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Building a green recovery

Governments allocate USD470bn — and counting....

As governments struggle to confront the deepening recession, they are allocating increasing amounts of their fiscal
stimulus plans to the growing ‘climate economy’. Since the beginning of the year, the ‘green stimulus’ has grown from
USD430 to over USD470 billion, with China and the USA in the vanguard, driving investment in critical infrastructure such
as rail, grids, water, buildings and renewables.

Following the G-20 summit in April, this report consolidates and updates the work of HSBC’s Climate Change Centre of
Excellence on climate change and the economic crisis. We believe that the first phase of the ‘green stimulus’ story has
come to an end, with attention now focusing on when the stimulus will arrive and whether it will be effective in building a
low carbon recovery. We expect a further installment in the run-up of the Copenhagen climate negotiations in December.

By Nick Robins, Robert Clover and Charanijit Singh

Disclosures and Disclaimer This report must be read with the disclosures and analyst
certifications in the Disclosure appendix, and with the Disclaimer, which forms part of it
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Summary

» Around the world, governments have allocated more than
USD470bn in fiscal stimulus to climate change investment
themes, leveraging a total of over USD980bn

» China and the US lead the way, and ‘green infrastructure’ is the
major beneficiary, particularly rail, grids, water and buildings

» Finally, signs of stimulus impact are starting to emerge, notably in
China and the USA, and we expect a second instalment to
emerge in the run-up to the Copenhagen climate talks

Money on the table

Governments are facing the triple effects of economic downturn, energy security and climate change.
Across theworld, they are responding by allocating a sizeable proportion of their fiscal stimulus packages
to investments consistent with alow-carbon economy.

A climate of recovery? The climate change investment dimension of economic stimulus plans

Fund Period  Green Fund % Green _ Low carbon power _ Energy efficiency (EE)

Region/country USDbn years USDbn Fund Renewable CCS/other  BuildingEE Lo C Vech+ Rail Grid  Water/waste
Asia Pacific
Australia 26.7 2009-2012 25 9.3% - - 248 - -

17.1 2009-2013 6.8 39.8% 1.40 1.77 0.17 - 3.46 - -
China (NDRC Stimulus) 586.1 2009-2010 200.8 34.3% - - - 150 98.65 70.00 30.69
China (Budget 2009) 61.4 2009 15.6 25.4% - - - - 4.95 - 10.63
Indonesia 5.9 2009 0.1 1.6% 0.07 - - 0.03 -
Japan (Stimulus 2008) 485.9 2009 onwards 124 2.6% - - 1243 - -
Japan (Stimulus 2009) 154.0 2009 onwards 23.6 15.3% 1.07 12.93 5.90 3.70 - - -
South Korea 38.1 2009-2012 30.7 80.5% 1.80 - 6.19 1.80 7.01 - 13.89
Saudi Arabia 126.8 2009 95 7.5% - - - - - - 9.45
Sub-total Asia Pacific* 1518.9 302.0 19.9% 4.3 14.7 272 70 1141 70.0 64.7
South Africa 75 2009-2011 038 9.4% 0.0 0.0 0.1 0.0 0.6 0.0 0.1
Europe
European Union** 38.8 2009-2010 247 63.7% 0.65 12.49 2.85 1.94 - 4.85
Germany 104.8 2009-2010 138 13.2% - - 10.39 0.69 2.75 -
France 337 2009-2010 71 21.2% 0.87 - 0.83 - 131 413
Italy 103.5 2009 onwards 13 1.3% - - - - 1.32 - -
Spain (recent) 142 2009 0.8 5.8% - - - - - - 0.83
United Kingdom 349 2009-2011 37 10.6% 0.10 0.64 0.79 1.72 0.41 - 0.05
Other EU States 207.1 2009-2010 1.9 0.9% 038 - 0.6 0.3 - - 0.1
Sub-total EU 537.0 53.4 9.9% 24 13.1 155 6.6 5.8 9.0 1.0
Norway 29 2009 0.9 29.7% 0.2 0.0 0.2 0.0 0.3 0.0 0.2
Sub-total Europe 539.9 54.3 10.1% 25 131 15.7 6.6 6.1 9.0 1.2
Americas
Canada 318 2009-2013 26 8.3% - 1.08 0.24 - 0.39 0.79 0.27
Mexico 77 2009 0.8 9.7% - - 0.75 - - - -
US EESA*** 185.0 10 Years 18.2 9.8% 10.25 2.60 334 0.76 0.33 0.92 0.52
US ARRA 787.0 10 Years 94.1 12.0% 2253 3.95 27.40 4.00 959  11.00 15.58
US Budget 2010# 4.9 2010 4.9 - - - - - 1.00 - 3.90
Sub-total Americas* 1024.1 1212 11.8% 32.8 76 317 4.8 113 12.7 20.3
Grand total 3090 478 15.5% 39.7 355 74.6 184 1321 91.7 86.3

*Includes Thailand and India; ** Only EUR30bn from direct EU contribution considered; *** USD700bn under TARP for bank bailouts not considered; # Includes only additional spending in Green sector under focus; # Includes
Argentina and Chile stimulus; *Low carbon vehicles
Source: Countries, HSBC
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In this report, we consolidate and update the analysis the HSBC Climate Change Centre of Excellence has
been conducting in recent months on the economic crisis and climate change. From USD430bn at the
beginning of the year, we estimate that well over USD470bn out of nearly USD3.1trn in tax cuts, credits
and extra spending can now be categorised as “green”, or approximately 15%.

Even with ismassive injection of fiscal stimulusinto the system, the pace of declinein industrial
production is on a par with the early months of the Great Depression. Our forecasts reflect this ongoing
weakness. For the global economy in 2009, HSBC recently lowered its GDP forecast from -1.4% to -
1.9%. For the devel oped world, we now expect 3.0% shrinkage compared with afall of 2.5% previously.
The emerging world is still expected to expand, but at a paltry rate of 1.7% on the back of growth signsin
Chinaas the stimulus starts to trickle down.

China and the USA in the lead

Chinaand the USA dominate the landscape in terms of both the size of their overall stimulus plans, aswell
asthe extent of the green dimension. With sizeable financial reserves and atradition of long-term planning,
in November 2008, China launched its RMB4,010bn (USD584bn) package. Almost 40% of thisis all ocated
to “green” themes, mogt notably rail, grids and water infrastructure, along with dedicated spending on
environmental improvement. Elsewherein Asia, South Korea hasintroduced a dedicated Green New Desl,
with more than 80% all ocated to environmental themes.

Who stands where - Green Stimulus (USD478bn)
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The Asia-Pacific region hasthe largest green stimulus packages in both percentage (close to 20%) and in
absolute terms (cUSD295bn). As expected, the massive stimulus package offered by Chinarepresents
c50% of thetotal.

The new American Recovery and Reinvestment Plan commits USD787bn to kick-starting the economy,
with USD94bn for renewables, building efficiency, low-carbon vehicles, mass transit, grids and water.
Although the green component is smaller than China’s, it ismore broadly based, and the only plan with a
real boost to renewables. The existence of substantial automatic fiscal stabilisersin Europe has meant that
the EU stimulusis so far smaller in size,

Green stimulus theme allocation (USD478bn)
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Boosting green infrastructure

Laying the foundationsto underpin future growth is a core d ement of most stimulus plans, and the bulk of
climate dimenson isallocated to a suite of green infrastructure options, notably rail, grids, water and buildings.

Low carbon power receives around 15% of the total, with renewables at 8%, and carbon capture and
storage accounting for the balance; only one country — Canada — has all ocated spending to the nuclear
sectors as part of its stimulus efforts. Overall, construction and capital goods sectors are likely to be the
major beneficiaries, along with an indirect effect for power, rail and water utilities.

Green stimulus commitment trend (USDbn) Estimated timing by theme (USDbn)
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Timing the delivery

We expect theimpact to be muted in the first haf of 2009 — except in China—with a pickup in the second half.
Asareault, we estimate that three-quarters of green stimulus spending will be disbursed in 2009 and 2010, with
the bulk impacting the economy in 2010. However, thistimetable could dip in the implementation phase.

We have a so observed that the total amount of stimulus spending has slowed as we approach the end of
thefirs half of 2009. But the green proportion hasrecovered after adip in Q1 2009.

Multiplying the impact

Typically, therange of multipliers for government spending varies from less than one to more than four,
depending on economic assumptions, the type of fiscal policy and the country concerned. Multipliersalso
depend on country circumstances, including type of instruments used, trade openness, borrowing
congtraints, the response of monetary policy and long-term sustainability.

We have used these estimates from the IMF to analyse the green stimulus, and assumed an average
multiplier of just over 1 for thetota green component of the global stimulus package, leading to
USD510bn in spending in the next two years, resulting in atotal level of spending of some USD988bn.

Multiplier effects of fiscal stimulus

Measures Range

Lower Upper
Tax cuts 0.3 0.6
Infrastructure investment 0.5 1.8
Other* 0.3 1

(* Transfers to state gowt, assistance to small and medium sized enterprises and housing markets)
Source: IMF 2009, Group of Twenty Meeting of the Deputies Feb 2009;

Starting to stimulate

Signs are emerging that stimulus packages announced last year, especially from China, have started to
have amateria economic and industrial impact. In China, infrastructure investment surged by 70-120%
y-0-y and credit growth rebounded to a 10-year high of over 30% y-o-y in March 2009. Another sign of
the stimulus helping recovery is the improvement in industrial production, which averaged 5.2% y-o0-y in
the Jan-Feb period (11% y-0-y in February) — only marginally lower than the 5.7% y-o-y in lagt
December.

Inthe USA, ‘green stimulus' funds under the American Recovery and Reinvestment Act (ARRA) have
also started to flow. According to the US Department of Energy, recent allocations include USD41.9m to
accelerate the commercialization of fuel cells and more than USD3.3bn towards smart-grid technol ogy
development grants, with an additional USD615m for smart-grid storage, monitoring and technol ogy
viability.! Thisrepresentsjust c10% of the money to be deployed in 2009/2010 under the ARRA.
However, unlike in China, these announcements have yet to have a macroeconomic effect.

! http: /Amwww.ener gy.gov/news2009/7262.htm; http: /mwww.energy.gov/recovery/documents DOE_Major_Communications_04172009.xIs
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Following the G-20 summit in April, Japan, UK and Australia strengthened their *green stimulus' plans.
We bdlieve the firg phase of linking economic recovery with climate has now ended, with the second
phase starting in the run up to the Copenhagen climate talks in December.

Note: In the analyssthat follows, we draw on the latest economic forecasts published by HSBC on 1 April
2009. We dso provide a climate change profile for each country. Emission data for indudtriaised countriesis
cited in GHG terms (mtCO2¢€) controlled under the Kyoto Protocal, whilst for emerging economies we quote
only emissions of carbon dioxide primarily from energy and cement manufacturing (mtCO?2).

HSBC <»



Climate Change
Global
22 May 2009

cContents

Summary
Money on thetable

Chinaand the USA in the lead
Boosting green infrastructure
Timing the delivery
Multiplying the impact

Starting to stimulate

The green deal gets real
From margin to mainstream

Targeted, timely, temporary...
...and transformative
Climate categorisation

Five questions for green deals

Regional Analysis
Audtralia

China

Japan

South Korea
Saudi Arabia
South Africa
European Union
Germany
France

Italy

United Kingdom

10

11

13
14

16
19
21
24
25
26
29
31

33

HSBC <»

Other Europe: Norway 36
Europe: summary 38
Canada 39
Mexico 41
USA 42
Other G20 47

India 47

Brazil, Russiaand Turkey 47
Theme analysis 49
Allocating the stimulus 50
Low-carbon power 51

Renewables 51

CCS and others 51
Energy efficiency 51
Water, waste and pollution control 52
A Copenhagen stimulus? 53

London’s pale green G20 53

Will Copenhagen seal the deal ? 53
Disclosure appendix 58
Disclaimer 59

We gratefully acknowiedge the assistance of D Saravanan, S
Goel and R Chaturvedi fromthe HSBC Climate Change
Centre of Excellence in the preparation of thisreport.



Climate Change
Global
22 May 2009

The green deal getsreal

» Policymakers are increasingly favouring a strong climate

component in economic recovery plans

» This could help frontload the investment required to slow, stabilise
and then reduce greenhouse gas emissions

» Questions remain over size, timing, environmental effectiveness,
job creation potential and multiplier effects

From margin to mainstream

Over the past six months, the degpening global
economic downturn has propeled ideas that were
once on the margins of economic palicy into the
heart of decisgon-making: bank nationalisation,
quantitetive easng and, the focus of thisreport, low-
carbon recovery. In July 2008, a group of far-sighted
pioneersin the UK proposed a“Green New Ded” as
away of reviving demand, cresting jobs and

accd erating the trangition to an economy cons stent
with the need to dramatically reduce greenhouse gas
(GHGs) emissions over the coming decades’.

Advocates of alow-carbon stimulus now exist at
the highest levels in government and business
across the globe. The reasons for this shift are
five-fold:

» Policymakersrealise that there are powerful
symmetries between the systemic failures of
risk management that have led to the current
financial crisis and those that threaten
dangerous climate change if GHG emissions
are |eft unchecked.

2 New Economics Foundation, A Green New Deal, July 2008

Therecent sharp risein energy prices — and
their subsequent collapse —has provided a
strategic warning of the importance of
reinforcing energy security, notably through a
substantial improvement in the efficiency
with which energy is used in homes,
businesses and transport, and through the
mobilisation of free, inexhaustible renewable
energy resources.

The low-carbon economy can also be a job-
rich economy at atime of soaring
unemployment, particularly through
enhancing building efficiency, either via
retrofit or new construction, and
improving mass trangit.

Thereis growing acceptance that the next
wave of productivity and innovation could
well come from smart technol ogies that
enable a growing world economy to thrivein
the context of deepening carbon aswell as
other natural resource constraints, most
notably water.

Thereisthe importance of protecting the
climate itsdlf, which all major world leaders
accept asa global imperative. Thescienceis

HSBC <»
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secure, impacts are already present and
negotiations are underway for a new global
climate treaty, scheduled to be completed this
December in Copenhagen.

This agenda is by no means uncontested.
Commercial and political concerns that
environmental action in arecession isan
unaffordable luxury certainly remain. Indeed, the
European Union’s Climate Package was the target
of a sustained assault to reduce the cost of carbon
curbsin December 2008. Y et, in spite of pressures
to water down its climate commitments, the
package came through largely intact. What has
changed is the content of the climate investment
narrative, moving away from an emphasison the
costs of confronting global warming changeto a
focus on clean-growth opportunities.

Targeted, timely, temporary...

Governments are currently preoccupied with
confronting the twin crises of financid collapse and
economic dowdown, and are responding with
interest rate cuts, bank rescue plansand an array of
fiscal measures to get demand moving again. More
than 20 governments have introduced emergency
economic stimulus packagesto cut taxes and
increase spending. Most of these efforts are inward-
looking, focusing on expanding the domestic
economy. But thereis growing awareness of the
need for internationa coordination through the
Group of 20 leading economies.

The International Monetary Fund has
recommended that ‘the optimal fiscal package
should be timely, large, lasting, diversified,
contingent, collective and sustainable’ 3. Others
have shortened the list to a simpler trinity of
‘targeted, timely and temporary’ measures,
highlighting the importance that government
action should be seen as a passing phasein policy,

s Antonio Spilimbergo, Steve Symansky, Oliver Blanchard and Carlo
Cottarelli, Fiscal Policy for the Crisis, IMF Staff Position Note,
December 2008

which does not result in the build-up of
unbearable levels of debt which would constrain
medium-term prospects. When the IMF
underscores the importance of the package being
‘sustainabl€’, it isnot using the term in the
environmental sense. Nevertheless, it does
spotlight the value of *afew high profile
programmes, with a good long-run justification
and grong externalities (for example, for
environmental purposes) can also help, directly
and through expectations'.

HSBC <»
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...and transformative

Thelong-run judtification for determined action on
climate changeisdear. The globe sleading
scientists concluded in 2007 that global GHGs—
most notably carbon dioxide —would need to fall by
50-85% by 2050 from 1990 leve sif the world was
to sland areasonabl e change of avoiding dangerous
and irreversibleimpactsin the form of gorms,
floods, droughts, heat waves and searlevel rise”.

The 2008 G-8 summit in Hokkaido committed the
world’sleading countriesto hitting the lower end
of thisrange. With Barack Obama now in the
White House, the USA has pledged to cut its
emissions by 80% by mid-century, reflecting the
disproportionate share that the industrialised
world must take asaresult of their historic
emissions and greater capacity to act.

4 IPCC, FAR, 2007
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Hitting these targetsis made all the more difficult
by the fact that emissions of GHGs are heading in
precisaly the wrong direction. The UN
Framework Convention on Climate Change
(UNFCCC) was agreed in June 1992, and
bolstered in 1997 with the Kyoto protocol, which
set binding targets on the industrialised world to
cut its emissions by 5% by 2008-12 from 1990
levels. But rather than stabilising and then falling,
emissions have actually accel erated through a
combination of arapidly expanding world
economy and increasing carbon intensity as coal
plays an ever-larger role in the global energy mix,
rising from 24% in 2002 to 29% in 2007.

The economic downturn is certainly set to slow
this growth in emissionsin 2009 and 2010 —a
reality reflected in the precipitous fall in the
European carbon price from EUR21 in February
2008 to just EURS8.4 today. But as evidence from
the Great Depression shows, emissionswill rise
once again when the economy recovers, unless
structural action istaken in the meantimeto
change the content of growth.

Changing course on climate change will requirea
transformation in the global economy, a
transformation that is certainly unprecedented but
one that is both highly achievable and comes with
a suite of spin-off benefitsin terms of security,
innovation and growth. The International Energy
Agency (IEA) has concluded that an ‘energy
revolution’ is needed to halve emissions by 2050
through amix of measuresthat cut the

energy intensity of growth aswell asthe carbon
intensity of energy”.

To take one example, in the global power generation
sector, the average carbon intensity of energy needs
tofal by nearly 90% by 2050 from the current
€500gCO2/kWh to just c60gCO2/kWh. In the UK,
which hasrecently committed itsdf to an 80%
emission cut by 2050, the consegquences are even
more profound. By 2035, emissions from power
generation will need to fall from 560gCO2/kWh to
52gC0O2/kWh, requiring a substantial boost to
renewabl e power and heat aswell astheradll-out of
pivatal technol ogies such as carbon capture and
gorage (CCS).

Carbon emissions and the Great Depression (mtCO2/annum)
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5 IEA, Energy Technology Perspectives, June 2008
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Reducing power generation carbon intensity (gCO2 / kWh)
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Globally, the IEA estimates that annual
investmentsin clean energy systems for eectric
power, heat and cooling, industry and transport
need to surge 18 times from current levelsto an
average of USD1.3trn between 2005 and 2050.
IEA also estimates that these investments will
yield net fuel savings over the same period of
USD5trn. Thefear of energy policymakers,
however, isthat the current dowing of capital
investmentsrisks an energy supply crunch when
growth rebounds. |IEA estimatesthat if growth is
restored on its carbon-intensive status quo ante
then emissions would resume their upward path,
reaching levels 45% higher than in 2006 by 2030.

Thetiming of climate investmentsisjust as
important astheir scale and allocation. Scientists
at the IPCC have indicated that global emissions
need to peak by 2015, making action in the next
few years vital to change the emission trajectory.
Thisisthe focus of the forthcoming Copenhagen
climate summit, which aimsto achieve an
international consensus on the actions over the
medium term to 2020 and long term to 2050. Key
elements of aglobal climate strategy include:

» An effective price on carbon, for example,
through emission trading and green taxes.

» Incentivesfor the expansion of low-carbon
energy power such asrenewables and CCS.

10

» Tighter standards for the energy efficiency of
buildings, vehicles and appliances.

» Preventive investments to adapt to the
impacts of climate change, particularly in
developing countries.

» Policiesto expand natural carbon sinks as
well asreduce emissionsfrom
deforestation and degradation (REDD),
especialy in the tropics.

» Scaled-up financial support for devel oping,
transferring and deploying clean technol ogies
in emerging economies.

The UN estimates that more than 80% of required
investments will normally come from the private
sector such as consumers and business’. However,
in the extraordinary circumstances of the current
crisis, ahigher proportion could well come from
the state. Allocating extra public spending to
green recovery plans should not be seen asa
substitute for taking tough decisions about
strategic policy frameworks. But this extra public
spending can play a critical functionin first
ensuring that the positive momentum in climate
investmentsisnot lost in the recession, and
second in ‘building the foundations for sound,
sustainable and strong growth in the future’.” The
result could be akin to killing a flock of birds with
one or two stones.

Climate categorisation

In the pagesthat follow, we analyse the “green”

or climate change componentsin the recovery
plans of over 30 countries, including al the Group
of 20 economies. To structure our analysis, we
have used the 18 climate change investing themes
identified by the HSBC Climate Change Index
and classified relevant expenditures accordingly.

6 UNFCCC (2007), Investment and Financial Flowsto Address
Climate Change.

Alex Bowen, Sam Fankhauser, Nicholas Stern and Dimitri Zenghelis,
An outline of the case for a ‘ green stimulus’, Grantham Institute on
Climate Change and the Environment, February 2009.
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The HSBC Climate Change Index identifies four
main clusters of investment opportunity:

» Low-carbon energy production, including
renewabl e sources such as geothermal, hydro,
wind and solar, a ong with nuclear power.

» Energy efficiency & energy management,
including goods and services that enhance
building, industrial and transport efficiency
(such as fuel-efficient vehicles and modal
shift) aswell as energy storage.

» Water, waste and pollution control, including
water conservation, treatment and supply.

» Carbon finance, most notably associated with
carbon markets.

We have found considerable diversity in the plans
that been issued to date. Many of the plans have
crucial details over timing and allocation still to
be finalised. We have therefore attempted to be
conservativein our anayss, and have produced a
set of estimates for the climate change dimension.
We believe that these estimates will change as
greater precision isgiven over the direction of the
stimulus plans— and as the plansthemselves are
updated or superseded.

In our analysis, we have found a number of areas
emerging as major beneficiaries. These indude
sub-themes such asrail infrastructure, which is
part of the broader transport efficiency theme, as
wdll as grid infrastructure, which isincluded in
the Index’ sindustrial efficiency theme. We have
also identified areas of spending currently outside
the Index, most significantly around carbon
capture and storage (CCS). CCSisclearly a
potentially pivotal technology, but is currently not
included in the Index asit isnot investable—in
other wordsit isnot yet at commercia scale and
thereforeis not associated with sufficient revenue
generation. Finaly, we have found no fiscal
allocations at present to carbon finance.

Five questions for green deals

Overall, more than USD470bn, or approximately
15% of the total stimulus package (USD3.1trn), is
allocated to climate change investment themes.
For business, investors and taxpayers, five key
guestions need to be asked about the relationship
between the current crop of economic recovery
plans and climate change, for which we only have
preliminary answers at present:

» Areplansallocating enough resource to the
green stimulus? Thereis no magic proportion
that should be targeted to climate change. The
Grantham Ingtitute in the UK has suggested a
20% benchmark, resulting in a “ball-park”
figure of USD400bn of extra public spending
on “green measures’ over the next year or so.
A report commissioned for the UN Green
Economy Initiative has proposed that the G-
20 should spend 1% of GDP on reducing
carbon recovery over the next two years,
equivalent to USD460bn.2 These numbers are
also in line with recommendations of the
IEA’s 2008 World Energy Outlook, which
estimates that clean energy investments of
USD465bn per year need to be made from
2010-30. In our analysis, we have only
included fiscal measures rather than wider
policy incentives for low carbon growth.

»  Whenisthegreen stimulus likely to
materialise? Much is made of the need to
focus on “shovel-ready” projectsin a stimulus
plan, and for investors, asset valuations of
potentially affected sectors will depend on the
precise timing of these measures taking
effect. One concern isthat fine-sounding
plans could fail to have the desired impact in
the implementation phase. This makesit
imperative that governments are crystal clear
about the administration of delivery.

8 Edward Barbier, A Global Green New Deal, UNEP, February 2009
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How green isthe Green New Deal ? At this
stage, our assessment has focused on scoping
out the many contours of the global green
stimulus. However, there isno necessary
reason why a policy that is badged green will
necessarily result in progress towards a low-
carbon economy. Indeed, thereisarisk of
“green camouflage” with extra subsidies
being targeted to industrial favourites without
any real pressure for carbon transformation.
We have, for example, excluded ‘ cash for
clunkers automobile scrappage schemes from
our analysis. Equally, it isimportant that
climate factors are integrated throughout
economic recovery plansto ensure that good
“green” measures are not blotted out by
carbon-intensve spending el sewhere.

How many jobs will be created in the short
and medium term? Money invested in clean
energy is estimated to create twice as many
jobs per dollar invested compared with
traditional fossil fuel-based energy®. What is
important hereisnot just the job creation
potential of “green” public works projects,
which by nature will come to an end, but the
degree to which the stimulus actually builds
the base for sustained employment in low-
carbon industries in the upturn®.

» How effectiveisthe green stimulus at
mobilising private investment? Estimates vary
of multiplier effects of government
expenditure in the wider economy. The IMF
cites existing studies that suggest arange of
fiscal multipliers from lessthan oneto more
than four, depending on assumptions, type of
policy and country. Germany’s first stimulus
package, for example, includes generous
amortisation rules for companies and
incentives for climate-friendly home
renovation. Together, these will cost
EUR12bn over two years and are expected to
trigger EURS0bN in private investment,
according to the IMF, implying amultiplier
effect of 4x. Our estimates suggest a
multiplier of just over 1, yielding USD510bn
in extra spending.

All five of these questions point to the need for
the vast sums now being allocated to stimulus
plans, green or otherwise, to be made to work
hard for the economy, jobs and the environment.
Thisisrequires attention to detail aswell as
transparency — all of which is especially important
as we believe that what has emerged to dateis
only thefirst instalment of plans for green
economic stimulus through 2009 and 2010.

HSBC <»

9 Center for American Progress, Green Recovery, September 2008

10 UNEP, ILO, IOE, ITUC - Green Jobs. Towards Decent Work in a
Sustainable, Low-Carbon World
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Asia Pacific
Australia

Economic backdrop

Audrdia’ s economy has dowed consderably with a
fall of 0.5% in Q1 2009. We have recently revised
down our 2009 year-average growth forecast to just
above zero — not abad outcome, given thedire
global circumstances and expect arebound in 2010.

Australia’s real GDP growth (%)
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Climate change profile

Australia has recently rejoined the international
consensus on climate change. As part of the 1997
Kyaoto Protocol, the Federal government
successfully negotiated a 108% emission target
from 1990 levels to 2008-12. However, Audraia
then refused to ratify the Protocol, a position that
was reversed in December 2007 when the new
Rudd Administration cameinto office. The lack
of assertive policy frameworks over the past
decade has meant that Australia’s emissions grew
by approximately 35% between 1990 and 2004
and are projected to rise 50% above 1990 levels
by 2010*. Australiahasnow set itsdlf along-term
target to reduce GHGs by 60% from 2000 levels
by 2050, with a medium-term target to reduce
emissions by between 5% and 15% below 2000
levels by the end of 2020.

u Australian Government, Analysis and recent trends of greenhouse
indicators 1990-2004
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In adramatic shift in its climate policy, Australia
has recently decided to delay its Carbon Pollution
Reduction Scheme by 12 monthsto July 2012
citing the deepening global recession. The
government is also planning to reduce the
allowance price to A$10, much lower than the
previous price of A$40. But the country’'s
emission reduction targets were ramped up to
25% below 2000 levels by 2020 - up from 5-15%
previously - if world leaders agree on an
"ambitious' reduction goal in Copenhagen this
December. The government will also increase the
number of free permits allocated to industry under
what it l[abels a global recession buffer.

The schemewill be Augtralia s primary palicy tool
to drive reductionsin emissons of greenhouse
gasss'. The schemewill cover around 75% of
Augtraia s emissions and involve mandatory
obligationsfor around 1,000 entities. As part of the
Mandatory Renewable Energy Target (MRET),
Australia committed in 2007 to sourcing 20% of
eectricity supply from renewabl e energy by 2020.

Troubled stimulus

In February 2009, the Australian government
unveiled its AUD42bn (USD27bn) Nation
Building and Jobs Plan. Initially rejected in the
Senate, therevised plan will create acAUD22.5bn
deficit in the year ending 30 June, thefirst

12 http: //imww.cli matechange.gov.au/whitepaper/summary/index.html
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shortfall in seven years. The stimulus package
plansto digribute AUD12.7bn in cash to families
and low-income earners and spend AUD28.8bn
on schools, roads, hospitals and energy efficiency.
However, the package does not all ocate spending
to lower carbon power or water management

Energy efficiency

About 9% of the packageis dedicated to building
efficiency through the provision of free ceiling
insulation to around 2.7 million Australian homes,
cutting average fuel billsby AUD200 per year. In
turn, this measure could cut GHGs by around
49.4tCO2e by 2020, equivalent to taking more
than 1 million cars off the road™.

Going green in the budget

In May, the government turned its Budget 2009-
10 into a second stimulus package, investing
AUD22bn with green and clean energy
investments as the centrepiece. The budget
contains Australia’ s largest post-war budget
deficit, but must still be approved by Australia's
Senate to take effect

Low carbon power

The budget allocates AUD4.5bn to anew Clean
Energy Initiative which includes AUD1bn from
existing funding. The initiative proposes to spend
AUD21.5bn towards a flagship solar programme
over the next six yearsto drive 1GW of additional
solar generation. The budget aso establishes a
new body, Renewable Australia, with funding of
AUD465mn over four years to promote new and
existing renewabl e technologies. The solar credits
scheme gets additional funding of AUD245mn,
which enables individuals to claim AUDB8000 per
household for solar PV.

Carbon capture and storage d <o attracts attention in
the budget, with AUD2bn earmarked for the CCS
Hagship programmeto devel op indudtrial scale
demongtration projects over the next nineyears.

18 http: /v treasurer.gov.au/DisplayDocs.aspx?
doc=pressreleases/2009/008.htm

Although the carbon trading scheme has been
postponed, the budget commits AUD16m over the
coming four yearsto develop a National Carbon
Accounting Toolbox.

Energy Efficiency

The budget provides an AUD100mn grant
towards National Energy Efficiency Initiative for
an energy network demonstration project to
integrate a‘smart grid’ with ‘smart meters'.

Modal Shift

The budget invests a massive AUDA4.6bn towards
improving the metropalitan rail networksin six
major cities: Addaide, Brisbane, Mdbourne, Perth,
Sydney and the Gold Coast. These projects will
modernise exiging rail sysems, enhance capacity
and support fast low carbon transport systems.

The budget has gathered plaudits from industry
bodies such as Clean Energy Council who have
stated that the Government has delivered on
climate change. The stimulus plan has also been
wel comed by innovative coalition of
environmental, business and labour groups that
includes the Australian Institute of
Superannuation Trustees, the Australian Green
Infrastructure Council and the Property Council of
Audtralia, along with the Australian Conservation
Foundation and the Australian Council of Trade
Unions. In a statement issued in December, the
group highlighted, ‘ Super funds stand ready to
partner with Government on this agenda, and can
provide a sgnificant contribution to the funding
requirements around sustainable infrastructure’ ',
Following the government’ s package, the group
has called for *further green economic stimulus
measures at a scale and scope that is comparable
to the investments being made in both the

USA and China.’*®

14 http: //Amww.unep.org/greeneconomy/docs/
Green_New_Deal_statement_20081202.pdf

B http://Amww.ai st.asn.au/Pages/Pol ResAdv/

SubPage Media/documents/SCCCPIus_EconomicStimulus9Feb09.pdf
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China

Economic backdrop

China's Q4 2008 GDP dropped sharply to a
seven-year low of 6.8% y-o-y from 9% y-o-y in
Q3 08. Asthe stimulus startsto filter through, we
expect growth to slow moderately to 7.8% in
2009-the lowest in nine years-before bouncing
back to around 9% growth in 2010.

China’s Real GDP growth (%)
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Climate change profile

China has demonstrated arapidly growing
commitment to climate change. In 2007, it
published its National Climate Change
Programme (CNCCP), followed in October 2008
with itsfirst White Paper. Improving energy
efficiency remains at the core. The target within
the current 11" Five Year Plan isto cut energy
use per unit of GDP by 20% from 2005 levels by
2010. As per the US Energy Information Agency
(EIA), China has already reduced energy intensity
by 1.6% in 2006 and 3.7% in 2007 and EIA
expects that the country will hit the 20% target on
schedule. Chinaisalso expanding its renewable
sector rapidly. In 2008, China doubled itsinstalled
wind capacity, making it the world’ s second-
largest market for new wind ingtallations after the
USA. We expect Chinato be the world’ s biggest
market for wind in 2009.

16

China’s palicy position rests on growing
awareness of the country’ s vulnerability to the
mounting impacts of global warming and the
realisation that it has recently overtaken the USA
astheworld slargest emitter of greenhouse gases.
Although China’s contribution remains|ow by
historical and per capita stands, its emissions
trajectory remains on an upward curve. The IEA
estimates that China' s energy-related CO2
emissions rose by more than 250% between 1990
and 2006 to 5.65GtCO2'® and under the “business
asusual” scenario the emissions may double again
by 2030 to 11.71GtCO2, which would be twice
the level of the USA.

China’s CO2 emissions (mtCO2)
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China's emerging “high-growth, low-carbon”
strategy is underscored by recent policy decisions:

» Chinalifted export tax rebates on labour-
intensive and high-value-added products four
timesin H2 2008 but kept export rebates on
energy-intensve and polluting products
unchanged.

» Chinaraised fuel consumption tax on gasoline
five-fold to RMB1 from RMBO.2 per litre and
the tax on diesel eight-fold to RMBO0.8 from
RMBO.1 per litre.

16 IEA, World Energy Outlook 2008
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» Chinahasinitiated not just the largest
stimulus package to date, but also the plan
with the largest amount dedicated to climate
change themes.

China’s stimulus package

China’ s tradition of long-term planning enabled it
to respond rapidly to the worsening economic
climate by bringing forward construction work on
planned projects. Launched on 9 November 2008,
China's stimulus package of RMB4trn
(USD586bn) over two yearsis equivalent to
13.4% of 2008e nominal GDP. Since then,
provincial governments have been racing to
produce their own investment plansthat together
total over RMB10trn. Not al of the planned
investment will be new spending, with the
government confirming that only RMB1.18trn
will be new implying an annua stimulus of 2-4%
of GDP in 2009 and 2010.

The plan is focused on boosting investment in
railways, roads, public housing and rura
infrastructure as well as environmental protection.
Beijing also promised to increase subsidies for
farmersand cut taxes. Winter isnormally a slow
season for construction and we expect the bulk of
the new spending to filter through starting in Q2
2009. The priorities of the plan are also aligned to
the long-term devel opment of alow-carbon
economy, most notably for rail.

Stimulus package breakdown (RMBA4trn)

Enviro Grid

8% 25%
Housing
20%

Airport
9%

Ports
2%

Rail Highw ay
22% 14%

Source: HSBC, various ministry websites

Low-carbon power

Currently, thereislimited visibility over how the
plan will underpin further expansion of low-
carbon power such asrenewables. Industry
sources expect the wind sector to ‘nearly double
again’ in 2009, according to the Chinese
Renewable Energy Industry Association®.

Energy efficiency & energy management

» Lowcarbon vehicles: Apart from the RMB4trn
simulus package, China dso issued a plan for
its auto sector in January 2009. Thisincluded a
cut in the salestax from 10 to 5% for carswith
engines smaller than 1.6 litres. In addition, the
package promises RMB10bn (USD1.5bn) in
subsidies over the next three yearsfor
automakersto devel op aternaive-energy
vehicles as Bejing wishes to promote the mass
production of eectric carsfor urban aress.

» Rail: Chinaisaiming to spend RMB1trn on
expanding inter-province trunk railway lines.
RMB50bn was spent in December 2008, with a
target of completing RMB600bn of investments
by the end of 2009. Between 2009 and 2010, the
aim isto complete the congtruction of 16,000km
of lines, covering mainly passenger services.
This extrainvestment builds on the upward
curve of rail investment from RMB252bn in
2007 to RMB350bn in 2008. Overall investment
inrailways by 2020 is set at RMB5trn, abig
jump from the last target set in 2005 of only
RMBL1.5trn.

» Grids: More flexible and sophisticated grid
infrastructure enables greater use of
renewable energy sources and helps cuts
transmission losses. China has committed
RMB1.1trn to expand power lines and build
out transmission over 2009-11, of which we
expect RMBO.5trn in 2009-10.

= GWEC, USand China in race to the top of the global wind industry,
2 February 2009

WRI, Green Lining China's Economic Stimulus Plans, 2008
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Waste, water and pollution control

Chinahad reduced the earlier stimulus allocation
to environmental protection from RMB350bn to
RMB210bn, diverting the planned investment to
the housing sector. Though the broad investment
contours are yet to emerge, China’s Ministry of
Environmental Protection has stated that the
stimulus will ‘not be spent in the energy and
resource-intensive industries or high-pollution
industries' . Improved sewage treatment is one of
the focal areas of the ports and waterways
component of the plan.

Two batches of central government stimulus
funds worth RMB230bn have been released so by
the end of January 2009. We estimate
approximately 10% of the first and second batches
will be spent on environmental projects. Asthe
implementation of the plan devel ops, this could
mean important all ocations to renewables and
energy saving in buildings.

China’'s 2009 budget also included some
additional green spending. We estimate that
RMB420bn of the RMB908bn public
infrastructure spending announced would be
additional to the stimulus package. We estimate
that USD15.6bn of thiswould focus on rail
infrastructure and water management.

Signs of recovery

Even by January, the signs were aready emerging
that the stimulus was starting to take effect. By
March, infrastructure investment had surged by
70-120% y-0-y and credit growth rebounded to a
10-year high of over 30% y-o0-y. Another sign of
the stimulus helping recovery is the improvement
inindustrial production, which averaged 5.2% y-
0-y in the Jan-Feb period (11% y-o-y in February)
—only marginally lower than the 5.7% y-o-y in
last December.

18

Looking forward, we believe that the potential for
green innovation in China' s economic stimulus
package far exceeds what has been announced to
date. For example, the RMB900bn allocated to
low-income housing could be deployed in ways
that conserve energy use, thereby contributing to
the country’ s long-term energy efficiency goals.

Encouraging signs are emerging, with the
Ministry of Environmental Protection announcing
in January™ that it has granted approval to 153
projects worth RMB470bn as part of the stimulus
package, including water conservation. The
nationa environmenta watchdog has also rejected
11 energy-intensive and polluting projects worth
RMB43.8bn. However, thereisalso likely to be
pressure from many frontsto cast asde
environmental controls, and there are reports™
that environmental impact assessmentsin China
are being hurried through.

. http://english.mep.gov.cn/News_service/media_news/200901/
t20090112_133477.htm

0 http: /mww.chinadial ogue.net/article/show/single/en/2696-Sticking-
to-a-truly-green-stimulus
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Japan

Economic backdrop

Japan’ s economy slowed dramatically with a
double digit fall in Q4 2008 and Q1 2009. We
expect growth to decline by 6.5% in 2009, before
amodest recovery in 2010.

Japan’s real GDP growth (%)
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Climate change profile

Home to the Kyoto Protocol, Japan has
historically had an energy-efficient and low-
carbon economy. However, the country has found
it difficult to curb its GHGs over the past decade.
Recently, the extended shutdown of some nuclear
plants meant that Japan’s GHG emissions rose
2.3%to hit arecord high in the year ending March
2008, 8.7% above the country’ s Kyoto base year.

In June 2008, Japan presented its proposals for a
Low Carbon Economy, indicating a commitment
to aglobal cap of 50% by 2050, with Japan itself
reducing emissions by 60-80%. The country’s
climate advisory panel hasrecently published six
scenarios for cutting GHGs in the medium term
by 2020, with afinal proposal expected in April.

Initially a pioneer on solar energy, new PV
installations peaked in 2005, when subsidies were
removed. The country remains committed,
however, to a 10-fold expansion of solar PV by
2020 and a 40-fold expansion by 2030. In the

Japan’s GHG emissions, 1990-2010 (MtCO2e)
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Source: Green House Gas Emission in Japan, Kiko Netwark, May 2008, IEA 2008, HSBC

current financia year, the government has
earmarked just JPY 9bn (USD92m) for installing
solar panels for households up to March 2009 and
Japan’s Ministry of Economy seeks to expand this
cJPY 24bn in FY 2009.

Japan’s ‘low carbon revolution’

In December 2008, the Japanese government
announced its JPY 43trn (cUSD486bn) package of
Measures to Support People’ s Daily Lives. The
package focuses mainly on creating jobs and
stahilising financial markets, with very limited
stimulus for climate-related investments. Tax cuts
of JPY 1.1trn (USD12.2bn) include the immediate
depreciation of investment in energy-saving and
new energy equipment, but the actual proportion
remains unclear”.

On 11 April, Japan unveiled its second stimulus
plan, worth JPY 15.4trn (USD154bn). Aswith
other countries, the second stimulus had a
significantly higher ‘green’ content. The plan
placed particular emphasis on itsintention to
promote a ‘low carbon revolution’, with over 15%
of the new package, worth USD23.6bn,
earmarked for climate-change-rel evant themes.

= http://Amww5.ca0.go.jp/kei zai 1/2008/081224summary-english.pdf
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As expected, the plan allocated has significant
spending towards solar and promoting energy
efficiency (see.

Low Carbon power

Solar energy will be supported by grants for
residences, schools and offices willing to install
solar panels (USD1.1bn).

Energy Efficiency

Around USD3.7bn will be dedicated to ‘ eco-
friendly cars — offering rebates of USD4,000 for
customers — followed by incentives for the
purchase of ‘ eco-friendly consumer eectronics,
valued at USD2.9bn.

Other green measuresinclude promotion of
energy conservation in buildings (through better
insulation), enhancing the use of wood biomass
and recycling measures.

Modest emission cuts

Japanese officials estimate that these green
measures will cut greenhouse gas emissions by
around 2%. Thisis againg a backdrop of arecord
output of GHGs last year, which rose 2.3%, taking
the country 16% above its Kyoto Protocol target.

Taking the two packages together, Japan moves
from amodest 2.6% ‘ green stimulus' to amore
substantial 5.6%, or USD36bn.

20
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South Korea

Economic backdrop

Korea suffered its second-biggest contraction on
record in Q4 2008, pushing the economy towards
itsfirst recession since the Asian financial crisis.
HSBC has cut its GDP growth forecasts to -3.7%
from -3.2% for 2009, and expect only a gradual
rebound to 3.4% growth in 2010.

South Korea's real GDP growth (%)
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Climate change profile

South Koreaistheworld's 10" largest emitter of
GHGs. But under therules of the UNFCCC, it is
il classified as a developing country and so does
not yet have binding emission caps. Nonethel ess,
the Ministry of the Environment has tabled plans
to cap emissions at 2005 levels over thefirgt
Kyoto period (2008-12). South Korea also piloted
the world’ sfirst system for labelling carbon
through the product lifecycle in 2008. The
government is planning to pass a Climate Change
Act thisyear which will include a plan for
reducing emissions by 3.2% from 2005 levels by
2012. Korea also plans to announce amedium-
term carbon target for 2020 this year.?

2 www.eng.me.go.kr/docs/news/hotissue/hotissue_view.html ?seq=48
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The government also plans to expand usage of
renewable energy from 2.3% in 2006 to 5% in
2011 and 11% in 20307, which includes specific
targetsfor various renewable energy technologies
like solar, wind and biodiesd.

The greenest new deal?

On 19 January 2009, South Korea launched its
Green New Job Cresation Plan, a KRW50trn
(USD36bn) package to be spent over the next four
years. The plan essentially combines and
streamlines arange of projects across different
ministries, and aims to create 960,000 jobs, of
which 149,000 jobs will be realised in 2009,
mainly in construction. The plan has nine core
projects organised in four main themes:

» Conservation: green cars, clean energy and
recycling

» Quality of life: green neighbourhoods
and housing

» Environmental protection: revitalising four
major rivers and securing water resources

» Preparing for the future: 1T infrastructure and
green transport networks

= www.iea.org/textbase/pm/?mode= cc&id=4189& action=detail
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We estimate that more than 80% of the planis
allocated to climate-related investment themes.

We estimate, the proposed spending in 2009
(KRW®6.2trn) under this Green New Deal would
be would cost less than 1% of Korea’sGDP in
2009 and thetotal stimulusis expected to cost
€3.5% of 2009 GDP.

Low-carbon power

South Korea has committed to achieve 5% of
energy from renewables by 2011. To move
towards implementation, the government plansto
spend USD1.8bn in the next four years. However,
details of the projects or sectors in which the fund
would be invested have not been revealed.

Energy efficiency
Energy efficiency clearly emerges asthe winner
in the South Korean Green New Deal.

» Building efficiency: the package alocates
cUSD6bn for improving energy conservation in
villages and schools and also in domestic
househalds. The plan includes the congtruction
of 2 million green homes and the ingtallation of
LED lighting in public facilities.

» Low-carbon vehicles: the package all ocates
cUSD1.8bn for fud-efficient vehicles.

Breakdown of Korea’s Green New Deal (USD36bn)
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Source: HSBC, Ministry of Finance, South Korea - Jan 2009

» Moda shift: around USD7bn will beinvested to
promote low-carbon railways, aswel asbicycle
tracks and other public transport systems.

Water and waste water

River and forest restoration aswell asthe
congtruction of medium-sized damsisa major
component of the plan, amounting to USD14bn,
or 38% of the total.

The government on 14 May 2009 unveiled its
further plansto implement the Green New Deal
saying that it would invest cKRW12.6trn
(USD9.5bn) over next fiver yearstill 2013. The
projects would include investment of cKRW4.2trn
towards internet infrastructure; building efficient,
low-carbon transit systems and establishing a low-

South Korea's Green New Deal

Project Employment USDm
Energy efficiency

Energy conservation (villages and schools) 170,702 5,841
Fuel-efficient vehicles 9,348 1800
Environmentally friendly living space 10,789 351
Mass transit and railroads 138,067 7,005
EE - Sub-total 328,906 14,997
Low-carbon power (clean energy) 4674 1800
Water and waste management

River restoration 199,960 10,505
Forest restoration 133,630 1,754
Water resource management (small and medium-sized dams) 16,132 684
Resource recycling (including fuel from waste) 16,196 675
National green information (GIS) infrastructure 3,120 270
Water sub-total 369,038 13,888
Total for the nine major projects 702,618 30,685
Total for the Green New Deal 960,000 36,280

Source: South Korea Ministry of Finance, HSBC
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carbon work environment. Theremaining c8.4
would beinvested in R&D of 27 core green
technologies, including high-efficiency solar
batteries, LPG hybrid vehicles, highly efficient
light emitting diodes (LED) and an advanced
electricity metering system.

The South Korean government a so expects these
investmentswill create over 530,000 new jobs by
2013 and decrease Kored's carbon emissions by
1.8 million tons by that year®*.

Green shoots of recovery

The Green New Deal isahigh-profileinitiative,
both domestically and internationally — with clear
linkages being made with UN General Secretary
Ban-ki Moon’s own support for a global green
stimulus. Surprisingly, South Korea' s economy
expanded by 0.1% in Q1 2009 giving signal s that
the ‘green new deal’ was starting to stimulate the
economy. Other economic indicators are aso
painting a more positive picture: the PMI for May
rose to a seven month high.

The green new dedl of South Korea has dtracted its
fair share of criticism about the nature of the jobs
that will be created, itsfinancing and the potential
negative environmental impacts of such large-scale
construction, which the government has countered®.
In addition to the Green New Desl, the South
Korean government has dso announced that it plans
to establish aUSD72.2m renewabl e energy fund to
attract private investment in solar, wind and

hydrod ectric power projects.

4 http: //korea.net/news/news/newsView.asp?serial_no=20090514004
25

http: //english.mosf.go.kr/news/pressrelease_view.php?sect=news_press
&sn=6170
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Saudi Arabia

Economic backdrop

We expect Saudi Arabia— like other regiond ail
producers—will enjoy some shelter from the global
financial sorm. We expect the economy to dow this
year, with amodest 2.6% recovery in 2010.

promote renewable energy - particularly solar
power - but does not yet have specific targets”.

Saudi Arabia’s real GDP growth (%)
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Saudi Arabia’s CO2 emissions, 1990-2006 (mtCO2)
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Climate change profile

Saudi Arabiaisone of the world’s top 20 CO2
emitting countries in the world and emissions
have doubled since 1990. Saudi Arabiahas
ratified the Kyoto protocol, but is concerned about
the loss of oil sales asthe world takes steps to
curb emissions. Saudi Arabia estimates by 2010,
the loss could be to the tune of cUSD19bn a year.

In its recent position paper to UNFCCC?, Saudi
Arabia stated its opposition to binding emission
targets for devel oping nations and demanded
special consideration for oil-producing nations.
Saudi Arabia aso expressed opposition to recent
proposals calling for sectoral targets for
developed nations, preferring instead that

devel oped nations agree to economy-wide
emissionstargets. Saudi Arabiais starting to

26

http: //imamw.ccap.org/docs/'news/209/ClimateWir e%620Saudi%20Arabia
9%20cl aims%204-22-09.pdf
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Green Lite budget

Saudi Arabia s 2009 budget, announced at the end
of December 2008 aimsto stimulate the Saudi’ s
economy through an increase in public spending
of 15.8% in spite of the sharp declinein oil prices.
Water and waste water

The only portions of the Saudi’ s gimulusthat are
relevant from a climate change perspectiveisthe
allocation of USD9.5bn towards water, agriculture,
and infragructure sectors. The water, sawage, and
desdlination projects garnered USD3.54bn and the
remaining goes to water infrastructure devel oppment
in the cities of Jubail and Y anbu and also for
agricultural projects. More detail isneeded to
ascertain how this expenditure will promote water
conservation and adaptation.

z http://imww.planetark.com/enviro-news/iteny52393
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South Africa

Economic backdrop

South Africais, in many ways, well positioned to
weather the current global economic storm asits
banking system isrelatively insulated and free of
toxic-assets; exports aso play ardatively limited
role in the economy at below 30% of GDP.
Nevertheless, the economy has slowed since
2007, contracting by -1.8% in Q4 2008, and is
expected to fall further in the year ahead. We
expect the GDP growth to touch alow of 1.4% in
2009, dowly recovering in 2010 by 2.1%.

HSBC <»

On the renewabl e energy front, the government
has recently announced a ‘feed in tariff’ for wind,
hydro, landfill power and concentrated solar
power. The tariffs are significantly higher than a
consultation paper issued in December with solar
power getting the highest tariff of R2.1/kWh
followed by wind R1.25/kWh.

South Africa’s real GDP growth (%)
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Climate change profile

South Africa depends on coal for 90% of its
eectricity needs, which isdriving annual emissions
of 450mtCO2, making the country the largest source
of emissionsin sub-Saharan Africa. However, the
country is acutely aware of therisks of climate
change, and in 2008, it announced its climate plan to
stop the growth of its GHG emiss ons by 2020-2025
and begin to reduce its emissons theregfter.

The plan will reduce emiss ons through mandatory
energy efficiency targets, new fud efficiency
gandardsfor the transportation sector, an escalating
CO2 tax, and along-term goal of a net zero-carbon
eectricity sector. Theplanisexpectedtoledtoa
comprehensive regulatory scheme by 2012.

South Africahas aso drawn up plans for itsfirst
CCSpilot plant, and isaiming to curb 5% of its
emissions via CCS by 2020.

Source: Energy Information Administration, IEA 2006

Weathering the financial storm

South Africa has not announced a separate
stimulus measure but included itsrecovery
measures in the 2009 budget. The focusison
large infrastructure projects to be built over the
next three years, including power stations, roads
and railways, upgrading water and sanitation
networks and providing more houses. The
additional spending totals R78.5bn (USD7.5bn),
over 2.5% of 2008 GDP.

Energy Efficiency

The budget improves the depreciation alowance
for energy efficiency investments by an additional
15%. A further R1bn will be invested to improve
electricity demand-side management,.

Modal shift: rail

Public and rail transportation will get R6.4bn for
the development of the Rapid Rail Link Project
and other public transport infrastructure.

Water and waste water

Water and sanitation schemes will also be
developed at theregional level with an
investment of R1bn.
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European Union

Economic backdrop

The EU economy entered recession in Q3 2008.
HSBC expects the decline to continue in the first
two quarters of 2009, pulling the annual GDP
outturn to a negative 2.4% followed by a year of
no growth in 2010.

EU real GDP growth (%)
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Climate change profile

With agreement of its Climate Package in
December, the EU has confirmed its position asa
world leader in the drive to alow-carbon
economy. The Union’s 20:20:20 plan was
confirmed, cutting GHGs by 20%, achieving 20%
of primary energy from renewables and
improving energy efficiency by 20%, all by 2020.
The cap on carbon as part of the Emissions
Trading System (ETS) will tighten by 1.7% a year
from 2013, and 60% of allowances will be
auctioned compared with just 3% in the current
phase. Following heavy political pressure, major
exemptions from auctioning were agreed for key
industry sectors and power generation in Eastern
Europe. The onset of the recession has, however,
driven down the price of carbon inthe EU ETS
from EUR21 in February 2008 to EUR8.4 in
February 2009. Carbon capture and storage a so
received a boost through the allocation of 300m
extra allowances from the new entrants reserve.
The challenge isnow to trandate the EU’ s high-
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level targets for renewablesinto real investment at
the national level, which will invariably requirea
re-examination of permitting rules which slow the
pace of devel opment.

The EU’ s sustained focus on climate change paid
dividendsin the 1990s, with emissions falling
from the 1990 level by 5% in 2006. European
Environment Agency (EEA) estimates emissions
to fall further to 8.5% by 2010, enabling the
Union to mest its Kyoto target of an 8% reduction
from the 1990 level by 2012.

EU 25 GHG emissions, 1990-2010 (mtCO2e)
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The EU’s Second Strategic Energy Review sets
clear objectives for 2050 with a roadmap for
nuclear power, cutting overall GHGs by 80%,
improving energy efficiency by 35% and bringing
the share of renewable energies in power
generation to 60%.

The Commission is currently preparing its climate
change palicies for the period after 2012, with the
focus on carbon capture and storage, inclusion of
the transport sector into the ETS and adaptation
policies. The Commission has aso set out its
initial ideas for aglobal climate agreement at
Copenhagen, calling for industrialised countriesto
cut emissions by 20% by 2020 and 80% by 2050,
matched by cuts in advanced devel oping
countries of 15-30% below business-as- usua
(BAU)leve s by 2020.
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Greening the recovery plan

In November 2008, the Commission tabled its
European Economic Recovery Plan, proposing a
comprehensive package of measures at the EU
and national levels, amounting to EUR200bn or
1.5% of EU GDP. Most of the money — equivalent
to EUR170bn or 1.2% of the EU’s GDP —will be
spent by the 27 Member States, with the balance
of EUR30bn coming from the EU’s own budget
and the European Investment Bank (EIB). At their
spring summit on 19-20 March, EU leaders
finalised the European Recovery Plan, involving
total funding of over EUR400bn (c3.3% of the
EU’s GDP). Automatic stabilisers such as
unemployment and other welfare measures could
take the overall fiscal stimulusto around 4% of
GDP, spread over 2009 and 2010.

Low-carbon power

At the European level, the EIB will boost annual
investments for energy and climate change-related
infrastructure by up to EUR6bn per year for the
next two years. A new 2020 Fund for Energy,
Climate Change and Infrastructure will also be
created, which would co-invest alongsde
institutional investors.

After the Spring Summit, the Council finally
agreed the all ocation of EUR3.9bn from the EU
budget for energy infrastructure, including
EURL1.75bn for gasand eectricity
interconnectors. We have counted towards the
‘green stimulus’ total EUR1bn for sustainable
power generation from fossil fuels, involving 11
projects related to CCS. In addition, the plan
allocatesEUR565m to offshore wind generation
and grid connection.”®

The European Wind Energy Association (EWEA)
has stated that this subsidy will enable larger
volumes of wind-generated el ectricity to be

8 www.europa.eu/rapid/pressReleasesAction.do?
reference= MEMO/09/36

integrated quickly into the existing grid and
provides new R&D opportunities to make the
power sector more efficient and less expensive.

Energy efficiency

The plan calls for the 27 Member Statesto set
demanding targets for energy efficiency in public
buildings and make them subject to energy
certification on aregular basis. To achieve this
target, the plan proposes to introduce a reduced
property tax for energy-efficient buildings and
reduced VAT rates for green products and
services, aimed at improving in particular the
energy efficiency of buildings. Ultimate
decisions on these proposals will, however, be
taken at the national level.

The plan aso proposes three priorities for clean
tech innovation:

» A “European green carsinitiative” to achieve
a breskthrough in the use of renewable and
non-polluting energy sources. The EIB and
Member States would contribute together
EURSbnN in research.

» A “European energy-efficient buildings’
initiative to promote green technol ogies,
valued at EUR1bn.

» A “factories of the futur€’ initiative with a
proposed EUR1.2bn.

Finally, the EBRD will doubleits efforts for
energy efficiency, climate change mitigation and
financing for municipalities and other
infrastructure services, which could lead to the
mobilisation of private sector financing to
EURSbn investments™.

3 EU communication on European Recovery Plan, November 2008

HSBC <»
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EU green stimulus breakdown (CEUR19bn)
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Assessing the precise allocation of EU spending
to climate change themesis a complex business,
not least because thereis no clear timeline, and
further detail isrequired on how the costs for
many of the proposals will be split between the
European and national levels. We have taken a
conservative position, basing our assessment on
the analysis conducted by the Brueghal Centre.®
Our provisional estimate isthat in 2009-10, there
will be some EUR30bn in stimulus at the Union
level, of which EUR19bn can be classified as
“green”, c64% of the total. We expect both the
absolute amount and the shareto rise.

% Brueghal, Estimating the size of the European stimulus packages for
2009, January 2009
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In spite of the simulus, the recent Renewable
Energy progress report from the EU commission
states that the measures will still not help the
Union achieve its 2010 interim renewabl e targets.
Only a19% share of electricity is expected to
come from renewable sources by 2010, against
the 21% target.
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Germany

Economic backdrop

Europe’ s biggest economy, Germany, officially
dlipped into recession in the second half of 2008.
HSBC estimates that German GDP will contract
by 4.7% in 2009 and the growth rate isunlikely to
be much above zero in 2010.

Germany’s real GDP growth (%)

2 4
o_-III

2005 2006 2007 2008  2009e  2010e

Source: IMF World Economic Outlook Database, October 2008; HSBC estimates

Climate change profile

Germany has set the pacein the drive to alow-
carbon economy, with the largest sharein the global
market of environmental goods and services.

As part of the Kyoto Protocol, Germany adopted a
stringent 21% cut in GHGs by 2012. Germany is
on course to meet this target on the back of its
“wall-fall” reduction in emissions, due to
reunification and with its aggressive clean-energy
and efficiency programmes. It isnow aiming to
cut emissions by 40% by 2020, with aview to an
80% cut by 2050.

Underpinning its climate Strategy is a policy of
Ecological Tax Reform (ETR) to shift the fiscal
burden onto polluting activities. In addition, the
country has been at the vanguard of renewable
energy policy, based on generous feed-in tariffs.
This has made Germany aworld leader in both
solar and wind installations, generating 250,000
jobsin renewable energy. In 2005, 6% of the
country’'s primary energy was delivered from

renewable sources, which needsto rise to 18% by
2020 as part of the EU Renewable Energy
Directive.

Germany’s GHG emissions, 1990-2010 (mtCO2e)
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The twin stimulus package

Germany has announced two successive stimulus
packages, thefirst in November 2008 and the other
in January 2009. Together the stimulus amountsto
EURB80bn, equivalent to 1.5% of GDPin 2009 and
2% of GDPin 2010e. The spending combinestax
cuts with infrastructure investments, with afocuson
climate protection and energy efficiency. To date,
the stimulus measures have been silent on
renewables, largdy because the sector isdready
seen to benefit from favourable feed-in tariffs.

Energy efficiency
The stimulus gives energy efficiency a
major thrug.

» Building efficiency: The package gives EUR3bn
in subsdiesfor household repairs, especialy for
enhancing energy efficiency under the CO2
building renovation programme.

» Low-carbon vehicles: The package gives a
“scrappage” bonus of EUR2,500 for replacing
carsthat are more than nine years old with
new cars that meet EURO4 emission
standards. To support the devel opment of new
low-carbon engines, the government will
provide EURO.5bn in loans over the next two

HSBC <»
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years. The government is also planning to
introduce emission-based vehicle taxation
from July 2009 for older vehicles and for new
vehicles from 2013.

» Modal shift: The package will also invest
EUR2bn in public transport systems over
2009 and 2010.

Germany’ s twin packages make up the biggest
fiscal recovery programme in Europe,
contributing at least 37% of the overall EU-27
stimulus. The government expects 70% of the
stimulus to be disbursed before the first half of
2010. The onset of federal eectionsin September
2009 isalso likely to be an additional incentive to
disburse the package.

30
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German stimulus package disbursement schedule (EURbn)
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The government projects that these measures will
trigger, directly and indirectly, additional
investment and consumer spending of around
EUR50bn over the next two years.
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France

Economic backdrop

France narrowly escaped recession in 2008, but
the economy is expected to shrink by -2.2% in
2009 and by around -0.5% 2010 by HSBC.

France’s real GDP growth (%)
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Climate change profile

With alarge proportion of its electricity derived
from nuclear power, France has the advantage of a
low-carbon power base. However, the country is
still expected to exceed its Kyoto GHG target by
10% in 2010, due to increasing emissions from
buildings and transport™.

As part of the ambitious Grenelle de

L’ environnement process, France has committed
to a“factor four” reduction in GHGs by 2050.
The country’s Climate Plan, which has devised a
set of measures in sectors like cars and housing,
aims to save 54mtCO2e yearly by 2010. The plan
includes a“bonus malus’ tax system for CO2
emissions from cars. In terms of renewable
energy, France hasto doubl e its renewabl e energy
capacity from 10.3% in 2005 to 23% by 2020
under the EU Renewable Energy Directive.

31 http: /Amvww.minefe.gouv.fr/
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Revival plan

In December 2008, the French government
announced its EUR26bn economic revival plan,
costing the equivalent of 1.3% of gross GDPin
2009e. The package consigs of:

» EUR11bn to boost business cash flows
through the reimbursement of taxes.

» EURI11bn for direct state investment.

» EUR4bn from public companiesto improve
rail infrastructure, the postal service and
energy Sservices.

The package also included help for the ailing auto

industry, with incentives to scrap older vehicles
and buy new, more environmental ly friendly

models. The climate-rel evant portions of the plan

amount to more than 20%, the highest in the EU.

Low-carbon power

As part of the expansion of public sector
investment, EDF will spend EUR300m on new
renewables and a further EUR300m on hydro
power. Apart from this, the government isalso
planning to spend EUR30m on sustainable
agriculture and for the modernisation of farms,
particularly to devel op renewable energy.

HSBC <»
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Energy efficiency
Improving energy efficiency takes centre stage in
therevitalisation plan.

» Building efficiency: EUR200m is being
allocated to housing renovation in 2009 and
2010. In addition, public buildings like post
offices will be upgraded at a cost of
EURG00m, with EUR160m as additional
funding to improve existing public structures.
For new housing devel opment in 2009-10,
EUR1.5bn will beinvested.

» Low-carbon vehicles: The package announced
plansto promote low-carbon cars through a
premium of EUR1,000 for vehicles emitting
less than 160g of CO2. In total, EUR500m
will be allocated to “ scrappage” and the
“bonus malus’ scheme in 2009.

» Rail: Tohep shift travel away from carbon-
intensive aviation, additional high-speed
railway lines will be constructed at a cost of
EURO0.95bn.

32

The package is projected to create 80,000-110,000
new jobs compared with a possible loss of some
90,000 jobs in 2009. Thisis based on the estimate
that 75% of the EUR26bn package will be used in
2009. In February, the government announced
that roughly EUR10bn out of the EUR26bn
stimulus package will beimmediately injected
into 1,000 projects, mainly in infrastructure
development such asrailway networks and water
management projects™.

%2 http: /Amwww.premier-ministre.gouv.fr/en/information/latest_news 97/
stimulus_package_1_000_62594.html
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Italy

Economic backdrop

The Italian economy contracted in Q4 2008 and is
expected to fall further this year and next.

Italy’s real GDP growth (%)
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Climate change profile

Italy is set to breach its Kyoto target of cutting
emissions by 6.5% by 2008-12. In 2006, Italy’s
emissions were 10% higher than the base-year of
1990. According EEA projections, even additional
measures may not help the country hit the target.
Italy does, however, have considerable renewable
energy potential, particularly in terms of solar,
whereit hasahigh level of insulation and
attractive feed-in tariffs. The government is
targeting 3GWp in solar power by 2016. Last
year, the country had 280MWp ingalled, with
150MWp ingalled in 2008 alone. The government
aimstoinstall afurther 250MWp in 2009.

Emergency spending

Italy’ s EUR80bn Emergency Package announced on
28 November only contained around EURSbn in
new spending. To supplement this, the government
launched a Car Stimulus Package, worth EUR2bn,
in February, of which EUR1.3bn isdirected at the
promoation of more fud-efficient vehides.

Italy’s GHG emissions, 1990-2010 (mtCO2e)
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Modal shift: rail

A fraction of the Emergency Package will
underwrite bonds to finance rail investments of
EUR0.96bn (USD1.03bn).

Low-carbon vehicles

The Car Stimulus Package includes a “ scrappage”
payment of up to EUR1,500 for trading in an old
car to buy a new, more-efficient vehicle

Italy’s ahility to stimulate the economy, green or
otherwise, ishampered by a public debt of well
over 100% of GDP.

HSBC <»
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United Kingdom

Economic backdrop

Growth in the UK fell to 0.7% in 2008 as the
economy contracted in the second half. HSBC
estimates that GDP will fall to -3.8% in 2009 and
by a further -0.3% in 2010.

The UK’s real GDP growth (%)
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Climate change profile

The UK hasalongstanding commitment to climate
change and ison track to meet its Kyoto target of a
12.5% cut from 1990 levels by 2008-12. However, it
ishighly unlikely that it will meet the government’s
own target of reducing emissions of CO2 by 20%
from 1990 levels by 2010.

In November 2008, the UK passed the landmark
Climate Change Act, which legally binds the country
to cut emissions by 80% by 2050, with an interim
target of at least 26% by 2020, againgt a 1990
basdine. The UK has, however, madefar less
progress on clean energy, with only 1.6% of its
energy mix in 2006 from renewabl e sources. This
hasto riseto 15% by 2020, as part of the
implementation of the EU’s Renewable Energy
Directive. Closing thisgap will require a significant
expanson of renewable eectricity (notably from
wind) aswell asrenewable heat (such as bio-gas)
along with accel erated energy conservation. The
2008 Energy Act could help to streamline the
planning process to enable accd erated congtruction
of low-carbon power sources.
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Budgeting for a ‘low carbon recovery’

The UK government launched its GBP20bn
recovery plan as part of the November Pre-Budget
report (PBR), equivalent to 1.4% of GDPin
2009e. The package included a modest GBP535m
“green stimulus’, as well as other environmental
spending commitments.

The second round, full Budget 2009, announced in
April wasfar greener than the PBR alocating over
GBPL1.4bn in addition to previous GBP535mn,
which the government estimateswill enable an
additiona GBP10.4bn in low carbon investments
from the European Investment Bank and the private
sector over the next three years™. This takes our
estimate of the combined fiscal gimulusfor climate
and the environment to nearly 11%.

Low-carbon power

At thetime of the PBR, the Renewable Obligation
was extended from 2027 to 2037, and clean energy
receved a further boost in the budget with increased
banding under the Renewabl e Obligation Certificate
(ROC) regime from 1.5 to 2.0 for new orders placed
in 2009-10; thisis expected to provide GBP525m in
incentives from 2011-2014, but thisisnot counted as
afiscal simulusasit does not involve extra
government spending.

3 Hm Government, Investing in a Low Carbon Britain, 2009
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A Low Carbon Investment Fund worth
GBP405mn has been established to give targeted
support for sectors with high growth potential;
further details are expected when the government
finalisesit’ sthe low-carbon industrial strategy in
the summer.

In addition, two to four Carbon Storage and
Capture demongtration projects will get
GBP60mn. Crucially, the government also
announced that no new coal-fired plants will now
be approved without at least partial CCS and the
entire plant must be retrofitted five years after
CCSistechnically and commercially proven. The
additional costs of CCSwill be financed through a
dedicated CCS ‘feed-in tariff’. Finally, Combined
Heat and Power plantswill be exempted from the
climate change levy.

Energy efficiency
Energy efficiency emerges as the major focus of
the stimulus package.

» Building efficiency: The package alocates
GBP100m on Warm Front schemetoimprove
insulation and heating systems. Under the
Decent Home programme, GBP60m will be
spent to provide the latest energy efficiency
measures. Energy-saving technologies will also
benefit pro rata from the 2.5% cut in VAT. In
addition cGBP365mn has been dlocated in the
final budget to improve insulation and moving
to higher energy efficiency standards over the
next two years. Finally, a GBP350m
Community Energy Saving Programmeisalso
being launched in 2009.

» Modal shift: GBP300m will be spent to
accelerate the delivery of 200 new
carriages and GBP5m on British
Waterways network infrastructure.

» Low-carbon vehides: In January 2009, the
government introduced an additiona support
package for the automative industry,
guaranteeing to unlock loans of up to GBP1.3bn
from the EIB — part of the EIB’s EUR6bn
carbon funding — matched by a further GBP1bn
for lower-carbon initiatives. Adding to thisthe
final budget bringsforward GBP250mn to
promote ultra-low carbon vehicles by giving
rebates of USD7500 per vehicle.

Water
The package & so addresses adaptation to climate
change by spending GBP20m on flood defences.

According to UK government estimates, the
“green stimulus’ will help to sustain and expand
the estimated 350,000 jobs in the low-carbon
sector. Adding together the allocation of the PBR
and the full Budgets yields a green stimulus of
10.6% of thetotal outlay of cUSD35bn. Along
with these measures, extra‘ green taxes of over
GBP2bn will be raised between FY 2009-10 and
FY2011-12, largely as aresult of atightening of
the fuel duty and landfill tax.

Just asimportant as the fiscal measures
announced was the introduction of theworld’s
first *carbon budget’, setting alegally binding
34% reduction in emissions by 2020 from 1990
levels. The UK is currently on track to mest its
Kyoto targets. A detailed plan of action on the
‘carbon budget’ isdue in the summer.

HSBC <»
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Other Europe: Norway

Economic backdrop

The Norwegian economy slowed in 2008, and a
contraction of 1.1% is expected by HSBC this
year, with some recovery in 2010.

Norway's real GDP growth (%)
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Climate change profile

Norway started taking global warming seriously
quite early with the adoption of a CO2-tax in
1991. Today as much as 70% of Norwegian
greenhouse gas emissions are covered by
economic instruments setting a price on carbon.

The Norwegian Government has made a
commitment to overachieve its Kyoto target by
10% corresponding to 9% below the 1990 level.
However, the European Environment Agency
expects that Norway might overshoot its Kyoto
target by 9 mtCO2e, although it could till achieve
the target with additional measures.

Norway also intends to go carbon neutra by 2030
through internal reduction measures and offsets.
Being a big exporter of oil and gas, Norway is
strongly committed to the development of CCS
technologies and has decided that all new gas
fired power plantswill deploy CCS.
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A green profile to the recovery

Totacklethe global recesson, the Norwegian
Government amended its 2009 Fiscal Budget with
NOK16.75bn of additional spending and an extra
NOK3.25bn in targeted tax relief for business sector.
Norway is one of the countries adding a substantid
green dement to itsrecovery plan, alocating some
30% of the spending. Thisisan increase by 80%in
green pending compared with last year.

Low carbon power

To force the transformation of energy
consumption and production towards low carbon,
NOK1.2bn has been allocated towards the
development of renewabl e heating solutions. A
further NOK75mn would be spent towards wind
research and NOK50mn would be used to
strengthen the use of bio energy.

To devel op the deployment of CCS at the
Mongstad power plant, NOK962mn will be
allocated as a grant for atest centre and
NOK75mn to improve climate research.

Energy efficiency

Environment friendly buildings are promoted with
an investment of NOK 1.2bn, which is combined
with mandating energy consumption standards for
new buildings from August 2009.
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Modal shift: rail

Rail transportation will be promoted with
NOK1.3bn; thiswill increase fund towardsrail to
NOK2.6bn morein 2009 than in 2008.

Low-carbon vehicles

Electric transportation gathers significant
attention, with an allocation of NOK50mn for the
construction of 5000 charging stations for electric
cars. Other low carbon modes of transport such
cycle route and walkways al so gets NOK500mn
for devel opment.

HSBC <»
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Europe: summary

In al, we estimate that the EU and its Member
States have allocated USD54bn to climate-
relevant investment themes. This includes the
programmes of the smaller Member States,
detailed in the table bel ow.

Building efficiency isthe most favoured theme,
followed by low-carbon vehicles, where anumber of
countries are directing ad to the struggling auto
industry via support for more energy-efficient
modds. Sweden has &l so all ocated EUR3bn for auto
sector R& D to promote low-carbon vehicles.

One surprise isthat renewable energy has only
been alocated 6% of the climate spend — although
this share could increase as generd “climate
change investment” such as the enhanced EIB
lending facility is earmarked for specific projects.

In terms of country rankings, France appearsto
have allocated the largest share of its stimulus
plansto climate themes although Germany has
dedicated the largest absol ute amount.

The overall consensusin Europe in favour of a
‘green new deal’ is being challenged, however. A
recent study by researchers at Spain’s King Juan
Carlos University questions whether “green jobs’
are worth the public investments. Taking Spain as

a case study, thereport concludes that the
investment in renewabl e technol ogies since 2000
has destroyed 2.2 jobs for every “green job”
created or 5.28 jobs destroyed for each green MW
installed. Set against thisisthereality that the
unemployment rate in Spain has been steadily
decreasing since 2000 from 13.87% t0 9.5% in
2008*. The current expansion of unemployment
rateis mainly due to the ending of thereal estate
bubble. Also in contrast to the study, Germany’s
investment in clean energy has doubled the
renewable energy jobs to 249,300 in 2007 from
160500 green jobs in 2004,

Green investments in EU zone (USD54bn)

Energy
Water Efficiency
2% 68% Buildings
26%
Other Low
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Source: HSBC

Green stimulus allocations in other EU zone members (all in EURbn)

Other European States Total Low-carbon power Energy efficiency Water/waste
Belgium 34 0.15
Denmark - -
Ireland -

Greece 23.0

Spain 66.6

Netherlands 3.2 -
Austria 6.4 - 0.16
Poland 28.3 1.50 -
Sweden 107.6 - 3
Total 238.48 1.50 331

Source: HSBC, Brueghal
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3 http: //indexmundi.com/spai n/unemployment_rate.html

% http: /Amww.renewabl eenergyworld.convrea/news/article/
2008/04/renewable-energy-jobs-soar-in-germany-52089
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The Americas
Canada

Economic backdrop

Canada s economy has moved in line with its
southern neighbour, dowing substantially in the
second half of 2008. HSBC expects GDP to fall
by -2.4% in 2009 before moving back into
positive territory in 2010.

Canada’s real GDP growth (%)
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Source: IMF World Economic Outlook Database, October 2008; HSBC estimates

Climate change profile

Canada sresource-based economy and close links
with the USA has meant that its GHG emissonsare
well aboveits Kyoto target of a 6% reduction in
emissions from the 1990 leve by 2008-12. In April
2007, the Canadian government announced its
“Turning the Corne™ climate plan, which introduces
anew target of cutting GHGs by 20% by 2020, but
from a 2006 basdine. Thiswould trandatein to for
all covered indudtria sectorsto reduce their
emissionsintendity from 2006 levels by 18% by
2010, with a 2% continuous improvement every year
thereafter®®. The system is expected to be up and
running from 1 January 2010. Canadaasohasa
auite of renewable energy policies at the federal and
provincial levds, such as ecoENERGY, whichis
smilar tothe USITC and PTC.

% http://mwww.ec.ge.ca/doc/virage-corner/2008-03/541_eng.htm

Canada’s GHG emissions, 1990-2010 (mtCO2e)
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Budget stimulus

Canada announced its Economic Action Plan
along with the 2009 Budget in January. This will
provide almost CAD40bn over the next two years,
equivalent to c1.5% of GDP in 2009e and c1.1%
in 2010e. In 2009 a one, the spending will be
CAD30bn, or 1.9% of GDP. The spending will
target “shovel-ready” projectsthat can start in the
upcoming construction season, such asroads,
bridges, public transit, clean-energy, broadband
Internet access, dectronic health records,
laboratories and border crossings.

Low-carbon power

The plan will invest CAD150m over five yearson
low-carbon research, of which CADO.85bn would be
invested on CCS demonsdtration. In addition, Canada
will invest CAD351m in Atomic Energy of Canada
Limited over two yearsto finance the Advanced
CANDU reactor, making it the only country so far to
include nudlear in agtimulus package.

Energy efficiency

To promote energy efficiency in the domestic
building sector, the package provides CAD300m
over two years under the ecoENERGY Retrofit
programme to support 200,000 additional home
retrofits. The package also provides CAD1bn over
five yearsfor the Green Infrastructure Fund to
support the modernisation of energy transmission
lines, increasing grid connectivity for renewable

HSBC <»
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Canada's economic action plan (CADm)

Stimulus areas 2009 2010 Total
Action to help Canadians and stimulate spending 5,880 6,945 12,825
Action to stimulate housing construction 5,365 2,395 7,760
Housing leverage 725 750 1,475
Immediate action to build infrastructure 6,224 5,605 11,829
Infrastructure leverage 4,532 4,365 8,897
Action to support businesses and communities 5,272 2,255 7,527
Sectoral leverage 1,300 - 1,300
Total federal stimulus 22,742 17,200 39,942
Total stimulus (with leverage) 29,298 22,316 51,613
As a share of GDP (%)

Total federal stimulus 15 11 25
Total stimulus (with leverage) 19 14 3.2

Source: Budget Report 2009

energy as well asthe efficient transfer of According to Canadian government estimates, the
generated eectricity. Finaly, CADO.5bn will be Economic Action Plan will generate aleverage of
invested over five years to promote inter-city USD9.3bn in investments over the next two years.
passenger rail. Moreover, it estimates investments to boost clean

energy could leverage at least CAD2.5bn over the
next five years. In addition, it believes some
407,000 jobs could be created.

Water and waste

Over the next two years, CAD165m will be
spent on drinking water and waste water
infrastructure projects.

s www.canada.convtopics/news/national/story.html ?id=1145083
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Mexico

Economic backdrop

The Mexican economy has been negatively
affected more than we had expected six months
ago. HSBC expects Mexican GDPto rapidly
decelerate registering a negative growth of -3.3%
in 2009 followed by a marginal recovery of 0.6%
growth in 2010.

Mexico’s real GDP growth (%)
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Climate change profile

Latin America’ s second largest economy, Mexico
isthe world’' stwelfth largest CO2 emitter,
generating c436mtCO2 annually. As a developing
country, Mexico does not have any national
commitments under the Kyoto Protocol, but has
neverthel ess implemented the Mexico GHG
Programme which isthefirst of itskind in an
emerging economy.

Mexico has aso committed to reduce its GHG
emissions by 50% below 2002 levels by 2050 in
exchange for technological and financial aid from
developed world. Mexico plans to introduce a
nationa multi-sectoral cap-and-trade programme
that could be in place by 2012. The nation plansto
cut its emissions through the expansion of natura
gas cogeneration, the construction of 2,500 MW
of wind power, and solar water heating for the
commercial and residential sectors.

These measures are expected to reduce
emission by 126mtCO2e - 24% of current
GHG emissions - by 2014.

Mexico’s CO2 emissions, 1990-2010 (mtCO2)
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Last year, Mexico passed its energy reform

legid ation which mandate the production of 25%
of its eectricity from renewable energy sourcesin
the next four years. The reform would also
establish energy efficiency and conservation
programmes by creating a national commission on
energy efficiency.

Stimulating efficiency

In January 2009, Mexico's President Felipe
Calderon announced a National Agreement in
Support of Family Finances revealing a fund of
PESO118.5bn (USD7.7bn), which isaimed at
overcoming the effects of theinternational
economic crisis. The package mostly focuses its
spending to support employment and employees
and infrastructure projects by state companies.
The stimulus trand ates into 1% of 2008 GDP.

Energy efficiency

Theonly ‘green’ spending in the Mexican
stimulusisa USD750mn alocation for low
incomes families to replace old appliances with
more efficient equipment. This green stimulus
forms 10% of thetotal.

HSBC <»
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USA

Economic backdrop

Thefal in US GDP of 3.8% in Q4 2008 wasthe
largest quarterly dedline since Q1 1982. We expect
the economy should return to positive GDP growth
from the second quarter of 2009, boosted by tax cuts
and the large government spending increase.
However, annual GDP growth for 2009 will ill be
negative, with moderate expansion in 2010.

US real GDP growth (%)

2005 2006 2007 2008  2009e  2010e

Source: IMF World Economic Outlook Database, October 2008; HSBC estimates

Climate change profile

The US hasthe largest historical share of global
GHGs and retains one of the highest levels of per
capita emissions, twice that of the EU and three
times the global average. Although the US played
an activerole in negotiating the Kyoto Protocol,
after receiving atarget to cut emissions by 7% by
2008-12, the Bush Administration refused to
ratify the Protocol, citing competitiveness
concerns. The absence of federal-level climate
and clean-energy policies has meant that US
emissions are well above the Kyoto target.

The new Obama Administration has committed to
bringing emissions back to 1990 levels by 2020,
en route to an 80% cut by 2050. In addition, it has
pledged to spend at least USD150bn over the next
decade on clean energy, doubling renewable
energy over the next three years, aswell as
introducing a“cap and trade” system similar to

42

the EU ETS. These commitments were reinforced
in the president’ s budget for 2010, reiterating
plans to raise an annual USD80bn through the
cap-and-trade programme.

Currently a comprehensive clean energy and
climate hill is being negotiated in the House of
Representatives. This isdesigned to introduce a
federal renewable portfolio standard of 20% of
electricity by 2025, with up to 5% energy
efficiency offsets allowed. In addition, there will
be further energy efficiency standards. Most focus
is on the proposals for cap-and-trade which are
likely to get watered down to achieve passage
through the House.

Within aweek of taking office, President Obama
signalled the importance of improving vehicle
fuel economy by requesting the Environmental
Protection Agency to reconsider its decision to
deny Californiaawaiver under the Clean Air Act,
which would have enabled Californiaand 17 other
states to impose stricter-than-federal limits on
automobile GHGs.

US GHG emissions (mtCO2e)

8000 - ~ 8000
7000 - + 7000
6000 - N E B B HE + 6000
5000 - + 5000
4000 - - 4000
3000 - + 3000
2000 - + 2000
1000 + 1000
0+ 4+ 0
19901992 1994 1996 19982000 200220042006 2010
. US - Kyoto Target

Source: EIA (http://www.eia.doe.gov/oiaf/1605/ggrpt/index. html)

Climate change isfully integrated into the new
Adminigration’ s plansto transform the US energy
system. The Adminigtration’s prioritiesinclude
reducing US dependence on imported oil from the
Middle East and Venezudla within 10 years,
creating at least 5 million “green collar” jobs and
stimulating cl ean-tech innovation. This Srategy
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wasintegra to the USD787bn American Recovery
and Reinvesment Act (ARRA), Sgnedintolaw in
February, which built on the modest boost to clean
energy contained in the Bush Adminigration’s
emergency package in October 2008.

Round 1: EESA

In October 2008, US Congress approved the
Emergency Economic Stabilization Act, the
centrepiece of which was the USD700bn rescue
package for the financial sector. Alongside the
Troubled Assets Relief Program (TARP), the Act
contained USD185bn of tax cuts and crediits,
including USD18.2bn for clean energy.

At the last moment, the Production Tax Credit
(PTC) for wind and the Investment Tax Credit
(ITC) for solar were extended to a vaue of
USD9.45bn. In addition, government support of
USD2bn was allocated to carbon capture and
storage (CCS). Please refer to our 6 October 2008
Flash Note, ‘Global Wind and Solar’, for details.

Round 2: ARRA

The American Recovery and Reinvestment Act
was originally designed to bring about a
USD825hn stimulus package, but this has been

dimmed down to ensure passage through both
houses of Congress. A number of “green” features
were cut as part of this, most notably in measures
to boost building efficiency and expand rail
infrastructure, reducing the “green” spend from an
estimated USD151bn to USD94bn.

Thefinal USD787bn package contains USD295bn
in tax cuts for individual s and businesses, along with
USD492bn in new spending over the next two years.
According to Congressional Budget Office, at least
70% of the money — or more than USD585bn —is
expected to be spent in the next 18 months.

The Obama Adminisiration came into office
recognising that the launching of a stimulus package
initsfirst 100 days wasits chief priority. From the
beginning, clean energy was an integral component,
drawing on ideas devel oped in the run-up to the
Presidential dection. For example, the influential
Center for American Progress published awide-
ranging study in September 2008, setting out a
USD100bn Green Recovery programme, focusing
on building retrofit, mass trangt, smart grids and
renewabl e energy.® The ssme themes also featurein
thefinal ARRA, along with extrainvestment in
water infrastructure.

Green components in House proposal vs final (USDbn)
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8 Center for American Progress, Green Recovery, September 2008
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Green stimulus breakdown (TARP & American Recovery
Plan) USD112bn
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Renewables: ARRA provides a better-than-
expected boost to the US renewable energy
sector. Pleaserefer to our Flash Note ‘US
Simulus Package — Implications for
Renewables’, 16 February 2008, for detailed
commentary. In brief, ARRA extendsthe
PTC for the sectors under TARP (notably
wind, biomass and geothermal) for three
years, allows developers to swap thisfor the
ITC s30% capital subsidy during 2009/10
and provides an extension of the 50% bonus
depreciation in 2009. Crucially, devel opers
may opt to receive cash grants from the
Treasury in lieu of the ITC, benefiting those
without sufficient taxable profits to offset.
Furthermore, the package provides USD6bn
of DoE loan guarantees and introduces a new
“build in America’ manufacturing ITC,
providing a 30% capital subsidy for
companies wishing to construct new plant in
the US. In all, we estimate that ARRA
provides USD22.5bn of incentives for the
renewable energy sector.

CCS ARRA extends America s commitment
to carbon capture and storage demonstration
projects, with incentives worth USD3.4bn.

Energy efficiency

ARRA allocates unprecedented resources to
upgrading the energy efficiency of the US
economy, which we estimate at USD52bn for
buildings, low-carbon vehicles, modal shift to
rails and for modernising the el ectricity grid.

ARRA will provide USD25bn in finance to enable
state and local governmentsto invest, including
building and home energy conservation
programmes, energy audits, fuel conservation
programmes, building retrofits, along with “smart
growth” planning and zoning. It also encourages
states to update energy-efficient building codes
and regulatory policies to promote demand-side
management programmes by energy utilities. Tax
creditsfor energy-efficiency improvements — such
asinsulation and windows — are increased from
10% to 30%.

A further USD10bn will be spent on mass transit
and rail along with USD11bn on grid
infrastructure®. In terms of low-carbon vehicles,
ARRA provides USD2bn for advanced batteries
along with USD2bn in credits for plug-in hybrids.

% http: //mvww. speaker .gov/newsroonvlegidation?id=0273

HSBC <»



Climate Change
Global
22 May 2009

Water and waste

The plan proposesto invest USD16bn in
environmental restoration, flood protection and
navigation infrastructure aswell as providing
clean, reliable drinking water to rural areas, in the
process creating more than 375,000 jobs.

Round 3: A low carb budget

Apart from proposing the USD80bn in auction
revenues for clean energy, the 2010 Budget
mostly repeats the measuresincluded in the
ARRA. An additional USD4.9bn has been
allocated to a high-speed rail gate grant
programme and the EPA’s Clean Water State
Revolving Funds. We expect the budget to be
signed into alaw by October.

Impacts and implications

If we combine EESA and ARRA then USD112bn
of public incentives are being mohilised for
climate change investments, over three times what
was spent on these programmes in 2008 or
provisionally appropriated for 2009.

Creating green jobs

The original ARRA was also estimated to create
3 million jobs by the end of 2010 with
infrastructure (road, rail and water) providing
48%, followed by the IT sector at 30% and the
energy sector with 16%.% The final compromise
could cut the job creation potential by between
430,000 and 538,000."°

Research suggests that energy-efficiency
improvements and green power investments have
lasting employment benefits. While the jobs
created by tax cuts and traditional infrastructure
investment end once the money is spent,
programmes that reduce energy lead to net
employment gainswell into the future. On
average, WRI estimates every USD1bn spend by

40 http://Amvw.americanprogress.org

government would yield 30,100 jobs*. The Solar
Energy Industries Association (SEIA) estimates
that renewable incentives will create 60,000 jobs
in 2009 and 110,000 over two years.*

Driving green investment

In the renewable energy sector, the World
Resource Institute (WRI) estimates that for every
USD1bn spending on tax credits*'would add
c1466MW resulting in 30,000MW of additional
capacity in the next three years. Thiswould
generate USD100bn of private investment,
delivering aleverageratio of 3:1. Therenewable
power added would be c20% of renewabl e power
generation, which stood at 8.4% of total power
generation in 2007. For solar alone, the SEIA
projects that the measures could prompt 1GW of
new installations in 2009 and 2GW in 2010.

Cutting carbon

We estimate that the renewable and energy-
efficiency measures (excluding rail) could avoid
65mt of CO2 emissions, around 1% of total US
CO2 emissionsin 2007. The World Resources
Ingtitute has concluded that the package could
produce an annua CO2 emission reduction of
592,600 tons between 2012 and 2020 for every
USD1bn, delivering an overall reduction of
50mtCO2. This emission reduction equatesto a
carbon cost of USD170 per ton if the reductions
persist for one decade and USDS85 per ton if they
persist for two decade, much higher than the
prospective cap and trade programme in the US.*

4 A Green Global Recovery? —WRI , February 2009
42 http://seia.org/cs/news_detail ?pressrelease.id=345
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Timing and delivery

As per the Congressional Budget Office, major
portion (c70%) of the green stimulusis expected
to be spent over the next four years, with at |east
USD40bn during 2010-11.

Buy American?

The stimulus bill till retains controversial “buy
American” language, mandating the use of US-
madeiron, seel and manufactured goods. But the
provisions appear to have been watered

down through the insertion of qualifying
language, including a stipulation that it must
meet WTO requirements.

Filtering through

The ‘green stimulus’ funds under the American
Recovery and Reinvestment Act (ARRA) have
started to flow. According to the US Department
of Energy, recent allocations include USD41.9m
to accelerate the commercialization of fuel cells
and more than USD3.3bn towards smart-grid
technology devel opment grants, with an
additional USD615m for smart-grid storage,
monitoring and technology viability. This
represents just c10% of the money to be deployed
in 2009/2010 under the ARRA. However, unlike
in China, these announcements have yet to have a
macroeconomic effect.

Actual Stimulus disbursement (USDbn) out of USD787bn
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Projected timing of green spending in US stimulus (USDm)
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Looking ahead to therest of 2009, we expect the
American Clean Energy and Security Act
(ACESA) to pass through the House this year.
However, it isunlikely to receive Senate approval
prior to Copenhagen.
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Other G20

India

India has announced two general stimulus
packages so far, both with avery limited climate
dimension. HSBC estimates the measuresto be
worth a maximum of INR400bn (0.7% of GDP),
of which around INR300bn (0.5% of GDP) will
show up in the budget deficit.

One aspect of potential interest isthe provision
for the Indian Infrastructure Finance Company
(I1FCL) to borrow INR300bn (0.6% of GDP) via
tax-free bonds. Thisis three times the amount
provided for in the 7 December package. The
entire sum would be leveraged to provide about
INR1trn of low-cost resources to projects, mainly
in ports, roads and railways. Further detailsare
required to identify the potential for boosting
masstrandt and other rail systems.

Brazil, Russia and Turkey

Other G20 countries such as Brazil, Russiaand
Turkey have not allocated money towards green
spending in their stimulus packages. Brazil has
only revealed unemployment insurance benefits
and some additional investmentsin infrastructure,
while Russiais spending to save jobs and taxing
imported carsto save their auto industry. Turkey's
stimulusis mostly focusing on tax cuts for cars
and business.

HSBC <»
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Allocating the stimulus

Acrossthe different economic stimulus plans that we

have evaluated, thereis considerable variation in the
all ocations towards different climate change themes.
Taken together, a broad energy-efficiency theme

emerges with nearly two-thirds of the total, with the

largest shares comprised of rail and grid. Thisisfully

inlinewith the global climate change palicy
consensusthat ‘energy efficiency improvementsare
by far the single most important action until 2020

Green stimulus theme allocation (USD478bn)
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The green components of the stimulus packages,
by contrast, indicate where government policy
wishes to prioritise the future evolution in the
climate economy. Significant differences between
the two include:

» Low-carbon power: there are morerenewables

in the Index, and considerably more nuclear,
than in the stimulus plans.

» Energy efficiency: thereis significantly less
emphasis on transport efficiency in the Index,
largely due to the major allocation torail in
China'sreviva plan.

» Water and waste: thereisless emphasis
on water and waste in the Index than the
stimulus plans,

4 EC, Towards a comprehensive climate change agreement,
Commission Working Paper, January 2009
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The Grantham Institute at the London School of
Economics has published a way of rating the
“green stimulus potential” of different options.
The LSE team selectsfive criteria: timeliness,
long-term socia returns, positive lock-in effects,
job-creation potential, focus on economic slack
and the extent to which spending is temporary.
We have compared allocations to date with this
methodol ogy, with some revealing findings:

» Rail, whichisthelargest share of the
stimulus, israted relatively poorly in terms of
“green stimulus’ potential.

» Building efficiency, which israted astop in
terms of “green gimulus’ potentid, isthird
in terms of the amounts spent on low-carbon
options, and fourth if water infrastructure
isincluded.

» Renewables, ranked second in terms of “green

stimulus’ potential, lagsin the current
recovery plans.

Interestingly, the green priorities of new US ARRA
score wd | againg thisrating methodol ogy, with
building efficiency firg, followed by renewables.

Theinitia findings from this analysisindicate
where governments could focus their attention in
any subsequent stimulus updates.
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Effectiveness of green stimulus (1 = worst; 3 = best)

Green stimulus Investment approach Stimulus ~ Timeliness Long-term  Positive Domestic  Targeting Time-limited/ Rank
areas fund* (“shovel-  social return lock-in multiplier/job areas with reversibility
(USDbbn) ready”) effects creation slack

Buildings efficiency Mixed public / private 74.6 3 3 2 3 3 3 1
Renewables Private 39.7 2 3 2 2 2 2 2
Low-carbon vehicles  Private with incentives 184 2 3 3 2 2 2 3
Rail Mixed public / private 132.1 1 3 3 2 2 2 4
Other low carbon Mixed public / private 355 2 3 3 3 1 2 5
Grid/smart metering  Public with clawback tariffs 91.7 2 3 3 2 1 2 6

*Under the Green Stimulus we have analysed for 20 countries
Source: An outline of the case for Green Stimulus, Feb 2009; HSBC;

Low-carbon power

Renewables

Just under USD40bn, or 8% of thetotal ‘green
gimulus isdlocated to renewable energy. Of this,
the USA accounts for USD32bn; USD10bn in last
October’ sEESA and USD22bn in the ARRA.

Low carbon power breakdown (USDbn)
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CCS and others

CCS pilot and demonstration plants have been
assigned USD9bn, amajor boost towards
commerciaisation. Again, the USA contributesthe
largest share, spending USD3.4bn on R&D and also
giving acredit of USD10/tCO2 that is captured.

The EU recovery plan provides EUR1.25bn
(USD1.62bn) for five countries to support projects
on 11 coal fired plants. Even with this subsidy,
there will be still a sizeable economic gap to make
CCS projectsviable.

In terms of nuclear power, Canadaisthe only
country to date to provide support for nuclear
power under its stimulus package.

Energy efficiency

The energy efficiency portion of the stimulus
packages has plenty of interesting e ements
covering awiderange of measures likeimproving
building efficiency, promoting low-carbon
vehicles, moda shift along with advanced grid
development with smart meters.

Thebulk of the energy efficiency spending goes
towards infrastructure devel opment on modal shift,
towards high-speed rail, aswdl as grid network
devel opment. Grid infrastructure devel opment
includes funds to upgrade e ectricity metering, which
will enable usersto better control energy costs, and
the congruction of high-voltage transmission linesto
allow for greater renewabl e energy penetration.

The stimulus packages also provide USD75bn in
home energy-efficiency improvement projects,
ranging from tax incentives to spending support.
The measures include improving insulation, new
windows and installing energy-efficient lightsin
residential dwellings and retrofitsin public
buildings. The package will help to make areality
of the growing spread of voluntary and mandatory
green building norms. Estimates in the USA
suggest that every dollar spent on building
efficiency yields USD3 in electricity savings.

A dgnificant portion is dso spend on the

devel opment of low-carbon vehicleslike hybrid cars
or low-carbon emitting foss| fud vehicles. Thefund
ismostly spend on R&D for the devel opment of
low-weight batteries and plug-in hybrids and aswell
as“cash for clunker” schemes, giving tax credits or
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Energy-efficiency spending sector wise (USD317bn)

140 132.1

120

100 L7

1 746

80

60

40 18.4

20

0 T - T -1
Buildings  Low Carbon Ralil Grid
Vech
Source: HSBC

Energy-efficiency spending country wise (USD317bn)
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rebates on the purchase of new, low-emitting
vehicdes Only France specifiesalimit of
160gCO,/km on new vehicles while Germany
specifiesafund for replacement of cars morethan
nineyearsold. Thisisone of the areaswhere the
environmental benefits of the stimulus spending
could beweakest unless drict sandards are
introduced to favour the next generation of high-
efficiency vehicles.

Water, waste and pollution
control

Our estimates suggest that, so far, USD86.3bn has

been committed for the water, waste and pollution
control sectors. We have included here the
USD30bn that isassigned to general
environmental improvement in China, which may
well be further reassigned to other themes as

implementation progresses and also alocationsto
housing and rural infra (USD312bn) may have
significant investments towards water projects.
South Korea and the USA are the other major
contributors and account for 19% and 17% of the
stimulus respectively.

From a climate change perspective, it will be
important that these investments promote water
conservation, protect natural watersheds and
prepare water infrastructure for the impacts of
global warming in terms of disrupted
precipitation, extreme events and sea-level rises.
Expenditure explicitly for pollution contral is
mainly assigned to defence-related environmental
projectsin the USA.

Water investments by country (USD86bn)
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Waste and waste spending by sub-theme (USD86bn)
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A Copenhagen stimulus?

» G20 endorsed a ‘sustainable recovery’ but found no new money

» Limited progress to date on mobilising finance for action in
developing countries as part of a global deal at Copenhagen

» Global climate deal at Copenhagen still remains a question

Global Stimulus

National and regional initiatives to introduce a
“green stimulus’ cannot be seen in isolation, but
as part of awider set of global negotiations on the
route out of economic crisis and the pathway to a
low carbon recovery. Positive signs abound, but
hard cash has so far been limited for international
climate action.

London’s pale green G20

The G20 summit held on 2 April in London
coincided with the resumption of UN-led climate
talks in Bonn, Germany. The G20 |eaders focused
their attention on launching an USD1.1trn
programme of support viathe IMF and the
international development banks. Following a
spate of high-level recommendations™ to tackle
the economic criss through re-orientating
development towards sustainable low-carbon
growth, the Leaders Statement pledged to do
‘whatever isnecessary’ to ‘build an inclusive,
green and sustainable recovery’. But climate
change was relegated to the end of the
communiqué, and no new green spending was
announced. Nonethel ess, the concept of low
carbon recovery was endorsed — paving the way
for subsequent announcements in Australia, Japan
and the UK.

4 Towards a Global Green Recovery, March 2009, PIK,Germany

Will Copenhagen seal the deal?

Finance lies at the heart of the current round of
UN negotiationsto agree a new climate agreement
at Copenhagen this December. New Energy
Finance and the World Economic Forum estimate
that at least USD515bn needs to be invested
annually in clean energy alone over an extended
period to drive emissions down to safe levels; last
year, investments reached USD155bn.*

The Copenhagen conferenceisdesigned toreach a
comprehensive dedl on cutting GHGs, adapting to
physical impacts, and providing finance and

technol ogy to smooth the trandtion. From the sde of
the devel oping countries, Chinaand therest of the
Group of 77 are arguing that the OECD should
allocate 1% of their GDP in additiond climate
assistance, for reducing emissions and adapting to
change. Other countries, such as Mexico and
Norway, have focused more on the mechanismsfor
raising these resources without proposing an amount.

“5 Copenhagen Climate Council, Catalyzing capital towards
the low-carbon economy, 2009
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Developed Economies GHG reduction commitments

Country % Targets by 2020 Base year Status

Australia -5t0-25 2000 Officially announced
Belarus 5t0-10 1990  Under consideration
Canada -20 2006 Officially announced
European Union -20to -30 1990 Adopted by legislation
Japan +610-25 1990  Under consideration
Norway -30 1990 Adopted by parliament
Switzerland -20 to -50 1990 Consultations in progress
Ukraine -20 1990  Under consideration
United States -20 2005  Under consideration

Source: UNFCCC, HSBC

To get the ball rolling, the European Commission
put some of its cards on the table in January.
Glaobally, the EC estimates that EUR175bn in
additional annual investments will be needed to
drive low-carbon growth by 2020. An earlier draft
of the Commission’s proposals had suggested that
EUR30bn in annual climate assistance would be
needed by 2020, with the EU contributing its “fair
share’ of around EUR12bn per annum. However,
the EU summit in March failed to reach
agreement on how much finance it would commit,
postponing the decision to June. In addition, the
United States' welcome return to constructive
climate negotiations has not yet been matched
with cash. Its submission on the Copenhagen
Agreed Outcome recognises the need for a
“dramatic increase” in the flow of resources to
developing countries, but gives no detail on how
much the US will be willing to contribute.

The negotiationsin Bonn ended with some
technical advances, but little substantive progressin
terms of coming closer to a consensus on targets
for emission reductions by theindustrialised world
ina‘son of Kyoto' agreement. Proposalsto date
from developed economiesto reduce their
emissons continueto fall below the generally
accepted benchmark of a 25-40% cut from 1990
levels by 2020. Taking Audtralia srecent offer into
condderation, the plans outlined by devel oped
nations would add up to average cuts of only 9-
16% below 1990 leve s by 2020.
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Equally, in spite of positive signals from key
emerging markets such as Mexico and South
Africa, abroader global agreement involving
commitments from the devel oping world remains
along way off — as does clarity over the financial
transfers from the industrialised world which will
be necessary to win emerging country
engagement. While theindustrialised world is
pressing emerging economies to take on emission
curbs, the developing world isinsistent that real
support is needed to enable them to confront the
real and growing costs of a disrupted climate. The
Commission on Climate Change and
Development, for example, concludes that
“adaptation will be very expensive and that costs
will rise for decades or centuries’.*® It suggests
that in the short-term (2010) spending on
adaptation costs will need to be USD6-11bn per
year, rising to an USD12-29bn by 2030.

The next set of negotiationsin thefirs half of
June will be critical to define the skeleton for a
global agreement at Copenhagen, which can then
be fleshed out in 2010-2011. Thetask for
policymakersisto design a Copenhagen stimulus,
which reaches the parts that the economic
recovery plans have so far largely ignored,
notably the countries of the developing world.

6 Commission on Climate Change and Development, Closing
the Gaps, 2009
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A Climate of Recovery? The Green Dimension to Economic A Climate of Recovery? The Green Dimension to Economic Stimulus Plans

Country Package Announcement Fund  Fund Status Period Green Fund % Green __Low Carbon Power Energy Efficiency (EE) Water/
Date USD bn Years USD bn Fund  Renewable CCS/Other Building EE Lo CVech+ Rail Grid Waste
Asia Pacific
Australia Nation Building and Jobs Plan 3-Feb-09 AUD42bn 26.7 Passed 2009-2012 25 9.3% - 2.48 -
Budget 2009-2020 12-May-09 AUD 22.5 bn 17.1 Pending 2009-2013 6.8  39.8% 1.40 1.77 0.17 3.46 - -
China NDRC Stimulus Package 9-Nov-08 RMB 4010bn  586.1 Passed 2009-2010 2008  34.3% - - - 150 98.65 70.00 30.69
Budget 2009 6-Mar-09 RMB 420 bn 61.4 Passed 2009 156  254% - 4.95 - 10.63
Indonesia Stimulus Plan 28-Jan-09 IDR 71.3tn 5.9 Passed 2009 0.1 1.6% 0.07 - 0.03 -
Japan Pckg to Safeguard People's Daily Lives 19-Dec-08 Yen43tn 4859 Passed 2009 onwards 124 2.6% - 12.43 - -
Countermeasures to economic crisis 10-Apr-09  Yen15.4tn  154.0 Passed 2009 onwards 236  15.3% 1.07 12.93 5.90 3.70 - -
South Korea Green New Deal 6-Jan-09 USD 38.1bn 38.1 Passed 2009-2012 307 80.5% 1.80 - 6.19 180 7.01 13.89
Saudi Arabia Budget 2009 23-Dec-08  SR475bn  126.8 Passed 2009 9.5 7.5% - - - - - - 9.45
Sub-total Asia Pacific* 1518.9 302.0 19.9% 4.3 14.7 27.2 7.0 1141 700 64.7
South Africa Budget 2009-2010 11-Feb-09 R 78.5 bn 7.5 Passed 2009-2011 08 10.7% 0.00 0.00 0.10 000 061 000 0.10
Europe
European Union** Economic Recovery Plan-Only EU 26-Nov-08 EUR 200 bn 38.8 Passed 2009-2010 247 63.7% 0.65 12.49 2.85 3.88 - 485
Germany Stimulus Plan 5-Nov-08 EUR8lbn  104.8 Passed 2009-2010 138  13.2% - 10.39 069 275 -
France Revival Plan 10-Dec-08  EUR 26 bn 33.7 Passed 2009-2010 71 21.2% 0.87 0.83 - 131 413
Italy Emergency Package 28-Nov-08 EUR80bn  103.5 Passed 2009 onwards 13 1.3% - - 1.32 - -
Spain Stimulus Package 27-Nov-08  EUR 11bn 14.2 Passed 2009 0.8 5.8% - - - - - 0.83
United Kingdom Budget 2009 with Loan for cars 22-Apr-09 GBP 25.3 bn 34.9 Passed 2009-2011 37  10.6% 0.10 0.64 0.79 172 041 0.05
Other EU States Stimulus Package Jan-09  EUR160bn  207.1 Passed 2009-2010 19 0.9% 0.8 - 0.6 0.3 0.0 - 0.1
Sub-total EU 537.0 534 9.9% 2.4 131 155 6.6 5.8 9.0 1.0
Norway Fiscal Stimulus 26-Jan-09  NOK 20 bn 2.9 Passed 2009 09 29.7% 0.2 0.0 0.2 0.0 0.3 - 0.2
Sub-total Europe 539.9 54.3 10.1% 25 131 15.7 6.6 6.1 9.0 1.2
Americas
Canada Economic Action Plan 27-Jan-09  CAD 40 bn 31.8 Pending 2009-2013 2.8 8.7% 1.08 0.24 039 079 0.27
Mexico Aggr for Home Economics & Emp 7-Jan-09 PESO 118 bn 7.7 Passed 2009 0.8 9.7% - - 0.75 - - - -
United States Emergency Economic Stabilization Act 3-Oct-08 USD185bn  185.0 Passed 10 Years 187  10.1% 10.25 2.60 3.34 076 033 092 0.52
American Recov and Reinvestmt 15-Jan-09 USD787bn  787.0 Passed 10 Years 941  12.0% 22.53 3.95 27.40 400 959 11.00 1558
Plan***
Budget 2010# Mar-09  USD 4.9 bn 4.9 Pending 2010 4.9 - - - - - 100 - 3.90
Sub-total Americas* 1024.1 121.2 11.8% 32.8 7.6 317 48 113 127 20.3
Total 3090 478  15.5% 39.7 355 74.6 184 1321 917 86.3

(*Includes Thailand and India stimulus; ** Only EUR30bn from direct EU contribution considered; *** USD700bn under TARP for bank bailouts not considered; # Includes only additional spending ; ## Includes Argentina and Chile stimulus; +Low Carbon Vehicles)

Source: HSBC
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