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ABOUT THE GCF

The Green Climate Fund (GCF) is the
largest dedicated multilateral cli-
mate fund. It was set up in 2013 by
the 194 countries who are parties to
the United Nations Framework
Convention on Climate Change
(UNFCCCQ). It aims to deliver equal
amounts of funding to limit or
reduce greenhouse gas emissions in
developing countries and to help
vulnerable societies adapt to una-
voidable climate change impacts.

The GCF's initial resource mobilisa-
tion in 2014 received pledges worth
US$ 10.3 billion. As part of the
ongoing replenishment of the GCF,
31 countries and two regions
pledged to provide an additional
US$ 9.99 billion for the next four
years (status: May 2020).

The GCF Secretariat is based in
Songdo, South Korea. The fund is
governed by a board of 24 members
with equal representation from
developing countries and developed
countries. See: http://
www.greenclimate.fund

GCF MONITOR

The GCF monitor reviews the pro-
gress of the GCF's efforts to respond
to the challenge of climate change.
Each edition analyses and briefly
describes a unique topic selected
because of its high importance at
the recent Board meeting or other
relevant event. The GCF Monitor is
produced by the FS-UNEP Collabo-
ration Centre of the Frankfurt School
of Finance and Management.
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Understanding private sector finance

While 23 trillion USD has been invested in the global real economy in tan-
gible and intangible assets in 2019, only a small fraction of around 800
billion USD can be identified as climate-consistent flows. So, without ques-
tioning the vital role of the public sector in the transition to sustainable
economic development, private sector engagement is required (and availa-
ble) to shift and mobilise existing and new investment flows toward the
climate agenda. The Green Climate Fund (GCF) is considered as the multi-
lateral flagship fund for financing private sector climate activities. Despite
the interest from the private sector in cooperation with the GCF, so far only
a limited number of private sector actors have achieved GCF accreditation
as Accredited Entities (AEs) and only a few private sector projects are ap-
proved by the GCF. In the light of the development of the private sector
strategy with the overall purpose of ensuring a more proactive engage-
ment of private sector entities, this GCF Monitor discusses current engage-
ment and options to foster private sector activities.

Key messages

e There is an interest among the private sector in partnering with the GCF on climate-
related projects, however, only less than a fifth of all 178 approved projects are tagged as
private sector projects, incl. only two adaptation private sector projects.

e The governance structure of the GCF, the accreditation requirements and the process is
not appealing for all private sector players The current accreditation framework is more
in favour for partners from the financial sector compared to the non-financial real econo-
my partners that also have a large potential to increase the GCF's impact.

e The development of the private sector strategy is important to define how and whom the
GCF shall and can effectively promote to achieve private sector-led growth in the overall
project portfolio.

® For the private sector strategy, a clear identification of different types of private sector
partners is needed as it represents the basis to design differentiated engagement strate-
gies and adjust terms and conditions for engaging them.

e Portfolio analysis reveals that co-finance leverage is similar for private and public sector
projects, while private sector projects are on average much larger. In impact terms, re-
duced emissions per invested dollar through private sector mitigation projects have a
lower impact compared to public sector projects.
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Introduction

The global transition towards a low-carbon and
climate resilient economy will require significant
resources to combat climate change in the or-
der of trillions of dollars, incl. a crucial shift in
the way public and private actors make deci-
sions. Year-over-year trillions of dollars (23 tr. in
2019, +40% growth compared to 2010) flowing
in the real economy (World Bank, 2021). While
only a fifth of this magnitude is needed to be
consistent for a 1.5°C pathway (IPCC, 2018), cur-
rently only 800 billion US dollars are flowing to
climate-consistent investments, two-thirds of it
from private source (UNFCCC 2021). Conse-
quently, the huge need for climate-consistent
projects and programmes, planned and under-
way, cannot be funded from public sources
alone. Therefore, the role of the private sector is
crucial for the transformation of the global
economy and the financial system.

While existing private sector initiatives recog-
nise the importance of tackling climate change,
not all private sector potentials are exhausted
yet, and face investment barriers and risks. Pub-
lic players, such as the GCF, play a key role in
stimulating and scaling private climate friendly
investments by requiring or incentivizing busi-
nesses to reduce emissions and strengthening
resilience.

The GCF is considered as the flagship fund for
private sector engagement. Therefore, address-
ing barriers to mobilize private finance — espe-
cially for adaptation — that prevent investments
from materialising represents a key challenge
for the GCF. In accordance with the Governing
Instrument, the Private Sector Facility (PSF) is an
integral part to finance private sector activities
at national, regional and international levels.
The importance of private sector finance is also
defined in the up-dated strategic plan. For the
period 2020-2023, it states “to more systemati-

FS-UNEP Collaborating Centre

cally and fully realize the potential of the GCF to
mobilize resources at scale, and support to mo-
bilize resources at scale, and support activities
to increase the impact of investments, while
encouraging a wider alignment of financial
flows with countries’ climate plans and strate-
gies." Therefore, PSF has the mandate to pro-
mote the participation of private sector actors
in developing countries, consistent with a coun-
try-driven approach. Although there is enor-
mous interest amongst the private sector across
the world in partnering with the GCF, so far only
a limited number of private sector actors have
achieved GCF accreditation as Accredited Enti-
ties (AEs), and only a few private sector pro-
posals are approved by the GCF board. In re-
sponse to the above mandate, the PSF is devel-
oping a private sector strategy with the overall
purpose of ensuring a more proactive engage-
ment of private sector entities (GCF/B.23/12/
Add.01).

GCF’s private sector partners

The GCF aims to directly and indirectly finance
climate actions and will promote the participa-
tion of private sector actors in developing coun-
tries. Although not precised within the GCF, di-
rect finance refers to transactions between the
GCF and a partner, relating to financing the GCF
supported project or activity. Indirect finance
counts the remainder of the private financing
for a project — so called co-finance. Co-Finance
are financial resources required to implement a
funded activity for which a Funding Proposal
has been submitted, additionally to GCF finance
(GCF Policy on Co-Financing, 2019).

The GCF engages on various levels with private
sector partners (Stoll et al., 2021). With respect
to direct and indirect finance, AEs are the main
GCF partner. In coordination with National
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Designated Authorities (NDAs), AEs propose pro-
ject ideas, submit funding proposals, and man-
age/monitor approved projects. AEs can be pri-
vate or public, non-governmental, sub-national,
national, regional or international, as long as
they meet the GCF accreditation requirements.
To demonstrate their eligibility for accessing and
managing GCF funding, these institutions go
through a process of “accreditation”, designed to
assess their financial and project management,
experience and safeguarding capacity for pro-
jects and programme management. A closer look
at the AEs reveals that all private sector AEs are
from the broader financial sector such as banks
and investment funds. Based on their existing
business model, they inherit a huge potential as
most of the private financial sector AEs are en-
dowed with those fiduciary standards and can
leverage different financial instruments, incl. eq-
uity or guarantees. Given the nature of non-
financial sector actors, they are generally less
endowed with such fiduciary standards.

The “private sector” is not limited to financial
actors, such as banks, funds and insurance com-
panies. It embraces a wide range and diverse set
of actors with different - and sometimes com-
peting - goals and roles within a country’s econ-
omy. They can be broadly divided and differenti-
ated by majorly demand side or supply side ac-
tivities:

e Actors creating demand for finance: Actors
on a spectrum ranging from individuals and
households, (M)SMEs to large corps pro-
ducing goods and services.

e Actors supplying and/or channelling fi-
nance: They include a diverse set of institu-
tions that provide financing, either as debt,
equity, or mezzanine, determined by the
risk/return profile and investment horizon,
among other characteristics.

With respect to private financial actors, these can
be distinguished between, private parties with
both development impact and financial return
objectives (i.e. impact investors and social enter-
prises) and private actors with commercial finan-
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The latter includes, local and foreign companies,
commercial banks and local and foreign compa-
nies, commercial banks, local and foreign institu-
tional investors, as well as retail investors (OECD,
2020). While the former more often aim for fi-
nancial risky investment in adaptation and miti-
gation actions that involve early-stage technolo-
gies or business models that are not commer-
cially viable, the latter aim to leverage a large
quantity of co-investment with lower risk but
with lower reward expectations. The former has
the potential to achieve higher impact returns
but likely requires more GCF funds (to reduce
risks) to be attractive. Thus, there is also a need
to identify and distinguish private finance sector
partners within the private sector strategy, i.e. to
adjust communication, but also the terms and
conditions for engaging them.

Therefore, important cornerstones in the GCF's
private sector strategy to bridge private and
public sources, need to define, who and how the
GCF shall and can effectively promote private
sector-led growth in the overall project portfolio.
The identification of different private sector part-
ners - both for actors creating and supplying the
demand for finance - represents the basis to de-
sign differentiated engagement strategies.

Private sector portfolio analysis

Analysing the GCF's private sector engagements
through examining the portfolio appears chal-
lenging. Within the GCF the PSF is responsible
for private sector proposals; the division of miti-
gation and adaptation oversees public sector
proposals. Although private finance on the oper-
ational level is defined as “all financial resources
that are provided for the implementation of a
funded activity from entities that are more than
50 per cent owned and/or controlled by private
shareholders”, the categorisation between public
and private proposals is not transparent. The
subsequent analysis differentiates between pri-
vate sector (left bars, n=35) and public sector
(right bars, n=143) projects in Figure 1, across
GCF and co-finance type (public and private)
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and theme (mitigation and adaptation). Overall,
private sector finance has a large bias towards
mitigation result areas. However, private sector
AEs, so far, typically submit individual projects
which aim less for systematic changes, that has
been frequently criticised during proposal as-
sessments.

The GCF promotes with its PSF the provision of
de-risking investments to private equity funds
and financial institutions to mobilize co-finance.
The co-finance leverage describes the use of GCF
funding to trigger complementary funding. Fig-
ure 1 illustrates almost a similar co-finance lever-
age between private sector and public sector by
theme. On average each dollar of GCF invest-
ment in mitigation leveraged 3.4x (3.5x) dollars in
private (public) mitigation finance. Notably, the
co-finance leverage is largely in favour of mitiga-
tion, compared to the low co-finance perfor-
mance for adaptation projects (private x1.4 and
public x1.9). In those cases, a further investiga-
tion is needed to identify driver of the co-finance
leverage ratio by actors and applied technology,
such as opportunities for generating return, fi-
nancing instruments, terms, and conditions of
the co-finance. However, it is clearly shown, that
in this calculation, the thematic result areas
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(mitigation and adaptation) represent a higher
weight to co-finance mobilisation, than the ac-
tors (private and public). The much lower co-
finance ratios for adaptation projects with a high
share of GCF grant support reflects basically the
broadly known investment barriers for the pri-
vate sector, such as missing business cases in
adaptation activities.

While co-finance leverage is an important mean,
it still needs to be effective to achieve the man-
date of the GCF. Reductions and avoidance of
greenhouse gas (GHG) emissions, increased resil-
ience by counting direct and indirect beneficiar-
ies are the two most common indicators. Calcu-
lating and comparing public (n=70) with private
(n=33) sector projects GHG emission reductions,
public projects appears much more cost effec-
tive. When considering total project volume, in-
cluding co-finance, the public sector projects
achieve on average emission reduction of 0.28
tCO2 per invested dollar — twice the amount of
private sector emission reductions with 0.14
tCO2 per invested dollar. This numbers must be
considered with care as ex-ante estimations may
still vary as they are calculated based on as-
sumptions.

Figure 1: Total Funding Amount by theme (nominal) and type

16 Co-Finance M  x: Co/GCF
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Note: Co / GCF leverage in bold (i.e. x3.4). Total number of projects: n=178; private sector projects: n=35; public sector pro-
jects: n=142. Standard error in whiskers. Light green bar: GCF finance, Dark green bar: Co-finance. Funding amounts for cross-
cutting projects are dissolved and aggregated to mitigation and adaptation result areas. In absolute terms, the 35 private sec-
tor projects are cumulative 12.5billion (mitigation: 11.8 billion / adaptation 0.7 billion), compared to a cumulative total of 20,7
billion (mitigation: 13.9 billion / adaptation 6.8billion) for 143 public sector projects. The private and public classification of the

projects is based on official information provided by the GCF.
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Summarizing the analysis, two effects can be iso-
lated: Firstly, while the co-finance leverage of pri-
vate sector projects is similar as for public sector
projects (this holds for mitigation and adaptation
result areas), in absolute terms, private sector pro-
jects (are much larger than public sector projects.
Thus, there is a large potential to fulfil the GCFs
objectives by paving the way towards the trillions
of private sector funding flowing in the real econ-
omy. Secondly, however, although larger in abso-
lute terms, the lower performance of avoided or
reduced emissions per invested dollar of private
sector projects, provides an indication, that pure
private sector projects are noticeably inferior com-
pared to public sector projects in terms of impact,
at least ex-ante project implementation.

Recommendations

The role of the private sector is important in the
mobilisation of climate finance and fundamental in
the transformation of the global economic and
financial system. The sole provision of an opera-
tional level definition, which characterizes a pro-
ject as private, are insufficient to be able to broad-
ly mobilize the enormous market potential and to
collaborate with real economy players. Deliberate
steps are needed for future public sector projects
to align private sector opportunities with national
objectives. This ideally starts with the NDAs during
the strategic country programming. It would be
beneficial to the GCFs overall objectives, if the pri-
vate sector strategy could clearly distinguish be-
tween different private sector groups, their respec-
tive roles, and interests, namely: pure financial sec-
tor actors, and real economy players — and their
subgroups.
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In addition, the lack of information to differentiate
between private sector projects aiming for devel-
opment impact, incl. financial return objectives
and private projects with commercial financial ob-
jectives, incl. varying risk-return profiles, hinders to
clearly identify private sector actors. Therefore,
more clarity is required on what qualifies as a
“private sector proposal”, incl. formulated devel-
opment impact, especially in adaptation result are-
as. Finally, more details and clarity on impact and
performance measurements are needed to track
progress in achieving the mandate of the GCF.
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