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Policymakers around the world increasingly direct state investment banks (SIBs) to finance clean

energy technologies. However, it remains unclear if these institutions live up to their intended role,

such as absorbing investment risks of new technologies or supporting smaller projects. By studying

the predictors of SIB lending to renewable energy projects, we find that SIB involvement is indeed

more likely for higher-risk technologies like offshore wind; and, for solar PV, involvement decreases

as deployment ramps up. However, SIBs are less likely to engage with smaller-scale or market-

opening projects, illustrating the need for targeted mandates and guidelines.

State investment banks (SIBs), i.e., publicly funded financial
institutions with a domestic focus, exist in nearly all OECD
member countries and are increasingly used fo finance the
energy fransition. Notably, this trend involves jurisdictions
that traditionally lean towards less government intervention,
such as the United Kingdom or Australia. Most recently,
the US EPA has been exploring whether to capitalize a
national green bank using parts of the Inflation Reduction
Act's Greenhouse Gas Reduction Fund. Qualitative studies
have motivated the use of SIBs with their capacity to finance
projects that struggle o source funds from the private sector,
such as small-scale projects or those that use less established
technologies. In addition, SIBs can mobilize private capital
by vetting projects and signaling their commercial viability to
potential co-lenders. However, the potential deficiencies of
state-owned banks, such as lower efficiency and politically
distorted decision-making, are well-known. As a result, it
remains unclear if the actual financing patterns of SIBs justify
their popularity among policymakers.

To fill this gap, we derive hypotheses on the optimal financing

behavior of SIBs from the energy policy literature. To test them,
we idenfify SIB lenders in a sample of 4,999 transactions
between 2004-2021 for new renewable energy (RE)
projects in OECD member countries. Importantly, our
sample covers multiple RE technologies at different stages
of maturity, including solar photovoltaics and concentrated
solar power, onshore and offshore wind, biomass and waste,
geothermal, and small hydro. Using a fixed effect regression
model, we estimate the predictors of whether a transaction
involved debt financing by one or multiple SIBs, such as the
deal size or the market maturity of the financed technology.
This allows us to identify what differentiates transactions with
SIB involvement from other deals, which are overwhelmingly
financed by commercial banks, and whether this aligns with
what the academic literature suggests.

We find thatin OECD countries, SIBs' lender activities involve
11% of RE transactions and is about two times larger than
for all other public sector entities combined, which illustrates
their increasingly significant role in financing renewables
around the globe. SIBs are more likely to appear in deals for



higher-risk technologies, an effect that is most pronounced
for offshore wind where SIBs are involved in almost 75% of
fransactions. For solar photovoltaic plants, whose risk profile
has improved considerably over the last two decades, our
results indicate that SIBs reduce their financing activities once
the technology matures in the respective country. Although
SIBs feature regularly on the first transactions providing
debt to a novel technology in a country, their activity as
"first-mover” is outperformed by other public sector lenders,
such as export credit agencies, government ministries, or, for
Latin-American OECD countries, development banks.

Contrary to the notion that SIBs should deliberately support
smaller projects, we find that their involvement increases in
the transaction size. This could result from political biases
in favor of prominent large-scale RE projects, or from the
incentives of SIB managers and staff being misaligned
with the policy objective of enabling smaller-scale (but
more laborious and potentially less profitable) RE projects.
Regarding the question of mobilizing private capital, our
results paint a mixed picture. On the one hand, we find that
SIBs often operate as sole lenders, particularly for projects
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sponsored by public sector entities. On the other hand, we
find that SIBs" involvement as a co-lender in bank syndicates
correlates weakly with a larger syndicate size, in line with
extant studies from the empirical finance literature.

Ovur results highlight the potential of SIBs for policymakers that
are considering revising the mandate of existing insfitutions or
establishing new green banks to foster the energy fransition.
In realizing the potential of SIBs for the clean energy
transition, decision-makers should make sure that the SIB's
mandate and guidelines are effective in enabling smaller RE
projects if that is a policy objective, and pay attention that
either SIBs or other public sector lenders deliberately target
market-opening projects that deploy novel technologies.
Furthermore, we suggest that policymakers should consider
mandating or incentivizing SIBs to withdraw from sufficiently
mature technologies if they no longer struggle to obtain
debt financing from the private sector. Overall, our analysis
adds to the understanding on how SIBs can complement
other policy instruments as part of an effective climate policy
strategy, supporting policymakers that aim at fostering the
clean energy transition.
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