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Executive Summary
This report is being released amidst overlapping global crises: the COVID-19
pandemic, the worsening climate crisis, and the widening inequality gap within and
between countries. The IMF’s Managing Director, Kristalina Georgieva, has been among
the most vocal proponents of ‘building back better’, arguing for a coordinated green
recovery from the COVID-19 pandemic. Concurrently, after years of debate within
the institution about whether climate change is core to the IMF’s mandate, the Fund
has belatedly begun to integrate climate issues into its surveillance mandate, with the
recently published Comprehensive Surveillance Review (CSR) making a strong case
that both physical and transition risks from climate change potentially present macrostructural challenges.1
This shift will require significant changes in the policy advice the IMF provides to
member countries if the Fund is to support a just energy transition and get behind
urgently required climate action efforts. This report focuses on the IMF’s approach
to transition risks from climate change – that is, the reduction in the value of fossil
fuels and related infrastructure or assets, because of the low-carbon transition –
which can pose risks for the wider economy. Recent research has already established
that the IMF’s consideration of transition risks in its surveillance work has been
minimal; this report presents new findings on key areas of Fund surveillance related
to transition risks, and suggests that the Fund’s approach to fossil fuels, which largely
sees the imperative to reduce greenhouse gas emissions as a ‘demand side’ issue, is
insufficient to address transition risks, and – more broadly – to support a just energy
transition.
Beyond developing a better understanding of the transition risks posed to its
member countries, this report argues that current IMF policy advice is undermining
many countries’ ability to undertake a just energy transition, and that the Fund
needs to better understand how this advice itself is shaping member countries’
vulnerabilities to these risks. Taken together, the report calls for the IMF to go beyond
mitigating transition risks to developing new policy advice for members that is aligned
with a just energy transition to a low-carbon economy.

A feminist, green and just energy transition? Implications for IMF’s
policy advice in Article IV surveillance
The empirical research undertaken as part of this report explores how the IMF’s
existing policy advice in its Article IV surveillance is undermining a just energy
transition across many IMF member countries.2 It presents new findings from a
review of all Article IV reports that the IMF conducted between the signing of the
Paris Agreement in December 2015 and March 2021.3 The review found that in 105
member countries, despite the urgent need to reduce greenhouse gas emissions to
meet global climate goals, the IMF’s policy advice endorsed, or directly supported,
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the expansion of fossil fuel infrastructure. Additionally, the Fund’s commonplace
policy advice on power sector reform and removing demand-side energy subsidies
may present further obstacles to a just energy transition in many IMF member
countries.
In 69 countries, the Fund has either directly or indirectly4 advocated for the
privatisation of state-owned energy or electricity utilities, which is compounded by
the more ubiquitous advice to slash public spending in many member countries.
Among other considerations, privatisation can lead to a more fragmented energy
sector and make it difficult for states to retire fossil fuel-based sources of energy
without incurring large compensation claims from foreign investors. The IMF is
also increasingly positioning energy pricing reforms as a necessary first step in
decarbonising national economies. Our research indicates that while the Fund
advocated for fossil fuel subsidy removal or reform in 71 countries, these policies
largely targeted consumer subsidies rather than affecting the economics of fossil
fuel production. This focus on demand side measures is insufficient to achieve a just
energy transition. In cases where there are few alternatives to fossil-based power or
transport, including in most emerging or developing economies, such policies are
likely to have little impact on reducing greenhouse gas emissions at scale unless
accompanied by investment in clean energy alternatives. This effectively results in a
form of ‘green’ structural adjustment.
The review also provides case studies of IMF advice in Mozambique and Indonesia,
with a focus on IMF policy advice related to coal mining and the power sector. It
shows that in these cases IMF advice has entrenched fossil fuel dependency and
opened the door to increased investment in coal. This has left both countries highly
exposed to the transition risks associated with coal. The trajectory of this advice
raises the question of how the Fund will meaningfully integrate transition risks into its
surveillance guidance for these and other member states going forward.
Overall, these findings illustrate the extent to which the Fund will have to substantially
modify its policy advice in order to support a just energy transition, and illuminates
some of the contradictions of its policy prescriptions in recent decades. This is
particularly the case in emerging and developing economies, where countries will
need increased fiscal space to undertake national climate plans and achieve the
Sustainable Development Goals and thus avoid the worst impacts of climate change.
This presents a direct challenge to the IMF’s policy orthodoxy, which tends to be
centred on ensuring reduced public spending and increasing export revenues, often
through carbon-intensive sources.
This report calls for the IMF’s policy advice on climate change transition risks to be
aligned with ActionAid’s principles for a just energy transition,5 which requires that
policy frameworks work to address, rather than exacerbate, inequalities; transform
energy systems to work for people, nature, and the planet; and ensure inclusivity and
participation.
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Recommendations
The IMF plays a critical role in shaping policies that governments adopt to achieve
macroeconomic stability. The newly adopted IMF Comprehensive Surveillance
Review (CSR) takes steps to increase attention on climate, but the Fund is only at the
beginning of developing its approach to addressing transition risks.
As the IMF begins the process of developing detailed guidance for staff that will help
them to implement the CSR from early 2022, we recommend the following - based
on the analysis in this report as well as proposals across a range of related academic
and civil society reports - to help ensure a feminist, green and just energy transition.
•

The IMF should, at a minimum, adopt a ‘do no harm’ approach and commit to
ensuring, via ex-ante assessments, that IMF policy recommendations do not
actively exacerbate inequalities or undermine countries’ ability to meet their
human rights obligations, or achieve the Sustainable Development Goals and their
Nationally Determined Contributions under the Paris Climate Agreement.6

•

The IMF must develop clear guidance for staff on how to assess transition risks in
Article IV surveillance, based on the principle of ‘do no harm’, including the risks
posed by the Fund’s own advice on, inter alia, fiscal consolidation and support for
carbon-intensive energy and exports.

•

The IMF should shift its focus to eliminating fossil fuel producer subsidies
and expanding investment for renewable energy and other green alternatives,
rather than focusing primarily on eliminating or reducing consumer subsidies,
while ensuring these efforts remain firmly embedded in countries’ national just
transition dialogues.

•

The IMF should re-evaluate its advice on privatisation, particularly given the
risks of compensation claims for stranded fossil fuel assets by private investors,
and instead support governments to strengthen public institutions and public
services, so that they can effectively respond to climate change. The IMF needs to
fundamentally reassess the role of public services in light of both COVID-19 and
the climate crisis – and to recognise the limitations of private sector responses.
As part of this re-think, the Fund should create an institutional view on sustainable
industrial policy that empowers IMF operations to support effective and
coordinated strategies for sectoral and economic transformation.

•

The IMF can help countries to better judge the costs of transitioning to a lowcarbon future. For low- and middle-income countries, this should be part of
a wider discussion about mobilising greater resources from wealthy countries
to fund a ‘just energy transition.’ Promoting renewable energy alternatives and
assisting countries in lowering the costs of those alternatives will be an essential
part of any transition. This is particularly the case in emerging and developing
economies where governments already face rising costs of capital – or lack

6

market access altogether – and where efforts to ‘de-risk’ green investments for
the private sector may lead to the state taking on substantial fiscal liabilities. An
essential pillar of this process will also be supporting countries to strengthen
labour market institutions and achieving universal social protection, including
social protection floors, to enable a just transition.
•

Given the current context, the Fund’s climate work should not be siloed. Climate
efforts need to be considered alongside more significant debt cancellation efforts;
investing in gender-responsive public services; increasing fiscal and policy space
for countries to respond to the COVID-19 pandemic; abandoning austerity; and
improving the quality and quantity of climate finance. The IMF should solicit input
from UN institutions and preeminent experts in the field in developing guidance,
as the IMF has limited expertise on climate change at present.

•

The IMF should improve national level consultation on Article IVs, including with
civil society organisations, women’s rights groups, trade unions, climate groups
and indigenous peoples’ organisations, in an effort to integrate social dialogue into
surveillance and the design of lending programmes.
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1. Introduction
Climate change is an existential threat to our survival, a planetary crisis that demands
urgent action. Yet efforts to tackle the climate crisis are well off pace to meet the
Paris Agreement’s aim of keeping global average temperature increase at 1.5°C,
relative to pre-industrial levels. Climate impacts, which are already being felt, could
push nearly 132 million people into extreme poverty by 2030, with the poorest and
most vulnerable being the hardest hit.7 This report argues that enabling countries
to take necessary action on climate change requires fundamental changes to the
global economic system. As Lord Stern noted in 2007, “climate change is a result of
the greatest market failure the world has seen.”8 The root of this market failure lies
in a fossil-fuel based global economy. Since the industrial revolution, fossil fuels,
“utilized across the spectrum of commodity production”, have formed the basis of
a predominantly capitalist global economic system.9 The COVID-19 pandemic has
highlighted both the inequality in the current global economic system as well as its
vulnerability to non-financial external shocks, with the exogenous shock wrought by
the pandemic decimating economies, especially in the Global South. Such external
shocks, including climate disasters and humanitarian emergencies, will likely continue
to intensify, particularly if countries fail to address the climate emergency. Within
this wider context, ensuring that energy transitions are just and occurring within
sustainable economies will be essential to moving forward.10
As a key player in shaping the global economic system, the IMF is unquestionably
a late comer to climate issues. Despite undertaking research on climate-related
issues for over a decade – dating back to the 2008 World Economic Outlook, which
noted the severe potential spill-over effects of greenhouse gas emissions – the IMF
is only now beginning the process of mainstreaming climate issues into all aspects
of its operational mandate. In 2014, the Fund adopted climate change as one of
the emerging issues it was seeking to pilot new research and policy work on, along
with gender and inequality, spurring further research outputs in the following years,
including a flurry of reports in 2018 and 2019.11 Since her appointment in September
2019, IMF Managing Director Kristalina Georgieva has sought to make climate change
more central to the Fund’s approach. At the Climate Adaptation Summit in January
2021, Georgieva noted that climate change:12
…is a fundamental risk to economic and financial stability. It is also an 			
opportunity to reinvigorate growth and create new green jobs. ...This is why at 		
the IMF we embrace the transition to the new climate economy — one that is 		
low carbon and climate resilient, that helps fight the causes of climate change 		
and adapt to its consequences.
In addition to laying out how it will integrate climate change into its Article IV
surveillance in the recently published Comprehensive Surveillance Review (CSR)
– which is discussed in more detail later in this section – other recent examples
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of the IMF’s climate work include a policy proposal for greening the COVID-19
recovery in the October 2020 World Economic Outlook (WEO), and a proposal13
for an international carbon price floor (ICPF) among major emitters in June 2021. In
the 2020 WEO,14 the Fund argued that “an initial green investment push combined
with steadily rising carbon prices would deliver the needed emission reductions at
reasonable transitional global output effects.” Its ICPF proposal likewise seeks to
promote steadily rising carbon pricing as a key lever to achieving the aims of the
Paris Agreement, which the proposal seeks to complement.
As mentioned above, climate action is an urgent imperative. However, the Fund’s
efforts to prioritise demand-side policies, including carbon pricing and the reform
of consumer fuel subsidies, to reduce emissions obscures key aspects of the just
energy transition and fails to address the transition risks that would emerge in many
member states if their price adjustment proposals gained traction in key markets. As
noted by the Climate Policy Initiative, transition risks are commonly defined as, “the
risk that the value of assets and income are less than expected because of climate
policy and market transformations.”15 This process – once underway – is likely to
have significant implications across the real economy and the financial sector, as well
as impacting the revenues of many countries both directly and indirectly.
Transition risks pose a potential challenge for many countries, but they are
particularly acute in emerging or developing economies, where receipts from fossil
fuel-related industries constitute key sources of government revenue, and where
governments may lack the flexibility to undertake the green infrastructure stimulus
the Fund proposes in the 2020 WEO. This is compounded by relatively high cost
of capital in these countries and difficulty in accessing the limited climate finance
provided by wealthy countries through the Green Climate Fund and other avenues.
Additionally, the need for social dialogue as part of a just energy transition, which
ensures that unions and workers have a seat at the table as energy systems undergo
transformative change, is largely missing in the Fund’s approach. This report argues
that further attention to these issues is needed, and presents new findings based on
analysis of IMF surveillance, which suggest that, in many cases, IMF policy advice may
be exacerbating transition risks or working at cross-purposes with ensuring a just
energy transition.16

Article IV Surveillance and climate risk
As part of its mandate, the IMF conducts annual surveillance (see Box 1) in of all its
member countries, to assess balance of payment and general macro-stability issues.
In May 2021, the IMF published the CSR17 – which will guide the Fund’s surveillance
work for the next five to 10 years. The CSR establishes that the Fund has a clear
mandate under its Articles of Agreement, “to cover climate change adaptation and
the management of the transition to a low-carbon economy in Article IVs wherever
the associated policy challenges are macro-critical.”18 The CSR also notes that the
Fund will seek to engage on climate change mitigation policies with the 20 largest
emitters, although this dialogue will be voluntary for the countries in question.
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In July 2021, the IMF subsequently released an organisation-wide climate strategy
policy paper, where it proposed that the Fund would assess transition risks in every
IMF member country every 5-6 years, noting that, ‘Transition management is a
macro-critical policy challenge for almost every IMF member’.19 The climate strategy
proposed that 33-34 countries be assessed for transition risks annually in Article
IV surveillance, with 8-9 in-depth assessments being done annually for ‘carbon
exporters.’ However, in both the CSR and the subsequent climate strategy details
on how the Fund conceptualises transition risks are sparse and will need to be
elaborated further in guidance on the CSR that will be developed for staff over the
coming months. The guidance linked to the implementation of the CSR is expected
to become mandatory for IMF staff conducting surveillance from 2022 onwards.
It is notable that the IMF’s surveillance has scarcely touched on transition risks
from climate change to date, with just three Article IV reports explicitly recognising
transition risks related to climate change in 2020.20 The Fund has only considered
risks related to carbon stranded assets in two countries, and this has been
accompanied by contradictory advice about incentivising investment in carbonintensive sectors.21 While the CSR notes the need to address transition risks in IMF
surveillance going forward, it fails to commit to assessing how the IMF’s own common
policy prescriptions – including promotion of austerity measures and carbonintensive exports – may be exacerbating countries’ exposure to transition risks. For
example, the IMF has sent a false signal to countries and investors in Africa during
the past two decades by repeatedly over-estimating the impact of new oil and gas
discoveries on future government revenues.22 Such projections can encourage
countries to develop their extractive sectors for export based on the promise of
future revenues that are unlikely to accrue. This can exacerbate stranded asset risk23
and contribute to debt crises. Similarly, the IMF asserted in 2018 that increased
revenue from fracking could help make Argentina’s debt sustainable,24 painting an
overly rosy picture of likely future revenues from the export of liquefied natural
gas (LNG). It did so while overlooking uncertainty surrounding oil prices and the
substantial state subsidies needed to make the export of LNG commercially viable.

Box 1. What is IMF surveillance? (Source: The Bretton Woods Project)
The IMF was established in 1944 with the initial aim of seeking exchange rate
stability within the international monetary system. The 1970s and 1980s witnessed
an expansion of the IMF’s remit, to respond to countries’ balance of payments
difficulties, most notably with the introduction of structural adjustment programmes.
In 2012, the IMF’s mandate was broadened to include all macroeconomic and
financial sector issues that it deemed to have a bearing on global stability. There are
several mechanisms it relies on to deliver its mandate, one of which is surveillance,
established in Article IV of the Fund’s Articles of Agreement. The IMF conducts
surveillance at the bilateral (member state) and multilateral (regional and global)
levels.
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At the member state level (there are 190 member states of the IMF), surveillance is
designed to enable the IMF to continuously monitor a country’s fiscal policies and
overall economic conditions and to identify perceived risks, which it classifies as
posing present or future threats to global economic stability. Having identified such
risks, surveillance recommendations typically include suggested policy adjustments
to mitigate against perceived triggers and root causes of economic instability. This
forms the basis for the Article IV consultations. While the recommendations made by
the Fund through Article IV consultation reports are not binding, bilateral surveillance
is mandatory for both the IMF and all members, who have an obligation to consult
with the Fund for this purpose. Additionally, in 2010, the IMF made it mandatory for
29 member countries, which it deemed to have systematically important financial
sectors, to undergo financial stability assessments, known as the Financial Sector
Assessment Program (FSAP), every five years.
The IMF’s position at the apex of the international financial architecture and as a
key determinant of both ‘sound’ economic policies and creditworthiness means
that failure to follow advice can place countries in a precarious position in terms
of access to IMF lending programmes, financial markets, and investment outlook,
and negatively impact their relationship with other international institutions. In such
cases, as Domenico Lombardi and Ngaire Woods suggest, a state intending to borrow
from the IMF may feel that the Fund has “bargaining power” to potentially enforce
rules and policies through surveillance before approving any lending programmes.
Even in cases where the IMF’s immediate lending leverage does not come into
play, low-income countries and emerging markets may be motivated to implement
the IMF’s advice to maintain perceptions of creditworthiness and build a good
relationship. The IMF surveillance can therefore be significant in shaping countries’
macroeconomic policies, from tax structures and debt, to the scale and scope of
public sector provision of essential services.

These policy prescriptions are embedded in a wider over-reliance on fossil-fuel
exports in economic growth plans, and form just one dimension of the fundamentally
unsustainable export-driven growth orthodoxy that the IMF has promoted as a
solution to countries’ balance of payment issues.25 As Kate Arnoff comments, “For
countries looking to grow debt-servicing revenue by any means necessary, selling off
all manner of drilling rights to multinational fossil fuel companies offers a quick buck
at a high cost to the planet.”26 Alternative policy responses are needed that address
the challenges posed by the deeply embedded nature of fossil fuels in countries’
attempts to address balance of payment issues.
This report analyses Article IV surveillance reports since the adoption of the Paris
Agreement to determine whether IMF policy advice has undermined a just energy
transition. The analysis suggests that policy advice has very likely deepened many
IMF member countries’ exposure to climate change transition risks, through support
for fossil fuel infrastructure, as well as the promotion of a potentially counterproductive energy sector reform agenda that is poorly aligned with just energy
transition principles (see Box 2).27
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For the IMF’s advice on transition risks to support a just energy transition, the
Fund must develop alternate policy advice that allows emerging and developing
countries to escape over-dependence on carbon-intensive exports, and have the
ability to access adequate capital and other resources to finance a low-carbon
energy transition. Ensuring a social dialogue on the just transition with labour unions,
women’s rights groups and affected communities is an essential part of this process.

Box 2. ActionAid’s definition of a just transition
The term ‘just transition’ was coined by the trade union movement, and further
developed by the International Trade Union Confederation (ITUC).28 In 2016, the ILO
issued formal guidelines for a just transition.29
ActionAid has also developed the concept, within the context of sustainable
development, social justice, and human rights.30 This concept describes not only
what the new system will look like, but also how that transformation should be
carried out, according to four principles:
•

Address – and not exacerbate – inequalities: A just transition must address preexisting inequalities such as gender-based inequalities, historical responsibility
for causing the climate crisis and vulnerability to its impacts, and access to
food and decent work. It must avoid false solutions and technologies that harm
communities, or that concentrate control, wealth, land, and power in fewer hands.
As new areas of employment grow, these must be governed by strong labour and
environmental standards.

•

Transform systems to work for people, nature, and the climate: Fundamental
reshaping of our energy, extractive, food, and agriculture systems is needed on a
large scale and at rapid speed. Leaving it entirely to ‘green consumerism’ will not
be enough. These changes must consider the needs of the climate, ensure social
justice, and ensure that the planet’s biodiversity and natural ecosystems are
protected and enhanced.

•

Ensure inclusiveness and participation: How a process is carried out is key to
success in a just transition. A just transition must address power inequalities
and give marginalised communities – particularly women who face intersecting
inequalities – a seat at the table. Inclusive and participatory planning processes
can give communities a chance to shape their own future in a way that benefits
them, and can avoid the risk of top-down changes that reinforce inequality.

•

Develop comprehensive plans and policy frameworks: Governments must act
as midwives for just transition processes, to facilitate effective transformations
on the scale required, through developing policy frameworks that support the
process. Impact assessments, skills and training, social protection and joined-up
thinking across sectors and global connections will be key.
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1.1 Transition risks: Has the IMF ignored the
potential ‘macro-criticality’ of the carbon bubble?
After much debate about whether climate-related issues should form a core part
of the IMF’s work, it is encouraging that the CSR clearly acknowledges that climate
change adaptation and the transition risks posed by the shift to a low-carbon
economy are potentially ‘macro-critical’. This decision signals agreement among the
major shareholders of the IMF that climate change is fundamental to its mandate.
Nonetheless, as already mentioned, the IMF still has much work to do to ensure
its policy advice is well-aligned with a just energy transition and supports a global
economic system that addresses the climate crisis and operates within planetary
boundaries.
While the IMF has been slow to tackle the issue of climate change transition risks,
recent academic and policy literature identifies the myriad macroeconomic, financial,
and fiscal impacts of climate change. One significant contribution to this field is
Volz et al’s (2020) report on Sovereign Risk and Climate Change, which sets out a
comprehensive framework for conceptualising physical and transition risks from
climate change, and the impact that these different ‘risk channels’ have on states’
‘sovereign risk’, or “the risk that a government will become unable or unwilling to
meet its debt obligations” (see Figure 1).31 Crucially, with evidence that climate
change is already negatively affecting the cost of capital in many climate-vulnerable
countries,32 a systemic approach is needed to reform macro-finance and ensure
greater resilience to climate risks. Within this broader framework, transition risks
can pose direct fiscal, macroeconomic, and financial risks to IMF member countries.
The ways in which a low-carbon transition is likely to affect macro-stability vary
widely, with transition risks emerging both within national contexts and via spill-over
risks. Gallagher and colleagues (2021) argue that “transition risks are perhaps the
most macro-critical in their potential impacts on the real economy and livelihoods,
financial systems, and public finance.”33
Figure 1. Transmission channels of climate risk (from Volz et al 2020)34
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The driving force behind climate transition risks is the need to rapidly reduce
greenhouse gas emissions in order to avoid catastrophic climate change impacts
– which will require a managed drawdown of fossil fuel production and use.35 Volz
et al (2020) point out that “some governments rely heavily on revenues from the
extraction of oil, natural gas, and coal resources.” These revenues comprise “5.6%
[of revenues] for G20 countries on average”, but reliance (and thus associated risk)
are spread extremely unevenly among members of this bloc, as well as among IMF
member countries more broadly.36 The IMF’s newly published dashboard of climate
change indicators, likewise, demonstrates that countries in developing regions have
highly varied exposure to these risks.37 There are already signs that the so-called
‘carbon bubble’ (the over-valuation of fossil fuel assets) could ‘burst’ sooner than
many expected in the face of renewable energy alternatives and climate change
mitigation policies. According to analysts at Carbon Tracker, “falling demand, lower
prices and rising investment risk is likely to slash the value of oil, gas and coal
reserves by nearly two thirds, increasing the risk and likelihood of stranded assets,”38
in the coming decades.
Clearly, new investments in fossil fuel extraction and infrastructure are particularly at
odds with these emerging trends. Gallagher et al note that coal is acutely vulnerable
in this context:
“a number of central banks see transition risks due to coal extraction and 		
coal-fired power plants closings as the most macro-critical form of climate risk
given the depth of such exposure and the consensus that coal should be the 		
first energy source to diversify from.”39
In this vein, a joint report by the Sierra Club, Carbon Tracker, and the Rocky Mountain
Institute argues that, “although coal has long been viewed as the cheapest way to
power the global economy, this is no longer the case.”40 The report’s global analysis
of 2,500 coal plants found, “the share of uncompetitive coal plants worldwide
will increase rapidly to 60 percent in 2022 and to 73 percent in 2025.” These will
represent a fiscal burden where plants are privately owned and states are required
to continue to make ‘capacity payments’ (i.e. minimum payments required under the
terms of long-term contracts) for underperforming or offline plants. Alternatively, if
states attempt to retire uncompetitive coal power early, they risk facing expensive
compensation claims from private investors under investor-state dispute mechanisms
(as discussed in more detail in Sections 2.2 and 2.3).
Coal mining and other forms of fossil fuel extraction are also highly vulnerable to
the combination of falling renewable energy costs and lower prices or demand. For
example, in South Africa, coal exports are particularly at-risk from a low-carbon
transition, with an estimated loss of $83.7 billion by 2035 from falling prices and
demand.41 Countries reliant on oil and gas extraction are also not immune to
such trends, particularly as a new wave of 2030 emission reduction targets were
introduced in key markets in early 2021, which, if implemented, will significantly
reduce demand for imported natural gas. In the case of the European Union, one
of the largest importers of natural gas, its 2030 target to reduce emissions by 55
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per cent could result in natural gas use dropping by 32-37 per cent of final energy
consumption compared to 2015, with a significant drop in demand continuing
thereafter.42 The US and UK will also see deep reductions in gas demand by 2035,
if they enact recently announced commitments to further decarbonise their power
sectors.43 These commitments follow on the heels of a grim year for the oil and gas
sector in 2020, when oil majors undertook historic write-downs of oil and gas assets,
such as Exxon’s $20 billion write-down of gas assets in North and South America
in November 2020. The low-carbon transition is likely to accelerate the rapid ‘reassessment’ in the value of such assets.
The outlook for the ‘carbon bubble’ is entering an even more uncertain terrain due
to COVID-19, which caused a severe – albeit temporary – exogenous shock to the
sector. In this context, the lack of sufficient attention to transition risks44 – and
indeed the Fund’s de facto support for fossil fuel infrastructure expansion, as detailed
in Section 2 of this report – is a critical blind spot in IMF policy advice to date. So
too is the lack of analysis of how existing policy advice is hampering a just energy
transition.

1.2 Connecting the dots: A just energy transition,
austerity prescriptions, and IMF policy advice
Ultimately, transition risks, as they are emerging in the Global South, are embedded in
wider unequal power relations within the global economic system, with new research
indicating, “the global North drains from the South commodities worth $2.2 trillion
per year, in Northern prices.”45 IMF policy prescriptions, which have often encouraged
an increase in carbon-intensive exports alongside fiscal consolidation measures, have
played a significant role in embedding these extractive processes in the economies
of many countries. This report seeks to contribute to the wider discourse around
the need to reverse this trend, which will only be possible through a radical reimagination of how the international financial architecture is governed. While this
may seem a lofty aim, it is a prerequisite for achieving a just energy transition which
allows countries to achieve global climate ambitions, while addressing the increasing
inequality gap within and between countries. Furthermore, just energy transitions,
particularly in the Global South, must be embedded in wider efforts to build
resilience to climate and other shocks.
In practice, addressing transition risks from climate change in an equitable manner
will require the IMF to abandon its continuing commitment to fiscal consolidation
prescriptions. For emerging and developing economies, entering another era of
austerity on the heels of the COVID-19 crisis will render the climate commitments of
these countries impossible to achieve. This is particularly the case given the larger
flaws of the global financial system, including the lack of an effective sovereign debt
workout mechanism or an international tax body to improve domestic resource
mobilisation efforts.46
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In response to the CSR, civil society groups set out a framework for IMF engagement
in country-level surveillance that explained how the IMF can better respond to
multiple crises, including the climate crisis, growing structural inequalities, and the
impacts of the COVID-19 pandemic – which all undermine the achievement of
women’s rights.47 Despite this, there is evidence that the IMF’s policy advice is headed
in the opposite direction, based on civil society analysis of IMF staff reports. Research
by Eurodad published in October 2020 found that 72 countries which received IMF
COVID-19 financing have made commitments to begin fiscal consolidation as early
as 2021, worth 2 per cent of GDP on average.48 Similarly, research by Oxfam in 2020
found that in 84 per cent of IMF COVID-19 loans, IMF staff encouraged, if not directly
required, countries to adopt tougher austerity measures in the aftermath of the
crisis.49 Research by ActionAid International found that, “despite the virus exposing
the manifest shortcomings of developing country health systems, public sector wage
bills remain a target for rapid cuts once the initial stages of the crisis are over.”50
This report builds on this analysis and situates the Fund’s advice on privatising stateowned enterprises (SOEs) and promoting fossil fuel subsidy reform as part of this
wider policy agenda. It looks at both areas as part of their overall aim to achieve
greater ‘efficiency’ in energy systems through their privatisation and integration into
markets (a wide-ranging reform agenda that the World Bank and IMF have sought to
implement across developing regions since the 1990s, with uneven success51).
The privatisation of SOEs remains a common pillar of IMF-promoted austerity
measures - recommended in 59 countries by the IMF in 2018-2019 alone.52 Such
reforms risk further fragmenting the ability of governments to undertake coordinated
approaches to the just energy transition. They may lead to job losses and
degradation of working conditions and pay. It can also reduce the ability of labour
unions to play an active role in national dialogues on the ‘just energy transition’
in order to help ensure that the negative impacts of transition risks on the real
economy are effectively mitigated. Here, one of the vital questions to answer is
whether privatisation is necessarily the most advantageous route to a low-carbon
transition. In cases where privatisation does lead to increased renewable energy
power sources in the power mix, it is also key to assess whether this shift occurs
alongside an effective social dialogue with national unions and workers, to ensure a
just transition for those who lose out.
As alluded to above, the IMF’s common policy prescriptions on fuel subsidy reform
are largely focused on addressing demand side issues, including consumer pricing,
rather than addressing supply side issues. This includes the systemic overproduction
of fossil fuels and the associated transition risks this poses. Although ending all types
of fossil fuel subsidies is an inevitable requirement of a low-carbon transition, there is
an important question about how this should be sequenced with other policy tools,
particularly in emerging and developing economies. Sweeney (2020) argues that the
IMF’s measures to reform fuel subsidies in many of these instances amount to ‘green
structural adjustment’, based on the assumption that raising fossil fuel energy prices
will decrease fossil fuel-based energy demand.53 He suggests that the IMF assumes a
relationship between prices, fossil fuel use, and emissions reductions that is based
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on what economists call “elasticities,” – i.e. that higher prices will reduce demand, and
therefore lead to lower emissions. Sweeney notes that empirical research has shown
that the “price-demand ratio” can indeed be quite pronounced when consumers
have alternative energy options, but when alternatives do not exist – which is often
the case, particularly in poor countries – increases in prices produce a “low to
moderate” reduction in demand.54
Yet, the Fund has advocated for fuel subsidy reform in a number of countries where
alternatives are in scarce supply. As such, rather than being the first step on the road
to a just energy transition, this amounts to a punitive policy response that has limited
impact on reducing global emissions without concurrent policy initiatives, including
front-loading investments in green alternatives.55
Simply put, fossil fuel price adjustments on their own will not untangle the complex
web of issues that underpin transition risks in many IMF member countries – in
fact, they could easily exacerbate them, causing a disorderly collapse in the value
of fossil fuel assets in countries who lack the flexibility to respond to the potential
macroeconomic fallout of these shifts. They also leave the climate justice issues to
one side, largely ignoring the imperative of ensuring a just energy transition.
The remainder of this report is structured as follows: the results of the empirical
study of Article IVs carried out by ActionAid and Bretton Woods Project are
presented in Section 2; key takeaways from that research are outlined in Section 3;
and, the report concludes with recommendations for how the IMF can better address
transition risks moving forward, with these recommendations positioned within a
broader equity lens.

2. Findings: Is IMF policy advice
undermining a just energy transition?
While the Fund is not a signatory of the Paris Agreement, IMF member countries are
legally bound to make progress toward a carbon-free future as signatories to the
accord.56 As such, the Fund’s policy recommendations should support that transition
to low carbon future, or, at the very least, not undermine it. This requires ensuring
that advice does not run counter to the creation of an enabling macroeconomic
environment for climate action, and does not harm countries’ efforts to achieve
Nationally Determined Contributions under the Paris Climate Agreement.57 Therefore,
this report seeks to understand how advice related to fossil fuels and the power
sector may affect the pathway to ensuring a just transition, by looking at key areas of
IMF policy advice since the Paris Agreement was signed.
The following contains highlights from a cross-country review of Article IV surveillance
reports, complemented by a more in-depth analysis of advice given to Mozambique
and Indonesia in relation to fossil fuel investments in coal.
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2.1 Methodology: Cross-country review
To better understand how IMF policy advice is shaping member countries’
vulnerabilities to transition risks, ActionAid and the Bretton Woods Project reviewed
the 595 Article IV reports published between 2015 and 2021 (see Box 3 for a
methodological overview).
This review analysed IMF policy advice in three policy areas that could undermine a
just energy transition to a carbon-free energy paradigm, namely:
1. Support for the expansion of fossil fuel infrastructure;
2. Advice on the privatisation or reform of state-owned enterprises in the energy
sector; and,
3. The reform or removal of energy subsidies, particularly demand-side consumer
subsidies.
As discussed in Section 1, support for fossil fuel expansion can undermine the ability
of countries to transition by locking in carbon-intensive investments with extended
lifecycles; privatisation of the energy sector can lead to additional costs if assets
are stranded and potentially fragment the sector in ways that make a low-carbon
transition difficult to achieve; and, the reform or removal of fossil fuel subsidies may
be ineffective in reducing emissions, if not coupled with front-loaded investments in
green alternatives.
To avoid duplication of existing analyses of IMF surveillance, this report does not
attempt to cover the full range of policy actions required for a just energy transition,
including abandoning austerity,58 the extent to which IMF surveillance supports a
green recovery from the COVID-19 pandemic,59 or the impact of Fund advice on
gender equality.60 Rather, it looks at the three areas outlined above, to complement
this analysis.

Box 3. Methodological Overview61
In an assessment of the Fund’s treatment of key policies relating to a just
energy transition, ActionAid and the Bretton Woods Project reviewed the 595
Article IV reports published between December 1st 2015 (when the Paris
Agreement was signed) and March 25th 2021.
This review identified instances where:
1. The Article IV report advised or supported the development of fossil fuel
infrastructure.
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2. The Article IV report advised or otherwise supported the privatisation or
reform of established power or electric SOE utilities.
3. The Article IV report explicitly or implicitly advised the reduction or
elimination of energy subsidies.
The data sample includes 457 observations of policy advice originating
from 293 Annual Reports. The data inform statistics indicating the relative
frequency of policy advice to compensate for the smaller samples in years
2015 and 2021, as well as the decrease in publication frequency during
the 2020 pandemic, when many Article IV reports were delayed. A keyword
search was carried out in order to generate results. For more detailed
methodological information, see the accompanying Methodological Note. To
access data repository, see: https://bit.ly/DataRepos
Where a keyword was found, the keyword was analysed for relevance to
the policy advice. Each observation, therefore, does not merely indicate the
presence of any particular term or combination of terms – given the terms
searched for are extremely common and would not provide meaningful
insights on their own – rather, each observation indicates the verified
presence of policy advice relevant to the study.

2.2 Review of IMF advice in three areas that could
undermine a just transition
The Fund advised over half of countries to develop fossil fuel
infrastructure
From December 2015 through March 2021, the IMF advised or encouraged 55
per cent of all member countries to develop fossil fuel infrastructure (see Figure 2
for an overview of countries). In total, of the 595 Article IV reports reviewed, 193
reports, or 32 per cent, contained at least one instance of policy advice encouraging
the development of fossil fuel infrastructure. Policy advice tended to focus on the
expansion of fossil fuel-dependent energy infrastructure, increasing investment
in fossil fuel extraction and distribution, or the expansion and development of
infrastructure projects.
In some cases, there was excessive optimism around fossil fuel revenue streams
and potential growth opportunities. Fossil fuel-related industries were frequently
mentioned as investment or growth opportunities. This was most notable in many
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African countries with growing extractive industries, including Ghana,62 Tanzania,63
Uganda,64 and Mozambique. Such optimism tends to foster a macroeconomic
environment that supports greater fossil fuel expansion as a key driver of the
economy, as explored in the Mozambique case study below (see Section 2.3).
The Fund also supported increased fossil fuel extraction and new power plants,
through advice detailing opportunities to exploit fossil fuel reserves. For instance,
citing coal reserves valued at $1 trillion, the 2017 Article IV report for Mongolia
encourages coal extraction as an opportunity to export to Chinese power plants, if
“China downsizes its own coal industry for environmental reasons”. This encourages
coal extraction, while also implicitly acknowledging the transition risks posed by
alternative energy sources, when they become cheaper than new coal. This is a view
backed by new research from the IMF itself, demonstrating that renewable energy
may be a better public investment than fossil fuels.65
Article IV reports also showed encouragement for incremental steps to transition
to lower-carbon fuels, such as substituting incumbent fuel sources with natural gas
– despite the fact that this could lock countries into future stranded asset risk and
delay a rapid and just energy transition. For instance, the 2018 Article IV report for
Jamaica painted the conversion of the Bogue power plant from heavy fuel oil to gas
as an environmental advancement that would reduce both emissions and mortality.
Undoubtedly, the combustion of a shorter carbon chain results in less particulate
pollution, but a decrease in greenhouse gas emissions from gas is commonly
overestimated unless its significant upstream emissions are properly accounted
for.66 For instance, the International Energy Agency’s (IEA) 1.5°C scenario modelling
released in May 2021 shows there is limited space for gas as a transition fuel if the
world is to meet global climate goals, including in low-income countries.67 In short,
the notion of gas as a transition fuel is out of step with robust, science-based efforts
to achieve the 1.5°C goal embedded in the Paris Agreement.
In sum, references to the expansion of fossil fuel infrastructure in IMF surveillance
since the Paris Agreement was signed illustrate that the IMF’s macroeconomic advice
to countries is very often couched in a business-as-usual approach to fossil fuelbased energy infrastructure, that is misaligned with global climate goals. This is
important, in terms of illustrating the baseline from which IMF policy advice is starting
from, as the Fund begins the process of developing more detailed guidance for staff
on implementing the CSR.

20

Figure 2: Countries advised by IMF on development of fossil fuel infrastructure (December 2015 March 2021)

The Fund advised – either directly or indirectly - over a third of
countries to privatise their energy-related State-Owned Enterprises
The Fund advised 36 per cent of member countries to privatise their energy-related
State-Owned Enterprises (SOEs) or gave generalised calls to privatise SOEs between
December 2015 and March 2021 (see Figure 3). In total, 117 of the 595 Article IV
reports analysed, in a total of 69 countries, encouraged the privatisation of SOEs in
a way which is likely to impact on energy SOEs. Of this total, 52 reports contained
explicit advice, in 40 of the 69 countries, to privatise or reform SOEs in the energy or
power sector. In the remaining countries, the Fund gave generalised calls to privatise
SOEs, which were considered likely to impact on SOEs in the energy and power
sector.68
The privatisation of SOEs more generally forms one pillar of the Fund’s larger
austerity agenda. Advice around the privatisation of SOEs was almost always given in
the interest of fiscal sustainability, often as part of fiscal consolidation measures, and
sometimes to support the reduction of the public sector wage bill. Neutral or positive
mentions of any type of SOE were rare, and SOEs are described almost invariably
as a fiscal risk in Article IV reports. Calls for public sector reform of SOEs are often
widespread and based on an assumption that the predicated gains in ‘efficiency’
far outweigh any value in conserving a government’s capacity to control public
investments.
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Yet, the extent to which the privatisation of SOEs is seen as effective in bolstering
fiscal sustainability in practice remains unclear, and in energy and power provision,
this can be particularly problematic, where the privatisation of ownership can
potentially affect the coordination role required for a just energy transition. In a
context where government leadership is required to steer urgent and bold action for
the good of people and planet, and governments are required to act as midwives
of a just transition, the Fund’s assumptions underpinning this advice require greater
scrutiny.
This is particularly critical as the world moves ever deeper into transitioning to a
low-carbon future, and as fossil fuel assets will need to be retired. Yet, governments
are often required to sign long-term agreements with private sector partners, which
leave countries at even greater fiscal risk, while also limiting the prospects of rapidly
phasing-out fossil fuel-based energy sources in favour of cleaner and increasingly
cheaper renewable energy alternatives.
For example, in both Indonesia and Pakistan, the net-benefit is already questionable,
as privatised energy has resulted in substantial fiscal obligations on these
governments to comply with unfavourable contractual obligations.69 In Pakistan,
IMF advice repeatedly calls for SOE privatisation. Yet, as the 2015 Article IV report
noted, government guarantees to energy companies already amounted to 2.3 per
cent of GDP.70 Pakistan is set to channel $10 billion per year in ‘capacity payments’
to private companies by 2023 related to underperforming fossil fuel energy plants
and is struggling with significant debts as a result of this – including “coal debts”
to China.71 This is a massive fiscal burden, even though such advice is painted as
fiscally prudent.72 In 2021, the government was resisting advice from the IMF - under
the Extended Fund Facility negotiations73 - for further privatisation within the energy
sector, including the privatisation of two LNG-fired power plants. Such privatisation
efforts have already resulted in the country agreeing to LNG privatisation with longterm contracts with private investors that constrain the government’s ability to retire
these assets, due to contractual obligations protected by investor-state dispute
settlement (ISDS) arbitration.74
ISDS presents an increasingly ominous threat to the low-carbon transition, more
generally. As a report published in 2020 by the International Institute for Environment
and Development noted, “ISDS protects most of the world’s 257 foreign-owned
coal plants, which must be retired early in order to put the planet on track to keep
temperature rise below 1.5°C above pre-industrial levels.”75 This is also explored in
more detail in the Indonesia case study in Section 2.3.
Finally, in cases where privatisation does potentially lead to increased renewable
energy power sources in the power mix, it is unclear from the results whether the IMF
is doing enough to ensure that this shift occurs alongside an effective social dialogue
with national unions and workers, to ensure a just transition for those who lose out.

22

Figure 3: Countries advised to directly or indirectly privatise energy SOEs (December 2015-March
2021)

The Fund advised over a third of countries to reduce or eliminate
energy subsidies, with a focus on demand-side policy interventions
The Fund advised 37 per cent of member countries to reduce or eliminate fossil fuel
subsidies in 22 per cent of reports since December 2015 (see Figure 4 below), with
this advice mainly focusing on demand-side policies (i.e. consumer subsidies). This
advice is largely positioned in Article IVs as part of a broader agenda to constrain
public spending and as part of fiscal consolidation.
As already discussed in Section 1.2, a reduction in demand-side energy subsidies
cannot be expected to produce a dramatic reduction of consumers’ carbondependent energy consumption where renewable energy provisions are not yet
established as immediately viable alternatives. Thus, in this form, it can be seen
as a type of ‘green structural adjustment’, particularly in emerging and developing
economies, where financing for investment in green alternatives may be limited
currently.
Further, although the IMF advice to remove broad-based fuel subsidies is often
backed by advice to compensate the poorest through targeted social safety net
measures to account for the socio-economic impacts of subsidy removal, such
measures are often rife with targeting errors, according to research,76 which limits
their effectiveness in mitigating harm to the poorest recipients, and have high
administrative costs.
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Figure 4: Countries advised to reduce energy subsidy (December 2015 - March 2021)

Overall, the IMF’s demand-side reforms fall significantly short of the actions required
to address transition risks, while often negatively impacting on citizens of emerging
and developing economies, in a world still largely dependent on fossil fuels.77 As
noted in a 2019 report by UN Women and the International Labour Organization,
“Higher energy prices… tend to slow down economic activity and thus generate
unemployment. The sudden removal of fuel subsidies and consequent increases in
prices have also sparked protests and violent riots in many countries.”78
In some cases, for example Jordan in 2012,79 and Ecuador in 2019,80 these reforms
have been linked to large-scale political unrest. In 2019, prices in Haiti rose by 51 per
cent after IMF advice to “eliminate regressive fuel subsidies”, with widespread riots in
2019 culminating in the Prime Minister’s resignation just eight days after announcing
the cuts.81 In Nigeria, the IMF has called for cuts to consumer fuel subsidies over
a number of years, with reforms ultimately enacted in 2020 during the COVID-19
pandemic. In 2012, these reforms led to widespread riots and nationwide strikes. In
2020, record low oil prices led to less resistance, but with pressure from rising prices
building,82 there are predictions of new large-scale protests – nevertheless, the 2020
IMF Article IV advised the government to hold fast to its decision in the face of this
possible unrest. 83
These examples show that the IMF’s fixation with demand-side fossil fuel subsidies is
often at odds with lived realities of citizens in its member countries – pointing to the
need for a reset in how the IMF engages on this issue in a way that is better aligned
with an inclusive social dialogue on how to ensure a green and just energy transition
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that averts runaway climate change impacts. Rather than further austerity measures,
the IMF should make the case to its wealthy shareholder countries (who are most
responsible for the current climate emergency) that further resources for a just
energy transition are required in emerging and developing economies.

2.3 Digging deeper into IMF advice on coal in
Mozambique and Indonesia
New coal expansion is particularly problematic as it leaves countries vulnerable
to the most immediate transition risks, and thwarts efforts to move towards a low
carbon future. To better understand how the IMF deals with this in its surveillance
advice, we analysed Article IV reports for Mozambique (a low-income country)
and Indonesia (a middle-income country). This analysis shows that IMF advice
is entrenching fossil fuel dependency, which has opened the door to increased
investment in coal, leaving both countries exposed to transition risks.

IMF displayed unwarranted optimism on coal’s potential in
Mozambique
IMF Article IV reports, over the time period analysed,84 promoted optimistic
assumptions of future revenues from coal leading to expanded fiscal space, and
predicted increased inward foreign investment and increased export-led growth
in Mozambique. The stage was set for this in the 2013 Article IV report,85 which
predicted that Mozambique would become “one of the world’s leading coal
exporters.” New gas and coal megaprojects were estimated to add 20 per cent to
GDP growth by 2023. Government revenues from coal were predicted to reach 1.6
per cent of GDP. By 2023, alongside gas, this was estimated to account for a “quarter
of all revenues.”86
On the back of these predictions, IMF advice encouraged public spending for
infrastructure projects to support coal expansion. For instance, they gave enthusiastic
support for the expansion of the Nacala rail corridor – vital to ensuring coal could
be exported – which they predicted in the 2016 Article IV report would help to triple
exports, add to economic growth, and help boost government revenues.87 The IMF
also focused its technical assistance on tax reforms, including the development
of a new tax policy bill in 2014.88 IMF technical assistance has previously been
shown to have resulted in significant tax breaks for coal, which has incentivised new
investments in coal megaprojects.89
As recently as 2019, the IMF Article IV report noted that Mozambique is “slated for a
boom which could make significant contributions to the country’s economic growth
and government revenues” – despite clear evidence that the coal industry was in
trouble.90 As global prices fell in 2020, Vale, the country’s largest coal mine operator,
suspended operations, leading to a 40 per cent decline in production at the Moatize
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plant. By 2021, Vale announced it was closing its doors for good and selling the mine
and Nacala Corridor rail and port project investments, after 10 years of loss-making.91
This will see the taps turned off on coal exports in Mozambique - which came almost
exclusively from the Vale plant – at least in the short-term.92 Industry specialists have
predicted that the sale of the plant and railway will be difficult, due to low prices,
challenging conditions in Mozambique, and the pressure from commitments made as
part of the Paris Agreement in importer countries.93 Indeed, Vale announced that the
closure of the plant was a step towards its broader exit from the coal sector94 – in
order to become carbon neutral by 2050.95
Thus, the overly-optimistic predictions from the IMF have fallen short in
Mozambique.96 As far back as 2014, other analysts were already predicting that
Mozambique’s coal ‘boom’ was over.97 Against this backdrop, the IMF’s continuing
predictions were clearly out of step – if not directly in conflict – with credible
predictions of a decline in coal’s outlook in Mozambique.98
Although exact revenue figures for coal are not available to compare to early IMF
predictions, the whole extractive industry (oil, gas, and minerals) made up just 8
per cent of total revenues collected in 2020 (significantly lower than the quarter
of revenues by 2023 coming from oil and gas predicted in the 2013 Article IV),
of which a tiny amount was attributed to the mineral sector.99 As one report from
Mozambique-based NGO Justiça Ambiental stated in 2016, “There can now be little
expectation of much revenue or economic benefits from the coal mining industry,
but these were largely a myth anyway.”100
The IMF had a key role in creating this myth, which has had serious repercussions
in Mozambique. Communities have been displaced.101 Mozambique is now saddled
with further debt, due to government investments in the Nacala Corridor and other
infrastructure projects to support coal.102 Moreover, given that the anticipated foreign
investment never materialised, the rail expansion was funded via external debt (which
the IMF notes in the 2017 Article IV report103).
It is also striking that at the same time as IMF advice was supportive of expanding
coal, they were advising reductions in public spending in other areas. This included
reductions on consumer energy subsidies – which were eliminated in 2017 following
the Fund’s advice – and a reduction of the public wage bill, as part of advice on fiscal
consolidation.104 In 2017, the Fund said that fiscal consolidation measures would be
offset by new economic growth from coal – a prediction that has also not come to
fruition.105 Together, this paints a picture of IMF advice displaying unfounded optimism
about coal, while pursuing an overarching model of fiscal consolidation and support
for carbon-intensive exports.
Mozambique is now in another debt crisis. The collapse in coal has exacerbated this
crisis. Years of austerity advice from the IMF have also led to cuts in public services,
including cuts to the public sector wage bill in recent years.106 There are also worrying
signs on the horizon that similarly optimistic predictions that have been made for
LNG – from both the World Bank and IMF107 – are also not going to be realised. This
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may plunge Mozambique ever deeper into a debt crisis. For instance, the French
company, Total, declared force majeure on its Mozambique LNG megaproject
earlier in 2021, after foreign contractors working on the project were killed in an
ambush by Islamist militants.108 Ongoing conflict is expected due to the scramble
for gas in the country, making early predictions for LNG’s role in driving growth and
increased revenues extremely unlikely.109 Yet a 2020 debt sustainability analysis for
Mozambique (conducted by the World Bank and IMF in April 2020) found that
medium-term debt sustainability was largely dependent on revenues from the LNG
project.110 It is hard to see how Mozambique escapes crippling debts if gas goes the
same way as coal.111

IMF advice in Indonesia says little about transition risk and coal
dependency
Coal is the largest export sector in Indonesia. In 2019, the country was the
world’s largest thermal coal exporter.112 Plans to build capacity and new coal plants
are a major part of Indonesia’s economic roadmap, with 52 coal plants at the preconstruction stage, second only to China in the number of new planned plants,113
and 100 new plants that won’t finish construction until 2023, when the government
has committed to ending new coal plant construction.114 As Tim Buckley from
the Institute for Energy Economics and Financial Analysis (IEEFA) has pointed out,
Indonesia’s overreliance on coal presents “a clear and immediate risk that Indonesian
export coal mines will be a stranded asset.”115
Yet in Indonesia, the review of the Fund’s policy advice carried out for this study
shows strong support to extracting natural resources (notably through boosting
infrastructure spending in support of this).116 While explicit references to coal in
Article IV reports were limited to the reform of mining licenses, and, in the context
of rising prices, a favourable boost to the terms of trade, advice implicitly endorsed
the continuing reliance on coal, by assuming a growth model heavily reliant on coal
extraction. More broadly, the absence of a discussion on the role of coal is notable especially given the importance of it to the Indonesian economy. As such, IMF advice
does little to help achieve the objectives set out in Indonesia’s Nationally Determined
Contribution (NDC) under the Paris Agreement.
The first mention of climate change occurs in the 2020 Article IV report, where
the Fund acknowledges that Indonesia is vulnerable to climate change risks. It also
points to the significance of coal in the economy leaving the country susceptible to
transition risks, and advises the development a “comprehensive transition plan” as
part of ongoing structural reforms, which would include “reducing reliance on coal”,
alongside other measures, such as investment in renewables.117 However, it expands
no further on this sparse advice. This fails to do justice to the extent of Indonesia’s
vulnerability to the transition risks posed by its excessive reliance on coal – and the
urgency for action to address this.
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Subsequently, the government has responded to what is increasingly looking like an
inevitability – that further coal expansion is now too risky for Indonesia to continue to
pursue. In May 2021, the state-owned electricity company Perusahaan Listrik Negara
(PLN), announced a moratorium on the construction of new coal plants beyond the
current pipeline. PLN said the company would invest in renewables, with the aim of
becoming carbon neutral by 2050.118 However, even this would be too little, too late.
Civil society groups have been critical of the degree of urgency in the announcement
– as there are still many new plants being planned – arguing that Indonesia requires
a more rapid and just transition out of coal.119 It also looks out of step with some
of its neighbours in the wider region: the Philippines already announced a complete
moratorium on new coal; Bangladesh is assessing how to move away from coalbased power plants; and Vietnam plans to cancel seven plants and has committed
to reassessing the rest by 2030. With it becoming increasingly clear that coal is no
longer a viable path, IMF advice in 2020 appears insufficient.120
While coal barely gets a mention, the Fund consistently shows support for reducing
consumer energy subsidies, and privatising SOEs. On subsidies, the IMF-backed
energy consumer subsidies reform in 2015 led to price rises of 30 to 100 per cent.121
The reforms have also not realised a number of the expected aims. Targeted social
safety nets were introduced, partly on IMF advice, to shield the poorest from the
impact.122
However, targeting has been shown to be weak in protecting the poor,123 and there
was also no formal reallocation of revenues from subsidy reform (in spite of this
being heralded as a deliberate consequence of reforms).124 Indeed, the subsidy
removal freed up little new revenue; as the 2015 Article IV report noted, the
predicted government revenue had not materialised, and social spending more
broadly was reduced that year to comply with the deficit ceiling.125 Since then,
subsidies have been de facto reinstated, as the government has committed to keep
prices stable.126 The IMF has continued to press – in the 2016, 2017, 2019 and 2020
Article IVs – for reforms in the consumer energy subsidies.
Support from the IMF for greater privatisation of SOEs particularly stands out.
Although this advice relates to generalised reform of SOEs – rather than specific
reform of the power sector - the advice is telling of the general bias observed in the
cross-country findings towards privatisation of SOEs as a matter of principle, rather
than based on wider considerations, including transition risks. Certainly, further
privatisation of the power sector could be unhelpful, given such efforts have been
shown to result in the country signing long-term coal power purchase agreements
with private investors.127 In fact, the moratorium on further coal plant expansion
announced by the state-owned PLN demonstrates the clear case for the importance
of governments retaining independence to retire plants early to achieve climate goals.
Yet, currently, the privatisation of SOEs puts the government at risk of investorstate dispute settlement (ISDS) arbitration, as previous evidence has shown. As the
International Institute for Environment and Development noted in its October 2020
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report, this could result in significant liabilities: “In Indonesia… the estimated value of
12 coal-fired power stations protected by ISDS could be up to $7.9 billion. The cost
of ISDS compensation could be even greater.”128

3. Key takeaways
The findings of this review show that IMF policy advice is undermining a just energy
transition and that there does not appear to be a consistent shift in advice since the
adoption of the Paris Agreement.

3.1 IMF advice may be exacerbating member
countries’ transition risks
The cross-country review shows that prior to the 2021 Comprehensive Surveillance
Review, IMF policy advice very likely deepened many member countries’ exposure
to climate change transition risks. The clearest case of this is the Fund’s support for
fossil fuel infrastructure - from mining to transport to power generation. However,
the promotion of an energy sector reform agenda built on austerity and privatisation,
coupled with fossil fuel subsidy reform, largely focused on consumers rather than
producers, is also undermining the ability of governments to support a just transition,
particularly in low- and middle-income countries.
IMF policy advice is supposed to enable countries to forecast macro-critical risks
and take necessary steps to avoid them. This clearly has not happened in the case
of transition risks from coal in Indonesia, or coal mining exports in Mozambique. In
these cases, IMF policy advice has been out of step with the Paris Agreement and
has ignored warnings from other analysts and broader trends. Governments around
the world are taking steps to phase out coal, and both public and private finance
is dwindling for future coal investments. For example, the Asian Development Bank
announced plans to stop financing coal in May 2021.129 The president of the African
Development Bank announced commitments to stop funding coal in 2019, saying,
“coal is the past in Africa, renewables are the future.”130
Despite the ambition set forth in its recently published Comprehensive Surveillance
Review, the IMF has a long way to go to stop further embedding fossil fuel expansion
into the economies of its members. To fulfil its ambition to work towards a green
recovery and a low-carbon future, the IMF will have to develop policy advice that is
supportive of weaning the global economy off fossil fuels and that accounts for the
‘transition risks’ posed from the end of the fossil fuel era, which could have severe
macroeconomic implications.
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3.2 There is little evidence to suggest that
IMF advice is shifting in the three policy areas
investigated
In the three areas studied, there is little evidence of a shift in the Fund’s advice since
Paris; as such, IMF advice continues to undermine a just transition to a carbon-free
energy paradigm. To understand the trends in reports we also analysed advice yearon-year. Due to the extreme variability in the number of reports published in the
sample period, trends in policy advice are best contextualised in relative terms, as
displayed in Figure 5.131 The aggregate data shows that relative prevalence of policy
advice was supportive of the development of new fossil fuel infrastructure – which
has largely remained consistent in the years following the Paris Agreement. Advice
to privatise SOEs has slightly increased, in relative terms, and advice on removing
or reforming energy subsidies, after peaking in 2015 and then declining, is now
increasing again.
Of course, a decrease in the relative frequency of a particular policy
recommendation may also be the result of a country adopting the Fund’s persistent
policy advice, or topics not being adequately covered in Article IV reports. The latter
could account for why the Fund’s advice regarding the development of fossil fuel
infrastructure in some countries is notably absent, e.g. in Vietnam and Bangladesh,
where there is no mention of ‘coal’ despite both countries considering the
developing new, large-scale coal investments in recent years, or only a brief mention
in Indonesia, as shown in Section 2.3 above.
Figure 5: Relative Frequency of Policy Advice (December 2015 – December 2020)
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4. Conclusion and Recommendations
The IMF plays a critical role in shaping policies that governments adopt to achieve
macroeconomic stability. This report shows how existing IMF policy advice is
exacerbating transition risks for many member countries and undermining their
ability to achieve a just energy transition. For the IMF, aligning policy advice with
just transition principles will require moving beyond a strict climate lens. Indeed,
a just transition requires that policy frameworks address, rather than exacerbate,
inequalities; transform energy systems to work for people, nature, and the planet;
and, ensure inclusiveness and participation.132
This presents a direct challenge to the IMF’s policy orthodoxy, which tends to be
centred on ensuring reduced public spending and increasing export revenues,
including through carbon-intensive sources. Civil society organisations have already
noted that, to achieve the Sustainable Development Goals and Paris Agreement’s
objectives, multiple issues must be tackled together, including abandoning austerity,
supporting gender-responsive public services, and ensuring just climate transitions.133
As such, the recommendations below go beyond the findings of this specific report
and build on proposals across a range of reports aimed at promoting feminist, green,
and just economies around the world.
The IMF also has significant influence on what are considered financially viable
investments, an important consideration for developing countries seeking climate
finance for green initiatives. Governments and investors often look to IMF analysis
and advice in assessing risks. Therefore, the IMF needs to contend with its role in
the broader climate finance architecture and how it can facilitate finance flowing
away from carbon intensive sectors and toward the transitions that are required.
Crucially, this will also require the IMF to concurrently collaborate with governments,
trade unions, employers and civil society at large to integrate a just transition into
countries’ macroeconomic policies.
The newly adopted CSR takes steps to increase attention to climate, but the Fund is
only at the beginning of developing its policy recommendations to address transition
risks. As the IMF develops the guidance note for staff that will help them implement
the CSR from early 2022, we make the following recommendations:
•

The IMF should, at a minimum, adopt a ‘do no harm’ approach and commit to
ensuring, via ex-ante assessments, that IMF policy recommendations do not
actively exacerbate inequalities or undermine countries’ ability to meet their
human rights obligations, or achieve the Sustainable Development Goals and their
Nationally Determined Contributions under the Paris Climate Agreement.134

•

The IMF must develop clear guidance for staff on how to assess transition risks in
Article IV surveillance, based on the principle of ‘do no harm’, including the risks
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posed by the Fund’s own advice on, inter alia, fiscal consolidation and support for
carbon-intensive energy and exports.
•

The IMF should shift its focus to eliminating fossil fuel producer subsidies
and expanding investment for renewable energy and other green alternatives,
rather than focusing primarily on eliminating or reducing consumer subsidies,
while ensuring these efforts remain firmly embedded in countries’ national just
transition dialogues.

•

The IMF should re-evaluate its advice on privatisation, particularly given the
risks of compensation claims for stranded fossil fuel assets by private investors,
and instead support governments to strengthen public institutions and public
services, so that they can effectively respond to climate change. The IMF needs to
fundamentally reassess the role of public services in light of both COVID-19 and
the climate crisis – and to recognise the limitations of private sector responses.
As part of this re-think, the Fund should create an institutional view on sustainable
industrial policy that empowers IMF operations to support effective and
coordinated strategies for sectoral and economic transformation.

•

The IMF can help countries to better judge the costs of transitioning to a lowcarbon future. For low- and middle-income countries, this should be part of
a wider discussion about mobilising greater resources from wealthy countries
to fund a ‘just energy transition.’ Promoting renewable energy alternatives and
assisting countries in lowering the costs of those alternatives will be an essential
part of any transition. This is particularly the case in emerging and developing
economies where governments already face rising costs of capital – or lack
market access altogether – and where efforts to ‘de-risk’ green investments for
the private sector may lead to the state taking on substantial fiscal liabilities. An
essential pillar of this process will also be supporting countries to strengthen
labour market institutions and achieving universal social protection, including
social protection floors, to enable a just transition.

•

Given the current context, the Fund’s climate work should not be siloed. Climate
efforts need to be considered alongside more significant debt cancellation efforts;
investing in gender-responsive public services; increasing fiscal and policy space
for countries to respond to the COVID-19 pandemic; abandoning austerity; and
improving the quality and quantity of climate finance. The IMF should solicit input
from UN institutions and preeminent experts in the field in developing guidance,
as the IMF has limited expertise on climate change at present.

•

The IMF should improve national level consultation on Article IVs, including with
civil society organisations, women’s rights groups, trade unions, climate groups
and indigenous peoples’ organisations, in an effort to integrate social dialogue into
surveillance and the design of lending programmes.
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