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Source of Capital

Government Finance

Governments or public entities,

ﬁ TYPE Of Enl:ity State-owned Enterprises

(majority government owned)

All stages, from early stage/RE&D to
E EE Investment Stﬂge late stage/fully mature investments

(e.g. infrastructure)

Public goods, often with social, economic, and
environmental impacts; Also interested in “crowding
in” private capital where possible

Debt, guarantees; sometimes equity/grants. Often
“concessional”

,‘_-Egi Instrument

@ E:Eﬂgfr Of Concessional (no)

Description

Government and public entities are focused on achieving social and environmental impact,
and they have a wide range of tools at their disposal.

Public funding plays & central role in covering certain climate mitigation and adaptation activities that do not
have immediste financial returns, but its capacity is limited, and can be constrained particularly in periods
of economic contraction or where tex revenues are insufficient. Between 2019 and 2020, public funders
spent approximately US$321 billion in climate action, of which US538 billion was direct flows ([domestic

and international), primarily in grants. However, in some developing economies, public funders can
inadvertently cromd out private investments in a variety of ways. For example, financial regulation limiting
pension funds’ investment options can result in overallocation to sovereign bonds, leaving little room for
investment in other domestic projects.
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Recommended Actions By Key Source Of Capital

Because their funding is often concessional, patient and grant based, government funds are important
catalysts for private investment, and yet are often inefficiently allocated. Fundamentally, those respon-
sible for allocating the public balance sheets can and should be more strategic in their approach to allo-
cate public capital, and in doing so can focus on Just Financing and climate outcomes. Some suggestions
for what this actor can do more of to enhance Just Financing outcomes include:

* Forall climate investments: integrate measures and tools that increase public and privete climate
finance flows to investments that suppeort (and were neaded, pricritize) the low-carbon and climate
resilience transition of the most vulnerable communities and countries.

* For climate investments that are commercial: public capital should always avoid funding commercially
viable projects under preferential terms which may result in distorting the market.

* For climate investments that have near-term potential to be commercial, but where investors have
higher-than-normazl perception of risk, small amounts of public capital (in the form of guarantees, or
direct lending) should be used to mobilize private capital to address perceived risks and mahilize private
climate finance.

* For climate investments that have long-term potential to be commercial, and where there is both high
perception of risk, and high actual risk (e.g., technology risk), public capital should be used to address
perceived and rezl risks of other investars &s a mechanism to mobilize and “crowd-in” private capital
into such investments.

# For climate investments with low/no potential for long term commercialization, and where there is
a high climate impact (mitigation and/or adaptation), public capital should prioritize and fully fund
projects that will have significant positive Just Financing climate outcomes for communities, cities and
citizens. Such projects should receive a larger propartion of public funding than investments that have
the potential to mobilize private capital.




Source of Capital
Public Institutional Investors and Asset Managers
soversign Wealth Funds, Pensicn Funds, Public

Sector Pension Companies and Funds (in liew
of pension funds)

EBE Investment Stage

Driven by dients” requirements, e.g., ESG
and investment time horizon.

amh Inst t Inwest through mutual funds, tradable securities
e [stocks and bonds), smaller portion in PE funds

Supplier Of Concessional
7 capital

Description

Public institutional investors and asset managers include public crganization and funds that pool resources and
imvest on behalf of others in a variety of assets and instruments {e.g., mutual funds, securities, and PE funds).
These indluds sovensizn wealth funds, pansion funds, snd public sector pension companies srd funds. A soversjzn waslth fund
(SWF) iz & goverrement investment fund mansging resounces from the country's surplus reserves. Typicalby, thess surplus reserees
come from revenues from svte-owned netural resources, trade surpluses, forsign currenoy cperations, privetizations, budgeteny
saings, and governmenial transfers. S Fs ane nelativedy fedble sources of funds — depending on their courtry-spedific purpase:
and polickes — with the abdity to provide: long-tenm Fwvestment eitter directly into projects or through fund managers. When
investing with dimate corsidersiions in mand, most prefer to oo so through priveie sguihy, nesl st hsbed equities, snd foosd
imcoemes. SWT investnets in dimste dreange relsted sectors toteled US43.3 million in the first thres quarters of 2021, up from the:
US452. 3 billion reported in all of 200000

Public institutional investors typically ook for lower-risk investments with a large ticket size in the tans to
hundreds of millicns of dollars,

I eresral, thiey are less Wby to makes direct nesstrments inbo 8 project, prefering instesd to irvest imto funds with & prosen
track record. They alzo reby hesanily on existing relationships with trusted fund mansgers for sny investments. Mobilizing
instiutional irvestrment i an snonmous opportunity, but it faces constraints sround axset allocation requinements, skze of deals,
and liguidity. Institutional imeestors s=t spediic terget allootons soross =ach type of asset, and the alloetion for dessloping
opurtries tends to be bow [10-20% = comemon). Institutionsl evsshors typically muost make ey Brpe investorents, of which there
iz = limited pigefine in developing couniries. To dete insttuticnal inveshors have played & hrmited role 8z sounoss of funding to
projects in developing somnoemies.
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Recommended Actions By Key Source Of Capital

some suggestions for what Public Institutional Investors can do more of to enhance Just Financing out-
comes include:

+ Ensure that all investment iz aligned with the Country’s NDC commitments and Just Financing
Principles.

» Ensure deployed integrate climate-related risks assessments, and that investments reflect [in their
financial structure) incentives for low-carbon, climate resilient investment that align with the Courntry’s
HDC commitments.

= Increase their target allocation for low-carbon, climate resilient infrastructure, which can then support
allocation of a larger proportion of their investments to climate-transition, such as energy, transport or
WaETen

# Coordinate with the gowvernment on country climate strategies to advance pipelines of investable
projects and foster an investment emdronment that supports climate-related investment [e.g.. including
through legal and regulatory changes).




Source of Capital

Export Credit Agencies

ﬁ Type Of Entity Government-backed Entities, Semi-

governmental entities, Private Lenders

Early. mid and late s=ge.

Supports an ECAS own country’s domestic
manufacturing/enterprise base to export to
other markets.

Debt. trade finance, guarantee or support
agreement; often with “concessional™ terms.

Description

Export credit agencies (ECAs) are either private companies operating on behalf of their
COUNtry’s government, or regionally or are gauerrnrerrtal agenues themselves. In either case,
ECAs pn:mde support to promote domestic companies” international export of goods and
services. *

ECAsz" approach to financing can be quite flexikle, and they offer a wide range of support. including low-cost
debt, export credits such as trade finance (short term loans, payment-in-advance, working capital loans,
overdrafts, and factoring), insurance, and guarantees that allow domestc companies to mitigate the risk

of establishing cperations and/for selling their products internationally. Due to their flexibility, they hawea
become crucial players in supporting exports into and from developing economies. In 2019/2020, ECAs
accounted for 51.4 billion in climate related financing to developing economies.

ECAz in developed countries, such as the United 5@=tes, Germany. and Canada. often finance large-zcale
projects in developing countries through these export credits. Notably, as they are commercially motivated
and demand-driven. export credits do not count as Official Development Assistance, but they are an
increasingly imporant source of low-oost, flexible finance, espadially for investments in middle income
countries. Howewer, ECAs are not currently serving all developing economies, and significant impact could
be achieved if they were to do so. They also have great potental to impreve the financial risk profile of
climate-related projects, for example through the provision of insurance.

I hyor Shishlor, Sewne-Mathnin Weiher, bva Stepohuk, Loila Daroulch, A Michasiows, Peripectives Oimate Group, 2000, Siudy on exdemal ong
intornaol cimte change polnics jfior eport et oeo insranom spences 20-03-11 Forspectives S04 Shucy Final novined oo (oo i)
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Recommended Actions By Key Source Of Capital

some suggestions for what Export Credit Agencies can do more of to enhance Just Financing cutcomes
include:

+ Introduce internal policies to ensure that an ECA"s own financing approaches are in line with their
gowvermment’s climate change commitments and the Paris Agreement.

* Ensure investments supported with export credits are consistent and aligned with the NDC of the
imvestment destination country.

* Ensure projects funded are consistent with and reflect Just Financing Principles and aligned w/the ECA's
own objectives around job creaton [both at home and abroad).

» Ensure that all funding deployed integrate climate-related risks assessments, and that investments
reflect {in their financial structure} incentves for low-carbon, dimate resilient investment

= Increase transparency of their ECAs, notably making public their support provided to carbon-intensive
activities and associated GHG emissions of their portfiolios in line with the TCFD.

* Encourage local investors to invest in developing and emerging economies.

14




Source of Capital

Philanthropy, Private Donors, and Impact Investors

@ Type Of Entity Il:;“w:ﬂ Investors, Philanthropy, and

Prioritize sodal, economic, and
environmenial impact and crowding in
private capital

% Instrument Grants and commercial or concessional debt

= Supplier Of Concessional -.
LT capital (no)

Description

Private philanthropies, impact investors and private donors often provide capital in the
form of grants or concessional funding, with an investment goal of achieving social, climate,
environmental, or other sustainability impacts in addition to economic returns.

Philanthropic, private donors and impact invesiors provide valuable risk bearing capital, but globally in
smaller wvalumes than other investors. Even when making return-seeking inveszments, their funding is able
to bear higher risks and require lower returns becuse of the impact-driven objectives of their investing.
Funding provided by philanthropies and donors can be non-grant, for example equity or debt through
programme or mission related investments. Betwean 2019 and 2020, private philanthropy for climate acton
grew from less than US51 billion to more than U551.6 billion.?
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Recommended Actions By Key Source Of Capital

Some suggestions for what Philanthropy, Private Donors and Impact Investors can do more of to en-
hance Just Financing outcemes include:

= Ensure that all investmients are aligned with Just Financing Principles and integrate/mainstraam into
funding strategies objectives that ensure the most wulnemble countries and communities have access
o funding.

= ‘Work with and catalyze other forms of capital. and where needed invest in activites that other forms
of capital may be less able to invest in, such as project preparaton, capacity building. to ensure that
low-carban, climate resilient investments are realized.

= Provide investment towards climate-related enterprises that can “fll gaps” in the ecosystem of
finance, such as seed and angel investment capital in order to help build a pipeline of imestment for
othar private invastors, such as W, P/E and debst providers.

& Be pragmaftic about supporting technalogy that decarbonizes emiszions intense industries and fossil
fuels and willing to eke technology risk.

# Increase allecations to developing and emerging economies aimed at supporting adaptation,
resilience, as well as loss and damage.
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