TIPPING ORTURNING POINT :
SCALING UP CLIMATE FINANCE
IN THE ERA OF COVID-19

Chaire de Modélisation Prospective, Paris, December 2020



FINANCING NEEDS AND GAPS .GREEN

Infrastructure investment required to
support global growth

$5.0 trillion / year

Agriculture: $126 bn
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Additional investment required
to deliver sustainable growth

$0.7 trillion / year
Forestry

Buildings &
\ industry
USS 331 bn
USS 40 bn
Energy
USS 130 b

Total Annual Requirement: $5.7 trillion

CLIMATE
FUND
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Rational Expectation Hypothesis

* |t postulate a progressive readjustment of choices in function of new
information

* A progressive readjustment would not destabilize the financial system
since financial actors, learning from experience, would disengage
from assets under physical risks

* A delayed readjustment due to a cumulative underestimation of
gradual risks would lead to portfolios hard to restructure in the
presence of accelerated changes

* None of the two types of financial actors’ response will help society
cope with climate change. The second would increase the probability

of systemic risks.



Market Paradigms to align finance with Climate Action

Market fixing

Market shaping

Justification for regulatory
intervention

Market or coordination failures: Imperfect
information, asymmetric information,
adverse selection or competition (e.g. failure
to disclose climate risk)

All markets and institutions are co-created or
shaped by public, private and third sectors,
including regulators. Regulation should
ensure markets support public purposes or
missions, including a zero-net carbon
transition and financial stability.

Understanding of climate
risks

Climate risks are exogenous shocks which can
be subject to probabilistic estimation with
sufficient disclosure of exposures using
statistical techniques. Risk is invariant to
policy intervention.

Climate risk is ‘uncertain’, better understood
as being inherently endogenous, driven by
policy action/inaction, technological change
and interaction with market actors.
Characterized by non-linear dynamics,
feedback loops and complexity; risks are not
invariant to policy itself

Policy emphasis

Encouraging disclosure of risk by market
participants on a voluntary or compulsory
basis to aid price discovery.

Carbon pricing to internalize external costs of
GCH emissions,

Removing both financing barriers (deepening
financial systems; climate-risk disclosure and
green taxonomy) and entrepreneurial
barriers (conducive policy framework;
fostering innovation, de-risking low carbon
climate resilient investments)

Source: adapted from Josh Ryan-Collins (2019): Beyond voluntary disclosure: Why a “market-shaping” approach to financial regulation is needed to meet the challenge of climate change.
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A QUICK HISTORY '

CLIMATE
FUND

Established First Board First Projects USD 10 bn pledged
at COP16 Meeting Approved for GCF-1
159 Projects — USD 7.2bn (23.2bn

Governing USD 7.2bn total with co-financing)
Instrument received for IRM 111 under implementation
103 Accredited Entities
117 countries reached by
approved projects

An operating entity of the UNFCCC financial mechanism

fostering a paradigm shift to low-emission and climate-resilient
development pathways in developing countries



Présentateur
Commentaires de présentation
Figures updated as of 13 November 2020
Since its establishment by the UNFCCC in 2010, GCF has grown to become the world’s dedicated climate fund, 
GCF was set up in record time - to meet global ambitions and get support flowing to developing countries, 
Initial resource mobilization in 2014 resulted in USD 7.2 billion in pledges from 46 countries and regions, and Paris, including contributions from 9 developing countries
GCF has approved 159 projects across 117 countries, 
100% of the funds received during its Initial Resource Mobilization have been allocated to projects already.
For its first replenishment which will cover a 4 year programming period from 2020-2023 GCF has already received pledges of over USD 9.99 billion which will result in a 70% increase in the total annual amount of funding allocated to projects over the coming 4 year period.


FINANCING CLIMATE ACTION AT SCALE

GREEN

Fostering a Paradigm Shift Towards Low Emission Climate Resilient Development
Pathways in Developing Countries

IF barriers on the supply side of finance for financiers and the demand side of finance for
TOC
Statement

entrepreneurs are addressed
THEN countries will shift towards LECR development pathways by 2030
BECAUSE long-term affordable finance will be available at scale for an increasing flow of bankable
green, climate resilient investments.

Barrier Financing barriers Entrepreneurial barriers
Removal

Actions Climate- Green Enabling p0|ICy Blended Access to

frelate-d| taxolnomies, {_ratmewsr:; finance to de- skills,
Inancia valuation Integrate i i

. risk market

disclosures to methodologies LTS/NDCs, carbon hapi technologies
mainstream and financial pricing, PPA, MEPS, . >naping . Sl
climate risks roducts etc.) investments infrastructure

Strengthening
domestic

financial systems
and institutions
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GCF'STHEORY OF CHANGE

The GCF promotes paradigm shift in developing countries toward low-emission CLIMATE
climate-resilient (LECR) development pathways, in line with the FUND
goals of the UNFCCC and Paris Agreement

IF barriers on the supply side of finance for financiers and the demand side of finance for
entrepreneurs are addressed

THEN countries will shift towards LECR development pathways by 2030

BECAUSE long-term affordable finance will be available at scale for an increasing flow of
bankable green, climate resilient investments.

TOC
STATEMENT

. . . (1.1
Built environment ﬁ Energy & Industries ﬁ Human security, p-P-+-4 Land-use, forests ':I:\"

ADAPTATION Livelihoods & wellbeing & ecosystems
Resil;:qlttinfra.strudun: and Low-emission ensrgy Resilient health and well- i g
vilt environmen access and power being, foad and water security Resilisnt ecosyster.ns an
eneration ECOSYSfEm SErVICES
Energy efficient buildings, £ Resilient livelihaods of the
MITI GATION cities and appliances; o ) most vulnerable people, Sustainable land use and
. Low-emission industries . .
low emissicn transport communities, regions forest management
Outcome 1: Transformational planning and programming: Strengthened developing z
country capacity to integrate climate and sustainable development policies and identify,

design and implement transformational climate investment

Outcome 2: Catalysing climate innovation: Increased number of innovative and '

inclusive, high-potential business models, technologies or practices demonstrated and .T,
OUTCOMES —

Outcome 3: Mobilization of transformational investment at scale: Catalyse public and Q

private finance to scale up inclusive, high-potential, climate innovations through blended ©€)-©

and innovative finance and support to climate financing facilities & financial institutions 6

uptake of good practices, methodologies and standards to green domestic financial

Outcome 4: Knowledge creation and sharing to shift finance flows: Dissemination and @
institutions and systems
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AN OPEN, CAPITAL AGNOSTIC PARTNERSHIP .GREEN

CLIMATE
FUND

BY FINANCIAL INSTRUMENTS (billion USD)
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Public Sector Financing
Share of portfolio
38%
Under Implementation
20 projects worth 1.6bn
Total PSF projects
34 projects worth 2.7bn

Public Projects
125 projects worth USD 4.5bn
Share of portfolio
62%
Funding amount and % by financial instrument
Grants: USD 3.2bn / 44%
Loans: USD 3.1bn / 42%
Equity: USD 402.1m / 6%
Results-based payments: 496.7m / 7%
Guarantees: 79.8m / 1%



GREEN
CLIMATE
FUND

THE IMPERATIVE OF A GREEN COVID-19 RECOVERY
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Fig. 5 | Longer term climate response. a—-c, Emissions of CO, (@), CO. concentrations (b) and the global surface air temperature response (c) for the
what-if pathways from Table 1, emulated by the FalR v.1.5 model. The baseline pathway is also plotted but largely obscured by the two-year-blip
pathway. The 5-95% Maonte Carlo sampled uncertainties are shown and weighted according to their historical fit to observations (red dotted line)™
shown in ¢ (see Methods).

Source: Foster et al (2020): Current and future global climate impacts resulting from COVID-1g, Nature Climate Change



DEVELOPING COUNTRIES

* Fall in domestic public revenue
and downgrades in sovereign
credit rating

* Decline in private external
finance (portfolio & investment
flows, FDI, remittances)

* Solvency and liquidly crisis for
SMEs

FINANCIAL IMPLICATIONS OF COVID-19 IN

GREEN

FUND

Debt and deficits
Projections for 2019-21 show the COVID-19 pandemic has

pushed debt to historically high levels.
(percent of GDP)
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Sources: IMF Historical Public Debt Database, IMF World Economic Outlook, and IMF staff calculations.

Note: The left chart shows historical and projected 2020 debt for AEs and EMEs based on a constant sample of 25
and 27 countries, respectively, weighted by GDP in purchasing power parity terms. The right chart shows the
projected increase in 2021 debt over 2019 debt for the AEs, EMEs and LICs as defined in the IMF's World Economic

Outlook, as well as key fiscal measures governments announced or taken in selected economies in response to the
COVID-19 pandemic as of September 2020.

INTERNATIONAL MONETARY FUND

CLIMATE
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GCF'S THEORY OF CHANGE IN THE ERA OF COVID-19

The GCF promotes paradigm shift in developing countries toward low-emission
climate-resilient (LECR) development pathways, in line with the
goals of the UNFCCC and Paris Agreement

IF barriers on the supply side of finance for financiers and the demand side of finance for
entrepreneurs are addressed

THEN countries will shift towards LECR development pathways by 2030

BECAUSE long-term affordable finance will be available at scale for an increasing flow of
bankable green, climate resilient investments.

TOC
STATEMENT

Built environment ﬁ Energy & Industries ﬁ Human security, === Land-use, forests ,:':‘,
Livelihoods & wellbeing & ecosystems

ADAPTATION

Resilient infrastructure and

. " Resilient health and well-
built envircnment

Low-emission energy

access and power being, food and water zecurity Resilient ecasystems and

eneration ecosystem services
g Resilient livelihoods of the
most vulnerable people,

communities, regicns

Energy efficient buildings,
citizs and appliances;
low emission transport

MITIGATION

Sustainable land use and

Low-emissicn industries
forest management

Outcome 1: Transformational planning and programming: Strengthened developing z
country capacity to integrate climate and sustainable development policies and identify,
design and implement transformational climate investment

Outcome 2: Catalysing climate innovation: Increased number of innovative and '
inclusive, high-potential business models, technologies or practices demonstrated and .T'
OUTCOMES —
Outcome 3: Mobilization of transformational investment at scale: Catalyse public and a®p
private finance to scale up inclusive, high-potential, climate innovations through blended 0&9:
4

and innovative finance and support to climate financing facilities & financial institutions

uptake of good practices, methodologies and standards to green domestic financial

Outcome 4: Knowledge creation and sharing to shift finance flows: Dissemination and @
institutions and systems

GREEN
CLIMATE
FUND

GCF Working Paper 3
Scaling up climate action in the era of Covid-19

6 initiatives towards achieving the GCF
and Art. ll(1.c) theory of change
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What?

Who?

Why?

How? <

-

When?

Readiness Initiative supporting developing countries to
foster policy integration in their NDCs

e Leveraging ongoing NDC enhancement efforts to foster policy
integration between climate action, economic recovery and the SDGs

» Key stakeholders in developing countries (NDAs, including other line
Ministries, sector agencies, civil society, and the private sector)

* Policy integration could almost halve investment requirements in key
sectors to meet the SGDs and Paris Agreement —USD 2.7 trillion per yr
under fragmented policies vs USD 1.5 trillion per year with policy
coordination (Rozenberg & Fay 2019)

* Deliver rapid support to craft climate resilient, integrated and inclusive
economic stimulus measures and incorporate them into updated NDCs.

* Enhance and finance NDC ambitions by identifying, designing, and
implementing transformational climate investments with high socio-
economic co-benefits

e Intake of rapid readiness requests up to Feb 2021
e NDC enhancement support up to COP 26

GREEN
CLIMATE
FUND

to implement NDCs

‘ NDC implementation support

\

\\
‘ Country Programme /Entity Work Programme

Concept notes to implement NDCs

|
‘ NDC update and/or enhancement

[

Sectoral strategies and integrated
investment plans to implement NDCs

Enabling environment for NDC
implementation
4

273 GCF’s Readiness Grants covering
133 countries valued at USD 120 mil
are supporting NDCs



EXAMPLES FROM THE GCF PROJECT PORTFOLIO .gf,i'fyﬁ

i FUND
 Total Project Value: $1.1bn

FP 115 : Espejo de Tarapaca-Chile * Tonnes of emissions avoided: 35.0 m

* Financing structure:
Co Financing 94.5%

Co-Financing Co-Financing
647.3m Loan 360.9m Equity

GCF Financing 5.5%



EXAMPLES FROM THE GCF PROJECT PORTFOLIO ‘gﬁ,ﬁ:ﬁ

MITIGATION

MULTIPLE COUNTRIES

Climate Investor One

FUND

Total Project Value: $821.0 m
Tonnes of emissions avoided: 53.7m
Financing structure:

Co Financing 87.8%
Co-Financing Co-Financing
310.0m Equity 310.0m Equity

GCF Financing 12.2%



GREEN

GCF-SUPPORTED PROJECTS: EXAMPLES ‘

CLIMATE
FP152 Global Subnational Climate Fund (SnCF FP151 Global Subnational Climate Fund (SnCF-
Global) - Equity Global) - Technical Assistance (TA) Facility

Total project investment: $750m Total project investment: $28.om

GCF finance: $150m in equity GCF finance: $18.5m grant

Project beneficiaries: 77.6m Accredited Entity: International Union for
Accredited Entity: Pegasus Capital Advisors Conservation of Nature

SnCF Global aims to catalyze long-term climate investment at the sub-national level and is designed to attract primarily
private institutional investment to deliver certified climate and SDGs impacts and Nature-based solutions at global scale.

16

Mitigation 42 countries
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FP151 + FP152 Global Subnational Climate Fund (SnCF Global) 
Approved at B.27
GCF finance: USD 150 million in equity & USD 18.5 million grant for Technical Assistance Facility
FP151 AE: International Union for Conservation of Nature
FP152 AE: Pegasus Capital Advisors

The goal of the Sub-national Climate Fund Global (SnCF Global or the “Fund”) is to catalyze long-term climate investment at the sub-national level for mitigation and adaptation solutions through a transformative financing model. 
The SnCF Global’s business model is designed to attract primarily private institutional investment and to deliver certified climate and Sustainable Development impacts and Nature-based Solutions at global scale (SDGs, NbS).
The subnational level is key: 70% of known climate solutions are located within the boundaries of subnational authorities. The SnCF Global presents a positive disruptive solution on how subnational climate projects should be structured, de-risked, and funded by both private and public investors, while monitored and benchmarked at the highest level of rigor and quality.
The Fund is designed to overcome project-level barriers and limitations in attracting private investment that leads to chronic underfunding of bankable mitigation and adaptation projects at the sub-national level, specifically at the deal size of USD 5 million to 75 million. Thousands of high merit sub-national projects are bypassed by commercial financing because investors prefer perceived safer and larger investments. The Fund firmly believes that GCF anchor funding and first-loss coverage will unlock both public investors and more importantly, private institutional investors. 
With GCF support, these investors have expressed willingness to co-invest. 
This is the first time an impact equity fund mobilizes public (20%) and private sector (80%) funding at scale to de-risk sub-national middle scale infrastructure projects.


FPo78 Acumen Resilient Agriculture Fund (ARAF)
Total project investment: $56.om

GCF finance: $23.om equity, $3m grant

Project beneficiaries: 10.om

Accredited Entity: Acumen

GREEN
CLIMATE
FUND

ARAF is the first private sector agriculture fund for climate adaptation and offers a new model of how businesses can help
smallholder farmers become more climate resilient.

Adaptation Ghana, Kenya, Nigeria, Uganda 17
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FP078 Acumen Resilient Agriculture Fund (ARAF)
Approved at B.19
ARAF is investing in micro-, small- and medium-sized enterprises (MSMEs) that address the needs of farmers living on the poorer strata of society.
ARAF provides equity and quasi equity to agribusinesses serving smallholders. The long life of ARAF will provide time for innovative, early stage companies to develop and scale up financially viable business models which provide social benefits. 
ARAF’s focus is on supporting aggregators (companies that offer bundled climate resilience solutions), agritech businesses (which provide digital platforms such as online marketplaces) and financial service providers (which help farmers diversify their income base by investing in additional productive assets).
 ARAF’s long-term goal is to increase the resilience of farmers through increased productivity and predictable incomes, enabling them to build a base of savings and assets to reduce the impact of future climate shocks.

GCF’s Role
GCF’s anchor investment of USD 23 million in equity in ARAF’s first loss pool is catalytic, as it de-risks the investment for risk-averse private sector investors. 
GCF’s funding provides protection from what many investors often view as the high risks of financing early-stage agribusinesses and services for small-scale farmers. 
GCF has also injected USD 3 million into a USD 6 million Technical Assistance Facility to help investee companies build climate adaptive businesses that provide a financial return to ARAF and its investors. Since its first agriculture investment in 2008, Acumen has built a diverse portfolio of pioneer agriculture companies serving those without access to ready finances. 
GCF’s role in this innovative partnership with Acumen is to boost ARAF's capital to USD 56 million and incorporate a focus on climate resilience.
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