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Global investment in clean energy is rather low in 
lower-middle and low income countries 

Source: Bloomberg New Energy Finance (2013) 
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Global RE investments 
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Financing costs heavily affect the competitiveness of 
renewables 
 

Source: UNDP 



Reducing financing costs increases the cost competitiveness 
of renewables and the efficiency of support policies 

5 Source: UNDP 
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Downside investment risk is defined by the combination of 
the probability of a negative event (driven by barriers in the 
investment environment) and its potential financial impact 

7 Source: UNDP 



8 Source: UNDP 

The higher financing costs in developing countries reflect 
several  higher investment risks typically present in these 
countries 



To reduce the financing costs both aspects of investment risk 
can be addressed by financial and by policy derisking 
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Source: UNDP 



A number of potential instruments for policy and financial 
derisking exist 

10 
Source: UNDP 

Public instrument table for renewable energy (Part 1) 
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Source: UNDP 

Public instrument table for renewable energy (Part 2) 

A number of potential instruments for policy and financial 
derisking exist 
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Thus far, derisking has not been analyzed quantitatively 

• How effective and efficient are these derisking 
instruments?  
 

• How can policy makers combine them with other 
renewable support policies to increase the 
effectiveness and efficiency of the overall policy 
mix?  
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The UNDP Report proposes 4 stages to quantify the 
derisking potential (Risks, Instruments, Cost, Evaluation) 

1) Risk 
Environment 
Stage % 

% 

Main Output:  
Pre-Derisking Cost of Equity/Debt Breakdown 

2) Public 
Instrument 
Stage 

Understand the risks in the investment environment 
and quantify their impact on financing costs  

3) Levelized 
Cost 
Stage 

Main Output:  
Post-Derisking Cost of Equity/Debt Breakdown 

Main Output:  
Incremental Cost (e.g. LCOE) 

‘Best in Class’ 
(Developed Country) 
Cost of Equity/Debt 

Risk  
#1 

Risk 
 #2 

Risk  
#3 

Pre-derisking 
(Developing Country) 
Cost of Equity/Debt 

% 

Pre-derisking 
Cost of Equity/Debt 

4) Evaluation Stage 

% 

Derisking 
Instrument  

#1 

Derisking 
Instrument  

#2 

Post-derisking 
Cost of Equity/Debt 

Baseline 
Activity  

Investment  

Clean Energy  
Investment  

Pre-Derisking 

Clean Energy  
Investment  

Post-Derisking 

$/kWh $/kWh $/kWh 

Source: UNDP 

Select de-risking instruments that suit the investment 
environment and quantify their impact on financing 
costs  

Calculate the incremental costs and the  impact of the 
de-risking instruments on these  



15 
 

The UNDP proposes four metrics to evaluate the effects of 
derisking instruments (evaluation stage) 

Source: UNDP 

Output Metric 1: Investment Leverage Ratio 

Across a sector, compares the total USD cost of 
all public instruments deployed versus the 
resulting USD private sector investment.  

$ 

Output Metric 2: Savings Leverage Ratio 

Across a sector, compares the USD cost of 
derisking instruments deployed versus the 
resulting USD economic savings. 

Output Metric 3:  End-user Affordability 

Compares the life-cycle costs of the clean energy for 
the post derisking scenario versus the pre-derisking 
scenario.  

Output Metric 4: Carbon Abatement 

Across a sector, assesses the incremental costs of 
clean investment over the baseline activities in 
terms of carbon abatement,  

x  
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Public  
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Public  

Instruments 
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Society  

Incremental  
Costs 

Post Derisking 
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$ 
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$ 

Life-cycle Cost 
Post-Derisking 

Life-cycle Cost 
Pre-Derisking 

$ 
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$/ 
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The policy mix for renewable energy deployment should 
reflect each country’s situation 

Source: UNDP 
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The UNDP Report proposes 4 stages to quantify the 
derisking potential (Risks, Instruments, Cost, Evaluation) 

Source: UNDP 
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Cornerstone instrument: FiT 

Cornerstone instrument: FiT 

Financial derisking instruments 

Policy derisking instruments 

Cornerstone instrument: PPA bidding 

Cornerstone instrument: PPA bidding 

Policy derisking instruments 

Policy derisking instruments 

Feed-in tariff: premium 

Financial derisking instruments 

Policy derisking instruments 

Feed-in tariff: premium 
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South Africa’s “upward financing cost waterfall” shows the 
relative importance of risks and the “downward waterfall” 
the potential derisking effects 

Source: UNDP, Derisking Renewable Energy Investment (2013). Data obtained from interviews with wind investors and  developers. See Annex A of the report for full assumptions.  
The post-derisking cost of debt and equity show the average impacts over a 20 year modelling period, assuming linear timing effects.  

1) Risk 
Environment 
Stage 
 

2) Public 
Instrument 
Stage 
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In South Africa, derisking has high potential to increase the 
efficiency of the enacted support policy for Wind (tendering) 

Source: UNDP, Derisking Renewable Energy Investment (2013). Data obtained from interviews with wind investors and  developers. See Annex A of the report for full assumptions.  
The post-derisking cost of debt and equity show the average impacts over a 20 year modelling period, assuming linear timing effects.  

4) Evaluation 
stage 
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Our results suggest that the efficiency and effectiveness of 
renewable support policies can be strongly increased 
through derisking in all 4 countries analyzed 

Source: UNDP, Derisking Renewable Energy Investment (2013). Data obtained from interviews with wind investors and  developers. See Annex A of the report for full assumptions.  
The post-derisking cost of debt and equity show the average impacts over a 20 year modelling period, assuming linear timing effects.  

4) Evaluation 
stage 
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Our results suggest that derisking can bring down the 
abatement costs substantially in all 4 countries analyzed 

Source: UNDP, Derisking Renewable Energy Investment (2013). Data obtained from interviews with wind investors and  developers. See Annex A of the report for full assumptions.  
The post-derisking cost of debt and equity show the average impacts over a 20 year modelling period, assuming linear timing effects.  

4) Evaluation 
stage 
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While this report is just a first step, the results are 
promising and provide policy recommendations; however, 
more detailed modeling and additional research needed 

Implications for policy: 
⇒ The effectiveness and efficiency of renewable energy support policies can be 

significantly decreased if they contain complementary de-risking instruments 

⇒ However, the selection of de-risking instruments needs to be tailored to each 
country 

⇒ Derisking should be considered in the international climate policy debate (especially 
in post-Kyoto mechanisms) 

⇒ The UNDP framework is one starting point to systematically think about derisking 
and can assist policy makers in the tailoring process 

Implications for research: 
⇒ More research needed to increase the knowledge base on risks and financing costs 

in developing countries 
⇒ Improve understanding of derisking effects  
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Thank you for your attention! 

The full report, an executive summary, and a simplified excel 
model can be downloaded here: 
http://www.undp.org/content/undp/en/home/librarypage/envir
onment-
energy/low_emission_climateresilientdevelopment/derisking-
renewable-energy-investment/  
 
 

Further work on the role of policy in inducing technological change in the electricity 
sector can be found at: 
www.sustec.ethz.ch/docs/index  
 
 

http://www.undp.org/content/undp/en/home/librarypage/environment-energy/low_emission_climateresilientdevelopment/derisking-renewable-energy-investment/
http://www.undp.org/content/undp/en/home/librarypage/environment-energy/low_emission_climateresilientdevelopment/derisking-renewable-energy-investment/
http://www.undp.org/content/undp/en/home/librarypage/environment-energy/low_emission_climateresilientdevelopment/derisking-renewable-energy-investment/
http://www.undp.org/content/undp/en/home/librarypage/environment-energy/low_emission_climateresilientdevelopment/derisking-renewable-energy-investment/
http://www.sustec.ethz.ch/docs/index
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