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EXECUTIVE SUMMARY @V/

Harnessing the financial system will be essential for transitioning to alow-carbon, inclusive and sustainable
model of development. Finance lies at the heart of the three key international policy achievements
reached in 2015: the Financing for Development package, the new set of 17 Sustainable Development
Goals (SDGs), and the Paris Agreement on Climate Change.

Since 2014, the UN Environment Inquiry has built knowledge on how countries are aligning the rules
that govern the financial system with sustainable development, and assisted countries in accelerating
this process. To capitalize on its G20 presidency, and specifically on its work under the G20 Sustainable
Finance Study Group (SFSG) in the Finance Track, Argentina conducted a stocktaking process to identify
its current state of sustainable finance and further develop its sustainable finance agenda. This report
lays out such a stocktake and sheds light on how Argentina’s financial system can unlock investment and
contribute to the SDGs and the Paris Agreement on climate change.

The report provides a comprehensive analysis of sustainable investment opportunities in Argentina
between 2019 and 2030, assesses the characteristics of those opportunities, and estimates current flows
of sustainable finance. Drawing on consultations with key national stakeholders and lessons from other
countries, the report also presents current barriers to scaling up sustainable finance in Argentina and
possible ways to address those barriers.

Sustainable Investment Opportunity

The report finds that the need for sustainable finance in Argentina between 2019 and 2030 is US$51 billion
per year — coming mostly from infrastructure-heavy sectors such as transportation, housing, energy
and telecommunications. Sustainable transportation will require the largest volume of investment, at
approximately US$24 billion per year.

The current flow of sustainable finance in Argentina is estimated at approximately US$14.1 billion per
year. This implies that the total annual sustainable investment will need to increase by 260% to ensure
that sustainable investment opportunities are met by 2030. Sustainable private finance will need to grow
by almost 50% from current levels to meet investment needs.

Stocktake of the Development of Sustainable Finance in Argentina

Unlocking private finance and reallocating capital flows to more sustainable investments will be
instrumental for Argentina to catalyse financing for its sustainable growth needs. The development
of the financial system is a key component to supporting this growth in an inclusive and sustainable
manner. Argentina’s financial system is mostly dominated by banks and the Sustainability Guarantee
Fund (pension fund). The capital market is relatively small compared to other countries in Latin America.
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While the Argentinian banking system has recently showed an increased interest in sustainable finance,
the momentum has mostly been limited to membership of global sustainable finance committees and
associations. On the capital market side, the National Securities Commission (CNV) is involved in the
development of social, green and sustainable bond guidelines, and has established a Working Group
on Sustainability in Emerging Markets (WGS) under its membership in the International Organization of
Securities Commissions (I0SCO)’s Growth and Emerging Markets (GEM) Committee. In the same way,
Bolsas y Mercados Argentinos SA (ByMA) became a member of the Sustainable Stock Exchanges (SSE)
initiative in 2017 and has developed a new panel - similar to the Brazilian Novo Mercado - that demands
that listed companies comply with higher international standards, integrating specific environmental,
social and governance (ESG) metrics.

The National Superintendency of Insurance (SSN), which regulates the insurance market in Argentina,
is also aligned with the SDGs. It has recently joined the Sustainable Insurance Forum (SIF) and became a
signatory to the UN Environment Finance Initiative (UNEP FI) Principles for Sustainable Insurance (PSI).

Barriers to Sustainable Finance

Despite some progress, unlocking sustainable finance has been challenging for Argentina. The country
faces a range of generic and specific barriers related to the delivery of financial services that are aligned
with its sustainability objectives. Pervasive fossil fuel subsidies and uncertainty in the regulatory
framework because of political and economic instability are the major policy and regulatory barriers.

Similarly, a lack of specific technical capacity among financial actors to manage ESG-related risks and
price these risks appropriately in their portfolio, and of efficient communication channels among market
players (financial institutions, market regulators and the concerned ministries) have obstructed the
growth of sustainable finance.

The absence of appropriate risk-sharing facilities and credit guarantees has discouraged long-term asset-
based lending, which would be critical for sustainable development projects that generally require a
long-time horizon.

The lack of a clear definition of sustainable finance or standards to ensure the quality of sustainable
products and limited publicly available environmental data and risks, have prevented the integration of
sustainability criteria into investment and credit decision-making — ultimately limiting the development
of differential credit lending to SDG-aligned assets.

Solutions and Way Forward

Argentina’s G20 presidency provides a unique opportunity for the country to scale up its current
efforts and embrace the opportunities presented by sustainable finance. These opportunities include
promoting financial system shifts, including via market innovations and voluntary standards, public
private partnerships, and supporting policy, regulatory and fiscal reforms. Argentina could learn from
the experiences of other countries around the globe by replicating or contextualizing their approaches
in mobilizing sustainable finance.

The report highlights many specific solutions. The main findings are:

Enabling policies designed to increase investment in economic, social and environmental
welfare are a key component to an environmentally and socially sustainable economy, especially
if private sector efforts to achieve the SDGs are to be effective.

The risk and cost of capital could be reduced through the promotion of best-in-class corporate
governance codes, ESGdisclosure requirements or guidance, and adoption of reporting standards.



The facilitation of the development of ‘green’ and SDG-aligned financial products and services
through, for example, tagging green loans and providing sustainability bond guidelines is also
important.

Similarly, the aggregation of banking associations, capital market exchanges, finance regulators
and other relevant stakeholders to promote a national dialogue on sustainable finance could
promote mutual learning and mutually reinforcing sustainable finance initiatives.

The adoption and promotion of sustainable digital finance and technology could drive financial
inclusion by cutting financial transactions costs, improving the quality and usability of financial
services, enhancing accessibility, and boosting the quality of portfolios. Other well-documented
benefits of financial technologies are the incorruptibility, transparency and traceability in
transactions in both the financial system and the real economy.

Building skills and capacity in sustainable finance among practitioners and regulators can have
substantial positive effects in scaling and accelerating sustainable finance.
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1 THE INTERNATIONAL
SUSTAINABLE FINANCE MOMENTUM

Harnessing the financial system will be essential for transitioning to alow-carbon, inclusive and sustainable
model of development. Finance lies at the heart of the three key international policy achievements
reached in 2015: the Financing for Development package, the new set of 17 Sustainable Development
Goals (SDGs), and the Paris Agreement on climate change.

Financing for Development: The outcome document of the Financing for Development
Conference (Addis Ababa Action Agenda) focused on identifying and establishing steps to
increase domestic and international resource mobilization for developing countries, including
private capital. One of its conclusions was to “strengthen regulatory frameworks to better
align private sector incentives with public goals, including incentivizing the private sector to
adopt sustainable practices, and foster long-term quality investment” both from domestic and
international institutions.

Sustainable Development Goals: As the centrepiece of the 2030 Agenda for Sustainable
Development, the 17 SDGs bring together an interlocking set of economic, social, and
environmental objectives through 2030, matched by 169 targets. For the financial system, the
SDGs set out a high-level roadmap for generating “shared value” - shifting capital away from
damaging ‘business-as-usual’ trends and towards an end to poverty, increased prosperity with
social inclusion, and environmental regeneration.’ Estimates suggest that US$5-7 trillion a year
is needed to implement the SDGs globally.?

Paris Agreement: The Paris Agreement established the goal of “making financial flows consistent
with a pathway towards low greenhouse gas emissions and climate-resilient development.”” In
practice, this means aligning capital with the long-term goal of keeping global warming “well
below 2°C above pre-industrial levels,” with the aspiration to “limit temperature increase to
1.5°C” — as well as financing adaptation investments.

Building on these foundations, 2017-2018 saw a step change in sustainable finance, as the significance of
ESG factors became acknowledged as a mainstream feature of financial sector development (see Box 2).
While the financial system is not fully aligned with the imperatives of confronting climate change or
delivering sustainable development, sustainability is now recognized as a key performance indicator at all
levels — from the management of individual assets through financial portfolios and financial institutions
to the governance of the financial system as a whole.

To date, most efforts have centred on the environmental dimension - known as ‘green finance’ - with a
particular focus on climate change. While ‘greening’ the financial system carries clear social co-benefits,
it will not be enough. Responding to the structural challenge of sustainable development requires the
systematic incorporation of ESG factors to deliver long-term prosperity — in other words, sustainable
finance (see Box 1). Recognizing the need to promote this more comprehensive lens to better understand
the broader development plan of financial systems and be able to include sustainability in all its aspects
(economic, environmental, social), G20 members under Argentina’s presidency expanded the remit of
the G20 Green Finance Study Group to that of Sustainable Finance Study Group.
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BOX 1. DEFINING GREEN AND SUSTAINABLE FINANCE

Green Finance is defined as financial services that provide environmental benefits within the
context of environmentally sustainable development, such as action on climate change.
Sustainable Finance can be broadly understood as financing, as well as related institutional and
market arrangements, that contributes to the achievement of strong, sustainable, balanced and
inclusive growth by supporting directly and indirectly the framework of the SDGs.*

The definition of sustainable finance has evolved over the past few decades. In a framework for
sustainable finance proposed by Bruegel in 2017,% it is illustrated that financial firms have started to move
from simply avoiding investments in unsustainable companies and risk minimization (Sustainable Finance
1.0 and 2.0) to investing in sustainable companies and projects to create value for the wider community
(Sustainable Finance 3.0). During 2018, under Argentina’s presidency, G20 members convened on a
general understanding over sustainable finance (see Box 1) as a reflection of the evolution of the agenda.

TABLE 1: A FRAMEWORK FOR SUSTAINABLE FINANCE

Sustainable Finance 1.0 Shareholder value F>SandE Short term
Sustainable Finance 2.0 Stakeholder value T=F+S+E Medium term
Sustainable Finance 3.0 Common good value SandE>F Long term

Source: Bruegel (2017). Note: F = financial value; S = social impact; E = environmental impact; T = total value. At Sustainable Finance 1.0,

the maximization of F is subject to minor S and E constraints.

As part of the ongoing sustainable finance momentum, there is an increasing recognition that sustainable
finance development may also improve the stability and efficiency of the financial markets. However,
today’s global financial system is not well equipped to deal with mid- to long-term risks such as climate
change, income inequality, cyber threats and natural resource depletion among others, which reinforces
the insufficient capital relocation to sustainable finance investments.

For a systematic development and deployment of sustainable finance, a sustained, system-level
intervention is required to reshape the global financial architecture. The financial architecture refers to
the rules governing the financial system, and concerns the roles of financial policymakers, regulators,
standard setters and market-based rule-makers such as rating agencies and securities and derivatives
exchanges.® Advancing national action and international cooperation is required to make sure that the
international financial system and the monetary system take the 2030 Agenda and the common good
approach into account. There has been some good international, national, and market-driven progress
toward a sustainable financial system, which has been guided by various sustainability principles,
standards, and national and international policies, as illustrated in the box below.

BOX 2. PROGRESS TOWARDS A SUSTAINABLE FINANCIAL SYSTEM
Key signals of this shift in 2017-2018 include:
1. Financial Materiality: Leading investment institutions — with managed assets exceeding

US$70 trillion — committed to implementing the Principles for Responsible Investment,
which require the integration of ESG factors into capital allocation, shareholder




engagement and policy dialogue. The materiality of these factors was underscored by
the Financial Times, when concluding that “mounting evidence that funds which observe
environmental, social and governance (ESG) standards tend to outperform those that
don’t by a significant margin.””

Capital Raising and Reallocation: The green bond market, which has turned ten years
old this year, became one of the most visible expressions of the ongoing reallocation of
capital. In 2017, global green bond issuance reached a new record of more than US$160
billion® — up from US$81 billion in 2016. In 2018, expectations are that the market could
reach USs$250 billion.? China, France and the US led the way onissuing green bonds.” Equity
markets also transformed in response to the sustainability challenge: the Sustainable
Stock Exchanges initiative expanded to include 77 stock exchanges as members.” Other
leading initiatives such as, for example, Climate Action 100+, have gathered 296 investors
with US$31 trillion in assets under management to engage important greenhouse gas
emitters to invest in opportunities to drive the clean energy transition and help achieve
the goals of the Paris Agreement.

More and Deeper National Policy Action: By October 2017, nearly 300 financial policy and
regulatory measures targeting sustainability were in place in over 60 countries.” The
growth in new measures has averaged around 20% annually since 2010, with an increase of
nearly 30% since July 2016.% Following the lead of countries such as China* and Morocco,®
a growing number of governments have embarked on developing national roadmaps for
green and sustainable finance, including Italy” and Singapore.” The EU has launched a
high-level expert group on sustainable finance to hardwire sustainability into its financial
architecture.”

International Financial Cooperation: In 2018, the G20 continued to explore the policy
implications of sustainable finance under Argentina’s Presidency, focusing on the
deployment of financing by creating sustainable assets for capital markets, developing
sustainable Private Equity and Venture Capital, and exploring potential applications of
digital technologies to sustainable finance.” Having explored sustainable finance in 2017
under lItaly’s Presidency, the G7 continued focusing on sustainable finance as a means
to deliver the aspirations outlined in the SDGs. In addition, the Financial Stability Board
(FSB) Task Force on Climate-related Financial Disclosures (TCFD) presented in 2017 its final
recommendations for consistent reporting by business and finance. The TCFD is one of
the clearest expressions of sustainability factors becoming part of international market
norms. The next challenge is implementation.

Building on the Addis Ababa Action Agenda (AAAA), the United Nations (UN) Secretary-
General seeks to promote a three-part strategy for enhancing UN support to financing
the 2030 Agenda. This strategy seeks to:

- ensure that the AAAA’s objectives are fully reflected in international economic and
financial policies that impact the mobilization of financing®

- reform the UN development system to strengthen UN country teams, including with
regard to supporting countries in brokering partnerships for innovative finance

- championkey international initiatives that can harness large-scale changes in financing
and financial system development, such as in the fields of digitalization and climate
finance.
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This momentum is very encouraging but remains insufficient to deliver on sustainable development. For
example, meeting the global objectives of the Paris Agreement could require US$1 trillion in annual green
bond issuance - 10 times the existing market.?” A number of strategic challenges continue to constrain
the development of sustainable finance, including concerns over the clarity and consistency of key
definitions, incomplete disclosures, and market failures (such as environmental externalities and short-
termism). Together, these challenges can negatively affect the demand for sustainable financial services,
as well as reduce the pipeline of sustainable financial assets.

Importantly, scaling up sustainable finance is increasingly seen as a strategy that connects the
environmental and social agenda with wider macroeconomic challenges for addressing lacklustre
global growth rates. For example, in his 2016 speech Resolving the Climate Paradox, Bank of England
Governor Mark Carney emphasized the linkage between green finance capital flows and financial stability
in countries where growth is most carbon-intensive. In addition, he stressed that “by allocating capital
to green technologies, the prospects for an environmentally sustainable recovery in global growth will
increase.” Furthermore, as stated by the Sustainable Finance Study Group, “a proper framework for
sustainable finance development may also improve the stability and efficiency of the financial markets by
adequately addressing risks as well as market failures such as externalities.””



2 SUSTAINABLE DEVELOPMENT
IN ARGENTINA: SUSTAINABLE
FINANCE NEEDS AND FLOWS

“Climate change is humanity’s most important challenge, and only by being aware of this can we progress,
without putting our future and the future generations in check.”

President Mauricio Macri, 12 December 2015
2.1 NEED FOR SUSTAINABLE FINANCE

Achieving economic growth that eradicates poverty, reduces inequality, while combating climate change
and respecting a range of other planetary boundaries, is the only way to satisfy the needs of today’s
global population, as well as the predicted* 2050 population of 9.7 billion people.?*

The SDGsincludedinthe 2030 Agenda highlight many aspects thatare priority to Argentina’s development.

Government spending will play a critical role but it is not sufficient to achieve the SDGs. Unlocking private
finance and reallocating current capital flows to more sustainable investments — and making this a lasting
feature of its financial system — will be instrumental for Argentina to catalyse financing for a prosperous
and sustainable economy. To this end, government spending has proven key to unlock and leverage
private sector finance. Furthermore, the Addis Ababa Action Agenda stresses the need to “strengthen
regulatory frameworks to better align private sector incentives with public goals, including incentivizing
the private sector to adopt sustainable practices, and foster long-term quality investment.””

Having an overall picture of the funding need for transitioning to a sustainable economy is a useful

element to help devise actions. The United Nations Conference on Trade and Development (UNCTAD)

estimates that achieving the SDGs will take US$5-7 trillion, with aninvestment gap in emerging economies

of about US$2.5 trillion.?®

“The 2030 Agenda is for Argentina the horizon towards which we direct our international cooperation.”
Vice-President Gabriela Michetti, 12 December 2017

2.2 ESTIMATION OF FINANCIAL NEEDS

Unlike green finance, sustainable finance encompasses a broader range of financing needs and investment

opportunities that exceed those in the realm of climate finance or green finance. Within Latin America,

there are no comprehensive estimates for such needs for the 2016-2030 timeframe.

There is no universal template to derive estimates that offer consistent variables including scope,

Capitalizing Sustainable Finance in Argentina
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universe of sectors and activities that require sustainable finance and investment. When considering
SDG-related investment needs, estimates are usually not mutually exclusive and collectively exhaustive
(MECE). Indeed, the calculation of investment needs for some SDGs might be lacking or investments
related to a particular SDG might have co-benefits and positive or negative spillovers associated with
other SDGs. Given that SDGs provide an intricate network of development objectives with complex
causal and feedback loops, the collective calculations presented here, despite the methodological and
definitional challenges, only provide a directional estimate for the value of these needs in Argentina.®

Using both top-down and bottom-up approaches, annual needs for sustainable finance for Argentina
for the 2019-2030 period are estimated to range from US$40 billion to US$60 billion. Our top-down
approximation for calculating sustainable investment needs is based both on macroeconomic data
and estimates based on, and linked to, international policy commitments. The bottom-up approach
to calculating sustainable investment needs was based on estimates across nine different sectors (e.g.
transportation, telecommunications, energy, water and sanitation, agriculture and forestry, health,
education, real estate, and travel and tourism) that have been identified by the Government of Argentina
as key to unlocking the future growth of the country. For the purpose of this report, the estimation
resulting from the bottom-up approach, a total of US$51 billion per year, is used to further calculate
financing gaps and opportunities. Figure 1 below shows the distribution of these needs across various
sectors. The detailed calculations and associated assumptions are presented in Annex 1.

FIGURE 1: SUSTAINABLE FINANCE NEEDS IN ARGENTINA BY SECTOR BETWEEN 2019 AND 2030

Agricultureand  Education
Forestry 2%
4%
Water and Sanitation
4%

Health

6%

Telecommunications
7%

Transportation

46%

Energy
8%

Travel and Tourism
1%

Real Estate
12%

Source: Authors
2.3 SUSTAINABLE CAPITAL FLOWS, GAPS AND OPPORTUNITIES IN ARGENTINA°

Understanding the magnitude of the sustainable investment gap in Argentina calls for estimating
the existing sustainable finance flows. Data gaps, definitional inconsistencies, and methodological
complexities create challenges in quantifying sustainable finance flows, and these issues are explored in
greater detailin Annex 2. Table 2 summarizes these flows from various financial sources and compares the
total to the annual investment needs of US$51 billion per year. This would imply the 2019-2030 investment
opportunity is US$609 billion. From current levels, total annual sustainable investment will need to
increase by 260% to ensure that the Argentinian sustainable investment opportunities are met by 2030.



TABLE 2: CURRENT SUSTAINABLE FINANCE FLOWS (2017, IN US$ BILLION)

Yearly sustainable investment needs 50.8

Sustainable finance flows (2017)

Public finance* 5.5
Institutional investment (Public) 0.1
Private
Commercial loans 3.2
Corporate bonds 0.3
Institutional investment 0.1
Foreign direct investment 4.9
Total 14.1
Yearly increase in finance required to meet the need 36.7

* Public finance refers to government/municipal/state expenditure.

Source: Authors

Given Argentina’s national debt obligations, the analysis assumes that Argentina’s public finance will be
able to support only up to 60% of development infrastructure related expenditures. It is also assumed
that publicinstitutional investment will grow in line with Argentina’s projected GDP growth (3.5%) for the

period 2019-2030.

FIGURE 2: ANNUAL SUSTAINABLE INVESTMENT OPPORTUNITY FOR THE PRIVATE SECTOR BETWEEN 2019 AND
2030 (US$ BILLION)

US$ billion 60

J

5O A I

50.8

Future Public Finance Future Private Sector ~ Additional Private Sector ~ Sustainable Finance
Finance Opportunity Needs

Source: Authors

As can be seen from Figure 2, future annual private finance requirements will be US$11.7 billion a year in
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addition to the current flow of US$8.5 billion a year. This suggests sustainable private finance will need to
grow by almost 50% from current levels to meet the investment needs in Argentina.
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3 ARGENTINA AND SUSTAINABLE
FINANCE: TAKING STOCK

Unlocking private finance and reallocating current capital flows to more sustainable investments will be
instrumental for Argentina to catalyse financing for its sustainable growth needs. The development of
the financial system is considered a key component to support this growth in an inclusive and sustainable
manner; specifically, to intermediate the savings needed to support private sector investment in the
financing of the SDGs.-

This section provides a brief description of Argentinian financial markets to serve as a general background
for the stocktake of Argentina’s efforts towards sustainable finance.

3.1 ARGENTINA’S CURRENT FINANCIAL SYSTEM

As seen in Figure 3, Argentina’s financial system is dominated by banks and the Sustainability Guarantee
Fund (FGS, also known as Fondo de Garantia de Sustentabilidad).>’ Other types of non-bank financial
entities play a relatively small role.* Total assets of financial institutions regulated by the Central Bank
(e.g. banks, FX agents, payment systems, remittance, cash in transit companies) represent approximately

50% of GDP with banks alone representing approximately 33%.3

FIGURE 3: ARGENTINA FINANCIAL SYSTEM — MAIN PLAYERS (ASSETS IN % OF GDP 2012 vs. 2018)

Assets in % of GDP  35%
30%

25%

15%
10%

5%

Banks Pension funds (FGS)  Insurance companies Mutual funds

m December 2012 W June 2018

Source: BCRA based on ANSES-FGS, SSN and CAFCI. Insurance companies’ data as of March 2018

The main institutions regulating Argentina’s financial system are detailed in Figure 4. For the purpose of
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this report, which focuses on understanding the current state of sustainable finance and the needs, flows
and barriers, increased emphasis will be given to the Central Bank (BCRA), the Securities and Exchange
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Commission (CNV) and the National Superintendency of Insurance (SSN). Financial intelligence units are
increasingly becoming important players in the sustainable finance field, as the amount of evidence
linking tax havens, illicit financial flows and environmental degradation increases.’* However, these will
not be considered in this report.

FIGURE 4: REGULATORY STRUCTURE OF ARGENTINA’S FINANCIAL SYSTEM

National Executive Branch

Ministry of Finance Ministry of Labour,

Employment and Social

Ministry of Social
Development

=TT mmmmoooogmo----------o Security
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Source: Adapted from FSB Peer Review of Argentina
3.1.1 BANKING SECTOR

The banking sector is composed of 77 financial entities (62 banks, 14 finance companies, 1 credit
cooperative). Of the 62 banks, 13 are public banks and 49 are private banks (33 domestically owned).
Public banks have development-oriented mandates and account for 41% of the total banking sector
assets.®

The banking system appears to be resilient to the ongoing macroeconomic transition.’ Argentina’s
banking system has showed increased deepening in terms of GDP, inclusion and modernization
with liquidity and solvency levels and strong asset quality that contribute to its resiliency.” It is well
capitalized, with low non-performing loans (around 2.2%) and relatively large provisions. Despite the
recent expansion in credit to private sector’® (21% increase in real terms year over year as of August 2018),
the banking system currently accounts for around 15% of credit to GDP compared to a regional average of
around 42%.% It is the smallest in Latin America and less than one tenth the size of the banking systemin
developed countries.* Home mortgages have played animportant role in the current expansion of credit
(156% increase in real terms year over year as of August 2018), which presents a strategic opportunity
to promote sustainable finance (e.g. low-income housing, energy efficiency, renewable energy) Since
private sector deposits have grown relatively less than credits,# additional bank funding was secured
through debt issuance presenting additional opportunities to develop the green, social and sustainable
bond market and further implement the G20’s SFSG recommendations on the creation of sustainable
assets for capital markets.

In the current phase of the financial cycle, the exposure of the system to credit risk is increasing as a
natural consequence of increases in the levels of sectoral leverage (individuals and companies). However,
the current credit dynamics cannot be characterized as an ‘excessive’ growth in the level of financing.#

Loans from non-bank lenders (credit unions, credit card systems, other non-financial credit providers)
currently represent less than 2% of GDP and are therefore not considered in this report.



3.1.2 INSTITUTIONAL INVESTORS
Sustainability Guarantee Fund (Fondo de Garantia de Sustentabilidad)

The Sustainability Guarantee Fund (FGS) is Argentina’s sovereign pension reserve fund and was
constituted to guarantee retirement payments. Argentina has a pay-as-you-go pension scheme, financed
through taxes and contributions from workers paid to the Social Security Administration (ANSES)
that manages and owns the FGS. When taxes and contributions from workers cannot guarantee the
retirement payments, the FGS finances the differential.

FGS’s mission is to preserve the value of its assets and look for the profitability of its resources. It is
mandated to invest in projects and instruments that promote the development of the Argentinian
economy and of long-term local capital markets. Within its specific objectives, the FGS looks to invest in
infrastructure projects with high economic and social impact.

It has a total of AR$1.382 billion in assets under management (AUM).# The composition of its portfolio is
detailed in Figure 5. However, it is worth highlighting that the FGS has allocated 7.4% of its portfolios to

productive investments (infrastructure).

FIGURE 5: FGS PORTFOLIO COMPOSITION BY ASSET CLASS

Infrastructure
7.4%

Other Investments
4.0%

Consumer Loans
5.8%

Mutual Funds
1.4%

Loans to Provinces
5.0%

Sovereign Debt

Equity 61.0%

15.7%

Source: FGS, ANSES

Additional information on the FGS portfolio composition and its sustainable finance implications are
considered in Section 4.2.3 ‘Institutional Investors and Sustainable Finance’.

Insurance Sector

Argentina’s insurance sector accounts for approximately 3.2% % of GDP and focuses mainly on car- and
work-related liabilities. It is a fragmented sector with 189 non-life insurers, 23 reinsurance companies and
89 admitted international reinsurers. Within insurers, 34 are life insurance, 15 are labour-risk insurance
and 140 are non-life insurance.

Mutual Funds

As of July 2018, there were 523 mutual funds in Argentina compared to 289 at the end of 2012. Of the
523 mutual funds, 280 are fixed income funds, 60 are equity funds, 101 are blend funds, 32 are money

Capitalizing Sustainable Finance in Argentina
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market funds, 14 are infrastructure funds, 27 are SME funds and 9 are total return funds.#¢ Current market
capitalization is 4.4% of GDP.%

3.1.3 CAPITAL MARKET

Argentina’s stock market capitalization was around 12% of GDP as of June 2018, with outstanding bonds
(national government, provinces and corporates) representing less than 55% of GDP. These figures imply
that Argentina’s capital markets are small when compared to other countries in Latin America. Following
the resolution of the dispute between the government of Argentina and its debt holders, corporate bond
issuance has gained momentum.# 2017 and the ongoing financial cycle have seen banks leading issuance
until the second quarter of 2018. In 2018, a reform to the Capital Markets Law was approved. According
to Argentina’s Central Bank Financial Stability Report, the Productive Financing Law could potentially
enhance debt capital markets dynamism allowing banks to grant more credit with a longer tenure while
allowing credit and liquidity risk administration.#

Significant improvements have been made to the capital market infrastructure with the creation of a
unified stock exchange (ByMA), which will increase liquidity and lower transaction costs from the central
counterparty clearing house, the trading platform and the custodial agency.

A great regulatory enabler of sustainable investment in Argentina was the recent elimination of
restrictions that were impeding the entry of capital. By annulling a rule that required foreign funds
brought by investors to remain in Argentina for at least 120 days,*® Argentina opened up the possibility
for the stock market to win back ‘emerging market’ status under MSCI. The removal of this rule opens
the door for Argentina’s local fixed-rate peso bonds to be included in JPMorgan local government bond
index, which could translate into US$2.6 billion in demand for Argentina’s US$10.3 billion in securities. In
addition, as the country was reclassified as an emerging market by MSCl, it will benchmark for tracking
more than US$10 trillion in AUM.# Gaining MSCI emerging market status will bring benefits through
the additional inflows of SRI (Socially Responsible Investment) capital from funds considering MSCI
emerging market index as the investable universe or sustainability exchange-traded funds constructed
based on the same universe. Currently, more than US$70 trillion are invested, taking into consideration
sustainability criteria, and there are more than 450 indices and products that screen both equity and
fixed income investment with these criteria.>°

Further details on the opportunities to leverage capital markets and its sustainable finance implications
are considered in Section 4.2.2 ‘Capital Markets and Sustainable Finance’.

3.2 SUSTAINABLE FINANCE IN ARGENTINA

This section highlights sustainable finance developments in Argentina’s financial markets and provides a
general indication of their maturity.

3.2.1 BANKING SECTOR AND SUSTAINABLE FINANCE

3.2.1.1 CENTRAL BANK (BCRA)

Argentina’s central bank (BCRA) functions as an autarkic institution governed by Law N°24.144. Its mandate
is “to promote — within the framework of its powers and the policies set by the national government -
monetary and financial stability, employment and economic development with social equity.”

Currently, the BCRA is focused on the banking sector’s more traditional risks such as liquidity, market,

credit and operational issues. There is little to no regulatory attention focused on less traditional but
emerging risks such as socio-environmental factors or reputational issues. The BCRA requires banks to



reportonreputationalriskbut does not specify how todisclose orreport. Addressing socio-environmental
risks has been so far a concern driven mainly by development finance institutions (DFls) and local market
leaders.”

In relation to climate-related risks, given the dependence of Argentina’s economy on agriculture and
hence the exposure of the banking system to the sector, the BCRA factors in drought as an immediate
variable affecting short-term growth.

Given the emergence of increasingly accurate parametric insurance, which can reduce the risks for
this type of financing, the BCRA reduced capital requirements for loans to agricultural producers. The
requirements were made more flexible, since they have coverage against weather events.> With this
measure, the central bank sought to reduce the exposure of the financial system against climate-related
tail risk (1in 20 years) shocks such as floods or droughts.

The BCRA conducts annual top-down stress exercises for all financial institutions, evaluating key
indicators in a horizon of two years under extreme adverse scenarios. This year, a bottom-up stress test
exercise was carried out for the first time with the participation of four private entities classified as
locally systemic (representing 31% of the system’s assets at the end of 2017).

In fulfilling its mission to achieve financial inclusion, the central bank adopted measures to reduce the
cost of banking and enhance the benefits of being banked. Examples of this are the establishment of
cost-free saving accounts, including the use of their corresponding debit card and free transfers between
individuals up to US$250,000.5

Other measures include a simplification of the authorization process for opening branches, reduced
building requirements for areas of lower population density, and allowing banks to use mobile branches.
As technology continues to foster the development of new and disruptive business models and products
that can help develop a green economy, the role of fintech becomes ever more important.

According to recent statistics, the number of mobile banking users in Argentina doubled in 2016 to
3 million. And although only 50% of the Argentine population is banked, it was estimated that in 2017
the number of mobile banking users would grow to 5 million, and home banking to 6.5 million. This is
mainly due to two developments: a greater supply of mobile banking opportunities by banks seeking
differentiation in their offer, and the impulse of the central bank to enable greater functionality in digital
channels.>*

International Experience

Central bank mandates are usually associated with monetary policy and price stability, and their
function is frequently perceived in isolation with little consideration for the unintended consequences
of monetary policy for the financing of SDGs. However, the past years have seen analysis and initiatives
on the role that central banks play in aligning the financial system to meet its true purpose of financing
a sustainable real economy. Discussion under the G20 SFSG and networks such as the Central Banks and
Supervisors Network for Greening the Financial System (NGFS), the Sustainable Banking Network (SBN)
and others®5%57 recognize that, given the enormous investment needs in every economy, and given
that central banks have regulatory capacity over banks operating in the country, they cannot remain
on the margins of the discussion. In fact, 40% of the G20 members’ central banks or regulating financial
authorities have joined the NGFS and 50% have a mandate that extends beyond monetary policy into
macroeconomic objectives.
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A growing body of information suggests that climate-related shocks can be a leading variable of
macroprudential risks to the financial system. Under Argentina’s G20 presidency the SFSG acknowledged
“a proper framework for sustainable finance development may also improve the stability and efficiency of
the financial markets by adequately addressing risks as well as market failures such as externalities.”

International experienceshows®®596%¢"thatregulatorsareincreasinglybecominginvolvedinunderstanding
climate-related risks. In fact, 78% of policy and sustainability-related regulatory measures to date were
put in place between 2009 and 2017, with a compound annual growth rate of roughly 19% during this
period. At the end of 2013, there were a total of 131 sub-national, national-level policy and regulatory
measures. By the end of 2017, the number of measures had doubled to 267.5

Central banks are being called upon to increase their focus on the risks that climate change and
environmental degradation present to the real economy and the financial system. Some regulators have
even embraced sustainable development as an overarching framework. Such is the case of the Dutch
central bank.® Others have advanced the sustainable finance agenda based onits relation to their financial
stability mandate. This is the case for the Bank of England, which has explored the prudential implications
of climate change in response to a national climate change law. In the case of Brazil, legal environmantal
liability in the financial sector provided the basis for BACEN’s Resolution no. 4.327, which established
guidelines for financial institutions to develop and implement social and environmental risk policies. The
People’s Bank of China (PBoC), which is mandated to maintain price stability and facilitate economic
growth, began its involvement in green finance in July 2014 when the PBoC Research Bureau and the
UN Environment’s Inquiry launched a Green Finance Task Force, which released its ‘Recommendations
on Establishing China’s Green Financial System’. Later in 2016, seven ministerial agencies, including the
PBoC and the Ministry of Finance, jointly released the ‘Guidelines for Establishing the Green Financial
System’, setting out their official definition of ‘green finance’, incentives, disclosure requirements and
development plans for green financial products, as well as risk mitigation. In addition, the central bank of
Bangladesh, aside from conducting monetary management and financial sector supervision to maintain
price stability and financial system robustness, also supports inclusive economic growth, employment
generation and poverty eradication.® These examples showcase a wide array of central banks from
developed and developing economies with developed and underveloped financial systems beginning to
involve themselves in the sustainable finance agenda. In addition, the NGFS exemplifies progress in this
sphere, opening an opportunity to deepen understanding and exchange on sustainable finance from the
central banks’ perspective (see Box 3).

3.2.1.2 BANKS

In the past year, Argentina’s banking associations have shown increased interest in sustainable finance,
with two out of three associations setting up sustainability committees, and one of them becoming a
UNEP FI supporting institution and joining the Sustainable Banking Network. Both networks provide
links to like-minded regulators and associations and support in the development of policies and related
initiatives to advance the sustainable finance agenda locally.

The biggest sustainability-related network adopted by the local banks has been the UN Global Compact,
with four members from the banking sector (Banco Macro, Banco Ciudad, Banco de la Nacién and CMR
Falabella). Only one local bank (Banco Galicia) is a signatory to UNEP FI.% However, when considering
internationally owned banks, the number of signatories to the UNEP Fl increases, reaching a higher
percentage (more than 30%)% of the AUM in the Argentinian banking system.

The Equator Principles (EPs) are a risk management framework, adopted by financial institutions, for
determining, assessing and managing environmental and social risk in projects. They are primarily
intended to provide a minimum standard for due diligence and monitoring to support responsible risk
decision-making.



BOX 3. CENTRAL BANKS AND SUPERVISORS NETWORK FOR GREENING THE FINANCIAL SYSTEM

“The Central Banks and Supervisors Network for Greening the Financial System (NGFS) is a group
of Central Banks and Supervisors willing, on a voluntary basis, to exchange experiences, share
best practices, contribute to the development of environment and climate risk management
in the financial sector, and to mobilize mainstream finance to support the transition toward a
sustainable economy.” The NGFS was set up at the Paris ‘One Planet Summit’ in December 2017. It
has three workstreams:

WS1 - Microprudential/Supervisory:

This workstream is conducting a mapping of existing country experiences and supervisory
practices (e.g. environmental and climate information disclosure by banks and assets managers)
in relation to climate-related physical and transition risks to better understand the extent to which
a financial risk differential exists between ‘green’ and ‘brown’ assets.

WS2 - Macrofinancial:
This workstream has set out a multi-year programme to:

Understand how climate change impacts the macroeconomy. To do so, it will develop an
analytical framework to size the impact of climate-related risks (physical and transition)
both in the central case and in the event of tail scenarios.

Understand how climate change and the transition impact upon financial stability. 1t will
examine the financial stability implications of increased climate-related risks and look
to understand how they appear in the risk profiles of different financial instruments and
on the balance sheets of different financial institutions. It will also seek to understand
how climate-related risks can create broader systemic risk either by aggregating
microprudential risks or directly through macroprudential impacts.

WS3 - Mainstreaming Green Finance:

The purpose of WS3is to outline the role that central banks and supervisors could play in promoting
the scaling-up of green finance. This workstream is mapping existing incentives to scale up green
financing. WS3 will notably work on a comparative approach to green taxonomies, green bonds
labelling and the prevention of ‘greenwashing’, the regulation of second opinion provider and
their methodologies.

While only one local bank (Banco Galicia) is a signatory to the EPs, several international banks through
their local subsidiaries are required to apply the EP E&S Risk Management Framework, as well as their
own corporate standards. According to data from the survey from November 2016 undertaken by UNEP
FI and CAF, this would account for 39% of the banks and approximately 84% of the AUM in the banking
system. One should consider that the implementation of the management systems is not homogeneous
and has, in some cases, a limit regarding the capacity of the operations of those entities interviewed.

Different reviews of the EPs have seen several improvements in scope, transparency and accountability.
EP 111, for example, has introduced the term ‘human rights’ for the first time and acknowledges several
declarations and principles on the matter (e.g. Ruggie Framework). This is more in line with the concept
of sustainable finance that Argentina is embracing, looking to recognize the social and environmental
complexities and interlinkages of financing the SDGs.

Implementation of social and environmental risk management under the EP Framework has its ‘barriers’
in Argentina and other developing countries for several reasons:

Capitalizing Sustainable Finance in Argentina
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Low penetration of locally financed project finance: The banking system, until recently, was
not lending in dollars. In addition to high interest rates, inflation and high political risks, this
policy severely limited project finance by local banks.

High triggering amounts: The EP framework establishes a US$10 million triggering amount for
projectfinance and a US$100 million for corporate finance. Given the devaluation of the peso and
the above-mentioned conditions, paired with trade retentions that the previous administration
had imposed, companies had no incentive to upgrade CAPEX infrastructure in order to remain
competitive; therefore, corporate finance rarely exceeded US$100 million.

Leverage ratios and capital restrictions: This presents a problem in many developing economies
with small financial systems. Given the size of the banking system in Argentina and the market
capitalization of its banks, the established leverage ratios do not allow many banks to lend
amounts required in many big infrastructure projects. Moreover, loan syndication makes it
harder to implement social and environmental standards across different financial institutions.

The increase in the penetration of DFls in the country as a way to increase long-term funding in dollars
is certainly a driver for financial institutions to implement social and environmental risk management
systems. For example, 68% of the Argentinian banking institutions participating in a UNEP FI study done
in 2017 reported that they have had or currently have some kind of operation with DFls.

The absence of long-term financing from banks has promoted investment decisions that were biased
toward conventional, and frequently more polluting, technologies that might be acquired with shorter-
loan terms. Longer-term lending was done through intermediation financing by DFls.

Figure 6 shows the analysis from the UNEP Fl and CAF survey for the current level of integration of social
and environmental risk management in financial institutions (FIs) covering banks accounting for 87% of
the AUM in the banking system. From 2006, there has been a significant progression in the adoption of
environmental and social standards in credit operations. However, as mentioned in the report, there
is still much ground to be covered since only 39% of the participating banks have implemented socio-
environmental management systems.®

FIGURE 6: NUMBER OF BANKS WITH SOCIAL AND ENVIRONMENTAL RISK MANAGEMENT SYSTEMS

2000 2005 2010 2015

Source: UNEP FI and CAF (2017)

Many of these banks (55%) saw that training credit officers in terms of environmental and social risk
analysis would facilitate further integration of social and environmental risk factors into mainstream



financial decision-making. Among the topics covered by banks’ mandatory trainings were: evaluation of
social and environmental risks in credit and investment operations (68%); green financial products (52%);
and financial analysis of environmental projects (45%).

In Argentina, despite the increased percentage of financial institutions from 2006 to 2017 implementing
social and environmental risk management systems, there are still no requirements for formal disclosures
to the central bank on these types of risks, nor is a common framework to measure and disclose them.
Work done by the Cambridge Institute for Sustainability Leadership has mapped G20 country engagement
with the FSB TCFD and found that 60% of G20 countries have some degree of political and regulatory
engagement with its agenda.®®

While the central bank has reporting requirements for banks based on industry codes, there is no
industry categorization that allows for the proper identification of sustainability-related credits disbursed
by financial institutions. Understanding risks derived from environmental harm and climate change
requires an increased comprehension of the underlying assets in the portfolio. It is therefore necessary
to identify both ‘green’ and ‘brown’ assets in order to understand potential transitional risks derived
from Argentina’s international commitments (i.e. the Paris Agreement). It is also necessary to identify
specific geographic exposure to potential physical risks as well as the potential legal risks derived from
environmentally sensitive sectors.

Banks are interested in leveraging other sources of information® in their risk analysis. Figure 12
details several tools and information sources that banks would be willing to consider in their social
and environmental risk analysis. However, as identified in the national Human Development Report
produced by the United Nations Development Programme, environmental sustainability data is lacking
or poorly developed (79%). This hinders the integration of environmental data into financial decision-
making. Against a similar backdrop, the central bank of Mexico is looking to implement the 2017 G20
recommendations on the use of publicly available environmental data (PAED) by the financial sectorin its
environmental risk analysis processes and financial decision-making.

As shown in Figures 7 and 8, debt issuance by banks accelerated since mid-2016. In the first half of 2017,
several operations were in foreign markets, but since the second half of 2017 most of them were in the
domestic market and in pesos. As of August 2018, debt issuance represented less than 3% of total funding
(liability plus equity) with private banks having a higher percentage of debt issuance as a percentage of
total funding. Capital market instruments represent, if properly regulated, an origin of resources capable
to be channelled to the granting of credits. These provide diversification of funding instruments and
allow to address certain mismatches (e.g. maturity mismatch) derived from the intermediation activity.

Many banks lend to the private sector in local currency, but only 15 account for more than 82% of this
market. Out of these 15 banks, 11 have issued debt between October 2017 and April 2018 (this tendency
slowed down in May, with the beginning of the turbulences in the markets). This group of issuers have a
higher proportion of mortgages.

Considering the development-oriented mandate of state-owned banks, thereis an opportunity to further
align their portfolios to the SDGs - ‘Green/SDG tagging’ — and address potential mismatches by creating
sustainable assets for capital markets, thereby attracting capital from responsible investors as well.

International Experience

Several countries are going beyond the EPs and other voluntary E&S risk management frameworks
and are developing strong environmental liability regimes. These have, in some cases, required the
progressive involvement of the central bank given the exposure of financial institutions to ‘lender
environmental liability’ (LEL).
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FIGURE 7: CORPORATE BONDS ISSUANCE OF FINANCIAL ENTITIES

ARS$ billion 25

B UVA N Peso-linked M Pesos Dollar-linked m Dollars

Note: Corporate bonds denominated in dollars and payable in pesos (dollar-linked). Corporate bonds denominated in dollars y payable
in pesos (peso-linked).

Source: BCRA, BCBA and CNV

FIGURE 8: ACCOUNT BALANCE OF CORPORATE BONDS OVER TOTAL FINANCING*

——Financial system  ===Private banks ===State-owned banks

* net liabilities + net equity
Source: BCRA, BCBA and CNV

This involvement from central banks is required to build up a ‘strong-potential’ liability regime” and
has a positive impact on the real economy, as it allows financial institutions to complement the role of
environmental regulating authorities. Lender environmental liability is also increasingly integrated into
the legal and regulatory frameworks of some countries, which in turn requires lenders and regulators to
take actions to reduce these risks.



BOX 4. LENDER ENVIRONMENTAL LIABILITY: BUILDING ACCOUNTABILITY IN THE FINANCIAL SECTOR

Lender environmental liability translates into the possibility of holding a financial institution
accountable for an environmental harm incurred by a borrower client.

The UN Environment Inquiry has identified three types of LEL:”'

Non-existent LEL: the legal regime does not allow for environmental liability upon lenders and
investors (i.e. Peru and Turkey).

Full LEL: the legal regime allows for an interpretation that the financial institution can be held
liable for environmental harm caused by the borrower, without limitation (i.e. Brazil).

Potential LEL: the legal regime allows for limited environmental liability upon lenders whenever
there is a breach of duty of care expected from financial institutions (i.e. Colombia, Costa Rica,
Germany, India, Mexico, South Africa, Paraguay, Portugal, the UK and the US).

From an individual financial institution perspective, tagging green or sustainable assets is starting to
emerge as a strategy among leading banks from Europe (e.g. ABN Amro, BBVA, Berlin Hyp, HSBC, ING,
Lloyds, SEB, SuedtirolerVolksbank, Triodos and UniCredit) to scale up financing of energy-efficient housing
among other green or sustainable loans. Green tagging refers to a “systematic process whereby banks
identify the environmental attributes of their loans and underlying asset collateral.” It facilitates access
to green bond markets, better tracking of green loan performance and provides greater transparency
of climate risks and portfolio resilience.” It also helps provide a better understanding of the underlying
risks associated with brown assets that could lead to lender environmental liability mentioned above.

Additionally, the Principles for Positive Impact, a UNEP Fl-driven initiative, is establishing a framework
for reporting on how the banking system fulfills its financial intermediary role by acting as a tool for
economic growth. Some central banks (China, Bangladesh) have established green credit guidelines,
while banking associations (Colombia, Mexico) are working on developing a reporting framework for
their banks.

3.2.2 CAPITAL MARKETS AND SUSTAINABLE FINANCE
3.2.2.1 SECURITIES AND EXCHANGE COMMISSION (CNV)

Stock exchanges and the CNV have been the main actors within the sustainable finance ecosystem in
Argentina.

Capital Markets in Argentina are regulated by the national securities commission under Law N° 26.831.
The CNV is one of the few market regulators internationally with sustainability in its mandate. The CNV
has had an important role promoting the sustainable finance agenda both at a national and international
level. Its mission is to “Protect investors and promote the development of a transparent, inclusive and
sustainable capital market that contributes to the economic and social progress of the country.”

In Argentina, the CNV looks to promote, through anintegrated approach, the development of sustainable
finance strategies, investment practices, mandates and policies that unlock capital for the development
of a sustainable financial market and establish Argentina as a sustainable financial centre in Latin America.
The CNV’s specific sustainability objectives are:

Capitalizing Sustainable Finance in Argentina
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Develop sustainable finance-related guidelines to promote market standardization and
transactional cost reduction

Build market awareness and capacity development on sustainable finance

Study and propose policies and regulations to better align financial markets to sustainable
development

Encourage assessment and better risk pricing of socio-environmental factors as a routine
practice of financial risk management, integrating ESG-related criteria as a core concept of
fiduciary duty responsibilities

Promote actions to strengthen financial system resilience against climate-related adverse
weather events

Advance the understanding of the implications of sustainability from a prudential perspective.

The CNV has the power to regulate and supervise sustainability-related disclosures, establishing
mandatory and comply, apply or explain procedures. This practice is at the forefront of sustainability
regulation. The new version of the corporate governance adopts the format of apply-or-explain.

The responses of the code will be audited with the following methodology: every year, five companies
will be selected by drawing lots, and their corporate governance reports will be monitored in detail by
the CNV during three periods.

For that purpose, the CNV will take special attention to the information disclosed by the companies
themselves. The objective is to make sure that the companies are taking in consideration the principles
behind the recommended practices, rather than answering the report under a box-ticking scheme.

With this methodology, the CNV hopes to guide the companies to disclose relevant information regarding
ESG issues, as well as corporate governance issues.

Additional work needs to be done to promote a standardized approach to disclosing ‘non-financial’ data.”?
No initiative, such as the establishment of reporting guidelines for listed companies, as recommended by
the World Federation of Exchanges, has beenidentified. Examples of these guidelines can be found in the
Mexican Stock Exchange, Bovespa or the London Stock Exchange.

Together with UN Environment and the Climate Bonds Initiative, the CNV is involved in the development
of social, green and sustainable bond guidelines. It is looking to promote the guidelines to further
encourage transparency and investor trust in the market, and promotes an integrated (social and
environmental) approach to guidelines issuance. In this regard, the Argentinian capital market regulator
could become a pioneering regulator by integrating both social and environmental indicators into debt
issuance. Green bonds are certainly one of the fastest growing asset classes that can help maximize the
benefits and minimize the potential environmental downside that such investments can generate.

The CNV’s rules contemplate the possibility that credit ratings agencies rate other risks (including social
and environmental impacts) at an issuer request. Recently, it approved the Fix (Fitch’s subsidiary in
Argentina) ESG rating methodology.

In May 2018, the government approved a capital market reform (the aforementioned Productive
Financing Law N° 27.440). The reform contributes to the development of capital markets through the
adaptation and modernization of its regulatory framework, incorporating a systemic risk mitigation
approach for the CNV, in addition to reforms to boost mortgage financing and savings. The Productive
Financing Law seeks among other things to: introduce new investment vehicles such as exchange-traded
funds; facilitate the access of small and medium enterprises to the stock market; allow mortgage loans
securitization; and provide greater flexibility in the issuance of debt instruments.



TABLE 3: CNV’s MANDATORY AND COMPLY OR EXPLAIN PROCEDURES

Capital Market Mandatory Rules Comply or Explain
Procedure
IPO Prospectus Disclosure of relevant environmental

risks, environmental facts, issues
and regulations significant for the
business  description, including
its impact on assets; disclosure of
environmental policies.

Disclosure of facts, sanctionsandlegal
cases with potential environmental

damage.
Annual Reporting Environmental or sustainability policy | Corporate social and environmental
included in the annual report. responsibility policy and balance
sheet.
Collective Investment Disclosure of environmental policies
Products (Mutual of the mutual funds or an explanation
Funds) why is not relevant in the opinion of
the fund manager.
Collective Investment Disclosure of (i) environmental
Products (Trusts) policies of the financial trusts or

an explanation why is not relevant
in the opinion of the trustee, (ii)
environmental risks and (iii) measures
of prevention of environmental
damage.

Collective Investment | Disclosure of compliance with
Products (Real Estate | environmental regulations at the

Trusts) national and local levels by real estate
financial trusts.

Source: CNV

Itis expected that the securitization process will give a greater momentum to the growth in the mortgage
market, since it will most likely increase the funding of the entities that grant this type of loan. This would
allow capital markets to complement banking activity. It would also allow the banking sector to address
current maturity mismatches and furtherimplement the G20 SFSG recommendations to make sustainable
assets available to capital markets. Furthermore, the systemic risk mitigation approach incorporated by
Law N°27.440 could provide an increasing basis for the CNV to consider the increasing relevance of ESG
risks, their corresponding corporate disclosure and credit rating evaluating methodology.

Internationally, through its I0SCO membership, the CNV has been participating in discussions on the
role of securities markets in the sustainable finance agenda and the role securities regulation could play
in promoting the sustainable instruments for capital formation and investments, such as green, social
and sustainable bonds. More specifically, the CNV, currently acting as I0SCO’s Growth and Emerging
Markets (GEM) Committee Vice-chair, together with the Malaysian Securities regulator (GEM Chair), have
established a Working Group on Sustainability in Emerging Markets (WGS).” The WGS looks to discussing
the frameworks? that securities regulators are adopting to foster the growth of sustainable instruments
and enhance transparency around this type of instrument.
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International Experience

Regulators in China, India and Indonesia have already developed guidelines for the green bond market,
clearly defining what can and cannot be considered as a green bond. This prevents greenwashing
and helps to continue building up investor trust.”® In each case, the regulators have drawn heavily on
international best practices as expressed through the voluntary Green Bond Principles and Climate
Bonds Standards. This is important to enable cross-border flows of capital and allows national regulators
to tailor the specifications to local conditions. Other markets are taking an active role in promoting green
bond issuance. For example, the Monetary Authority of Singapore (MAS) introduced a green bond grant
scheme in 2017 to offset the cost of companies issuing sustainability-oriented bonds.””

3.2.2.2 STOCK EXCHANGES

ByMA became a member of the Sustainable Stock Exchanges initiative in 2017 and has developed a new
panel - similar to the Brazilian Novo Mercado - that demands listed companies to comply with higher
international standards, integrating specific ESG metrics. The goals are to: ensure the protection of
minority shareholders, increase market confidence, provide lower capital costs to listed companies, and
attract qualified and responsible foreign investors.

It has also developed, in partnership with the Inter-American Development Bank (IADB) and based
on IndexAmericas methodology, a Sustainability Stock Index (SSI). The CNV will regulate the listing
requirements of SSI.

The Buenos Aires Stock Exchange (BCBA) has re-launched its sustainable finance business unit and hired a
Head of Sustainability to implement a sustainability programme within the stock exchange. Additionally,
to further the collaboration among Latin American stock exchanges, the BCBA together with the Mexican
Stock Exchange agreed to work on the development of environmental markets during 2018 within the
framework of the Argentine Presidency of the G2o.

On International Women’s Day, Argentina hosted, with the Sustainable Stock Exchanges initiative along
with 40 stock exchanges around the globe, a bell ringing ceremony to raise awareness of the role that the
private sector can play to advance gender equality, particularly in boards of directors.

International Experience

Capital markets’ institutions such as stock exchanges can provide an anchor for promoting sustainable
finance. In Germany, for example, the Deutsche Bérse Group has developed several sustainability-related
initiatives aimed atimproving transparency and performance on ESGissues and sustainable investment.”®
Through its transparency initiatives, all companies of DAX, MDAX, SDAX and TechDAX disclose
sustainability information and “inform on their ESG reporting channels.” In March 2017, it launched a
new Sustainable Finance Initiative in Frankfurt. The aim is to establish a new dialogue platform with the
Frankfurt financial centre’s key participants, including financial institutions as well as representatives
from academia and NGOs.”

By focusing on ESG standardization, the Deutsche B&rse Group has accelerated the capacity of listed,
private sector companies to systematically develop and adopt sustainability strategies. The exchange
contains 35 distinct sustainability indices and a comprehensive set of ESG indicators for disclosure
purposes. Since 2011, the exchange has encouraged the adoption of the German Sustainability Code,
an instrument that “aims at rendering companies’ sustainability efforts transparent and comparable.””®°
Deutsche Bérse has the third highest percentage of green revenue from listings among the G7 stock
exchanges.



Another exampleisfrom Borsa Italiana, which has demonstrated a growing commitment to sustainability.
In the 2016 ranking of sustainability disclosure on 45 stock exchanges, the Borsa Italiana climbed 11 places
to the 19th position. In @ more recent 2017 assessment of the quantitative ESG data disclosure rate by
country, Italy ranked first in the G7 and fifth overall, according to FTSE, an index company co-owned by
the London Stock exchange.® In March 2017, Borsa Italiana added a new segment to its ExtraMOT PRO
market dedicated to the issuance of green and social bonds.*

In Mexico, the Mexican Stock Exchange (BMV) through MEXICO2, the platform for environmental
markets from BMV, acts as secretariat for the Sustainable Finance Advisory Board, a high-level group
gathering leading institutional investors, banks and regulators looking to mainstream sustainable finance
in Mexico. BMV is also promoting the development of specific finance vehicles to repackage sustainable
assets, making them available to institutional investors.

The Tokyo Stock Exchange has been active in promoting the creation of new environmental markets,
starting with the launch of the first Asian carbon market in 2010. A new ‘Infrastructure Fund Market’ was
established in April 2015, for listing funds that invest in infrastructure assets including renewable energy
facilities, power grids, and transport and transmission networks.®

3.2.3 INSTITUTIONAL INVESTORS AND SUSTAINABLE FINANCE
3.2.3.1 SUSTAINABILITY GUARANTEE FUND (FONDO DE GARANTIA DE SUSTENTABILIDAD)

As previously mentioned, the largest national institutional investor, the FGS, seeks to invest in
infrastructure projects with high economic and social impact. These projects currently account for
7.4% of its portfolio (Figure 5). Although there is a clear intent to invest in infrastructure projects that
deliver both economic and social impact, no evidence was found of the social and environmental risk
management framework considered for this or other type of investment. The composition of the
infrastructure portfolio is detailed in Figure 9.

FIGURE 9: COMPOSITION OF THE FGS INFRASTRUCTURE PORTFOLIO

Public Investment
10%

Housing
52%

Energy
38%

Source: FGS, March 2018

Considering the asset composition detailed in Figure 5, the FGS portfolio and the portfolio breakdown by
sector detailed in Figure 10, a couple of observations can be made. Excluding investments in sovereign
debt (61.0%), consumer loans (5.8%) and other investments that are not specified (4%), an ESG approach
could be considered in about 30% of the FGS portfolio. This includes equity (15.7%), infrastructure (7.4%),
mutual funds (1.4%) and loan to provinces (5%).
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The FGS currently invests, through its equity portfolio, in 48% of the companies in the stock exchange.
Market capitalization of the companies in the FGS equity portfolio is approximately 5% of Argentina’s
GDP. The FGS has an average equity stake of 12% spreading from 0.8% to 27%. Exposure to banks and the
energy sector currently accounts for 65% of the equity portfolio.

FIGURE 10: FGS PORTFOLIO BREAKDOWN BY SECTOR

Construction Car Other
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Banks
36%

Telecommunications
16%

Energy
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Source: FGS, March 2018

After the Paris Agreement, several international commitments from assets managers and asset owners
have appeared, pledging to align portfolios with a 2°C scenario. There are diverse sets of ESG strategies
that can be implemented to do so. Given the portfolio composition presented above, particularly the
high percentage of asset allocation to the banking sector, along with the relatively high equity stake in
the industry, considering sustainability criteria in FGS portfolio could have a positive spillover effect to
further align the banking industry to sustainable development.

By considering sustainability criteria in its investments, the FGS could become an important source
of demand for sustainable assets coming from the banking industry. Setting up a trust to securitize
sustainability-related CAPEX/EE credits that originate in banks could help develop a local sustainable
finance market, provide increase liquidity to the banking sector, address potential maturity mismatches
and develop the green bond market.

International Experience

Internationally, two trends were observed last year: first, an increase in assets owner’s active ownership
in the selection and monitoring of external managers;® and second, the increase in consideration of ESG
factorsin fixed income securities in the sovereign and supranational space for both directly and indirectly
managed assets.

3.2.3.2 MUTUAL FUNDS
While Argentina has experienced substantive growth in the number of mutual funds, there appears to

be no mutual sustainability-related funds. In Argentina, only one small player in the investment spaceis a
signatory to the PRI (NXTP Partners).



International Experience

Globally, investors representing US$89 trillion in AUM have committed to integrate ESG factors into
their shareholder engagement, investment decisions and public dialogue. The main regions in terms of
number of signatories still remain Europe (1,022) and North America (456).%

Perception of climate change as a long-term threat has remained high and almost constant at a 74% for
asset owners and 62% for asset managers for the last two years. Evidence of this has been the quick
uptake of asset owners (39%) and asset managers (31%) reporting on the FSB TCFD climate indicators,
not only as a way to provide further transparency to their trustees but as a means to identify potential
portfolio physical and transition risks, thereby fulfilling their duty of care.

As the world faces the largest wealth transfer onto the millennial generation estimated at US$30 trillion,®
the case of the Article 173 of the Energy Transition Law in France provides an interesting example of how
disclosure can provide a better understanding of the integration of ESG considerations into investment
decision-making, and drive citizens’ empowerment to select more sustainable or value-based aligned
investments.

Article 173 requires investors to report how they integrate ESG issues into their investment policies and
how they contribute to the SDGs and international climate targets. Disclosure is also important at the
level of financial products. In France, an Energy and Ecological Transition label (TEEC) was introduced for
investment products to increase transparency for consumers.® This has now been granted to 13 funds
representing around €2 billion in assets.? An additional label for SRI funds was introduced in January 2016
to promote ESG integration; roughly 60 funds hold this label, together comprising around €10 billion in
assets.”®

3.2.4 INSURANCE SECTOR AND SUSTAINABLE FINANCE
3.2.4.1 NATIONAL SUPERINTENDENCY OF INSURANCE (SSN)
The National Superintendence of Insurance (SSN) regulates the insurance market in Argentina under
Law N° 20.091. Aligned with the SDGs, the SSN gives priority to providing access to insurance and the

promotion of a sustainable economy and a market. As an expression of its commitment to sustainability,
the SSN recently joined the SIF and the PSI.

BOX 5. ABOUT THE SUSTAINABLE INSURANCE FORUM AND THE PRINCIPLES FOR SUSTAINABLE
INSURANCE

SIF: The Sustainable Insurance Forum (SIF) is a network of insurance supervisors and regulators
from around the world that are working together on sustainability challenges facing the insurance
sector. It serves as a global platform for knowledge sharing, research and collective action.?

PSI: Launched at the 2012 UN Conference on Sustainable Development, the UNEP FI Principles
for Sustainable Insurance serve as a global framework for the insurance industry to address
environmental, social and governance risks and opportunities.

Looking to build up competences in sustainable insurance, the SSN has participated in Sustainable
Insurance Forum meetings® and in the global seminar ‘Insurance for the Strengthening of Inclusive
Economic Development’ organized by the International Association of Insurance Supervisors (IAIS).9
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In addition, the SSN announced the commitment of insurance companies to invest AR$6 billion (@approx.
US$165 million) in instruments associated with the financing of small and medium-sized entreprises
(SMEs) through the capital market.

Insurance and reinsurance companies will be able to account for these investments made through a
public fund (FONDEP), administered by the Ministry of Production, in the Coverage of Reserves report
part of the financial statements.

The productive portfolio will then be transferred to the capital market through the purchase of financial
assets related to the financing of SMEs. The central objective of the measure is to increase the liquidity of
the capital markets in which the instruments associated with the financing of SMEs are negotiated. This
will allow them to obtain better conditions and allow more companies to participate in financing through
these markets.%

The SSN is moving towards a risk-based supervision model. This means that insurance companies will be
supervised not only with respect to their balance information, but also on qualitative and quantitative
information that allows them to be listed according to a certain level of risk. This will in turn define what
type of analysis and inspection will be carried out or the measures that the SSN will take.?® The first
step in its transition to a risk-based supervision model is to map out risks and build a risk matrix. The
development of corporate governance standards and convergence to international standards of financial
and solvency information are key in this transition.

As risk managers, risk carriers and investors, the insurance industry is uniquely positioned to play a key
role in promoting economic, social and environmental sustainability. Internationally, both the PSI and the
SIF have triggered the involvement of both market actors and regulators, as there is increasing evidence
of the risk associated with climate change and environmental degradation.

Given the SSN transition towards a risk-based supervision, current PSI work to develop guidance for the
insurance industry to integrate ESG¥ risks into insurance underwriting® could be particularly meaningful.
By considering ESG risks, the insurance industry could prove essential for preventing and reducing ESG
risks, thereby contributing to building a sustainable financial system and complementing the government’s
work to support key international commitments such as the SDGs, the Paris Agreement, the Sendai
Framework for Disaster Risk Reduction, and the UN Guiding Principles on Business and Human Rights.

Developing the capacity to understand and price climate-related risks is particularly important for
Argentina, since according to the World Bank data, flood damage in Argentina in 2012 accounted for 0.7%
of GDP and is expected to account for at least 0.15% on a yearly basis. This will impact agriculture, which
accounts for more than 41% of the country’s exports. Inaction and failure to develop climate-resilient
infrastructure could potentially reduce Argentina’s GDP per capita by 53% by 2100, according to a study
done by Stanford University.%

International Experience

The Brazilian insurance market has become the world’s first insurance market to commit to climate
risk transparency.’ It declared its support “for dialogue on practical and effective ways to meet the
recommendations of the Financial Stability Board’s (FSB) Task Force on Climate-related Financial
Disclosures (TCFD), which should certainly consider the particularities of local insurance and financial
markets and the materiality of climate-related risks across lines of insurance business and asset
classes.” " In 2016, the Superintendence of Private Insurance (SUSEP) surveyed the insurance sector to
better understand the integration of sustainability factors. SUSEP is now considering a range of actions
including improving disclosure, incentivizing green investments, and integrating environmental risks
into underwriting policy.



The ‘Insurance Industry Development Goals for Cities’ launched in Montreal in 2018 serve as a clear
example of positive action that can be driven forward by the insurance industry to “make cities inclusive,
safe, resilient and sustainable.””* This framework sets the agenda for insurers and cities to work together
conducting and supporting risk research and sharing risk information to make cities more sustainable by
developing the markets to allow sustainable investments and integration of ESG criteria into risk pricing.

In September 2015, the Bank of England released an assessment of the impact of climate change on the
UKinsurance sector, setting out a framework of for how climate change may pose arange of physical and
transition risks to firm and sector level stability.'

3.2.4.2 INSURANCE COMPANIES

In the insurance sector, restrictions that compelled insurance companies to invest in infrastructure
projects previously approved by a political committee have been removed. The government is evaluating
considerations such as tax incentives to increase investment in long-term assets.

The general law for the environment (N° 25.675) requires the development of environmental insurance
to ensure the financing of any remediation required due to environmental damage. Article 22 of this
law requires high-pollution industries to acquire this type of insurance. The adoption of environmental
insurance has had problems due to a lack of knowledge of the subject and the process of executing
policies, a low percentage of insured firms, a small number of insurance providers offering the service,
and the lack of financially guaranteed options. Resolutions 548/17 and 204/18 aim to correct these market
distortions.

The Principles for Sustainable Insurance, endorsed by the SSN, have been developed to raise market
standards. However, there is no PSI member at the local level. The only two insurance companies in
Argentina that are members of the PSI are the international insurance companies Allianz and Mapfre,
covering 4.12% of the local market.

International Experience

Differentissues are emerging as part of the sustainable agendaforinsurance companies. Theinternational
insurance industry has underscored the risk posed by illegal, unreported and unregulated fishing. In
addition, major insurance companies are looking to shape the broader sustainable marine insurance
agenda at the global level, both to reduce underwriting risk and help achieve SDG 14."4 In the same way
that car insurance companies can provide incentives to drivers by tracking driving habits through the
use of the Internet of Things (loT), the use of technology (e.g. remote sensing™) and environmental
data disclosure (e.g. environmental fines) has proven key for the insurance industry to price the risk of
commercial fishing fleets.

The case of Japan provides good ground for insights on risk underwriting and prudential regulation
related to sustainability. Major Japanese insurers have significant experience in considering sustainability
issues within insurance underwriting practices, including the assessment of natural catastrophe risks.
Japanese insurers, working alongside the Japanese government, have been active in international
efforts to improve disaster resilience, including the Pacific Catastrophe Risk Assessment and Financing
Initiative. Leading insurers such as Tokyo Marine, Sompo, and MS&AD are members of the Principles
for Sustainable Insurance. In 2016, Tokyo Marine participated as a member of the FSB TCFD.

3.2.5 FOREIGN DIRECT INVESTMENT AND SUSTAINABLE FINANCE

The benefits of foreign direct investment (FDI) have been well documented.”” FDI influences growth by
raising total factor productivity, job creation and technology transfer. The last of these is perhaps the
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most important channel through which foreign corporate presence may produce positive externalities
in the host developing economy, increasing competition.

As Argentina opens to international markets, several fiscal, financial and regulatory incentives have
been granted to attract investors and multinational enterprises (MNEs) to promote investment in the
country. As part of these efforts, the government has established the Argentina Investment and Trade
Promotion Agency with the purpose of promoting the country as a solid prospect for sustainable growth
with strong economic fundamentals.

Aside from the positive economic benefits of attracting foreign investment capital, MNEs have animpact
on environmental and social dynamics in the receiving countries. In this context, a potential risk is that
FDI can lead to negative environmental outcomes when firms decide to move overseas in order to
reduce the costs of complying with environmental regulations.”® To this extent, the role of the Argentina
Investment and Trade Promotion Agency becomes increasingly important, as it has the responsibility for
attracting not only quantity but also quality investments.

Argentina’s IPA and the American Chamber of Commerce in Argentina, recognizing that new ways of
doing business are arising in response to the increasing environmental challenges, have developed a
‘Legal Environmental Handbook’ that summarizes and analyses environmental legislation at a national
and provincial level. This handbook was developed as a resource for investors to consider environmental
requirements and subsidies for potential investments.

International Experience

According to the Vale Columbia Center on Sustainable International Investment and the World Association
of Investment Promotion Agencies (WAIPA), environmental and social dimensions of sustainable FDI
have increased in prominence compared with five years ago.”® However, social dimensions still need to
be further considered when analysing potential investments. Cost-benefit analyses based on economic
development, environmental and social factors are the main instruments used to consider non-economic
variables. When considering future trends that will be reflected into the IPA’s own standards, carbon
neutrality becomes an important driver of investment screening.



4 LOOKING FORWARD @V/

4.1 SALIENT CHALLENGES AND INTERNATIONAL EXPERIENCES

Unlocking sustainable finance is a highly rewarding, complex task already undertaken by countries in
diverse settings, many of which have faced economic, regulatory and institutional barriers similar to
those faced by Argentina.

This chapter provides an analysis of Argentina’s main barriers to sustainable finance and a selection
of case studies to illustrate how other countries have tackled similar challenges. The case studies are
based on the international experience of the UN Environment Inquiry, which has identified more than
200 separate measures in 60 countries across banking, capital markets, insurance, investment and the
financial system as a whole.

Like every country seeking to promote sustainable finance, Argentina faces both generic and specific
barriers related to the delivery of financial services that are aligned with its sustainability objectives.
Generic barriers are those characterized by market and policy features that impede or slow down the
flow of finance (with or without sustainability benefits). Examples include policy and regulatory risks,
credit and capital market risks, lack of access to finance, and maturity mismatches. Addressing these
general constraints would help promote sustainable financial markets; however, they fall outside the
scope of this report. Instead, this report seeks to address Argentina’s specific national challenges.

4..1 PoLIcY AND REGULATORY DISTORTIONS

Generally, sustainability policy and regulatory distortions, market interventions, perverse subsidies,
and political instability have been internationally perceived as barriers for FDI and long-term sustainable
investments since they hinder the development of efficient and effective markets.

Argentina has started a revision process, which includes the selective phasing out of subsidies and
cross-incentives that constrained the efficiency of the market as well as its alignment with long-term
development objectives. During the last decade, Argentina has faced pervasive subsidies. For example,
fossil fuel subsidies involved 5.6% of the national budget for 2017 and 3.1% for 2018." If the 2017 budget
items of the energy sector are analysed, 90% of the items identified in the sector correspond to subsidies
for generation of energy through coal, oil, gas, large hydropower and nuclear. While it is important to
provide subsidies to those in need, progressively eliminating subsidies to reduce fiscal deficits will also
make investments in renewable energy more attractive. The progressive elimination of these policy
elements will make investment in clean technologies and renewable energy more attractive since it
will reduce the payback period, reducing the upfront CAPEX investment, and increasing the return on
investment and the net present value.

Capitalizing Sustainable Finance in Argentina
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increasingly monitoring how sustainability-related policies and regulatory market distortions might impact
investments and sustainable development.™ Taking the mining industry as an example, in Peru, regulations
requiring banks to perform due diligence were implemented as a way to correct distortions and protect FDI
as a way to overcome conflicts in the mining sector resulting from lax enforcement of local regulations.

Among the main barriers identified to further implement sustainability criteria in credit and investment
operations are: the uncertainty in the regulatory framework (68%); the current political and economic
landscape (61%); and a lack of understanding about the real impacts on the environment for the clients
and their portfolios (48%).

These results show that receiving clear signals from regulators is key to advancing the integration of
sustainability into the banking sector. In fact, 81% of the surveyed financial institutions mentioned that
having clear signals from financial regulators is key to advancing their understanding of environmental
impacts. Better understanding will therefore help leverage the financial system as a tool to promote a
more efficient capital allocation for a sustainable economy.

4.1.2 LACK OF SPECIFIC CAPACITY

Developing country consultations by the Inquiry showed that specific sustainable investments remain
dependent on DFls and are not part of fully commercial and sustainable lending and insurance product
portfolios."

The role of local associations (banking, insurance, pension funds and stock exchanges) has proven to
be instrumental worldwide in advancing the integration of best practices by different industry players.
Examples of this in Latin America are the adoption of voluntary sustainability protocols by the Brazilian,
Colombian, Ecuadorian and Mexican banking associations. Globally, the Sustainable Banking Network, a
best practice knowledge network for regulators and market associations, helps develop local sustainable
finance ecosystems by promoting the interaction of regulators and markets players in specific topics,
such as information sharing of publicly available environmental data to promote better environmental
risk analysis. In fact, surveyed institutions from the Argentina UNEP Fl and CAF 2017 study, representing
67% of the AUM in the banking sector, recognize the importance of developing efficient and effective
communication channels among market players, as well as with market regulators and the Ministry of
Environment and Sustainable Development, to further advance a sustainability agenda.

International standards, such as the EPs, the Principles for Responsible Investment, the Principles
for Sustainable Insurance and others, provide access to best ESG risk managing practices that can
help offset risk and improve the quality of lending and investment portfolios. These market-oriented
standards provide the tools and help develop the capabilities of local actors. Recognizing the need to
adopt a regulatory approach to catalyse sustainable finance, several platforms have emerged in recent
years (e.g. the Sustainable Insurance Forum, the Financial Centres for Sustainability network, and the
[OSCO Sustainable Finance Working Group). These platforms look to engage regulators and encourage
knowledge-sharing, research and collective action. In Argentina, there is little to no adoption of
international standards by local banks, insurers and investors.

4.1.3 INSUFFICIENT LONG-TERM LENDING

Current monetary policy and inflationary targeting aim to reverse negative interest rates and create
conditions for banks to promote long-term lending. Banks have an enormous potential for growth.
Argentina’s banking system can double its credit in relation to GDP over a period of three years, allowing
it to get closer to the average level of financial intermediation within the region.™



Aside from more generic risk variables (country, market risk, etc.), three elements in combination
contribute to this long-term lending barrier: negative real interest rates, the lack of risk offsetting
mechanisms (e.g. assets collateral guarantees) and maturity mismatches between the short-term
financing of the banking system and the long-term finance needed for projects, particularly sustainable
development projects (given the heavily subsidized energy and transport costs). Maturity mismatches
with high, short-term funding costs in Argentinian pesos make it difficult to develop long-term project
finance.

Project finance was seldom done by the banking system in Argentina. Leverage and capital requirement
regulations, given the size of local financial institutions, make it harder for local banks to individually
finance large projects. In a syndicated loan, there are several lenders and parties arranging the loan,
and there are several expenses associated with these loans that increase the cost of financing. Large
project finance deals are financed today by FDI, which means that financial institutions are only able to
participate in projects at a smaller scale and with shorter time horizons. However, some countries such
as Peru have addressed this lending barrier by lowering the capital requirement for banks with a certain
percentage of sustainability-related assets in their portfolio.

The current administration in Argentina views project finance as a useful tool for financing enterprise
and country needs. Previously, project finance or corporate CAPEX investment/financing was done only
out of necessity. Businesses had little incentive to invest because of energy subsidies, market tariffs or
restrictions to foreign competition. Corporate leverage was therefore generally low.

4.1.4 DIFFICULTIES IN MEASUREMENT

Developing the capabilities to measure sustainable finance effectively allows financial institutions to
identify new business opportunities and access new sources of capital. In Argentina, when asked about
the development of sustainable financial products and services, banks responded favourably and
welcomed the opportunity to develop them, although a small percentage are doing so.

FIGURE 11: COMMERCIALIZATION OF GREEN FINANCIAL PRODUCTS

Has your organization commercialized, could commercialize or would not
commercialize green financial products?

Green saving accounts

Green mortgages

Financing products and/or activities for
climate change adaptation

Financing products and/or activities for
climate change mitigation

Financing environmental and/or
social management practices

Financing green markets

Financing environmental
restauration/remediation

0% 20% 40% 60% 80% 100%

B Commercialize B Would commercialize B Would not commercialize

Source: UNEP FI and CAF (2017)
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Aside from individual product development by some financial institutions, the financial market in
Argentina, as in most countries, shows little capacity to measure sustainable finance needs. In countries
wherethismeasurementwas done, sustainablefinanceinfinancial marketsstillaccountsforapproximately
5% of total finance.” The lack of established methodologies and systems to measure sustainable finance
does not allow for opportunity identification and demand-driven product development. Setting up
the basis for a sustainable finance system, as other countries have done (e.g. Brazil, China, Colombia),
depends largely on developing the right capacities for measuring and reporting on sustainable finance.

The lack of a clear definition for sustainable finance or even the standards to ensure the quality of
sustainable products can:

Jeopardize the perceived quality of sustainable investments, which reduces consumer trust
and lowers the risk appetite of local investors.

Hamper efforts to measure the effectiveness and efficiency in capital flows, thereby preventing
the economy from appropriately allocating resources to meet its international commitments.

Hinder efforts to measure the risk-return profiles of green/sustainable projects as compared to
non-green/non-sustainable projects.

Measuring and evaluating sustainable finance flows allows for proper demand identification and targeted
product development. Several institutions worldwide have recognized the benefits of identifying and
reporting on sustainable finance. In fact, one of the main recommendations of the EU High-Level Expert
Group on Sustainable Finance was on the development of a sustainable finance taxonomy that provides
a shared EU classification of sustainable activities that is applicable for all types of assets and capital
allocation.™

Appropriate categorization and standardization of sustainable finance information across the financial
system will allow it to:™

Guide the work done by international promoting agencies to attract not just quantity but quality
investments that generate the best economic, social and environmental outcomes.

Increase focus on sustainable reinvestment as a strategy for upgrading performance of existing
assets to reduce the effects of climate change and pressure over other ecosystem boundaries,
while also promoting improved labour and human rights standards.

Shape policies that can impact the risk/return profiles (e.g. through measures requiring
internalization of externalities).

Generate public and private sector backing for green/sustainable projects.

From a national perspective, measuring and evaluating sustainable finance flows provides better access
to international sustainability-related finance from funds such as the Green Climate Fund (GCF) at a lower
cost of capital and with access to technical assistance. It also helps to align DFI portfolios to international
commitments (e.g. the Paris Agreement, the 2030 Agenda).

4.1.5 LACK OF PUBLICLY AVAILABLE ENVIRONMENTAL DATA AND ENVIRONMENTAL RISK
ANALYSIS CAPACITY

Limited environmental data on borrowers prevents banks and other financial market actors from properly
evaluating and developing standardized methodologies to assess the materiality of environmental risks
in lending and investment portfolios.

Afrequent problem that hinders a clear understanding of the risk valuation for environmental and climate
change impacts is the weak communication channels and information transfer mechanisms between the
financial system and the national agencies that develop environmental risk information (e.g. drought/



flood maps). International experience, through the work done by the G20 Green Finance Study Group
(GFSQ), has shown that this is an area of increasing interest for the financial system in several countries,
often driven by the financial institutions. The lack of environmental data prevents the integration of
green or sustainability criteria into investment and credit decision-making, and ultimately prevents the
development of differential credit lending. It also does not allow for a proper risk pricing by insurance
companies and a more efficient capital expenditure.

As seen in Figure 12, financial institutions use a number of mechanisms to perform their social and
environmental due diligence. Most rely on site visits to the client facilities and desk research about the
client’s previous environmental and social risk history, indicating there is an important opportunity to
develop the appropriate channels of communication.

FIGURE 12: TooLs, MECHANISMS AND PROCESSES IN LENDING AND INVESTMENT PROCESSES

Implementation of exclusion lists to reject
financing of environmental activities and/or
socially risky

Verification of compliance with
environmental and/or social requirements
legally required

Checklist of problems and risks of each
industry

Online research on environmental and/or
social background of the client

Visit to customer facilities and/or project to
be financed to verify environmental and/or
social performance

Implementation of self-assessment forms
by the client on performance and legal
compliance of environmental and/or social
aspects

Classification of clients by level of
environmental and/or social risk (high,
medium, low risk)

Consulting support and legal advice on
environmental and/or social aspects

Implementation of management and
control measures for customer compliance
due to significant environmental and/or
social impacts that may become risks

Contractual commitments, action plans or
other

Monitoring of management and control
measures required of clients to avoid
environmental and/or social risks

LTI
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4.2 LEVELS OF ACTION FOR PROMOTING SUSTAINABLE FINANCE

Asustainable financial systemis anecessary foundation for Argentina to addressits national development
priorities and meet its international commitments enabling a long-term and inclusive prosperity for its
people.

Unlocking sustainable finance is not only about capital allocation to more sustainable investment - it is
also about managing ESG-related risks and pricing these risks appropriately in order to reallocate capital
accordingly. It is also about promoting the institutional, policy and regulatory market arrangements that
allow the risks to be better priced and capital to be reallocated to more sustainable investments.

As the current administration rethinks Argentina’s financial system and economy, looking to strengthen
the country’srelationship with the world of international finance, the moment offers a unique opportunity
to look at what other countries have done to make their financial system more sustainable.

Considering the barriers mentioned in the previous chapter, a range of alternatives can be considered to
develop an enabling sustainable investment ready environment.

4.2.1 ENABLING PoLIcY CONDITIONS AND PROCEDURES

Enabling policies designed to increase investment to economic, social and environmental welfare is a key
component to an environmentally and socially sustainable economy; especially if private sector efforts
to achieve the SDGs are to be effective.

The challenge of creating an effective investment environment touches upon virtually all policy areas -
fiscal, public sector management, competition, environment, labour and so forth. Improving policy in all
these areas helps countries reap the full benefits of foreign direct investment.” China provides a good
case of a system-level approach to developing green finance (see Box 6) and India has been building steps
during the past two years to develop a sustainable financial system (see Box 7). In Japan, the development
of stewardship and corporate governance codes at the national level has contributed to increasing the
profile of environmental issues for Japanese financial institutions.

Argentina has taken important steps to coordinate policy responses at the national level by integrating
interministerial efforts to sustainable development (e.g. the setup of the National Commission on Climate
Change and of the National Council for Coordination of Social Policies).

Internationally, several efforts have emerged to break silos between financial regulators and market
players with the ministries of energy and environment. These efforts could serve Argentina as guidance
for further actions in the following areas:

Facilitation of knowledge-sharing on environmental and financial risk

Improved measurement of green finance activities and their impacts

Mapping and phasing out pervasive real economy subsidies that constitute a barrier to the
adoption of CAPEX investment in more resource-efficient technologies

Targeting the use of public finance to scale up private financial capital into green investments

For example, the UK government established a Green Finance Taskforce, which plans to create the
world’s first green financial management standards. The new, voluntary green financial management
standards are intended to assure prospective investors in the UK’s low-carbon economy of the integrity
of green-labelled investments. The UK government has also officially endorsed the recommendations of
the FSB TCFD, making it government policy to encourage all listed companies to implement the voluntary
framework.



BOX 6. CASE STUDY: CHINA — ESTABLISHING THE GREEN FINANCIAL SYSTEM

The understanding and exploration of green finance has been a gradual, evolving process in China.
Environmental factors, at one time, were not considered an important variable that should affect
the decision-making of financial institutions. But since the mid-1990s, China’s financial policies
have gradually imposed restrictions on certain high-pollution and energy-intensive industries in
response to requirements of the central government on economic restructuring and upgrade as
well as environmental protection.™

China’s Banking Regulatory Commission began in 2007 by developing Green Credit Guidelines that
evolved from an initial principle-based approach to a standardized, metrics-driven performance
assessment. In 2014, the People’s Bank of China established a Green Finance Task Force resulting
in 14 recommendations across four broad themes: information flows, legal frameworks, fiscal
incentives andinstitutional design.” Following these key initiatives, and an estimate that the annual
investment of at least RMB2 trillion (US$320 billion) is needed to achieve China’s environmental
targets during the 13th Five-Year Plan (2015-2020),”" China made rapid progress in developing a
green financial system to demonstrate a systematic approach with a series of high-level policies,
aiming to address the enormous environmental challenges and ecological civilization as national
strategic priorities.

The policy signal reached its peak in August 2016, right before the G20 Leaders’ Summit in
Hangzhou. China’s State Council approved the ‘Guidelines for Establishing the Green Financial
System’ —issued jointly by seven ministerial agencies, including the People’s Bank of China, which
provide essential next steps for implementing the overall strategy of promoting an ecologically
balanced civilization, how to mobilize and incentivize more social (or private) capital to invest
in green sectors, while restricting investment in polluting sectors. The Guidelines set forth 35
measures and incentives that can be grouped into the following nine aspects and categories:™'

@

Establish the Green Financial System
Develop Green Lending
Enhance the Role of the Securities Market in Supporting Green Investment

@ © ©

Launch Green Development Funds and Mobilize Social Capital through Public and Private

Partnerships (PPP)

Develop Green Insurance

Improve Environmental Rights Trading Market and Develop Related Financing
Instruments

Support Local Government Initiatives to Develop Green Finance

Promote International Cooperation in Green Finance

Prevent Financial Risks and Strengthen Implementation.

BOX 7. CASE STUDY: INDIA IS BUILDING A SUSTAINABLE FINANCIAL SYSTEM

Financing India’s goals for inclusive and sustainable development requires more low-cost and
longer-term capital. Raising incomes for the 800 million people living on less than USs$2 per day,
creating livelihoods for the 12 million people entering the workforce every year, and regenerating
the natural resource base at a time of climate change require innovative approaches to sustainable
finance.
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Over the past two years, there has been a marked shift in both market and policy efforts to tackle
this challenge. In 2016, a joint report produced by the Federation of Indian Chambers of Commerce
and Industry and the UN Environment Inquiry outlined a set of steps, which were welcomed by the
government.” Through a set of interlocking actions, Indiais scaling up finance for renewable energy.

Priority Sector Lending: The Reserve Bank of India requires banks to allocate 40% of their
lending to priority sectors in the Indian economy, including agriculture, infrastructure,
education and SMEs.” In April 2015, the priority sector lending (PSL) framework was
expanded to include lending for decentralized renewable energy.”® The aim was to
encourage lending for renewables, which would increase access to energy and would
not necessarily be financed through market forces alone.

Market Commitments: As part of its effort to increase India’s renewable energy capacity
to 175GW by 2022, the Ministry of New and Renewable Energy has agreed on voluntary
financing commitments with 40 banks to finance 78GW of renewable energy capacity by
2019.%

Green Bonds Guidelines: As of October 2016, the Indian market represents the seventh
largest green bond issuer worldwide, with a total issuance of US$2.7 billion. A key
factor in the growth of this market has been the role of the development of disclosure
requirements by the securities regulator (SEBI).”® The guidelines build on international
best practice, provide greater certainty for issuers and investors, and will be a catalyst
for market development.

Building on this momentum, the Reserve Bank of India is in the process of formulating a roadmap
for green finance in India.

4.2.2 DE-RISKING AND REDUCING COST OF CAPITAL

A wide array of tools to de-risk investments has been developed internationally. Many of them are
presented in The Green Investment Report commissioned by the Green Growth Action Alliance (G2A2). The
objective of the G2A2 is “to develop breakthrough financing models for green growth and target public
money to leverage larger private sector investments into green infrastructure projects.”? Argentina
has implemented many measures to reduce its sovereign risk. These measures have been recognized
by credit rating agencies who have upgraded Argentina’s credit rating in the past 1.5 years. Additionally,
a proven way to reduce the risk and cost of capital is through the promotion of best-in-class corporate
governance codes and ESG disclosure requirements or guidance. Argentina has taken several steps on this
front through the Societal Governance Code (Resolution 606), which recommends (comply or explain)
that listed companies publish a sustainability report and address risk management (identification,
measurement, administration and disclosure). But a lot can be learned from the international experience
of countries such as Brazil, which launched the BOVESPA Stock Exchange’s Corporate Sustainability Index
(ISE) in 2005, or Mexico, which launched its ‘IPC Sustentable’ in 2011. Globally, according to data from
Global Initiative for Sustainability Rating, there are more than 440 indices, with most of them (more than
279) covering ESG issues. These indices allow listed companies to gain visibility and liquidity by increasing
the engagement with long-term passive investors tracking these indices.

Additionally, several journals state that adoption of reporting standards has led to animproved performance
in the environmental and social standards adopted by companies. This, in turn, increases MSCI ESG score
vis-a-vis the All Country World Index (ACWI) and further promotes investor trust in the country.

Another key component to de-risking long-term finance, and in particular green finance by Fls, is a
friendlier legal and guarantee context that can allow Fls to have a longer security time horizon.



While regulators and the banking sector are looking to promote financial deepening and long-term
lending such as mortgage lending, the judicial system needs to put forth appropriate guarantee collecting
procedures to promote credit expansion and long-term lending. Today, available financial intelligence
tools allow for predicting with a fairamount of security people’s credit behaviour. However, when dealing
with SMEs or family companies, there is more risk, and sometimes projects fall off the pipeline as they are
not able to find reasonable guarantee provisions.

Work being done by the government with mutual guarantee companies such as Garantizar provides risk-
sharing facilities that can be granted to banks to promote credit issuance. Guarantee funds are regularly
composed of funding from state entities and private entities.

For SME lending, fixed asset collateral carries a substantial risk. There are several risks if the credit goes
into default such as: employees taking over the factory and forming a coop, or a judge ruling in favour of
the company and allowing it to continue operating.

In relation to the risk associated with environmental factors, recent studies®® conducted as part of
knowledge input papers to the GFSG, showcase several emerging alternatives and trends for financial
institutions to better evaluate their clients’ performance. Many of these emerging trends are facilitated
by publicly available environmental data from government entities (i.e. ministries of the environment) to
banks. This type of information, not usually managed by financial institutions, serves as an input not only
to analyse the credits at an individual project level but also to better analyse the whole credit portfolio to
emerging risks such as drought or floods.

According to a study done by UNEP Fl and CAF, among the activities that are not frequently performed by
FIs — but those they would be willing to consider as part of future assessments — are:

Verification list of the problems and risks pertinent to each industry
Classification of clients by levels of risk
Contractual obligations on behalf of clients.

BOX 8. STRENGTHENING RISK MANAGEMENT

Starting in 2008, Brazil’s central bank has introduced new requirements limiting landowner

access to subsidized rural credit to those who can demonstrate compliance with environmental
legislation. In 2014, BACEN introduced requirements (Resolution 4.327) for socio-environmental
factors to be mainstreamed into the governance of risk by banks and other financial institutions

4.2.3 PROMOTE CONDITIONS FOR THE DEVELOPMENT OF SPECIFIC PRODUCTS AND SERVICES

As stated before, the development of sustainable financial products is tied to DFls, and while some
banking associations are showing interest, there is a clear need to combine market-driven approaches
with policies, regulations and standards to reduce reliance on pioneering individuals or institutions.™’
As has been the experience in many countries, asset-based financing of new technologies such as solar
water heaters, solar panels for distributed generation systems, micro-grid wind turbines will all require
the development of specificinsurance products to accompany the credit disbursement as arisk offsetting
mechanism.

When asked about the development of ‘green’ financial products and services, financial institutions
responded favourably and welcomed the opportunity to develop them, although only a small percentage
of the institutions are doing so.
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Green or sustainable tagging enables the expansion of financing investments with positive environmental
attributes and strengthens the resilience of loan portfolios.” It allows for the improvement of market
disclosure in light of initiatives such as the FSB TCFD. It helps to understand the underlying asset’s energy
performance, fuel efficiency or environmental standards,” which can in turn help in the creation of
assets for the capital markets, creating additional liquidity for banks. Finally, it can provide additional
insights for evaluating risks and allowing for better access to long-term funding from DFls.

One of Argentina’s challenges is how to secure long-term financing through the securitization of credit
portfolios. Green bonds provide an alternative for doing this, allowing the country to diversify its
investor base, accessing institutional investors with longer-term mandates. Much of Argentina’s planned
investment in infrastructure could classify for green bonds (notably energy efficiency, public transport,
renewable energy, water and sanitation). Today, only two sub-national bonds have been issued as
‘green’. Developing the capacity to identify a pipeline of potential green bond issuances in corporations
or through portfolio securitization from financial institutions is key to further developing the market,
as the lack of knowledge awareness on sustainable capital market products impacts directly on the
investor demand. Important for this effort will be the introduction of national definitions on what can be
considered green and the development of local market of second opinion providers.

BOX 9. CASE STUDY: BRAZIL — STEPS TO SUSTAINABLE FINANCE

Measuring green lending: The Brazilian Federation of Banks, FEBRABAN, has completed
one of the world’s first estimates of the amount of loans and credit financing needed for
a green economy. At the end of 2015, 17% of total corporate loans were allocated to the
green economy, with sustainable transport being the largest category.?* This exercise
is rooted in a Low-Carbon Economy Database that provides the foundations for more
comprehensive ‘green tagging’ of loans in Brazil.

Mobilizing the greenbond market: In2016, FEBRABAN, with the Brazilian Business Council
for Sustainable Development (CEBDS), issued voluntary recommendations to grow the
green bond market, based on global best practice tailored to Brazil’s circumstances.”
Since the guidelines were brought out, the number of Brazilian issuance has more than
doubled.

4.2.4 NETWORK AND ECOSYSTEM DEVELOPMENT

Considering the important role played by the private sector in the deployment of capital to achieve
the SDGs and given that financial markets in Argentina are dominated by the banking system, banking
associations could play a central role in promoting a sustainable finance ecosystem development.

The role of banking associations as promoters of sustainability best practices in the financial system has
been well established in Latin America through the pioneering work done by FEBRABAN, Asobancaria
and ABM in Brazil, Colombia and Mexico, respectively.

Divided and segmented banking associations (ABA, ADEBA, ABAPPRA) make it harder for local banks to
leverage the sustainability experience of their international peers. Recently established sustainability
working groups within associations could act as convening agents to establish a working agenda
or provide a roadmap to guide international cooperation efforts/platforms. As technical capacity
development cooperation from DFls starts to flow into the country, a sustainable finance roadmap and
a naturally convening agent will provide a key guidance to capitalizing the capacity-building assistance
provided by these learning networks and foster dialogue with financial regulators to promote product
development to finance. Another key lever on the banking side are state-owned banks that manage most



the banking system’s credit portfolio. Additionally, the incorporation of the Government Secretary of
Environment and Sustainable Development into the Sustainable Banking Network could facilitate this
process providing the necessary tools and capacity within the Government Secretary to engage with the
banking sector.

On the capital markets front, the recently constituted ByMA as an aggregation of different exchanges
provides a stronger ecosystem to help more Argentinian companies go public, which will likely increase
foreign and local investment in the country. As in other countries, stock exchanges also provide an
excellent platform for promoting the best sustainability practices in public companies. The creation of
the Nuevo Mercado and the higher reporting standards it will require, in addition to the Sustainable
Stock Exchanges initiative membership, can position the stock exchange as a key sustainable market
developer:

Promoting the issuance of ESG reporting guidance
Providing a platform for appropriate development of a green bond market, setting together
with CNV and the Treasury the appropriate listing requirements.

The work carried out by the network of Financial Centres for Sustainability (FC4S) provides an additional
example on how to exchange experience and take common action on shared priorities to accelerate the
expansion of green and sustainable finance.

BOX 10. CASE STUDY: MEXICO — STRENGTHENING THE SUSTAINABLE FINANCE AGENDA

With the aim of strengthening the commitment to the sustainable finance agenda, the Mexican
Stock Exchange installed the Sustainable Finance Committee. This goes beyond the stock exchange
and includes as its members the most relevant financial market associations representing the
insurance sector, capital markets, pension funds and the banking sector.

4.2.5 BUILDING SKILLS AND CAPACITY IN SUSTAINABLE FINANCE AMONG PRACTITIONERS AND
REGULATORS

There is an increasing interest and momentum developing around the role that financial institutions and
regulators should play in financing a sustainable real economy. Increased skills and capacity-building
among practitioners and regulators has been identified by the G20 SFSG as an option to promote
sustainable finance and address some of the barriers identified. During the last couple of years, several
initiatives have been developed, mainly in capital markets but also in the banking and insurance sectors.

On the risk side, understanding the evolving legislation and the financial implications for loan portfolios
of potential lender environmental liability is still at an early stage and remains a major roadblock.

In this regard, the lack of capability to green-tag credit portfolios or screen them limits the capacity for
financial institutions to identify underlying risks and report on them, as well as their capacity to identify
developing market needs in the transition to a low-carbon economy.

4.2.6 SUSTAINABLE DIGITAL FINANCE AND TECHNOLOGY-DRIVEN FINANCIAL INCLUSION
Digital finance and financial technology have emerged as powerful disruptors that are rapidly reshaping

the financial sector on a global scale.” It may be laying the groundwork for the future infrastructure of
the financial system to lower costs, thereby increasing access, transparency and accountability.

Capitalizing Sustainable Finance in Argentina
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Digital finance benefits have been well documented.™ It can cut costs for financial institutions, improve the
quality and usability of financial services, enhance accessibility, and lower financing costs for users while
at the same time improve the quality of portfolios. Other well-documented benefits of digital finance
are the incorruptibility, transparency and traceability™® in transactions in both the financial system and in
the real economy.” Therefore, it allows for better ‘know your customer’ implementation of anti-money-
laundering procedures and early warnings. A ‘cashless’ society transacting in the digital ecosystem has
its benefits as it pertains to avoiding, reducing, and controlling money laundering and terrorism finance.

Through these advances and applications, digital finance could help accelerate the development of
sustainable (green and inclusive) financial markets,® and help realign finance to support sustainable
development. Combining digital finance with agtech, energy applications, loT, geolocalization,
environmental monitoring, and other data tech can lead to better pricing of financial risks of the real
economy and quicken the integration of the financial system with the real economy.™

Digital finance and fintech are being used and combined with several fields that require some degree
of intermediation with financial markets. A recent report by the Inquiry, Fintech and Sustainable
Development: Assessing the Implications presents a range of examples from renewable energy funding
and pollution reduction to environmental policy design and citizen engagement.

These technologies are transforming the financial services ecosystem from the outside in, and blockchain
is rewriting the financial services rulebook by changing the way people lend and invest. Argentina,
according to Finnovista’s fintech radar, is a market where “more and more recognized platforms in the
Fintech and start-up ecosystems are being created.”*# The study has identified 60 start-ups in this space,
which in number account for more than the total number of Fis operating in the system. The table below
details the areas where these start-ups are operating.

FIGURE 13: COMPOSITION OF FINTECH START-UP ECOSYSTEM IN ARGENTINA

Trading

Peer-to-peer Lending

Scoring, Identity Fraud

Personal Financial Management
Wealth Management
Crowdfunding

Insurance

Payment and Cryptocurrency
Lending

Enterprise Financial Management

Payments and Remittances

0% 5% 10% 15% 20% 25% 30%

Source: Finnovista (2018)

Worldwide, there is an enormous market potential in fintech and digital finance. According to Goldman
Sachs’ equity research team, the market was estimated in US$4.7 trillion™ and has been experiencing an
accelerated growth with fintech funding topping US$57.9 billion in the first half of 2018.%4 Reaping the
benefits of digital finance is crucial for emerging economies such as Argentina, as it could increase its
GDP by as much as 6% by 2025 versus a business as usual scenario.™



5 THE STRATEGIC OPPORTUNITY
AHEAD

It is clear sustainable finance is evolving globally from niche to mainstream.¢ Countries are increasingly
recognizing that needs and opportunities for sustainable finance will not be met without active
engagement to promote financial system shifts, including through market innovations, voluntary
standards, public-private partnerships, and supporting policy, regulatory and fiscal measures.™”

Recognizing the mainstreaming of the sustainable finance agenda and the impending need to consider
social issues alongside environmental ones, G20 members under Argentina’s presidency expanded the
remit of the Green Finance Study Group to become the Sustainable Finance Study Group. The SFSG
defined sustainable finance as “financing as well as related institutional and market arrangements that
contribute to the achievement of strong, sustainable, balanced and inclusive growth, through supporting
directly and indirectly the framework of the Sustainable Development Goals (SDGs).”

The G20 has allowed Argentina to better understand the main challenges and opportunities for scaling up
sustainable finance in the country. It has also allowed it to learn how other G20 countries, other countries
in the region, and diverse players, have engaged to promote financial systems shifts that encourage a
higher degree of alignment of the financial system to sustainable development.

Thisreport was developed during Argentina’s G20 Presidency with the purpose of taking stock and further
promoting a discussion on the future development of Argentina’s financial system and its alignment
with the international sustainable development agenda. As such, it provides a directional estimate and
identifies an additional US$12 billion of annual private sector sustainable investment opportunity.

The stocktake shows that there is an increasing level of awareness by different players — both regulators
and market players - in the local financial system. However, it identifies a need for greater coordination
of efforts to deliver the full breadth of benefits from current initiatives.

Sustainable finance has the potential to help address many of the country’s most urgent priorities
by promoting the alignment of the financial system with the needs of a sustainable real economy for
Argentina’s future generations. Experience in many of these countries has shown that rapidly changing
economic and regulatory environments — at the local, national and international levels — need to be
addressed ensuring the breaking of silos that effectively helps unlock private sustainable finance. With
this in mind, Argentina can consider how to work out a platform that delivers practical, implementable
actions to unlock sustainable capital by encouraging feedback and participation from both public and
private actors, with an active learning process and supporting forward-looking planning. At the same
time, this platform could be connected internationally to allow the country to capitalize on global good
practices as well as to share its own path and lessons learned with others.

The experience gained through leading the G20 and developing this report will be only the first stepping
stone in a journey that leads to a profound and comprehensive transformation of the role of finance in

Capitalizing Sustainable Finance in Argentina

securing the future that we want and need, and leaves no one behind.






ANNEX 1: SUSTAINABLE FINANCE NEEDS

The following sections aim to provide a directional estimate of the sustainable finance investment gap
and needs in Argentina. The estimation of sustainable finance needs remains largely in an embryonic
stage. Estimates may vary based on the methodology used and the set of assumptions considered in
the calculations. In addition, when considering SDG-related investment needs, estimates are usually not
MECE (mutually exclusive, collectively exhaustive) which means that calculation of investment needs
for some SDGs might be lacking or investments related to a particular SDG might have co-benefits and
positive or negative spillovers associated with other SDGs.

Given that SDGs provide an intricate network of development objectives with complex causal and
feedback loops, the collective calculations presented here, despite the methodological and definitional
challenges, only intent to provide a directional estimate for the value of sustainable finance investment

needs in Argentina.™®

FIGURE 14: SUSTAINABLE FINANCE NEEDS FRAMEWORK
Top-down approach

Macroeconomic approach Policy-based approach

Total sustainable finance opportunities for Argentina

Sum of sustainable investment opportunities

Bottom-up approach

Source: Adapted from Lee, C.F. and Baral, P. (2017).9
5.1 SUSTAINABLE FINANCE NEEDS: TOP-DOWN APPROACH

Ourtop-downapproximationto calculating sustainableinvestmentneedsisbasedbothonmacroeconomic
data and estimates linked to international policy commitments.

5.1.1 MACROECONOMIC APPROACH

International experience can provide useful insights, particularly when countries have already
undertaken the process of evaluating their sustainable finance needs. Early modelling exercises from UN
Environment on the investment needs for a transition to a green economy estimate an incremental 2% of
global gross domestic product (GDP).”° Later assessments by the World Economic Forum Green Growth
Action Alliance estimate additional investment requirements in a green growth scenario as 1.4% of GDP.
More recently, in 2015, China estimated green investment needs would exceed 3% of China’s GDP. Later in
2017, the Research Bureau of the People’s Bank of China said it would be even higher, at 4.0-5.3%" with a
growing consensus from domestic green finance experts that the upper end is more likely.”?
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Unlike green finance, sustainable finance (SDG financing) encompasses a broader range of financing
needs and opportunities that exceed those of climate finance or green finance. Within Latin America,
there are no comprehensive estimates for investment needs for the 2019-2030 timeframe.™3

While there has not been much analysis on sustainable finance investment needs, the Sustainable
Development Solutions Network (SDSN) has performed an extensive costing analysis for the
implementation of the Agenda 2030. Additionally, India has performed an Agenda 2030 costing exercise.

While recognizing the limitations of taking a comparable approach to the estimation of the SDG needs
for Argentina, India’s experience in costing the SDGs can be used as a proxy to help provide a directional
conservative estimate for the sustainable finance needs in Argentina.

India’s annual investment needs to achieve the SDGs are estimated at US$960 billion (2014/15 prices).”*
Argentina’s estimated GDP will be, on average, 14.6% of India’s between 2020 and 2030. Applying 14.6%
to India’s annual SDG need of US$960 billion, Argentina would need US$140 billion (in 2014/15 prices)
annually between 2019 and 2030. At today’s prices, that would be approximately US$150 billion.

Finally, if we consider the differences in growth rates since Argentina’s will grow much slower (3.5%) than
India’s (7.4%) over the period 20192030, and apply a 40% of this estimation as Argentina’s annual SDG
needs over the period 2019-2030, then the SDG needs for Argentina would be of US$60 billion per year.

5.1.2 POLICY-BASED APPROACH

The SDGs set the agenda for common action across a broad and universal policy agenda that extends
beyond just green finance. The SDGs provide a wider lens through which one can calculate the scale of
capital reallocation implied by international policy agreements.’” There have been numerous attempts
to estimate the specific investment needs and try to capture the complexities, casual loops and positive
and negative spillovers of the investment needs. Probably one of the most comprehensive works has
been done by the SDSN whose estimates suggest that financing the SDGs globally will require annual
investments of around US$6 trillion or US$72 trillion over 12 years.®® Estimates from UNCTAD are in the
order of US$5-7 trillion per year. Total SDG investment amounts then vary between USs$60 trillion to US$84
trillion over the period 2019-30.% In this context, developing and emerging economies will have a higher
share of SDG investment need. However, if we assume that the USs6 trillion annual investment need is
evenly spread across all economies and we consider that Argentina’s share of global GDP is 0.78%,® then
Argentina’s annual SDG investment need would be in the order of US$47 billion.

Another way of looking at it would be through the lens of the SDG needs of high-income and upper
middle-income countries (Argentina is a high-income country according to the latest World Bank
classification). As summarized in the table below, Argentina’s GDP is 0.87% of the combined GDP of high-
income and middle-income countriesin 2017. For lack of 2030 GDP projection for all high-income and upper
middle-income countries, we could use 2017 data as the reasonable basis for estimating Argentina’s GDP
contribution to this bloc (as the percentage contribution will not change much in 2030). Argentina’s SDG
investment need would, therefore, be 0.87% of high-income and upper middle-income and countries’
need, which would be about US$40 billion a year.



TABLE 4: ARGENTINA’S SDG INVESTMENT NEEDS — POLICY BASED APPROACH

: : Combined GDP in 2017 Combined SDG Needs
World Bank Country Classification (current US$) (current US$)
High Income
73.643 trillion®9° 4.49 trillion™
Upper Middle Income
Lower Middle Income
7.053 billion:2 1.51 trillions
Low Income

Argentina’s Annual SDG

o billi 6.3% of 2017 GDP
Investment Needs 40 billion (6.3% of 2017 )

5.2 SUSTAINABLE FINANCE NEEDS: BOTTOM-UP APPROACH

The bottom-up approach to calculating sustainable investment needs was based on estimation across
nine different sectors (e.g. transportation, telecommunications, energy, water and sanitation, agriculture
and forestry, health, education, real estate, and travel and tourism) that have been identified by the
governmentof Argentinaaskeytounlockfuturegrowthinthecountry. Thebottom-upapproachgenerates
an annual sustainable investment requirement of US$51 billion for Argentina, which is equivalent to 8%
of the country’s 2017 GDP. According to another estimate from the Centre for the Implementation of
Public Policies Promoting Equity and Growth (CIPPEC), Argentina needs to double its current investment
in infrastructure to 6.6% of GDP in order to promote future growth and the competitiveness of its main
industries.” Table 5 summarizes sustainable finance investment needs across the nine different sectors.

TABLE 5: AVERAGE ANNUAL SUSTAINABLE INVESTMENT REQUIRED BETWEEN 2019 AND 2030 (IN 2018 US$
BILLION) — BOoTTOM-UP APPROACH

Sector GIH Other sources Total
Road 21.16 21.16
Railway 1.28 1.28
Aviation 0.32 0.32
Maritime/Ports 0.74 0.74
Transportation Total 23.5 23.5
Telecommunications 3.72 3.72
Power Transmission and Development 1.69 1.69
Power Generation (hydropower and biofuels) 0.6 0.6
Power Generation (other renewable energy) 1.58 1.58
Energy Total 2.29 1.58 3.87
Water and Sanitation 2.02 2.02
Agriculture and Forestry 2 2
Health 3.19 3.19
Education 1.06 1.06
Real Estate 6 6
Travel and Tourism 5.4 5.4

Source: Authors, primarily based on Global Infrastructure Hub (GIH)*®
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6 ANNEX2: SUSTAINABLE FINANCE FLOWS

This section looks at current flows of sustainable finance in Argentina. Data gaps, definitional
inconsistencies and methodological complexities create challenges in quantifying sustainable finance
flows, and these issues are explored in greater detail under each financial source below. Although often
used interchangeably, the term ‘finance’ is used here to describe the raising of capital. This finance is then
deployed as ‘investment’. ‘Funding’ describes revenue that can be used to pay back finance.

In order to determine the sustainable finance opportunities in Argentina, we first consider the 2017
public expenditure and other sustainable finance flows that are aligned with one or more of the 17 SDGs.
These total approximately US$14.1 billion in 2017. Table 6 summarizes these flows and compares the
total to the annual investment needs of US$51 billion between 2019 and 2030. From current levels, total
annual sustainable investment will need to increase by 260% to ensure that the Argentinian sustainable
investment opportunities are met by 2030.

TABLE 6: CURRENT SUSTAINABLE FINANCE FLOWS (2017, IN US$ BILLION)

Yearly sustainable investment needs 50.8

Sustainable finance flows (2017)

Public finance* 55
Institutional investment (Public) 0.1
Private
Commercial loans 3.2
Corporate bonds 0.3
Institutional investment 0.1
Foreign direct investment 4.9
Total 14.1
Yearly increase in finance required to meet the need 36.7

* Public finance refers to government/municipal/state expenditure.

Source: Authors
Each of the financial sources is discussed below in detail.
6.1 PUBLIC FINANCE'®

The capital budget expenditure of Argentina for the fiscal year 2017 was analysed to determine the
2017 investment in sustainable assets by the government (see Table 7). Public spending for the year
2017 accounts for a total of US$5.5 billion.”® Public spending in Argentina has ranged from 66 to 74% of
total investment in infrastructure over the last couple of years, except in 2010 when public spending on
infrastructure reached 80%.'
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TABLE 7 ESTIMATED SDG-ALIGNED PUBLIC FINANCE FLOWS (2017)

US$ million
(2018 Prices)

ARS billion % SDG Assumed

Social Service

Health 1.7 60.0 100%
Promotion and Social Assistance 8.9 318.7 100%
Social Security 1.0 34.8 100%
Education and Culture 21.2 764.6 100%
Science and Technology 4.0 143.8 100%
Job 0.3 9.5 100%
Housing and Urbanism 29.5 1060.7 100%
Drinking Water and Sewerage 16.2 582.6 100%

Economic Services

Source: Ministry of Finance (2017), Government of Argentina*

6.2 PRIVATE FINANCE

Energy 4.8 172.5 50%"7
Communications 1.9 69.1 100%
Transport 54.3 1955.7 100%
Ecology and Environment 3.1 110.8 100%
Agriculture/Farming 0.6 21.6 50%7
Industry 1.6 56.9 80%73
Commerce, Tourism and Others 1.5 54.1 100%
Insurance and Finance 0.01 0.3 100%

A lack of data from the private sector makes it difficult to provide estimates of current level of finance.
The analysis used international experience, particularly countries that have developed capacities to track
sustainable finance-related flows, to draw useful insights into making estimations. Corporate bonds,
commercial bank lending and institutional investors were considered the main sources of private finance
in Argentina.

6.2.1 CORPORATE BONDS
With arecord amount since 2001, the primary market channelled financing for the equivalent of US$15,698

million in 2017.75 Of these issuances, 99.5% where done by large corporates. Corporate bond issuance
accounted for 61.8% (US$9.7 billion) of primary market securities in 2017 (Figure 15).



FIGURE 15: CORPORATE FINANCING THROUGH CAPITAL MARKETS (US$ MILLION)
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Source: Argentinian Institute of Capital Markets (IAMC)

As seen in Figure 16, the banking sector led the bond issuance in 2017 and is leading in 2018. The oil and
gas sector led bond issuance in 2016.

FIGURE 16: CORPORATE BOND ISSUANCE BY SECTOR
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Source: Argentinian Institute of Capital Markets (IAMC)

The corporate bond issuance from May 2016 to May 2017 was analysed”® using the World Bank data”” to
determine the percentage of SDG alignment in the use of proceeds from corporate bonds. Based on this
analysis, we are assuming that 23% of corporate bond issuance is aligned to SDG goals.

Considering the 2017 corporate bond issuance of US$9.7 billion, and assuming an average corporate bond
tenor of 7 years”® and an estimated growth rate of corporate bond issuance as 3.5% (the same as the
projected average GDP growth rate of the country between 2019 and 2030), the gross corporate bond
(sustainable) issuance in 2017 would be US$0.3 billion.
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6.2.2 COMMERCIAL BANK LENDING

The financial system in Argentina is dominated by banks and the Sustainability Guarantee Fund. Financial
deepening is at a 15-year high and credit to the private sector (25% increase year over year), currently
accounts for around 15% of GDP, which is small compared to a regional average of around 45%.”7° Home
mortgages have played an important role in the current expansion of credit (199% increase year over
year), presenting an important opportunity to promote sustainable finance (e.g. low-income housing,
energy efficiency, renewable energy).

The total domestic credit to private sector by banks as of 2017 was US$86 billion™ in Argentina. Assuming
commercial banks contributed to 60% of this portfolio, total credit to the private sector by commercial
banks as of 2017 would be US$60 billion, of which 23% is assumed to have financed sustainable assets
(the same percentage used as for corporate bonds above). Further assuming an average commercial
loan tenor of five years and an estimated growth rate of commercial loan as 15% (while credit to private
sector has been growing at rates above 25%, a conservative 15% growth was considered for the growth
in sustainable loans, adjusted for inflation), the gross commercial bank lending in 2017 that financed
sustainable assets would be US$3.2 billion.

6.2.3 INSTITUTIONAL INVESTORS

The major institutional investors in Argentina are pension funds, mutual funds, insurance companies,
and venture capital and private equity firms. The total AUM by public pension funds (ANSES) amounts
to USs$50 billion.™ Ten per cent of the total assets (i.e. US$5 billion) are assumed to have been invested
in infrastructure (both debt and equity), of which 50% is further assumed to have been aligned with SDG
goals. That would make a total of US$2.5 billion as sustainable finance investment by public pension funds.
With an investment time horizon of 30 years, the annual sustainable finance investment by pension funds
amounts to US$83 million. With a growth rate of 3.5%, the gross sustainable annual investment in 2017
would be approximately US$86 million (further approximated to US$o0.1 billion).

According to Moody’s,® the total AUM by the two main institutional investors in the local market - mutual
funds and the public pension fund (ANSES) - was US$88 billion at year-end 2017, of which only US$5.3
billion (or 6% of the total) was invested in infrastructure. Subtracting the contribution of pension funds
from above, total infrastructure investment by mutual funds would be US$0.3 billion. Using the same set
of assumptions as above and applying the same calculation, the gross sustainable annual investment by
mutual funds in 2017 would be approximately US$10 million.

According to the World Bank,™ an estimated 60 to 80% of the insurance market in Argentina caters to
the insurance for automobiles and workers’ compensation. The contribution to sustainable assets could,
therefore, be assumed to be negligible.

Finally, since Argentina is the growing hotspot for venture capital (VC) and private equity (PE) investment
in South America, the analysis assumes that an annual investment of US$100 million could be a
reasonable estimate. Since most of the innovative companies that are funded by VCs/PEs contribute to
SDGs, a significant percentage of the total VC/PE investment could be SDG-aligned. For simplicity, the
contribution of mutual funds, insurance companies, and venture capital and private equity companies
has been rounded off to US$0.1 billion of sustainable investment.

6.2.4 FOREIGN DIRECT INVESTMENT
The net FDI in 2017 in Argentina was US$10.7 billion.”® The FDI inflow to the country has however been

erraticoverthelast couple of years. The analysis has therefore taken a simple average of the last five years,
which comes out to US$7 billion. Assuming 70% of net FDI is invested in sectors that contribute towards



the achievement of the SDGs in Argentina (oil and gas, mining and carbon-intensive manufacturing
excluded),” the net SDG-aligned annual FDI would be US$4.9 billion.

As well as capital flows from within the financial system, FDI can be a critical source of fixed capital
formation. While there might be regional differences, FDI is the single core component of private
sector financial flows into developing countries, averaging 42% of private inflows, with portfolio flows,
remittances, and other investments (e.g. bank loans) making up the remainder.” In Argentina, current
level of FDI inflow as a percentage of GDP is 1.9%'® while the regional average is 4.5%. In order to reach the
regional average, Argentina needs to attract USs$25 billion per year in FDI.
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7 ANNEX3: LENDER ENVIRONMENTAL
LIABILITY IN ARGENTINA

Emerging regulations suggest that Argentina might be transitioning from a ‘Non-existent LEL, as
previously identified by the UN Environment Inquiry, to a strong ‘Potential LEL.

Article 41 of Argentina’s Constitution sets strong fundamentals by determining the right to “a healthy,
balanced environment, suitable for human development and for productive activities to meet present
needs without compromising those of future generations” and the “duty to preserve it”. It also
establishes the obligation to recompose environmental damage and highlights the role of authorities to
“provide the protection of this right, the rational use of natural resources, the preservation of natural
and cultural heritage and biological diversity, and environmental information and education.”

While Article 41 generates a legal obligation to the person generating the environmental damage, it does
not carry a legal obligation to the lenders as it looks to those directly responsible for generating the
environmental damage.

However, as Argentina looks to establish the appropriate measures needed to become an OECD
member, it enacted the Criminal Liability Law to comply with the OECD Convention to Combat Bribery.
The Criminal Liability Law establishes the criminal liability regime applicable to private legal entities,
whether with national or foreign capital, with or without state participation, for crimes of: a) bribery
and influence peddling; b) negotiations incompatible with the exercise of public functions; c) collusion;
d) llicit enrichment of officials and employees; and e) false reporting. This law establishes both direct and
indirect responsibility for the crimes mentioned.

In addition, recognizing that crime has changed since the enactment of the Criminal Code of the Nation in
1921, President Macri set up the Commission for the Reform of the Penal Code (Decree 103/17) to present
of a draft bill to reform the penal code. In the Preliminary Draft of the Penal Code Reform, fifteen new
titles were added, including crimes against humanity, contamination and damage to the environment
(Article 444), and crimes against biodiversity (Article 446). The bill also incorporates the responsibility of
the legal entity, both direct and indirect, for new criminal actions.

These laws set the basis for lenders to be potentially legally liable for crimes related to the environment
or biodiversity. Figure 17 shows a generic process followed by regulators that have engaged in the social
and environmental risk agenda.
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FIGURE 17: GENERIC REGULATOR INVOLVEMENT IN LENDER SOCIAL AND ENVIRONMENTAL RISKS
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