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Summary 
Report 

To strengthen the global response to climate change 
and to limit global temperature increase to below 1.5°C 
above pre-industrial levels, as agreed under the Paris 
Agreement, global CO2 emissions need to fall to net 
zero by 2050, with other greenhouse gases on a similar 
trajectory shortly thereafter.

Achieving this goal requires a significant increase in low-
carbon investments across all sectors of the economy, 
to initiate and sustain a rapid and unprecedented 
transformation of our economies and societies. 
In addition to unlocking and mobilising increased 
investments, it is important to shift investments from 
climate-damaging technologies and activities to climate-
friendly alternatives. The message from science is 
clear: investments in new fossil fuel projects must end 
in order to maintain the temperature increase within 

globally agreed limits to avoid catastrophic climate 
change. Electricity generation needs to be rapidly 
decarbonised and coupled with an electrification of end-
use sectors, such as buildings, industry and transport. 
Net deforestation must be drastically reduced, and the 
emissions intensity of agricultural production needs to 
decline.

Following the agreed principle of common but 
differentiated responsibilities and respective capabilities, 
developed countries must provide significant technical 
and financial support (through capacity building and 
climate finance) to developing countries for them to 
achieve decarbonisation pathways similar to, or at least 
not significantly slower, than those of industrialised 
countries. To date, developed countries, however, have 
not complied with their commitments to lead climate 
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Introduction

action and to make available adequate amounts of 
international public finance. Apart from ensuring 
that sufficient international climate finance is made 
available by developed countries, it is also essential to 
foster favourable conditions and absorption capacity 
in the recipient countries to catalyse public and private 
finance for the implementation of climate adaptation and 
mitigation activities.

There are a broad range of factors that determine the 
investment climate in a country and/or sector. This report, 
the first in a series of three, builds on the assumption 
that a long-term vision in line with the Paris Agreement, 
underpinned by a comprehensive policy framework 
and incentives, is crucial to provide investors with the 
planning certainty to mobilise private capital. The report 
therefore focuses primarily on the policy landscape using 
a standardised framework that includes a set of good 
practice policies at sectoral and national levels that have 
been successful in triggering sectoral transformations. 
This framework is used to analyse the policy landscape 
in the report’s focus countries of Argentina, Brazil and 
Peru. While this approach facilitates a standardised 
assessment of the maturity of the policy landscape within 
the focus countries, it is also important to emphasize that 
the specific country context and development challenges 
in each country may influence the efforts of governments 
and other stakeholders to promote ambitious sectoral 
policies and initiatives for climate action. The report 
incorporates findings from the Latin American and the 
Caribbean (LAC) region to complement the analyses. It 
also provides a brief description of the current general 
investment environment and analyses factors that 
influence international climate finance flows.

As a region highly vulnerable to the impacts of climate 
change, Latin American countries have demonstrated 
their commitment to the goals of the Paris Agreement 
to reduce global greenhouse gas emissions. Most of the 
countries have formulated and updated NDCs and are 
working towards their mitigation and adaptation goals.

With respect to decarbonisation pathways, the LAC 
region has some key advantages over other regions. Its 
abundance of renewable energy resources, for instance, 
can not only support the energy sector transition but also 
facilitate the move towards decarbonisation across end-
use sectors. Latin America is also home to around a third 
of the world’s forests, half of the tropical forests and one 
fourth of mangroves, which act as major carbon sinks as 
well as biodiversity assets.

On the other hand, the region faces significant challenges 
to decarbonise. These include economic, political and 
social challenges to varying degrees in the region. The 
COVID-19 pandemic has hit the region hard, with some 
countries reporting an economic contraction of over 
10% in 2020, which has exacerbated existing challenges, 
including an increase in poverty and income inequality 
in a region already the most unequal in the world before 
the pandemic. 

Consequently, it is paramount to make sure that the 
transition to a zero emissions society is inclusive and 
aligned with the Sustainable Development Goals. The 
task in the coming years and decades, to which both 
the public and the private sectors must contribute, will 
be to stabilise and significantly reduce emissions while 
ensuring social and economic development. 

The scale of investments needed can only be achieved 
through concerted actions of -and collaboration 
between- governments and the private sector as 
neither can shoulder or drive this alone. An enabling 
policy framework that fosters innovation, reduces 
risks and increases incentives to investment as well as 
disincentivises high carbon activities is crucial for the 
transformation. This is the main subject of this report, 
which in its first edition takes an economy wide and hence 
broader perspective. Future editions of the series will 
focus on investment conditions and opportunities that 
have the potential for transformational change to net 
zero emissions in specific sectors.

The Summary Report is divided into two main sections 
followed by concluding remarks. First, information on 
the status quo of low-carbon investments at the sector 
is presented. The second section provides, for each of 
the three focus countries, information on the general 
investment environment, the policy landscape and 
factors that influence climate finance. For the full detailed 
analysis please refer to the main report. 
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Economy-wide

The region presents significant investment 
opportunities associated with abundant 
renewable energy sources and a need to 
drive sustainable agriculture and land use 
practices. While economic pressure to 
continue high carbon activities continues, 
it is important to highlight the transition 
risks associated with these investments as 
well as the positive impacts of low carbon 
development, including for example the 
potential creation of 15 million net jobs by 
2030 as global research shows.

The emissions structure in the LAC region is very 
different compared to global emissions (Figure A). 
The agriculture, forestry, and other land use (AFOLU) 
sector plays a major role in the LAC region, whereas 
energy is the dominant source of GHG emissions at 
a global level. This is partly due to the power sector 
having a lower emissions intensity level in the LAC 
region, as a result of vast hydropower resources (now 
threatened by climate change), but also due to the 
important role of agriculture as the LAC region is one 
of the main exporters of agricultural products globally. 

Low-carbon 
investments and 
key sector trends
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on exploiting these resources, albeit under Paris-
compatible scenarios investment into new production 
of fossil fuels must be phased out.

Power

Latin America has one of the world’s lowest 
emissions intensities in the electricity sector. In 
a context of rising demand, the challenge will be 
to ensure that new investments support further 
decarbonisation, as power-related emissions 
need to decrease to zero before other, harder 
to abate, sectors.
 
In Latin America, the power sector is less emissions-
intensive than in many other parts of the world, due 
to a large share of renewable energy (particularly 
hydropower) and a relatively low share of coal. Natural 
gas also plays an important role, making up around a 
fifth of electricity production, and to a lesser extent, oil.

Electricity demand is expected to grow significantly 
over the coming decades. This presents an important 
opportunity for new investments, but also a challenge 
to increase capacity while continuing to decrease the 
emissions intensity of the sector. While part of this 
increase is expected to come from renewable energy, 
major investments are also planned in conventional 
technologies and thermal power plants.

Investments in renewable energy systems have grown 
considerably in Argentina and Brazil, and, to a lesser 
extent, Peru, largely triggered by government-initiated 
auctions. Most of the investment in the past decades 
has flowed into capital intensive hydropower, and more 
recently also into other renewable energy technologies, 
such as solar, wind and bioenergy. In 2019, USD 18.5 billion 
was invested in renewable energy (excluding large 
hydropower) in the region, which represented an all-
time high. In addition to the renewable energy capacity, 
major investments are also needed in grid upgrades and 
interconnection capacity to integrate renewable energy 
to the grid. As the share of variable renewable energy 
increases, investment in storage capacity will also be 
required. 

However, there are a number of challenges to scaling up 
renewable energy investment. The cost of capital remains 

In particular the livestock sector is a major driver of 
emissions, contributing to high levels of deforestation 
in some countries. 
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Figure A: Share of emissions across sectors in Latin 
America and the Caribbean and the world in 2018 
(WRI, 2021)

There are a number of low carbon investment 
opportunities in the region. Many countries are 
endowed with abundant renewable energy resources, 
including wind and solar as well as hydropower and 
bioenergy. The high renewable energy availability and 
other enabling resources, including lithium for battery 
production for example, also create opportunities for 
an integrated energy transition in the power, transport, 
buildings, and parts of the industry sectors. This, 
combined with the vast potential for carbon sinks in 
the AFOLU sector, could enable decarbonisation across 
the region. On the other hand, the LAC region is also 
home to vast fossil fuel reserves, particularly oil and 
natural gas. Increasing energy consumption and the 
need for export revenues could put additional pressure 
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high in most countries in the region, increasing the 
financing cost of projects and thereby also the levelized 
cost of electricity (LCOE), a key metric in investment 
decisions. In some countries, hydrocarbon production, 
particularly natural gas, competes with the development 
of renewable energy. 

In response to these challenges, the governments in the 
three focus countries have introduced renewable energy 
targets and implemented a series of successful policies 
as well as financial instruments, such as energy auction 
schemes. In order to further develop a stable framework 
for renewable energy investments, existing efforts 
need to be paired with credible and transparent sector 
planning, both in the short- and long-term. This includes 
a plan to phase-out coal and oil, or policies to promote 
system integration of variable renewable energy.

Transport

Despite favourable preconditions to reduce 
emissions, transport continues to be the sector 
with the highest fossil energy consumption in 
the region. This indicates that initial efforts and 
technology uptake, for example for electric 
vehicles, are not yet sufficient, and significant 
public and private investment is needed. 

 
The region has seen a strong shift to individualised 
transport in recent decades, and historically strong rail 
networks (especially in Argentina and Brazil) have been 
neglected over time, resulting in a reduced share of rail 
in passenger and freight transport. The transport sector 
also has the highest fossil fuel consumption of all sectors 
in the region. Consequently, emissions in the transport 
sector in Latin America have grown and accounted for 
15% of all regional GHG emissions in 2018.

At the same time, due to a lower emission intensity of the 
power sector, the region has favourable conditions to 
reduce emissions from the transport sector by switching 
to electrified modes. While most of the countries in the 
region have started to acknowledge the importance of 
electrified transport, penetration of electric vehicles 
still lags far behind that of other regions of the world. 
The situation is different with regard to the biofuel 
development, where the region has been traditionally 
more advanced than other regions, particularly in Brazil 

where around three quarters of all cars utilise biofuel. 
There are, however, serious sustainability concerns of 
biofuels related to deforestation and competing land 
use where arable land is removed from food production. 

Investments in low carbon transport in Latin America have 
historically focused on increasing the share of biofuels and, 
more recently, on strengthening public transport options, 
such as BRT, MRT or railways. The latter is predominantly 
financed with public funds, for example from national or 
regional governments. Considerable additional investment 
is needed however, to develop safe and modern public 
transport options as well as rail infrastructure, thus 
avoiding further passenger shifts to individualised 
transport. Another area financed primarily with public 
funds, but still insufficiently developed, is the expansion 
of charging infrastructure for electric vehicles. Generally, 
electrification of passenger transport is accompanied by 
the provision of new services and technologies, presenting 
opportunities for the private sector. The fact that there is a 
relatively large informal transport sector in the countries 
within the region, usually consisting of small vehicles 
owned and operated (or leased) by a single person, also 
poses a challenge for investment in the sector. This should 
be considered by governments when implementing 
sector-specific policies.

Governments in the focus countries have already 
launched key policies such as financial support schemes 
for the purchase of electric vehicles (EVs), public transport 
and railway infrastructure investment programs. In 
order to encourage further necessary investments, it 
is important to expand these efforts in the near future, 
for example by introducing national EV targets, plans to 
phase out the sale of new internal combustion engine 
vehicles or minimum efficiency standards for light- and 
heavy-duty vehicles.

Buildings

Investment in green buildings has so far been 
limited and is mostly driven by voluntary 
labelling schemes. Governments need to 
introduce and enforce mandatory building 
standards to avoid stranded assets and to 
ensure that the large amounts of capital that 
will flow into the fast-growing construction 
sector in the future are invested in sustainable 
(zero emission) buildings.
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In 2018, buildings accounted for 24% of total final 
energy consumption in Central and South America, and 
21% of total process-related CO2 emissions. The main 
drivers for building-related emissions in the region are 
urbanisation, with over 80% of the population living in 
cities, and a continuous expansion of the middle class, 
representing one-third of the population. Most of the 
future building stock has yet to be built with total floor 
space in LAC expected to grow by 65 % by 2050 (3-5% per 
year). Without expanding the currently low coverage of 
mandatory building codes, 98% of the floor area expected 
to be built through 2050 would not be regulated by 
mandatory buildings standards. The very low turnover 
rate of the buildings sector exacerbates the risk of locking 
in investments for decades to come.

Due to the high demand for new construction in the 
region, a shift to sustainable building construction would 
not require large additional capital flows. In addition, the 
majority of low-carbon investments in the sector show 
net economic benefits, largely due to significant energy 
savings. 

Although, the green building market in the three focus 
countries has grown in recent years, it is still in an early 
stage of development. Consequently, a significant 
investment gap remains. Private capital is required to 
fill this gap, which is expected mainly from real estate 
investors and developers with the exception of publicly 
funded buildings.

Challenges that have prevented investments at the 
required scale include long payback periods and a deficit 
of upfront investments, combined with high interest 
rates. Also, split incentives between building owners 
and tenants and limited visibility and awareness of actual 
costs for heating, cooling, or electricity have hindered 
investments into energy efficiency measures in the sector. 

Some important policy measures have already been 
implemented in the three focus countries. These 
include, for example, financial support schemes for 
renewable energy diffusion in buildings or minimum 
energy performance standards for appliances. However, 
to complement the policy framework, and thus steer 
investments to low-carbon construction, zero emissions 
targets for buildings and renovation, as well as ambitious 
mandatory building codes would still need to be 
introduced.

Industry

Current investments, largely  driven  by   the  
private sector, have only led to incremental 
changes and have not yet resulted in large 
improvements in reduced energy intensity 
levels. This is also a consequence of limited 
policies and incentives to reduce emissions 
in the industry sector and to foster the 
development and deployment of new 
technologies. Significant innovation potential 
remains.

Latin America comprised 6% of global industrial 
emissions in 2010, and industry represented 24% of the 
region’s GDP in 2018. Emissions grew at a relatively slow 
pace in recent years, at around 2% yearly between 2000 
and 2018.

There are two main sources of emissions in the industry 
sector: energy use and industrial processes. As is the 
case at the global level, energy use in the industry sector 
among Latin American countries is spread across a broad 
set of industrial sub-sectors. The largest industry sub-
sector in Latin America in terms of energy use is the ‘food 
and tobacco’ sector, and in particular the food processing 
sector, followed by the ‘iron and steel’ and ‘paper, pulp 
and printing’ sub-sectors. These three sub-sectors alone 
diverge in the type of mitigation measures to be deployed 
and hence the type of policy needed.

The production of iron and steel is the most emission 
and energy-intensive sub-sector in the region and is 
generally considered one of the ‘hardest to abate’ sub-
sectors. Major investment opportunities in this sub-
sector, both globally and in the region, include Research, 
Development and Deployment (RD&D), recycling of steel, 
carbon capture and sequestration or utilisation (CSS/U) 
or hydrogen-based steel production. Initiatives to reduce 
emissions in the sector, develop new technologies and 
stimulate investments for low-carbon solutions are 
currently largely driven by the private sector. However, 
these initiatives have only led to incremental changes. 

There are isolated policy measures in place in the 
three focus countries, such as financial incentives for 
energy efficiency measures in industrial production or 
support schemes for renewables. However, to mobilise 
the necessary investments, especially in the early 
stages of technology development, a long-term vision 
towards net-zero emissions is needed. For emissions-
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intensive sub-sectors it is of utmost importance to 
avoid investments that lead to a lock-in in high-carbon 
technologies that exacerbate transition risk and are likely 
to lead to stranded assets and a loss of competitiveness. 
To drive investments in innovation and the development 
of new technologies such as novel cement, CCS/U or 
green hydrogen, more support is needed from both 
national governments and international donors. Measures 
that governments should take to this end include, for 
example, the implementation of RD&D support schemes 
for hard to abate sub-sectors, the development of a 
strategy for material efficiency or the introduction of 
minimum energy performance and equipment standards.

AFOLU

The AFOLU sector plays a critical role for 
sustainable development in the LAC region 
and in reaching global climate goals. Efforts 
to halt deforestation, protect and restore 
critical landscapes as well as to promote 
sustainable agricultural practices and food 
systems need to be scaled up significantly. 
This requires a major shift in investments from 
carbon intensive practices to sustainable and 
climate-resilient ones.

The LAC region is home to around a third of the world’s 
forests, half of its tropical forests and one fourth of its 
mangroves, and hence represents an import global 
carbon sink and store of biodiversity. At the same time, 
agriculture is a key pillar of national economies in the 
region, supporting millions of livelihoods as well as 
providing one fourth of the world’s food exports. With 
growing populations and growing food demand, already 
high demand for arable land is set to further escalate 
tropical deforestation. The critical role of the AFOLU 
sector to achieving sustainable development as well 
as global climate goals requires a significant shift 
in the way land is used and invested in. In essence, in 
order to achieve the goals of the Paris Agreement the 
sector needs to become a major net sink before 2050 to 
compensate for residual emissions in other sectors while 
maintaining food security and livelihoods. 

The governments of Argentina, Brazil, and Peru have all 
invested in afforestation and reforestation programmes, 
but despite this, on balance, there is still significant net 
deforestation in all three countries, particularly in Brazil in 

recent years. The expansion of agricultural land is one of 
the main causes of deforestation, particularly of tropical 
forests. Investments need to shift away from activities 
that lead to increased deforestation, including agriculture 
as well as other industries such as mining and timber.

Whilst some investments have been made to reduce 
direct emissions from agricultural activities there are 
opportunities to increase their scope and reach. These 
include investments into sustainable agricultural 
practices to improve crop efficiency, decrease livestock 
emissions and further increase carbon sequestration. 
Agroforestry, silviculture and silvopasture present 
significant sustainable development benefits. Also, 
there are important opportunities to take advantage 
of the rapid growth in demand for plant-based meat 
alternatives and food waste reduction strategies.  

Some progress has been made in this area in the focus 
countries, for instance, policies to support sustainable 
forest management and incentives to reduce GHG 
emissions from agricultural activities exist. Beyond 
this, however, it is important that governments scale 
up efforts to turn the AFOLU sector into a net sink and 
communicate a clear timeline for achieving net-zero 
deforestation, supported by sound policies and systems 
to halt deforestation.

Waste

Existing policies and incentives have led to 
investments and positive developments in 
certain areas of the sector, including waste 
collection, but other areas such as recycling of 
waste or prevention of open dumping are not 
yet sufficiently developed and need increased 
attention.

The waste sector in LAC is responsible for 6% of total GHG 
emissions in the region, which is a higher share of total 
emissions than the world average. The region generates 
approximately 10% of all global waste. The main drivers 
for a persistent increase of waste generation in the region 
are population growth, an increasing trend towards 
urbanisation, economic growth, a growing middle class 
and unsustainable consumption and production patterns.

Although waste collection and management systems 
have progressively improved in recent decades, more 
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than 40 million people in the region still lack access to 
a basic collection service, and about a third of all waste 
generated ends up in open dumps, causing serious 
impacts on health and the environment. 

To date, only a few countries in the region have the formal 
infrastructure required to sort and recycle municipal solid 
waste, and the recovery of recyclable materials is mostly 
performed by the informal sector. Recycling rates in the 
region are therefore still low, with approximately 90% 
of the recovered municipal waste ending up in landfills.

Due to decades of investment and development backlog 
in waste and water management, there is a great need for 
modernisation and expansion of numerous technologies 
and services. In particular, investments are required to 
modernise landfills and construct treatment plants for 
household waste and hazardous waste, coupled with 
improving waste management systems at subnational 
and national level. While both private and public capital 
providers play a role in the sector, waste management, 
including collection and disposal, is mostly undertaken by 
public actors, while private investors are predominantly 
involved in waste to energy projects.

The challenges leading to insufficient investment levels in 
the sector across the region include prevailing financially 
unsustainable management schemes, uncertainty about 
direct and indirect costs of waste management, limited 
diversification of delivery models and difficulties in the 
service charging schemes. 

Existing policy frameworks and implementation 
strategies for integrated waste management in the 
three focus countries have led to investments and 
positive developments in certain areas of the sector, 
such as the collection of waste, as evidenced by the 
relatively high proportion of the population with access 
to these services (Peru 84%, Brazil 98% and Argentina 
99%). The fact that areas such as the recycling of waste 
or the avoidance of open dumps are not yet sufficiently 
developed suggests that existing policy approaches 
are either not ambitious enough, not fully enforced or 
do not cover these areas adequately. 
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Climate 
investment  
in Argentina

An already challenging investment environment in 
Argentina is exacerbated by the COVID-19 pandemic 
affecting investment activity and access to finance, 
particularly for the private sector.

As the third largest economy in the region in terms 
of GDP and member of the G20, Argentina plays a 
key role in driving transformation in the region and 
beyond. Before the COVID-19 pandemic, however, the 
Argentinian economy intermittently experienced years 
of negative growth and never fully recovered after the 
economic crisis and default two decades ago. In 2019 
GDP contracted by 2.1% and inflation reached 54%. 
The macroeconomic difficulties have contributed to 

a challenging investment environment. Of the three 
focus countries in this report, Argentina has the lowest 
sovereign credit, which is indicative of the country’s high 
investment risk profile and translates into low investment 
activity and difficulty for companies to access finance. 
Private sector loans have been increasing, however, they 
remain insufficient, in particular for small and medium 
sized companies. 

Investment into low emission infrastructure and activities 
have so far been focussed on renewable energy and 
improvement in public transportation infrastructure as 
well as afforestation and reforestation. However, total 
investment levels remain low compared to continued 
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investments into high carbon activity, particularly in 
the energy sector, rather than into activities needed 
to drive the transformation of these key sectors of the 
economy. In the finance space, green debt markets are 
emerging, and there have been some nascent steps to 

increase the awareness of the private sector and capital 
markets about integrating environmental and climate 
risks into investment decisions. However, overall green 
and climate risk awareness in the investment community 
is still limited.

Table A: Overview of macroeconomic and investment-related indicators in Argentina

Indicator Unit Value in 
2019

Difference to 
2018

1 Population Million 45

2 GDP level USD billion (current) 445

3 GDP growth Average annual growth rate of GDP -2.1%

4 Inflation (historical) Average change in consumer price index 54%

5 Sovereign credit rating Rating CCC 1 

6 Ease of Doing Business Ranking 126 / 190

7 FDI restrictiveness Index 0 (open) 1 (closed) 0.03 2 

8
Corruption perception 
index

Ranking 66 / 180

9 Political stability index
Percentile rank among all countries, ranges 
from 0 (lowest) to 100 (highest) rank

43

10
Regulatory quality 
index

34

1 For the sovereign credit rating the latest value is from 2021 and is compared to a previous assessment by Fitch Ratings in 2020.

2 Please note that a lower value for this indicator represents an improvement.

National policies and targets needed to create the 
enabling environment to guide and mobilise low 
carbon investments are emerging, however, continued 
public support for fossil fuels conveys mixed signals 
to investors. 

At the economy wide level, the updated NDC and the 
climate neutrality target announced by the President, and 
expected to be formally communicated in the country’s 
Long-term Strategy (LTS) later in 2021, provides a general 
framing and perspective for investors on the direction of 
travel. To serve as a sufficiently strong signal, this will need 
to be underpinned by concrete and decisive policy action. 
While the carbon pricing scheme introduced by the 
government is a laudable first step it only covers 20% of 

the country’s GHG emissions and exempts key activities, 
in particular natural gas, aviation and shipping. Argentina 
has not announced that it will phase out of fossil fuels. 
On the contrary, recovery measures to stimulate the 
economy have focussed on high carbon activities in the 
form of direct subsidies to the oil and gas sector as well 
as monetary transfers to households and companies.

Fragmented policies and incentives at the sector 
level improve the investment situation for certain 
technologies and activities but lack the ambition and 
scope, particularly with regard to long term investor 
signals, to steer investments from high to low carbon 
practices across all sectors. 
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Power

Investor signals and targets

Policies and incentives to invest in
low carbon technologies

Transport Buildings Industry AFOLU Waste

Figure B: Overview of the coverage of targets as well as policies and incentives for low-carbon investment in 
Argentina

Note: A full bar implies that the targets and policies considered in this assessment framework are fully (100%) 
covered. For more details, see the relevant sector section in Chapter 3 of the main report.

 In the power sector, short and medium-term targets as 
well as schemes to incentivise renewables, including 
an auction scheme, have driven investments into these 
key decarbonisation technologies and associated 
infrastructure. To enable a decarbonisation of the 
economy, the targets would have to become more 
ambitious. Also, the reversal in the support scheme 
and continued public support for fossil fuel exploration 
exacerbate transition risks and are a source of uncertainty 
for low carbon investors affecting their appetite and 
ability to commit finance. Due to their competitiveness, 
renewables, especially onshore wind and utility scale 
PV, are poised to expand rapidly on a level playing field.

Despite a large railway network which has seen a 
resurgence of investments and plans for extension, in 
particular for freight, transport is dominated by road 
both for passenger and freight. There has been some 
investment into urban public infrastructure (e.g. BRT) 
and support schemes to incentivise the purchase 
of low emission and e-vehicles. However, for a full 
transformation, these approaches would need to be 
significantly scaled up. The introduction of long-term 
targets, which are currently mostly missing, would 
also send clear signals to investors. This includes, 
for example, the phase out of internal combustion 
engines as well as a comprehensive policy and public 
investment scheme that shifts towards no- and-low 
carbon modes and electrification. 

Although during the pandemic activity in the building 
sector contracted by 23% in Argentina significant 
investment activity in the future can be expected in 

new construction driven by population growth and 
urbanisation. The building stock efficiency, which is 
twice as high as the global average per capita, and 
the very low share of green new buildings (2%) could 
be increased by introducing comprehensive building 
codes for all segments as well as energy efficiency 
requirements. There are already some approaches to 
incentivise building integrated renewables, such as 
soft loans for materials, appliances and refurbishments 
or net metering. In order to more effectively mobilise 
finance, comprehensive regulatory measures as well 
as long term targets and policies are needed. Known 
barriers to investment in the sector, including split 
incentives, access to capital and awareness, are not 
sufficiently addressed through the existing schemes.

Albeit only small contributors to emissions in Argentina, 
the industry and waste sectors play a key role for the 
overall decarbonisation of the economy. At present, 
policies and plans have been rather scarce resulting in 
low climate related investor activity. The waste sector 
lacks clear emission reduction and waste management 
targets. A strategy for material efficiency in industry 
is included in the Climate Change Action plan and 
some energy efficiency and waste to energy support 
schemes are in place, however, there are no RD&D 
schemes, for example, for CCS/U technologies or 
novel cement and steel technologies. Ultimately in 
industry, technology transformation will be driven 
by international developments, however, a strategic 
approach can present economic opportunity. The 
recently launched hydrogen plan for the country 
is a move in this direction, although if not clearly 
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limited to green hydrogen may counteract long term 
decarbonisation efforts and investments.

As one of Argentina’s main source of emissions, the 
land-use sector is critical to achieve the long-term 
climate neutrality goal. Whilst some policy efforts 
have been made to reduce deforestation and support 
afforestation and reforestation, there is no zero-
deforestation target in place, and enforcement of 
existing laws and regulations can be improved. The 
agriculture sector, with its decreasing but still high 
emission intensity at twice the global average, has 
seen the implementation of some RD&D initiatives 
to reduce emissions as well as measures to increase 
soil carbon sequestration and reduce food waste. In 
order to incentivise a low carbon transformation of the 
sector and drive associated investments, long-term 
comprehensive plans need to be introduced. Given its 
critical role for the economy and export orientation, a 
longer-term climate aligned strategy would help to 
safeguard investments and future proof revenues in 
the sector.

The emerging climate finance governance framework 
and strategy needs to be underpinned by capacity 
and knowledge development in key institutions 
as well as clearly formulated investment needs in 
different sectors to attract international support and 
complement domestic resources.

Argentina’s climate change law and related structures, 
including the creation of the National Climate 
Change Cabinet, contribute to the establishment of a 
comprehensive governance framework to coordinate, 
monitor and foster climate finance. These developments 
are likely to contribute to further aligning climate finance 
with development priorities; likewise, improving the 
mainstreaming of climate considerations in the budget 
planning of line ministries and access to climate finance. 
However, additional efforts are needed to operationalise 
newly formed institutions and build associated capacities, 
knowledge and awareness amongst relevant actors, for 
which financial and technical support is needed.

Argentina has a long history of accessing international 
climate finance from a variety of sources. These include 
international climate funds, multi- and bi-lateral 
agreements, which have supported climate action at 
project level. The country would benefit from a more 
strategic approach to access the larger volumes of 
climate finance needed to support the country’s transition 
to a low carbon economy.

Argentina’s latest NDC and biennial update report 
(BUR) submissions provide generic guidance on how 
the country plans to meet its climate target. Relevant 
ministries and secretariats are currently engaged in the 
drafting of more detailed mitigation measures, including 
the definition of implementation plans and investment 
needs. Argentina has not yet communicated information 
about the level, type and purpose of climate finance; 
however,  a climate finance strategy is soon to be released 
and should provide more clarity once launched.
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As one of the largest economies in the world, Brazil 
is an important player in combating climate change 
regionally and globally. Economic recessions and a 
difficult macroeconomic investment environment, 
coupled with a lack of concerted policy action, 
has hindered low carbon investments and led to a 
backsliding in climate change efforts. 

Brazil is not only the largest and most populous country in 
the LAC region. It is also the world’s ninth largest economy, 
and its GDP represents a third of the LAC region. However, 
Brazil’s GDP has shrunk since it reached an all-time high 
at USD 2.6 trillion in 2011. Brazil’s economic recession in 
2014 to 2016 has accentuated the decline in GDP, and the 

COVID-19 pandemic led to a contraction of the economy 
by around 4% in 2020. This figure is lower than in other 
countries in the region, due to a relatively large stimulus 
package and limited restrictions in response to the virus.

Although Brazil has a large and diverse economy, 
it is heavily dependent on commodity exports, and 
economic productivity has declined in the past. Brazil’s 
macroeconomic and investment environment has 
been negatively impacted by political uncertainty, 
relatively high levels of corruption, legal insecurity, social 
inequality, and high debt levels. This is also reflected 
in the country’s credit rating (“elevated vulnerability to 
default risk”). Private sector investment has declined in 
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recent years, due to high debt interest rates from private 
banks, limited access to long term capital for small and 
medium enterprises (SMEs) and high competition barriers 
due to subsidies. 

Low-emission investments in Brazil have mainly focused 
on the uptake of renewables in the energy sector, with a 
booming corporate procurement market for renewables 
and the support of targeted instruments such as capacity 
auctions in the power sector and the ethanol or biodiesel 
mandates in the transport sector. The approach of the 
current administration, which has opposed several 
existing climate policies and weakened the legal and 
institutional framework to address climate change, 

has not helped to ensure that further investments in 
climate-friendly measures in other sectors are made to 
the necessary extent.

However, several initiatives have been in place for 
some time in the Brazilian financial sector that have 
the potential to steer investment decisions towards 
low-emission alternatives. Financial institutions and 
the Brazilian pension fund, for instance, are required to 
publish environmental, social and corporate governance 
(ESG) strategies and incorporate climate change-related 
criteria and risk assessments into decision-making 
processes for investments. 

Table B: Overview of macroeconomic and investment-related indicators in Brazil

Indicator Unit Value in 
2019

Difference to 
2018

1 Population Million 211

2 GDP level USD billion (current) 1840

3 GDP growth Average annual growth rate of GDP 1.1%

4 Inflation (historical) Average change in consumer price index 3.7%

5 Sovereign credit rating Rating BB- 1 

6 Ease of Doing Business Ranking 124 / 190

7 FDI restrictiveness Index  0 (open) 1 (closed) 0.08 2 

8
Corruption perception 
index

Ranking 106 / 180

9 Political stability index
Percentile rank among all countries, ranges 
from 0 (lowest) to 100 (highest) rank

25

10
Regulatory quality 
index

48

1 For the sovereign credit rating the latest value is from 2020 and is compared to a previous assessment by Fitch Ratings in 2018.

2 Please note that a lower value for this indicator represents an improvement.

With a few exceptions, the government has not    set 
adequate national policies and targets that could 
guide and incentivise low-carbon investment. 

Brazil is the only one of the three focus countries where 
the updated NDC does not include an increase in 

ambition levels compared to its previous submission. 
On the contrary, it has effectively weakened its climate 
action targets for 2025 and 2030. Apart from non-
binding announcements to achieve climate neutrality 
by mid-century, there is no sign of a long-term strategy, 
underpinned by concrete policies, being developed in 
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Brazil. This creates considerable uncertainty for investors 
about the future direction of the Brazilian economy.

Based on past performance, it appears likely that the 
current Federal Government will continue to disregard 
the urgent need for climate action in Brazil. Although the 
government has reduced fossil fuel subsidies, no clear 
phase-out plan has yet been formulated. The government 
has also not pursued a green economic recovery in 
response to the COVID-19 pandemic. While this can be 
seen as a missed opportunity to channel public funds 
from the large stimulus package into climate-friendly 

investment opportunities, private investors can benefit 
from a comparatively wide range of public leverage 
instruments, including green debt and equity instruments 
as well as risk transfer instruments. As one of the first 
countries in the region to publish green bond guidelines, 
Brazil is now the largest green bond market in the region.

At sector level, low-emissions targets and plans exist 
for some but not all sectors. Correspondingly, policies 
to incentivise investments in low-carbon alternatives 
are patchy, with some sectors well covered yet others 
leaving room for further action.

Power

Investor signals and targets

Policies and incentives to invest in
low carbon technologies

Transport Buildings Industry AFOLU Waste

Figure C: Overview of the coverage of targets as well as policies and incentives for low-carbon investment in 
Brazil

Note: A full bar implies that the targets and policies considered in this assessment framework are fully (100%) 
covered. For more details, see the relevant sector section in Chapter 3 of the main report.

Market trends in Brazil’s power sector are heading in 
the right direction, with a steady increase in renewable 
power generation (82% of the generation mix). This is 
also reflected in the latest Renewable Energy Country 
Attractiveness Index, in which Brazil moved up from 15th 
place in 2020 to 11th place of the world’s most attractive 
markets for renewable energy. Key for this development 
have been clear investor signals, including a long-term 
emissions reductions and renewable energy target. There 
is also relatively stable support for renewable energy. 
The latter includes policies to incentivise large scale 
renewable energy installations (such as energy auctions, 
tax benefits, etc.) and incentives to promote distributed 
renewable energy generation as well as the integration 
of variable renewable energy (VRE). These policies are 
complemented by dedicated funding mechanisms, such 
as investor guarantees for renewable energy projects. 
On the other hand, Brazil is an important exporter of 
fossil fuels, mainly crude oil, and the government has 

announced plans to expand the extraction of fossil fuels 
in the future. 

The transport sector in Brazil is dominated by road 
transport. Car ownership increased significantly in 
recent decades and the role of public transport has 
decreased. Although both passenger and freight 
transport have increased in recent years, railways play 
a minor role. The historically strong rail networks have 
been neglected. With the exception of a medium-term 
emissions reduction plan, important investor signals 
such as a target for EVs, a plan to phase out the sale 
of internal combustion engine vehicles or binding 
emissions performance standards are largely missing. 
On the other hand, there are financial incentives in place 
to support the purchase of low emissions vehicles, and 
there are a number of public transport as well as railway 
infrastructure investment programmes. Even though 
sustainability issues exist, it is worth mentioning that 
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support programmes for biofuels, such as RenovaBio and 
the former Proálcool programme, have been successful.

Brazil can be considered a regional leader in terms of 
voluntary green buildings certification. Corresponding 
governmental support, for example through policy 
measures or incentives, can be significantly improved. 
Consequently, the overall share of green buildings of 
all new buildings in 2019 was still very low, at around 
5%, and investments in green buildings account for a 
relatively small share of total projected investments in 
the building sector in 2025 (between 8% - 10%). To be 
able to further attract low-carbon investments in the 
sector, clear targets should be set for zero emissions 
buildings or the renovation of the existing building stock. 
In addition, introducing and enforcing an ambitious and 
mandatory building code that covers all building types, 
as complement to existing minimum energy performance 
standards for appliances, is essential to ensure the sector 
becomes more sustainable and climate future proof. 
To counteract investment barriers in the sector, these 
policies should be complemented by financial support 
schemes. With few exceptions, such as a net metering 
scheme for distributed power generation, these are 
largely missing.

To date, investments in the industry sector in the LAC 
region have not led to a reduction of energy intensity 
levels. This is also the case in Brazil, where, for instance, 
the emission intensity per output of cement has increased 
since 2005. Reducing current emissions intensity levels 
cannot be addressed exclusively by relying on fuel 
switch, such as to bioenergy, but will require clear signals 
and incentives to trigger transformational investments. 
The absence of clear emissions targets and mitigation 
plans – currently only available for the mining sector – 
led to few investments and as a result only incremental 
improvement. Support schemes have contributed to a 
displacement of fossil fuels by biomass to a considerable 
extent in the sector. Isolated policy measures can, 
however, not hide the fact that a long-term vision towards 
net zero emissions is lacking and that there is therefore 
still a considerable lack of investment.

In the forestry and other land-use sector, the 
government has basically dropped all reference to 
stopping illegal deforestation, restoring forests and 
enhancing native forest management. Consequently, 
Brazil remains by far the country with the largest tropical 
forest loss worldwide. 

The Brazilian agricultural sector is also of great 
importance beyond the national level, as it is heavily 

geared towards exports, making Brazil the leading 
exporter of agricultural goods and food in the region. 
While there is a medium-term plan to reduce emissions 
in the sector, there is none for the long-term. National 
plans, such as the Low-Carbon Agriculture (ABC) Plan, 
which includes various measures to reduce emissions 
from agriculture and R&D programmes to stimulate 
emission reductions in the sector, are expected to have a 
positive impact on investments in the sector. Areas where 
policy support could be improved include, for instance, 
the creation of incentives to reduce post-harvest loss 
and food waste.

In Brazil, emissions from the waste sector are higher than 
emissions from the power sector. Main drivers for the 
continuous increase of waste generation are population 
growth, increasing urbanisation, economic growth, and 
unsustainable consumption and production patterns. To 
give clear investor signals an emissions reduction target 
or a national target for recycling municipal waste should 
be established. Some policies to incentivise investments 
in a low-emissions waste sector exist, such as the National 
Policy on Solid Residues or the National Zero Dump 
Programme, which include several financial support 
schemes. To trigger additional investments in the sector, 
these need to be scaled up and existing implementation 
issues resolved.

While Brazil established a governance structure around 
climate action and, more specifically, climate finance as 
early as 2007, the current government has continuously 
weakened these structures in recent years. 

Brazil introduced a climate change law as early as 
2007, and it has a significant track record of channelling 
climate finance in recent decades from various sources. 
These include international climate funds, and bilateral 
or multilateral support initiatives. Notably, the country 
channels climate finance through its National Climate 
Fund and the Amazon Fund. Brazil’s development 
bank, BNDES, leverages significant investments for 
low-carbon development through green credit lines 
as well as green bonds. 

However, climate finance channels have decreased 
and spending on climate mitigation has generally 
been cut sharply in recent years. The former is, in 
part, due to the Amazon Fund being largely inactive 
as some of the largest contributors to the fund have 
halted their support since 2019, due to concerns over 
forest management as well as a change in the fund’s 
governance structure. 
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There is also limited evidence that climate finance is 
integrated into sectoral climate change plans or the 
national budget. The government has not presented 
clearly defined NDC mitigation measures at the sector 
level and, accordingly, there is limited information on how 
individual mitigation measures will be financed. In the 
absence of governmental guidelines, some private sector 
stakeholders have committed to voluntary climate action 
such as through the Brazil Green Finance Initiative (BGFI).
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Peru has been one of the fastest growing economies in 
Latin America in recent decades and is set to recover 
GDP growth in 2021 after the recent pandemic-
induced economic dip. Generally, an investor 
friendly regulatory framework and a relatively stable 
macroeconomic situation have led to high private 
sector participation in climate related investments. 
However underlying issues of political instability, 
corruption and challenges for SMEs to access credit, 
prevent the capital markets from reaching their full 
potential to drive low carbon investments. 

Peru has been one of the fastest growing Latin American 
economies in the past twenty years with GDP per capita 

rising steadily until the onset of the coronavirus crisis. As 
a result of the COVID-19 pandemic’s economic impacts, 
Peru’s GDP declined by 11% in 2020. However, with an 
estimated GDP growth of around 5% in 2021, Peru is 
expected to be the country with the second highest 
growth rate in the region. The country’s economic 
development in recent decades and positive prospects 
for a recovery from the pandemic can be attributed to its 
relatively stable macroeconomic situation, robust levels 
of international currency reserves, and a controlled fiscal 
deficit. This is also reflected in the positive assessment 
of government debt, where Peru scores best of the three 
focus countries. Peru is also relatively open to trade with 
its neighbours, and the rest of the world, and is the fourth 
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largest recipient of foreign direct investment (FDI) in Latin 
America. This relatively investor-friendly environment has 
also led to private investment accounting for two-thirds 
of all investment in Peru. At the same time, significant 
barriers to investment in Peru remain, such as a high 
vulnerability to commodity prices, a growing informal 
sector, political instability, corruption and obstacles 
to accessing credit, especially for SMEs, which play a 
crucial role in the economy. Overcoming these barriers 
is a prerequisite for the capital market to reach its full 
potential and tap into opportunities related to low-carbon 
and resilient investments.

Low-emissions investments have traditionally focused 
on renewable energy although these have started 

stagnating since 2018. Some investments were also made 
to improve public transport and rail infrastructure as well 
as increased afforestation and reforestation measures. 
However, to achieve an economy-wide transformation 
towards climate neutrality, both private and public 
investments in climate-friendly technologies need to 
be scaled up significantly. Positive developments in 
the financial sector that may contribute to the transition 
include the take-off of the green bonds market in recent 
years and the introduction of mandatory ESG reporting 
for all listed companies. To date, however, climate-related 
criteria and risk assessments are still not sufficiently 
incorporated into financial modelling and decision-
making processes for investments.

Table C: Overview of macroeconomic and investment-related indicators in Peru

Indicator Unit Value in 
2019

Difference to 
2018

1 Population Million 33

2 GDP level USD billion (current) 227

3 GDP growth Average annual growth rate of GDP 2.2%

4 Inflation (historical) Average change in consumer price index 2.1%

5 Sovereign credit rating Rating BBB+ 1 

6 Ease of Doing Business Ranking 76 / 190

7 FDI restrictiveness Index 0 (open) 1 (closed) 0.08 2 

8
Corruption perception 
index

Ranking 101 / 180

9 Political stability index
Percentile rank among all countries, ranges 
from 0 (lowest) to 100 (highest) rank

42

10
Regulatory quality 
index

48

1 For the sovereign credit rating the latest value is from 2020 and is compared to a previous assessment by Fitch Ratings in 2018.

2 Please note that a lower value for this indicator represents an improvement. 

National policies and targets needed to create the 
enabling environment to guide and incentivise low 
carbon investments are emerging but could be 
strengthened and extended to incorporate a long-
term perspective. 

Peru updated its NDC strengthening the 2030 target 
compared to the previous NDC and providing more 
insights into government priorities for the short to 
medium-term. A long-term strategy, including a net-
zero commitment for mid-century, is being developed 
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and is expected to be published before the end of 2021. 
This could, if underpinned by policy packages in the 
individual sectors, make an important contribution to 
providing investors with the certainty they need to plan 
future activities and investments. 

Although only a small proportion of Peru’s recovery 
spending in response to the COVID-19 pandemic can 
be considered ‘green’, it is one of the few countries in the 
region where government officials referred to a ‘building 
back better’ approach, taking sustainability and climate 

change concerns into account. These positive efforts 
could be significantly strengthened by, for example, 
a commitment to phase out fossil fuel subsidies or 
introducing a carbon pricing scheme.

At sectoral level, medium-term targets and incentives 
exist for a few sectors; to give clear signals to investors, 
however, corresponding policy measures need 
to be introduced consistently for all sectors and 
complemented by long-term targets and plans.

Power

Investor signals and targets

Policies and incentives to invest in
low carbon technologies
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Figure D: Overview of the coverage of targets as well as policies and incentives for low-carbon investment in 
Peru

Note: A full bar implies that the targets and policies considered in this assessment framework are fully (100%) 
covered. For more details, see the relevant sector section in Chapter 3 of the main report.

In the power sector, Peru has formulated specific plans 
for the period until 2030, such as an emission reduction 
plan as part of its NDC and a renewable energy target. 
However, there is limited certainty for the period beyond. 
A draft law foresees that the share of renewables in the 
energy mix should be 50% by 2040, which would not be 
enough to successfully decarbonise the economy, in 
particular given the need to electrify demand sectors. 
A series of renewable energy tenders have attracted 
nearly USD 2 billion in investment over the past decade, 
which is reflected in a steady increase in capacity through 
2018. In the absence of further auctions, virtually no new 
solar and wind capacity has been added in recent years, 
keeping total capacity at relatively low levels. A further 
expansion of these efforts, which has already partly taken 
place again in 2020, is as important for promoting further 
investments in renewables as the creation of incentives to 
promote decentralised systems as well as technologies 
and infrastructure to enable the integration of variable 
renewable energy sources. 

Peru’s transport sector is dominated by road transport 
in terms of both traffic volume and public investment. 
On a positive note, medium-term emission reduction 
targets have been formulated and a goal has been set 
for 5% of light vehicles and buses to be electric by 2030. 
In support of the latter, the government has put in place 
tax incentives to promote the purchase of hybrid or 
electric vehicles, and some public investment went into 
improving public transport and railways. A tax on fuels 
and restrictions on vehicular traffic in metropolitan areas 
can have a positive impact on the sectoral transformation. 
The Peruvian Government, led by its Ministry of Transport 
and Communications, is also developing the TRANSPerú 
NAMA with a broad range of measures designed to 
reduce greenhouse gas emissions in the transport sector. 
For all the aforementioned measures to bear fruit, and for 
a transport sector transition to be possible, investments 
need to be redirected and increased significantly. The 
share of public investment in the sector is currently only 
about 1%, with three quarters of the funds going to road 
transport. A phase-out plan for the sale of vehicles with 
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combustion engines could also be considered to give the 
industry and investors more planning certainty.

Even though economic growth has driven constant 
investment in the building sector over the past 
decades, green buildings represent only a fraction of 
the total building stock in Peru (around 2%). This could be 
improved through the introduction of clear signals and 
policies to promote low-carbon investments in the sector. 
As part of the recovery from the economic impact of the 
pandemic, which is expected to significantly shrink Peru’s 
construction output in 2020, the share of green buildings 
should be increased quickly and steadily. For this, the 
voluntary Code for Sustainable Construction could be 
complemented by an ambitious and mandatory building 
code covering all building types and by minimum energy 
performance standards for appliances. Furthermore, 
financial and regulatory measures could be implemented 
to counteract investment barriers in the sector such as 
split incentives and longer payback periods. Concessional 
loans for the renovation or construction of houses that 
are linked to certain sustainability criteria (such as 
those from Fondo MiVivienda) can be seen as a step in 
the right direction. Given the large investment gap in 
green buildings, such initiatives need to be significantly 
expanded and scaled up.

Despite its important role in decarbonising the 
economy and its complex structure with a wide range of 
technologies and sub-sectors, the industry sector in Peru 
has so far received little attention in the implementation 
of climate-friendly regulatory and policy measures. 
Although the country’s NDC includes individual mitigation 
measures in the industry sector, adequate incentives or 
policy measures are limited. Key instruments such as 
support schemes for renewable energy or a strategy for 
material efficiency (steel, cement, aluminium, etc.) should 
be introduced alongside financial incentives for energy 
efficiency measures in industrial production as well as for 
CCS and low-carbon hydrogen. A nationally appropriate 
mitigation action (NAMA) on cement has been helpful 
to support the development and deployment of some 
technical solutions in this hard-to-abate sub-sector, with 
more of these initiatives being needed.

As in the entire region, the AFOLU sector plays an 
important role in the Peruvian economy, which is 
reflected, for instance, in its contribution to the national 
GDP and employment but also in its higher share of 
emissions compared to world average levels.

Although there are some policy measures in place to 
support sustainable forest management (restoration, 

reforestation, afforestation), emissions from deforestation 
are still projected to increase by more than 80% between 
2012 and 2030, a growth rate not seen before in Peru’s 
history. This expected development does not seem 
to be in line with the government’s goal of reducing 
deforestation in the Peruvian Amazon by 30% by 2030. 

Investment in agriculture is likely to increase in the 
coming decades, due to an expected population 
increase and the country’s role as an exporter of 
agricultural products. Government action and resources 
in the form of policies and regulations, monitoring 
and enforcement, as well as financial incentives are 
key to steer capital flows in the right direction. Some 
elements like incentives to reduce GHG emissions 
from agricultural activities and policies to reduce post-
harvest loss already exist, however, these could be 
complemented by additional measures, including RD&D 
support for sustainable low-emissions agricultural 
practices or incentivise to promote agricultural practices 
that increase soil carbon sequestration.

Similar to the other countries in the region, the recycling 
rate of municipal waste in Peru is still comparatively low 
and a significant share of waste ends up in open dumps 
causing serious impacts on health and the environment. 
In response to this, Peru has identified the waste sector 
as one of the priority sectors in its updated NDC and 
established a clear national target (100% recycling of 
reusable waste by 2024) for the management of solid 
waste, accompanied by an integrated solid waste 
management strategy. Financial incentives such 
as those offered through the National Solid Waste 
Investment Fund, and other tax incentives that have been 
introduced, will be key to stimulate the significant amount 
of investments needed to achieve this ambitious target 
and thus contribute to the protection of soil, air, water 
and human health.

Peru has taken important steps towards establishing 
comprehensive governance and planning structures 
to coordinate and foster climate finance; whether the 
expected results will materialise will only become 
clear when these are fully implemented.

The Peruvian government has taken important steps in 
the field of climate finance governance, particularly with 
regard to legislation and institutionalisation. However, 
the structures have not been in place long enough to 
assess whether the expected results will materialise, 
for example, with regard to aligning and mainstreaming 
climate finance considerations into sector plans and 
budgets or increasing private sector engagement.
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In the past, Peru has catalysed significant climate finance 
volumes through a range of channels, including multi- 
and bilateral agreements, international climate funds, as 
well as alternative funding sources such as a voluntary 
carbon credit agreement.

With clearly defined measures for individual sectors, 
Peru has laid an important foundation for successful 
climate finance planning. In addition, the Peruvian 
government is working on a national strategy for climate 
finance, which, together with sector roadmaps, should 
provide more clarity regarding the financing of individual 
mitigation measures. 
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In the near future, it will be important for governments 
to follow their national climate plans, including 
updated NDCs, with clearly defined mitigation 
measures and sector-level targets that are aligned with 
medium- and long-term decarbonisation goals. This 
will help to define financial support needs and budget 
implications (important to attract international financial 
flows), and it will provide both public and private finance 
providers with clear investment signals and predictability.

Sector-specific plans need to be embedded and 
aligned with an economy wide, long-term vision 
to reach national objectives and those of the Paris 
Agreement, including as part of the long-term 

strategies communicated to the UNFCCC. This will help 
to ensure that short-term policies and investments are 
in line with long-term objectives, thereby decreasing 
the risk of stranded assets and enabling a smoother 
transition. An economy-wide perspective can also help 
to highlight synergies and linkages between sectors; for 
example, the coupling of energy supply and increased 
electrification of end-use sectors, and practices such 
as agroforestry. 

Constrained domestic budgets and public support 
measures need to be aligned with climate goals 
to send clear signals to investors and incentivise 
decarbonisation rather than counteract ongoing 
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climate efforts. The allocation of public funding to high 
carbon activities is a missed opportunity. Governments 
should ensure that domestic budget and investments, for 
example to lift countries out of economic recession, are 
spent in a way that aligns with sustainable development 
and climate change goals. Out of the three focus 
countries, only Peru has earmarked a small proportion 
of its recovery spending for climate-friendly measures, 
while the recovery measures in Argentina and Brazil have 
been rather high-carbon weighted. 

Clearly communicated commitments by governments 
to phase-out high carbon technologies and harmful 
policies, including, fossil fuel subsidies, give planning 
certainty to investors and can act as a stimulus for 
innovation and new business models. None of the 
focus countries has made a clear commitment, for 
example, to phase out fossil fuels, end deforestation or 
declare a moratorium on conventional engines. Fossil 
fuel subsidies, although declining in recent years, 
continue to be part of the policy mix in Argentina and 
Brazil and counteract positive developments towards 
decarbonisation in key sectors. Developments in other 
countries suggest that clear and robust phase out goals 
and targets do not hinder but stimulate economic activity 
and innovation.

The public and private sectors need to work hand in 
hand. Governments play a key role to create a stable 
enabling environment to steer and foster private 
sector investment as well as protect investments 
from future risks. The private sector is crucial in its 
role as provider of technology and services, as well 
as source of investment and employment. Improving 
sectoral policy packages and strengthening the 
capacity to implement them, promotes innovation and 
development to tap into the vast number of investment 
opportunities in low-emission areas; and simultaneously 
avoid investments into less efficient, more expensive 
and polluting technologies or industries. In many areas, 
international market dynamics have already led to 
increasing sustainability and emissions standards, and 
as the sectoral transformations required to meet the Paris 
Agreement become more evident, such dynamics should 
then become increasingly common. It is in the interest of 
all involved to help shape the transformation and work 
together to promote solutions to a net zero future.
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About the Annual Investment Report in 
Latin America and the Caribbean 
This report is the first of a series of three reports looking into investments needed to 
meet the climate mitigation objectives of the Paris Agreement in Latin America and 
the Caribbean (LAC). The report series focuses on private sector investment, and 
public policy instruments that can incentivise it, as private sector finance will need 
to be significantly scaled up to meet the investment needs of a transition to net zero 
emissions.

The report incorporates findings from Latin America and the Caribbean when it 
comes to certain data points but focuses predominantly on three countries of the 
region: Argentina, Brazil, and Peru. The analysis is mostly conducted on these three 
countries, but findings from the broader LAC region help to provide context and 
highlight success stories for low and zero emissions developments.

This first edition focuses on the policy landscape needed to enable the transition, 
identifying key policies at a sectoral and national level to support investments 
towards a zero emissions pathway in Argentina, Brazil, and Peru. It also considers 
the required enabling conditions in countries for receiving and using international 
climate finance flows.

Beyond Chapter 4, we do not exclusively focus on (international) climate finance but 
rather on all investments, in line with climate objectives. Nevertheless, we also point 
out specific areas where action is needed to redirect investment from high emissions 
to low and zero emission activities.

The analysis for this report was mostly conducted between February and May 
2021. Developments occurring after this period have mostly not been included. 
Future editions of this report series, to be released in 2022 and 2023, will focus on 
investment opportunities that have the potential for transformational change to net 
zero emissions in specific sectors.



1.1.
Introduction 

Reaching the objective of the Paris Agreement to limit 
global temperature increase to below 1.5°C above pre-
industrial levels requires transformational changes in all 
countries and across all sectors of the economy. Global 
carbon dioxide (CO2) emissions need to decrease to net 
zero by 2050, with other greenhouse gases (GHG) on a 
similar trajectory shortly thereafter (IPCC, 2018).

This deep transition will require major investments and 
efforts to make “finance flows consistent with a pathway 
towards low GHG emissions and climate-resilient 
development”, as stipulated in Article 2.1 of the Paris 
Agreement (UNFCCC, 2015a). Globally, investments into 
clean energy would need to triple during this decade, 
compared to recent levels, to have a chance to limit 
warming to 1.5°C (IEA, 2021g). A rapid rechannelling of 
investments to “shift the trillions” is therefore needed 
to avoid a lock-in of high emissions infrastructure. In 
this context, policy signals are fundamental to drive 
investments in the right direction (IEA, 2021e). Beyond 
the energy sector, low-emission investments also need to 
increase drastically across all other sectors, while funding 
for research and development needs to be promoted, 
particularly for ‘hard to abate’ mitigation areas.

In this context, a long-term vision in line with the Paris 
Agreement, coupled with a clear policy framework and 
incentives are crucial to drive the necessary investments. 
In parallel with incentivising low and zero- emissions 
investments, policies are also needed to ensure that 
investments do not flow into technologies and activities 
that are not compatible with the objectives of the Paris 
Agreement. The global message is clear: investment into 
new fossil fuel projects must end. Electricity generation 
needs to be rapidly decarbonised and coupled with 
electrification in end-use sectors. Net deforestation has 
to be drastically reduced and the emissions intensity of 
agricultural production needs to decline.

The scale of investments needed is such that public 
institutions alone will not be able to shoulder it. The 
private sector will need to play an important role in 
the move towards net zero emissions. To support 
this, governments should create an enabling policy 
environment by providing certainty to investors in the 
form of clear short- and long-term plans, as well as 
incentives for mitigation technologies and activities 
that have not yet reached market maturity. 
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Governments should create an 
enabling policy environment by 
providing certainty to investors in 
the form of clear short- and long-
term plans, as well as incentives 
for mitigation technologies.

The Latin America and the Caribbean (LAC) region has 
some advantages when it comes to energy transition and 
the move to net zero emissions across various sectors. 
There is an abundance of renewable energy resources, 
with well-developed hydropower infrastructure, a high 
availability of bioenergy, and rising investments into wind 
and solar power. Similarly, the agriculture, forestry and 
other land use (AFOLU) sector, the region’s largest GHG 
emitting sector, has major mitigation potential. 

There are also challenges, however. The LAC region is 
one of the regions with the highest levels of inequality 
in the world (IDB, 2020b). There is also a high level of 
informality, which can render policy implementation 
more difficult. Additionally, the COVID-19 pandemic has 
had a severe impact in many countries of the region, 
adding more pressure onto low-income households (IDB, 
2020b). Consequently, there is a need to make sure that 
the transition to a zero emissions society is inclusive and 
aligned with the sustainable development goals. The joint 
task of governments and the private sector in the coming 
decades will be to stabilise and further reduce emissions 
while improving living standards for everyone.

The report explores these topics in the following order:

• Chapter 2 provides a brief description of the 
current investment environment in Argentina, 
Brazil, and Peru. This chapter serves to provide 
context for the chapters that follow, which focus 
on the conditions and policies for low-carbon 
investments. Investments typically depend on 
multiple factors. These include considerations 
on the national level, such as country risk, as well 
as context-specific ones, in this case particularly, 
sector and technology-specific risks. We also 
consider structural conditions at the national 
level and describe some of the enabling 
conditions and barriers against investments.

• Chapter 3 looks at investment conditions 
and policies that can support the transition 
to a low carbon economy in the following six 
sectors: power, transport, buildings, industry, 
agriculture, forestry, and other land use (AFOLU), 
and waste. In this chapter, we analyse the policy 
environment that may enable (or disincentivise) 
low-carbon investments in these sectors. 
In addition, the section provides a general 
introduction into the global developments 
needed to meet the Paris Agreement objectives 
as well as recent developments in the LAC region. 
 
Note: we use the sector breakdown provided by 
the International Panel on Climate Change (IPCC), 
except for the energy sector, which we have 
broken down into power and end-use sectors 
(transport, buildings, industry)  for more specific 
analysis on policy needs and the developments 
needed under the Paris Agreement. We have 
excluded aviation and maritime transport 
from our analysis. We occasionally refer to the 
energy sector as a whole (for example when 
communicating sectoral emissions) if we do not 
have sufficient data or information broken down 
into the end-use sectors.

• Last, in Chapter 4 we examine the main 
characteristics of the current climate finance 
architecture in the LAC region, including the 
sources of climate finance, their magnitude 
as well as the end-use of funds. We review the 
governance and planning aspects related to 
climate finance, as well as existing channels to 
access climate finance for Argentina, Brazil, and 
Peru. 

Although finance for adaptation and resilience is not 
included in the scope of this report, it is important to 
mention that these are also areas where additional 
investments are urgently needed, both domestically and 
as part of the international climate finance that is provided 
to developing countries. While the focus of the report is 
on investment for mitigation actions, the findings from 
Chapter 4 can be relevant for adaptation finance as well.
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environment

2.2.

This chapter provides an overview of characteristics related to the investment 
environment and the financial systems in Argentina, Brazil, and Peru. To 

this end, it analyses some of the macroeconomic, financial, and political 
conditions that have an impact on the investment environment, including 
low-carbon investments. Some of the common indicators can be compared 
across countries, although this is not the primary objective. The central aim of 
this chapter is to shed light on the country-specific context under which low-
carbon investments could take place. 
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While some of these conditions are primarily relevant for 
foreign investors (such as the restrictions around foreign 
direct investment), many of them are also relevant for 
domestic investors, as they reflect important aspects 
of the economy. We have selected indicators to depict 
these conditions, as listed below.

1. General and macroeconomic indicators, 
including the following:

• Population, using data from the United 
Nations (UN). This indicator puts the other 
macroeconomic and financial indicators into 
perspective, with Brazil having a population 
over six times that of Peru and almost five times 
that of Argentina.

• Gross domestic product (GDP) and GDP 
growth, with data from the World Bank. High 
GDP or increasing GDP gives an indication 
of economic activity in the country. Higher 
economic activity tends to lead to more 
opportunities for investment.

• Inflation, using data from the International 
Monetary Fund (IMF). The lower the inflation 
rate is, the more attractive it is for international 
investors to make investments in the local 
currency, thanks to a lower exchange rate risk. 
High levels of inflation could indicate short- or 
medium-term imbalances in the economy. On 
the other hand, high inflation can in some cases 
be conducive to some types of investments for 
domestic investors, particularly when it comes 
to physical assets, such as real estate, that can 
provide a hedge against inflation.

2. Indicators linked to the financial, business, and 
political environment, based on renowned 
indices and rankings:

• Sovereign credit ratings, which assess the 
credit worthiness of a government, i.e., 
its ability to pay back its debt. A country’s 
sovereign credit rating is an important factor 
that investors consider when investing in 
sovereign bonds particularly, but international 
investors often use the sovereign credit rating 
as an indication of country risk in general. The 
main rating agencies are Moody’s, Standard 
& Poor’s, and Fitch Ratings. In this report, we 
present ratings by Fitch Ratings.

• Ease of Doing Business, an internationally 
well-known and recognised ranking for 
private businesses showing investment 
and business conditions on a country level, 
determined by sorting the aggregate scores 
on ten equally weighted topics, such as 
starting a business, dealing with permits, 
protecting investors, etc.

• Gross domestic product (GDP) and GDP 
growth, with data from the World Bank. High 
GDP or increasing GDP gives an indication 
of economic activity in the country. Higher 
economic activity tends to lead to more 
opportunities for investment.

• Foreign Direct Investment (FDI) restrictiveness 
index by the Organisation for Economic Co-
operation and Development (OECD). FDI rules 
and restrictions are an important determinant 
of a country’s attractiveness to foreign investors. 
This index looks at foreign equity restrictions, 
some discriminatory screening or approval 
mechanisms, restrictions on key foreign 
personnel and operational restrictions.

• The corruption perception index by 
Transparency International. High levels of 
corruption and a lack of transparency can lead 
to investors shying away from investing.
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• The political stability index, which is part of the 
World Governance Indicators (WGI) database 
of the World Bank. The political stability index 
measures the perceptions on the likelihood of 
political instability, violence, terrorism, which 
in turn could influence the perceived safety 
of investments. 

• The regulatory quality index, which is also part 
of the World Bank’s WGI database. This index 
measures the perception of a government’s 
ability to formulate and implement sound 
policies and regulations to promote private 
sector development.

After the overview of the indicators mentioned above, 
we provide a brief description of the financial system 
in each of the three countries, with details on the 
different sources of financing for the private sector and 
low-carbon investments, where available. Most of the 
elements discussed in this chapter are structural in 
nature and although they also impact climate-related 
investments, they are typically beyond the realm of 
climate policy interventions. Understanding the general 
barriers to increased investment can however help 
shape more effective policy interventions. Chapter 3 
looks in more detail at various policy interventions to 
foster low-carbon investments. 
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2.1 Argentina 

With a population of around 45 million, Argentina is 
the fourth largest country in Latin America after Brazil, 
Mexico and Colombia and has the third largest GDP in 
the region. At USD 9,900 in 2019, Argentina’s GDP per 
capita is slightly above the average in Latin America and 
the Caribbean (USD 8,900 in 2019), and is the highest 
among countries assessed in this report (World Bank, 
2021a). Before the COVID-19 pandemic, the Argentinian 
economy intermittently experienced years with negative 
growth. In 2019, it contracted by 2.1% and inflation 
reached 54% (see indicators in Table 1).

At USD 9,900 in 2019, Argentina’s 
GDP per capita is slightly above 
the average in Latin America 
and the Caribbean.

The economic impact of the COVID-19 pandemic has 
been significant in Argentina, with GDP decreasing by 
9.9% in 2020, the highest drop since the 2001–2002 
crisis (World Bank, 2021a). As a result, socioeconomic 
conditions have also worsened. Urban poverty is high, 
reaching 41% of the population in the first half of 2020, 
and extreme poverty reached over 10% and child poverty 
stood at 56% (World Bank, 2021b). The government has 
put forward substantial economic measures to counter 
the negative impacts of COVID-19, representing 6% of 
GDP in 2020. None of these measures explicitly targeted 
a sustainable, low-emissions recovery (Climate Action 
Tracker, 2020a).

The economic impact of the 
COVID-19 pandemic has been 
significant in Argentina, with 
GDP decreasing by 9.9% in 2020, 
the highest drop since the 2001–
2002 crisis. 

The national debt and interest burden of Argentina 
is high, but its fiscal position improved somewhat, 
following a debt restructuring process that was initiated 
in 2020. In 2020, Fitch gave Argentina a ‘CCC’ sovereign 
credit rating, a rating that was maintained in early 2021, 
despite the debt restructuring. This rating reflects 
a ‘substantial credit risk’ with a possible defaulting 
risk. In the World Bank’s 2020 Ease of Doing Business 
assessment, Argentina ranked 126 out of 190 countries 
evaluated, just behind Brazil and Paraguay. Argentina 
performed poorly particularly under the categories 
‘paying taxes’, ‘dealing with construction permits’ 
and ‘starting a business’ but ranked in the top third of 
countries for protecting minority investors.

The Argentinian government has few restrictions 
around foreign direct investment. Despite this, inflows 
have been relatively unstable in the past years, notably 
due to macroeconomic imbalances. In 2019, FDI inflows 
decreased from roughly USD 12 billion in 2018 to USD 
6.7 billion, and represented 1.5% of GDP (World Bank, 
2021i). Analysis by the UN Environment Programme 
estimated total sustainable FDI at USD 4.9 billion in 

Investment enviroment
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2017, representing a little over a third of all investments 
classified as sustainable (i.e., excluding oil and gas, 
mining and carbon-intensive manufacturing) and close 
to half of total net FDI inflows to Argentina in that year 
(UNEP, 2018). It is however important to note that this 
definition of sustainable FDI is not necessarily in line with 
transformations required to decarbonise the economy.

Political and regulatory considerations also have 
a significant impact on investment decisions and 

Table 1: Overview of macroeconomic and investment-related indicators in Argentina

Indicator Unit Value in 
2019

Difference to 
2018

1 Population Million 45

2 GDP level USD billion (current) 445

3 GDP growth Average annual growth rate of GDP -2.1%

4 Inflation (historical) Average change in consumer price index 54%

5 Sovereign credit rating Rating CCC 1 

6 Ease of Doing Business Ranking 126 / 190

7 FDI restrictiveness Index 0 (open) 1 (closed) 0.03

8
Corruption perception 
index

Ranking 66 / 180

9 Political stability index
Percentile rank among all countries, ranges 
from 0 (lowest) to 100 (highest) rank

43

10
Regulatory quality 
index

34

1 For the sovereign credit rating the latest value is from 2021 and is compared to a previous assessment by Fitch Ratings in 2020. 

Domestic public finance currently represents a large 
source of sustainable finance (defined by UNEP as 
finance in line with the sustainable development 
goals) but private finance will need to substantially 
increase to meet the sustainable investment needs 
for decarbonising the economy, given government 
fiscal constraints and the scale of investments 
needed (UNEP, 2018).

In order for private investment to increase, a well-
working financial system is needed. The major actors 

in Argentina’s financial sector are banks and the 
Sustainability Guarantee Fund (FGS), the country’s 
sovereign pension fund and largest institutional 
investor. Credit from banks extended to the private 
sector has been increasing, but at around 15% of 
GDP, it remains low compared to a regional average 
of roughly 40% of GDP (UNEP, 2018). Total credit to the 
private sector, based on economic activities include 
primary production (17%), industry (14.6%), services 
(15.7%), commerce (9.7%), construction (2.6%), and 
electricity, gas and water (2.1%), with the rest constituting 

the investment environment overall. Corruption in 
Argentina is still perceived to be relatively high, 
although it has steadily decreased over the past 
years (Transparency International, 2020). Argentina 
ranks comparatively low when it comes to political 
stability, and is well behind neighbouring Chile and 
Uruguay (World Bank, 2020d). It also ranks low in terms 
of regulatory quality, a factor that is partly also reflected 
under the Doing Business index. 
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finance to private individuals and households (Central 
Bank of Argentina, 2021). 

Corporate bond issues, mostly by large corporates, 
rose momentarily in 2016–2017 but have since 
decreased again. Credit to SMEs is particularly scarce 
and these firms largely rely on their own equity to fund 
their investments. Argentina also has comparatively 
small capital markets, with stock market capitalisation 
at roughly 12% of GDP in 2018 (UNEP, 2018).

The identification and management of climate-related 
risks is still at an early stage in the financial sector. In 2019, 
a group of 19 banks, providing 75% of all bank loans in 
Argentina, launched the Sustainable Finance Protocol 
to better incorporate economic, environmental and 
social factors and move towards sustainable finance 
(BNamericas, 2019). In 2017, the stock exchange BYMA 
joined the Sustainable Stock Exchange Initiative, which 
requires companies to report on environmental, social 
and corporate governance (ESG) information, but it 
is unclear to what extent BYMA requires companies 
to report on climate-related risks, if at all. In 2019, the 
National Securities Commission (CNV) presented 
guidelines for the issuance of green, social and 
sustainable bonds.
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2.2 Brazil

Brazil is the largest and most populous country in the 
LAC region, with over 210 million inhabitants, or a third 
of the region’s population (World Bank, 2021k). It is the 
world’s fifth largest country by area and the sixth most 
populous. Brazil is an upper middle income country, with 
a GDP of more than USD 1.8 trillion in 2019 and GDP per 
capita of around USD 8,700 (World Bank, 2021j). 

Brazil has a GDP per capita of 
around USD 8,700—close to the 
average in Latin America and 
the Caribbean.

It is the world’s ninth largest economy, and its GDP 
represents a third of the LAC region. However, Brazil’s 
GDP has been on a downward trend since it reached an 
all-time high at USD 2.6 trillion in 2011. Brazil’s economic 
recession in 2014 to 2016 has accentuated the decline 
in GDP (World Bank, 2021j). 

The COVID-19 pandemic hit Brazil severely and it still 
faces the challenge of getting the sanitary situation 
under control. In 2020, its GDP contracted by 4.1% 
(World Bank, 2021j). This is lower than in other countries 
of the region, mainly thanks to a large stimulus package 
amounting close to 12% of its GDP (IMF, 2021). 

Brazil released emergency financial aid to the low-
income population in the form of monthly payments 
amounting to USD 830 (BRL 4200) in 2020; and another 
four payments of USD 55 (BRL 275) on average in 2021.
This has resulted in government expenses in the order 
of close to USD 60 billion (BRL 293 billion) in 2020 and 
USD 9 billion (BRL 44 billion) in 2021. 

The government announced that it may extend the 
COVID-19 financial aid further in 2021 if required, as the 
constitutional mechanism of acknowledgement of public 
calamity could waive the public budget expenditures cap. 
The aftermath of the 2014 economic recession and the 
COVID-19 pandemic are leaving more Brazilians in poverty 
now than there were in the decade before and they have 
accrued social inequality (World Bank, 2020c; Economia, 
2021; Reuters, 2021b). The country does not seem to pursue 
a green economic recovery (Climate Action Tracker, 2020b). 

Brazil has a large and diverse economy, however 
it is also dependent on the export of commodities 
and economic productivity has been declining 
(Reuters, 2019; FitchRatings, 2020). Its GDP per capita is 
slightly above average values for upper middle income 
and BRICS countries and its inflation rate has been 
relatively stable since 2017 (between 3.3% and 3.7%) 
(FitchRatings, 2020; World Bank, 2021g). 

GDP contracted by 4.1% in 2020—
less than in other countries of the 
region, thanks a large stimulus 
package.

However political uncertainty, a certain level of 
corruption (including several corruption scandals 
and impeachments in the past years), legal insecurity, 
social inequality, and high debt levels (government 
debt accounted for 89.3% of GDP by the end of 
2020), negatively impact Brazil’s macroeconomic 
environment (see indicators in Table 2) (FitchRatings, 
2020; Reuters, 2021d). Furthermore, the exchange rate 
of the Brazilian real to the US dollar depreciated by 

Investment enviroment
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about 30% in 2020, despite interventions by the central 
bank to stabilise it (IMF, 2021). 

As a result, Brazil has a credit rating of “BB-“, or an 
“elevated vulnerability to default risk”. Despite 
expectations of an economic recovery in 2021, debt 
levels that remained high led to a negative outlook 
(FitchRatings, 2020). 

In the World Bank’s 2020 Ease of Doing Business 
assessment, Brazil ranks 124 out of the 190 countries 
evaluated. Brazil performs relatively well in ‘protecting 
minority investors’ and ‘enforcing contracts’, but 
performs poorly under the categories of ‘paying taxes’, 
‘getting credit’, resolving ‘insolvency’ and ‘dealing with 
construction permits’ (World Bank, 2021e).

Table 2: Overview of macroeconomic and investment-related indicators in Brazil

Indicator Unit Value in 
2019

Difference to 
2018

1 Population Million 211

2 GDP level USD billion (current) 1840

3 GDP growth Average annual growth rate of GDP 1.1%

4 Inflation (historical) Average change in consumer price index 3.7%

5 Sovereign credit rating Rating BB- 2 

6 Ease of Doing Business Ranking 124 / 190

7 FDI restrictiveness Index  0 (open) 1 (closed) 0.08 3 

8
Corruption perception 
index

Ranking 106 / 180

9 Political stability index
Percentile rank among all countries, ranges 
from 0 (lowest) to 100 (highest) rank

25

10
Regulatory quality 
index

48

2 For the sovereign credit rating the latest value is from 2020 and is compared to a previous assessment by Fitch Ratings in 2018.

3 Please note that a lower value for this indicator represents an improvement.

With Brazil’s government in need of a fiscal 
consolidation to address its high debt levels, many 
see a stronger role for the private sector to boost 
investments for an economic recovery (Reuters, 2019; 
BNamericas, 2020a; Hammad, 2020). The government has 
launched a Privatisation and Concessions Program and 
actively seeks to spur private investments (BNamericas, 
2020a). In Brazil, private investments were historically 
associated with public investments, either through 
public-private partnerships (PPPs), or through subsidised 
(concessional) debt, mainly disbursed by the National 

Development Bank (BNDES) (Yamahaki et al., 2020). 
Subsidised debt, in combination with low savings in the 
private sector has crowded out private debt (public funds 
outcompete private funds), leading to higher interest 
rates for private funds (Hammad, 2020). More recently, 
companies have turned to emerging capital markets 
(equity financing) to raise funds (BNamericas, 2020c). The 
current government decided to reduce the prominent 
role of BNDES and to open more space for private funds; 
notably through bond issuance for infrastructure projects 
(Ministry of Economic Affairs, 2021, p. 23).
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Brazil was the nineth largest recipient of foreign direct 
investment (FDI) volumes worldwide in 2019 (UNCTAD, 
2020). Brazil’s regulatory framework is generally open 
to FDI4. The LAC region, including Brazil, has largely 
received FDI for its extractive industries, and with falling 
commodity prices, FDI volumes decreased by 40 to 55% in 
the region in 2020 (UNCTAD, 2020). Nevertheless, FDI in 
Brazil also includes investment flows to energy utilities 
and services, such as the tourism sector, and the LAC 
region became a hotspot for FDI in renewable energy in 
2019 (UNCTAD, 2020). 

Unfavourable investment conditions and an 
unfavourable business environment impeded private 
sector investments, both for domestic and international 
investors. This led to the cancellation or postponement 
of investments such that private sector investment 
has been generally declining (UOL, 2021). High debt 
interest rates from private banks, limited access to long 
term capital for small and medium enterprises (SMEs), 
high competition barriers through subsidies or entry 
and trade barriers, and deficiencies in the legal and 
judicial system did not provide the required investment 
environment to spur private sector investments 
(Hammad, 2020). 

There is evidence that climate change-related 
risks are understood in Brazil’s finance sector, but 
the extent to which such considerations influence 
investment decisions is unclear. Since 2014, the 
National Monetary Council (CMN) has required 
financial institutions to publish environmental and 
social governance (ESG) strategies and thus report 
their exposure to social and environmental risks 
(Resolution CMN No. 4,327) (Central Bank of Brazil, 
2021). ESG reporting was further strengthened for 
Brazilian pension funds in 2018 (Resolution No. 4,661) 
(Government of Brazil, 2018). In 2021, the Central Bank 
released a new regulation for public consultation 
about stress tests to be met by financial institutions 
incorporating ESG and climate criteria (public 
consultation No. 85/2021) (Government of Brazil, 2018; 
Central Bank of Brazil, 2021). Furthermore, some of 
Brazil’s financial regulators are important actors in 
international sustainable finance initiatives, such 
as the G20 Sustainable Finance Study Group or the 
Sustainable Banking Network. Brazil’s finance sector 
has also launched voluntary initiatives to redirect 
finance flows towards sustainable, climate-friendly 

4 On a scale from 0 (open) to 1 (closed), all of Brazil’s economic 
sectors score under 0.1, with the notable exceptions of ‘media‘, ‘ra-
dio & TV broadcasting‘ and ‘other media‘, which all score above 
0.4.

investments. For instance, Brazil’s stock market is 
one of the five founding members of the Sustainable 
Stock Exchanges initiative and Febraban, the Brazilian 
banking association, has released a green taxonomy 
(IDB, 2019a; Febraban, 2021). 
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2.3 Peru

Peru is the third largest country in terms of land area in 
South America, after Brazil and Argentina (EY, 2020a). 
With 33 million inhabitants, it is among the five most 
populous countries in Latin America.

Peru has been one of the fastest growing Latin 
American economies in the past twenty years. The 
poverty rate decreased from 52% in 2005 to 22% in 
2018 and the per capita income constantly increased, 
reaching nearly USD 7,000 in 2019, slightly below the 
levels of Argentina and Brazil (World Bank, 2020b; 
Macrotrends, 2021). It’s important to mention that income 
growth did not reduce aggregate inequality problems, 
especially among regions since 2012 (BCRP, 2020). Its 
Gross Domestic Product (GDP) averaged 6% growth from 
2002 through 2013, then slowed to 2.5% then grew to 
4% between 2014 and 2018, and in 2019 grew by 2.2%, 
above the 0.8% regional average (see indicators in Table 
3) (USAGov, 2020; World Bank, 2020a). 

Peru’s GDP per capita has been 
steadily increasing, reaching 
nearly USD 7,000 in 2019.

As a result of the COVID-19 pandemic’s economic 
impacts, Peru’s GDP declined by 11% in 2020 (World 
Bank, 2021d). The government announced a USD 
27 billion stimulus plan to jump start the economy, 
which amounted to 12% of GDP (USAGov, 2020). 
While the domestic budget is prioritising rescue and 
stabilisation measures, country partners such as KfW 
are supporting green recovery measures through a 
EUR 250 million loan with the national development 

bank COFIDE to promote climate-friendly investments 
to support SMEs (COFIDE, 2020a). The IMF projects a 
rebound in 2021, with an estimated 5.2% GDP growth, 
which would be the second highest rate in the region 
(USAGov, 2020). The projected growth is expected to 
come mostly from the construction sector and related 
activities supporting infrastructure development.

As a result of the COVID-19 
pandemic’s economic impacts, 
Peru’s GDP declined by 11% in 2020.

Peru’s economic development in recent decades and 
positive prospects for a recovery from the pandemic 
can be attributed to its macroeconomic stability, 
considering its relatively low inflation rate (of 2.1%) in 
2019, robust levels of international reserves (of USD 
68.3 billion), a controlled fiscal deficit (of 1.6% of GDP) 
and public debt (with government debt as a percentage 
of GDP of 26.8% in 2019) (EY, 2021a). The key for this 
development has been the steady prudent fiscal 
policies, structural reforms and sound macroeconomic 
policies of the last 20 years (USAGov, 2020). This is also 
reflected in the country’s average to good government 
debt rating which is used by investors to gauge the 
credit worthiness of a country. The rating indicates, 
however, that problems can be expected if the overall 
economy deteriorates. 

Peru ranked 76 out of 190 in the World Bank’s 2020 
Doing Business Report, and sixth in the Latin America 
and Caribbean region, and is, together with Colombia, 
the only South American country in the top ten in the 

Investment enviroment
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region. However, this is a decline when compared to the 
previous year when Peru ranked 68th globally. In 2020, Peru 
performed particularly well when it came to ‘protecting 
minority investors’ and ‘registering property’. In a regional 
country comparison, Peru performs relatively poorly in the 
category of ‘starting a business’ and ‘trading across borders’. 

Table 3: Overview of macroeconomic and investment-related indicators in Peru

Indicator Unit Value in 
2019

Difference to 
2018

1 Population Million 33

2 GDP level USD billion (current) 227

3 GDP growth Average annual growth rate of GDP 2.2%

4 Inflation (historical) Average change in consumer price index 2.1%

5 Sovereign credit rating Rating BBB+ 5 

6 Ease of Doing Business Ranking 76 / 190

7 FDI restrictiveness Index 0 (open) 1 (closed) 0.08

8
Corruption perception 
index

Ranking 101 / 180

9 Political stability index
Percentile rank among all countries, ranges 
from 0 (lowest) to 100 (highest) rank

42

10
Regulatory quality 
index

48

5 For the sovereign credit rating the latest value is from 2020 and is compared to a previous assessment by Fitch Ratings in 2018.

To promote investment in all sectors of the 
economy, the government established an enabling 
environment to attract foreign and domestic 
investment in equal conditions. 

Peru is relatively open to trade with its neighbours 
and the rest of the world, and is the fourth recipient of 
FDI in Latin America. According to the United Nations 
Conference on Trade and Development (UNCTAD), FDI 
inflows increased from USD 6.5 billion to USD 8.9 billion 
between 2018 and 2019 (UNCTAD, 2020). In addition to 
the favourable legal and fiscal environment, Peru’s natural 
resources and the mining sector, were the main reasons 
for the increased investment in recent years, and these 

also attracted nearly 25% of FDI (Santander, 2021). Peru 
is the world’s second copper producer and its extractive 
industry accounts for over 15% of its GDP (Reuters, 2021c). 

Some potential barriers to investing in Peru include 
a high vulnerability to commodity prices, a lack of 
infrastructure, political instability, and corruption 
(Santander, 2021).

At the time of publication of this report, Peru is 
experiencing a period of political uncertainty. Between 
2016 and 2020, two presidents were removed on 
corruption charges. After a political turmoil with three 
presidents in one week in 2020, general elections were 

In 2019, private investment comprised more than two-
thirds of Peru’s total investment (USAGov, 2020). The 
government plans to further spur private investment through 
fiscal measures equivalent to 20% of GDP (EY, 2020a).
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held in April 2021, leading to a runoff election in June 
between the socialist Pedro Castillo and Keiko Fujimori, 
a free-market proponent and daughter of ex-President 
Alberto Fujimori, who is currently in prison for human 
rights crimes and graft (Reuters, 2021c).

At the moment, Peru has a relatively favourable 
investment environment. However, there are still 
some considerable challenges related to low-
carbon investments. Although all listed companies 
and issuers were required to provide ESG reporting 
from 2015 onwards, there is still a lack of incentives 
and regulations to incorporate climate-related criteria 
and risk assessments in financial modelling and in 
the decision-making process for investments (MEF, 
2015; EY, 2017). The Climate Change Law, adopted in 
2018, and other regulations may help by providing the 
necessary guidelines to incorporate climate criteria 
into policy and planning tools. The Superintendency 
of the Securities Market (SMV) expresses its support 
for initiatives such as the recommendations of the 
Task Force on Climate-Related Financial Disclosures 
which proposed to organisations to adopt a voluntary 
and flexible disclosure framework on the implications 
of climate change for their business. There are 
also private initiatives coming from the financial 
sector (Protocolo Verde, Programa de Inversión 
Responsable), looking to promote the best practices 
regarding climate risk management and the financing 
of mitigation and adaptation through the development 
of new products and services.

In addition, a very important part of the economy 
is dependent on credits through the intermediary 
market (banks, microfinance institutions, etc). 
However, there are several obstacles in place such 
as relatively high levels of collaterals to access credits 
that prevent the capital markets from developing their 
full potential and tap into opportunities related to 
low-carbon and resilient investments. Infrastructure 
investment, which can be considered a major engine 
for economic and social development, currently 
accounts for less than 2% of GDP (Infralatam, 2019). 
Excluding the effects of the Reactiva Peru Program, 
which the government initiated in response to the 
pandemic, total credit to the private sector would 
have fallen by 6.8% year-on-year. However, due to the 
above mentioned program, credit to the private sector 
grew by 9.3% year-on-year in April 2021 (Andina, 2021).

Finally, Peru needs to address the financial inclusion 
challenge which is closely linked to its relatively 
highly informal economy to further spur low carbon 

investments. Even if SMEs employ almost 50% of the 
employable population, and their sales represent 
almost 20% of the GDP, less than 7% of SMEs access 
credit via banks (World Bank, 2019a). In addition, it is 
worth highlighting that the topic of climate change 
is relatively unknown among SMEs and there are 
currently limited incentives or targeted policies to 
spur low-carbon investments by these actors.
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Background
Reaching the long-term temperature targets under 
the Paris Agreement requires unprecedented systemic 
transformations and action across all sectors. Policies are 
fundamental for incentivising investments and creating 
markets for new technologies, as well as ensuring that 
externalities are accounted for (Gupta et al., 2007). This 
chapter of the report focuses on policies that have the 
potential to contribute to decarbonising the economy. 
Often, single policies do not suffice, and comprehensive 
policy packages need to be put in place to kick-start 
a rapid and wide-ranging system transformation 
(Hagemann et al., 2017). Policy intervention can thus 
support reaching so-called transformation points, 
which describe the moment when a previously novel 
technology, behaviour or market model achieves critical 
mass and is about to become the new normal. However, 
even after the transformation point is reached, some 

effort (e.g., policy support or financial incentives) may be 
needed to speed up the take-off and market penetration 
to avoid sliding back to the old system (Climate Action 
Tracker, 2019).

Only a few mitigation technologies have reached the 
transformation point. One example is renewable energies 
in the power sector where generation costs of (certain 
types of) renewable energy (in some countries) plus 
storage reached parity with either new or existing fossil 
fuel sources (Climate Action Tracker, 2019). Even there, 
however, policy frameworks such as auctioning schemes 
still play a significant role in creating a level playing field. 
There are numerous examples of mitigation technologies 
which are at an infant stage of development, such as the 
electrification of freight vehicles or zero energy buildings. 
Other options such as the electrification of passenger 
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vehicles are a bit more advanced. However, they are still 
far from reaching up-front cost parity with conventional 
cars. As only few technologies have reached full market 
maturity yet and/or face barriers; a concerted policy 
effort at the national level and the design of sector-
specific policy packages is still needed across all 
sectors to trigger public and private investments. This is 
particularly important as the individual technologies and 
policy instruments to achieve these transitions already 
exist in many sectors, but have often not been brought 
together in ambitious policy packages (NewClimate 
Institute, 2019; REN21, 2020). 

Methodology 
This section presents an array of overarching and 
sector-specific good practice policies6 that have to 
date been most successful at triggering the sectoral 
transformations, and corresponding investments, 
needed to decarbonise our economies; in line with the 
1.5°C temperature goal of the Paris Agreement (Climate 
Action Tracker, 2019). In addition to one cross-cutting, 
economy-wide section, the section covers the power, 
transport, buildings, industry, waste and agriculture, 
forestry, and other land use (AFOLU) sectors.

For each sector we assess policies across three 
categories: 

1. Investor signals and targets.

2. Policies and incentives for low-emissions 
investments. 

3. Support for divesting from fossil fuels or high-
emissions activities.

6 These policies have been informed by the good practice policy 
menu in the Climate Policy Database (NewClimate Institute, 2019) 
and the Allianz Climate and Energy Monitor (Allianz Climate Solu-
tions, NewClimate Institute and Germanwatch, 2018), along with 
various sector-specific reports.

These categories cover different instrument types7, 
such as:

• Target setting at the national or sectoral level 
(e.g., for economy-wide emissions or the share 
of renewable energy), which has proven to 
play an important role in providing signals for 
actors on where to invest in the medium- to 
long-term.

• Regulatory instruments, such as standards or 
binding quotas, that set a clear development 
trajectory for technologies.

• Fiscal and financial incentives that provide 
direct support for technologies that have 
reached the deployment phase but are not yet 
competitive with incumbent technologies.

• Research and development (R&D) 
instruments, that are often needed for 
mitigation technologies which are not yet 
commercially viable.

• Carbon pricing and high-carbon subsidy 
removal, which are fundamental to levelling 
the playing field and addressing externalities.

Most policies are assessed on a simple ‘yes/no’ basis 
(i.e., either the policy is in place or not). For some policies 
where further detail is necessary, we have applied a 
medium scale to capture policy coverage for example. 
In most cases, we do not analyse the quality or ambition 
of a policy, as this would require more in-depth sectoral 
analysis. This level of analysis is planned to be done in 
subsequent editions of this report (the ‘deep dives’). 
In addition, we consider only national policies in our 
assessment and accordingly do not include sub-national, 
local policies or instruments in our assessment. 

Please note that we do not include policies that have a 
more indirect impact on investments, such as information 
instruments, even though these can also play an 
important role in policy packages. We also focus on 
policies that are needed for transformational changes 
in the various sectors. As such, we do not focus on policies 
to support bridge fuels and technologies (e.g., natural 
gas). In addition to the overview of the policy landscape, 

7 See for instance (Whitley et al., 2018).
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the section aims to provide an indication of the ongoing 
investor activity and past and projected future sectoral 
developments in the three countries. Since the type of 
investment needed to decarbonise differs for each sector 
and since investment data is not always available or is 
difficult to obtain, we use proxies for the uptake of low-
carbon technologies (such as installed capacities for 
renewable electricity, the number of electric vehicles 
in new car sales, etc.), or emissions intensity trends in 
the sectors to describe the status of investment of each 
sector. To complement the overview of the status of low-
carbon investments, we include a broad mapping of the 
main low- and high-emissions assets across each sector, 
pairing them with actors that typically invest in them. 

A concerted policy effort at the 
national level and the design of 
sector-specific policy packages 
is needed across all sectors 
to trigger public and private 
investments.
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3.1 Economy-wide 

Global overview

In pathways limiting global warming to 1.5°C with 
limited or no overshoot, global CO2 emissions 
should reach net zero around 2050, and decrease 
by around 45% by 2030, compared to 2010 levels 
(IPCC, 2018). Other GHG emissions also need to rapidly 
decrease by mid-century. This will require substantial 
transformations and investments across all sectors. 
For the energy transition alone, around USD 4 trillion 
would need to be invested yearly in 2021–2050, up 
from USD 820 billion yearly in 2017–2019 (IRENA, 
2021b). This includes, among others, investments in 
renewable energy systems, electricity grids, storage 
capacity and energy efficiency in transport, buildings, 
and industry. With a global economy strongly affected 
by the COVID-19 pandemic, sustainable recovery 
packages are needed to steer investments in the 
right direction and avoid the lock-in of high-emission 
infrastructure. The packages put forward so far have, 
however, not sufficiently focused on low-carbon 
activities and technologies (IRENA, 2021b).

Overview in Latin America

The emissions structure in Latin America and the 
Caribbean is very different compared to global 
emissions. The agriculture, forestry, and other land 
use (AFOLU) sector plays a major role in the LAC 
region, whereas energy is the dominant source of GHG 
emissions at a global level. This is partly due to the 
power sector having a lower emissions intensity level 
in the LAC region, thanks to vast hydropower resources, 
but also due to the important role of agriculture, with 
livestock being a major driver of emissions, as well as 
high levels of deforestation in some countries, as the 
LAC region is one of the main exporters of agricultural 

products. The emissions share of the waste sector (6 is 
also double that of global levels (3%). On the other hand, 
the share of industry emissions (4%) is somewhat below 
global levels (6%).

20%

6%

26%

4%

44%LAC

12%

6%

3% 3%

76%

World

Energy Industrial processes  Agriculture
Waste Land-use change and foresty

Figure 1: Share of emissions across sectors in Latin 
America and the Caribbean and the world in 2018 
(WRI, 2021)
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Moving to net-zero emissions can and needs to 
happen in line with the sustainable development 
goals. Research shows that a net-zero pathway can be 
economically beneficial. A coupled net-zero transition 
in the power and transport sector, for example, could 
save around USD 620 billion yearly by 2050, thanks to 
reduced costs for electricity, transport and healthcare 
(UNEP, 2020). The International Labour Organization 
(ILO) and Inter-American Development Bank (IDB) 
estimate that a net-zero transition could create up to 
22.5 million jobs in Latin America and the Caribbean 
by 2030 (Saget, Vogt-Schilb and Luu, 2020). With 7.5 
million jobs lost in fossil fuel-related activities and 
animal-based food production, the net employment 
gains would amount to 15 million. There are also a 
number of opportunities for investing in low emissions 
areas. Many countries in the region have abundant 
renewable energy resources, including hydropower 
but also wind, solar and bioenergy (for more details see 
section 3.2 on the power sector). The high renewable 
energy availability and other enabling resources, 
including lithium for battery production for example, 
also create opportunities for an integrated energy 
transition in the power, transport, buildings, and parts 
of the industry sector. On the other hand, the LAC region 
is also home to vast fossil fuel reserves, particularly 
oil and natural gas. In Paris-compatible scenarios, 
investment into new productions of fossil fuels however 
needs to be reduced and phased out, together with 
plans to minimise negative impacts on public finances 
and employment, for example in conjunction with a 
long-term strategy (IDB and DDPLAC, 2019).

A net-zero transition could 
create up to 15 million net jobs 
by 2030.

Low-carbon investments 
and developments in 
Argentina, Brazil, and 
Peru
Key developments and investments across the six 
sectors analysed under this chapter can be found in the 
corresponding sector sections below.

In Argentina, Brazil, and Peru, low-emissions investments 
have focused on renewable energy, primarily hydropower 
and bioenergy (the latter particularly so in Brazil), and 
more recently, other sources such as wind and solar. 
Each of them have also invested substantial funding into 
afforestation or reforestation, but there have also been 
challenges with deforestation. All three countries have 
also made major investments into public transportation. 
Green bonds have been one of the most visible economy-
wide instruments to attract finance to low-carbon 
investments in Argentina, Brazil, and Peru, although total 
investment levels remain low compared to investment 
needs. Brazil in particular has seen a surge in the issuance 
of green bonds in the past decade, amounting to USD 
5 billion by 2019 (CBI, 2019). It is however important 
to mention that not all green bonds are necessarily 
compatible with the Paris Agreement’s climate objectives. 
Green bonds certified as ‘climate bonds’ by the Climate 
Bonds Initiative are labelled as consistent with the 2°C 
temperature limit, but there is at this stage no certification 
for bonds consistent with the 1.5°C temperature limit. 
Another important economy-wide instrument is carbon 
pricing. At this stage, only Argentina has put a carbon tax 
in place (see Table 4).

Policy framework 

Economy-wide policies and incentives are important 
to complement sector specific policies and incentive8. 
Table 4 gives an overview of economy-wide investor 
signals, targets, policies and incentives for low-carbon 
investments in Argentina, Brazil, and Peru.

8 One instrument that can either be applied on a cross-sectoral 
or a sectoral level is (green) public procurement, which public au-
thorities can use to meet their environment-related targets, set an 
example to private consumers and raise awareness among the 
society of environmental issues.
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Table 4: Policy framework assessment – economy-wide

Policy Assesment

Investor signals and targets

National climate strategy 
and action plan

Not in place

Short- to medium-term target or plan in 
place

Medium and long-term target and plan in 
place

Net-zero emissions 
commitment

Not in place

Announcement has been made

In place

National renewable energy 
plan and target

Not in place

Target in place but no plan

Target and plan in place

National energy efficiency 
plan and target

Not in place

Target in place but no plan

Target and plan in place

 Policies and incentives to invest in low-carbon technologies

Green COVID-19 economic 
recovery package(s)

Not in place

In place for one sector or a specific 
technology

In place for multiple sectors

Public leveraging tools to 
attract private investment 
to low-carbon technologies

Not in place

At least one tool in place or under 
development

In place

Economy-wide national 
carbon pricing scheme, or 
covering at least 80% of 
emissions

Not in place

In place covering less than 80% of emissions

In place covering at least 80% of emissions
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Policy Assesment

Policies and incentives to divest from fossil fuels 

Clear plan with measures 
to phase out fossil fuel 
subsidies 

Not in place

In place

Policies and incentives to enhance carbon sequestration and negative emissions

Policies and incentives 
supporting the 
development of BECCS

Not in place

 In place

Support for low-emission 
and negative emission 
RD&D

Not in place

In place for one technology

In place for several technologies

Investor signals and targets
All three countries have a medium-term climate 
strategy, included in the countries’ updated Nationally 
Determined Contributions (NDCs), submitted as part of 
the 2020 NDC update process. While the NDC submitted 
by Argentina and Peru contain stronger targets, Brazil did 
not increase its ambition compared to the previous NDC 
(Climate Action Tracker, 2021a).

While none of the countries has a long-term strategy in 
place, Argentina and Peru are working towards a net-zero 
commitment, as part of the long-term strategy that both 
countries plan to present at the 26th Conference of the 
Parties (COP26). While there is no evidence of a long-
term strategy being developed in Brazil, its updated NDC 
entails an announcement, that the “current [medium-
term] target is consistent with an indicative long-term 
objective of reaching neutrality by 2060” (Government 
of Brazil, 2020a). In April 2021, Bolsonaro announced that 
Brazil would reach emissions neutrality by 2050 (Reuters, 
2021a). There are examples of sub-national net zero 
commitments, such as in the City of Rio de Janeiro, which 
however is not included in this assessment. 

National renewable energy as well as energy efficiency 
plans, and targets play a significant role in informing 
investment decisions. When backed by supportive policy 
and investment frameworks, they can provide long-term 
visibility to industry and other stakeholders, a critical 
ingredient in stimulating deployment at scale. Renewable 

energy and energy efficiency targets contribute to 
developing a clearer vision for the development of the 
sector and enable stakeholders to allocate resources 
more effectively (IRENA, 2015).●

Argentina has set a renewable energy target 
of 16.3% over final energy consumption for 

2030 and an energy efficiency target of 0.098 ktoe/
million ARS for 2030 (Government of Argentina, 
2020d). There is also a National Energy Efficiency 
Plan under development (CAT, 2019). 

Brazil is the only country out of these three, 
that has both a national renewable energy 

plan and a target in place. The country’s NDC and 
10-Year Energy Expansion Plan 2030 targets a share 
of 45% renewable energy in the primary energy mix 
by 2030 (Climate Action Tracker, 2020c; Ministry of 
Energy and Mines, 2020). The country’s National 
Energy Plan 2050 (PNE) builds on this, setting a 
target of reaching 45-50% renewable energy in the 
primary energy mix by 2050 (Ministry of Mines and 
Energy of Brazil, 2020). There is no national 
economy-wide energy efficiency target in force, but 
a plan is included in the 2030 and 2050 National 
Energy Plans (Ministry of Energy and Mines, 2020; 
Ministry of Mines and Energy of Brazil, 2020).
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Peru has announced that by 2040 renewable 
energy resources will represent 20% of energy 

produced in the country, without however 
presenting a clear plan to reach that target (CMS, 
2021). The country’s National Energy Policy 2010-
2040 promotes energy efficiency and development 
of renewable energy but makes no reference to a 
specific target (MINAM, 2010). The country’s 
Reference Plan for the Efficient Use of Energy 2009-
2018, which established a target of 15% reduction 
in energy consumption by 2018, is outdated 
(MINAM, 2009). The Energy Plan 2014-2025 includes 
a chapter on energy efficiency that can be 
considered as the country’s plan towards 2025. It 
also gives a rough estimate of the emissions impact 
of energy efficiency measures in its climate change 
section, but does not include a specific target for 
energy efficiency (MINEM, 2014).

Policies and incentives to invest 
in low-carbon technologies
The way governments shape economic recovery from 
the COVID-19 pandemic has a significant impact on low-
carbon transition. While some countries or regions have 
made announcements focused on green investment and 
climate ambitions, others have announced plans for 
stimulus to support carbon-intensive business activities 
that risk locking in high emissions for decades to come. 
Such plans are at odds with limiting global warming to 
well below 2°C. While a small proportion of Peru’s recovery 
spending can be earmarked green, Argentina and Brazil 
can be assigned to the latter category of countries in 
which recovery has been rather high-carbon (O’Callaghan 
and Murdock, 2021).

In Argentina, the government has not 
introduced any ‘green’ measures in its 

recovery stimulus plans but instead, has introduced 
measures that constitute direct subsidies to the oil 
and gas sectors (see fossil fuel subsidy section 
below) (Climate Action Tracker, 2020a).

Brazil’s response to the pandemic has further 
weakened environmental regulations. It 

appears likely, to be based on past performance, 
that the current Federal Government will continue 
to disregard the urgent need for climate action in 
Brazil, and will not take up the opportunity to pursue 
a green economic recovery (Climate Action Tracker, 
2020c).

Government representatives in Peru have in 
several instances referred to a ‘building back 

better’ approach, taking into account sustainability 
and responding to climate change. In this context, 
Peru received the largest individual loan that the 
KfW Development Bank has ever granted to a 
Peruvian institution (EUR 250 million). It is meant to 
help small businesses and their employees to 
survive the current economic crisis and, once the 
economy begins to recover, the funds will be used 
to promote climate-friendly investments (COFIDE, 
2020a).

Substantial amounts of capital will be required to fund a 
low carbon transition in the years to come. Public funds 
alone are far from sufficient, but can be used to mobilise 
the necessary resources, especially from private and 
institutional investors. For this, various public leveraging 
tools to attract private investment to low-carbon 
technologies can be used. Leverage instruments exist 
in all three countries, with Brazil leading the way in 
terms of the number and diversity of tools.

In Argentina, the National Securities 
Commission (Comisión Nacional de Valores, 

CNV), the organ that regulates the national capital 
market, has elaborated and published a guide for 
issuing Green and Sustainable Bonds. The 
regulator’s Sustainable Finance Programme further 
includes principles of raising awareness among 
capital market actors about integrating 
environmental, social and governance factors into 
investments, as well as generating structures that 
advance sustainable financing in the country. In 
April 2021, CNV also approved a special regime for 
the placement of funds earmarked for 
environmental and social projects or activities, in 
accordance with its sustainable investment 
guidelines and the standards of the United Nations 
Development Programme (UNDP) (Government of 
Argentina, 2021d). There are several different types 
of issuers, such as state-owned entities (e.g., 
Empresa Provincial de Energía de Córdoba), local 
governments, banks (e.g., Banco de Inversión y 
Comercio Exterior or Banco Galicia) and private 
companies (e.g., Central Puerto S.A. or Plaza 
Logística) (CBI, 2019). 
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The range of leveraging instruments in Brazil 
is wide and includes green debt and equity 

instruments as well as risk transfer instruments. The 
National Development Bank (BNDES) is an 
important player and has several debt instruments 
in place to leverage investments in low-carbon 
technologies, including green bonds and a 
Sustainable Energy Fund, structured towards the 
acquisition of renewable energy debentures 
carrying a green label (IDB, 2019b). Brazil is also the 
largest green bond market in the region, in terms 
of number of bonds, number of issuers and 
amount issued. As one of the first countries in the 
region, Brazil published Green Bond Guidelines in 
2017 to support issuers and the development of the 
green bond market (IDB, 2019b). 

Peru published its national Green Bond 
Guidelines in 2018 and COFIDE, the country’s 

National Development Bank, issued its first green 
bond in the country in 2019 for PEN 100 million 
(around USD 30 million). Green bond resources will 
fund climate change mitigation projects, with a 
focus on renewable energy projects (COFIDE, 2019). 
In addition, Peru’s Climate Change Law mandates 
the establishment of a guarantee fund for the 
promotion of investment in renewable and clean 
energy, food security, ecosystem services as well 
as research and technological development in 
climate change adaptation (El Peruano, 2019).

In addition to country-specific initiatives, there are also 
regional approaches related to green bonds, such as 
the Latin American Green Bond Fund (LAGREEN), the 
first green bonds fund in Latin America. Its main purpose 
is twofold: to finance climate-and resource-friendly 
investments and to mobilise local and international 
private capital towards the issuance of more green bonds 
in Latin America (Laif, 2020).

For the private sector, a national economy-wide carbon 
pricing scheme provides the policy clarity needed to 
shift its focus from immediate returns that harm the 
environment and the resources they rely on to a longer-
term perspective that supports sustainability. It can 
drive investment toward a low-carbon economy and 
help investors and businesses to identify risks, as well as 
opportunities for new low-carbon investments or business 
lines. None of the three countries has a national economy-
wide carbon pricing scheme in place, which covers more 
than 80% of national GHG emissions, however:

Argentina is the only country out of 
these three that has a carbon price of  

6 USD/tCO2 in place (World Bank, 2021h). The tax 
is estimated to cover 20% of the country’s GHG 
emissions. Natural gas is exempted from the tax, 
as is compressed natural gas and fuel consumption 
in international aviation and shipping, as well as 
the export of these fuels (Climate Action Tracker, 
2020a). 

In Brazil, there is no carbon pricing scheme 
in place. So far, however, some voluntary 

experiments were done by the private sector on an 
Emission Trading Scheme (ETS) (ICAP, 2020).

In Peru, there is a bill under preparation for 
carbon pricing. For the purpose of project 

evaluation for public investment, Peru has 
established a social price of carbon (World Bank, 
2021c).

Policies and incentives to 
enhance negative emissions
None of the three countries has policies or incentives 
in place supporting the development of Bioenergy 
combined with Carbon Capture and Storage (BECCS). It 
is worth mentioning that there are incentives and policies 
in place, particularly in Brazil and Argentina, to promote 
bioenergy, which can be considered a necessary step 
towards encouraging BECCS. Also, there is no support 
for low-emission and negative emission research, 
development and deployment (RD&D) in the three 
countries. In Brazil, support schemes for CCS/U exists 
but are currently only used for Enhanced Oil Recovery 
(EOR) projects. 

Policies and incentives to divest 
from fossil-fuels
Fossil fuel subsidies can inhibit sustainable economic 
development by creating a burden on government 
budgets, reducing or inefficiently allocating resources that 
could be put to more sustainable use within the economy, 
decreasing the competitiveness of key industries, 
including low-carbon businesses; by discouraging 
investment in renewable energy and energy efficiency 
and ultimately hindering the transition toward a climate-
resilient economy (European Parliament, 2017). A clear 
commitment by governments to phasing out fossil fuel 
subsidies can thus be considered a key policy to combat 
climate change and achieve sustainable development. 
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Government spending on subsidies for fossil fuels 
has been declining in Argentina since 2016, the peak 
year of fossil fuel subsidies within the last decade. While 
in 2016 fossil fuel subsidies totalled USD 15.7 billion, 
corresponding subsidies amounted to only USD 4.1 billion 
in 2019 (OECD, 2019a). The latter corresponds to 0.9% of 
the country’s GDP (World Bank, 2021f). In response to the 
COVID-19 pandemic, the government artificially fixed the 
domestic oil price at a minimum of USD 45 per barrel for 
2020, irrespective of the fact that international oil prices 
remain considerably lower. Although the new government 
has justified this intervention to protect jobs and the entire 
energy industry in the context of the COVID-19 crisis, this 
measure constitutes a direct subsidy to rescue the oil and 
gas sector in Argentina. The government also capped 
electricity and gas tariffs to December 2019 levels until 
the end of 2020 (Climate Action Tracker, 2020a). Recent 
announcements made by the government indicate 
that both household electricity rates and gas tariffs will 
increase this year (La Nacion, 2021). 

In 2019, fossil fuel subsidies in Brazil amounted to USD 8 
billion, which is equivalent to 0.44% of the country’s GDP 
(OECD, 2019a; World Bank, 2021f). The highest amount 
spent on subsidising fossil fuels in the last decade was in 
2012, with subsidies amounting to USD 27.4 billion. Since 
then, overall spending on fossil fuel subsidies have 
been falling steadily, with the amount remaining almost 
the same in 2018 and 2019, indicating that the decline has 
stagnated (OECD, 2019a). Most subsidies were related 
to the consumption of fossil fuels (68%), the rest to their 
production. The highest amount of quantified subsidies 
was for petroleum at USD 5.9 billion (74%), followed by 
natural gas at USD 1.9 billion (24%) (Climate Transparency, 
2020). A negligible share of 2% of total fossil fuel subsidies 
targeted coal (OECD, 2019a). When taking into account 
estimates by the Institute of Socioeconomic Studies 
(INESC), which assessed both fossil fuel incentives and 
subsidies, the total amount in 2019 reached USD 25 
billion, including direct expenditures, tax expenditures 
and other waivers (inesc, 2020). The wider scope and 
different methodology may partly explain the large 
discrepancy between this figure and the one above.

One of the principal instruments to subsidise fossil fuels 
in Peru is the Fuel Stabilisation Fund (FEPC). The FEPC 
was created in 2004 to prevent the high volatility of 
international oil prices from being passed on to Peruvian 
consumers. The measure was to create a price band with 
a maximum and minimum price to limit fluctuations in 
international prices. In case of high international prices, 
the state paid the difference between the international 
price and the maximum price with resources from 

the fund. When the international price was below the 
minimum price, the consumer paid the minimum price 
and the other part accumulated in the FEPC. However, 
given the continued high price of oil and its derivatives, 
pay-outs have generally been higher than revenues, and 
governments have become indebted to refiners (IPE, no 
date). Since 2008, there have been a series of reforms 
to the FEPC, including the removal of a number of oil 
products from the scheme (APEC, 2015). The number 
of subsidised products has been reduced over the last 
decade, due to the high debt the government has built 
up through the FEPC. Until recently, only industrial oils 
for electricity generation in isolated systems have been 
covered by the FEPC (Andina, 2020). In 2021, diesel for 
vehicular use was included again for 90 days to keep 
these prices stabilised, thus preventing the high volatility 
of international prices from being passed on to final 
consumers in the fuel supply chain (Gestion, 2021a). In 
addition, there are targeted subsidies for low-income 
groups; for example, the Electrical Social Compensation 
Fund (FOSE), a subsidy for electricity bills in the Peru 
Amazon area, where electric generation uses fossil 
fuels. This subsidy is intended to promote access and 
sustainability of electricity supply for all residential users 
whose monthly consumption is less than 100 kilowatt 
hours per month. These subsidies amounted to around 
USD 23.5 million in 2019. On average, around USD 22.3 
million in subsidies was paid out annually through this 
fund between 2009 and 2019 (Osinergim, no date). 
However, no quantitative data on the total amounts of 
fossil fuel subsidies spent in Peru is publicly available. 
This may be one of the reasons why the IMF’s global fossil 
fuel subsidy database does not show pre-tax fossil fuel 
subsidies9  in Peru in recent years) (IMF, 2019). 

9 Pre-tax subsidies occur when people and businesses pay less 
than it costs to supply the energy. Post-tax subsidies add to pre-
tax subsidies an amount that reflects the environmental, health 
and other damage that energy use causes and the benefit from 
favourable VAT or sales tax treatment (WEF, 2015).



Sectoral policy framework for low-carbon investments
Sectoral policy framework for low-carbon investments

25

3.2  Power

Global sector overview

The Intergovernmental Panel on Climate Change (IPCC) 
finds that for limiting warming to 1.5°C and reaching net-
zero CO2 emissions by 2050, globally, reductions in 
energy demand, a decarbonisation of electricity, and an 
electrification of energy end use are needed (IPCC, 2018). 
In 1.5°C pathways with little or no overshoot, renewable 
energy would make up 59–97% of electricity supply and 
electricity would reach 34–71% of primary energy by 2050. 
This means that the power sector has an important role 
to play in the decarbonisation of the economy, as sectors 
such as transport, buildings and industry will increasingly 
depend on the supply of zero-emissions electricity to 
decarbonise.

The power sector is the energy sub-sector with the 
highest CO2 emissions (IEA, 2019a; Climate Action Tracker, 
2020f). With a global emissions intensity of 510 grams of 
CO2 per kWh generated in 2015, the emissions intensity 
would need to go down to 50–125 by 2030 and to below 
zero by 2050, to be compatible with the objectives of the 
Paris Agreement (Climate Action Tracker, 2020f).

Investments in the electricity sector have increasingly 
moved towards decarbonised sources—although 
more still needs to be done. At USD 130 billion in 2020, 
investments in renewable power in advanced economies 
were over 4.5 times higher than those in fossil power, 
which totalled USD 28 billion. In developing economies 
(excluding China), investment in renewable power (USD 
66 billion) overtook investment in fossil power (USD 62 
billion) in 2020 compared to 2019, during which time 
investments in fossil power were still USD 8 billion higher 
(IEA, 2020c).

Overview in Latin America

In Latin America, the power sector is less emissions-
intensive than in many other parts of the world, thanks 
to a large share of renewable energy (particularly 
hydropower) and a relatively low share of coal, as shown 
in Figure 2. Natural gas also plays an important role, 
making up around a fifth of electricity production, and 
to a lesser extent, oil.
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Figure 2: Electricity supply mix globally and in Cen-
tral and South America in 2018 (IEA, 2020f, 2021a)
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Some countries have already reached nearly 100% 
of renewable-based power generation, such as 
Costa Rica, Paraguay, and Uruguay. They all have large 
shares of hydropower and in some cases, benefit from 
interconnection with neighbouring countries. Renewables 
other than large hydropower play an increasingly 
important role and have reached very high shares in 
some countries, including Chile and Uruguay. Electricity 
consumption is steadily increasing in the region and is 
expected to roughly double from 1550 TWh to 2800–3500 
TWh per year by 2040 (Yépez-Garcia et al., 2018), and this 
figure could even be higher, depending on electrification 
trends in the transport, buildings and industry sector. 
Given the rising electricity demand, the region faces 
the challenge to increase capacity while continuing to 
decrease the emissions intensity of the sector. While part of 
this increase is expected to come from renewable energy, 
major investments are also planned in conventional 
technologies and thermal power plants.

Renewable energy has become increasingly 
competitive against fossil sources of electricity, and 
in some Latin American countries onshore wind and 
solar photovoltaic (PV) no longer need subsidies 
to compete with conventional sources. The region 
has some advantages when it comes to renewable 
energy development, including an excellent resource 
availability, particularly for wind and solar (FS-UNEP 
Centre and BNEF, 2020), and a high availability of 
hydropower and bioenergy in many countries, which 
can facilitate the integration of intermittent sources 
of renewable energy. When it comes to renewable 
energy (excluding large hydropower), USD 18.5 billion 
was invested in Latin America and the Caribbean in 
2019, which represented an all-time high (FS-UNEP 
Centre and BNEF, 2020). Brazil, Chile, and Mexico saw 
the highest levels of investment—with USD 6.5, 4.9, and 
4.3 billion, respectively. With an investment of USD 2 
billion, Argentina came in fourth but was also the only 
out of these four countries where investment declined.

USD 18.5 billion was invested in 
renewable energy Latin America 
and the Caribbean in 2019.

There are however also continued challenges to renewable 
energy investment. The cost of capital remains high in 
some countries of the region, increasing the financing 
cost of projects and thereby also the levelized cost of 
electricity (LCOE), a key metric in investment decisions 
(BloombergNEF, 2020). In some countries with significant 
hydrocarbon production, particularly natural gas, the 
availability of domestic fuels for the power sector seems 
to curb the development of renewable energy. In addition 
to the renewable energy capacity, major investments are 
also needed in grid upgrades and interconnection capacity 
to integrate renewable energy to the grid. As the share of 
variable renewable energy increases, investment in storage 
capacity will also be required. 

Low-carbon investments 
and developments in 
Argentina, Brazil, and 
Peru
Argentina, Brazil, and Peru have all made significant 
investments in hydropower capacity in the past decades, 
and more recently also in other renewable energy such 
as solar, wind and bioenergy. Table 5 gives an overview of 
some of the various low-and high-emissions assets in the 
power sector, pairing them with typical capital providers 
or asset owners.

Table 5: Investment areas and main sources of capital in the power sector – non-exhaustive list

Asset / activity Capital provider / asset owner

Low emissions investment areas

Renewable energy generation capacity development Project developers, utilities

Generation component manufacturing facilities Manufacturers

Renewable energy generation capacity operation Utilities, other off-takers
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Asset / activity Capital provider / asset owner

Grid infrastructure Grid operators

Storage capacity development Utilities, governments

Storage capacity operation Utilities, governments

High emissions investment areas

Coal / oil / gas generation capacities and operation Project developers, utilities

Grid infrastructure connected to centralised fossil fuel plants Grid operators

had an electricity emissions intensity of roughly 100, 200 
and 300 grams of CO2 per kWh respectively, compared 
to a world average of around 480 (in 2018), as shown in 
Figure 3 (IEA, 2020a).
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Figure 3: Electricity emissions intensity in Argentina, Brazil, Peru, and world average in 1990–2019 (Climate Ac-
tion Tracker, 2020d; IEA, 2020a)

As of 2019, the share of renewable energy in the 
electricity generation mix was also well above the 2018 
world average of 25% in Brazil (82%) and Peru (60%), and 
equal to the world average in Argentina (25%) (IEA, 2020f). 
This is largely due to a large share of hydropower; the 

development of other renewable energies such as wind 
and solar has mostly started to pick up in the past few 
years. This has contributed to the recent rise in the share 
of renewable electricity, as shown in Figure 4.

The prevalence of hydropower translates to a well below 
world average emissions intensity for all three countries, 
and high shares of renewable energy, compared to the 
world average. As of 2019, Brazil, Peru and Argentina 
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Figure 4: Share of renewable electricity generation (including hydropower) in Argentina, Brazil, Peru, and world 
average in 2000–2019 (Climate Action Tracker, 2020d; IEA, 2020f)

Despite a later start, Argentina has recently 
made successful strides in developing newer 

renewable energy sources such as wind and solar 
through the RenovAr auction scheme. In the first 
rounds of RenovAr, around 4 GW of renewable 
energy capacity was contracted. A third round of 
auctions was held in 2019, during which 260 MW 
were contracted, but some of the contracts that 
remained unsigned were reportedly cancelled in 
March 2021 (BNamericas, 2021). As of 2020, there 
was 2.6 GW of installed wind capacity and nearly 
0.8 GW of solar capacity, both of which rapidly 
increased from very low values in previous years 
(IRENA, 2021a). In total there was 3.7 GW of 
renewable capacity, excluding hydropower. When 
accounting for 510 MW of small hydropower 
(CAMMESA, 2021), the 2020 installed renewable 
capacity would go up to 4.2 GW. 

A total of USD 2 billion was invested in renewable 
energy—excluding hydropower above 50 MW—in 
2019, down 18% compared to the previous year 
(FS-UNEP Centre and BNEF, 2020). Challenges 
to investment in renewables include a high cost 
of capital. In addition to increased investment in 
renewable energy, more investment is needed 
in grid infrastructure and storage infrastructure 
to enable higher shares of variable renewable 
energy integration (Hagemann et al., 2020). Beyond 
renewable energy, new investments are also made 
in fossil fuel-fired power generation, particularly 
tied with the hopes of continued and increased 
domestic production of natural gas.

In 2021, Argentina ranks as the twenty-third most 
attractive market for renewable energy, down 
from nineteenth in 2020 (EY, 2020b, 2021b). Lack of 
progress on new renewable energy auctions could 
further impact this ranking in the future.
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Figure 6: Cumulative renewable energy capacity 
additions (excluding hydropower) in Argentina in 
2016–2020 (IRENA, 2021a)
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Brazil has seen the most significant investments 
in renewable energy systems, starting with wind 

and bioenergy many years ago, and more recently 
also in solar energy. Brazil now has over 40 gigawatts 
(GW) of installed renewable energy capacity, 
excluding hydropower, as shown in Figure 5.  In the 
latest Renewable Energy Country Attractiveness 
Index (RECAI) from May 2021, Brazil ranks as the 
eleventh most attractive market for renewable 
energy globally, up from fifteenth in 2020 (EY, 2020b, 
2021b). In 2019, investment in renewable energy—
excluding hydropower above 50 MW—increased by 
74% to USD 6.5 billion (FS-UNEP Centre and BNEF, 
2020). This notably included significant increases in 
distributed solar generation. Investments in bioenergy, 
using mostly sugar cane residues and wood, led to an 
increase in capacity from 7.9 GW in 2010 to 15.6 GW in 
2020 (IRENA, 2021a). Wind capacity has seen the 
starkest increase in the past years, from less than 1 
GW in 2010 to 17.2 GW in 2020. The solar PV capacity 
jumped from less than 100 megawatt (MW) in 2016 
to 7.9 GW in 2020. In total, Brazil expects BRL 365 billion 
(~USD 72 billion) to be invested in the electricity sector 
in 2021–2030, down from an expected investment of 
BRL 456 billion (~USD 90 billion) in the previous 2020–
2029 plan (Ministry of Energy and Mines, 2019, 2020). 
While a large share of this will likely be dedicated to 
renewable sources, the capacity of fossil thermal 
power plants is also expected to increase substantially. 
It is also worth noting that the total investment in the 
electricity sector is only one sixth of that expected in 
the oil, natural gas, and biofuels in the same timeframe 
(BRL 2.3 trillion or around USD 460 billion).

Brazil and Argentina rank 
eleventh and twenty-third top 
markets respectively in the latest 
Renewable Energy Country 
Attractiveness Index.
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Figure 5: Cumulative renewable energy capaci-
ty additions (excluding hydropower) in Brazil in 
2016–2020 (IRENA, 2021a)

Peru started investing into renewable energy 
(other than hydropower) at a relatively early 

stage. Four renewable energy tenders organised 
between 2009 and 2015, attracting USD 1.9 billion 
in investment (Oxford Business Group, 2019), led to 
capacity additions between 2012 and 2015 and 
again in 2018. In the years 2019–2020 practically no 
new solar and wind capacity was added, and the 
total capacity remains relatively low. As of 2020, 
wind capacity totalled less than 0.4 GW and solar 
just over 0.3 GW (IRENA, 2021a). While Peru still 
ranked as the thirty-eighth most attractive 
renewable energy market under the Renewable 
Energy Country Attractiveness Index in 2019, and 
in 2020 and 2021 dropped out of the top forty list in 
the index. Some investments have also been made 
into hydropower capacity, which went from 3.4 GW 
in 2010 to 5.7 GW in 2020. 

After the Camisea gas fields started operating in 
2004, Peru started building more thermal power 
plants (CIER, no date). This led to an increase in 
the emissions intensity of the electricity sector in 
the following years, as well as a decrease in the 
percentage share of renewables in the electricity 
mix (see Figure 3 and Figure 4).
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Figure 7: Cumulative renewable energy capaci-
ty additions (excluding hydropower) in Peru in 
2016–2020 (IRENA, 2021a)

Policy framework 

While the power sector has generally seen a stronger 
development of decarbonisation policies than in many 
other sectors, particularly when it comes to auctions 
for large-scale renewable energy, continued and 
dedicated policy support is needed. This is the case 
for large-scale and distributed renewable energy 
but also for the adequate system integration of new 
and variable renewable energy, such as storage, grid 
development and flexibility mechanisms. On the other 
hand, a long-term decarbonisation plan and policies 
to move away from high-emission electricity sources 
are also important. Table 6 provides an overview of key 
mitigation policies in the power sector in Argentina, 
Brazil, and Peru.

Table 6: Policy framework assessment for the power sector

Policy Assesment

Investor signals and targets

Emissions reduction plan 
and target for the sector

Not in place

Short- or medium-term target or plan in 
place

Both medium and long-term targets and 
plans in place

Renewable electricity 
target

Not in place

Short- or medium-term target

Both medium and long-term targets in 
place

Stable renewable energy 
support

Occurrence of government policy reversal in 
past 10 years

 No policy rollback but also little to no 
further development 

No policy rollback, further policy 
development taking place

Coal and oil phase-out plan
Not in place

In place, or no coal and oil used for power 
generation
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Policy Assesment

 Policies and incentives to invest in low-carbon technologies

Policies for large-scale 
renewable energy 
installations

Not in place

In place for some technologies

 In place for all major renewable energy 
technologies

Policies for distributed 
renewable energy

Not in place

In place

Policies to promote system 
integration of variable 
renewable energy 

Not in place

In place

Dedicated funding 
mechanism and / or 
investor guarantee for 
renewable energy 

Not in place

One or several mechanisms in place

Investor signals and targets
An emissions reduction plan and target for the sector, 
both in the medium- and long-term, it is important to 
give clear signals to investors and project developers. 
Brazil is the only country out of the three that currently 
has both a medium-term (2030) and a long-term 
(2050) plan for the electricity sector. While Brazil 
has an economy-wide emissions reduction target 
in its NDC, it is worth noting that there is no specific 
emissions reduction target for the electricity sector. 
Peru and Argentina’s long-term plans for the sector 
are still in the making. In the same way, targets for key 
decarbonisation technologies, such as a renewable 
electricity target, are important to provide certainty for 
investors. All three countries have short- or medium-
term renewable energy targets, but only Brazil has a 
long-term plan for renewable energy development.

Brazil has a 2050 plan for the 
electricity sector, coupled with 
a renewable energy target. Peru 
and Argentina’s long-term plans 
are under preparation.

Argentina aims to generate 20% of its 
electricity with renewable energy (excluding 

large hydropower) by 2025, and 25% by 2030. As of 
2020, renewable energy covered 10% of electricity 
demand (CAMMESA, 2021).

 Brazil aims to generate 88% of its electricity 
with renewable energy (including 

hydropower) by 2030, up from 85% in 2020 (Ministry 
of Energy and Mines, 2020). While the long-term 
energy plan (PNE 2050) includes various scenarios 
for the development of different energy sources, 
including renewable energy, it does mention an 
intention to maintain the share of renewable 
energy in the electricity mix at 80 to 85% by 2050.

 Peru has set an objective of 15% of renewable 
energy (excluding large hydropower) by 

2030. As of 2019, this share was at just over 5% (IEA, 
2020f). The national energy plan 2014–2025 
foresees all renewable energies reaching a share 
of at least 60% by 2025—this value was reached in 
2019.

Stable renewable energy support is another important 
component to attract investors. None of the countries 
have formally rolled back policies, but there have been 
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instances of cancelled auctions or contracts and slowed 
developments. In Argentina, the government recently 
cancelled the fourth round of the RenovAr auction scheme 
for energy and transmission. In addition, some of the 
unsigned power purchase agreements that were awarded 
under the third round of RenovAr were also cancelled, and 
there is no clear sign of future developments (BNamericas, 
2021). In Brazil, the auctions scheduled for 2020 were 
cancelled due to the reduction in electricity demand 
forecasts. In Peru, four auction rounds have been organised 
but there has been little development in the past few years.

Coal and oil need to be phased out of electricity 
generation, with varying timeframes, in all countries 
under pathways compatible with the Paris Agreement. The 
Climate Action Tracker (2020b) estimates that unabated 
coal should decrease to 0–2.5% of electricity generation 
globally by 2030 (and to zero shortly thereafter). In many 
countries, including Brazil for example, the Paris-compatible 
benchmark is zero coal by 2030. Coal plays a minor role in 
Argentina, Brazil and Peru, making up less than 3% of the 
electricity generation mix in each country (IEA, 2020f).

Oil-based electricity generation has decreased in more 
recent years and made up less than 5% of electricity 
generation in all three countries, as of 2019 (IEA, 2020f). In 
Argentina the decline has been most pronounced. Whereas 
oil still contributed 10 to 15% of the electricity mix ten years 
ago, this share has decreased to an average of 3.5% over the 
past three years in 2018–2020 (CAMMESA, 2021). In Brazil 
and Peru, oil plays a marginal role (1 to 2%) in the electricity 
generation mix (IEA, 2020f; EPE, 2021a). While it may seem 
less relevant for these countries, given the low contribution 
of coal and oil, planning for a phase out remains important 
in all countries to set the right direction for power sector 
investment; one that is arguably easier to implement 
in countries with lower shares. While there is no formal 
phase-out commitment yet, Peru has been part of the 
Powering Past Coal Alliance since 2020 and is working on 
a new national energy plan, which will likely confirm a coal 
phase-out. Brazil’s 2050 Energy Plan still makes reference 
to coal, which is clearly not compatible with the objectives 
of the Paris Agreement, and gives investors a wrong signal. 
In the shorter term (by 2030), the coal capacity is however 
expected to decrease, as is the fuel and diesel-oil based 
capacity (Ministry of Energy and Mines, 2020).

Policies and incentives
Policies to support large-scale renewable energy 
installations are increasingly moving from feed-in-
tariffs to auctions, both globally and in Latin America. 
Auctions are highly dependent on political will – they 

need to be coupled with credible renewable energy 
targets and transparent and stable electricity sector 
planning. Auctions are also the main policy instrument 
for incentives towards large-scale renewable energy 
in Argentina, Brazil, and Peru:

Argentina: RenovAr auction scheme in place. 
The first two rounds were successful; a third, 

smaller round of auctions was held in 2019. No 
further rounds are currently planned.

 Brazil’s latest auction for new electricity 
generation capacity was organised in 2019. 

Both conventional and renewable energy capacity 
were allowed to participate in this auction—with 
solar energy participating in a national auction for 
the first time. Around three fourths of the capacity 
was allocated to renewable energy (Climate Action 
Tracker, 2021c).

 Peru: four renewable energy auctions took 
place to date between 2009 and 2015. The 

fourth auction also considered power generation 
through biomass. There was also an off-grid auction 
in 2014 (Osinergmin, no date).

In addition to policies supporting large-scale renewable 
energy, Argentina and Brazil have implemented a net-
metering policy for distributed renewable electricity 
generation. This is not yet the case for Peru, although it 
has taken measures to promote small-scale renewable 
energy systems to connect remote villages to the grid.

Policies and incentives to promote system integration 
of variable renewable energy, including demand-side 
management, storage, and other flexibility options, 
are still largely missing. In Brazil, the energy expansion 
plan to 2030 includes a comprehensive section on grid 
development, to incorporate new capacity into the grid, 
including solar and wind. The considerations around 
grid development and storage are also taken into 
consideration when estimating the investment costs of 
new generation capacity.

Dedicated funding mechanisms and guarantees for 
renewable energy can reduce risks of investments. 
Guarantee schemes or dedicated funding mechanisms 
have been put in place in all three countries. In Argentina, 
a guarantee supported by the World Bank was set up 
to secure investment under the RenovAr scheme. Also, 
concessional finance from the Green Climate Fund 
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(GCF) was granted for the Promotion of Risk Mitigation 
Tools and Investment Financing in Renewable Energy 
and Energy Efficiency with a focus on SMEs through the 
NDB (Banco de Inversión y Comercio Exterior). In Brazil, 
the national development bank BNDES participates in 
many of the renewable energy projects. Peru does not 
have an investor guarantee per se, but it has recently 
experimented with green bonds to finance renewable 
energy projects.

Summary and 
conclusions
The power sector will have to cope with rising demand 
across Latin America, both due to economic and 
population growth, and increased electrification across 
sectors such as transport, buildings, and industry. This 
will not only require major investments but also clear 
targets and policies to ensure this growth is compatible 
with full decarbonisation by 2050.

Investments in renewable energy systems (excluding 
large hydropower) has considerably increased in the 
past years in Argentina, Brazil and to a lesser extent in 
Peru, largely thanks to government-initiated auctions. 
However, auctions alone are not sufficient to guarantee 
a stable framework for renewable energy investments; 
they need to be paired with credible and transparent 
sector planning, both in the short- and long-term, 
including renewable energy targets. As the share of 
variable renewable energy and electrification in other 
sectors (such as transport and buildings) increases, it 
is increasingly important for governments to invest in 
flexibility options, storage capacity and grid upgrades, 
which are often still at a very early stage or missing.

Rising electricity demand in 
Latin America will require major 
investments, but also targets and 
policies to ensure this growth 
supports further decarbonisation.
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3.3 Transport

Global sector overview

While global CO2 emissions from fossil fuel combustion, 
including the transport sector, should reach net zero by 
2050 according to the IPCC special report on 1.5°C, the 
emissions in the transport sector are still growing at the 
global level (Climate Action Tracker, 2020f). Transport 
contributes to 24% of global CO2 emissions from fuel 
combustion, with road transport contributing almost 75% 
of the emissions. While emissions reductions in part 
of the sector require efforts at the international level 
(aviation and shipping), the majority of emissions can 
be regulated at the national level. 

Emissions have to be significantly reduced in all parts 
of the sector. For example, the share of electric vehicles 
in overall vehicle sales has to reach 100% in 2040 and 
between 75% and 95% in 2030, a significant increase from 
the 4.2% reduction today (Climate Action Tracker, 2020f; 
WEF, 2021). The emissions intensity of passenger vehicles 
(car, bus, rail) needs to reach levels of 0–30 g CO2/pkm by 
2040). By comparison, the average emissions of new cars 
(with cars making up a share of 80 % in EU transport) in 
2019 in the EU, one of the most progressive regions, was 
122 g CO2/pkm, with an average occupancy of less than 
two passengers per car (Statista, 2014; Eurostat, 2021). 

The share of electric vehicles in 
total vehicle sales should increase 
from the current level of around 
4% to 100% in 2040.

While these figures suggest that significant acceleration 
in implementing measures to reduce emissions is still 
needed, these are the first signs that the transformation 
in the sector is slowly picking up, especially with regard 
to the electrification of the vehicle fleet and the railway 
system (IEA, 2020f). Especially in the EU and China 
electric vehicle sales have soared recently to 5.3% and 
6.5% respectively, with electric car sales overtaking 
those of hybrid and internal combustion engines. 
Norway remains the front-runner country with full-
electric cars accounting for 54% of all new cars sold 
in 2020 (Europe Autonews, 2021). 

Other parts of the sector, especially aviation and shipping 
are significantly behind. As a result, the investment 
required varies widely within the sector - while R&D 
investment is required in all areas, the focus in some areas 
has shifted to investment in dissemination, significantly 
increasing the need for investment.

Overview in Latin America

Although electric transportation has evidenced a slow-
paced adoption in the region, the electricity demand in 
the transportation sector has multiplied tenfold in the last 
six years. The decarbonisation of the transportation sector 
has moved more towards improving energy efficiency and 
carbon emissions standards. Similarly to the global level, 
emissions in the transport sector in Latin America have 
been growing constantly and accounted for 15% of all 
regional GHG emissions in 2018. This makes transport 
the sector with the highest fossil-fuel energy use in the 
region (UNEP, 2020).
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The transport sector in Latin America, however, differs 
from the global picture in some significant ways. On 
the one hand, the transport sector in Latin American 
countries has historically seen more biofuels development 
than in other regions, with Brazil as front-runner, having 
developed an industry around bio-fuelled cars for 
decades. On the other hand, the penetration of electric 
vehicles lags far behind that of other regions of the world 
(UN Environment, 2018a). However, it is worth mentioning 
that at the same time, thanks to a lower emission intensity 
of the power sector, the region has good conditions to 
reduce emissions from the transport sector by switching 
to electric vehicles. Brazil (1st) and Argentina (6th), for 
instance, rank high among the top ten countries globally, 
when it comes to renewable energy share over final energy 
consumption (IEA et al., 2021).

The region has seen a strong shift to individualised 
transport in recent decades. Private vehicle ownership 
went up 60% in the period between 2005 and 2015 (OICA, 
2018). Historically strong rail networks such as in Argentina 
or Brazil have been neglected over time, and the share 
of railways in passenger and freight transport has been 
significantly reduced (UN Environment, 2019). Although 
public transport accounts for 68% of passenger travel 
in cities, significant investments are needed to ensure 
high-quality transport to avoid further passenger shifts 
to individualised transport. In a business-as-usual 

scenario, emissions in the transport sector are projected to 
increase by 150% by 2050, compared to 2020 levels (UNEP, 
2020). Additionally, investments are needed to address 
the large suppressed demand that is poorly serviced by 
public transport (e.g., servicing informal settlements at the 
border of the cities) (Yañez-Pagans et al., 2019).

Private vehicle ownership in LAC 
went up 60% in the period between 
2005 and 2015.

Low-carbon investments 
and developments in 
Argentina, Brazil and Peru
Table 7 summarises some key low-carbon investment 
areas in the transport sector and indicates the typical 
source of capital for each of the assets.

Table 7: Investment areas and main sources of capital in the transport sector – non-exhaustive list

Asset / activity Capital provider / asset owner

Low emissions investment areas

Railway infrastructure National railway companies, private railway companies

Car/other vehicle manufacturing (low emission vehicles) Manufacturer

EV/Hydrogen charging infrastructure Utility companies, car manufacturers, PPP (cities etc.)

EV/Hydrogen Car/Bus/Truck manufacturer (International) car manufacturer

EV/Hydrogen Car/Bus/Truck Companies (private and public), individuals

Marine infrastructure National governments (waterways), companies (vessels)

Urban infrastructure National governments (streets, etc.), real estate investors 
(buildings)

Public transport infrastructure Public/private companies (e.g., buses), national/regional 
governments (e.g., metro lines, BRT lines)
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Asset / activity Capital provider / asset owner

Walking/Cycling infrastructure National/regional governments

Biofuel refinery Public/private companies

High emissions investment areas

Oil refineries Refining companies

Gas stations Companies, operators

Downstream and upstream gas Downstream/upstream gas companies

Fossil fuel, especially oil extraction (if it exists) Fossil fuel companies

Investments in low carbon transport in Latin America have focused on strengthening public transport options, such 
as BRT, Mass Rapid Transit (MRT) or railways, as well as historically, in increasing the share of biofuels (see Figure 8) 
(Yañez-Pagans et al., 2019).

1990

%
 b

io
fu

el
/e

le
ct

rif
ic

at
io

n

0

5

10

15

20

25

1995 2000 2005 2010 2015
years

World Argentina Brazil Peru

Figure 8: Road transport biofuel/ electrification share (Climate Action Tracker, 2019a)
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Figure 9: Public investment shares in the transport sector in Argentina (2016), Brazil (2019) and Peru (2016) as 
share of total public investments in the sector and share of GDP (Infralatam, 2019)

Road transport dominates in Argentina with a share 
of 85% in passenger and a share of 97% in freight 
transport, even though the country has the sixth 
largest railway network globally (CIA, 2018a). Emissions 
intensity for personal vehicles has decreased but this has 
not been incentivised by policies, and their reductions 
are far from sufficient. The number of EVs on Argentinian 
streets is negligible. General public investments in the 
sector are accordingly low. 

As can be seen in Figure 9, road investments have 
been the major focus of national public investment 
(Government of Argentina, 2018). The country has, 
however, also seen a recent resurgence of investments 
into railways and has made major plans for extending 
the freight railways (Government of Argentina, 2020c). 
However, some of this extension aims at enabling shale 
oil gas extraction, and is thus not compatible with the 
Paris Agreement (GI Hub, 2018). Successful low carbon 
investment initiatives, aside from electrified rail, can also 
be found in the public transport sector but are still limited 
to date. 

They include a BRT system that was put in place in Buenos 
Aires and has – since 2011 reached 104,7 kilometres as 
well as the metro system and commuter trains, that 
have different electrification levels (City of Buenos Aires, 
2019). Low carbon financing gaps remain, especially in 
the investment of low carbon road transport vehicles (e.g., 
electric) but also in safe, modern public transport options 
as well as the railway system. 

In March 2021, President Alberto Fernández announced in 
front of the Argentinian Congress that his administration 
was preparing an Electromobility Bill which would be 
send to Congress. It comprises a package of measures 
that aims at promoting the manufacture of electric cars 

in Argentina and also the local production of lithium-ion 
batteries. These plans will fall under the so-called Institute 
of Mobility (Instituto de Movilidad), which will seek to favour 
investments of USD 5 billion (Portal Movilidad, 2021). 

The transport sector in Brazil shows a very similar pattern: 
Car ownership increased significantly between 2005 
and 2015 to around 70% and the role of public transport 
has decreased, accounting for only 36% of passenger 
kilometres in 2015, down from 45% in 2005 (IEMA, 2015). 
Railway plays a minor role; although both passenger and 
freight traffic increased significantly between 2005 and 
2015, with the former almost doubling. 

Brazil has the ninth-largest rail network in the world. 
Unlike the other two countries, Brazil has successfully 
managed to reduce emissions in the road transport 
sector, through the introduction of biofuels. Support 
for biofuels has traditionally been a success in Brazil, 
including the latest program, RenovaBio and the previous 
Proálcool program. Today 73% of the cars in Brazil are bi-
fuel cars and can use ethanol as well as gasoline.

Nearly three-quarters of all cars 
in Brazil are biofuel vehicles.

Public investments are also dominated by those in road 
transport, but rail transport plays a smaller role than in 
Argentina and shipping and aviation plays a significantly 
larger one (Figure 9). Successful low carbon investments 
have been seen in the railway system: For freight rail the 
government is currently looking to attract US 11 billion 
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Table 8: Policy framework assessment for the transport sector

Policy Assesment

Investor signals and targets

Emissions reduction plan 
and target for the sector

Not in place

Short- to medium-term target or plan in 
place

Medium and long-term target and plan in 
place

Electric vehicle target 
(including fuel cell EVs)

Not in place

In place for one vehicle segment

In place for all vehicle segments

Plan to phase out sale of 
new ICE vehicles or move to 
sustainable zero-emission 
fuels only

Not in place

 In place

(Bnamericas, 2021). The story of biofuels in Brazil is 
an example of how clear government policy that is 
gradually phased in can spur low carbon investments. 
In this case especially, in car manufacturers, sugarcane 
farmers and ethanol distillers – overall, the program cost 
USD 30 billion but also saves USD 30 billion every two 
years (Rapid Transition Alliance, 2018).

Just as in the other two countries, the transport sector 
in Peru is dominated by road transport, both in terms of 
transport volume and public investments. The number 
of vehicles nearly doubled between 2000 and 2014. The 
share of railroad is very small (Peru has the 76th largest 
railway network), which can partially be attributed to its 
geographical location. 

Collective transportation relies on motorised vehicles, 
many of whom are associated with informal and unsafe 
practices. There is a strong focus on extending and 
maintaining roads, including the paving of largely 
unpaved roads, which makes up around 75% of the 
current road network with a significant share coming 
from the public budget (AC&A; CENIT, 2020). 

The share of biofuels is relatively small and efforts to 
introduce electric mobility have been limited, including 
the Nationally Appropriate Mitigation Actions (NAMA) 
for electric mobility. Recently, the Inter-American 
Development Bank (IDB) approved a US 20 million loan 
to stimulate private sector investment in sustainable 
electromobility solutions in Peru (Gestion, 2021b). General 
transport sector investments are oriented towards 
road transport but there are also efforts to invest in 
standardising railways and the metro system in Lima 
(AC&A; CENIT, 2020). These transportation measures are 
also included in the country’s NDC.

Policy framework

Table 8 provides an overview of investor signals 
and targets, as well as policies and incentives for 
low-carbon investments in the transport sector for 
Argentina, Brazil and Peru. 



Sectoral policy framework for low-carbon investments
39

Transport

Policy Assesment

 Policies and incentives to invest in low-carbon technologies

Minimum energy/
emissions performance 
standards for LDV and HDV 

Not in place

In place for LDVs or HDVs

In place for LDVs and HDVs

LDVs - purchase subsidy 
and other incentives for EVs 

Not in place

 In place

Other vehicles – support for 
EVs or zero-emission fuels 
HDVs, MDVs, buses, etc.

Not in place

 In place

Public transport support 
schemes and/or 
investment programmes

Not in place

In place in some major cities

In place in all major cities

Railway infrastructure 
investment programmes

Not in place

In place

Policies and incentives to divest from fossil fuels

Tax on fuel 

Not in place

In place for some fuels

In place for all fuels

Other disincentives to ICEs 
in cities

Not in place

In place

Investor signals and targets
All three countries have some sort of transport sector 
plans for the mid-term, but none for the long-term. 
Some plans are closely linked to NDCs (Argentina, 
Peru) which, while being serious commitments by 
these countries, are not consistent with the long-term 
temperature goal of the Paris Agreement, while others 
are standalone (Brazil). Some of these plans include 
indicative targets (Peru, Argentina) and sectoral 
measures. All in all, the plans provide little investor 

guidance as they are not easily accessible, contain 
no binding elements and are minimally ambitious 
in their nature.

EV targets are currently only considered in Peru and 
limited to the government fleet. A lack of country-wide 
EV targets persists in all countries. However, an EV target 
would help to provide guidance to automobile makers 
and investors, highlighting the need to electrify the car 
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fleet and to invest in EV infrastructure. EV targets have 
become common practice in many countries to guide 
automakers in Europe, North America and Asia but 
have seen little uptake in Latin America, with only a 
few exceptions such as Colombia or Chile, that strives 
for 40% electric private transport by 2040 (Global Fleet, 
no date). In the past, the introduction of biofuel-based 
cars through Brazil’s Proálcool program proved that 
such programs can be successful. 

Colombia and Chile strive for 40% 
electric private transport by 2040.

Similarly, there are no phase-out plans for fossil fuel 
vehicles (or internal combustion engines (ICEs) vehicles), 
hence missing the opportunity to signal automobile 
makers and others towards a future green fleet. Only 
Brazil is considering a phase-out. However, with a time 
horizon of 2060, this is significantly later than other 
jurisdictions (e.g., California that stop ICE sales by 2035) 
and will probably not stir the necessary innovation and 
investment today.

Policies and incentives
None of the countries have implemented binding 
CO2 emission standards or fuel economy standards. 
Some policies exist with the same aim of improving 
fuel economy, such as in Brazil, which provides an 
incentive scheme to help companies reduce vehicle 
emissions, however, these are far less effective in guiding 
investments, especially since they are largely voluntary. 
Emission and fuel economy standards provide important 
signals to automobile makers to improve their car fleets 
over the years. Given that most automakers serve global 
markets, setting clear emissions and fuel economy 
standards that progress over time provides important 
signals for investment, with implications that extend 
beyond the country of production.

All three countries are starting to acknowledge the 
important role of electrified transport, especially EVs 
in the energy transition and have implemented some 
types of mechanisms to support these. However, the 
lack of EV uptake in all these countries shows that these 
are not effective and, when compared to other countries, 
fall well short of those. Commonly used instruments are 
purchase incentives or tax credits that enable consumers 

to buy EVs as they level the playing field by reducing up-
front costs. Currently, the only financial incentive provided 
in the three countries are reduced import tariffs. However, 
given the existence of national car manufacturing in two 
of these countries (Argentina and Brazil), this will probably 
have a limited impact. Enabling market penetration with 
simultaneous support to develop charging infrastructure 
would bring down the costs of the technology in the 
market, over time. 

Public transport has played a major role in all three 
countries for decades but equally suffers from 
underinvestment in all of them. Brazil has for years 
focused on enabling public investments through 
favourable loans, but has received criticism that this 
is not sufficient and needs to be complemented with 
incentivising of private investments (Leibziger, David; 
Lefevre, 2015).

Peru has identified various areas of underinvestment 
and has started to address these by putting in place a 
national policy for urban transport in 2019, but has yet 
to follow through with its implementation (Ministerio de 
Transportes y Comunicaciones Peru, 2019). Argentina has 
a national mitigation plan for the transport sector that 
includes various city-level investment schemes in the 
public transport sector.

Railways historically play a major role, especially in Brazil 
and Argentina, with Argentina having the sixth largest 
network globally and Brazil having the ninth largest 
network. In all countries, the railway network has seen 
significant neglect in investments, as road transport has 
pushed ahead during recent decades. All three countries 
have recently started to address this by attracting 
international investment, and Argentina as well as Peru 
have introduced fra+meworks that aim at improving 
the respective railway systems. However, the potential 
that remains is significantly larger, as the significantly 
higher shares of road transport in all countries suggest. 

Argentina has the sixth largest 
and Brazil the ninth largest rail 
network in the world.

Fuel taxes, either fuel excise taxes or carbon taxes 
exist in all three countries, but their levels differ 
significantly. The impact that such a policy has on road 
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transport is significantly higher in Argentina than in 
Brazil, but still falls well behind the impact of taxes in 
other OECD countries (OECD, 2019b). In addition, the 
impact that such taxes could have is often offset 
by other subsidies that have the opposite effect of 
incentivising more consumption. 

Summary and conclusion 
of analysis
Despite all existing challenges in the sector, such as high 
informality and informal employment, the transport sector 
has seen far too little political effort being made, to help 
incentivise investments towards its decarbonisation, given 
that it is one of the fastest growing three countries.

Individual success stories exist that can be built on, such 
as the historic role of public transport in all regions, the 
uptake of biofuels in Brazil or the railway infrastructure 
already exist in Brazil and Argentina. 

Scattered initiatives already exist to ramp up investments 
in all these areas, but there is a need to significantly ramp 
up this effort across all countries.

Other areas, such as efficiency improvements in road 
transport have seen very little to no policy movement, 
including improvement in car and truck emissions 
standards or the development of alternative fuels, 
aside from biofuels, including EVs. Proven global 
good practice policy and target packages exist for 
many of these that could be replicated to incentivise 
investments in the three countries, and a number of other 
LA countries, notably Chile and Costa Rica, have put in 
place targets and strategies to do so.

Governments need to take key 
policy actions, such as introducing 
EV targets, expanding public 
transport, and accelerating a shift 
of freight transport from road to 
rail.
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3.4  Buildings

Global sector overview

Energy-related CO2 emissions from buildings have 
risen in recent years, after flattening between 2013 and 
2016. Several factors have contributed to this rise in 
emissions, including growing energy demand for heating 
and cooling, with increasing air-conditioner ownership 
and extreme weather events. In 2019, direct and indirect 
emissions from electricity and commercial heat used 
in buildings rose to 10 GtCO2, the highest level ever 
recorded in the sector; accounting for almost one third 
of global energy-related CO2 emissions (IEA, 2020d). 

The majority of these emissions are indirect emissions 
from electricity generated off-site to power buildings. 
Buildings represent one of the largest energy-
consuming sectors in the global economy, with over 
one-third of all final energy and half of global electricity 
consumed in the sector (IEA, 2017). The remainder are 
direct emissions, primarily from on-site combustion 
of fossil fuels for heating, hot water, and cooking, and 
from leaks of compounds used in refrigeration and air 
conditioning (C2ES, 2018).

To reach the temperature goal of the Paris Agreement, 
all new buildings should be Zero Emission Buildings 
(ZEB). A building can be considered a ZEB if it either 
is, or can be, fully decarbonised when accompanied 
by decarbonisation of the power sector. While this 
benchmark should be implemented immediately by 
developed regions or nations such as the EU and USA, 
it should be reached by 2025, at the latest, by all other 
countries (Climate Action Tracker, 2018). In addition,  

annual deep energy renovations10 across the global 
building stock needs to increase from currently 1 to 2% 
of existing stock per year, to more than 2.5 to 3.5 % per 
year in 2030 (IEA, 2017; Climate Action Tracker, 2018). To 
date, enormous emissions reduction potential remains 
untapped due to the continued use of fossil fuel-based 
assets, a lack of effective energy-efficiency policies and 
insufficient investment in sustainable buildings.

In this context, there is an urgent need for large and 
rapid investments in the building sector, to achieve the 
required building-related emission reductions and 
to prevent locking in carbon intensive technologies 
(Climate Bonds Initiative, 2016). It is worth highlighting, 
that approximately 75% of the total abatement potential 
in the buildings sector shows net economic benefits, 
with the remainder available at very low cost. The net 
economic benefits of the abatement potential in this 
sector overall is due to high energy savings over the full 
lifetime of investments (McKinsey & Company, 2009).

Approximately 75% of low-carbon 
investments in the sector show 
net economic benefits, due to 
high energy savings.

10 Cost analysis shows that deeper retrofits are more economi-
cally viable with a longer-term perspective (to 2050) compared 
to shallower performance retrofits. This analysis included possible 
energy reductions on the order of 80% to 85%. The initiative Reno-
vate Europe for instance is calling for a 60% to 90% reduction in 
existing building energy consumption, with an average improve-
ment of 80% (IEA, 2013).
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In 2019, the total investments in the global buildings 
sector were worth an estimated USD 5.7 trillion. More 
than 60% of these investments were for building 
construction, while the rest were energy related (IEA, 
2020d). Only about 3% of total spending in the global 
buildings sector was spent on energy efficiency 
measures in buildings, including the building 
envelope, heating, ventilation, and air conditioning 
(HVAC), appliances and lighting. Although non-
residential buildings account for less than a quarter 
of global buildings sector floor area, almost half of 
the investments in energy efficiency measures were 
undertaken in this sub-sector, showing the considerable 
backlog in the residential sub-sector (IEA, 2019b).

Realising sustainable buildings requires annual capital 
flows to increase by an average of USD 27 billion over 
the next decade – a relatively small addition to the 
USD 5.7 trillion already invested each year in buildings, 
globally (IEA, 2019b, 2020d).

The USD 5.7 trillion already 
invested annually in buildings 
worldwide only needs to be 
increased by USD 27 billion to 
achieve sustainable buildings.

Overview in Latin America

In 2018, buildings accounted for 24% of total final energy 
consumption in Central and South America, and 21% of 
total process-related CO2 emissions (8% direct and 13% 
indirect emissions) (GlobalABC/IEA/UNEP, 2020a). 
This roughly corresponds to the share of the sector in 
global final energy consumption and process-related 
CO2 emissions.

The main drivers for building-related emissions in 
the region are urbanisation, with over 80% of the 
population living in cities, and a continuous expansion 
of the middle class, representing one-third of the 
population (UN DESA, 2019). The Latin American building 
stock is thus characterised by a number of very large 
established urban centres across the region, which have 
continued to grow and adapt to an influx of rural and 

regional migration. Over the past two decades, the growth 
in floor space and wealth has continued to increase 
demand for better-quality public services, buildings with 
larger dwellings and more services (including heating, 
cooling and consumer appliances), and higher levels of 
comfort, but with only modest improvements in energy 
intensity (OECD, 2019a).

While a large share of the building stock that will exist by 
2050 has already been built, floor area in Latin America 
and the Caribbean is still expected to grow by 65% by 
2050, dominated by another almost 11 billion square 
metres in residential buildings by 2050 (IEA, 2017). Latin 
American cities in particular will continue to experience 
high growth, with an additional 150 million people 
expected to be living in urban areas by 2050. This means 
that the high construction rates of 3 to 5% per annum 
will continue and probably increase; elevating the 
need to ensure that new buildings are built to a high-
performance standard (GlobalABC/IEA/UNEP, 2020a). 
Currently, only 1% of total floor area in the region 
is covered by mandatory building codes. Without 
expanding the coverage of mandatory building codes, 
98% of the floor area to be built until 2050 would not be 
affected by mandatory buildings standards (compared 
to a world average of 71%). This is the highest share of all 
regions in the world (IEA, 2019b).

Total floor area in LAC is still 
expected to grow by 65% by 2050, 
with 98% of this floor area not 
covered by mandatory building 
codes.

Even if mandatory building standards were to be 
introduced on a wider scale, challenges for urban 
planners and policy makers of enforcement and 
implementation would remain (GlobalABC/IEA/
UNEP, 2020a). On the one hand, Latin America’s 
urbanisation has been accompanied by urban sprawl 
and fragmentation, with expansive areas of informal 
settlements in cities11 (World Bank, 2018b). On the other, 
informal labour represents a significant proportion of 
the labour force in the Latin American region, especially 

11 Informal settlements as a percentage of urban population va-
ries between low (11% to 13%, such as in Mexico and Colombia), 
medium (34% to 44%, such as in Peru and Bolivia), to high (74% in 
Haiti) percentages (GlobalABC/IEA/UNEP, 2020a).
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in the building, services and construction sector. Up 
to 75% of the construction workers (especially for the 
construction of residential buildings) are either self-
employed or salaried workers in small establishments 
(World Bank, 2017). 

A highly informal and decentralised construction sector 
does not only pose challenges to the enforcement of 
policies but also makes it difficult to deliver the levels 
of investment necessary to rapidly increase the share 
of low-carbon buildings in the sector. Addressing the 
enforcement challenge would be one of the main 
priorities along with the introduction of mandatory 
building standards to ensure both a rapid increase in 
building renovation and the construction of green (i.e., 
zero emissions) buildings, which is needed to keep the 
sector in line with the Paris Agreement.

As in most regions, the growth of the Latin American 
green building market has been catalysed by green 
labelling schemes supported by a broad partnership 
of industry actors. Although national green building 
certification systems exist in Latin America, such as 
the Colombia Green Building Council and the Energy 
Efficiency Seal in Brazil, international green building 
labelling certification systems are the most widespread. 
In the absence of effective regulations to control 
resource use in buildings in most developing countries, 
these voluntary certification schemes are an important 
catalyst for the adoption of green buildings. The most 
successful international certification initiative promoting 
green buildings in Latin America is the Leadership in 
Energy and Environmental Design (LEED) certification 
system, administered by the World Green Building 

Council (ELLA, no date). In 2020, there were more 
than 4,000 LEED projects and over 1,700 active LEED 
professionals in Latin America. While North America has 
by far the most LEED certified buildings, the number 
of such buildings in Latin America is similar to that in 
Europe, which is a higher number than those in the 
Middle East and North Africa, and only slightly lower 
than in East Asia (USGBC, 2020).

In 2020, there were more than 
4,000 LEED projects and over 
1,700 active LEED professionals in 
Latin America.

Low-carbon investments 
and developments in 
Argentina, Brazil, and Peru
In the buildings sector, the main low-carbon assets 
to invest in are green buildings, i.e., Zero Emissions 
Buildings. Depending on the building type or intended 
use, the providers of capital vary, but it is worth noting 
that, with the exception of public buildings, private capital 
is primarily required.  

Table 9 provides a non-exhaustive overview of investment 
areas and sources of capital in the buildings sector.

Table 9: Investment areas and main sources of capital in the buildings sector – non-exhaustive list

Asset / activity Capital provider / asset owner

Low emissions investment areas

Green buildings – multi-family homes Real estate investors, real estate developers, private 
households (very few)

Green buildings – Single family homes Private households, real estate developers, real estate 
investors

Green buildings – Commercial Real estate investors, real estate developers, companies 
(owners)

Green buildings – Industrial Companies (owners), real estate investors, real estate 
developers 
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Asset / activity Capital provider / asset owner

Green buildings – Public State, municipalities, cities

Appliances – Heating and cooling systems Real estate investors, real estate developers, private 
households, 

Rooftop PV (and other decentralised RE) Private households, energy service companies (ESCOs)

Appliances – household Private households, landlords

Appliances – Commercial Companies 

High emissions investment areas

Coal/oil/gas appliances Private households, landlords

Standard or higher emissions buildings See above for green buildings

The green building market in the three focus countries 
has evolved in recent years, although it is still in an 
infant stage of development. All three countries have 
a Green Building Council (GBC) that is actively pursuing 
the certification of buildings. However, the GBC Brazil, 
together with the GBC Colombia, is the only national 
council in Latin America participating in the World Green 
Building Councils’ Advancing Net Zero project. The aim of 
this initiative is to accelerate the uptake of Zero Emissions 
Buildings to 100% by 2050, through the introduction of 
tools, resources, and programs such as certification 
schemes (WRI, 2019). The expansion of green building 
certificates can also be considered as an indication of 
low-carbon investments in the building sector.

In 2017, Brazil had 1425 published green building 
activities, including certifications and registrations 
and ranked fourth in terms of buildings that have been 
certified by the Leadership in Energy and Environmental 
Design (LEED) initiative worldwide (USBGC, no date; IFC, 
2017b). Brazil can thus be considered a regional leader 
in terms of certified green buildings. Argentina and Peru 
had implemented 357 and 232 green building activities, 
respectively (USBGC, no date; IFC, 2017a, 2017c). The vast 
majority of green buildings are in the nation’s capitals 
and larger cities. All three countries are also members of 
the Global Alliance for Buildings and Construction, which 
works towards zero-emission, efficient, and resilient 
buildings and the construction sector (GlobalABC/
IEA/UNEP, 2020b). However, the overall share of green 
buildings of all new buildings in 2019 was still very low, 
at around 2% in Argentina and Peru and 5% in Brazil (IFC, 
2017a, 2017b, 2017c).

In 2020, the construction sector as a whole in the region 
was also heavily impacted by the COVID-19 pandemic. 
According to GlobalData, Latin America is the world’s 
worst-performing region in terms of construction output, 
reflecting the deepening economic damage caused by 
the COVID-19 pandemic (GlobalData, 2020). Among the 
largest countries in the region, Peru’s construction output 
is expected to contract the most in 2020 at -24%, followed 
by Argentina at -23.5%. In Brazil, output is projected to fall 
by 4.8% in 2020, as the continuity of nearly all building 
activities, since the start of the pandemic has prevented a 
much worse outcome for the sector in the second quarter 
(GlobalData, 2020). Amid the COVID-19 crisis, the global 
market for green building materials estimated at US 238 
billion in the year 2020, is projected to reach a revised size 
of US 425 billion by 2027, growing at a compound annual 
growth rate (CAGR) of 8.6% over the period 2020-2027 
(Global Market Trajectory & Analytics, 2021).

However, in Argentina, Brazil and Peru, investments in 
green buildings account for a relatively small share of 
total projected investments in the residential building 
sector in 2025, at 8%, 10% and 5% respectively. This 
corresponds to a total projected investment in green 
residential buildings of USD 5 billion, USD 34 billion 
and USD 2.3 billion in 2025 in Argentina, Brazil and Peru, 
respectively. In the commercial building sector, the 
figures are similar in Argentina and Brazil, where 10% 
and 8% respectively of total projected investments 
in 2025 in this sector are expected to be in the green 
building market. In Peru, the share is slightly higher at 20%. 
Accordingly, the total investment in green commercial 
buildings in Argentina, Brazil and Peru in 2025 would be 
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USD 2 billion, USD 4 billion and USD 1 billion, respectively 
(IFC, 2017a, 2017b, 2017c).

The above-mentioned outlook in each of the three 
countries indicates that, due to remaining barriers, 
most of the potential to invest in the sector remains 
untapped. Some of the main challenges to investment 
in the sector should include longer payback periods 
and resistance to upfront investments, barriers related 
to split incentives between building owners and tenants, 
and limited visibility and awareness of the actual costs 
for heating, cooling or electricity. The fragmentation of 
the sector with millions of small emitters, many of whom 
are individuals, reinforces those challenges (McKinsey 
& Company, 2009). Another barrier to investments 
in the sector is access to finance. Access to finance is 
particularly challenging for low-income segments of 
the population and small and medium-sized enterprises 
(SMEs), given the high interest rate environment. In many 
Latin American countries, lending interest rates are 
between 8% and 20%, which is significantly higher than, for 
instance, in Asia. This creates a challenging environment 
for investments in general, and especially for medium- to 

long-term investments, such as the ones in the buildings 
and construction sector (GlobalABC/IEA/UNEP, 2020a).

To overcome those challenges and thus increase the rate 
of building renovation and rate of construction of Zero 
Emissions Buildings, all jurisdictions must implement 
ambitious sustainable buildings policies that attract the 
necessary investment to drive the transformation to low-
carbon construction and real-estate markets.

While there is a global common understanding and 
consensus around effective policy measures in the 
building sector, country-specific characteristics should 
be taken into account, when designing and prioritising 
country-specific policy measures. 

As shown in Figure 10, Argentina’s buildings emissions 
intensity per capita is well above that of countries like 
Peru and Brazil and even higher than the world average. 
This can be attributed to the relatively high heating 
requirement, due to its geographical location, especially 
in comparison to Peru and Brazil, combined with the 
problem of insufficiently insulated buildings. 
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Figure 10: Buildings emissions intensity (per capita) in Argentina, Brazil, Peru and world average (Climate Ac-
tion Tracker, 2020a)

Suitable measures in response to the above-described situation include the support of zero emissions heating 
alternatives to initiate a move away from gas-based heating or measures to reduce the upfront investment costs of 
thermal retrofits (e.g., lower interest rates and repaying the cost of efficiency measures with savings on heating 
costs) (CAT, 2019).
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Policy framework

Most buildings last for decades – some for centuries 
– and building owners often only do one major
energy renovation in their lifetime, if at all. This has 
significant implications for policy makers, as the very 
low turnover rate of the building sector is a critical
constraint and risks locking in investments for decades 
to come. 

Setting the right signals and targets in place as well 
as implementing policies to incentive low-carbon 
investments in the sector is thus crucial. The building 
sector policy landscape in Argentina, Brazil and Peru 
can be observed in Table 10. 

Table 10: Policy framework assessment for the building sector

Policy Assesment

Investor signals and targets

Emissions reduction plan 
and target for the sector

Not in place

Short-to medium-term target or plan in 
place

Medium and long-term target and plan in 
place

Zero Emissions Buildings 
(ZEB) targets for new 
buildings 

Not in place

In place

Renovation targets for 
public, residential and 
commercial buildings

Not in place

In place for one segment

In place for several segments

Phase out plan for coal, oil 
or gas use in buildings

Not in place

In place for at least the most polluting fuel 

 Policies and incentives to invest in low-carbon technologies

Mandatory building codes 
(building envelope)

Not in place

In place for part of the sector

In place for several segments

Minimum energy 
performance standards 
(MEPS) for appliances 
(e.g. air conditioners and 
lighting)

Not in place

 In place for at least 2 categories

In place for 3 or more categories
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Policy Assesment

Financial support 
schemes for new low-
carbon buildings/ energy 
efficiency renovations

Not in place

In place for new buildings or renovation

 In place for new buildings and renovation

Financial support for 
appliances, solar hot water 
and efficient cooking

Not in place

In place for one category

In place for two or more categories

Financial support schemes 
for renewable energy 
diffusion in buildings

Not in place

In place

Investor signals and targets
Long-term signals on the intention of government 
policy direction are important, given the long lifespan of 
buildings. They provide greater certainty, and importantly, 
they allow governments and private actors to plan for 
future actions and investment (IEA, 2019b). However, 
there are no signals or clearly formulated targets for the 
building sector, in any of the three countries.

Globally, very few NDCs include zero emissions 
performance in buildings or strategies for decarbonising 
buildings. The majority of Latin American countries 
also do not explicitly mention buildings in any form in 
their NDCs (GlobalABC/IEA/UNEP, 2020a). This is also 
the case in Argentina and Brazil, where an emissions 
reduction plan or target for the buildings sector in 
their NDCs is not specified. In Argentina, the National 
Infrastructure and Territory, and Climate Change Action 
Plan, however, provides information about mitigation 
measures in the building sector, covering the period 
up to 2030 (Government of Argentina, 2019c). While 
Peru’s NDC, does not include a sector specific target 
for the building sector, it provides a list with mitigation 
measures included under the energy sector, which 
relate to the application of the country’s Technical Code 
of Sustainable Construction. 

The majority of Latin American 
countries do not explicitly mention 
buildings in any form in their NDCs.

None of the three focus countries has a target for Zero 
Emissions Buildings for new buildings or a renovation 
target for public, residential and commercial buildings. 
In addition, none of the countries has a phase out plan for 
the use of coal, oil or gas in buildings. 

Policies and incentives
Governments can stimulate action through policy 
interventions that shape market rules to improve access 
to financing, de-risk clean energy investment and 
broaden the availability of market-based instruments 
that reduce barriers to transition and enhance the 
attractiveness of building sector investments. An 
enabling policy framework for investment and 
finance is thus critical to mobilise and effectively 
channel finance to investments into the low-carbon 
building and construction sector. While there are 
some developments in the area of building codes and 
minimum energy performance standards, targeted and 
holistic financial support mechanisms are largely absent 
in the three countries.
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Despite the great demand for new residential buildings, 
progress on building energy codes globally is slow. Current 
policies and investments in building energy efficiency 
globally, are not on track to trigger the transformation that 
is needed. Nearly two-thirds of countries, globally still do 
not have any building performance standards in place 
and a similar share of energy-consuming equipment in 
buildings globally is not covered by mandatory energy 
efficiency policies (IEA, 2017). 

None of the three countries has a building code 
in place that is mandatory for both the residential 
and commercial sector. In the case of Argentina and 
Brazil, there are mandatory codes in place that target 
parts of the sector or specific cities, e.g., covering 
social housing (Resolution 59/2019) and residential 
homes (Norma de Desempenho de Edificacoes 
Habitacionais), respectively (GlobalABC/IEA/UNEP, 
2020a). In Peru, the Ministry of Housing, Construction 
and Sanitation offers guidance on building, taking into 
account climate conditions and there is the Technical 
Code of Sustainable Construction (Código Técnico de 
Construcción Sostenible), a voluntary code promoting 
sustainable construction in new buildings (Government 
of Peru, 2021b).

Codes and standards for energy efficiency 
refurbishment, which would trigger the requirement 
to use more energy-efficient products and designs, 
are mostly ignored across the region. In Latin America, 
only Chile has a building code that covers the retrofit 
of existing buildings (GlobalABC/IEA/UNEP, 2020a). 
There are various certification schemes for both existing 
buildings, such as LEED for O&M, and for new buildings, 
such as the net-zero energy buildings certificate issued 
by the Green Building Council Brazil, which, however, 
are mainly acquired by private-sector buildings 
(GlobalABC/IEA/UNEP, 2020a).

Most countries in Latin America, have minimum energy 
performance standards (MEPS), (including Argentina 
and Brazil) and energy labels in place (including the 
three focus countries). Common issues with these 
standards are that they are not ambitious enough, are 
outdated or are not adequately enforced (GlobalABC/
IEA/UNEP, 2020a). For MEPS to be an effective tool, 
they should be developed in collaboration across 
the region to enable cross-border applicability. So 
far, standards are set at national level, and the lack 
of regional harmonisation of MEPS and labelling 
programmes limits the ability for markets to scale, 
posing a challenge for manufacturers, importers and 
retailers  (GlobalABC/IEA/UNEP, 2020a).

Financial support schemes in the building sector are 
important to incentivise investments. Argentina and 
Brazil offer some financial support for renewable energy 
diffusion in buildings through net-metering, coupled, in 
the case of Brazil, with tax benefits for owners of solar 
power generators of up to 1 MW in size (PV Magazine, 2019). 

While there is no specific financial support scheme 
for renewable energy diffusion in buildings in Peru, 
financial support mechanisms exist for new low-
carbon buildings and energy efficiency renovation 
(MiVivienda, no date). While the latter is not available in 
Brazil, there are soft credits in place in Argentina for the 
acquisition of efficient materials, both for renovations 
and new buildings (CAT, 2019). This incentive, however, 
only targets the social housing segment and is not 
available for other building types.

Neither Brazil nor Peru have national financial support 
schemes targeting appliances, solar thermal or clean 
cooking options in place. There are, however, some 
examples of sub-national policies for instance for 
the City of Sao Paulo and Rio de Janeiro mandating 
solar thermal systems for new and refurbished public 
buildings (IRENA, 2013). In Argentina, last year, the 
Government announced a new credit line from Banco 
Nación for the purchase of household appliances 
at preferential conditions, seeking to improve the 
energy efficiency of a range of appliance categories 
(Government of Argentina, 2020b). 

Summary and conclusion 
of analysis
To tackle climate change it is imperative to implement 
decisive action in the building sector, which is 
responsible for one quarter of energy-related CO2 
emissions in Latin America.

Technologically, commercially and economically 
viable solutions exist but stronger policies and 
partnerships to scale them up more rapidly are 
needed. Measures need to address both the existing 
building stock as well as new buildings. Nonetheless, 
none of the three countries have defined adequate 
signals or targets for Zero Emissions Buildings or 
renovations. There are individual approaches to 
implement policies (e.g., codes or MEPS) or incentives 
(e.g., financial support schemes) that are either not 
ambitious enough, are limited in scope or outreach, (e.g., 
voluntary vs mandatory) or lack adequate enforcement.
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To bring the sector on a Paris compatible track and 
avoid stranded assets, it is essential that governments 
act quickly by expanding and strengthening building 
codes and performance standards and offer 
incentives that support technological and financial 
innovation, and the adoption of more integrated 
planning policies and low-carbon materials. In 
addition, increasing awareness about the (non) 
economic benefits of increasing energy efficiency 
measures in the sector can also be considered an 
important task for governments.

Governments need to introduce 
climate-friendly building
standards to ensure more 
sustainable growth in the building 
sector.
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3.5  Industry

Global sector overview

Emissions in the industry sector at the global level are 
distributed over a set of sub-sectors, and include energy 
and non-energy related emissions, such as process 
emissions. Direct industrial emissions, for example through 
on-site fuel combustion, roughly accounted for 25% of 
global emissions in 2018, and have been on a slightly 
downward trajectory since 2014; mainly driven by non-
energy intensive industries (IEA, 2020e). Furthermore, the 
industry sector is also responsible for indirect energy-
related emissions when sourcing energy from the 
electricity and heating grid.

The industrial sector is the largest energy consumer 
and its energy demand continues to rise, accounting 
for 37% of total global final energy use in 2018, largely 
due to process heating, steam generation, and to a 
lesser extent electricity use (IEA, 2020e). Manufacturing 
of construction materials, such as steel and concrete, 
are particularly energy and emissions intensive (IPCC, 
2018, p. 138). The combustion of fossil fuels is a major 
source of anthropogenic emissions and with a lack of 
decarbonisation solutions, demand sectors need to phase 
them out (see Box 1: The oil and gas sectors).

The COVID-19 pandemic and governments’ health 
restrictions have impacted some industry sectors more 
than others. However, the overall demand for industrial 
goods declined and restrictions led to the slowing or 
shutting-down of operations. As a result, global emissions 
from the industry sector declined by almost 6% in 2020, 
but a considerable rebound effect can already be 
observed in 2021 (IEA, 2021c). The International Energy 
Agency (IEA) projects 2021 emissions to reach the same 
level as in 2019 (IEA, 2021c).

The IPCC special report on 1.5°C shows that industrial 
emissions need to be reduced by 80% by 2050, relative 

to 2010 levels (IPCC, 2018a). Residual emissions 
from certain industrial processes, such as chemical 
processes, remain and need to be compensated for, to 
reach net-zero emissions globally (IPCC, 2018a). Models 
with a better sectoral resolution suggest that steeper 
emissions reductions can be achieved using carbon 
capture and storage or utilisation (CCS/U) or break-
through technologies and production processes such 
as novel cements (Rogelj et al., 2018; Climate Action 
Tracker, 2020f). 

The IPCC special report on 1.5°C 
shows that industrial emissions 
need to be reduced by 80% by 
2050, relative to 2010 levels.

Mitigation options in the industry sector are spread 
over a broad set of often complex technologies, 
and there is still a lack of technological solutions 
for some industrial processes; making it one of the 
sectors that is the hardest to decarbonise. At the 
same time, the industry sector plays an enabling role 
in the transition to a net-zero emissions economy, 
by manufacturing components required for a 
decarbonised economy, such as electric vehicles, 
heat pumps or smart grid components. 

Therefore, three guiding considerations help to scope 
required investments in the industry sector: 1) demand 
levels, the type of products manufactured and their 
energy intensity, 2) the energy and emissions intensity 
of manufacturing processes, and 3) the energy and 
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emission intensity of materials, such as the choice 
between raw and recycled materials. 

Reducing the energy and emissions intensity of 
manufacturing processes can be achieved through energy 
efficiency measures, the electrification of production 
processes (to date electricity is the only energy carrier 
that can be fully sourced from low carbon energy), and by 
deploying innovative processes and/or applying CCS/U 
and zero emission fuels such as hydrogen. 

According to an analysis by the Climate Action Tracker, 
manufacturing processes will generally need to be fully 
electrified, by relying on low carbon, and eventually zero 
emission electricity, with an overlap with decarbonisation 
efforts in the power sector (Climate Action Tracker, 2020f). 
To that end, the electrification rate can guide policies and 
investment decisions (Table 11). 

Table 11: Low carbon manufacturing benchmarks (Climate Action Tracker, 2020f)

Paris Agreement Compatible Sectoral 
Benchmarks 2030 2040 2050

Global minimum electrification rate of all manufacturing 
processes (in %)

35 45–55 50–55

Brazilian minimum electrification rate of all manufacturing 
processes (in %)

30–35 40–50 50–60

At the same time, some manufacturing processes are 
very energy intensive, for which the electrification of 
processes will not be sufficient. For example, new 
installations in emissions-intensive sectors need to be 
low-carbon as of 2020 already and need to maximise 
material efficiency to reduce direct emissions. As 
a result, no new conventional carbon-intensive 
installations should be financed after 2020, such as 
blast furnaces without CCS/U processes (Climate 
Action Tracker, 2020f). 

New installations in emissions-
intensive sectors need to be 
low-carbon as of 2020 already 
and need to maximise material 
efficiency.

Investment data on the technology options needed 
to reach such emissions reduction levels is hard 
to come by, given the diversity of technological 
solutions needed. The IEA suggests that investments 
in energy efficiency totalled USD 40 billion in 2018 in 
the sector, however without a reference of the total 

investment volume needed in a scenario aligned to 
the temperature goal of the Paris Agreement, these 
figures are difficult to interpret (IEA, 2021c).

Overview in Latin America

Latin America made up 6% of global industrial emissions 
in 2010 (IPCC, 2014), and industry represented 24% of 
the region’s GDP in 2018 (World Bank, 2019b). Emissions 
have been increasing at a relatively low pace in recent 
years, at around 2% yearly between 2000 and 2018 
(ClimateWatch, 2020).

There are two main sources of emissions in the industry 
sector: energy use and industrial processes such as 
chemical processes. In the absence of emissions data, 
energy use can be an indication of emissions sources 
across the sector. As is the case at the global level, 
energy use in the industry sector among Latin American 
countries is spread across a broad set of industrial sub-
sectors. The distribution of energy use across industry 
sub-sectors provides a good idea of the complexity of 
the task, to reduce emissions (and energy use) in the 
sector (Figure 11). 
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Figure 11: Energy use by industrial sub-sector in 
Latin America in 201812 (IEA, 2021f)

In Latin America, the largest industry sub-sector in terms 
of energy use is the ‘food and tobacco’ sector, and in 
particular the food processing sector, accounting for 
nearly a fifth of energy use (IEA, 2021f). The ‘iron and 
steel’ and ‘paper, pulp and printing’ sub-sectors are the 
next largest energy consumers in the region, with around 
13% of the region’s energy use each. These three sub-
sectors alone diverge in the type of mitigation measures 
to be deployed. Remaining sectors each account for less 
than 10% of energy use and all require a different set of 
mitigation measures.

Like other regions, the LAC region has experienced a 
decline in economic activity as a result of the COVID-19 
pandemic. This has significantly impacted the industry 
sector. While reduced economic activity leads to 
reduced emissions from industrial processes, it also 
means a potential lack of the investments needed to 
decarbonise the sector. 

12 The graph combines IEA regions non-OECD Americas (inclu-
ding Colombia) and Chile (OECD) to form Latin America

The effect of COVID-19 restrictions differs amongst 
LAC countries. For example, it is expected that Peru’s 
stringent lockdown will have halted construction 
works and decreased demand for cement by more 
than 10% (Fitch Ratings, 2020). At the same time 
Brazil’s demand for cement may have slightly risen 
in 2020, as the government did not enforce similarly 
stringent COVID-19 restrictions (Fitch Ratings, 2020). 
Governments’ recovery packages will have a significant 
impact on the shape of that recovery, for example when 
measures are focused at infrastructure investments.

Box 1: The oil and gas sectors

The oil and natural gas industry is different from 
others, in the sense that the majority of its emissions 
does not come from operational activities but rather 
from the combustion of the fossil fuels in end-use 
sectors (power, transport, buildings and other 
industry), either domestically or abroad, when 
they are exported. As such, much of the mitigation 
potential lies in these end-use sectors. The oil and 
gas sectors however have an important role to shift 
their business and investment plans towards more 
sustainable areas to contribute to the objectives of 
the Paris Agreement, and avoid stranded assets. 

With CO2 emissions needing to decline to net zero 
by 2050, there will be a marginal role for the oil 
and gas sectors in the medium- to long-term. The 
developments across many Latin American countries 
go against this objective. At the current rate of 
production, it is estimated that oil reserves could last 
for well over 100 years in Central and South America, 
the highest among any region of the world. Much 
of this can be attributed to reserves in Venezuela, 
which has the world’s largest proven oil reserves 
(BP, 2020). Among the countries we analysed, Brazil 
ranks 15th, Argentina 33rd, and Peru 48th in terms of 
global oil reserves (CIA, 2018b). Argentina, Brazil, and 
Peru each also have substantial natural gas reserves 
(Energy Information Administration, 2021). Argentina 
is estimated to have one of the world’s largest shale 
gas reserves at the Vaca Muerta fields. To date, only a 
few countries have placed bans on further fossil fuel 
exploration or production. In the region, Costa Rica 
recently extended its oil exploration and exploitation 
ban to 2050 and Belize has ended offshore oil 
exploration (The Guardian, 2018; Government of 
Costa Rica, 2019).
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Low-carbon investments 
and developments in 
Argentina, Brazil and Peru 
Generally, it can be said that asset owners of production 
facilities are the investors in the industry sector, for 
example in the agribusiness, the production of heavy 
metals or the manufacture of motor vehicles. Table 12 
provides a non-exhaustive list of investment areas in 
the industry sector, and related investors (including 
examples for steel and cement manufacturing as 
‘hard-to-abate’ manufacturing sub-sectors). Given the 
large number of sub-sectors in the industry sector, the 
focus is primarily on the production of iron and steel,  

Investments in the industry sector 
in the LAC region have not reduced 
energy intensity levels.

the second largest energy consumer of the sector in 
Latin America. This sub-sector is the most emission and 
energy-intensive sub-sector. It is one of the ‘hardest to 
abate’ sub-sectors and it requires immediate action to 
ensure a full transition by mid-century. Some of the main 
investment areas and their typical capital providers or 
asset owners are shown in Table 12.

Table 12: Investment areas and main sources of capital in the industry sector (including exam-
ples for steel and cement manufacturing as ‘hard to abate’ manufacturing sub-sectors) – 
non-exhaustive list

Asset / activity Capital provider / asset owner

Low emissions investment areas

For manufacturing processes that are not hard to abate

Electrification of production processes Production facility owner

Reduction of electricity emission intensity Production facility owner / Energy utilities

For manufacturing processes that are hard to abate (Iron, steel and cement examples)

RD&D Governments, manufacturers

Recycling of steel Iron and steel manufacturers

Hydrogen based steel production Iron and steel manufacturers

Waste heat recovery systems Iron and steel manufacturers

Carbon capture and sequestration or utilisation Iron and steel manufacturers

High emissions investment areas

New blast furnaces to basic oxygen furnace route (BF-BOF) 
plants

Iron and steel manufacturers
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To date, investments in the industry sector in the 
LAC region have not reduced energy intensity levels 
(Santiago, Fuinhas and Marques, 2020). For instance, 
the emission intensity per output of cement in Brazil 
has increased since 2005; whereas Brazil’s emissions 
intensity of direct energy use is low, compared to 
other countries; largely due to the use of biomass as a 
feedstock (IEA, 2021f). There is still a significant need to 
reduce the emissions intensity further, to reach the Paris 
Agreement compatible levels at a maximum of 100 kg 
CO2/ton of cement by 2050 (Figure 12). Brazil’s National 
Syndicate of the Cement Industry (SNIC) suggests an 
emissions intensity of 480 kg CO2/ton of cement by 
2030, in line with the Paris Agreement Compatible 
Sectoral Benchmarks put forward by the Climate Action 
Tracker. However, it proposes much higher emission 
intensities in the long-term, to keep global warming to 
2°C (380 kg CO2/ton by 2050). 

Despite these differences, both studies suggest that 
reducing current emissions intensity levels cannot 
be handled by relying on fuel switch only, such as 
bioenergy, but will require transformational investments 
and ambitious sectoral policies to reduce direct process 
emissions and indirect emissions from thermal energy 
(SNIC, 2019; Climate Action Tracker, 2020f). Investments 
into the electrification of end-use industry sectors could 
help decarbonise the sector significantly. 

More than half of global energy demand in industry 
should be electrified by 2050 to achieve full 
decarbonisation. Historical trends in Latin America, 
such as in Brazil, however suggest that investments in 
the electrification of the sector are not happening there 
yet (Climate Action Tracker, 2020f). 

Historical emissions Projected policy emissions Paris Agreement compatible benchmark

2015

kg
 C

O
2 /

 t 
pr

od
uc

t

0

200

100

300

400

600

500

2020 2025 2030 204520402035 2050
years

Figure 12: Emission intensity in cement in Brazil – historical data, projections and Paris compatible benchmarks 
(Climate Action Tracker, 2020f).

Policy framework

The industry sector is a major source of direct 
emissions and is the largest energy consumer 
along the transport sector (IEA, 2021b). Mitigation 
measures in the industry sector are crucial not only 
to reduce energy demand and therefore relieve 
pressure from the energy sector, but also to enable 
sectoral transitions in other sectors. 

There is however little evidence that this is happening 
on the scale and speed needed in Latin America. 
Setting the right signals and targets as well as 
implementing policies to incentivise low-carbon 
investments in the sector are therefore crucial. The 
industry sector policy landscape in Argentina, Brazil 
and Peru is shown in Table 13.
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Table 13: Policy framework assessment for the industry sector.

Policy Assesment

Investor signals and targets

Emissions reduction plan 
and target for the sector

Not in place

Short-to medium-term target or plan in 
place

Medium and long-term target and plan in 
place

Plan to end fossil fuel 
exploration

Not in place

In place

Support schemes for 
renewables

Not in place

 In place

RD&D policies in place for 
‘hard to abate’ sub-sectors 
(steel, cement)

Not in place

In place for one sub-sector or technology

In place for several sub-sectors

Policies and incentives to invest in low-carbon technologies

Strategy for material 
efficiency (steel, cement, 
aluminium, etc.)

Not in place

In place

Minimum energy 
performance and 
equipment standards

Not in place

 In place

Financial incentives in 
place for energy efficiency 
measures in industrial 
production

Not in place

 In place for one sub-sector

In place for several sub-sectors

Financial incentives or other 
support for CCS/U and low-
carbon hydrogen

Not in place

In place for one technology 

In place for both technologies
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Investor signals and targets
Medium- to long-term plans to decarbonise the 
industry sector, including an emissions target, provide 
important signals to investors (especially targets) and 
set out a pathway towards achieving these. Of the three 
countries analysed, none has communicated a clear 
emissions target to guide investors. 

None of the three countries has 
communicated a medium- to 
long-term plan or emissions 
reduction target to decarbonise 
the industry sector.

In the absence of such targets, plans ideally provide visions 
in line with the long-term goals of the Paris Agreement, 
to avoid developments with a lock-in of high-carbon 
technologies and activities. A dedicated sectoral plan 
exists in Argentina for the period until 2030, and Peru 
has individual measures in the sector, integrated into 
an economy-wide mitigation plan, also reflected in the 
NDC. In Brazil, only sub-sectors, such as the mining sector 
have plans. These plans lack the transformational vision 
needed when working towards a net-zero economy, as 
such measures only target incremental changes.

In a Paris-compatible world, fossil fuel extraction needs 
to be completely phased out, or accompanied with clear 
plans on how to mitigate the resulting emissions, for 
instance through the use of CCS/U solutions. However, 
Argentina, Brazil and Peru have plans in place to expand 
the extraction of fossil fuels in the short to near term 
(Castillo et al., 2020). For example, Argentina’s “Plan Gas” 
aims for an increase in private investments of USD 5 
billion in gas production in the coming years (Ministry of 
Economy of Argentina, 2020). Similarly, Brazil’s PROMAR13  
and REATE 202014  plans, aim to coordinate action amongst 
the energy and finance industry, to competitively exploit 
Brazil’s offshore and onshore oil and gas reserves, enhance 
financial support from the government and support the 
national industry around the exploration and production 
of offshore oil and natural gas (Castillo et al., 2020; EPE, 

13 Revitalization and Incentive Programme for the Production of 
Maritime Fields  

14 Revitalization of the Activity of Exploration and Production of Oil 
and Natural Gas in Land Areas

2021b). Furthermore, Brazil’s Ministry of Mines and Energy 
pursues actions to promote a favourable environment to 
attract foreign investments in the oil and gas sectors, as 
part of the Mining and Development Plan (PMD) 2020-2023 
(Government of Brazil, 2021a). 

These plans require significant investments and play an 
important part of countries’ economic growth and energy 
security strategies. Ultimately, the aim often includes 
the exporting of fossil fuels. Whilst investments into the 
expansion of fossil fuels provide near to medium term 
benefits such as revenue generation and jobs, such 
investments also lead to long-term implications for the 
industry and the energy sector that essentially will need 
to transition towards net zero emissions. 

CO2 emissions from already developed fossil fuel reserves 
(oil, gas and coal mines and fields that are currently 
under construction or in operation) are likely to exhaust 
the 2°C carbon budget and push the 1.5°C temperature 
goal out of reach (SEI et al., 2020). According to the “Net 
Zero Scenario” of the IEA, no new oil or natural gas fields 
are being developed beyond existing fields and those 
already approved for development (IEA, 2021f). Given 
the significant renewable energy resources that exist 
in the LAC region that could also in the future be used 
to export hydrogen (power to gas), and the lack of long-
term transition strategies, the plans to extend fossil fuel 
exploration sends wrong long-term signals to investors. 

Replacing fossil fuel feedstock with renewable 
alternatives and sourcing renewable electricity for 
industrial processes are key elements to decarbonising 
the industry sector. Today, biomass already plays an 
important role in the industry in Brazil, where renewable 
energy sources account for more than 40% of the direct 
energy use in the sector. In Argentina and Peru this is 
significantly less with only 8% in each country (IEA, 2021f). 
This is partly due to the fact that Brazil has a support 
scheme that provides direct funding for renewables in 
the private sector. Argentina has a net-metering scheme 
in place to promote the use of renewable energy. It also 
has put in place a law (Resolution 281-E/2017) that enables 
bilateral agreements between energy producers and 
large-scale consumers with a power demand greater than 
300 kW.  The law aims to develop a market for renewable 
energy through the MATER program that prioritises the 
dispatch of renewable energy (MINEM, 2017). Peru has 
no such incentives in place.
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Technological solutions to reduce emissions in many 
industry sub-sectors are not readily available and 
significant efforts into R&D and demonstration 
projects are still needed to develop these (Climate 
Action Tracker, 2017). Technologies that need to be 
developed include novel cement production and 
hydrogen-based steel (Climate Action Tracker, 2020f). 
None of the three focus countries have programmes 
in place to develop these technologies. This reflects 
the lack of long-term vision towards net-zero emissions 
and a consequent lack of investments needed in the 
early stages of technology development. 

While some of these required transformational 
technologies might be developed and first deployed 
in developed countries, they also need to be adjusted to 
the local context and/or different technologies might be 
more suitable in some countries than in others. Hence, 
at a minimum, investments into adapting technologies 
to the local context are necessary. 

As a result of governments’ lack of action, initiatives to 
reduce emissions in the sector, develop new technologies 
and drive investments for low-carbon solutions are currently 
largely driven by the private sector. Internationally operating 
companies such as LafargeHolcim or CEMEX have made 
commitments to reduce emissions (Cemex, 2020; Edie, 
2020). However, these commitments are voluntary in nature, 
and current investments in transformational technologies 
are insufficient. 

Efforts to reduce emissions in 
the industry sector and drive 
investments for low-carbon 
solutions are largely driven by the 
private sector.

Policies and incentives
Material efficiency, or the reduction in material use for 
the same end product, is an integral part of reducing 
emissions in the industry sector. A driving factor to 
significantly reduce emissions is the substitution of 
raw materials by recycled materials such as in the 
steel or aluminium sector. For instance Brazil had a 
25% share of electric arc furnaces, an electricity-based 
method relying on the use of recycled steel, in 2013 

and 22% in 2018 (World Steel Association, 2015, 2020). 
Argentina’s National Industry and Climate Change 
Action Plan entails several mitigation actions 
specifically targeted at resource efficiency (Ministry 
of Production and Labor, 2018). Brazil and Peru do 
not have a government-level effort in place to foster 
material efficiency.

Brazil had some plans, but they are not supported by a 
clear strategy and/ or policies to support them. Hence, 
current successes are driven by market forces but 
could further be strengthened with effective policies 
such as the use of Best Available Techniques reference 
documents (BREFs) in the EU, to foster the use of best 
available techniques in the industry sector. 

Minimum energy performance standards (MEPS) for 
products, especially for cross-cutting technologies such 
as machinery equipment, are essential to reduce the 
energy use in the sector. They set mandatory standards 
for energy efficiency that the industry has to comply 
with and that ideally become more stringent over 
time. Even though many industrial products are traded 
globally, unregulated markets include many inefficient 
products, suggesting that without the existence of such 
standards, companies tend to sell more energy intensive 
products in markets with weak or no MEPS (IEA, 2020b). 
The number of technologies in use in industry is large 
and MEPS should hence focus on the most relevant 
ones, high-emitting technologies or cross-cutting 
technologies used throughout industry sub-sectors. 
Such cross-cutting standards are in place for motors 
in Brazil (IEA, 2021d).

Financial incentives can guide investors towards 
investments into energy efficiency and given the broad 
spectrum of technologies in the sector, these incentives 
can be equally diverse. While energy efficiency measures 
are often economically viable over the lifetime of their 
application, significant barriers exist. Financial barriers 
such as long payback periods and non-financial barriers, 
such as complex processes in which embedding energy 
efficient technologies is difficult to implement hinder 
the roll-out of energy efficiency measures. Financial 
incentives can help overcome these barriers by making 
the product more attractive or by enabling the investor 
to accept a longer payback period. Programmes with 
a focus on supporting the uptake of energy efficient 
technologies in SMEs are implemented, both in Brazil 
and Argentina. However, these programmes are often 
minor in scale and need to be scaled up to have the 
impact needed.
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Policies to support the uptake of 
energy efficient technologies in 
SMEs are implemented in Brazil 
and Argentina.

Carbon capture and sequestration or utilisation 
(CCS/U) and low-carbon hydrogen fuel are inevitable 
solutions as some industrial processes cannot easily 
be electrified (as discussed before). However, these 
solutions are not yet commercially available and require 
financial incentives or other forms of public support. 
There is a case for CCS/U to compensate for residual 
emissions from certain industrial processes, such as 
chemical processes, and for low-carbon hydrogen fuel, 
where electricity is not compatible, such as in certain 
high temperature processes. These are solutions that 
have very high (perceived) risks and more importantly, 
do not bring a return on investment or are significantly 
worse than alternate high carbon investments. CCS/U 
is an end of pipe technology and hence a technology 
that always leads to additional costs. 

Brazil has programmes that support CCS/U, but these 
do not go beyond funding individual CCS/U projects for 
enhanced oil recovery. Argentina and Peru do not have 
such incentives in place, thus significantly hindering 
the uptake of such technologies. However, Argentina’s 
President has recently announced the development 
of a hydrogen plan for the country (Government of 
Argentina, 2021b). A State in North-eastern Brazil 
plans to host large hydrogen production plants from 
wind and solar energy; in cooperation with private 
companies. However, no national policy exists to 
support green hydrogen investments (Wilson Center, 
2021). Currently, private entrepreneurs wanting to 
venture into these areas and technical solutions entirely 
bear all costs and risks, which is unlikely to continue.

Summary and conclusion 
of analysis

To tackle climate change, it is imperative to implement 
decisive action into the industry sector, which is the 
largest energy consumer along the transport sector, 
responsible for roughly a quarter of global emissions, 

and because the sector enables the transition of other 
sectors. While technological solutions differ for the 
many industry sub-sectors, electrification and energy 
intensity reduction are key mitigation measures. 

The current pandemic has slowed investments in the 
industry sector. However, a rebound effect is expected 
in the LAC region. It is important that current and future 
investments in the industrial sector enable the transition 
towards a net-zero economy. The public sector has an 
important role to play, for example through recovery 
packages. 

Policy measures in the industry sectors of the three 
focus countries are few and scattered. Argentina has 
a National Industry and Climate Change Action Plan 
to reduce emissions from industrial processes and 
accrue material efficiency. Brazil and Peru have no 
integrated plan to tackle emissions in the industry 
sector. Existing measures often only lead to very 
incremental changes, and measures that incentivise 
transformational change in the sector are practically 
non-existent. Furthermore, Argentina, Brazil and Peru 
have plans to invest in the extraction of oil or natural 
gas, which is misaligned with the temperature goal 
of the Paris Agreement. 

Public sector interventions, such as through policy 
incentives, the setting of clear emissions reduction 
targets or through public procurement guidelines 
are essential to redirect investments towards the 
decarbonisation of the sector. Moreover, the public 
sector must support the development and deployment 
of some technical solutions in hard-to-abate industry 
sub-sectors that are essential yet bear high risks or 
require more research and development efforts. 

Policy measures in the industry 
sector are sparse and scattered; 
investments made in low-carbon 
solutions, largely driven by the 
private sector, have only led to 
incremental changes.
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3.6 AFOLU

Global sector overview

The agriculture, forestry and other land use (AFOLU) 
sector is responsible for 15 to 23% of emissions 
worldwide, depending on estimates, that is roughly 
equally split between agriculture on the one hand and 
forestry and other land use on the other (IPCC, 2019; WRI, 
2021). The sector is currently not on a Paris-compatible 
emissions pathway, and to redress this situation, existing 
emissions sources will need to significantly decrease 
while simultaneously increasing emission sinks (IPCC, 
2019; Kachi et al., 2021). In all 1.5°C-compatible pathways 
CO2 emissions from the AFOLU sector must be reduced 
to net zero by 2030 and become a major net sink before 
2050 to compensate for residual emissions in other 
sectors (IPCC, 2018; Roe et al., 2019). In the short-term, 
net deforestation needs to be halted by 2025 (Kuramochi 
et al., 2018).

Afforestation, reforestation, and forest conservation 
are some of the most common measures to protect 
and increase carbon sinks. Beyond forests, ecosystems 
such as peatlands and coastal wetlands are also major 
carbon sinks, which need to be protected with adequate 
policies. A reduced conversion of coastal wetlands could 
reduce emissions by 0.11–2.25 GtCO2e annually up to 
2050, and a decrease in peatland conversion and burning 
could reduce emissions 0.45–1.22 GtCO2e annually by 
2050 (IPCC, 2019). To put this into context, total emissions 
from forestry and other land use were around 5.8 GtCO2 
between 2007 and 2016 (IPCC, 2019).

Population growth will impact activity and emissions 
in the agriculture sector, with the global population 
rising to around 10 billion in 2050. At the same time, 
the impacts of climate change are putting increasing 

pressure on food security. To guarantee food security 
while lowering agricultural emissions (which indirectly 
also supports food security), more food needs to be 
produced without encroaching on additional high-carbon 
land and accelerating deforestation. While this poses a 
challenge, there are measures with untapped potential 
which can reduce the need for land conversion, such as 
reduced food waste, changing diets, and increases in 
productivity (IPCC, 2019).

In the agriculture sector, some of the measures with the 
highest mitigation potential globally include increased 
food productivity, agroforestry and increased soil carbon 
sequestration (IPCC, 2019; Kachi et al., 2021). Other 
significant mitigation measures include an improved 
management of cropland, livestock, and grazing land. A 
major share of agricultural emissions comes from meat 
and dairy production, particularly enteric fermentation 
in cows. Cattle and dairy cows produce around as much 
GHG emissions through enteric fermentation as the 
United States (Ahmed et al., 2020) and meat supply per 
capita has more than doubled globally since the 1960s 
(IPCC, 2019). Reducing emissions from fertiliser use is also 
an important mitigation measure in the sector. 

Between 2010–2016, food waste and loss alone 
contributed 8 to 10% of all GHG emissions, and 
around 25 to 30% of all food is lost or wasted (IPCC, 
2019). In Paris-compatible pathways and in line with 
the Sustainable Development Goals (SDGs), food waste 
would need to be decreased by 25% by 2030 and by 
50% by 2050 compared to 2017 levels (Kachi et al., 2021; 
UN, 2021). By 2050, lower-emitting diets could further 
reduce emissions 0.7–8 GtCO2e yearly (IPCC, 2019 
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Overview in Latin America
The agriculture and forestry sectors have an 
important role in Latin American economies and have 
a much higher contribution to emissions in the region 
compared to world average levels. Whereas globally 
emissions from AFOLU represent between 15 to 23% 
of total emissions, in the LAC region this figure rises  
to around 46%.

Forestry and other land use: The LAC region is home 
to around a third of the world’s forests, half of tropical 
forests and one fourth of mangroves (IDB, 2020a). 
Latin America is also the continent with the largest 
peatlands and coastal wetlands (Gumbricht et al., 2017). 
The conservation of these high-carbon landscapes is 
important for climate mitigation and biodiversity. At the 
same time, they are an important source of livelihoods; 
policies to avoid deforestation or the conversion of these 
lands are important, but they often need to be paired 
with incentives and economic benefits, to be successful 
(IDB, 2020a). This has been achieved for example in 
Costa Rica, where there is now a strong link between 
economic development through the tourism industry 
and forest conservation (IDB, 2020a). The main drivers 
of tropical deforestation in South America are beef and 
soy production.

Latin America is home to around a 
third of the world’s forests, half of 
tropical forests and one fourth of 
mangroves. It also has the world’s 
largest peatlands and coastal 
wetlands.

Agriculture: With 8.5% of the global population, the LAC 
region accounts for 13% of agricultural goods and fish 
produced worldwide and 25% of their exports (OECD-FAO, 
2020). The sector is an important economic contributor 
and employs a significant share of the workforce. In 2019, 
the contribution from agriculture, forestry and fishing 
to national GDP was 6.1% in Argentina, 4.4% in Brazil, 
7% in Peru (World Bank, 2021i). As of 2016, over 15% of 
all employment in Latin America and the Caribbean 
(excluding high-income countries) was in the agriculture 
sector (World Bank, 2020d). This makes it an important 

sector for investment and government policy. Out of 
the countries analysed in this report, Argentina had the 
lowest share of jobs in agriculture at just 0.6%. In Brazil 
and Peru, employment in the sector comprised 10% and 
28%, respectively (World Bank, 2021i).

The LAC region accounts for 13% 
of agricultural goods and fish 
produced worldwide and 25% of 
their exports.

Population in the LAC region is expected to increase from 
650 million to around 760 million in 2050 (UN, 2019), as a 
result of which agricultural production and investments 
will likely increase, with increased land use pressures. At 
the same time, climate impacts will have an increasing 
impact on the AFOLU sector as a whole, with implications 
in terms of investment risks and livelihoods. 

Low-emissions investments 
and developments in 
Argentina, Brazil, and Peru
Looking at investments in the AFOLU sector and policies 
to support increased, low-emissions investment is 
difficult, as the activities are segmented into various 
categories and data is often limited, including illegal 
logging for example. Investments in other sectors, such 
as mining and transport, can also have indirect impacts, 
particularly on forestry.

Some of the main investment categories in the sector 
are land, machinery and equipment, storage facilities 
and livestock. In the agriculture sector, farmers and 
agribusiness are responsible for most of the investments 
in the sector, as shown under Table 14. Investments in the 
agricultural sector are often perceived as risky, notably 
due to the uncertainties linked to production (FAO, 2018). 
These risks are, and will be further exacerbated, due to 
the impacts of climate change.
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Table 14: Investment areas and main sources of capital in the AFOLU sector – non-exhaustive list

Asset / activity Capital provider / asset owner

Low emissions investment areas

Afforestation and reforestation Governments, local forest rights holders, lessees, 
concessionaires, forest projects/management company

Agroforestry Non-timber forest product businesses, farmers, traders

Sustainable forest management Forest owners, forest managers, concessionaires, lessees, traders

Recovery of degraded pastures Farmers, SMEs, landowners, lessees

Sustainable land management Farmers, cooperatives, land-use planners

Biopesticides and biofertilisers Farming companies

Seeds and breeding technologies Farming companies, farmers, cooperatives

Climate-smart machinery and irrigation Agribusinesses, farmers, cooperatives

High emissions investment areas

Deforestation Farmers, agribusinesses, forest owners, traders, industrial actors

Nitrogen fertilisers Fertiliser/chemical companies

In the absence of comparable investment data, we 
look at changes in forest land area and agriculture 
emissions intensity in Argentina, Brazil, and Peru. 
These indicators indirectly show that investments in 
deforestation have increased, and that the agriculture 
sector now produces somewhat fewer emissions 
per unit of value produced than in 1990—thanks to 
increases in efficiency or structural changes.

Forestry and other land use: Globally, the forested 
land area has decreased by around 3% since 1990 
(IPCC, 2019; Climate Action Tracker, 2020d). However, 
in many Latin American countries the forested area 
has decreased at a much faster rate. In Argentina, 
Brazil, and Peru, forest land area decreased by 22%, 
10% and 5%, respectively between 1990 and 2015 
(Climate Action Tracker, 2020d). The picture is more 
alarming for tropical forest deforestation, which 
increased by 12% globally in 2020, compared to 2019 
(Weisse and Goldman, 2021). This was particularly the 
case in Brazil, where primary forest loss in the Amazon 
increased by 15%. Brazil remains by far the country 
with the largest tropical forest loss worldwide, with 

Peru being the fifth largest globally, and second in 
the LAC region.

The emissions intensity of the 
agriculture sector in Brazil and 
Argentina is more than double 
the world average.

Agriculture: The emissions intensity of the agriculture 
sector has decreased in Argentina, Brazil, and Peru in 
the past decades, particularly in Brazil but remains 
twice as high as the world average in Argentina and 
2.5 times higher than the world average in Brazil (see 
Figure 13). In Peru it was a little lower than the world 
average, in the same year. The agriculture sector in 
Brazil and Argentina on the one hand, and in Peru 
on the other, is different in terms of structure and 
production. One difference that is also reflected in 
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different emissions intensities lies in meat production, 
which is highly emissions-intensive, particularly when 
it comes to ruminant livestock. Peru’s meat production 
is around 2.5 times lower than in Brazil and Argentina 
(Climate Action Tracker, 2020d). 

The agriculture sectors of Brazil and Argentina are 
heavily export focused, and they are respectively the 
first and second agricultural goods and food exporters 
in Latin America and the Caribbean—with exports 
worth USD 79 billion and 35 billion in 2017 (OECD-

FAO, 2019). Brazil is the largest exporter of various 
commodities such as soy, beef, poultry, sugar, etc. (CBI, 
2020c). In both countries, large, export-oriented farms 
dominate agricultural production. Despite this, most 
farms are still family-run (75% in Argentina) (FAO, 2021). 
In Peru, the agriculture sector is somewhat different. 
Small farms dominate and are responsible for the vast 
majority of food consumed in the country. Peru is also 
an important exporter (sixth largest in the Latin America 
and the Caribbean), with exports worth USD 8.8 billion 
in 2017 (OECD-FAO, 2019).
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Figure 13: Agriculture emissions intensity in Argentina, Brazil, Peru, and the world in 1990–2014 (Climate Action 
Tracker, 2020d)

Policy framework

Clear policies and effective incentives in the land sector are needed to ensure that high-carbon activities cease, such 
as deforestation and the clearing of wetlands and peatlands, and that low-emitting activities and carbon sinks can 
be promoted. Table 15 provides an overview of some of the important mitigation policies and incentives in the AFOLU 
sector in Argentina, Brazil, and Peru.



Sectoral policy framework for low-carbon investments
64

AFOLU

Table 15: Policy framework assessment for the AFOLU sector

Policy Assesment

Investor signals and targets

Clear timeline to achieve 
net-zero deforestation and 
stop tropical deforestation

Not in place

Medium- or long-term horizon in place

Short-term horizon in place

Target for net-negative 
emissions in the sector

Not in place

Net-negative objective in place

Clear strategy and target in 
place to reduce emissions 
in the agriculture sector

Not in place

Short- or medium-term target or plan in 
place

Both medium and long-term target and plan 
in place

 Policies and incentives to invest in low-emissions technologies and activities

Policies in place to 
support sustainable 
forest management, 
reforestation, and 
afforestation

Not in place

 In place

Policies preventing 
deforestation of high-
carbon landscapes

Not in place

In place but only partially implemented

In place and implemented

Policies in place to restore 
and reduce conversion 
of peatlands and coastal 
wetlands

Not in place

At least one policy is in place

Several policies are in place or policies 
covers both wetlands and  peatlands

Incentives to reduce GHG 
emissions from agricultural 
activities

Not in place

In place for one activity or sub-sector

In place or at least two activities or sub-
sectors
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Policy Assesment

RD&D support to promote 
low-emissions agricultural 
practices and improve 
energy use in food systems

Not in place

In place

Incentives or other policies 
to promote agricultural 
practices that increase soil 
carbon sequestration

Not in place

In place

Policies or incentives to 
reduce post-harvest food 
loss and waste

Not in place

In place

Strategies or policies 
to reduce consumption 
of emissions-intensive 
agricultural products 
(meat, dairy, etc.)

Not in place

In place

Investor signals and targets

Forestry and other land use
None of the countries has an objective to achieve net-
zero deforestation and halt tropical deforestation, 
nor is there a target to reach net-negative emissions 
in the forestry and other land use sectors. At the 
2009 climate summit in Copenhagen, Peru formulated 
an objective to reduce forestry and other land use 
emissions to zero by 2021. This objective was later 
replaced with a target to reduce deforestation in the 
Peruvian Amazon by 30% by 2030. Argentina’s Forest 
Law (Law, 26.331) prohibits deforestation in some 
primary forests, but there is no objective to achieve 
net-zero deforestation. The second NDC only refers 
to a ‘substantial reduction’ in the deforestation rate 
by 2030 (Government of Argentina, 2020a). Brazil had 
a commitment to reduce deforestation by 80% below 
1996–2005 levels by 2020, but recent deforestation 
levels leave it far from achieving this (Climate Action 
Tracker, 2020b). None of the three countries have put 
forward net-negative emissions objectives for forestry 
and other land use, even though this is a critical step in 
all 1.5°C-compatible pathways. The net-zero emissions 
strategies under preparation in Argentina and Peru 
(as of June 2021) may include a target for forestry as 
a net sink, but this is yet to be confirmed

Agriculture
Argentina, Brazil and Peru all have a medium-term plan 
to reduce emissions in the agriculture sector, but 
none have a long-term outlook for the sector. Brazil’s 
agriculture mitigation plan, the ‘ABC Plan’, has been 
in place for over a decade. In 2021, the government 
released an updated and extended ‘ABC+ Plan’ 2020–
2030 (Government of Brazil, 2021b). Argentina’s National 
Cabinet on Climate Change approved the first sectoral 
mitigation plan for agriculture in 2019. Peru’s agriculture 
mitigation measures are linked to its latest NDC.

Policies and incentives

Forestry and other land use
Some mitigation policy options in the AFOLU sector 
have a faster impact than others—these include the 
conservation of high-carbon ecosystems such as 
wetlands, peatlands and forests (IPCC, 2019). Others, 
such as reforestation and the restoration of high-
carbon landscapes, tend to take more time but are also 
associated with benefits linked to ecosystem services. 
Each of these measures require dedicated policy support 
from governments—and often also, dedicated public 
financing programmes or carbon pricing schemes.
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When it comes to support for afforestation and 
reforestation, there are generally policies in place, 
but their implementation levels and effectiveness vary. 
Argentina, Brazil, and Peru each have various schemes 
to support afforestation and reforestation. They have 
also all put in place policies to prevent deforestation 
in high-carbon landscapes. None of these policies 
are however fully implemented, and illegal logging 
remains a significant issue. In Argentina, policies include 
ForestAr 2030 and the Forest Law (26.331), which aims to 
protect native forests. In 2020 however, nearly 115,000 
hectares of native forests were lost in the north of the 
country, equivalent to around 21 MtCO2e in emissions 
(Greenpeace, 2021). The rate of deforestation has 
however roughly halved under the Forest Law, from a 
yearly average of 370,000 hectares in 2002–2013 to less 
than 180,000 hectares per year in 2014–2018 (Government 
of Argentina, 2020a).

Illegal logging remains a 
significant issue, despite policies 
to prevent deforestation.

In Peru, Law 1220 has declared the efforts against illegal 
logging a matter of national interest. In March 2021, the 
government announced an investment of USD 50 million 
under the Forests Programme to reduce deforestation 
in the Amazon (Government of Peru, 2021c). The 
Amazon Fund, a key financial instrument to protect the 
Amazon forest in Brazil, was suspended in 2019 after the 
governments of Norway and Germany announced they 
would freeze donations, in protest against increased 
levels of deforestation under the current federal 
government (Boffey, 2019).

Currently, Argentina and Peru have a policy to protect 
wetlands. In 2020, the Argentinian government 
reactivated the Comprehensive Strategic Plan for 
the Conservation and Sustainable Use (PIECAS) after 
wildfires ravaged much of the wetlands area. Following 
renewed attention to the importance of wetlands, 
national legislation is planned to protect wetlands in a 
more systematic way (Infobae, 2020), which would be 
an important step in light of the fact that wetlands cover 
over a fifth of the territory in Argentina (Télam, 2021). The 
Peruvian government has also recently published a 
framework policy to deal with wetlands protection. None 
of the three countries have a comprehensive policy to 

protect peatlands, even though each is home to major 
peatland areas.

Agriculture
Sustainable land management practices and 
technologies represent an upfront cost, but can become 
profitable after three to ten years (IPCC, 2019), and 
therefore require dedicated policy instruments to make 
them attractive to farmers and land managers. Argentina, 
Brazil, and Peru all have at least one policy or incentive 
scheme to reduce emissions from agriculture. In Peru, 
there are six mitigation measures linked to the NDC 
to reduce emissions from agriculture, which include 
improved livestock management, silvopastoral systems 
to reduce GHG emissions in the rainforest, replacing rice 
cultivation with lower-emitting and more economically 
attractive crops, improving rice cultivation to reduce 
emissions, and sustainable management of permanent 
crops in the Amazon. 

In Brazil, the ABC Plan includes various measures 
to reduce emissions from agriculture, including the 
recovery of degraded pasture lands, the promotion of 
crop-livestock integration and agroforestry, biological 
nitrogen fixation to reduce fertiliser use, and better 
management of animal waste. Argentina has a national 
plan for integrating forestry and livestock (Government 
of Argentina, no date b); in 2016, livestock was the sub-
sector with the highest emissions, representing 21.6% 
of all GHG emissions (Government of Argentina, 2020a). 
The main mitigation for the agriculture sub-sector, 
representing 5.8% of GHG emissions in 2016, is to increase 
the cultivated area with cereals (wheat and maize), and 
reduce areas with oilseeds (soy and sunflower).

Both Argentina and Brazil have invested in R&D 
programmes to reduce emissions in their agricultural 
sectors. The Brazilian development bank BNDES has put 
in place an agricultural innovation funding programme 
(“Plano Inova Agro”) for Brazilian agribusinesses, which 
includes measures to improve efficiency (BNDES, no 
date). In addition, the Brazilian Agricultural Research 
Corporation (Embrapa) also conducts research on 
sustainable agricultural practices. Argentina has a 
programme for smart agriculture in place and the 
National Agricultural Technology Institute (INTA) has a 
mandate to conduct research on sustainable agriculture.

Soils are one of the main carbon sinks, but cropland soils 
have lost between 20 to 60% of their carbon content 
globally, compared to pre-cultivation levels (IPCC, 2019). 
To reverse this trend, incentives to promote agricultural 
activities that increase soil carbon sequestration 
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are needed. Soil carbon sequestration is one of the 
few measures for carbon dioxide removal that can be 
performed with low or sometimes even negative costs. 
In the agriculture sector, Brazil continues to implement 
the Low-Carbon Agriculture Plan (ABC Plan), which 
promotes low- or no-tillage practices. In Argentina, no-
tillage practices are relatively widespread (Aapresid, 
2018). The government has also put forward a plan for 
agricultural soils, which includes measures to monitor 
and increase soil carbon sequestration (INTA, no date).

Argentina and Brazil have policies 
in place to incentivise agricultural 
practices that increase soil 
carbon sequestration.

Argentina and Peru have put in place policies to 
decrease food waste. In 2020, Peru passed a decree 
to reduce food waste (Government of Peru, 2020b). 
Argentina also passed a national plan to reduce food 
waste and loss, which was passed as a law in 2019. 
None of the countries have put in place strategies or 
policies to shift consumption of emissions-intensive 
products (primarily meat and dairy). Most governments 
that have tackled this issue have done so through soft 
measures such as dietary guidelines, as has been done 
in China, the United States, and the United Kingdom 
(Froggatt and Wellesley, 2016). Meat consumption has 
significantly increased in Brazil over the past decades, 
and to a lesser extent in Argentina and Peru. In Brazil, 
meat consumption measured in kilocalories (kcal) 
per person per day doubled between 1990 and 2013, 
going from 220 to 450 (Climate Action Tracker, 2020d). In 
Argentina, it went up from 500 to 600 kcal per person per 
day during this same period. In Peru, where the overall 
meat consumption was below the world average of 240 
kcal per person per day in 2013, consumption increased 
from just 70 to 100 kcal per person per day in 1990–2013. 

Summary and conclusion 
of analysis
The AFOLU sector is particular in the sense that it is the 
sector most affected by the impacts of climate change, 
and one where investments are urgently needed in both 
mitigation and adaptation. It also has a different investment 

profile and different mitigation policy needs, compared to 
most other sectors. This is particularly the case for forestry 
and other land use, where policy instruments are needed 
to ensure investments do not flow into emissions-intensive 
activities such as deforestation. Given the protection of 
high-carbon landscapes is a public good. 

This is also an area where government action and 
resources in the form of policymaking, monitoring and 
enforcement, and financial incentives are often needed. 
While the divestment debate in the AFOLU sector is still 
at an earlier stage compared to fossil-fuel dominated 
sectors, the discussion around deforestation-free supply 
chains and finance is becoming increasingly prevalent, 
and one where investor and consumer pressure could 
help to gear investments in the right direction (WEF, 2017). 

As a result of population increase and the important 
role Latin America plays in food production, 
investment in agriculture is likely to increase in 
the coming decades. There are some important 
areas for farmers and agribusinesses to invest 
in to reduce emissions, including sustainable 
intensification, practices that enhance carbon sinks 
such as agroforestry and soil carbon sequestration, 
reducing synthetic fertiliser use and moving away, 
where feasible, from emissions-intensive agricultural 
products (Stabile et al., 2020; Kachi et al., 2021).

With population increase and the 
important role Latin America plays 
in food production, investment in 
agriculture is likely to increase in 
the coming decades.
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3.7  Waste

Global sector overview

In 2016, the waste sector was responsible for 3.2% of global 
GHG emissions, with landfills and wastewater accounting 
for 1.9% and 1.3%, respectively (Our World in Data, 2016). 
The sector’s contribution to GHG emissions is mostly 
(97%) through methane emissions resulting from the 
anaerobic decomposition of waste in sanitary landfills (UN 
Environment, 2018b).

To be consistent with 1.5°C scenarios, by 2030 methane 
from the waste sector should be reduced by 65% (55-
75%), compared to 2010 levels. Without additional 
controls, waste sector methane emissions are expected 
to increase to 78 Mt by 2030, compared to 57 Mt in 2010 
(ccacoalition, 2020).

The climate benefits of waste practices result from 
avoided landfill emissions, reduced raw material extraction, 
and manufacturing, recovered materials and energy 
replacing virgin materials and fossil-fuel energy sources, 
carbon bound in the soil through compost application, and 
carbon storage, due to recalcitrant materials in landfills 
(UNEP, 2010a). Continuing and expanding positive actions 
will enable the solid waste sector to move from being a 
marginal contributor of GHG emissions to being a net saver 
of emissions (UN Environment, 2018b). 

However, there is a general global consensus that the 
climate benefits of waste avoidance and recycling 
far outweigh the benefits from any waste treatment 
technology, even where energy is recovered during the 
process (UNEP, 2010b).

Overview in Latin America

The waste sector in Latin America and the Caribbean is 
responsible for 6% of total GHG emissions in the region, 
which is a higher share of total emissions than the world 
average (ECLAC, 2018). In Brazil, emissions from the 
waste sector are even higher than emissions from 
the power sector (Government of Brazil, 2020c). The 
region generates approximately 10% of all generated 
global waste (UN Environment, 2018b). The main drivers 
for the persistent increase of waste generation in the 
region are population growth, increasing trend towards 
urbanisation, economic growth, growing middle class 
and unsustainable consumption and production patterns 
(UN Environment, 2018b). 

Although waste collection and management systems 
have progressively improved in recent decades, more 
than 40 million people in the region still lack access to 
a basic collection service, and about a third of all waste 
generated (145,000 tonnes per day) ends up in open 
dumps, causing serious impacts on health and the 
environment (UN Environment, 2018b).

More than 40 million people in 
the region lack access to basic 
waste collection, and about 1/3 
of all waste generated ends up in 
open dumps.
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Recycling rates in Latin America and the Caribbean are still 
low (between 1 to 20%), which means that approximately 
90% of the recovered municipal waste ends up in landfills 
(UN Environment, 2018b). Organic waste represents, on 
average, 50% of municipal waste in the countries of the 
region. The lack of specific treatment options for organic 
waste generates GHG emissions and leachates, in addition 
to reducing the quality of recyclable products and making 
this process more difficult (UN Environment, 2018b). These 
figures are even more worrisome when considering the 
projected growth in the generation of waste in the region 
in the next decades. While in 2014, around 540,000 tons 
of municipal waste was generated in the region daily, this 
is expected to increase to 670,000 tons per day in 2050 
(UN Environment, 2018b).

To date, only a few countries in the region have the formal 
infrastructure required to classify and recycle municipal 
solid waste. Recyclable materials’ recovery is mostly 
performed by the informal sector, with an estimated 
4 million informal recyclers in the region (IDB, 2015a). 
Although the informal waste sector makes a significant 
contribution to resource recovery and GHG emissions 
savings in cities in the Latin American region, those are 
typically ignored in official statistics (UNEP, 2010b). This is 
also one reason why most of the countries in the region 
have no official data on recycling rates (IDB, 2015b).

It is worth mentioning that municipalities throughout 
the region have shown interest in implementing 
waste-to-energy projects, and several countries 
have launched preliminary assessments and, in 
some cases, implemented first projects (IDB, 2015b). 
Providing adequate investment in the waste sector 
is therefore essential if further negative impacts on 
the environment and climate is to be prevented and 
the benefits of recycling are to be reaped.

Low-emissions 
investments and 
developments in 
Argentina, Brazil, and Peru 

In the waste sector the main low-carbon assets to invest 
in are listed below in Table 16. Please note that the focus 
here lies on waste and not on wastewater. While both 
private and public capital providers play a role in the 
sector, waste management, including collection and 
disposal, is mostly undertaken by public actors, while 
private investors are predominantly involved in waste 
to energy projects.

Table 16: Investment areas and main sources of capital in the waste sector – non-exhaustive list.

Asset / activity Capital provider / asset owner

Low emissions investment areas

Integrated waste management (collection, treatment, 
disposal, after care of waste) Municipality, companies

Waste prevention Companies

Waste to heat technologies Companies

Gas recovery systems for landfill sites Municipalities, Companies

RD&D Governments, companies

High emissions investment areas

Unsustainable waste management Municipality, companies
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In Argentina, the collection and transport of waste are 
provided by both the state (through municipalities and 
the central government) and private service providers 
covering 45% and 54% of the population, respectively. 
In total, 99% of the population is covered by collection 
services. The state takes on the largest share of final 
waste disposal, as it covers 76% of total waste (45% by 
municipalities and 31% by the central government). 
Private service providers cover 24% of total waste disposal 
(UN Environment, 2018b).

The most common form of revenue collection is through 
property tax (68% of the population), followed by the 
direct waste bill (28%) and the electricity bill (4%). The 
total cost of the management of solid waste is USD 125 
per tonne. With a total of 49,300 tons of municipal solid 
waste generated per day (around 1.15 kg/capita/day), 
half of which is generated in the region of Greater Buenos 
Aires, the total costs for solid waste management per 
day amount to around USD 6 million (USD 2.2 billion 
per year) (UN Environment, 2018b). The Argentine 
Association for Solid Waste Research estimates that 
the volume of waste will increase dramatically in the 
future. It is expected that the volume will almost double 
by 2030, compared to 2010 levels (GWP, 2018a).

According to the country’s BUR, USD 150 million has 
been invested through an IDB loan between 2014 
and 2019 in a comprehensive urban integrated waste 
management programme. Through a GEF grant, USD 
2.8 million have been invested in sustainable business 
models for the production of biogas from organic 
urban solid waste between 2016 and 2020. It is unclear, 
however, whether the entire amount has been disbursed; 
as in the period 2017-2018 only 3% of the total sum has 
been spent (Government of Argentina, 2019a). 

Landfill gas collection has only gained importance in 
Argentina in recent years and projects have not only 
been funded under the PROBiogas programme, but also 
under the RenovAr programme. By 2018, four landfill 
gas projects had been considered (out of around 150 
renewable energy projects) (GWP, 2018b).

One landfill biogas capture project has been implemented 
in Buenos Aires Province (Complejo Ambiental), covering 
14 million people and 40% of the country’s municipal waste 
(ECLAC, 2019a). The project comprises 19 separation and 
utilization plants and reduces around 1 million tCO2 / year 
while supplying 15 MWh.

In Argentina, 65% of municipal waste is disposed of in 
safe landfills and around 10% in so-called controlled 

landfills, which ensures at least a minimum of appropriate 
waste storage. The remaining 25% are stored in open 
landfills and cause massive environmental problems. 
In addition to waste reduction and the separation of 
recyclables, the closure and rehabilitation of open 
landfills is one of the central goals of the National Strategy 
for Integrated Municipal Waste Management adopted 
in 2005 (covering the period 2005–2025) (GWP, 2018b). 
Only 6% of municipal solid waste is recycled in Argentina. 
The so-called cartoneros play a central and socially 
important role in the recycling process. The number 
of those who earn their living from this has increased 
enormously during the 2001 financial crisis. As part of the 
Zero Waste Act in Buenos Aires, adopted in 2005, many 
of these people were offered formal employment mainly 
through the establishment of cooperatives (GWP, 2018b).

In Brazil, waste collection and transportation is provided 
primarily by private service providers, subcontracted by 
the municipalities, and covering 68% of the population. 
The state, via municipalities, is responsible for 28% of 
waste collection and transportation. In total, 96% of the 
population is covered by collection services. The state 
takes on the largest share of final waste disposal, as it 
covers 70% of total waste (through municipalities). Private 
service providers cover 30% of total waste disposal (UN 
Environment, 2018b).

The most common form of revenue collection is 
through property tax (90% of the population), followed 
by drinking water and sewers (8%) and direct waste 
bill (0.3%). The total cost of the management of solid 
waste is USD 104 per tonne. With a total of 176,400 
tons of municipal solid waste generated per day (around 
0.86 kg/capita/day), the total costs for solid waste 
management per day amount to around USD 18 million 
or USD 6.6 billion per year (UN Environment, 2018b).

There are several biogas capture and burning facilities 
and more recently the first waste-to-energy plants 
have started to be planned and licensed, particularly in 
the state of São Paulo. In some cases the construction 
of these plants has received strong civil society 
opposition, due to waste privatisation conflicts and 
waste-picker access to waste; but construction has 
nevertheless been approved by public authorities 
(EJAtlas, 2020). Around 60% of municipal waste is 
disposed of in controlled landfills, which ensure at 
least a minimum of appropriate waste storage. The 
remaining 40% are stored in open landfills and cause 
massive environmental problems. Less than 2% of 
municipal solid waste is recycled (GWP, 2018b).
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In Peru, the state is mainly responsible for the collection 
and transportation of waste (through municipalities), 
covering 55% of the population. Private service providers 
are responsible for 28% of waste collection and 
transportation. In total, 84% of the population is covered 
by collection services. The state also takes on the largest 
share of final waste disposal, as it covers 67% of total 
waste (through municipalities). Private service providers 
cover 33% of total waste disposal (UN Environment, 2018).

The most common form of revenue collection is 
through property tax (85% of the population), followed 
by the direct waste bill (15%) and drinking water and 
sewers (0.2%). The total cost of the management of 
solid waste is USD 47 per tonne. With a total of 20,541 
tons of municipal solid waste generated per day 
(around 0.66 kg/capita/day), the total costs for solid 
waste management per day amounts to around USD 1 
million, or USD 365 million per year (UN Environment, 
2018b). Only around 45% of municipal waste is disposed 
of in controlled landfills, showing that appropriate 
waste storage is still not guaranteed for most of the 
waste generated. Most of the municipal solid waste 
(>50%) is stored in open landfills and causes massive 
environmental problems. Only 1 to 2% of municipal solid 
waste is recycled (GWP, 2018b).

Challenges the sector faces, across the region, that 
have led to investments being insufficient are linked 
to prevailing financially unsustainable management 

schemes, uncertainty about direct and indirect costs 
of waste management, limited diversification of 
delivery models and difficulties in the service charging 
schemes (adapted from (ECLAC, 2019b)). 

Due to decades of investment and development backlog 
in the areas of waste, energy and water management, 
there is now a great need for modernisation and 
expansion of numerous technologies and services. 
For the waste sector, landfill modernisation plant 
construction for the treatment of household waste 
and hazardous waste, as well as the need for waste 
management advice at subnational and national level 
should be mentioned as the main gaps in infrastructure 
and management skills (GWP, 2018b). It is imperative that 
governments implement a range of policies in the waste 
sector that address the above-mentioned challenges and 
enable countries to develop a modern circular economy 
that has a significant positive impact on the protection of 
soil, air, water and above all, human health.

Policy framework

Table 17 summarised the policy landscape in the waste 
sector for Argentina, Brazil and Peru, distinguishing 
between investor signals and targets, policies to invest 
in low-emissions technologies as well as policies to divest 
from emission intensive activities.

 Table 17: Policy framework assessment for the waste sector

Policy Assesment

Investor signals and targets

Strategy and target in place 
to reduce emissions in the 
sector 

Not in place

Short- or medium-term target or plan in 
place

Both medium and long-term target and plan 
in place

Target for recycling 
municipal waste 

Not in place

In place

Integrated Waste 
Management Strategy 

Not in place

In place
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Policy Assesment

Policies and incentives to invest in low-emissions technologies and activities

Financial support 
schemes (grants, loans, 
tax exemptions) for waste 
treatment and conversion 
to energy investments 

Not in place

In place for one category

In place for several categories

Policies and incentives to divest from emissions-intensive activities

Environmental taxes (e.g., 
commodity tax, tax on 
waste disposal, packaging 
tax, tax on municipalities) 
or fees 

Not in place

One tax or fee in place

Several taxes or fees in place

Investor signals and targets
The definition of sectoral targets and the formulation of 
concrete plans and strategies is an important element 
to show both private and public actors how a sector will 
develop in the medium- to long-term. Out of the three 
focus countries, only Peru has identified the waste sector 
as one of the priority sectors in its NDC and there is a 
clear national target for the management of solid waste, 
accompanied by an integrated solid waste management 
strategy. While the latter is also in place in Argentina and 
Brazil, these countries lack clear emission reduction and 
waste management targets. 

All three countries have an 
integrated waste management 
strategy, although only Peru has 
identified the sector as a priority 
sector in its NDC.

One of the five sectors in which Peru plans to implement 
climate mitigation measures, according to its NDC, is the 
waste sector. It is specified that emissions should be 
reduced through solid waste disposal, in particular 

through technologies for the final disposal of solid 
waste, material recovery and energy recovery, as 
well as through treatment of wastewater. While 
there is no sector-specific reduction target, there is 
a clear emissions reduction plan with an indicated 
total abatement potential (MINAM, 2018). The sector 
selection itself testifies to a high prioritisation of the 
waste sector in Peru. Brazil has no clear plan or target 
for reducing emissions in the waste sector. In the case 
of Argentina, its second NDC emphasises the need 
for improved waste management without specifying 
a target or presenting an emissions reduction plan 
(Government of Argentina, 2020a). 

Peru is also the only country out of these three 
that introduced a national target for recycling 
municipal waste, aiming for 100% recycling of 
reusable waste by 2024 (MINAM, 2017b). However, 
it is worth mentioning that targets and objectives 
on city or municipality level can be found in all 
three countries. In Argentina, for instance, the City 
of Buenos Aires has a zero-waste legislation in place, 
prohibiting the final disposal of both recyclable and 
reusable materials by 2020 (City of Buenos Aires, 
2006). All three countries have an integrated waste 
management strategy in place. 
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Waste

Policies and incentives
Proper management of waste remains one of the main 
sustainability challenges in the region. It is thus necessary 
that governments give adequate political priority to this 
issue, by designing and implementing sound public 
policies that promote investment in the sector. 

Financial support schemes for waste treatment 
and conversion to energy investments are in place, 
to different extents, in all three countries. In Peru, for 
instance, the Solid Waste Law creates the National 
Solid Waste Investment Fund. The law further promotes 
regional and local public investments with private 
sector participation, by providing incentives such as tax 
exemptions (MINAM, 2017a). In addition, the Incentive 
Programme for the Improvement of Municipal Waste 
Management rewards municipalities that meet solid 
waste management goals. Funding obtained through 
this programme can only be used to further improve their 
waste management practices (MINAM, 2019).

In Argentina, financial support schemes for several waste 
categories exists, including a federal plan to invest in ending 
open-air dumps and several initiatives promoting energy 
generation from waste (such as PROBiomasa or through 
RenovAr) (Government of Argentina, no date c, no date a). 
Brazil also has support schemes in place through its National 
Zero Dump Programme, such as investment in urban waste 
management and the inclusion of energy recovery of solid 
waste in the Federal Government’s Investment Partnership 
Program (Government of Brazil, 2020d). 

In all three countries, the state charges a fee for waste 
collection and disposal, in most of the cases, through 
the country’s property tax system. In fewer cases, those 
fees are collected via drinking water supply and sewers 
(Brazil) or via a direct waste bill (Argentina and Peru).

Summary and conclusion 
of analysis
The three countries have developed a set of normative 
instruments and invested in the improvement of solid 
waste management models. However, there are still 
weaknesses in the capacity of national and local 
governments to implement policies and regulatory 
frameworks, stimulate investments and promote further 
development in the sector (UN Environment, 2018).

Despite existing legal frameworks (e.g., “Cero Basura” Act 
in Buenos Aires) and implementation strategies (e.g., the 
National Strategy for the Comprehensive Management 
of Urban Solid Waste (ENGIRSU) in Argentina), no 
substantial progress has been made in practice to 
establish a functioning circular economy in any of the 
three countries (GWP, 2018b). All three countries still have 
low recycling rates. To achieve a higher recycling rate and 
improve the quality and capacity of the existing landfill 
infrastructure, government needs to increase its efforts 
and investments in that field.

There is also particular interest from both the private 
and the public sector for the further development of 
waste-to-energy facilities. Investing in waste-to-energy 
facilities can yield both environmental and financial 
benefits. Waste-to-energy electricity production is 
considered low-emissions technology when the waste 
used has been sorted and does not include plastics or 
metals. These facilities can mitigate GHG emissions by 
generating energy from landfill gas; reducing waste; and 
promoting reuse/recycling practices. They also create 
new revenue streams (or savings) for municipalities, as 
they sell off excess energy into the grid (IDB, 2019b).

Governments need to introduce 
policies and increase investments 
to achieve a higher recycling rate 
and improve the quality of existing 
landfill infrastructure.
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Background
International climate finance to this date has flowed to 
recipient countries through a range of channels15  such as 
Multilateral Development Banks (MDBs), climate funds 
(for example the Green Climate Fund (GCF)) or multilateral 
and bilateral initiatives. Such public funds should also act 
as a lever to foster private sector investment in climate-
relevant projects. However, international climate finance 
falls short of promises and needs: the commitment of 
developed countries to jointly mobilise USD 100 billion 
in climate finance by 2020 has not yet been achieved 
(Averchenkova et al., 2020). The funding gap to achieve 
the societal transition required to decarbonise economies 

15 Other financing, for instance through Official Development As-
sistance (ODA), has flowed that is relevant to climate mitigation 
but has not always been counted as such, with an exception of 
those flows that have been covered under the Rio markers sys-
tems that have been set up by the OECD to monitor and statis-
tically report on the development of finance flows targeting the 
themes of the Rio Conventions, inter alia climate change mitiga-
tion.

remains significant and continues to grow, as countries 
around the globe fail to act on climate change (UNEP, 
2019). Current funding flows, both public and private, 
are far below the range of investment needed in a Paris-
compatible scenario (Figure 14). In addition, large financial 
flows are still directed towards emission-intensive assets, 
and fossil fuel subsidies are still on the rise. In 2019, the 
G20 countries provided USD 130 billion in subsidies to 
coal, oil and gas; around 11% more than in 2018 (CPI, 2020). 

Current funding flows, both public 
and private, are far below the 
range of investment needed in a 
Paris-compatible scenario.
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In view of the tight timeframe to fully transition 
economies to net zero emissions by 2050 and the lack 
of progress in the implementation of climate targets, 
which are mostly not ambitious enough; developing 
countries will have to achieve decarbonisation 
pathways similar to or at least not significantly 
slower than those of industrialised countries, by the 
middle of the century, in order to keep global warming 
at well below 2°C/1.5°C. 

Reflecting the United Nations Framework Convention 
on Climate Change’s (UNFCCC) principle of common 
but differentiated responsibilities and respective 
capabilities, in the light of different national 
circumstances, developing countries submit (as part 
of their NDCs) emission reduction targets that they 
consider such targets to be fair contributions, based 
on their own resources (realistic unilateral ambition in 
Figure 15). It is worth highlighting, however, that most 
of the NDCs, both from developed and developing 
countries are not consistent with holding warming 
below 2°C; let alone with the Paris Agreements stronger 
1.5°C limit, considering the respective country’s fair 
share (Climate Action Tracker, 2021b). In addition to 
increasing unilateral ambition, the realisation of the 
long-term objectives of the Paris Agreement also 
requires that developed countries provide significant 
technical and financial support (through capacity 
building and the provision of climate finance) to 
developing countries, as part of a fair burden sharing 
in global climate protection based on the differences 

in responsibility in causing climate change, as set out 
in the UNFCCC (Deutsche Klimafinanzierung, no date; 
UNFCCC, 2015b). 

The realisation of the Paris 
Agreement requires developed 
countries to provide significant 
technical and financial support.

As indicated above, developed countries, however, 
have not complied with their commitments 
to lead climate action and to make available 
adequate amounts of international public finance 
(Averchenkova et al., 2020). International technical and 
financial support would allow developing countries 
to achieve their highest possible ambition (Figure 
15). Many developing countries chose to present an 
unconditional climate mitigation target, representing 
their realistic unilateral ambition, as well as a 
conditional climate mitigation target, on condition that 
they would receive adequate levels of technical and 
financial support for the endeavour.
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Figure 14: Total global climate finance flows 2012-2019 (green line) compared to annual investments needed 
in a 1.5°C scenario (blue area) (CPI, 2020) 
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Figure 15: Filling the gap in developing countries – the need for technical and financial support from developed 
countries (Roeser et al., 2019)

Given that international climate finance16 should play a 
major role in achieving the highest possible ambition 
for developing countries, assuming that developed 
countries deliver on their promises, it is essential that 
the conditions to catalyse climate finance flows are in 
place in potential recipient countries. Adequate and 
comprehensive national climate finance governance 
structures and planning processes in recipient countries 
are crucial to provide both international and national, as 
well as public and private finance providers with certainty 
and predictability regarding the priorities and actions of 
the national government (Naidoo et al., 2014).

It is essential that conditions to 
catalyse climate finance flows are 
in place in the potential recipient 
countries.

16 Climate finance refers to local, national or transnational finan-
cing—drawn from public, private and alternative sources of finan-
cing—that seeks to support mitigation and adaptation actions 
that will address climate change. UNFCCC) While the term may 
evoke climate funds, such as the GEF and GCF, it also encompas-
ses domestic government investments, ODA, commercial invest-
ments and green project development costs (UNFCCC, 2018).

Methodology 
To assess a country’s readiness to catalyse climate 
finance, this section explores both the governance 
around climate finance, as well as the status of 
planning and accessing the climate finance needed to 
implement a country’s planned climate mitigation and 
adaptation measures and achieve its climate objectives 
(most often communicated in NDCs).

As in previous sections, the assessment of countries’ 
climate finance readiness is based on a set of indicators 
that were defined, based on a literature review. Such 
indicators largely overlap in the existing literature, showing 
that there is a certain level of agreement as to what ‘climate 
finance readiness’ consists of (Nakhooda et al., 2012; 
UNDP, 2012). It is worth noting though that developing 
a framework of critical elements for the successful and 
rapid low-carbon transition is challenging, as there is no 
empirical evidence from which to draw on, as no country 
has (yet) successfully transitioned its economy (Climate 
Action Tracker, 2020e). In this assessment, the indicators 
are categorised into three elements: 
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• Climate finance governance: The indicators 
relate to institutional arrangements around 
climate finance, effective monitoring of climate 
finance, alignment of climate finance with national 
priorities, and mainstreaming of climate finance 
into ministries and private sector investments.

• Climate finance planning: The indicators relate 
to countries’ planning processes to catalyse and 
disburse climate finance, informing investors how 
the country intends to use the received funds. 
These considerations include clearly defined 
climate adaptation and mitigation actions, 
most of which are embodied in country NDCs, 
corresponding implementation plans at the sector 
level, and certainty about financing needs.

• Access to climate finance: Indicators relate to 
countries’ existing climate finance channels, to 
provide a better understanding of countries’ 
track records in catalysing climate finance.

Institutional set-ups and planning processes can be 
relatively complex and nuanced and there is ‘no one 
size fits all’ solution. The assessment of each country’s 
governance structure and planning processes is thus 
provided in qualitative terms and highlights existing 
strengths and areas of improvements to better catalyse 
climate finance. The approach ensures that the analysis 
is relative, taking a country’s socioeconomic and 
geopolitical characteristics into account, responsive to 
its particular priorities and challenges, and reasonable, in 
terms of considering the country’s key needs and issues.

Institutional set-ups and planning 
processes can be relatively 
complex and nuanced and there 
is ‘no one size fits all’ solution. 

The following chapter first examines the main 
characteristics of current climate finance in the LAC 
region, including sources of climate finance, their 
magnitude as well as the end-use of funds (Section 4.1). 
This enables a discussion of their role in providing the 

funding needed to implement climate mitigation action. 
The chapter then reviews, in the form of country case 
studies, governance and planning aspects of climate 
finance, as well as existing channels to access climate 
finance for Argentina, Brazil and Peru. These case studies 
aim to provide a better understanding of how each of 
these countries addresses climate finance through 
institutional and planning processes (Section 4.2 to 4.4).

Climate finance in the LAC 
region

Overview of global climate finance 
According to a study by CPI, globally, public and private 
actors almost equally contribute to climate finance, 
with a share of 52% and 48%, respectively in 2018 (CPI, 
2020). Climate finance is largely directed towards climate 
mitigation projects (over 90%). National development 
banks are the most important source of public 
climate finance, contributing 45% of the total public 
climate finance. Multilateral development banks 
(MDBs) (development banks created and funded by a 
group of countries) contribute almost 20%, and national 
governments, state-owned enterprises and state-owned 
financial intermediaries provide close to 30% of public 
climate finance. Climate funds account for only a small 
share of public climate finance (around 3%) (CPI, 2020).

Globally, public and private actors 
almost equally contribute to 
climate finance, mostly directed 
towards climate mitigation 
projects.

The most important sources for private climate 
finance are corporations, with close to 60% of total 
private climate finance, followed by households and 
commercial financial intermediaries (such as banks) 
with nearly 20% each. It is worth noting that the share 
and amount of private climate finance varies widely by 
sector. Also, there is generally less information and data 
on private climate finance flows, as opposed to public 
climate finance. Climate funds and institutional investors 
have only contributed a marginal share (CPI, 2020). 
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Climate finance in the LAC region
The LAC region has been a continuous recipient of 
climate action support and climate finance, partly 
due to its relative political and social stability. In 
2018, the region catalysed close to USD 37 billion of 
climate finance, or almost 7% of global climate finance 
(estimated at USD 540 billion in the same year) (CPI, 
2020). By comparison, this is in the same order of 
magnitude as the region’s share of global GDP, which 
was around 7% in the same year (World Bank, no date). 
Only East Asia and the Pacific region receives more 
international climate finance; both in terms of the total 
and per capita climate finance mobilised, if developed 
countries are excluded (CPI, 2020; World Bank, 2021k). 

The LAC region catalysed close to 
USD 37 billion of climate finance, 
equivalent to 7% of global climate 
finance.

Public climate finance volumes are higher than those 
of private climate finance, which differs from the 
global ratio (50-50). Public climate finance reached 
over USD 22 billion, or around 60% of total climate 
finance, and private climate finance amounted 
close to USD 15 billion (Figure 16). Climate finance 
mostly flows towards climate mitigation projects 
(at least 88%), which is a trend that is not particular 
to the LAC region. While the private sector almost 
exclusively funded mitigation projects (99%), public 
funds partly contributed to adaptation projects (at 
least 7% of public funds) (Figure 16). In this context, it 
is worth highlighting that the LAC region is particularly 
vulnerable to climate change and, as a result, finance 
for climate adaptation is critical, and corresponding 
measures are prominently displayed in LAC countries’ 
NDCs (CAF, 2014).
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Figure 16: Climate finance volumes by use of pro-
ceeds in the LAC region in 2018 (CPI, 2020)

MDBs are the most important source of climate 
finance, accounting for close to 25% of total climate 
finance and over 40% of total public funds (Figure 
17). Bilateral development banks (development banks 
created and funded by a single country) further 
contributed to 10% of total climate finance flows in 
2018 (CPI, 2020). National public funds represented 
25% of total climate finance in 2018, of which national 
development banks channelled close to 15% and other 
national entities, including state-owned enterprises 
and export credit agencies (typically offering trade 
finance to facilitate domestic companies’ international 
exports), that contributed around 12% of total climate 
finance (Figure 17). 

Commercial banks and corporations are the largest 
funders of private climate finance, together 
mobilising over 35% of total climate finance in 2018. 
Households and institutional investors (for example 
pension funds or insurance companies) accounted 
for less than 3% of climate finance.

The main financial instrument used to disburse 
climate finance in the LAC region are loans, 
including concessional and non-concessional 
loans, accounting for almost three quarters of 
climate finance flows (CPI, 2020). Public actors 
disbursed close to 30% of climate finance through 
project-level debt (at market level interest rates) and 
over 15% through concessional debt (below market 
level interest rates). Besides debt instruments, 
private actors also used equity finance instruments 
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to disburse around a third of private climate finance. Climate funds, both public and private, only contributed 
less than 4% of total climate finance in the region17.
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Figure 17: Climate finance volumes in the LAC re-
gion in 2018, by investor type (CPI, 2020)

Figure 18: Climate finance volumes in the LAC re-
gion in 2018, by finance instruments (CPI, 2020)

17 Three quarters of the total climate related finance from multilateral climate funds for the region comes from the four funds: the Clean 
Technology Fund (CTF), the Amazon fund, the Green Climate Fund (GCF) and the Global Environmental Facility (GEF) (Climate Funds Up-
date).

The NDC Partnership, of which 22 LAC countries are 
members, report that the region is “consistently asking 
for support to mobilise climate finance, particularly 
by involving private sector investors, in anticipation of 
the growing financial burden of climate change” (NDC 
Partnership, 2021). Furthermore, the Climate Bond 
Initiative reported that in the LAC region, governments 
and industry groups are increasingly aware of the urgent 
need to invest in green infrastructure and promote 
sustainable development (CBI, 2019).

In recent years, governments in the LAC region have been 
introducing institutional structures, especially with regard to 
catalysing climate finance; for instance through the creation 
of climate change directorates in cooperation with finance 
ministries (CBI, 2019). LAC countries continue to request 

support to catalyse international climate funds and to 
mobilise the private sector, with a focus on the development 
of climate finance strategies, financial roadmaps, and 
the integration of climate finance considerations into 
government processes (NDC Partnership, 2021).

Governments in the LAC 
region have been introducing 
institutional structures, especially 
with regard to catalysing climate 
finance.
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Summary

Argentina is currently undergoing extensive planning processes to ameliorate the coordination, 
monitoring and provisioning of climate finance. Relevant ministries and secretariats are engaged in 
the drafting of more detailed mitigation measures, including the definition of implementation plans 
and investment needs. 

The country has in the past accessed international climate finance from a variety of climate finance 
sources supporting the implementation of individual projects. A more strategic approach could unlock 
larger volumes of climate finance, provided they are available, including from the private sector. 

Climate finance governance

Argentina’s climate change law and the inception of 
new institutions, including the creation of the National 
Climate Change Cabinet (GNCC, in Spanish) contribute 
to the establishment of a comprehensive governance 
framework to coordinate, monitor and foster climate 
finance. These developments are likely to contribute 
to further aligning climate finance with development 
priorities; likewise, improving the mainstreaming of 
climate considerations in the budget planning of line 
ministries and access to climate finance. However, 
additional efforts are needed to operationalise newly 
formed institutions and build associated capacities, 
knowledge and awareness amongst relevant actors, 
for which financial and technical support is needed.

The establishment of adequate 
institutional arrangements can be 
considered an important element for 

countries seeking to develop comprehensive 
approaches to climate finance in general and NDC 
financing in partic ular. 

With the passing of the climate change law and the 
establishment of a coordinating entity, Argentina has 
created favourable conditions to mobilise climate finance. 
The extent to which the institutions will be effective in 
coordinating climate finance in practice will depend 
on their continuity over a longer period. However, the 
anchoring of such institutions into a law should provide 
longer-term certainty. 

In Argentina, the National Climate Change Cabinet has 
coordinated climate action since 2016. It is a high-level 
inter-ministerial coordination committee in charge of 
interjurisdictional and cross-sectoral coordination. 
It comprises representatives from line ministries and 
provincial government, and engages with academia, 
civil society and the private sector. Argentina also 
passed a climate change law which was approved by 
the National Congress in 2019 (Government of Argentina, 
2019a). The law aimed to, among other things, further 
institutionalise the work carried out by the National 
Climate Change Cabinet.

Furthermore, the Ministry of Economy leads the 
Sustainable Finance Technical Roundtable (Mesa 

4.1 Argentina
Climate finance readiness
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técnica de finanzas sostenibles) to exchange information, 
promote relevant discussions, coordinate and evaluate 
public policy actions, strategies and activities that aim to 
develop and strengthen sustainable finance in Argentina. 
It comprises ministerial development and key public 
finance stakeholders such as the Secretariat of Strategic 
Affairs and the Ministry of Environment and Sustainable 
Development, as well as the Central Bank. 

The Sustainable Finance Technical Roundtable shall 
develop a National Sustainable Finance Strategy 
and “promote public and private investments that 
contribute to the achievement of economic and 
social objectives in the framework of the SDG’s, 
including climate change mitigation and adaptation 
measures”(Government of Argentina, no date e).

Accurate monitoring of climate finance 
flows will allow a country to take more 
informed decisions about planning, 

prioritisation, and allocation of resources for climate 
change, and to measure and evaluate progress. 

 Argentina monitors financial expenditures on climate 
change activities from international public sources 
but lacks a mechanism to monitor domestic finance 
flows and those from international non-governmental 
actors destined to promote climate relevant activities.

Climate finance received from international public donors 
is reported in Argentina’s Biennial Update Reports (BUR) 
in terms of financial resources, technology transfer, 
capacity building and technical assistance (Government 
of Argentina, 2019a). 

Within the framework of the National Climate Change 
Cabinet, the government has established the International 
Financing Unit (Unidad de Financiamiento Internacional, 
UFI). It evaluates, prioritises and monitors projects funded 
by climate investment funds and multilateral and bilateral 
donor organisations (Government of Argentina, 2020a, 
2021c).

Furthermore, the National Budget Office of the Ministry 
of Economy and Public Finance is working on the 
identification and labelling of activities and programmes 
related to adaptation and mitigation in the national 
budget (Government of Argentina, 2020a). 

The alignment of climate finance planning 
with development and sector priorities, 
typically anchored in national, sub-

national development or sector plans, is more likely 
to spur the society-wide transformational change 
required to address climate change.

Alignment of sectoral plans with medium- and long-
term climate targets cannot finally be assessed as 
the government is currently updating these sectoral 
development plans. Newly formed institutions could 
potentially contribute to increasing the alignment of 
climate finance and (sectoral) development priorities in 
the future.

Argentina’s sectoral plans include mitigation measures 
and corresponding cost assessments in the technical 
documents supporting the sectoral plans. However, 
these plans, which were released by the previous 
administration, are currently being revised and updated. 
The Government of Argentina has further established 
new institutions and defined new roles to existing ones, 
that carry the mandate to align climate finance with the 
country’s development priorities:

The National Climate Change Cabinet recently launched 
the Sustainable Finance Working Group. Its purpose is 
to create the enabling framework to align financial flows 
with the promotion of the 2030 Agenda and climate 
action in Argentina, as well as to strengthen the country’s 
position in relation to the regulation of Article 6 of the 
Paris Agreement. 

The government also formed the Council of Economic 
and Social Affairs in February 2021. It is a high-level inter-
disciplinary body that draws on participatory processes to 
establish ‘informed debate and the search for consensus 
on strategic priorities’ (Government of Argentina, 2021a). 
The council working under the President puts a strong 
emphasis on aligning climate finance with sustainable 
development and a just transition (Government of 
Argentina, 2021a).
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Mainstreaming of climate considerations 
into national budgeting processes is 
critical to creating an enabling 

environment for climate action and mobilisation of 
climate finance.

The degree to which climate finance and NDC 
implementation priorities are reflected in Argentina’s 
national budgets is limited to NDC measures that were 
already planned for in sectoral plans.

Argentina’s NDC is composed of aggregated measures 
proposed by line ministries to form an economy-wide 
climate mitigation target. It can thus be assumed that 
measures put forward by line ministries are covered to a 
certain degree in the public budget. International climate 
finance is usually disbursed by the Ministry of Finance to 
the line ministries; in accordance with multi-and bilateral 
finance agreements. 

Private sector engagement to finance 
and implement climate action is key to 
address the climate challenge as public 

funding alone will not suffice.

Argentina has established public-private dialogue 
platforms and has also already unfolded some initiatives 
to engage the private sector, notably in the energy sector. 
However, the degree to which public entities engage with 
the private sector to foster climate action and related 
investments is still relatively low. 

The establishment of the Climate Change Cabinet in 2016 
has formalised engagement with the private sector and 
civil society, among others; with the purpose of developing 
climate action plans and feasibility assessments of 
mitigation measures (Government of Argentina, 2019a). 
The climate change law also mandates the formation of 
a permanent advisory council, with participation from the 
private sector, to assist and advise the development of 
public policies (Government of Argentina, 2019b). Notably, 
private sector investments have been spurred through 
renewable energy auction rounds under the RenovAr 
programme, the last of which occurred in 2018; and 
through public-private partnerships (PPPs), for instance 
to build Bus-Rapid-Transit (BRT) lines in Buenos Aires 
(BNamericas, no date; Government of Argentina, no date 

d). Currently, private sector engagement is often limited to 
occasional participation in relevant roundtables and has 
hardly materialised in endorsed sector roadmaps or PPPs.

Climate finance planning

Argentina’s latest NDC and BUR submissions provide 
generic guidance on how the country plans to meet its 
climate target. Relevant ministries and secretariats 
are currently engaged in the drafting of more detailed 
mitigation measures, including the definition of 
implementation plans and investment needs. 
Argentina has not yet communicated information 
about the level, type and purpose of climate finance; 
however, the development of a climate finance 
strategy is soon to be released and should provide 
more clarity once launched.

The NDC needs to be underpinned by 
clearly defined mitigation measures and 
potentially sub- targets at the sector 

level, aligned with medium- and long-term 
decarbonisation goals, on which basis budget 
implications and additional financial support needs 
can be defined.

Argentina’s second NDC, which is to a large extent based 
on the aggregation of sector level activities, provides 
limited guidance on how the country plans to reach its 
climate target. However, revised sectoral plans, Argentina’s 
forthcoming National Plan for Climate Change Adaptation 
and Mitigation, long-term low GHG emissions development 
strategy (LTS) and fourth BUR may provide more details 
on specific sectoral mitigation and corresponding finance 
needs. Ultimately, mitigation measures need to be aligned 
with medium- and long-term (decarbonisation) goals to 
avoid lock-ins and stranded assets. 

Argentina’s second NDC submitted in 2020 is more 
elaborate on many fronts than its first NDC and its GHG 
emission reduction target is more ambitious than its 
previous NDC. The country’s second NDC entails a chapter 
on implementation, featuring a (non-binding and non-
exhaustive) list of 21 priority climate mitigation measures 
(Government of Argentina, 2020a). The country’s NDC was 
developed bottom up, with each sector listing mitigation 
measures (mostly linked to already planned projects) 
which were then added up to define the national target. 
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While this provides some guidance on how Argentina 
plans to reduce emissions, more detail is needed when it 
comes to specifying the mitigation potential per sector, to 
assess alignment with the economy-wide target, as well 
as with medium- to long-term decarbonisation goals. 
The sectoral plans that are currently being revised and 
the National Plan for Climate Change Adaptation and 
Mitigation that is meant to be completed this year will 
provide more details (Government of Argentina, 2021e). 

Financial analysis and planning capacity 
are crucial to increase certainty about 
cost estimates for NDC mitigation 

measures and building a corresponding project 
pipeline.

Argentina’s NDC and third BUR provide some guidance on 
planned mitigation actions but lack clear implementation 
plans and quantified finance needs. However, the 
government is currently developing sectoral climate 
mitigation plans which will provide the foundation for 
the development of sectoral implementation plans and 
the definition of investment needs. 

The country’s second NDC entails a three-scale 
estimation (high, moderate and minor) of concessional 
finance needs, along with capacity building and 
technology transfer needs (Government of Argentina, 
2020a). Furthermore, Argentina’s Third Biannual Update 
Report (BUR) includes an overview of the current and 
future actions needed to meet its climate target, that 
highlights the respective main barriers as well as the 
current status of implementation (Government of 
Argentina, 2019a). 

The National Climate Change Cabinet coordinates the 
development of a revised National Plan for Climate 
Change Adaptation and Mitigation (Government of 
Argentina, 2019b). The Plan is expected to encompass 
mitigation measures for each sector, as well as 
implementation plans and investment needs. 

Access to climate finance

Argentina has a long history of accessing 
international climate finance from a variety 
of climate finance sources. These include 
international climate funds, multi- and bi-
lateral agreements and the Clean Development 
Mechanism, supporting climate action at project 
level. The country would benefit from a more 
strategic approach to access the larger volumes 
of climate finance needed to support the country’s 
transition to a low carbon economy.

Argentina currently is setting up three national funds 
dedicated to climate action. The National Fund for 
the Enrichment and Conservation of Native Forests 
(FNECBN) invests in sustainable forestry. The Fund for 
the Development of Renewable Energy (FODER) and 
the Fund for Distributed Renewable Energy Generation 
(FODIS) provide guarantees, direct debt, equity financing, 
and other financial instruments to enable low-cost 
financing of renewable energy projects (Government of 
Argentina, 2019a). 

Argentina has implemented a large number of projects 
(co-)funded by international climate funds active in 
the LAC region, amounting to close to USD 340 million 
(GEF, no date; Green Climate Fund, 2021a). Notably, it 
is by far the largest recipient country among the three 
focus countries, for funding by the Global Environmental 
Facility (GEF), of which the Ministry of Environment and 
Sustainable Development (MADS) is the operational focal 
point (Government of Argentina, 2019a). 

The Undersecretariat of International Financial Relations 
for Development, under the Secretariat of Strategic 
Affairs of the Presidency of the Nation, in liaison 
with the GNCC, will develop a Country Programme, 
entailing a pipeline of projects to seek funds from 
the Green Climate Fund and other climate funds. 
The Country Programme also aims to integrate the 
consideration of projects related to climate change in 
the annual programming of multilateral and bilateral 
development banks (Government of Argentina, 2020a).

Argentina is further engaged in many bilateral and 
multilateral support initiatives, among others; with 
the World Bank, the United Nations Development 
Programme (UNDP), the Food and Agriculture 
Organisation (FAO), the Development Bank of Latin 
America (CAF) or the Inter-American Development Bank 
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(IDB) (Government of Argentina, 2019a). Argentina also 
received funding for over 40 projects under the Clean 
Development Mechanism (Blanco et al., 2016).

Argentina’s national development bank, the Banco 
Nación Argentina (BNA) acts as a public bank to 
support the country’s development priorities and as a 
commercial bank for personal and corporate finance 
(BNA, 2019a). BNA which includes green criteria in its loan 
portfolio, actively engages in partnerships to promote 
sustainability and tracks emissions related to the bank 
internal activities (BNA, 2020). The extent to which BNA 
leverages investments for low-carbon development is 
however unclear, as the bank does not report on climate 
finance. A group of 18 banks, including BNA, have signed 
a Sustainable Finance Protocol in Argentina, with the aim 
of facilitating and encouraging financial institutions in the 
country; to implement best practices and international 
policies that promote the integration of economic, social, 
and environmental factors (BNA, 2019b). Through the 
agreement, the banks have committed to shift finance 
flows towards low-carbon funding, taking into account 
the commitments of the Paris Agreement. 
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4.2  Brazil

Summary

Brazil put in place a governance structure around climate action and more specifically climate finance 
as early as 2007. However, there is clear evidence that the government has weakened these structures 
in recent years. Climate change considerations are not adequately aligned with sector plans, and 
consequently the necessary funding is not included in national or sector budgets. Climate change 
spending has generally been cut sharply in recent years. Because Brazil has not defined mitigation 
measures at the sector level, there is little certainty about the estimated costs of implementing them. 
Among other things, that poses a challenge for private sector participation in climate finance. The 
lack of climate action endorsement by the government has weakened climate finance channels; 
most notably the Amazon Fund, which is currently inactive. Nevertheless, Brazil has catalysed climate 
finance through numerous channels in the past and continues to do so.

Climate finance governance 

Brazil introduced a climate change law as early as 
2007, however there is limited evidence of climate 
finance coordination and monitoring. There is also 
limited evidence that climate finance is integrated 
into sectoral climate change plans or the national 
budget. Spending on climate mitigation has generally 
been cut sharply in recent years. In the absence of 
governmental guidelines, private sector stakeholders 
have shown voluntary climate action such as through 
the Brazil Green Finance Initiative (BGFI).

The establishment of adequate 
institutional arrangements can be 
considered an important element for 

countries seeking to develop comprehensive 
approaches to climate finance in general and NDC 
financing in particular. 

Brazil has a committee of key stakeholders that is 
mandated to coordinating the country’s climate action. 
Despite the adoption of various decrees in recent years 
that were intended to strengthen its mandate, especially 
concerning the coordination of investments and financing, 
there is limited evidence that these have improved the 
coordination of climate finance in general. 

The Government of Brazil established the Inter-
ministerial Committee on Climate Change (CIM) as 
early as 2007 (Government of Brazil, 2007). The CIM 
was originally led by the Office of the President of the 
Republic and comprised seventeen public agencies 
(Government of Brazil, 2007). In 2018, the government 
reduced the size of the Committee to eight ministries 
and appointed the President’s chief of staff as the new 
coordinator (Government of Brazil, 2019c). 

The mandate of the Committee on Climate Change is to 
coordinate climate change-related activities, including 
their financing. In 2017, the government further 
mandated the Committee to specifically support the 

 Climate finance readiness
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implementation of Brazil’s NDC (Government of Brazil, 
2017). In 2019, the new government further stipulated 
that CIM should “establish guidelines and elaborate 
proposals for economic and financial mechanisms”, 
to enable the implementation of the strategies and 
policies related to climate change (Government of 
Brazil, 2019c, 2019b). 

There has, however, been l ittle progress in 
implementing those guidelines and existing 
coordination processes between line ministries, the 
national development bank (BNDES); and other climate 
finance relevant stakeholders seem to have greatly 
decreased in recent years (Government of Brazil, 
2019b). The lack of coordination is reflected in the fact 
that CIM organised only two meetings in 2020 and 2021, 
one to exchange on the 4th National Communication 
to the UNFCCC and the other to approve the new NDC 
(Government of Brazil, 2021c).

Accurate monitoring of climate finance 
flows will allow a country to take more 
informed decisions about planning, 

prioritisation, and allocation of resources for climate 
change, and to measure and evaluate progress. 

Brazil reports on received climate funds from international 
sources in its BURs but has no mechanism in place to 
transparently monitor domestic climate finance and 
climate finance from international non-governmental 
funders.

Brazil monitors and reports on the climate finance the 
country has received in its Biennial Update Reports 
(BUR) to the UNFCCC. Brazil’s third and fourth BURs lists 
funds from bilateral initiatives run through or partially 
coordinated by a public agency, as well as financial 
flows from multilateral initiatives and climate finance 
mobilised through the Clean Development Mechanism 
(CDM) (Government of Brazil, 2019b, 2020c). 

The tracking of disbursements of Brazil’s ABC Programme, 
the main credit line to finance low-carbon agriculture 
in the country, is reported on the government’s website 
(Government of Brazil, no date). Beyond this, there is 
limited evidence suggesting that Brazil has a formal 
and holistic monitoring mechanism for climate finance 
in place.

The alignment of climate finance planning 
with development and sector priorities, 
typically anchored in national, sub-

national development or sector plans, is more likely 
to spur the society-wide transformational change 
required to address climate change.

There is some evidence that climate action is reflected in 
Brazil’s sectoral development plans. While some sectoral 
plans include climate considerations few plans cover the 
implications of their financing. 

The integration of climate considerations in general 
and their financing in particular, in sectoral plans varies 
across economic sectors. Brazil’s energy production 
and electricity sector plan (Ten-Year Energy Expansion 
Plan – PDE) foresees a continued reliance on renewable 
energy sources (80% of total capacity installed18 ) 
(Ministry of Energy and Mines, 2019, 2020). However, 
it also plans significant investments in the oil and gas 
industry, although these are mainly aimed for export, as 
the country’s energy sector already sources almost half 
of its energy demand from renewable energy sources 
(EPE, 2019). The plan reflects proposed mitigation 
measures put forward in Brazil’s First NDC, and Brazil is 
on track to meet the sectoral NDC goals by 2025 and 2030 
(Government of Brazil, 2015; EPE, 2020, 2021a).

Several other line ministries have published sectoral 
plans to address climate change, covering the 
transport, industry, agriculture, mining and health 
sectors (Government of Brazil, 2019b). While these 
plans specifically address climate change, they do 
not integrate climate finance considerations, with the 
exception of the newly released agriculture plan (ABC 
Plan) (Government of Brazil, 2021b). It is noteworthy to 
highlight that several line ministries have partnered with 
the Climate Bonds Initiative to catalyse climate finance 
in the implementation of their sectoral plans (CBI / 
Brazil’s Sub-Committee of Agriculture, 2020; Ministry of 
Infrastructure, 2021).

18 Brazil largely but not solely relies on hydropower to meet this 
renewable energy share target. However, hydropower is at risk 
from droughts, which will accrue through climate change. In 2015 
and 2021, severe droughts affected hydropower plants, so that 
Brazil had to meet the energy gap through thermal power plants, 
increasing both emissions and energy prices (El País, 2015; G1 Eco-
nomia, 2021).
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Mainstreaming of climate considerations 
into national budgeting processes is 
critical to creating an enabling 

environment for climate action and mobilisation of 
climate finance.

Climate finance and NDC implementation priorities are 
not well reflected in Brazil’s national budgets and have 
generally been cut in recent years. 

There is no evidence that funding for climate activities 
is reflected in the national budget, except for those 
activities that were already planned for by line ministries 
and are therefore included in their budgets. Expenditure 
for climate change has generally been cut sharply in 
recent years. For example, funding has been cut for 
activities under Brazil’s national climate change plan, 
which is led by the environment ministry and which is 
aimed at meeting Brazil’s international commitment 
under the 2015 Paris Agreement (Reuters, 2020). 

Private sector engagement to finance 
and implement climate action is key to 
address the climate challenge as public 

funding alone will not suffice.

The degree to which public entities engage with the private 
sector to foster climate finance is relatively low. However, 
there are some initiatives on the sector level to mobilise 
private sector investments contributing to climate 
mitigation and the recently signed Memorandum of 
Understanding with the Climate Bonds Initiative indicated 
larger engagement of the private sector in the future. 

There is limited evidence that the government 
systematically engages the private sector to mobilise 
investments needed to implement mitigation measures. 
However, there are a few positive examples such as the 
adoption of decree 10.387/2020 that provides incentives 
for financing infrastructure projects with environmental 
and social benefits, such as non-motorised and low-
carbon public transport systems or renewable energy 
infrastructure (Government of Brazil, 2020b). In the energy 
sector, the government auctions energy infrastructure 
projects, mainly allocated to solar and wind power 
plants, based on a competitive auction (Renewables 
Now, 2021). Further, the National Zero Dump Programme 

(Programa Nacional Lixão Zero) of 2019 included various 
support schemes for urban waste management and 
the inclusion of energy recovery from solid waste in the 
Federal Government’s Investment Partnership Program 
(Government of Brazil, 2019d).

Stakeholders of Brazil’s finance and industry sector 
(representing 40% of the country’s GDP) launched the 
Brazil Green Finance Initiative (BGFI), in cooperation 
with the Brazilian Business Council for Sustainable 
Development (CEBDS) and the Climate Bonds Initiative 
(CBI). The initiative aims to “develop and promote policy 
and market mechanisms to catalyse a robust pipeline 
of opportunities for green investments in Brazil” (CBI, 
2020a). There are signs that the government is pursuing 
stronger private sector engagement, such as through 
the Investment Partnership Program (PPI), to expand 
infrastructure through privatisation and partnership 
contracts with the private sector (Vendramini, Yamahaki 
and Breviglieri, 2020; Estadao, 2021). 

Furthermore, the federal government has signed 
several Memoranda of Understanding (MoU) with the 
Climate Bonds Initiative (CBI) to certify green public 
infrastructure projects and develop sustainable 
finance strategies to essentially catalyse climate 
finance from the private sector (Government of Brazil, 
2019a; CBI, 2020b, 2021). 

The Central Bank of Brazil is also pursuing several 
workstreams to encourage sustainable investments 
and the consideration of environmental issues, in 
investors’ decision-making processes (Central Bank 
of Brazil, 2020).

Climate finance planning

The government has not presented clearly defined 
NDC mitigation measures at the sector level and 
accordingly, there is limited information on how 
individual mitigation measures will be financed.
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The NDC needs to be underpinned by 
clearly defined mitigation measures and 
potentially sub- targets at the sector 

level, aligned with medium- and long-term 
decarbonisation goals, on which basis budget 
implications and additional financial support needs 
can be defined.

Brazil’s updated NDC provides only limited information 
on how it plans to achieve its climate target, as for instance, 
it does not define mitigation measures per sector.

Brazil’s second NDC proposes an economy-wide 
emissions reduction target, but no sectoral emission 
reduction targets (Government of Brazil, 2020a). 
Indicative mitigation measures to support the target are 
mentioned in its annex (Government of Brazil, 2020a). 
These mitigation actions focus on the agriculture and 
land-use sector, for which climate action has decreased 
in recent years, leading to a substantial increase in the 
country’s deforestation rate (Silva Junior et al., 2021). 

Alignment of current federal government policies with 
the national-wide target; let alone medium- to long-term 
decarbonisation goals is thus questionable. However, 
Brazil’s first NDC proposed explicit mitigation measures 
for the energy sector, indicates that the country is on 
track for reaching its targets (Government of Brazil, 2015).

Financial analysis and planning capacity 
are crucial to increase certainty about 
cost estimates for NDC mitigation 

measures and building a corresponding project 
pipeline.

In the absence of concrete NDC sectoral mitigation 
measures, the country has not put forward an overarching 
(national) plan of how it intends to finance climate 
mitigation action. 

Brazil’s updated NDC includes a description of an 
institutional framework for the elaboration and 
implementation of policies and measures, but national 
or sectoral implementation plans are not addressed 
(Government of Brazil, 2020a). Brazil’s updated NDC 
does project annual investment needs in the order of 
USD 10 billion for the conservation of its ecosystems; but 

this figure is not linked to specific mitigation measures 
(Government of Brazil, 2020a). In the absence of NDC 
sectoral mitigation measures, the country has not put 
forward an overarching (national) investment plan linked 
to the NDC target. However, on a sector level, the country 
has identified financing options for mitigation measures. 
For example, the Brazilian National Confederation of 
Industry (CNI), with the cooperation of the Brazilian 
government, published the report “Climate Finance: A 
guide to optimise climate finance access by the industry 
actors” in 2020. The report intends to guide the industrial 
sector on operational, economic and sustainability 
aspects, in terms of access to sources of climate finance 
that are applicable to industry actors (CNI, 2020). 

Access to climate finance

Brazil has a significant track record of channelling 
climate finance from international climate funds, 
bilateral or multilateral support initiatives, the 
clean development mechanism (CDM) as well as 
from voluntary carbon credit schemes. Notably, 
the country channels climate finance through its 
National Climate Fund and the Amazon Fund. Brazil’s 
development bank, BNDES, leverages significant 
investments for low-carbon development through 
green credit lines as well as green bonds. However, 
in recent years climate finance channels have 
decreased.

Brazil’s national development bank, BNDES, is a 
key factor in channelling domestic and international 
climate finance. It manages the country’s National 
Climate Fund (Fundo Clima), established in 2009 
through the National Policy on Climate Change19  
(Government of Brazil, 2009). The Fund supports 
climate change mitigation and adaptation projects 
or studies (Law 12.114/2009). BNDES also manages 
Brazil’s Amazon Fund, a fund that has been specifically 
dedicated to combating deforestation since 2008 
(BNDES, 2020b, 2020a). Deforestation is of particular 
relevance for Brazil as its territory covers 60% of the 
Amazon rainforest. Of the three countries assessed, 
Brazil is the principal recipient of climate finance when 
considering the main climate funds active in the region 

19 The National Policy on Climate Change is not taken into con-
sideration under the climate governance and climate planning 
categories, as its timeframe was 2010 – 2020 and is therefore out-
dated. The Policy is still in place, which is relevant to the National 
Climate Fund (Government of Brazil, 2009).
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(CTF, Amazon Fund, GCF and GEF). Half of the finance 
received through these funds was obtained through 
the Amazon Fund (Green Climate Fund, 2021b).

While both the National Climate Fund and the Amazon 
Fund channelled significant climate finance volumes 
in the past, their activity was halted in 2019 (BNDES, 
2020a; Climate Laws, 2020). The National Climate 
Fund has slowly resumed its activities in 2020. 
However, the Amazon Fund is still largely inactive and 
has only disbursed funds for past projects, as Norway 
and Germany the largest contributors to the fund, 
have halted their support since 2019, due to concerns 
over forest management as well as a change in the 
fund’s governance structure (Bloomberg Green, 2020; 
BNDES, 2020b). 

BNDES further leverages investments for low-carbon 
development through green credit lines amounting to 
several USD billions (BNamericas, 2020b). Furthermore, 
the bank released its first green bond on international 
capital markets in 2015 and has issued several bonds 
since, for renewable energy and energy efficiency 
projects. The bank also manages the Finame Renewable 
Energy line, a permanent credit line to support 
investments in renewable energy, that was launched in 
2018. In 2020, BNDES provided funding in the order of 
USD 1.3 billion to “projects relating to the green economy”, 
suggesting a climate finance rate close to 40% of the 
bank’s total disbursements (BNDES, 2020b). Despite its 
activities to foster climate finance, BNDES has no specific 
climate finance target in place, nor has it committed to 
aligning finance flows with the Paris Agreement. 

Brazil’s Caixa Econômica Federal (CEF) is another 
government led financial institution, operating under 
the Ministry of Finance. Complementary to BNDES, 
its focus lies in housing, basic sanitation, and public 
services at the sub-national level. As an accredited 
agency to the GCF it could also catalyse climate 
finance but has not yet done so (GCF, 2021). It has 
however received funding from the World Bank to 
catalyse finance flows from the private sector towards 
projects for public lighting in Brazilian municipalities 
and industrial energy efficiency (World Bank, 2018a). 
Brazil receives finance for climate action through a 
number of bilateral and multilateral initiatives. 

While Brazil received around US 3.2 billion from bilateral 
and multilateral initiatives in 2016 and 2017, this figure 
decreased to less than US 2 billion in the following 
two years (Government of Brazil, 2020c). Most of these 
resources came from multilateral donors (almost 95% in 

2018/2019) such as the International Finance Corporation 
(IFC) or the Inter-American Development Bank (IDB) 
(Government of Brazil, 2019b). Brazil has also been one 
of the largest recipients of climate finance through the 
Clean Development Mechanism (CDM) (UNFCCC, 2018). 
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Summary

Peru has taken important steps towards establishing comprehensive governance and planning 
structures to coordinate and foster climate finance. However, the structures have not been in place 
long enough to assess whether the expected results will materialise. NDC mitigation measures have 
been defined on sector level. However, the cost assessment and indication of funding sources for 
individual measures exercises have not yet been finalised. Notably, Peru is currently developing a 
national climate finance strategy, which promises to bring clarity on how the country intends to reach 
its climate targets, the associated costs and returns, and how it plans to catalyse and monitor climate 
finance. Peru has been proactive in catalysing significant climate finance volumes from a range of 
climate finance channels. 

Climate finance governance

The Peruvian government has taken some important 
steps in the field of climate finance governance, 
particularly with regard to legislation and 
institutionalisation. However, the structures have 
not been in place long enough to assess whether 
the expected results will materialise; for example 
with regard to aligning and mainstreaming climate 
finance considerations into sector plans and budgets 
or increasing private sector engagement.

The establishment of adequate 
institutional arrangements can be 
considered an important element for 

countries seeking to develop comprehensive 
approaches to climate finance in general and NDC 
financing in particular. 

Peru has taken important first steps in terms of legislation 
and institutionalisation to coordinate climate action and 
its financing. However, the effectiveness of these measures 
can only be finally assessed once they have been fully 
implemented.

In Peru, the General Directorate of Climate Change 
and Desertification, working under the umbrella of the 
Ministry of the Environment, is the main coordination body 
for climate-related activities, including climate finance 
(MINAM, 2021b). The National Climate Change Strategy, 
due to be updated this year, and the Framework Law 
on Climate Change (LMCC), in force since 2019, are the 
two key high-level instruments that aim to guide climate 
action, support the implementation of Peru’s NDC, and 
ensure the incorporation of climate change into national 
development planning. 

Among others, these instruments establish inter-
ministerial coordination processes, also related to climate 
finance, and require MINAM and the Ministry of Economy 
and Finance (MEF) to establish guidelines for the use 
of international climate finance, to ensure strategic and 
complementary use of these resources, in accordance 
with the NDC (El Peruano, 2019).

4.3  Peru
 Climate finance readiness
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In addition, the country created the High-level 
Commission for Climate Change in July 2020 (Comisión 
de Alto Nivel de Cambio Climático - CANCC) (El Peruano, 
2020). The Committee comprises 17 entities, including 
the President’s office, all of which are relevant line 
ministries and other relevant public bodies such as the 
association of municipalities. The Committee has had at 
least three sessions since its creation but has otherwise 
not yet played a major role in efforts to coordinate 
climate finance. 

Accurate monitoring of climate finance 
flows will allow a country to take more 
informed decisions about planning, 

prioritisation, and allocation of resources for climate 
change, and to measure and evaluate progress. 

There are monitoring approaches in place for the various 
resource types, some of which are still in the pilot stage 
and others which are already being implemented. 
However, there is no centralised methodology to monitor 
all resource types, such as international and national, as 
well as private and public climate related investments. 

A first pilot project is underway in Peru to include the 
monitoring of financial expenditure on climate change 
activities (both for adaptation and mitigation activities) 
into the existing Integrated Financial Administration 
System, which monitors all public budget expenditures 
(Government of Peru, 2020a). Furthermore, Peru’s Ministry 
of Environment (MINAM) is mandated by the climate 
change law to establish necessary mechanisms around 
climate finance, including a Measurement, Reporting and 
Verification (MRV) system for private sector investments 
and international funds (El Peruano, 2019). Tracking 
private sector investments is currently at the pilot level 
and further work is needed, including defining a common 
taxonomy with respect to climate finance. International 
public resources are partially tracked by the Peruvian 
Agency for International Cooperation (APCI) (Government 
of Peru, 2021a).

The alignment of climate finance planning 
with development and sector priorities, 
typically anchored in national, sub-

national development or sector plans, is more likely 
to spur the society-wide transformational change 
required to address climate change.

While there is legislation in place prescribing that the 
sector plans should be aligned with the country’s NDC, 
implementation is still pending, and as such, climate 
finance or the financing of NDC measures is not yet fully 
taken into account in sectoral and subnational planning.

The Framework Law on Climate Change mandates line 
ministries to include climate change measures in sectoral 
planning. For the implementation of these guidelines, the 
law grants periods of up to four years (e.g., for strategic 
sectoral planning) (El Peruano, 2019). As of 2021, there are 
limited indications that the line ministries are planning a 
realignment of sector activities, in line with the country’s 
NDC. 

However, nineteen Peruvian subnational governments 
have developed Regional Climate Change Strategies, 
to incorporate climate change considerations in their 
regional development plans that are defined on a sectoral 
level (MINAM, 2015). In addition, subnational governments 
have incepted offices for the Promotion of Sustainable 
Private Investment (MDA, 2018).

Mainstreaming of climate considerations 
into national budgeting processes is 
critical to creating an enabling 

environment for climate action and mobilisation of 
climate finance.

Although the framework climate change law stipulates 
that climate change actions must be integrated into 
sectoral budgets, in practice, this is only partially the case 
and applies to NDC measures that were already planned 
for. There is otherwise limited reflection of NDC mitigation 
measures or more general climate change considerations 
in sectoral budgets, similarly to sectoral plans. 
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The framework climate change law mandates MINAM 
and the Ministry of Economy and Finance (MEF) to 
coordinate the integration of climate change activities 
into the national budget and mandates the inclusion 
of climate change adaptation and mitigation in local 
(provincial and municipal) governments’ budgetary plans 
(El Peruano, 2019). So far, NDC mitigation measures are 
a combination of existing projects (for example projects 
with international agencies such as NAMAs), usually 
reflected in sectoral budgets, and additional climate 
actions, which are not (yet) reflected in sectoral budgets 
(Government of Peru, 2020a). 

Private sector engagement to finance 
and implement climate action is key to 
address the climate challenge as public 

funding alone will not suffice.

There is currently little evidence that the private sector 
is systematically involved in financing climate action. 
However, the government has launched several initiatives 
that give hope that this will change in the future. 

There are several initiatives by the Peruvian government 
to involve the private sector in climate change related 
actions. Dialoguemos is an ongoing initiative to engage 
with the private sector and civil society in the development 
of the NDC and the regulations contained in the 
climate change law (MINAM, no date). In early 2017, the 
government of Peru also initiated the High Level Multi-
Sectorial Working Group for the implementation of the 
NDC (GTM-NDC). It comprised 13 Ministries and the Centre 
for National Planning (CEPLAN). The GTM-NDC interacted 
with sub-national governments (GORE), civil society, and 
the private sector, to develop a road map for mitigation 
and adaptation action and to analyse the potential for NDC 
implementation. The Group finalised its work by the end 
of December 2018 (Government of Peru, 2018).

Furthermore, the government established a public-
private working group comprised of representatives 
from private sector associations (Grupo Impulsor 
de Asociaciones Empresariales) to drive NDC 
implementation, to initiate Cleaner Production 
Agreements with the private sector, and to launch 
a carbon footprint tool. The Cleaner Production 
Agreements initiative was set up in 2018. MINAM 
has undertaken several such agreements with large 
companies to reduce solid waste (MINAM, 2020). The 

Ministry of Production has launched a similar initiative 
to collaborate with companies and increase energy and 
resource efficiency in production processes (Ministry 
of Production, 2021). The carbon footprint tool (Huella 
Carbono Perú), launched in 2020, has been a more 
successful initiative. It aims to incentive a domestic 
carbon market and to promote best practices in energy 
efficiency, circular economy, and value creation. Close to 
300 companies reported their carbon footprint by 2021 
(MINAM, 2021a). 

Peru’s Ministry of Economy and Finance (MEF) runs the 
program “Work for Taxes” that aims to stimulate private 
sector investment towards public investment projects 
that subnational governments and national government 
entities prioritise. This public-private partnership aims to 
reduce the existing infrastructure gap in the country by 
encouraging private companies to advance the payment 
of their income tax to finance public investment projects. 
Nonetheless, there is still little evidence of private sector 
engagement to finance and implement adaptation and 
mitigation measures defined in the country’s NDC.

A potential cause of this apparent inactivity may be 
the difficulty to translate NDC measures into bankable 
projects that can be implemented by the private sector. 
In response, the government released the National 
Competitiveness and Productivity Plan in 2019. 

According to that plan, a “Strategy for Financing of 
Climate Change Measures” shall be released by July 2021, 
and a monitoring platform for NDC compliance shall be 
implemented (Government of Peru, 2019). The strategy 
aims to boost the financial viability of the NDC and unlock 
required funds to implement NDC measures, specifically 
by involving the private sector through public-private 
initiatives.

Furthermore, MINAM, together with representatives 
of the financial sector (namely associations of financial 
intermediaries) signed the voluntary agreement “Green 
Protocol” in September 2020. The agreement seeks, 
among other things, to increase financing of climate-
friendly projects in financial institutions’ portfolios and 
to create a collaborative space between the public 
and the private sectors, to promote the incorporation 
of sustainability criteria in projects and investments 
financed by the Peruvian financial system (Government 
of Peru, 2020c). As of today, the engagement process 
has started by focusing on capacity building and raising 
awareness, inter alia, on the topic of climate finance.
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Climate finance planning

With clearly defined measures for individual sectors, 
Peru has laid an important foundation for successful 
climate finance planning. In addition, the Peruvian 
government is working on a national strategy for 
climate finance (ENFC). Until the strategy comes 
into force, however, considerable uncertainties 
will remain, regarding the financing of individual 
mitigation measures.

The NDC needs to be underpinned by 
clearly defined mitigation measures and 
potentially sub- targets at the sector 

level, aligned with medium- and long-term 
decarbonisation goals, on which basis budget 
implications and additional financial support needs 
can be defined.

Mitigation measures in Peru’s NDC are clearly defined on 
sector level. However, alignment of individual measures 
with decarbonisation goals cannot be assessed yet. 

Peru’s NDC is translated into sectoral adaptation and 
mitigation measures including estimates on emissions 
reductions’ potential for individual measures. While the 
measures may be in line with the national 2030 climate 
target, it is not yet possible to evaluate whether those 
are aligned with medium- to long-term decarbonisation 
goals (Government of Peru, 2018; MINAM, 2018). Since 
Peru is the country with the second largest cover 
of Amazon forest and approximately half of Peru´s 
emissions can be attributed to the LULUCF sector, it 
is worth highlighting the country’s National Forest 
and Climate Change Strategy, approved in July 2016. 
Although qualitative, it forms an important milestone 
in Peru´s response to climate change, as it provides a 
comprehensive response to the deforestation of Peru´s 
forests (Government of Peru, 2016).

Financial analysis and planning capacity 
are crucial to increase certainty about 
cost estimates for NDC mitigation 

measures and building a corresponding project 
pipeline.

While the NDC and its technical study includes high-
level information with regard to funding sources for 
individual mitigation measures, there is considerable 
room for improvement related to the implementation 
plans of proposed mitigation actions, as well as their cost 
estimates. So far, only a few investment plans or project 
portfolios exist for some mitigation measures. However, 
this may become more concrete and consolidated once 
the planned National Climate Finance Strategy (ENFC) 
is published.

Currently, there is no overall investment plan or portfolio 
of projects related to the NDC. Several plans contain 
information on climate finance planning. The country’s 
NDC and the technical study for Peru’s NDC 2021-2030 
and the GTM-NDC Final report provide guidance on the 
country’s strategic intent to make use of national and 
international public finance to implement its NDC, and 
provide an initial economic analysis for (part of the) climate 
change measures (Government of Peru, 2018, 2020a). 

The planned National Climate Finance Strategy (ENFC), 
which is currently being developed by the Climate 
Change Directorate, should further communicate 
clear linkages between finance and climate action. The 
country’s work plans (so-called tentative programs) 
include indicative information related to NDC mitigation 
measures, as well as an analysis on funding sources to 
finance those measures, and the next steps to implement 
them (Government of Peru, 2020a). However, the 
estimation of their costs is incomplete and is currently 
being complemented (Government of Peru, 2020a).

Access to climate finance

Peru catalyses significant climate finance volumes 
through a range of channels, including multi-and 
bilateral agreements, international climate funds, 
the CDM as well as alternative funding sources such 
as a voluntary carbon credit agreement. 
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Peru has several national funds but none of them 
is specifically dedicated to climate action. However, 
Peru’s national development bank, COFIDE, has several 
green credit lines as part of its portfolio to, for instance, 
finance climate-friendly infrastructure projects or 
renewable energy projects. COFIDE has also run green 
and sustainable bonds in the past. 

COFIDE has, however, no specific climate target and 
does not report on the share of green investments in 
its portfolio, although COFIDE commissioned a study in 
2019 to determine the level of impact the development 
bank generates towards the social, environmental and 
economic spaces in Peru (COFIDE, 2020b). COFIDE 
is in the process of application to become a National 
Accredited Entity to the GCF.

Peru has several bilateral and multi-lateral initiatives 
in place, supported by a diverse set of institutions. Peru 
receives financial and technical assistance from a range 
of international institutions, including the Global Climate 
Change Alliance (GCCA), the German Federal Ministry of 
International Cooperation (BMZ), the Swiss Development 
Cooperation (SDC), and the Japan International 
Cooperation Agency (JICA) (Government of Peru, 2020a). 

Compared to Brazil and Argentina, Peru receives lower 
absolute climate finance volumes from international 
climate funds (GEF, GCF and the CTF). However, 
climate finance from such climate funds adjusted to 
the population size is highest in Peru (Green Climate 
Fund, 2021c). Peru also receives funds from the Climate 
Investment Funds (CIF), in line with its national “Reducing 
emissions from deforestation and forest degradation” 
(REDD+) strategy (Government of Peru, 2020a). 

Other finance channels also exist in Peru, although 
less prominent. For example, of all the CDM projects 
in Latin America, 6% were implemented in Peru (UNEP 
DTU, no date). In 2020, Peru further signed a carbon 
credit agreement with Switzerland to finance emission 
reduction projects that should contribute to sustainable 
development in Peru, while the emissions cuts will count 
towards the Swiss NDC (Climate Change News, 2020). 
Although controversial for Peru’s mitigation efforts, such 
an agreement reflects the country’s ability to engage in 
international initiatives. 
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5.5.
To strengthen the global response to the threat of climate 
change and to limit global temperature increase to below 
1.5°C above pre-industrial levels, as agreed under the 
Paris Agreement; global CO2 and other GHG emissions 
must reach net zero by 2050 and 2070, respectively.

The rapid, far-reaching and unprecedented changes 
in all aspects of society needed to achieve this goal, 
require a major increase in low-carbon investments 
across all sectors of the economy. For the energy 
transition alone, investments would need to be scaled 
up to around USD 4.4 trillion yearly between 2021–
2050, compared to USD 3.4 trillion of planned annual 
investments in the same period; and investment would 
need to be redirected from fossil fuels towards energy 
transition technologies (IRENA, 2021b). This includes, 
among others, investments in renewable energy 
systems, electricity grids, storage capacity, energy 
efficiency in transport, buildings, and industry.

To close the finance gap, it is essential to ensure that 
all finance flows, including public and private, as well 

as domestic and international investments, are made 
consistent with a pathway towards low GHG emissions 
and climate-resilient development, one of the Paris 
Agreement’s central goals. In addition to unlocking and 
mobilising investments, it is also important to reallocate 
and shift investments from climate-damaging assets and 
activities to climate-friendly alternatives. With the global 
economy severely affected by the COVID-19 pandemic, 
sustainable economic recovery20  packages are needed 
to steer investments in the right direction and prevent the 
lock-in of high-emissions infrastructure. At the same time, 
a focus on broader social and economic implications is 
paramount to achieve global and national sustainable 
development objectives.

In addition to macroeconomic, financial, and political 

20 According to a definition by the OECD (2020), sustainable re-
covery policies should trigger investment and behavioural chan-
ges that will reduce the likelihood of future shocks and increase 
society’s resilience to them when they do occur; and include as 
key dimensions the alignment with long-term emission reduction 
goals, factoring in resilience to climate impacts, slowing biodiver-
sity loss and increasing the circularity of supply chains.
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conditions that have an impact on the investment 
environment (and therefore indirectly also on low-
carbon investments), it is essential that adequate 
policies are implemented, and incentives created 
across all sectors, to promote investments in low-carbon 
technologies and disincentivise investments in high-
emissions assets. The latter is of particular relevance, 
as only a few mitigation technologies have reached 
full market maturity and most still face barriers. While 
individual technologies and policy instruments that 
support the low-carbon transition exist in many sectors, 
they have hardly been combined into ambitious policy 
packages.

Sectoral policy framework for 
low-carbon investments
As the analysis of economy-wide policies and policy 
packages in six major sectors presented in this report has 
shown, the rather piecemeal policy response described 
above is also prevalent in Latin America and in the three 
focus countries Argentina, Brazil and Peru. The analysis 
reveals that at least initial policy measures to transition 
to a low-emissions society exist in each of the six sectors, 
and across all the three countries analysed. However, 
there are still areas in each of the six sectors where 
no or very little climate policy has been developed or 
implemented, which is also reflected in insufficient low-
carbon investments in the respective areas.

Power

Latin America has one of the world’s lowest 
emissions intensities in the electricity sector—in 
a context of rising demand and need for export 
revenues, the challenge will be to ensure that new 
investments support further decarbonisation, as 
power-related emissions need to decrease to zero 
before other, harder to abate sectors.

Low-emissions investments in the power sector have 
focused primarily on hydropower and bioenergy (the 
latter particularly so in Brazil), although more recently, 
other technologies, such as wind and solar, have 
gained momentum. The rapid growth in wind and solar 
investments in recent years are the result of government-
initiated auctions, particularly in Brazil and Argentina, and 
to a lesser extent in Peru. Auctions alone are however not 
sufficient to guarantee a stable framework for renewable 

energy investments. They need to be paired with credible 
and transparent sector planning, both in the short- and 
the long-term, including through setting renewable 
energy targets. 

As the share of intermittent renewable power generation 
sources increases, having already reached around 
10% in Brazil and Argentina, it becomes increasingly 
important to invest in flexibility options, storage capacity, 
and grid upgrades. Whereas subsidies are gradually 
being phased out for some renewable energies, new 
technologies, such as batteries, will require additional 
R&D and dedicated incentives for larger uptake. The 
high renewable energy availability and other enabling 
resources, including lithium for battery production for 
example, also creates opportunities for an integrated 
energy transition in the power, transport, buildings and 
parts of the industry sector. 

Transport

Despite good preconditions to reduce emissions, 
transport continues to be the sector with the highest 
fossil energy consumption in the region, which 
indicates that initial approaches and technology 
uptake (e.g., e-vehicles) are not yet sufficient and 
significant public and private investments are 
needed. 

Transport: Despite the good preconditions to reduce 
emissions from the transport sector, it is still the sector 
with the highest fossil energy consumption in the region, 
which indicates that initial approaches that exist (e.g., 
related to e-vehicles) are not yet sufficient, with few 
exceptions such as the biofuel use in Brazil.

The region has good conditions to reduce emissions 
from the transport sector, given the high renewable 
energy share over final energy consumption and the 
existing large railway networks (at least in Argentina 
and Brazil). However, the transport sector is still one of 
the fastest-growing sectors in terms of emissions in the 
region. Investments in low-carbon alternatives have 
mainly focused on strengthening public transportation 
options, such as Bus Rapid Transit, Mass Rapid Transit or 
railways, as well as in increasing the share of biofuels, 
particularly in Brazil. Other areas, such as efficiency 
improvements in road transport have seen insufficient 
policy development. For instance, with respect to car 
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and truck emissions standards, none of the three focus 
countries has implemented binding CO2 emission or fuel 
economy standards. 

While all three countries are beginning to recognise 
the important role of electrified transport, especially 
EVs, and have implemented some mechanisms to 
support these, the lack of EV uptake in all countries 
shows that these are not yet sufficient or effective. The 
use of biofuels in Brazil, however, is an example of how 
clear government policy that is gradually phased in can 
spur low carbon investments. Around three quarter of 
the cars in Brazil are bi-fuel cars and can use ethanol 
as well as gasoline. Low carbon financing gaps remain, 
especially in the investment of low carbon road transport 
vehicles (such as EVs) but also in safe and modern public 
transport options as well as the railway system, to avoid 
further passenger shifts to individualised transport.

Buildings

Investment in green buildings has so far been limited 
and is mostly driven by voluntary labelling schemes; 
to avoid stranded assets and to ensure that the large 
amounts of capital that will flow into the fast-growing 
construction sector in the future are invested in 
sustainable (zero emission) buildings, governments 
need to introduce and enforce ambitious and 
mandatory building standards. 

Rapid urbanisation and a growing middle-class lead 
to a constantly high demand for new buildings in the 
region. The realisation of sustainable (zero emission) 
buildings would thus not require large additional 
capital flows, besides those that will take place anyway. 
In addition, the majority of low-carbon investments 
in the sector show net economic benefits, mostly 
due to high energy savings over the full lifetime of 
investments. Despite these opportunities, the green 
building market in the three countries is still in an infant 
stage of development. To avoid the risk of stranded 
assets and reap the economic benefits of mitigation 
solutions, governments need to step up their efforts; 
for example, by introducing ambitious and mandatory 
building codes and standards. Without expanding 
the currently extremely low coverage of mandatory 
building codes, 98% of the floor area to be built in Latin 
America until 2050 would not be affected by mandatory 
buildings standards. 

Existing policies in the three countries, such as building 
codes or minimum energy efficiency standards or 
financial incentives, are either not ambitious enough 
(for example, with respect to binding targets for Zero 
Emissions Buildings), have limited scope or outreach 
(none of the three countries has a building code that 
is binding for both the residential and commercial 
sectors), or lack adequate enforcement. Introducing 
these policies would also help to ensure that the 
financial incentives that have already been created in 
the three countries in the sector take effect. 

Industry

As a result of limited policies and incentives to reduce 
emissions in the industry sector and to foster the 
development and deployment of new technologies, 
current investments, which have largely been driven 
by the private sector, have only led to incremental 
changes and have not reduced energy intensity levels. 
Significant innovation potential remains. 

Mitigation options in the industry sector are spread over a 
broad set of sub-sectors and often complex technologies, 
and there is still a lack of feasible technological solutions 
for some industrial processes; thus making it one of the 
sectors that is the hardest to decarbonise. As the sector 
will need to manufacture products and components 
supporting the transition to net zero emissions, 
investment opportunities in the sector are manifold. 
Investments into the electrification of end-use industry 
sectors especially could help decarbonise the sector 
significantly; such as electric vehicles, heat pumps or 
smart grid components.

Supply chains in the sector and some of the required 
commodities have a global nature and may require 
interventions and investments that go beyond 
national boundaries. Against this backdrop, policy 
measures in the industry sectors of the three focus 
countries are scarce and scattered. Argentina has a 
National Action Plan for Industry and Climate Change 
with an emissions reduction target and proposed 
mitigation measures, including material efficiency. 
Brazil and Peru have no integrated plan to tackle 
emissions in the industry sector.

As a result, investors have minimal guidance 
and incentives to invest in measures that lead to 
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transformational change, and existing measures 
often only lead to incremental change. For instance, 
private entrepreneurs wanting to venture into required 
transformational measures, such as novel cement, 
carbon capture and sequestration or utilisation (CCS/U) 
or green hydrogen, bear all costs and risks, which is 
unlikely to happen. In addition, Argentina, Brazil and 
Peru have plans in place to expand the extraction of 
fossil fuels in the short to near term; thus, promoting 
investments in high-emissions assets that may result 
in stranded assets.

AFOLU

The agriculture, forestry, and other land use (AFOLU) 
sectors need to become a net emissions sink globally 
after 2030, under Paris-compatible pathways; 
so governments and the private sector have an 
important joint role to ensure that investments in 
the sector do not lead to increased deforestation 
and destruction of other high-carbon landscapes. 

The AFOLU sector plays an important role in Latin 
American economies and represents nearly half of total 
emissions in the region. Livestock is a major driver both of 
direct emissions, as well as deforestation in many countries 
of the region, contributing to agriculture emissions 
intensities well above world average in Argentina and 
Brazil. Argentina, Brazil, and Peru all have policies to reduce 
emissions from livestock and other agricultural products, 
and these will need to be further supported, going forward. 
Argentina, Brazil, and Peru have all passed legislation or 
policies to prevent deforestation of primary forests, but 
need to invest additional resources to implement them, 
as illegal logging remains an important issue. There are 
also still only very few policies to protect other high-carbon 
landscapes, such as wetlands and peatlands.

National policy action remains crucial, but it is also 
important to note that deforestation in the LAC region 
is often linked to international supply chains. The region 
produces 13% of the world’s food and is responsible for 
one fourth of global food exports. Some international 
initiatives around deforestation-free supply chains 
have already been launched and can provide additional 
momentum to slow down deforestation. The AFOLU 
sector is also particularly important, in the sense that 
it is the sector most affected by the impacts of climate 
change, and one where investments are urgently needed 

in both mitigation and adaptation. Climate change will also 
have an increasingly destabilising impact on crop yields, 
thereby further increasing the risk profile of agricultural 
investments, with consequences on the livelihoods of 
millions of farmers. Adapting to these risks will be an 
important challenge to tackle for governments in the LAC 
region, but also the international community—including in 
the form of financial support from developed countries.

Waste

Existing policies and incentives have led to 
investments and positive developments in certain 
areas of the sector (e.g., waste collection), but other 
areas such as recycling of waste or prevention of 
open dumping are not yet sufficiently developed 
and need increased attention.

The waste sector’s share of total emissions is higher 
in Latin America compared to the world average. 
To date, only a few countries in the region have the 
formal infrastructure required to sort and recycle 
municipal solid waste, and the recovery of recyclable 
materials is mostly performed by the informal sector. 
Recycling rates in the region are therefore still low, 
with the majority of recovered municipal waste 
ending up in landfills. In addition, around 40 million 
people in the region still do not have access to basic 
collection services, and about one third of all waste 
generated ends up in open dumps. Due to decades of 
investment and development backlog in the areas of 
waste, energy and water management, there is a great 
need for modernisation and expansion for numerous 
technologies and services. In particular investments are 
required for landfill modernisations, plant construction 
for the treatment of household waste and hazardous 
waste, as well as for improving waste management 
advice at subnational and national level. 

The challenges the sector faces, across the region, that 
have led to investments being insufficient are linked 
to prevailing financially unsustainable management 
schemes, uncertainty about direct and indirect 
costs of waste management, limited diversification 
of delivery models and difficulties in the service 
charging schemes. Existing legal frameworks and 
implementation strategies in the three countries 
have led to investments and positive developments 
in certain areas of the sector, such as the collection 
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of waste; as can be seen from the relatively high 
proportion of the population that is covered by these 
services (Peru 84%, Brazil 98% and Argentina 99%). 
The fact that areas such as the recycling of waste or 
the avoidance of open dumps are not yet sufficiently 
developed suggests that existing policy approaches 
are either not ambitious enough or do not cover these 
areas adequately, or that there are enforcement issues. 

Climate finance readiness
An important element for financing the transition 
to a low-carbon society is that, on the one hand, 
sufficient international climate finance must be 
made available, particularly by developed countries 
and, on the other, governments in recipient countries 
must create favourable conditions and absorption 
capacity to catalyse domestic and private finance 
for the implementation of climate adaptation and 
mitigation action.

To date, developed countries have not complied with their 
commitments to lead climate action and to make available 
adequate amounts of international public finance.

While international climate finance can still be considered 
insufficient, there are steps that recipient countries 
can implement to create conditions for acquiring and 
channelling existing funds as well as those that will be 
made available in the future and for tapping (substantial) 
private domestic and international capital. There are 
several elements that determine a country’s readiness 
to catalyse climate finance, including the country’s 
corresponding governance structure and planning. 

The analysis of the three focus countries has shown 
that there are first signs of climate finance being 
institutionalised and that processes on climate finance 
governance and planning are being initiated. However, 
evidence that this has led to efficient planning or 
allocation of resources is still limited for various 
reasons. The reasons vary from country to country and 
may be related to the fact that measures have only 
recently been initiated. 

There has been restructuring due to a change of 
government, or because established processes are not 
actively implemented, due to a lack of prioritisation by 
an incumbent government. To increase the efficiency 
of resource planning and allocation, it is important that 
governments clearly define the role of international 
financing and domestic resources. It is also critical that 
governments reform their national budgeting processes 

and taxation systems to better incorporate climate 
related considerations and provide the needed regulatory 
framework for sustainable corporate or financial practices.

Key messages

In the near future, it will be important for national 
climate plans, including updated NDCs, to be 
underpinned by clearly defined mitigation measures 
and sector-level targets that are aligned with medium- 
and long-term decarbonisation goals. This will help to 
define financial support needs and budget implications 
(important to attract international financial flows), and 
it will provide both public and private finance providers 
with clear investment signals and predictability.

Sector-specific plans need to be embedded and 
aligned with an economy wide, long-term vision to 
reach the objectives of the Paris Agreement, including 
as part of the long-term strategies communicated to 
the UNFCCC. This will help to ensure that short-term 
policies and investments are in line with long-term 
objectives, thereby decreasing the risk of stranded assets 
and enabling a smoother transition. An economy-wide 
perspective can also help to highlight synergies and 
linkages between sectors; for example, the coupling of 
energy supply and increased electrification of end-use 
sectors, and practices such as agroforestry. 

Often limited domestic budgets and public support 
measures need to be aligned with climate goals 
to send clear signals to investors and incentivise 
decarbonisation rather than counteract ongoing 
climate efforts. The allocation of public funding to high 
carbon activities is a missed opportunity. Governments 
should ensure that domestic budget and investments, for 
example to lift countries out of economic recession are 
spent in a way that aligns with sustainable development 
and climate change goals. Out of the three focus 
countries, only Peru has earmarked a small proportion 
of its recovery spending for climate-friendly measures, 
while the recovery measures in Argentina and Brazil have 
been rather high-carbon weighted. 

Clearly communicated commitments by governments 
to phase-out high carbon technologies and harmful 
policies, including, fossil fuel subsidies, give planning 
certainty to investors and can act as a stimulus for 
innovation and new business models. None of the 
focus countries has made a clear commitment, for 
example, to phase out fossil fuels, end deforestation or 
declare a moratorium on conventional engines. Fossil 
fuel subsidies, although declining in recent years, 
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continue to be part of the policy mix in Argentina and 
Brazil and counteract positive developments towards 
decarbonisation in key sectors. Developments in other 
countries suggest that clear and robust phase out goals 
and targets do not hinder but stimulate economic activity 
and innovation.

The public and private sectors need to work hand in 
hand. Governments play a key role to create a stable 
enabling environment to steer and foster private 
sector investment as well as protect investments from 
future risks. The private sector is critical as technology, 
service providers, investors and sources of income and 
employment. Improving sectoral policy packages and 
strengthening the capacity to implement them, promotes 
innovation and development to untap the vast number 
of investment opportunities in low-emission areas; and 
simultaneously avoid investments into less efficient, more 
expensive and polluting technologies or industries. In many 
areas, international market dynamics have already led to 
increasing sustainability and emissions standards, and as 
the sectoral transformations required to meet the Paris 
Agreement become more evident, such dynamics should 
then become increasingly common. It is in the interest of 
all involved to help shape the transformation and work 
together to promote solutions to a net zero future.
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