[image: image1.jpg]SMMT
DRIVING THE 5
MOTOR INDUSTRY 8





BRIEFING PAPER: HOUSE OF COMMONS ENVIRONMENTAL AUDIT COMMITTEE: REPORT ON THE GREEN INVESTMENT BANK
14 MARCH 2011

Introduction

The Environmental Audit Committee has published its report on the Green Investment Bank (GIB). It has warned that the UK could potentially lose out on hundreds of billions of pounds of investment in green energy projects if government does not commit to its plans for a GIB. According to the Committee, the UK needs a game-changing injection of private sector investment to meet climate change targets and move to a green economy. The UK has a legal commitment to reduce its carbon emissions by 2050, and also to generate a higher percentage of energy from renewable sources by 2020. The Committee on Climate Change (CCC) and others have called for a ‘step change’ to deliver the new low carbon infrastructure required to meet these targets. The scale of investment needed is estimated to range between £200 billion and £1 trillion over the next 10-20 years. 

Summary

The Coalition Agreement in May 2010 promised to establish a GIB and the Chancellor pledged £1 billion to capitalise it in the Spending Review, plus unspecified proceeds from the sale of government assets. The Committee believes traditional sources of capital for investment in green infrastructure can only provide £50 to £80 billion up to 2025, leaving a funding gap of hundreds of billions of pounds. In June 2010, the GIB Commission recommended that a GIB be set up by the end of 2010. Government is currently still considering and evaluating market testing options, and has said that it will make an announcement on the business model for the GIB in May 2011. It expects the GIB to be operational in late 2012, but this could fall back to the beginning of the next Parliament in 2015. 

Bank or a fund?

According to the Committee, their main concern has been whether the new body will be a ‘bank’ or a ‘fund’. The Environmental Audit Committee has welcomed the Business Secretary, Vince Cable’s ambition for the GIB to be “a lot more than a fund”, being able to lend and borrow. The Committee adds that the GIB must to be able to start making investments within 12 months. The Committee believe that capitalising it with £1billion, as the government plan to do in 2013–14, plus unknown and unspecified proceeds from the future sale of government assets, will only be enough to start to lever in the scale of private sector finance required if it is able to operate as a ‘bank’. The Committee adds that government must keep the level of capitalisation under review, and be ready to increase it as soon as the fiscal position allows. 

Deficit reduction

Government’s primary policy objective is reducing the deficit while at the same time encouraging green growth to be a future driver of the economy, generating jobs and helping to transform the UK to a low carbon economy. If the GIB is classified by the Office for National Statistics (ONS) as being within the public sector, then its borrowing will be included on the government’s balance sheet, thus working against measures to reduce the deficit. The Committee believes the Department for Business, Innovation and Skills (BIS) should raise with the Treasury the scope for a ‘temporary and extraordinary’ exclusion of a public sector GIB from the strictures of government’s fiscal controls. If, however, the Treasury’s deficit reduction strategy prohibits such adjustment then compromises in the ideal GIB set-up may have to be contemplated. A red-line, however, should be that the GIB is a ‘bank’, explicitly charged with a specific green investment purpose and backed by government, able to operate commercially and attract private sector investors, rather than a relatively small un-leveraged ‘fund’.

Leveraging private sector funds
Evidence presented to the Committee by energy companies, NGOs and financial institutions suggests that between £200 billion and £1 trillion of private sector investment is needed over the next 10-20 years if the UK is to meet its climate change and renewable energy targets. The report argues that establishing an Investment Bank is crucial in order to lever in the levels of private sector investment needed. The MPs recognise the concerns about the GIBs potential impact on the deficit and have urged government to start talking immediately with the ONS about maximising the GIBs impact on investment levels whilst minimising its impact on the deficit. 


Immediate recommendations for government

More immediately, the Committee recommends that government should:

· Work proactively with the ONS to ensure the GIB can be developed in such a way as to maximise its investments, whilst minimising its impact on the fiscal position.
· Engage with all classes of investors in undertaking the remainder of its market testing work, and undertake a thorough and transparent consultation exercise with them. 

· Government could also conduct a brief public consultation on the proposals to be announced by the Government in May.

· Begin negotiations immediately with the European Commission to ensure prior approval is secured for exemption from state aid rules, as these could otherwise be a restricting factor on what the Bank would be able to do. 

· Set out clear performance reporting arrangements that should include data on a range of key indicators about the GIBs performance in advancing green objectives. 

Long-term recommendations for government
Provided that the wider fiscal question can be resolved, the Committee wants government to address particular aspects of the GIBs governance and remit. In particular:

· While the Bank could offer government-guaranteed green bonds to raise much of the finance it will need, green ISAs should also play their part. They could provide up to £2 billion per year of finance for a GIB and a symbolic way of enabling individuals to contribute to the low carbon transition, linking savings with tangible things that help people, society and the planet. 

· The GIB must be seen to be operating commercially, making sound investment decisions free from day-to-day control. Government should not interfere in the Bank’s day-to-day management and individual investment decisions. 

· The GIB will need to be given a clearly defined ‘green investment’ mandate by government to help deliver the transition to a low carbon economy. Its remit should include a requirement to consult the CCC and take its recommendations into account. The aim should be to stop the Bank straying into more profitable but less green investments. 

· The Committee believes the remit of the GIB should include a requirement to invest in the UK first, even though overseas investments might provide a more cost-effective way of cutting emissions. Government must use the opportunity provided by its forthcoming ‘Green Economy Roadmap’ to set out policies to support green growth.

· The Committee believes it should be a fundamental role of a GIB to advise government on low carbon and green infrastructure policy, to ensure policies are joined up across departments. Government should therefore give the GIB a remit to monitor the Electricity Market Reform and Carbon Floor Price proposals.

· If the GIB is established as a corporate body, Parliament must be given a strong role in scrutinising its initial governance and remit. Government should consider how Parliament (as well as the third sector) might be represented on an ‘advisory council’ of the Bank.

Conclusion

The Environmental Audit Committee believes that if government is going to be able to demonstrate that it is the ‘greenest ever’, it must take advantage of the current momentum behind the GIB, and set up a Bank with the potential to deliver the scale of investment required, putting the UK on the path to a low-carbon economy and achieving the challenging emission reduction and renewable energy targets. It is the view of the Committee that if the GIB were unable to raise private finance there would be little if any prospect of government meeting those goals.

To find out more information on the Growth and Innovation Fund, please click on the following link 

http://www.publications.parliament.uk/pa/cm201011/cmselect/cmenvaud/505/505.pdf
or contact Alex Robinson arobinson@smmt.co.uk on 020 7344 1614
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