
 

COP28: Turning the tap off slowly. Why
Australia's decision to end overseas fossil
fuel finance matters
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Until recently, financing fossil fuel projects has been relatively easy.
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But that is slowly changing. At the COP28 climate negotiations
yesterday, Australia announced it will sign the Glasgow Statement and
will no longer finance international oil, gas and coal projects. Domestic
projects are not part of the agreement.

Major Australian allies such as the United States and United Kingdom,
as well as 32 other nations and five public banks, made this commitment
in 2021. It's an agreement between governments and public financial
agencies such as development banks and export credit agencies to end all
new public financing for unabated fossil fuel projects.

By joining, Australia will make it harder to mobilize finance for fossil
fuel projects that produce millions of tons of emissions, and make it
easier to fund renewable energy projects that produce very little.

It's the latest in a welcome series of signals that the international
community is slowly turning off the tap for new fossil fuels.

Phasing down or phasing out?

Australia's decision to join the agreement comes amid intense
negotiations at COP28 in Dubai this week over whether governments
will commit to "phasing out" or "phasing down" fossil fuel use.

It might sound like quibbling, but this linguistic distinction carries major
implications for global climate change. Phasing out means ending the
routine burning of fossil fuels entirely. Phasing down means we will
keep burning them but at a reduced rate—and that means some level of
fossil fuel investment will continue.

Under the International Energy Agency's 2050 net zero plan, there are no
new oil, natural gas or coal projects beyond those already approved in
2021.
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https://www.smh.com.au/world/middle-east/no-more-aussie-dollars-to-fund-overseas-fossil-fuel-projects-20231205-p5epav.html
https://webarchive.nationalarchives.gov.uk/ukgwa/20230313124743/https:/ukcop26.org/statement-on-international-public-support-for-the-clean-energy-transition
https://techxplore.com/tags/fuel/
https://techxplore.com/tags/renewable+energy+projects/
https://www.theguardian.com/environment/2023/dec/03/back-into-caves-cop28-president-dismisses-phase-out-of-fossil-fuels
https://techxplore.com/tags/global+climate+change/
https://iea.blob.core.windows.net/assets/deebef5d-0c34-4539-9d0c-10b13d840027/NetZeroby2050-ARoadmapfortheGlobalEnergySector_CORR.pdf


 

Even reduced levels of fossil fuel investment will derail the possibility of
averting global warming's worst consequences.

Why does international public finance for energy
matter?

If the world is to limit global average temperature rise to 2°C, we will
need financial institutions on board. That's because current estimates
suggest we need A$2.3 trillion every year to 2030 to meet existing
targets to build low-carbon and climate-resilient infrastructure in low-
and middle-income countries alone.

To source that kind of finance means we need all financial
institutions—including state-backed banks which often favor new coal,
gas or oil projects—to pull finance out of new fossil fuels and pump it
into clean energy.

Australia is a relatively small player when it comes to public energy
finance. Our research shows Australia's official export credit agency,
Export Finance Australia, invested $11.45 billion in fossil fuel projects
from 2009 to 2021. That sounds like a lot, but it's peanuts compared
with the US and Canadian equivalents, which shelled out A$348 billion
and A$560 billion respectively over the same period. Japan, South Korea
and China's agencies each spent more than $100 billion in that
period—and show no indication of ending their fossil fuel investments.

Even so, Australia's commitment is significant because it adds to the
growing number of public and private banks internationally that are
reconsidering their investment in fossil fuel infrastructure such as new
oil pipelines, gas platforms and coal-fired power plants. The move also
places greater pressure on Japan and South Korea, the other wealthy
democracies in the Asia-Pacific yet to sign the agreement.
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https://blogs.worldbank.org/voices/how-can-we-scale-finance-needed-climate-action
https://techxplore.com/tags/low-carbon/
https://techxplore.com/tags/middle-income+countries/
https://techxplore.com/tags/energy/
https://www.tandfonline.com/doi/full/10.1080/09692290.2023.2272845


 

This is welcome, but long overdue

As climate change damage has intensified over the past two decades,
export credit agencies and development banks have been busy pouring 
tens of billions of dollars a year into fossil fuel projects. It's not small
change—from 2006 to 2022, these funds amount to more than $1.5
trillion. That money has directly led to the construction of countless dirty
energy projects around the globe.

In 2020, for instance, the US, UK, Japan, Italy and other nations
financially backed Total's controversial multibillion-dollar liquefied
natural gas project in Mozambique, including long-term infrastructure
such as offshore drilling wells, offshore pipelines, and port facilities.

Once built, these fossil fuel infrastructure projects can lock in carbon-
intensive futures for developing nations. As scientific research has
shown, international public finance for coal-fired power plants early in a
country's energy development leads directly to a long-term reliance on
fossil fuels.

Worse, as global population growth is heavily concentrated in less
developed countries, these are the countries that will have to
dramatically increase energy production to meet the needs of their
societies. They cannot be locked in to fossil fuels.

To avoid this, green investment must accelerate and displace brown
(fossil fuel) investment to avoid a rapid escalation of fossil fuel
dependency across the Global South.

In better news, every dollar public banks turn away from fossil fuel
projects is a dollar towards the trillions we need invested every year to
meet the world's global clean energy infrastructure goals.
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https://priceofoil.org/content/uploads/2022/11/G20-At-A-Crossroads.pdf
https://energyfinance.org/#/
https://energyfinance.org/#/
https://totalenergies.com/media/news/news/total-announces-signing-mozambique-lng-project-financing
https://totalenergies.com/media/news/news/total-announces-signing-mozambique-lng-project-financing
https://techxplore.com/tags/scientific+research/
https://www.sciencedirect.com/science/article/pii/S0306261921007303
https://www.sciencedirect.com/science/article/pii/S0306261921007303
https://openknowledge.worldbank.org/handle/10986/31291


 

Publicly backed banks play a crucial role in attracting private investment
by taking on riskier debts than the market will, especially in developing
countries where risk insurance is often needed to help get projects across
the line.

Australia's commitment will be welcomed by our acutely climate-
exposed neighbors in the Pacific and give us a stronger position to lead
on climate in our region.

The next step will be much harder, but also more significant: making the
same commitment at home and actually drying up the pipeline of new
gas and coal projects.

This article is republished from The Conversation under a Creative
Commons license. Read the original article.
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