southeast Asia, so goes the world.
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There is no risk
free option, but
some options ope
more opportunitie:
than others.

Introduction

Despite the extraordinary scale of available renewable energy
resources, tha rapidly falling costs and positive early efforts on
their deployment, countries throughout the region are choosing
to continue down a high carbon development path, in some
cases ignoring the significant upsides in reducing their
dependence on importedoksil fuels and the massive social,
health, and environmental benefits that come with a cleaner
energy system. Investors are making decisions that could add
oAfftAZ2Yya (2 GKS NBIA2yQa (NI ya.
quickly rebalance in favour of cleanergy deployment and to
intensify efforts to decarbosiethe economies in Indonesia,
Vietnam and the Philippines?

Background

Southeast Asia is one of the most vibrant and fastest growing economic regions
in the world. The regional economy gré&mper centin 2018¢ 7.1 per centin
Vietnam, 5.2er centin Indonesia and 6.@er centin the Philippines.

Its rapid rates opopulation growth, rising income and urbiagtion hasmeant

that overall energy demand has increased by 80 per cent since 2000, the bulk of
which has been met by a doubling of fossil fuel use, and will continue to grow by

60 per cent to 2048Southeast A Q&4 INR G K Ay St SOGNROA
6 per cent a year, among the fastest in the world and shows no signs of abating.
Thecritical question is: What mix of energy supply will countries choose to plan

for and pursue, or will investors finance ovtbe coming critical decades?

This is a question of global significance. Realising the Paris Agreemertbgoals
limit the increase in global temperatures above fifeR dza G NA I £ | @GS NI 3 ¢
0St26¢ Hc/ ® YR LlzNBdzZS STFF2NIa& F2N mdp

1 World Bank Data (2018)ttps://data.worldbank.org/

2 Southeast Asia Energy Outlook, International Energy Agency @@i€)/webstore.iea.org/southeast-asiaenergy
outlook-2019

3 lbid
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in investment decisioimaking and financial flows from high carbon to low

carbon investments including clean energy, electric transport, and reibicent
buildings. If countries in Southeast Asia choose to continue to plan and build the
coakfired power plants currently in their pipeline, the Paris goals cannot be met.
Notwithstanding the negative impacts on their local populations and economies,
we all have a stake in this decision.

It is, after all, a strategic choice. Decisioakers with political power in Vietnam,
Indonesia and the Philippines need to make choices between different
development paths and each come witkeir own set of risk&nd opportunities
There is no riskree option,but some options open more opportunities than
others.In their efforts to bring their large populations out of poverty, Vietham
and Indonesia have historically relied on lasgale fossil fuebased industal

and power projects, much like the rest of the world until the emerging low
carbon economic transitiorAsia accounts for 7per centof the global demand

for coal? While China, India, Japan and South Korea are some of the largest users
of coal, Southast Asia was the only region in the world where the share ofcoal
fired power generation grew last yeailhe rapidly growing share of coal in
electricity production in Vietham, Indonesia and the Philippines is illustrated in
Figurellunder Annex I: Political Economy Mapping.

Amongst Southeast Asian economies, Indonesia, the Philippines and Vietnam
have significant pipelines for new coal power infrastructure development. As of
July 2019, coal power projects in the pipeline (announpeepermitted and
permitted) in these three countries totalled 49 Gythis is in addition to the

25 GW currently under constructidrFossil fuels currently account for three

j dzZ NIISNAR 2F {2dziKSFad !'aAirlQa aGzalrt SysS

without policy and investment change much of the growing energy demand will
be met by an 8@er centincrease in codiired power generation by 2040,

resulting in @6 per cent rise in G@missions to 2.4 gigatons by 204This is

one potential pathwayBut ¢l Y R A  Q §it place® So@hedstiasia as an
outlier lagging far behind China, India and other Asian economies; it results in a
net energy trade deficit of over USD 300 billion per; and causes 650,000

AWCKS 902y 2YAal 0OHAMpthrEel) W2 ANTIIS NBA 25 dzlK S| R NG i2N3Aaa 02 f QX
https://lwww.economist.com/asia/2019/08/22/asia-digsup-and-burnsthree-quarters-of-the-worlds-coal

5¢KS 902y2YAald o6wvAnmdO I -jW NS NBA 28 dzlk SI R NG i=NBAE ORK NRS
https://lwww.economist.com/asia/2019/08/22/asia-digsup-and-burnsthree-quarters-of-the-worlds-coal

69y R/ 21t OHAMGO I httpg:/Endooal.okdglobalidoalplaat-fracke s @rimary-statistics/

7 Southeast Asia Energyflbok, IEA (201Nttps://webstore.iea.org/southeastsiaenergyoutlook-2019
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Financial actors
have acritical

role to play
regarding the
direction of future
investment flows
in Southeast Asia
their capital
allocation
decisions
determine how
fast economies ce
decarbonise

premature deaths; annually¢ because of idoor and ambient air pollution, up
from 450,000 in 2018.

{2 GKIFI{iQa 2yS 2LWA2y®d ¢KS L9! OFffa
because it describes where the region is heading based on policy frameworks
and the level of ambition today.

If govenment decisiommakers keep on this path the carbon intensity of power
ISYSNIGA2Yy | ONRaa (GKS NBIA2Yy g2dzZ R
total energyrelated emissions, up from 42 per cent today. Pause for a moment
and reflect on that. Southast Asia would be trending in the exact opposite
direction of most other parts of the world where the share of energiated
emissions decline as they decouple energy demand from economic growth, cut
energy demand, replace fossil fuel with generation fn@mewables and expand
electrification.

An alternative pathway for Southeast Asia would be to puEsnew

development paradigm that leapfrogs the carbon intensity of the Industrial
Revolution, and leads the rest of the world towards clean, affordablghie,

and sustainable energy for the 2Xsntury. The changes required to

decarbonse electricity generation, not to mention other economic sectors, at
the scale and speed necessary to be consistent with the Paris Agreeament,
difficult to imagine, ad even more difficult to deliveDecisioamakers would

need to overcome the incumbency of existing market structures and regulatory
systems; deeply entrenched economic and financial interests and institutional
habits; and the need to maintain social swppin the process of transition.
Overcoming this economic and social disruption would require visionary and
creativeleadership. Leaders will have to be keep theirsye the prize. The
significant upsides range from the pragmagigreater energy indepsdence; to

the economia; enhanced competitiveness and access to capital; to the political
¢ clean air and future jobs for citizens; to the existengiahinimising risks to the
most vulnerable individuals and vital ecosystems.

On a daily basis, decisionakers are weighing these costs and benefits and
committing their political and financial capital either to the lockimgof a high
carbon development pathway, or alternatively the transition to a low carbon
economy.Financial actors are political actors in this context and have a critical
role to play regeding the direction of future investment flows in Southeast Asia:

8 Ibid
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The reality today
is that becoming
green is not an
obstacle to greate
growth, wealth
and weltbeing

it is a requirement
for it.

their capital allocation decisions ultimately determine how fast economies can
decarbonge and bend the emissions curve. Tgmmnomics implicit in these
choices and their inherent risk is influenced by the signals sent by governments
and market sentiment of the future. A whole set of interlinked forces are moving
to shape those signals and shift the national and global comexhich

investment and political decisions are being made. For example, the science is
increasingly clear about the future impacts of a warming world: we can already
see what is in store.

Actors throughout the financial system are heeding these warnings and
beginning to price significant fossil fuel market and climate risks into their
investment decisions andsk modelsRegulators and central bankers are urging
precautionary measures to minisa the risks of a climateelated global financial
crisis they see brewing on the horizon, including the growing risk of significant
coal stranded asset&overnments in tnam, Indonesia and the Philippines,

and indeed elsewhere in the world, have to make complex decisions today in the
face of a shifting risk assessment environment. Implicit in which energy system
they embrace is whether they are determined to at leagttty get ahead of the
changing landscape and shape the forces in their national best interest, or
AYadadSIFER FTR2LI | Wgl Al | YV Rtean®I®dy thendLINR | O
The reality today is thatecoming green is not an obstacle to greater growt

wealth and weklbeing it is a requirement for it.

The task of managing an orderly transition is unprecedented one country

has ever done it at the pace and scale now required by the climate challenge,

and no one country is currently doing enougthmoving quickly enough to

rewire their economy in pursuit of the Paris Agreement temperature goals. Some
countries are of course further progressed along their decaidsbion journey,

and many are ready to share their success stories and their struggles

Vietnam, Indonesia and the Philippines as an inpyt # dzii K S | jauiney! & A | Q&
toward a lowcarbon and resilient economy for their populations.

Purpose of the report

Since its inception in 2004, E3G has been working to accelerate the global
transtion to a low carbon economy and climate safe woie have studied the
political economy dynamics of over thirty countries and discovered that often
the most critical barriers to achieving the structural change we reatthe

pace the science requireglies outside the tight climate and energy circles and
cannot be effectively addressed with a narrow technical focus on climate targets
and trajectories.
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In our study of transitions around the world, it appears that the systemic and
structural issues caonly be addressed by thinking through and finding ways to
address the political economy conditions and concerns that decrsiakers face
in choosing which development pathway to pursue. Without careful
consideration of the political nature and stickisesf decisiormaking and a
deeper understanding of how national politics affect the economic choices in
Vietnam, Indonesia and the Philippines, diplomatic approaches in favour of
energy system decarbas#ion are likely to be limited in their success.

That is the purpose of this contribution: to consider the political economy
dynamics influencing decisions over which energy source to choose to power
their growing economieslhe report is structured in two hats Part One

considers why/ietnam, Indonesia and the Philippingsouldincrease the pace

and scale of their transition to a low carbon economic growth moGékapter 1
looks atwhy decisionmakers should reconsider business as usual and seriously
commit to a low carbon developmepithway given the fasthanging global

and regional context. I€hapterTwowe considewhat needs to happen
Collectively we have a good sense of the characteristics of the energy transition
and what good policy looks like. Moreover, investors and tim@arlocutors have
been pretty explicit about the enabling environment and political signals they
need to see to unlock financial flows.@mapterThreewe highlight the most
pertinent political and institutional barriers that are preventing Vietnam,
Indonesia and the Philippines from throwing their political weight behind the
transition and sending the requisite market signals to unlock financial flows.
Mindful that a big issue is one of bandwidth we strive to keep this part short and
focused, providing mre background analysis in the annex.

In Part Twoof the report weproposeseveral strategic priorities, or levers, that if
pulled simultaneously might help to change the political and economic dynamics
and processes that ultimately determines the pacel acale of the low carbon
transition.We incorporate a few concret&leas for practical actiom the near

term, by no means an exhaustive list, that might persuade different actors to use
their agency to address the most critical barriers to a fastanditzon in

Vietnam, Indonesia and the Philippines.

The target audiences for this report are decision makers in key institutions and
organisaions in each of the countries as well as donor governments and
international financial institutions. While we atalking about national

transitions determined by national actors and based on perceptions of national
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interest, the speed of their low carbon transition can be informed by, even
inspired by, experiences in other countries; and depends on support from all
quarters. It is a struggle we all share and have a stake in. That is the spirit in
which this contribution is offered. After all, as Southeast Asia goes, so goes
the world.

Project context: SHIFT SEA

¢CKAA NBLR2NI o1& O2YLX S FibaRciadzowsIaNdvastinS  LIN
Low/ F Nb 2y 5S@St2LIYSyid Ay {2dziKSFad ! aal
shift of financial flows to low or no carbon development in the region starting

with Indonesia, the Philippines and Vietham. Combining the expertise and

resources of several local and international organisations, the project has

engaged with a wide variety of stakeholders through research, convenings and
coalitions to influence local and national policy making and investment

frameworks in favour of energgfficiency and renewable energy.

The project is funded by the German International Climate Initiative (IKI) and is
led by a consortium of international energy and climate experts including
Sustainable Energy for All (SEforALL), Climate Action Netwaxl, (i&ssion

2020 (M2020) and Third Generation Environmental{§3Q; supported by the
expertise of three national partners: Yayasan Mitra Hijau (YMH) in Indonesia, the
Institute for Climate and Sustainable Cities (ICSC) in the Philippines and GreenlD
in Mietnam. For more information on the project visit please visit:
www.seforall.org/shift
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E 3G Recent reports on Southeast Asian energy transition:

To provide context for this project and to frame the issuebarid, we highlight recent and
ongoing work by other orgasations addressing similar topics.

IEASoutheast Asid&nergy Outlook (201@nd 2019

This World Energy Outlook (WEO) Special Reqomifirms that Southeast Asian countries

are looking towards a fure in which energy demand is set to grow strongly. The full report
LINEPARSE | RSGFEAESR FNIYSE2N] F2N) dzyRSNRUGF YR
the pitfalls and opportunities that lie ahead and what different pathways might imply for

future enagy security, the environment and economic development.
https://www.iea.org/southeastasia/

IRENARenewable Energy Market Analysis: Southeast Asia (2018)

This regional market analysis from the InternatibR&newable Energy Agency examines

the challenges of economic and population growth, the need to boost energy supply, and
IANRPgAY3I SYBANBYYSyiGlft FyYyR SyYySNHE& aSOdaNARGeE 02\
energy potential remains largely untapped. Howeweéis report offers compelling

examples of the synergies between renewable energy and smooomic development

and highlights the wideanging benefits of decentralised renewable energy solutions.
https://www.irena.org/publications/2018/Jan/Renewable-EnergyMarket-Analysis

SoutheastAsia

Climate AnalyticdDecarbonising South and Southeast Asia (2019)

This report shows that South and Southeast Asiauntries can shift their energy systems
from fossil fuels to renewables to fuel economic growth, boost sustainable development
and overcome energy poverty while avoiding-lifeeatening pollution and environmental
degradation. It includes seven counpyofiles: India, Pakistan, Bangladesh, Thailand,
Vietnam, Indonesia and the Philippinéstps://climateanalytics.org/publications/2019/
decarbonisingsouth-and-south-eastasia/

Stanley Foundatiormoward a Regional Energy Modernization Investment Agenda:
Stranding Risks and Decarbonization Challenges in Southeast Asia (2018)

Key regional policy and decision makers gathered with energyiaace experts in
September 2018 in Bali, Indonesia, to discuss the issues with and advantages to a
transition. This report summases this conversation, beginning with the energy trajectory
and the specific market contexts in the region. The policy leagls is examined and the

risks and opportunities of fossil fuel versus renewable energy developarerdiscussed
Recommendations are made for taking energy policy and diplomacy forward in the region.
https://lwww.stanleyfoundation.org/publications/report/InvestinginSEAEnergyModerniz
ationPDB819.pdf
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Part 1

Why should Vietham, Indonesia
and the Philippines increase the
pace and scale of thelransition

to a low carbon economic growth
model?

In Part 1of the report, we argughatA & A& Ay +ASGy!l
LYR2Yy SaAl Q& | Qfaional iKi&esttdakt howltdLIA Y S
get ahead of global forces and remain competitive in an inter
connected system of trade and finance. In the face of vested
interests and institutional inertia it is hard to maintain

momentum, but necessary if countries wéanttake advantage

of the low carbon economic opportunities and minsmfinancial
2S2L) NRéd ¢KS aOASyOS G0Sffa dz
by sector it requires transformation of the whole economy.
Vietnam, the Philippines and Indonesia have maltigs that

stand ready to share their own struggles and success stories as
'y Ay Ldzi Aya2 { 2dzi KSI &aibordaad I Q&
resilient economy for their populations.
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Chapter 1
Why? Thamperative toact

The speed of the energy transition and low carbon
transformation in Vietnam, Indonesia and the Philippines is
determined by national conditions and based on perceptions of
national interest, but withira global context which is evolving
very fast on a numér of fronts. Why should Vietnam, Indonesia
and the Philippines increase the pace and scale of their

OGN yardAzy G2 | €26 OFNb2y SO2)
for them?

Progress isia willbe the major factoshagngi KS ¢ 2 NX RQa Of A Yl
mitigation responself it continues on its current path the region risksesting

in carbon lockin to a degree that endangers the goals of the Paris Agreement

and threatens their own economies as Asian countries are at risk of suffering

from some of the massevere impacts of climate chandérst and foremost, the
countries must absorb and be guided by the imperative to act and see it as

critical to their national interest.

Theinvestmentlandscapds becoming greener

The investment landscape is waking up to the risks ottrenge irclimateand
how that translates into financial risks for the systdma growing number of
markets responsible practices and sustainability factors are being embedded
into finance.Thereis a real momentum gathering within the global financial
system to align private sector financial flows with the goals of the Paris
Agreement and shift from unsustainable to sustainable infrastructure
investmentsand economic activities

The International Monetary FundIMF)is preparingto integrate climate risks

into their surveillance workmminently, especially for countries they work in that

NS 0A3 SYAOGGSNAR 2N G KAIK NAmew 27F OF
ManagingDirector, KristalinaGeorgievad 4t KSNBE Aa y2 gl & G2 |

22 SEA CHANGE: DELIVERING A ZERO CARBON ECONSIIMNTHEAST ASIA



E3G

Fdzy RFYSyiGlfta 2F GKSANI SO2y 2 YThSIBF g A K 2 d:
announcement builds omitiatives such as th&ask Force mClimaterelated

Financial Disclosur€TCFDand theEuropean Sustainable Famce Action Plan

that have emerged to help quantify and increase transparency around how

climate change could affect the bottom line of companies worldwide. On the
regulatory side, central banks have come together inNledwork for Greening

the FinancialSystemto work together on the macroeconomic risk inherent in

the climate crisisAnd theCoalition of Finance Ministers for Climate Actias

growing in strength and working together to practically apply the Helsinki
PrinciplesQimate-related stress tets on financial institutionss a trend

expected to intensify: Malaysia Central Bank is the first in the region to require

all financial institutiongo report their exposure to climate risk3he information
itgatherswil0 S dza SR (2 aSG NB3IdzZA I G§2NB adl yRI
biggest economy

In a sign of tistrend, over 110 financial institutionshave implemented policies
restricting lending to coal powencludingAsian financiers DBS, OCBC, UOB and
MitsubishiUFJ: Singapor@ Temasek Holdingkeclined to be a cornerstone
investorin Saudi Aramd8initial public offering allegedly becaugéhasset a

goalto reduce the carbon emissions of its portfolio comparbg$0 per centby
2030 Thesedata points andnitiativesdescribed aboveshare a common

objective Vietnam, Indonesia and the Philippinegl do well to get a head of

this trend, minimisetheir financial jeopardynd position themselves taccess
growing pools of green capital.

Increasing fossil fal dependency gives rise tonergysecurity concerns

Over the long term, meeting growing energy demand through fossil fuels alone
will come at the expense of energy security, with costs borne by exporters and
importers and economic stability. Ensuring the security of fuel supply to meet
longterm economywide needs is a priority across Southeast Asia.

Indonesia is a net energy exporté&ithough it exports significant amounts of
coal and gas in the region, it remains a net importer ot'dilietnam and the
Philippines, on the other hand, are net energy intpos and highly dependent

on imported fossil fuels, particularly oil and coal to meet energy demand in the

9BloombergNews6 h 0120 SNJ mMmc HAamMpOSES WLaC 2Aff LyOtdzRRS /tAYFGS Ay |/
https://lwww.bloomberg.com/news/articles/2019-10-16/imf-will-include-climate-in-country-analysisgeorgievasays

pf 261 f 9y SNHE a2y ANdeNizzthanbdoth:2&183eascoalplarmagpoivth i Sodtheast Asia

dwindling as pipeline continues to shrihkps://globalenergymonitor.org/384-2/

ULy GSNYFGAZ2YEFE 9y SNE@ ! 3SyrgsHwwweddrglstatstits O8 Y Df 20+t Sy SNES
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transport and industry sectordhe Philippines had the largest coal imports

(in absolute terms) amongst the three focus countries, coal impog® gr
particularly fast in VietnamndonesiaVietnam and the Philippines are exposed

to commodity markets and have to pay close attention to implications on their
trade balance, energy independence and affordability for energy consumers.
Diversification oenergy supply through renewable energy sources and
improvements in energy efficiency and demand response management makes a
compelling national interest argument, in addition to the clear environmental,
health and socieeconomic benefits. And it is in keieg with the political
NKSG2NRO 2F LyR2ySaAlQa ylIiA2ylFfAayYy
FTNRY aAGQa 2dzNBR a2 ¢S o¢Aff ORENY AlE
+ASOYlIYQa LISNRLISOGAGST KINySaaxe3d Al
geopolitical tensionsausedby having to pick sides between importing more

coal from China or natural gas from the United States.

Youngergenerationis demandingaction and climate ambition

A growing number of citizensand investors; are angry wih the status quo and

are demandinglecisiveaction. On the streets, in City Halls and in boardrooms a
new fault line is emerging between old and young generatiansl this is true in

the Philippines, Indonesia and Vietham as much as everywhere elsenivalls

are shortly to become the largest age demographic in the world: more than two
billion people. Almost 6@er centof them are based in Asia. By 2050, they will
O2yGNRE Fo2dzi ! {5 on UNRBEAZ2Y 2F (0KS

The upsurge in youth agism over the past year has altered the terms of debate
as climate fears riséAlarmed by predictions of climate impacts and driven to
desperation by the repeated failures of national and international institutions,
young people are taking to the streetemanding action from political leaders,
and they are being listened torhe global turnout around the UN Sumnmit
September 2019vas estimated to be around four millioMouth protestors and
activiss want big, rich countries and companies to pivot the global economy
away from fossil fuels to zero carbon economic activities across the board.
The number one demand from the UN Secretary General and the people on the
streets was a bold call to stop build) new coal projectdom 2020 onwards;

LI NG AOdzE | NI @ 6AGK Gl ELI @8SNEQ Y2ySéeo

12 https://www.eastspring.com/insights/millennials-and-artificial-intelligence
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Vietnam, Indonesia and the Philippines have populations with 37, 44 and 50 per
cent under the age of twenty (respectively) who have grayanwith the reality

of climate changé? While awareness among these populations may be starting
from a low base, theyepresenthigh penetration rates of social media’1 per

cent in the Philippines in 2019 Increasing numbers ofoying people lament the
effects of climate change in theszommunities and lived experience afear the

future they face. It is only a matter of time before younger generations in
Southeast Asia get angry and demand action. At the ballot box or by taking to the
streets, they will find ways to make their voices heard

Air pollution is an emergingpolitical issue

Air pollution is becoming a major public concern in Vietnam, Indonesia and the

t KATALILIAYSad +ASGylYQa SyYyGANB LJ2 Lz | GA
WHO standard$? Approximately 40,000 deaths, representing economic losses

of five to seven pecent of GDP, were caused by air pollution in 2813rban

residents, especially in Hanoi, have growing concerns over the health impacts of

air pollution linked to nearby coalower plants and heavy industiyL. Yy R2y Sa A I ¢
capital, Jakarta, is one of the most polluted cities in SoutheastcAsigoollution

levels exceedoth national and WHO standard®This year, a group of Jakarta
residents brought a lawsuit against the goverent over harmful levels of air

pollution linked to vehicle and coal power plant emissidhs.

In the Philippines, one in four deaths is attributed to air pollution, making it the
country with the third highest mortality rate linked to air pollution in thverld.2°
Metro Manila is particularly affected and local citizens have taken legal action

2 World Bank Data (2018)ftps://data.worldbank.org/ .

“EGLGAAGE 6HnMpLE W OGAGBS az20Abt ySis2N] LISYSiGNIGAzZzYy Ay &
https://www.statista.com/statistics/282846/regular-sociatnetworking-usagepenetration-worldwide-by-country/.

1>World Bank Data (2018)ftps://data.worldbank.org/ .

¥+ ASAY Y LYAARSNI 6nnmy03Q !hitpsdivieldamingidérviayf -palludionwidtriils/ | Y Qa & A€ S
silent-killer/

UDNBSYL5 O0HAM@pOYE UYOISANI vdzZk t Ade wSLRNI Hnamy
http://en.greenidvietnam.org.vn//app/webroot/upload/admin/files/BCCLKK%202018 16 07_2019 FinaBt%E1%B
A%BFng%20anh_b%E1%BA%A3n%200nline.pdf

B2 2NIR .Fyl 5FdF 0HAMTOY Wtauwdp FAN LREEdzZiAz2y T LRLA I GAz2Y
i 2 { htthsty/@Fa.wo ridbank.org/indicator/EN.ATM.PM25.MC.ZS

¥¢KS Ddzt NRAFY O6HAamMpOE WWF1FNIF NBaARSyida (2 &adzS 320SNYyVYSy
https://lwww.theguardian.com/world/2019/jul/02/jakarta -residentsto-sue-governmentover-severeair-pollution.

2¢KS t KAfALILIAYS {GFNI OHAMyOS WINB CAfALAY2& SELISNASYyOAy3
https://www.philstar.com/business/motoring/2018/11/28/1872203/are-filipinos-experiencingwildfire -pollution-

every-day.
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against the Philippine government for failing to redu@@mful levels of/ehicle
emissionsas mandated byhe 1999 Clean Air Aét

While growing public concern owair pollution is not directly linked to climate
change, decarbosation across the economy, including industry and transport,
has important cebenefits¢ renewables bring the promise of cleaner and

safer air.

Net zero isbecomingthe new normal

Incrementalsteps andoolicymakingare just notgoing to be adequate tmeet

rising public concern over air pollution or demands from the younger generation
for climate action and ambition. Nor will incrementalisvoid he terrible

impacts predicted by scientists. The IPCC 2018 report found that achieving

the 1.5°Ctarget requres emissions to decrease to net zero by 2050.
Transformational change is now the order of the day.

To date 24 countriesin the world have joined the Carbon Neutral@®yalition,

none yet from Southeast Asidhey haveledged to develop longerm
stratS3IASEA o0& GUKS SyR 2F Hnun Ay fAYS GAd
reaping the soci@conomic benefits of the transition, building climate resilient
economies and accelerating global climate action at the necessary speed and
scale?? The CarbormNeutrality Coalition now includes six of the G7 members and
accounts for 1%er centof global C@emissions and nearly 3@er centof global
GDP23 Sweden, France and the United Kingdom have enshrinedaretin
legislation, with legislation pending in Chile, New Zealand antf Fljiese

countries may make different choices and focus on different sectors but by
setting a clear direction of travel #y have sent a critical signal to incerdavi
investment flows and technological innovation, while maintaining political

and public support.

Tackling climate change requires transformation of the whole of the economy
and requires all of societyfhis idoecoming the frame of reference and
framework for action. Governments need a compelling package of reforms

2t KAfALILIAYS 51 At & Lyl dzA NSAD © deiitpsgy/ye@sinfe.induitednet/66r 944/ lxvdziits- SR 2 JS NJ
mulled-over-air-pollution.

22The 24 countries signag to the Carbon Neutrality Coalition are: Austria, Candchile, Costa Rica, Colombia,

Denmark, Ethiopia, Finland, France, Germany, Iceland, Italy, Japan, Luxembourg, Marshall Islands, Mexico, the

Netherlands, New Zealand, Norway, Portugal, Spain, Sweden,-Tést@, United Kingdonhitps://www.carbon -

neutrality.global

2 https://lwww.carbon -neutrality.globa/carbon-neutrality-coalition-welcomesnew-memberspledgesrenewed
ambition-at-un-climate-action-summit/

2 https://eciu.net/netzerotracker
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beyond the energy sector, including an industrial strategy to give confidence that
industries can compete in a net zero world; a labpolicy to gie confidence to
workers that they will have a job; and a new social contract with help for those
who have to transition and maintain intergenerational support.

To mitigate dangerous domesticripacts of awarmingworld

Technical discourse abotémperature goalsand carbon budgetsannumb us

to what this means in actual lived experience for human beings around the globe
and the natural ecosystems we enjoy, as well as the economies we rely upon.
The people living iSoutreast Asia, and the AsRacific igeneral,are uniquely
exposed to physical risks from climate change. In a study by bt8&Gf 67
countries worldwide, South and Sowhst Asian countries represented five of

the top ten most vulnerable countries examing&d-ocusing on the AsRacific
region, a major report by thestanDevelopmentBank (ADB)and the Potsdam
Institute (PIK) found that climate change risks posed significant challenges to
agriculture, marine ecosystems, human health, urban areas, security, migration,
and trade networkg®

The Fifth Assessment Report (AR5) of the IPCC identifies the key regional risks for
laAl Fa o0SAy3 6m0 aAYONBIFaSR Ft22R RIY

aSG0f SYSY GNR(ZF BDSIRD RESHYE Y2NIFf AGR €
relatedwaterandF 2 2 R A K2 NI 3S¢é¢d C2NJ 620K (GKS
Lt/ / Ff&az2 y208% vNAGAaa FI2INJ KRBl 8¢ & ¢KS

FILOS af2aa 2F ftAQSt AK22Rax asSaidtSySyida

SO2y 2 YA O?%&duntriesistich dsdnélohesia, Vietham, and the Philippines
face high climate vulnerability given their extensive coastal land area, large
agrarian populations, and remote communities. According to the Global
Commission on Adaptation, these countries veittd significant challenges to
agriculture due to temperature extremes during the growing sea8on.

TheGlobal Commission on Adaptatiomas developed recommendations for

how governments can protect vulnerable communities and deliver resilience
across diffeent sectorsg whilst observing that adaptation becomes increasingly
difficult at higher levels of warming and that global mitigation efforts are critical
for the survivability of some communitiés.

>HSBC (201&yragile Planet: Scoring climate risks around the world

26 ADB (2017M Region at Risk: The Human Dimensions of Climate Change in Asia and the Pacific
27]PCC (2014R5 Synthesis Report

28 Global Commissioon Adaptation (2019)

29 Global Commission on Adaptation (2019)
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E 3 G To get ahead of the global trend away from coal towarenewable

It is in this context that the growth of the coal pipeline in Southeast Asia must be
seen. While the share of coal in the power mix increased in the region in 2018
and coal demand is projected to rise steadily over the coming decades, projects
arefacing headwinds. New data from Global Energy Monitor (GEM) reveals that
there is a disconnect between the coal povpge-construction pipelinén
Southeast Asia and the coal power capaeityering constructionOnly
Indonesia saw new codired power erter into construction in the first six
months of 2019 It seems many new permits are on hold and according to GEM
this is the second year in a row in which the regional coal pipeline has declined
Output from sharply. In the first six mongiof 2019, 1,500 MW enterethe construction
renewable source phase, down from 2,744 MW in 20%8This is a dramatic decline since peaking
of electricity could at 12,920 MW in 2018
match the output
2F {(KS ¢ Thisdecline reflects a trend away from coal power in other parts of Southeast
coalfired power  Asia and around the glob&hailand, for example, releaséd new power
stations by 2024 development plan which removed two large coal plants, the 800 MW Krabi and
2,200 MW Thepé&3 The 3,200 MW Thap Sakae was also cancelled due to
community opposition. Thailand is instead preparing to tender plans for
2,700 MW of floating sola¥ The shift from coal to renewables is being
witnessed around the world. The coal sector is being challenged on three fronts:
there is significant and growing community opposition to the construction of
coal plants due to the high levels of pollution amehative health impacts;
financial insitutions are implementing policies that restrict or prohibit lending to
coal power; and renewable energy technology is undercutting coal in terms of
quality and cost.

¢ KS L 9! QéleasedbReSeyables2019 report suggests thaput from

renewable sources of electricity could match the outputiokK S ¢ 2 Nrdd Qa O2
power stations by 2024f issues such as grid integration, policy uncertainty and
financing challenges are addressétisis according to analysis by Carbon Brief

ofl KS L9! Qa &l OOSt SN 6§ SR OF & Sdro, viind, ¢ KA OK

30 More fizz than boom: 2019 sees coal plant growth in Southeast Asia dwindling as pipeline continues to shrink.
https://globalenergymonitor.org/384-2/

31 Ibid
32 bid
33 Ibid
34 Ibid
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+ASOylYQ
experience proves
that a rapid scale
up of renewable

energy is possible

solar and biomass increases by more tharpé0centover the next five years
with annual capacity additions hitting 280GW by 262Bvenini KS d ®! D%
Ol 88¢x NByYySséloftS OF LI OApercentgiobalySii (2 SE

In their 219 Southeast Asia Energy Outlook, the IEA forecast the share of
renewables in the power generation will rise from a baseline of 24 per cent

(18 per cent of which is hydropower) to 30 per cent in the Stated Policies
Scenariag which is the path the regiois currently on. In their Sustainable
Development Scenario, the share of renewables in generation triples to around
70 per cent by 2040, cutting emissions trajectory in half with this one measure.
Of note for Indonesia in particular, the IEA also foreeaglobal increase of one
quarter in total biofuel output by 2024s government efforts to accelerate
decarbonsation shift towards transport

The dilemma for governmés in Vietnam, Indonesia and the Philippines is if they
turn away from coal, how can the growing energy demand be met? Choosing
renewable energy is a risky decision, but with high rewards. Vietham is a case in
point: careful management of a fledgling Vieimese FiT programe produced a
flurry of solar capacity installation in a relatively short periSdch success can
inspire andserve as a model for other SEA countries where investors and
developers unfamiliawith the technologyare hesitantto engage: A S y I YQa
experience proves that a rapid scalp of renewable energy is possiblghe

critical challenge is to replicate thiscaess throughout the region.

B/ ND2Y . NWYIF e@miawpwsSW Sl 6f Sa O02dZ R YIFGOK O21f LI2&SNI gAlil
https://www.carbonbrief.org/analysis-renewablescould-match-coatpower-within-5-yearsiea-reveals
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+ A S (i ylowtiQidisolar capacitgxceeded expectations

With demand for electricitygrowing at 9per centper annum,more than the
rate of economic growth af per cent few would havadentified Vietham

as a country whereapid renewables buileut could take placeHowever

with its coalpipelineunder increasedcrutiny, and many projects put on

hold, the governmenif Viethamopted to try something new and launched

a feedin tariff (FiT) for solar PV. From a total of MW of solar power
capacity installed as of April 2019, the expiry of the attractive FiT of

USD 0.09/kWh for 20 years triggered a huge rush so that by 30 June 2019,
a total of 82 solar plants with a cumulative capacity of 4.46 GW had been
connected to tke grid, exceeding all expectations. Solar power now
accounts for 8.2@ercent2 ¥ +*A SOyl YQa St SOGNAOAGE

This is an extraordinary result that validates the clean energy priorities of
the Vietnamese government. Having done such a good job dirgte-iT,

the Ministry of Industry and Trade is presently consulting @ophisticated
second roundf support forgrid-connectedprojectsbetween 1 July 2019
and 31 December 202fh whichrateswill vary to encourage largscale and
floating solarprojects,and drive new capacity to undeserved areas.

To fulfil nationalcommitments to the global fight against climate change

On5 Octobe 2016, the thresholdvas achievedor the entry into force of the
Paris Agreement the landmark agreement to combat climate change, adapt to
its effects, and to accelerate and intensify the actions and investments needed
for a sustainable low carbon future. For the first time, the Pagie@ment binds
togetherall nations, including Vietnam, the Philippines and Indonesia, into a
common cause to undertake ambitious effortslitmit global temperature rise

this century toless thar2°C above préndustrial levels and to pursue efforts to
limit temperature increase to 1.5°C. The Paris Agreement is based by design on
action from the bottomup and its credibility in part relies on evidence that each
Party is implementing what they determite be an ambitiousational
contribution to the globafight against climate change.

Indonesia submittedts Nationally Determined Contributro(NDC) committing to
reduce GHG emissions by 26 pent (41 percent with international support)
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against the business as usual scenario (BAU) by $046tnam comnitted to

reduce GHG emissions by 8 jgent by 2030 compared to the BAU (25 pent

with international supportf’ and the Philippinea 70 percentreductionby

2030 relative to its BAU scenario of 2@203038 The imperative to act stems in

part from the® nationallydetermined pledges to do so.

The internationdy-NB & LISOG SR W/ t AYI GS ' OGA2y ¢NI¥ O
analysis o G200 2 dzy G NB Q& b 5-ime Ipeiformade tlatal Azcordilyl f

to their analysisindonesi®@®5/ Aa NI GSR |4 aKAIKE& Ay
their fair share range and not at all compatible wat@°C let alone a 1&

trajectory. They have not yet analysed the NE¥©m Vietnam or the Philippines.
Cognizant that the aggregated NDCs dolnlitzi G KS 62 NI R /2 | &
trajectory, the Paris Agreement incorporated a@d f £t SR WNJ 4§ OKS G Y
that every five years Parties are expected to review and enhance their NDCs so

this gap can be closed. The first test of the ratchet medmarwill be at the

Conference of the Parties (COP26) in 2020 in Glasgow, Scotland.

The IPCQCeported last year thaif countriesaimto limit global warming to 1.5
this century, theywould need to halve globaBHGemissions by 203®mecome
carbonneutral by 2050and then go carbomegative thereafter® Further

recent analysign Natureconfirms thatcommitted emissions globally from
existing and proposed energy infrastructure (about 846 Gf) G&present
significantly more than the entire remaining ban budget if global warming is

to be limited to 1.5°C with a probability of 50 to 60 per cent @G&BDGt CQ).
¢CKFG YSIya @ANLdz £ & -FirédiplardsTvould Keed thJt I y S G
close by 2050 at the latest, and there is no atmospheric spadde emissions

of any new coal plants. Repeat: there is no more room for new coal plants.
The UN Secretary Genetas been a forceful advocate to stop the development
of new coaffired power plants after 2020 using a Summit for world leaders in
September 2019 to put the world on notice to end the use of coal before the
planetQa S Y LIS MehcliedZNIE NA a4 S

BwSLIdzo6ft AO 2F LYR2yB&EAE BEOGBNNEIYIRANBVINRGAZY2Y QX
https://lwww4.unfccc.int/sites/ndcstaging/PublishedDocments/Indonesia%20First/First%20NDC%20Indonesia_submi
tted%20t0%20UNFCCC%20Set_November%20%202016.pdf

D2 PISNYYSyilh 2F +ASGYyLY o6nnmc0E WLYGSYRSR bliAzyttte 5SGSN
https://lwww4.unfccc.int/sites/ndcstaging/PublishedDocuments/Viet%20Nam%20First/VIETNAM%27S%20INDC. pdf
BWSLIzof AO 2F GKS t KAfALIWLIAYSaEa OoHnmMpOI WLYGSYRSR blridAaAz2ylffe
https://www4.unfccc.int/sites/submissions/INDC/Published%20Documents/Philippines/1/Philippines%20
%?20Final%20INDC%20submission.pdf

¥LYGIGSNB2OBSNYYSyidrt trhySt 2y [/ fAYFGS / KIy3aS ovnmyos W{LISOA
https://lwww.ipcc.ch/sr15/ .
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E3G Chapter 2
What needs to happen?
Energytransitionandeconomic
transformation

Vietnam, Indonesia and the Philippines will continue to be
affected by the global trends and impacts of a changing climate.
An incremental transition is unlikely to offer the safest nor
optimal change trajectory, so it is worthwhile to consider
options for accelerating the pace of change. To assess various
options it is necessary to first establish a baseline scenario and
then consider different possible destinations over a given
timeframe.

The context is changing very fast both globally and in the re@ioere is nmne
countrythat has a development model th& zerecarbonandresilientto the

changing climate. No country is yet doing enough or what it takes, and there is

y2 Wefit§ t £t Q OfAYIGS FTAED S5AFFSNByd O
pieces of the puzzle and countries at all leveldefelopmenineed toinnovate,
learnandtransfer knowledge

Characteristics of aenergysystemtransition

In modelling an energy transition, the various scenarios are based on vastly
different assumptions about the temperature target, the technology and the
pace and scale of deployment and innovation. The underlying methodology and
assumptions made are critically important as they plot out different pathways
and technology choices. Decistorakers need to familiase themselves with the
scientificunderpinning as they determine the rigketurn ratios and decide

where to invest their political and financial capital. For the purposes of this

LI LISNE GKS Lt/ / Qad wnmy NBLRZ2NI LINRBPJARSA
review of 90 scenarios that wddilimit the average global temperature to &

the safest and most ambitious end of the Paris Agreement spectrum.
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All pathways
require radical
and, in many case
unprecedented
changes in the
energy system

The important point is that while there are many different pathways to this
destination, they generally share a number of key aspectst, global emissions
must decline to net zero by around 2058econd,all pathways require radical
and, in many cases unprecedented changes in the ersrgfgm that include a
significant scalingip of the use of renewable energy; a significant scalipgf
energy efficiency measures to decease energy demand; the electrification of
energy enduse; and a decline in cefited power to nearly zero by 205Beyond
these similarities, there is some debate and controvershich is beyond the
purview of this paper over the desirability and feasibility ¢fe use of nuclear
energy carbon capture and storagand he use ophysical removal of
atmosphericcarbon dioxide

hy GKS adaNFIF OS> Al Ad KINR G2 RAAOSNY
atthemoment! WIiNJI yaAldAzyQ AYLI ASa || LINROSA:
state or condition to another. There have been very promising signs of progress,
adzOK | & A Sy |- @d schelz® O& sedufedzt.5 GIWSofBsBlar

in a matter of months, or the new Energy Efficiency and Conservation Act in the
Philippines, and it is maimportant to build on and scalap these early efforts.

The energy stems in Vietham, Indonesia, and the Philippines are becoming

more, not less, dependent on fossil fueGurrent plans on the table are to build

22.9 GW of coal power capacity in Vietham, 16.6 GW in Indonesia and 9.4 GW

in the Philippineg?

For an insigtirich analysis of the energy transition in the focus countries we
refertothe2 2 NI R 902y 2YA O C2 NUzYy QPaAnefigdwAa e ¢ NI
energy transitioraccording to the World Economic Forum (WisBgfined as

da timely transition towards a mor@dlusive, sustainable, affordable and secure

global energy system that provides solutions to global eneztated challenges,

while creating value for business and sodethhe WEF constructed an analytical
FNFYSG2N] G2 LINPOARSA(INKEYANSME VISGAF 2 WX
WiNI yaAGA2YyY NBFRAYSaAaaQ YR ONBFGSR |y
O2YLI NRAaz2yad LO FaasSaasSa waeéetdndnc LISNI 2
development and growth, universal access to secure and reliable supply, and
environmental sustainability acknowledging the intrinsic value of the energy

system to modern industry and broader society and the hard choices and-trade

offs decisioamakers are faced with trying to balance this trilemma.

W9y R/ 2T O6HAMMBDO I httpsg:/Endocal.otE/globalidoalplaat-frackeis@imary-statistics/.

12 2NI R 902y2YA0O C2NHzY o0HAamMpoT WC2aldSNAy3d 9FFSOGAPBS 9ySNHE
https://www.weforum.org/reports/fostering -effective-energy-transition-2019
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E3G

The level

of political
commitment

and the availabilit
of capital are
decisive factors
shaping the energ
transition.

For emerging economies like Vietnam and the Philippines the need to meet

rising industrial and residential demamnéeds, as well as demands for cleaner air

and reliable srvice from the burgeoning middle class, havé&balanced

against environmental sustainability. Resourga countries like Indonesia need

02 RAOSNEATE NBGSydzS (2 NBRdAdzOS RSLISYRS
specific energy transition workidghlights how complex it is to continue to deliver

a reliable affordable energy system underpinned by legacy infrastructure and
constituency support, while preparing that system for the impact of new

technology changing public and international expectatgand systemic trends

like decarborisadion, digitalisaion and decentrasation.

There are many factors that determine how quickly the energy system can pivot

G2 FRRNX¥&aa (GKS OKFfftSy3asSa FyR 2L} NIdzy
typology. Thesenclude the existing assets and energy architecture, the

regulatory framework and market design, and the strength of the national

innovation ecosystem. The presence of bilateral and multilateral partnerships

can make a positive difference tobhe level opolitical commitment to building

the future energy system, and the availability of capital to finance the transition

are decisive factors shaping the energy transitibhnis paper focuses on the

latter two enablers and offers a more detailed consideratwdrthese political

economy conditions in the case of Vietnam, Philippines and Indonesia.

As shown in Figurg, Vietnam, Indonesia and the Philippines are placed in the

middle range; performance is slightly higher®y SNH& &G ae ad Sy LISNJ
comparedbd (0 NI y & A (i A ZaithouySirmprokeyhénis aré required in both
areas.The focus of this paper is on actions and measures in the near to medium

term (over the next 1Qo 15 year$that would likely lead to increased

momentum and investmenin renewable energy, energy efficiency and clean

transport, as well as deliver broader social and economic reforms, that are
SaasSyidAlt G2 AYLNROS SySNHe& wiS&aliosS Y ylRS
improve the Energy Traition Index score.
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Figurel: Energy Transition Index 2019: Performance/ Readiness Matrix (by country)
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E 3 G Fromtargets andtrajectories toeconomictransformation
Countries around the world have been working through these technical
challenges and choices, many are further along the policy journey including some
counties in Southeast Asia. The context and national conditions may be different
but there are common undtying drivers for change. Through earlier analysis of
and engagements with countries in transition, notably Europe and China, E3G
hasidentified three distinct stages of the journey. The three stages are
illustratedin Figure2. This generaded model carbe used to assist Vietnam, the
Philippines and Indonesia to prepare for the political issues and challenges that
arise at each stage and align their policy responses for a faster transition.

Figure2: The three stages of climatensformation

First Stage Second Stage Third Stage

Targets, Cost Curve Carbon Budgets,
and Flagship Policies Roadmaps and Policies

Integration into
Risk Management and

Economy-wide
economic reforms

Headline National Goals
(X% reduction by 2030)

Macro-economic Carbon tax/ETS Market reform processes
modelling of targets
Sectoral budgets and Integrated financial and
Bottom-up “cost-curve” policy programmes budgetary reforms
assessments of possible
interventions Cross-government Industrial and regional
co-ordination mechanism development strategies

Flagship policies

Elite Diplomacy Technical Assistance Political Economy

Ethiopia South Korea EU

Poland Brazil UK & Germany

India USA China

Colombia Mexico South Africa
Source E3G

The first stage is characteed by the setting of targets, modelling and flagship
policiesc this is the stage the focus countries are currently in. The second stage
is charactesed by a focus on sectapecific strategies, pricing instruments and
co-ordinating mechanisms to strengthen the signals sent to markets and attract
investment. Stage three is when renewable generation surpasses the tipping
point of around 2(er centof power produced and begins to have a more
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E 3 G disruptive impact on broader market dynamics and financiatnesirn
calculations. Typically, at this stage, political attention starts to zoom out to the
transformation of the wholeof-the economy rather than jushe energy sector.

That is the key point: this is not jusbout the power sector alone nor can the
discussion be limited to a transition from dirty to clean fuels. The decision is
about much more than which fuel source to use, especially in commbdigd

and emerging economies like Indonesia. It is about exgpand imports and the
reality that whole parts of the economy and huge swathes of society are tied up
with a commodity like coabil or gas. Coal is deeply embedded into and
concentrated in parts dhe systemTo phaseut these high carbon inputs is not
simply a case of switching in one form for another, it takes a syst&ta

Coal i I . . .

oal is deeply approach and requires economic transformation and a robust package of
embedded . . : : iy
. measures to manage the social aspects of this transilibeseessentiarealities
into and . e

have to be acknowledged draddressed in order to accelerate the transition in

concentrated .
. the target countries, as elsewhere.
in parts ofthe
system To

Southeast Asi@ountriescan jump ahead to deliver a just and

low carbon transition

Conventionally, the energy transitidras beeraddressedseparatdy from the

need for social inclusigrbut that is now changind\n effective reform agenda

needs to take account of and be responsive to the views and fears of citizens and
voters,otherwise there is a risk of backlash and further delay as witnessed for
example the recet protests in Ecuador and Chile over the fuel price increases as
a result of removing fuel subsidids.the face of political realities and risk of

fallout, some countries find themselves struggling to maintain momentum.
However, most recogeethe rapidy changing global landscape and the

imperative for industry to remain competitive in an inteonnected system of

trade and finance as regulators and governments continually assess and adapt to
what is happening and how it might unfold; And so, they cargion the
decarbonsation journey. Southeast Asia is not immune to these global forces,

and populations will look to the government for protection, order and direction

in times of transition.

phaseout coal is

not simply a case
of switching in on
form for another,

it takes a system
wide approach

Putting in placeeffectivepoliciesto supportthe transitionto low carbon

development, and by extensiambitiousclimate actionwill require sustained
publicsupport.Measures can and need to be designedisat they positively

benefit low-and middleA y 02 YS T YAt A S & ZinchSveEldwd S NA vy 3
carbon transitionThe Platform for Coal Regions in Transition of the European
Commission is an example of such measures. It is designed to bring together
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actors from the 41 regions across 12 EU countries where coal is still mined to
discuss how they can modesetheir economies in line with a clean energy
transition, that also focuses on attracting new industries for the communities
and creating new incomepportunities for workers. The focus of the last

9dzNR LISIFY [/ 2YYA&daAz2y ¢la 2y | W Sty 9y

targets of 32per centof the energy mix from renewable sources and 325
centtarget for energy efficiency by 2030 from a businassisual scenario. The
focus of the Commission for the next five years is on strengtheHiBgdza

(NI yEAGA2YQ YSIadNBa G2 YIyr3as GKS 420

developing a plan for growth and jobs in a loarbon economy and a fiscal
strategyto replace lost tax income. There is even talk of using trade tools such as
border carbon adjustments to protect the competitiveness of economies at the
vanguard Such experience from other parts of the world represent valuable
inspiration for Southeasts\a countries to build on.

What do Investorseed to unlockfinancialflows?

Transforming the energy systeand decarbonising national economies

greatly reduce emissions will require significant investméntestment in

{2dz0 KSIF &ad ! &Aih 208 was\arsuisbes dilod ivicNJds low

on a per capita and GDP basis and trending downwards. In282%Southeast
Asia Energy @look the IEAestimate the cumulative investment need over

2019 to 2040 is over USD 2.5 trillion in the Stated Policy Scenario, rising to
USD3.3 trillion in the Sustainable Development Scenario. This breaks down to an
average annual capital spend@ED120 billion for the SB8r USD150 billion

for the PS, over the period 2019 to 2040SD30 billion moreper annum to
decarbonse the energy sector howevéhne this more compensated for in
savings elsewhere: for example, Southeast Asian economies collectively save
nearlyUSD200 billion annually on fosdilel imports by 2040. To attract
investment to deliver the sustainable development scenagiguires more

capital flows and a shift away fossil fuel power generation to renewable power
generation and a major shift towards efficiency and grid modernisation.

We know what investors say they need to see to unlock financial flokes.
Climate Finance Leadership Initiati¢(€LFI) took a deep dive aitntifies five
challenges and proposes solutions for each of them by actors within the private
sector and thoseesponsible for public finance and public politie challenges
are categorsed from the most attractive solution from risk/return profile for the

LINA @F 0SS aSOG2NJ G2 GKS €Skad FGaNI OGAgS

addressed by a single groupsiakeholders.
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of investment opportunities

Policy uncertainty is having an effect on renewable markets, particularly in more
mature markets where there is a stagnation whilst in other countries investment
in carbonintensive infrastructure continues. In emerging countries,
development of new coalrked plants continue despite alternatives being more
cost competitive Private finance actorgould utiise more financial instruments
such as the securdation of clean energy project debt in bonds that can allow
both developers to access capital marki&islongtenor, fixedrate financing
and expand funding opportunities beyond the use of ienourse loansClear
policies are key to signal to the market that the pipeline of projects should be
boosted, this should be complemented with ambitious targetsn government
on clean energy supported by shot® mediumterm procurement goals.

Challenge 2. Emerging markets are struggling to attract{cavbon

investmentsc risks are too highCountry, project specific risk and other factors
such as lack of picies and regulations combined with underdeveloped local
capital markets, and the absence of experienced project developers and value
chains, limit the project pipeline. One solution is for private finance to directly
invest in or partner with local devgbers which could potentially offer higher
returns. Another solution is for financiers to provide standsed risk

assessment templates for renewablimt enable developers to have a clear
understanding of what data and reporting is requirdthe role oDevelopment
Finance Institutions (DFIs) are crucial to leverage private sector and open new
market opportunities. For examplen occasions where there is not a
commercially viable opportunity, DFIs could userd&ing sharing tools, such as
guarantees ad political risk insurance. Governments could support these efforts
by improving the regulatory framework and providing policy certainty with
ambitious energy targets. They can also look into improving the wider
investment climate e.g. by establishing gietable and fair dispute resolution

Challenge 3. Profitability in many lowsarbon investments in key emitting

sectors are yet to be seerCurrent low carbon investment is directed towards
renewable energy generation and electric vehicles. Withingheate sector,
producers could develop labelling standards for4cavbon products; phasing

out fossil fuel subsidies and having carbon price that could level the playing field
for trade-exposed, higkcarbon industries. This could be also complemented by
incentives schemes, or public procurement and product standards can support
the development of markets for lowarbon products.
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Challenge 4. The transition away from BAU high carbon intensive industry may
create financial and social riskSome carbon intesiveinfrastructuresare likely

to be retired in the near future which is going to have consequences at the social
and financial level; nevertheless if they are able to work together, private
finance, public finance and public policy could mismtheseeffects. Public

budgets could be used to mitigate short term impacts via compensation,
workforce development programs, and community grants to diversify local
economies. Governments could encourage the transition through regulation or
emissions standarddoth could become more stringent over time. Investors
would take this as clear pathway and could be able to anticipate any changes.

Challenge 5Lack oftools and incentives to achievérticle 2.1.c(making

finance flows consistent with a pathway towards low greenhouse gas emissions
and climateresilient developmentFinancial actors within the value chain could
have a role to make this a reality by incorporating climagkated risks as well as
opportunities into governance and financial decision malqrigllowing TCFD
recommendations. Credit rating agencies also have a role to play by including
both transition and climate risks within their analysiprovide the right

information needed by the prate sector.Public finance should be setting the
example, sovereign shareholders of both public and private (development banks,
sovereign wealth funds etc) can encourage their institutions to align their
portfolio with Paris Agreement. Central Bankers daiake the work already

done via NGFS to start identifying domestic climat@tes risk. In turn, policy
makers could focus on increasing transparency by developing green standards
and taxonomyThis will require the development of both region and sector
specific pathways and benchmarks to assess the progress against the alignment
with the Paris Agreement
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Most attractive
risk/return profile

Figure3: Challenges and solutions to mobilise private finance in support of the
low-carbontransition (Source: CFLI)
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PEMM provides
a shared
understanding of
what constructs

I O2dzy (i N.
national interests;
diagnoses the key
obstacles and
tensions in the
economy and
political system
and helps to
identify strategic
opportunities and
priority actions .

Chapter 3
Political economynisalignment
with the low carbon transition

Due toa complex set of politicakconomicand institutional
challengesp2 £ A G A O A areSam@timkd-tigdRadd they feel
unable or unwilling to provide the cleaut longterm signals

that would drive market adjustments more efficientipstead
there is equivocatiomnd backtracking which confuses markets,
increases perceptions of policy risk, and dampens the financial
flows needed to build the modern economies of tiuéure.

Aspart of the Shift SEA project, E3G conducted political economy analysis of the

low carbon transition in Indonesia, Vietnam and the Philippines from May to
November201® t 2f AGAOIf SO2y2Y& Aa GKS &aiddzR:
conditions¢ what and howti chooses to produce, consume and tragimteracts

with its political system, including government, laws and customs, and the

resulting choices that society makes. Politeabnomy choices made around
implementation ofa low carbortransition create clear winners and losers.

While largeefforts have been invested in the technical analysis of the low carbon
transition, to date, little attention has been given to political economy analysis

To assessountry levekthreats and opportunities presented by thew carbon

transition, E3G have developed a tool called Political Economy Mapping
Methodology (PEMMY§. PEMM provides a shared understanding of what

O2y aiNHzOGa I O2dzyiNEQad O2NB yl A2yl A
tensions in the economy arablitical system and helps to identify strategic
opportunities and priority actions for a given country at the national and/or
international levelWe provide a high level summary of each country here and

more detail discussion of the political economyndynics in each country

in Annexl.

43 The methodology combines hard analytical data anrdaantry intelligence to make an informed judgement on

LR2fAGAOLIE SO2y2Ye O2yRAGAZ2yad 5dz2NAy3d (KAa NBaSkNOK LINBOSH
stakeholders from key governmeministries, such as Environment, Energy, Planning and Finance, as well as relevant

investors, private companies, development agencies, aatidral development banks and civil society groups.
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Figure4: Political economy analysis of the low carbon transition in Indonesia
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National conditions

Domestic energy security concerns, particularly access to electricity, strongly shapes its energy transition to
a high carbon development model. While there are early efforts on sustainable finance, high investment in
domestic coal development and financ&ability issues create divided conditions. Social and economic
development are highly valued, though the close relationship between high carbon activities and tax
revenue, as well as large subsidies to coal, create divided conditions on public goossséd awareness

of climate risk is supportive, with opportunities to link a low carbon transition to disastated recovery.
Technology and innovation is neutral, but plays a limited role in raising the debate on a low carbon
transition.

Political system

Government and business dominate the political system, are deeply entangled and have large vested
interests in coal, particularly through statevned enterprises such as PLN. While some government

ministries are supportive of climate action, the larggovernment system opposes a low carbon transition,

in part driven by a strong focus on economic development and poverty reduction which places affordability
of energy ahead of sustainability, as well as coordination and transparency issues. Puhlisédibas less
influence in the political system and is paszd on the transition. Civil society groups are regularly

consulted by government, but there are emerging issues around freedom of speech and fake news via social
media.

External projection

Indonesia takes a nealignment approach to foreign policy and under President Widodo it has become
more people focused. While the country does not position itself directly for or against fossil fuels, the
importance of trade in high carbon goods and regie@@inomic diplomacy, creates divided conditions on a
low carbon transition. In global climate negotiations, Indonesia acts as a condaunikies through alliances
with G20 countries and the-&7 & China group. However, there is a disconnect between it tdiyet and
progress on the low carbon transition domestically, potentially reducing its ability to increase climate
ambition.

43 SEA CHANGE: DELIVERING A ZERO CARBON ECONSIIMNTHEAST ASIA



E3G Vietham

Figure5: Political economy analysis of the low carbon transition in Indonesia
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National conditions
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economic sectors, such as agriculture, may help to raise the national debate on the low carbon transition;
however increased dependence on imported coal teetthe rising electricity demand shapes its energy

transition towards a high carbon development model. Some green finance initiatives are underway, but

financial stability issues and a lack of transparency in the sector creates further division ont@trans

Technology and innovation is neutral and has some potential to raise the debate, though low capacity along

the value chain limits it ability to accelerate a low carbon transition.

Political system

¢CKS adlrasS LXFea | R2 Y systemind\ngile the gbwgrnmeat & ingresre@ia L2 £ A
renewable energy, there is a large focus on high carbondmadlopmentli 2 YSSi (GKS 02 dzy i NE Q.
and social development objectives. Outside of stavened enterprises, the broader business comrityiis

neutral on a low carbon transition and some prominent international businesses, such as Samsung, are

voicing their interest in sourcing renewable energy forciountry operations, presenting opportunities for

the transition. Civil society is suppime of a low carbon transition, though there are restrictions which

make its role less influential in the political system.

Externalprojection

Vietnam is supportive of multilateralism and has a foreign policy approach that focusses on making friends
everywhere and is neutral on a low carbon transition. In global climate negotiations, it has been supportive
of the Paris Agreement and is a member of the CVF negotiating group. However, limited progress on the low
carbon transition domestically and growingncerns over the rise of Chinese influence in the region poses
challenges for its climate diplomacy and regional foreign relations.
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The Phippinnes

Figure6: Political economy analysis of the low carbon transiticthénPhilppines

National conditions

While high climate risk has increased public awareness and driven dorokstate action in some affected

areas of the country, increasing dependence on coal power for energy security purposes strongly shapes its
energy transition to a high carbon development model. Incumbency in a technology neutral and low
maturity financesector also oppose a transition. The importance of meeting social and economic
development objectives overrides growing environmental pollution concerns, creating divided conditions on
public goods. Technology and innovation is neutral, though it haslincépacity to raise the debate or
accelerate a low carbon transition.

Political system

Government and large privately owned, familyn business groups are deeply entangled, and together

create a political system that opposes a low carbon transition. Climate change is an emerging priority for the
government, but a technology neutral approachenergy development; highly bureaucratic permitting
processes; and issues of corruption at all levels of government are key barriers. Public discourse plays a
relatively smaller role and is divided on a transition. Civil society networks areevellpedand active on

climate change, though restrictions have been placed on freedom of speech and social media has a
tendency to spread misinformation.

External projection

Philippine foreign policy and climate diplomacy are increasingly diverging, caidsign on its external
projection and choice. Under President Duterte, there has been a sudden and significant shift in the foreign
policy priorities and diplomatic relations, including a stronger focus on national security and closer ties with
China, icluding increasedooperationon offshore oil and gas development. Meanwhile, within the
international climate regime, it holds an ambitious position on GHG emissions reductions and a strong voice
on climate risk and loss and damage through the CVF andé&fliating groups. There is, however, a
disconnect between its NDC target and progress on the low carbon transition domestically.

Summary of political economy challenges and opportunities
As the Figur@ shows, there are both political economy chalies and opportunities around low carbon
dynamics in over thirty countries. Refer to Annex | for more detailed PEMM analysis.
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