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Executive Summary

eeting the climate change challenge

requires the climate funds and mul-

tilateral development banks like the
IDB to work synergistically, building on the
comparative advantages of each. The IDB
Group and other multilateral development
banks are key partners, materially leveraging
climate fund financing (5x leverage factor in
the case of the IDB) and delivering measur-
able impact. To speed progress, this note pres-
ents a set of recommendations for enhancing
access to the concessional finance that these
funds can provide. These recommendations
are mainly focused on streamlining climate
funds approval processes, further developing
their product offer, and enhancing their coor-
dination and complementarity.

This note was prepared by the Inter-Ameri-
can Development Bank (IDB) as an input to the
work of the G20's Sustainable Finance Working
Group on enhancing access to concessional cli-
mate finance. Stemming from the IDB’s own
experience working in Latin America and the
Caribbean (LAC) with some of the major global
concessional climate funds, it intends to provide
its perspectives and lessons learned on aspects
affecting access to funding from the Climate
Investment Funds (CIF), the Global Environment
Facility (GEF), and the Green Climate Fund (GCF),
hereafter jointly referred to as “CF".

It is widely acknowledged that to effectively
tackle the challenges posed by climate change,

as per the targets established through the Paris
Agreement, neither public finance nor the cur-
rent rate of private investment in mitigation and
adaptation projects will be sufficient. Climate
finance at the global level, currently about US$1.3
trillion for the period 2021/2022, needs to increase
significantly to reach an estimated level of US$9
trillion annually by 2030 (and over US$10 trillion
each year thereafter until 2050).! Concessional
climate finance—that is, public or philanthropic
funding capable of offering finance for climate
investments under terms and conditions more
favorable than regular market standards—is
thus critical to accelerate the rate of investment,
based on its capacity to enhance the financial
profile and/or de-risk such investments and thus
catalyze financial flows toward them. Conces-
sional climate finance resources have allowed the
IDB to support and enable climate projects that
required enhanced financial conditions (in terms
of interest rates, tenor, grace periods, amorti-
zation profiles, collateral requirements, among
others). They have also provided much-needed
tools and room for testing and innovation to
push the frontier and accelerate penetration of
low-carbon, resilient technologies and associ-
ated business models. The price concessional-
ity and higher risk tolerance that these sources

I Climate Policy Initiative. 2023. Global Landscape of Cli-
mate Finance 2023. https://www.climatepolicyinitiative.
org/wp-content/uploads/2023/11/Global-Landscape-of-Cli-
mate-Finance-2023.pdf.
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# Projects / Programs

CF funding (millions of US$)

Expected co-financing (millions of US$)
Leverage factor

IDB’s share of CF funding

LAC's share of CF funding

IDB’s share of CF funding to LAC

$838

$6,150

1.4%
18%

62%

No. of accredited entities/agencies

can provide have been essential for this purpose.
They have enabled the IDB to deploy new finan-
cial instruments and support innovative financ-
ing modalities and risk levels it could have not
fully supported based on its own capital alone.

Given the relevance of CF to LAC countries’
capacity to deliver on their Paris Agreement
commitments, the IDB? has actively engaged
with these three climate funds® to become a sig-
nificant implementing partner for them in LAC,
reaching approximately 11.4 percent of total CIF
approvals* (62 percent® of approvals for LAC), 5.5
percent of GCF approvals® (23 percent” of LAC),
and 2.4 percent of GEF approvals® (10 percent
of LAC), respectively. As of April 2024, the IDB
was responsible for the highest share of fund-
ing approvals for LAC for both the CIF and the
GCF. Moreover, the IDB has channeled about
30 percent of the concessional climate finance
that these three funds have provided to the
region. Its portfolio comprises about 129 projects
and programs approved by the CF, amounting
to about US$1.8 billion in concessional climate
resources, through which IDB expects to mobi-
lize approximately US$9 billion in co-financing to
achieve a 5x leverage factor. Of this CF funding,
approximately 37 percent has been provided
in the form of grants (either for technical assis-
tance, investment, payments for ecosystem ser-
vices, or result-based payments) and 63 percent
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8 40 129
$762 $176 $1,776
$964 $1,706 $8,820

5x
5.5% 2.4% —
24% 24% —
23% 10% —
95+ 18

as reimbursable financial instruments (mainly in
the form of loans, guarantees, and equity).

The following table summarizes this infor-
mation, highlighting the significant role played
by the IDB in enabling access to CF funding for
LAC countries.

2 In the case of the CIF, and partially the GEF, IDB Invest has
implemented funds resources and contributed to leverag-
ing additional ones.

3 Unlike the GCF and the CIF, which focus exclusively on cli-
mate change mitigation and adaptation investments (even
if supported programs may have other environmental, so-
cial, and economic co-benefits), the GEF targets a broader
set of environmental issues, including climate change, bio-
diversity, chemicals and waste, international waters, and
land degradation. It should therefore be characterized as
an environmental fund rather than a climate fund.

4 CIF Dashboard - Data as of June 2023.

5 This percentage (and the subsequent ones for the other
CF) represents the IDB's share of the corresponding CF ap-
provals or funding commitments for LAC countries. Authors’
calculation based on sources of funding cited in each case.
¢ Data as of December 31, 2023. Source: GCF. 2024. Status of
the Green Climate Fund Resources. https://www.greencli-
mate.fund/sites/default/files/document/09-status-green-
climate-fund-resources-gcf-b38-infO7.pdf

7 Authors’ calculation based on data on GCF Open Data Li-
brary as of May 6, 2024. https://data.greenclimate.fund/pub-
lic/data/countries.

8 Share based on overall GEF funding to projects/programs
(not just for climate change) between GEF-5 and 15t GEF-
8 Work Program, as of March 2023. Source: GEF. 2023. As-
sessing the Strength of the GEF Partnership: Coverage
by GEF Agencies. https://www.thegef.org/sites/default/
files/2023-06/EN_GEF_C.64_10_Assessing%20the%20
Strength%200f%20the%20GCGEF%20Partnership%20-%20
Coverage%20by%20Agencies.pdf.
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The IDB has provided access to conces-
sional funding to a broad range of public and
private entities in LAC, helping countries deliver
on their sustainable development and climate
change-related needs, opportunities, and com-
mitments. To do so, it has designed and imple-
mented projects across all types of activities
relevant to climate change mitigation and adap-
tation in the energy, transport, water, waste,
agriculture and forestry sectors, among others.
It has deployed concessional finance through a
variety of instruments (senior and subordinated
loans, guarantees, equity, contingent invest-
ment grants, payments for ecosystem services,
and technical assistance grants). Its aim is to
provide financial and nonfinancial additionality,
which in turn could support—in alignment with
CF investment frameworks—innovation, para-
digm-shift, and transformational processes that
could advance the transition toward low-carbon,
resilient economies.

In this process it has forged valuable part-
nerships with the CF, which have been critical to
enable the IDB to foster innovation, support first
movers, and mobilize additional public and pri-
vate finance toward climate investments. The
high rate of mobilization of concessional climate
finance that the IDB has achieved (which has
ranged between US$200 million and US$600
million per year, including CF and other conces-
sional climate partners) has been instrumental
for the IDB to pursue the incremental climate
finance targetsif hasset foritselfin recent years.®

As a regional multilateral development bank
(MDB), the IDB is in a unigue position to contrib-
ute to the accelerated scale-up of climate invest-
ments needed to achieve the Paris Agreement
objectives, based on the following main pillars:

® jts capacity to deploy complex programs
on a national or regional scale, based on its
local presence (i.e., country offices) through-
out the region and its track record working
with both national and regional entities.

e its convening power to leverage bilateral
and multilateral resources, in addition to
those of the private sector (mostly through
IDB Invest, IDB Lab, and its public-private
partnership-related work) and its own cap-
ital (OC), under programs large enough to
achieve transformational change.

e jtstrack record contributing to the develop-
ment of the capacities of national entities
and partners through their engagement as
executing entities, accelerating their read-
iness to act as direct access entities (DAE)
and supporting their Paris Agreement align-
ment processes.

Accordingly, as a key provider and inter-
mediary of climate finance for LAC countries to
help them deliver on their increasingly ambi-
tious NDC, NAP, and other development strate-
gies, the IDB has been taking significant steps
towards its own Paris Agreement alignment,
including strengthening its policy support for
the transition to climate-resilient and low-car-
bon pathways and increasing its targets for cli-
mate finance mobilization. Among its current
commitments, it aims to (i) triple direct and
mobilized climate financing for LAC to US$150
billion over the next decade, (ii) provide up to
US$5 billion in additional financing for the Ama-
zon over the next 10 years for sustainable devel-
opment projects, (iii) invest in ambitious regional
programs such as America en el Centro and One
Caribbean, (iv) strengthen MDB coordination for
climate transition finance through country plat-
forms, and (v) stimulate institutional capacity for
NDC implementation through financial instru-
ments such as BID CLIMA.

Critical to the chances of achieving these
targets is securing continued, efficient, and

9 E.g., Annual floor of 30 percent of climate finance ap-
proved, as a percentage of total amount approved for 2020-
2023 for IDB and IDB Lab operations. In the case of IDB
Invest, the 30 percent target is in terms of climate finance
committed as a percentage of total amount committed.




accelerated access, in terms of both speed and
scale, to funding from the CF. The robust track
record and partnership jointly achieved with the
CF create a good basis to continue to build from.
That said, the likelihood that the IDB's access to
CF funding will significantly accelerate to match
the ambition of these targets is uncertain at this
point. This is due to a combination of:

i.  Mixed trends and unclear prospects for cli-
mate change funding across CF.

ii. Unclear prospects for the IDB (or MDBs in
general) maintaining significant rates of par-
ticipation in CF funding, given the marked
decline in MDBs' share of GEF funding
between GEF-5 to GEF-7 rounds, compar-
ative advantages of direct access entities,
MDBs, and other international accredited
entities for design and execution of projects
and programs, among other reasons.

iii. CFfunding allocation modalities that do not
always align well with MDB engagement
processes, and funding approval processes
in general not yet optimally suited for speed
and scale.

Againstthis backdrop, this note analyzesaset
of aspects affecting access to CF funding, along
with some ways in which they can be addressed.
Some of the proposed measures connect with
points (ii) and (iii) above and aim at improving
prospects that CF can more effectively capitalize
on MDBs' capacities to help deliver developing
countries' increasingly ambitious climate change
mitigation and adaptation impact objectives.

Some of the aspects discussed in this paper
are concurrently identified in recent assess-
ments and strategic documents, such as the
GCF Strategic Plan 2024-2027"° and the GEF-8
Programming Directions” The IDB therefore
understands that there is a fair degree of aware-
ness and common ground with respect to many
of them. This note highlights those aspects, and
some additional ones, that are most significant
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in relation to the IDB’'s potential to maximize

its contribution to the urgent shared climate

change agenda of LAC countries and the CF.
The main opportunities identified to help

enhance access center on the following points:

I. Streamlining project appraisal,
approval and effectiveness
processes

This first sub-section focuses primarily on the
GCF, which is where some of these aspects and
related opportunities become more significant.

1. Reduce overall appraisal, approval,
and effectiveness timeline

Access to GCF and GEF? funding implies lengthy
preparation, appraisal, approval, and effective-
ness processes that hinder the timeliness of
access to required concessional funding. This in
turn can result in missed opportunities for rel-
evant climate investments (particularly in the
case of private sector projects, where speed to
market is fundamental).

The most significant case is that of the GCF,
where on average (as per IDB's experience with
the eight GCF projects in its portfolio) it took more
than two years from the time projects entered
the GCF's pipeline to the time GCF funding agree-
ments became effective. The significant length of
this timeline has a couple of major implications.

0 GCF. Strategic Plan 2024-2027. https://www.greencli-
mate.fund/sites/default/files/decision/b36/decision-b36-
13-annex-iii.pdf.

" GEF. 2022. GEF-8 Programming Directions. https:/
www.thegef.org/sites/default/files/documents/2022-04/
GEF_R.08_29_ReVv.01_GEF8_Programming_Directions.pdf
2 Inthe case of the GEF,inasample analyzed covering about
25 percent of IDB GEF projects, average time required from
initial submission to CEO endorsement was 1.2 years. This
compares somewhat favorably relative to the GFC timeline
for similar milestones (1.5 years), but also entails opportuni-
ties for improvement. This average value should be consid-
ered with care and evaluated further, however, as the real
average of the full portfolio could vary significantly relative
to this sample.
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First, it creates a significant risk that by the time
GCF funding is available, market, political or other
relevant conditions (e.g., availability of co-financ-
ing) might have changed in a way that renders
the initial theory of change or the enabling con-
ditions (and therefore the proposed interventions
and GCF support) no longer suitable. Second,
the combination of this risk with the significant
upfront cost associated with project preparation
requirements requires IDB to be very selective
with the type and number of projects it can bring
forward. As a result, it occasionally needs to leave
aside projects that could otherwise fit well (objec-
tives, additionality, impact) with GCF priorities.

This lengthy timeline is due to a combina-
tion of factors that relate to both GCF and AE
processes. Some of those that are under GCF's
direct control® include:

i. the structure of the appraisal process, with
a number and scope of review instances pre-
senting—from the IDB'’s point of view—some
degree of overlap and duplication. This has
implications for the overall appraisal and
approval timeline; moreover, it increases the
chances of having differing views along sub-
sequent reviews, which may reopen previ-
ously agreed points, identify new issues, and/
or require further adjustments or restrictions.
When this occurs at advanced stages of the
approval process, and particularly if they are
material, they are difficult to accoommodate
without affecting the essence of the projects
and the coherence of their design (which in
turn can increase subsequent execution risk).

ii. the breadth and depth of appraisal, with the
level of analysis required significantly impact-
ing the overall preparation timeline, especially
for program proposals, where requirements
scale up with the number of countries.
A good part of such upfront work required for
GCF Board approval could be avoided at that
early stage by delegating and relying instead
on AEs' internal appraisal processes (at least

in the case of AEs with robust appraisal
capacity, as is generally the case for MDBs).

iii. capacity constraints, as GCF's staff band-
width to review concept and funding pro-
posals might be challenged by the number
of applications it receives.* Capacity con-
straints along with GCF's own pipeline pri-
oritization criteria can impact the overall
appraisal and approval timeline.

The other major aspect that significantly
affects the overall timeline for accessing GCF
funding is a particularity of the GCF process: the
need to sign a project/program-specific fund-
ing agreement, the FAA. This requirement con-
tributes significantly to the average 12 months
required (as per the experience with IDB's GCF
portfolio) after GCF Board approval to reach
effectiveness and thus be able to start access-
ing GCF resources. This GCF FAA requirement
contrasts significantly with the CIF and the
GEF, which do not require the establishment
of project/program-specific agreements after
their funding approval and rely instead on sub-
sequent MDB/GEF agency processes to make
funding available for targeted activities.

A review and streamlining of the appraisal,
approval, and effectiveness process seeking
opportunitiesto reduce the number and/or scope
of review instances is thus encouraged to capi-
talize on potential for efficiencies. We welcome
the ongoing effort by the GCF Secretariat to

s Another factor with impact on the overall timeline, but
which GCF doesn't directly control, is the time it takes AEs
to prepare or adjust documents between submissions (e.g.
from concept to funding proposal; or any additional annexes
required by the GCF following a certain review instance, e.g.
the interdivisional team technical review). The incidence of
some of these factors, however, is to some extent correlated
with the depth and breadth of the analysis required in the
proposals, as determined by the GCF (so not under its direct,
full control but certainly influenced by GCF requirements).
“ As of February 2023, there were 431 projects in the GCF
pipeline. Source: GCF. 2023. GCF Monthly Report-Pipeline
Update-February 2023. https:;//www.greenclimate.fund/
sites/default/files/document/pipeline-feb2023.pdf.



https://www.greenclimate.fund/sites/default/files/document/pipeline-feb2023.pdf
https://www.greenclimate.fund/sites/default/files/document/pipeline-feb2023.pdf

increase efficiency throughout the appraisal pro-
cess promoted by the new fund's management.

Expanding GCF geographical presence
(i.e., decentralized offices) might also contrib-
ute to enhancing engagement with AEs dur-
ing the project preparation and appraisal phase.
This is particularly true when working with LAC
countries, as LAC is the most remote region rel-
ative to GCF headquarters and the 12-15 hours of
time difference negatively affect the chances for
more fluid interaction.

2. Enhance predictability of funding

An important challenge to developing projects
that critically require CF concessional finance to
become viable is the uncertainty with respect to
if. how, and when such funding could be effec-
tively accessed. This, combined with an overall
perception that access might take too long and
require significant upfront investment of prepa-
ration resources, often discourages valuable ini-
tiatives and projects from seeking CF support.

The issue around the “how” (which is more
significant in the case of the GCF, given the vari-
ous levels of internal and external review involved
in the appraisal) relates to the limited clarity that
AEs may have at the outset (and even coming
out of the initial review process) with respect to
the GCF’s ultimate position and/or the condi-
tions it might establish in relation to certain proj-
ect aspects (technical, financial, legal, etc.) that
might be material to the effectiveness and effi-
ciency of the projects.

To some extent, these uncertainties (and the
associated risks) could be mitigated by enhanc-
ing the extent of the feedback provided to con-
cept notes. More comprehensive initial reviews
by senior staff with significant internal experi-
enceandadeep understanding of GCF'srequired
standardsand internal preferences (e.g.,on credit
and technical aspects) could help further antic-
ipate issues that might otherwise emerge at
more advanced stages in the appraisal/approval
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process. This could go a long way in both (i) dis-

carding early on projects with poor prospects of
delivering impact under terms acceptable to the
GCF, and (ii) allowing proponents to assess via-
bility of adjusting aspects with material implica-
tions for the projects (e.g., intervention strategy,
sub-project/technology eligibility criteria, finan-
cial conditions CF could support, and others).
Such stronger initial reviews need to compre-
hensively identify fatal flaws and suggest clear
alternatives and/or restrictions that would make
the project acceptable (if they could be accom-
modated). This would not only enhance pre-
dictability on whether and how projects could
be supported, but also likely reduce the over-
all appraisal timeline, as it would avoid missteps
and multiple review iterations later on, when
adjustments are more difficult to make.

3. Reconceptualize approach and
appraisal requirements for Programs

In light of GCF's long appraisal and approval time-
lines, the Program modality makes it possible to
better manage some associated challenges by
providing larger funding envelopes that can sup-
port multiple countries, thus enhancing the effi-
ciency of AEs'investmentin program preparation
while mitigating subsequent uptake risk through
diversification. This is important given the sig-
nificant changes in political and market condi-
tions that can occur in the long period required
between the first submission to the GCF and the
first disbursement (almost three years on aver-
age in the IDB's experience). Another benefit of
Programs is their possibility of supporting the-
matic approaches (around sectors, activities,
technologies, business, or financing models)
across a broader geographic expanse, with the
possibility of achieving programmatic synergies
and economies of scale and generating further
knowledge sharing opportunities.

GCF appraisal requirements for multi-
country programs, however, can end up being



onerous, as they generally scale up proportion-
ally with the number of countries. From this
perspective, the IDB strongly recommends con-
sidering a rationalization of requirements for Pro-
gram proposals, through a reconceptualization
of the focus and scope of the GCF appraisal pro-
cess, adjusting the balance between the level of
analysis and appraisal required upfront and what
can be delegated to AEsS' own appraisal and
approval process further down the road. Instead
of requiring detailed technical, economic, finan-
cial, and other types of analysis on a per country
and per sector/activity basis, a revised Program
approach would focus on assessing:

e the business case (including theory of
change) of the proposed program.

e the fit with GCF investment criteria (includ-
ing impact potential, justification, and addi-
tionality of a GCF contribution)

e the capacity of the AE to deliver on such
Program of investments and its impact tar-
gets (based on track record and preparatory
work already undertaken, among others).

e thesoundnessoftherisk analysis performed
and the proposed risk mitigation strategy.

This would be complemented by the deter-
mination and contractual establishment of criti-
cal aspectsthat the AE would need to appraise, as
part of such delegation, during its own origination
and approval process to confirm eligibility and
terms of support for sub-projects (as per frame-
work parameters previously agreed with the GCF).

Il. Enhancing Product Offer

4. Enhance availability of local currency
financing and alternative foreign
exchange risk management solutions

As the funding of CF is still mostly extended in
hard currency, implied foreign exchange risk
can be quite significant. This has the potential to

make CF funding not suitable or appealing for a
broad spectrum of projects, either because they
cannot efficiently manage the risk or because
doing so would jeopardize any concessionality
(given the additional cost of hedging solutions).

This problem is limited in the case of the GEF,
as most of the funding it provides is in the form
of grants. Even in the context of the Blended
Finance Global Program, where reimbursable
products are prioritized, the GEF can generally
absorb this risk (upon due analysis and justifica-
tion). The GCF and the CIF (in particular the CTF)
have been developing alternatives to allow bor-
rowers to better manage this risk, but compre-
hensive solutions are not yet in place. In the case
of the CTF, its offer incorporated the possibility of
subsidizing (up to a certain cap) the cost of cur-
rency hedges, but the support was limited and
it would not work in countries where adequate
hedges are not available. In addition, it is still not
clear what additional solutions might be avail-
able when the CTF funding modality evolves
into the CIF Capital Market Mechanism'® (CCMM).
In the case of the GCF, a number of supplemen-
tal alternatives (which combined could result in
a more comprehensive offer that might better
cover the needs of different markets) have been
identified and are expected to be developed as
part of a pilot program, likely in a phased manner.
It is not clear, however, how rapidly and broadly
the full set of solutions can be put in place.

s The CIF Capital Market Mechanism (CCMM) is a new fi-
nancial mechanism currently under advanced structuring
stage, and which will enhance the CTFs capacity to attract
private sector capital and expedite the availability of climate
funding through the issuance of bonds in the capital mar-
ket. The CCMM will effectively frontload reflows from exist-
ing CTF loans, at an expected rate of about US$500 million
per year. The mechanism is expected to become operation-
al before the end of 2024. The proceeds from CCMM bonds
will flow into the CTF Trust Fund and be deployed as con-
cessional finance across a new pipeline of low-carbon tech-
nologies to help eligible developing countries meet their
climate mitigation goals. Source: AFDB. 2023. https:/www.
afdb.org/sites/default/files/2024/03/22/afdb_cif_annual_re-
port_2023_-_cif_capital_markets_mechanism.pdf.
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https://www.afdb.org/sites/default/files/2024/03/22/afdb_cif_annual_report_2023_-_cif_capital_markets_mechanism.pdf

Continued and expedited work on this is
encouraged for both the GCF and the CIF in
order to be able to enhance their offer vis-a-vis
this risk, to enable them to deliver effective con-
cessionality across the countries they serve.

5. Ensure adequate risk appetite
to enable further additionality,
innovation, and leverage

CF have been taking steps to increase the level
of credit and investment risk they are willing to
take on, recognizing the relevance of higher risk
tolerance to their comparative chance to drive
innovation and impact. This is a welcome trend
that can significantly contribute to expanding
CF's capacity to address investment barriers.
There are still, however, some limitations that CF
should continue to consider.

The GEF has been significantly expanding
the types of financial instruments it can pro-
vide under its Blended Finance Global Program,
incorporating convertible instruments, contin-
gent instruments linked to environmental per-
formance, political risk insurance, and liquidity
facilities. This is opening up additional ways
to support projects that can in turn enhance
innovation (both financial and in terms of busi-
ness models). In addition, the budget allocated
through this window has increased over suc-
cessive GEF rounds, and for GEF-8 it is currently
around US$195 million. This is a positive trend;
however, the overall budget allocated, at just
about 3.7 percent of overall GEF-8 funding (and
to some extent the indicative cap per project at
about US$15 million) remains relatively limited vis-
a-vis the global reach and the type and scope of
opportunities the Blended Finance program can
support. This is particularly relevant considering
that this GEF engagement modality is the most
(when not the only) suitable in the overall GEF
allocation system for some types of MDB proj-
ects. Other programming modalities are more
difficult to navigate, particularly when targeting
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innovative private sector projects. A more signifi-
cant allocation in subsequent rounds could drive
further interest, including for programs and ini-
tiatives requiring a higher level of support.

The GCF has been increasingly emphasiz-
ing (including in its Strategic Plan 2024-2027) its
intention to take on incrementally greater lev-
els of risk. The IDB has already recognized this
to some extent’® and welcomes it. The IDB has
also seen instances, for example, when the GCF
did not deem it feasible to take a junior/subor-
dinated position relative to IDB capital. The IDB
has further perceived that there might not yet be
a full understanding of how MDBs operate from
the perspective of risk-taking and pricing for pri-
vate sector operations. With respect to pricing,
IDB Invest follows market references; it gener-
ally does not pursue a concessional approach
with its own capital. With respect to risk-tak-
ing, while its development mission and techni-
cal and financial structuring expertise allow it
to go somewhat further than what commercial
entities may sometimes be capable or willing to,
as a credit-rated entity that needs to maintain a
certain financial performance, there are limits to
the type and level of risk it can take. A critical part
of CFs' additionality when working with MDBs
resides in their ability to take risks that MDBs
might be more constrained from taking. Thus,
continued consideration and joint work around
this aspect would be welcomed to enhance de-
risking additionality from the GCF, in ways where
incentives can still be aligned.

Significant risk-taking has been supported
across the CIF portfolio, particularly in the con-
text of projects financed against allocations of
CIF capital and grant contributions. In this con-
text, significant support for risk-prone instru-
ments such as equity, first-loss guarantees,
mezzanine capital, and contingent recovery

e For example, through the use of Contingent Recovery In-
vestment Grants (CRIGs) in the Amazon Bioeconomy Fund
program to support early-stage companies not yet fully
ready to raise traditional equity from commercial sources.



grants—with the possibility of MDBs having a

senior position relative to the CIF—has been
provided. That said, it is not clear to what degree
similar possibilities will continue to exist as the
CTF funding model evolves into the CCMM,
where the need to ensure more predictable cash
flows might reduce risk appetite (or even the
depth of price concessionality it can offer). It will
be important for the CIF to strike an appropriate
balance between the benefits of implementing
the CCMM and the need to safeguard the signif-
icant risk appetite and financial instrument flexi-
bility the CTF has initially had. This has been one
of its main assets in its mission of driving trans-
formation and financial mobilization at scale.
On a similar note, the CCMM will need to
carefully defineits origination strategy in order to
be able to deliver adequate concessionality (i.e.,
sufficiently deep where needed to ensure addi-
tionality) across projects. For this, the CCMM will
need to balance projects with high concession-
ality needs with others that can offer healthier
risk-adjusted returns, such as private sector proj-
ects in middle-income countries.”” Ensuring that
the CTF continues to have, in the CCMM phase,
project origination modalities that are adequate
and efficient to originate private sector projects
would be essential to achieve this balance.
Another strategy that would help manage
this challenge (i.e., balancing financial sustain-
ability with significant concessionality and risk-
taking) would be to continue to pursue some
limited level of periodic grant and/or capital con-
tributions from CIF contributing countries.

6. Expand the use of financial
instruments not based on traditional
use-of-proceeds approaches

By and large, and with notable exceptions such
asin REDD+ and other performance-based mod-
els, most CF projects tend to deploy funding
based on use-of-proceeds approaches against
well-defined inputs to be supported. While this

approach can normally deliver significant addi-
tionality and mitigation/adaptation value,in some
cases there is the risk that their impact does not
significantly exceed the climate investments and
assets that are specifically funded, falling short of
achieving a more systemic impact. This risk can
exist even if input-type support is provided for
activities with significant potential to contribute
to transformation and paradigm shift, such asthe
development of relevant policies and regulations.
This is because such support does not necessar-
ily guarantee their subsequent implementation
(e.g. legislative approval); or because a set of sup-
plemental developments (e.g. other connected
regulations) required for them to generate the
effects they pursue effectively may not mate-
rialize. Thus, expanding traditional use-of-pro-
ceeds, input-oriented instruments to alternative
approaches that might, in certain circumstances,
be more efficient or effective in addressing sys-
temic barriers, catalysing critical developments,
achieving specific results, or increasing leverage
merit additional consideration. Some types of
instruments for which CF support may be worth
exploring further include:

e Policy-based instruments. The feasibil-
ity of achieving Paris Agreement objectives
depends, to a large extent, on countries’ will-
ingness and capacity to implement com-
prehensive policy and regulatory reforms.
Policy-based instruments aligned with such
objective could prove useful and efficient
to expedite such policy processes, with a
potential catalytic effect more significant
than direct funding of specific investments.

e Sustainability-linked instruments. Sim-
ilarly, these instruments, where fund-
ing and associated pricing incentives are
linked to achievement of pre-defined sus-
tainability objectives, can in certain cases
be more viable or efficient than traditional

7 Internal IDB Invest note.




use-of-proceeds alternatives (e.g., green/cli-
mate bonds), particularly where specific cir-
cumstances of the issuer/borrower or the
underlying market make it challenging to
follow the latter approach.

The IDB has been developing or replicating
significantinnovationsin this regard. Examples of
operations that incorporate performance-based
structures and in which funding can be only par-
tially restricted by use-of-proceeds requirements
include: (i) the use of policy-based guarantees
under debt-for-nature conversion (DFNC) models
(including as part of a recent concept proposal
approved by the GEF for a biodiversity program?'®),
and (ii) IDB's own IDB CLIMA program, which
provides performance-based loan principal dis-
counts against achievement of pre-defined cli-
mate-relevant milestones aimed at helping
countries enhance their capacity to access green
capital markets.® CF support is the cornerstone
to the IDB's ability to continue to develop and
replicate these and other innovative models.

lll. Enhancing Complementarity,
Coherence, and Collaboration

7. Country Investment Plans and
Country Platforms as vehicles to
support a coordinated and coherent
engagement with CF

Strategic investment planning processes led
by beneficiary national governments are key
to supplement coordination efforts underway
between the CF secretariats. This approach
has been piloted in the CIF and has been use-
ful to promote country leadership and enhanced
coordination with multiple partners, including
MDBs. As national governments lead these pro-
cesses, they can offer a better chance to ensure
alignment with NDCs, NAPs, and other relevant
national/sector development strategies, while
also serving as a platform for coordination with
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and between CF. This enables them to identify
on a country-specific level how best to allocate
(use/focus, volume, instruments, etc.) the sup-
port that each of them can provide. This max-
imizes the chances for adequate alignment,
coordination, collaboration and complementar-
ity, which in turn can maximize efficiency and
effectiveness and leverage potential.

Such a process could also help translate
NDC, NAP and other strategies into more con-
crete investment plans. This element is often
missing, which can lead to implementation of
projects that duplicate efforts, do not capital-
ize synergies and fall short of delivering a more
comprehensive transformational approach.

Current initiatives promoting the develop-
ment of Country Platforms can contribute simi-
lar benefitsand aretherefore equally encouraged
and supported by the IDB. A key aspect required
for them to gain momentum is further clarity on
funding that can be committed (source, volume,
timing) and countries’ demand for them.

In addition to supporting the develop-
ment of country-driven investment plan-
ning processes, such an approach should be
complemented by enhanced opportunities
for development of regional/multi-country
(theme-based, where appropriate) programs
and facilities that can create efficiencies in
design, approval, and execution processes, while
making it possible to capitalize on opportuni-
ties for learning and experience sharing. These
types of programs and facilities are significantly
enhancing access efficiency and execution per-
formance for both public and private sector
operations of the IDB, particularly when speed is
required to support first movers and innovative
business models where there may not yet be a
government program (and thus an investment
plan and public support framework) in place.

8 Details available at https://www.thegef.org/projects-op-
erations/projects/11324.

9 https://www.iadb.org/en/news/idbs-innovative-financ-
ing-tool-rewards-results-nature-and-climate.
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8. Further engage ministries of finance
in CF funding, strategic planning, and
allocation processes

Key to achieving global climate goals (and related
NDC and NAP objectives) is the capacity of coun-
tries to mobilize public and private finance at
scale. The scarce concessional finance (relative to
global needs) that CF can provide thus needsto be
used strategically to maximize mobilization. It is
therefore crucial that government officers tasked
with looking at strategies to promote investment
participate—along with technical experts from
other relevant sectors and ministries—in strate-
gizing the use of limited concessional resources.
Ministries of finance have an important role to
play, based on their financial expertise, engage-
ment with other actors in the finance commu-
nity (private, public, local and international), and
capacity to shape policy and regulations. It is thus
recommmended that CF seek to ensure the active
engagement of ministries of finance in the stra-
tegic process leading to decisions on allocation of
CF resources and subsequent project design.

From an MDB perspective, participation of
ministries of finance could also help ensure that
maximum value and leverage can be obtained
fromm MDBs, given (i) the better understanding
that ministries of finance tend to have about the
vast range of financial and non-financial support
MDBs can provide in order to mobilize finance
at scale, and (ii) their influence over the priori-
tization of MDBs' financial resources to sectors
and programs. Thus, consistent involvement of
ministries of finance in the strategic allocation
of CF funding might also contribute to ensur-
ing complementary and synergistic use of the
resources with those contributed and/or mobi-
lized by MDBs.

Concluding Remarks

The IDB has developed a valuable partnership
with the CF analyzed in this note, by helping

LAC countries access a significant share of the
resources allocated to the region while help-
ing CF deliver on their global mission. Each CF
presents different characteristics, resulting in
comparative advantages or challenges in the
engagement with them. The following sections
summarize the main aspects, for each CF, from
the IDB's perspective as a regional develop-
ment bank.

CIF. Having been designed to work exclu-
sively through MDBs, and fundamentally relying
on MDB capacities and processes for origination,
appraisal, and implementation, the CIF remains
the most efficiently structured CF model for
leveraging MDB capacities and mobilization
potential to deploy climate finance to benefi-
ciary countries. Among other features, it stream-
lines the approval process by relying heavily on
MDB appraisal and credit processes, including in
the definition of terms and conditions for private
sector operations (which are not pre-defined at
a standardized level). Its governance also allows
further MDB input (without vote, but as a tech-
nical and implementation partner) into strategic
decisions, often actively seeking MDBSs' perspec-
tives and capacities to support advancement in
CIF strategic development processes. The CIFs’
architecture is also conducive to increased col-
laboration (and competition, inevitably too) and
knowledge sharing between MDBs. Prospects
for alignment with country priorities and strat-
egies are also enhanced through its program-
matic approach, mostly centered around the
development of country investment plans.

Some of the most salient access limitations,
challenges, and aspects to consider in the CIF
further development include:

e  Country eligibility. As of now, access is not
open to all developing countries; it is limited
to those that have been selected as benefi-
ciaries of at least one of its programs.

e Predictability of funding. In the context of
the then-emerging GCF, one key limitation




for the CIF to obtain new funding pledges

until recently was its sunset clause. With

such clause now indefinitely postponed,

some significant new pledges have been
made (e.g., over US$2 billion for ACT). The

CCMM under preparation is also expected

to offer a supplemental and more continu-

ous stream of capital for new CTF projects

(at about US$500 million per year), thus

allowing MDBs to continue project origina-

tion and commitments under these pro-
gram on a more regular basis. As such, the

IDB views it as a very promising initiative,

with great potential to mobilize private cap-

ital into climate finance. However, there are
two related outstanding challenges:

i. CIF non-CTF programs do not have a
similarly predictable and continuous
endogenous funding source (as the
CCMM for the CTF) and will thus need
to continue to rely on new capital injec-
tions. As a result, continued significant
new funding commitments for these
programs in a manner that can sup-
port origination on a sustained basis will
be critical to consolidate new non-CTF
offersand MDB work in support of them.

ii. The CCMM'’s need to maintain a cer-
tain financial performance to attract
(and serve debt with) bond investors
will likely limit its concessionality and/or
risk-taking capacity. Measures to safe-
guard it (e.g., balancing the portfolio
between high concessionality projects
and those with healthier risk-adjusted
returns; seeking continued, albeit more
limited, grant/capital contributions) will
be key for it to maintain its capacity to
deliver financial additionality. Further
development of local currency financ-
ing and alternative foreign currency risk
management solutions is also impor-
tant to ensure effective financial addi-
tionality across beneficiary countries.
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GCF. Based on the volume of funding it can pro-
vide (with about US$32 billion pledged to it over
its three resource mobilization rounds so far, and
about US$14 billion already committed to climate
change mitigation and adaptation projects and
programs) and its broad country eligibility across
developing regions, the GCF has established
itself in the last few years as the largest conces-
sional climate funding source for non-Annex 1
countries. Besides its volume, one additional dis-
tinctive feature of the GCF is its capacity to con-
sider—through a unique platform—mitigation
and adaptation projects across sectors and proj-
ect/program sizes, with its project funding win-
dow being open on a rolling basis (i.e., proposals
can generally be submitted on a continual basis,
without the need to wait for specific cycles,
openings, or calls for proposals). With less than
a decade in operation, its funding deployment
modalities and offer continue to evolve, aiming
to enhance access and efficiency. Examples are
its significant push to further incorporate direct
access entities, and the development of expe-
dited access mechanisms, such as the Simpli-
fied Approval Process (SAP), among others.

On the challenges and opportunities for
improvement, continued work on streamlin-
ing the appraisal and approval process for proj-
ects and programs is fundamental to enhance
speed to market and predictability of funding.
An important part of this would be rebalancing
appraisal requirements between what funda-
mentally needs to be assessed upfront (for GCF
Board approval and FAA signing) and what can
be delegated to AES’ own appraisal and approval
processes. In addition, there are significant
opportunities for enhancing product offer. Local
currency financing (or alternative, efficient for-
eign currency risk management solutions) is key
to ensuring GCF financial additionality in coun-
tries where currency mismatches pose a signifi-
cant barrier. Continued work on increasing GCF's
risk-taking capacity (including when MDB co-
financing is involved) is also fundamental. And



further consideration of financing instruments
that can go beyond traditional use-of-proceed
approaches would also be important to diversify
the set of tools to deliver impact efficiently and
effectively across the various stages and chal-
lenges in countries’ paths towards Paris Agree-
ment alignment.

GEF. Based on the fact that the funding provided
comes predominantly in the form of grants, the
GEF is well suited to support technical cooper-
ation activities critical to transformation pro-
cesses (e.g., policy/regulatory development,
institutional strengthening, capacity building)
as well as early stages of innovative climate-rel-
evant business and investment models where
significant risk tolerance is required. This capac-
ity is a fundamental asset of the GEF, and the IDB
encourages continued strategy and implemen-
tation work to take full advantage of it. Another
positive aspect of the GEF is that broad develop-
ing country eligibility and funding predictability
(through the System for Transparent Allocation
of Resources, or STAR) facilitate access and
country planning.

One of the challenges identified isthe declin-
ing share of the overall GEF funding allocated to
climate change. This means that such funding
must be used ever more strategically, building on
the comparative advantages of GEF funding and
enhancing coordination and complementarity
with other sources, to support the higher ambi-
tion and impact required to achieve Paris Agree-
ment goals. Another challenge that the IDB and
other regional development banks have faced is
related to the engagement and allocation modal-
ities of country STAR resources. They are not well
positioned to be engaged for project implemen-
tation relative to other types of GEF agencies that
work more closely with operational focal points
in their regular course of business. This partly
explains the sharp decline (56 percent) in the

participation of the IDB and other 1t expansion
regional development banks? in the implemen-
tation of GEF projects to a combined 4.3 percent
only in GEF-7. Any measures that can facili-
tate further MDB engagement might help the
GEF capitalize on MDBs’ distinctive investment
expertise and capacity to mobilize co-financing,
which could potentially expand its leverage and
impact in the context of the decreasing GEF allo-
cation to climate change. Some measures that
can help maximize mobilization of MDB capital
and expertise are (i) expansion of the allocation
to the Blended Finance Global Program (which
has been increasing in absolute value through-
out GEF rounds, but at just 3.7 percent of overall
GEF-8 funding it remains still quite limited), and
(i) further engagement of ministries of finance in
defining the strategic use and allocation of GEF
financing.

Finally, the joint efforts underway by the CF
secretariats to enhance coordination, harmo-
nization, and complementarity are welcomed
and encouraged. Country-led investment plan-
ning processes (e.g. through the development
of country platforms) are likely a critical sup-
plement to those CF-level efforts and can help
materially optimize coordination and alignment
along Paris Agreement goals and related coun-
try commitments. Further reliance on capacities
and processes already in place in existing orga-
nizations (such as MDBs, public development
banks [PDBs], and other AE/GEF agencies) that
avoid or reduce the need for new institutions,
expanded structures, and potentially duplica-
tive processes, can also contribute to enhanced
coordination and efficiency.

20 These are the four regional development banks incorpo-
rated in the first cycle of expansion of GEF agencies. They
include the Asian Development Bank (ADB), the African
Development Bank (AFDB), the European Bank for Recon-
struction and Development (EBRD), and IDB.




Introduction -

The IDB’s Access and

Participation in the

Climate Fund Portfolio

his note was prepared by the Inter-Amer-

ican Development Bank (IDB) as an input

to the work of the G20's Sustainable
Finance Working Group on enhancing access to
concessional climate finance. Stemming from
IDB's own experience working in Latin America
and the Caribbean (LAC) with some of the major
global concessional climate funds, it intends to
provide its perspectives and lessons learned on
aspects affecting access to funding from the Cli-
mate Investment Funds (CIF), the Global Envi-
ronmental Facility (GEF) and the Green Climate
Fund (GCF).

The IDB has been a significant implementa-
tion partner to these three climate funds (CF). Its
portfolio comprises about 129 projects and pro-
grams approved by the CF, amounting to about
US$1.8 billion in concessional climate resources.
As of the date of this report (April 2024), the IDB
was responsible for the highest share of funding
approvals for LAC for both the CIF and the GCF.
Specifically:

® |n the case of the CIF,? the IDB is one of the
six entities, all of which are multilateral devel-
opment banks (MDBs), eligible to implement
projects funded by this source. As of mid-
2023, the IDB had received CIF approval for
81 projects and programs, amounting to
over US$838 million. This represented about
1.4 percent of the total funding approved

by the CIFs, and about 62 percent of the
approvals specific to LAC.»?

e |n the case of the GCF, IDB is one of over
95 entities accredited to the GCF#?* and
has originated eight projects/programs,
amounting to US$762 million, all of which are
currently under implementation. As of April
2024, the IDB accounted forabout 5.5 percent
of the GCF project funding commitments
and about 23 percent of those for LAC.?

21 One major access limitation of the CIF is that its funding
is not available to all developing countries. As of April 2024,
LAC countries eligible for CIF investment funding were 18:
Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominica, Do-
minican Republic, Ecuador, Grenada, Guatemala, Haiti,
Honduras, Jamaica, Mexico, Nicaragua, Peru, St. Lucia and
St. Vincent & Grenadines. Some additional countries have
been supported on a more limited basis through the Tech-
nical Assistance Facility (TAF). Source: CIF webpage. https://
www.cif.org/country/latin-america-caribbean.

22 CIF Dashboard —data as of June 2023.

25 The IDB and IDB Invest (private sector arm of the IDB)
both, and separately, were accredited to the GCF. IDB was
originally accredited in July 2015 (with AMA effectiveness
in March 2018), while IDB Invest was accredited in October
2018 (with AMA effectiveness in August 2021). As of April
2024, IDB Invest had not yet accessed GCF resources, but
was advanced in the appraisal and approval process to-
wards its first GCF funding program.

24 As of October 2023, 95 entities had completed the GCF
accreditation process and were able to fully operationalize
their engagement with GCF. Source: https://unfccc.int/sites/
default/files/resource/cp2023_08a01.pdf.

25 As of end of April 2024, funding commitments to LAC
(US$3.35billion) represented 24 percent of overall GCF funding
commitments (US$13.9 billion). Source: authors' calculation
based on data on GCF Open Data Library as of April 30, 2024.



e |n the case of the GEF, the IDB is one of 18
agencies eligible to implement GEF fund-
ing. As of April 2024, it had received approval
for 40 climate change projects or pro-
grams?® for about US$176 million.2”2® The
IDB has been allocated about 2.4 percent
of overall GEF funding approved® between
GEF-5and the 1st GEF-8 Work Program as of
March 31, 2023, representing 10 percent of
the funding allocated to LAC.*°

The following table summarizes this infor-
mation, highlighting the significant role played
by the IDB in enabling access to CF funding for
LAC countries.

Of this CF funding, approximately 37 percent
has been provided in the form of grants (either
for technical assistance, investment, payments
for ecosystem services or result-based pay-
ments) and 63 percent as reimbursable financial
instruments (mainly in the form of loans, guar-
antees, and equity).

Given the high level of development of
IDB policies, procedures, systems, capabili-
ties, and its track record, along with its signifi-
cant presence on the ground across LAC, the
IDB has been able to deploy all types and sizes
of projects, ranging from relatively small tech-
nical assistance (TA) projects to support policy

and regulatory development or to strengthen

CIF
# Projects / Programs 81
CF funding (millions of US$) $838
Expected co-financing (millions of US$) $6,150
Leverage factor
IDB'’s share of CF funding 1.4%
LAC's share of CF funding 18%
IDB'’s share of CF funding to LAC 62%
No. of accredited entities/agencies 6
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capacities at the community and small-holder

level, to helping structure and mobilize financ-
ing for public or private infrastructure projects
in the billion-dollar range. In doing so, it has had
the versatility and expertise to deploy—along
with technical assistance grants and advisory
services—all sorts of financial instruments,
including senior and subordinated debt, equity,
guarantees, payments for ecosystems services,
and various types of non-traditional products
(e.g., contingent recovery grants) and models to
support innovation, de-risking, and demonstra-
tion of climate change mitigation and adapta-
tion investments.

To do this, it has deployed financing through

public entities (encompassing ministries, secto-

26 This figure does not include seven projects that were
cancelled. Source: GEF Project Database as of April 30, 2024.
27 GEF Factsheet for IDB, as of February 29, 2024. https:/
publicpartnershipdata.azureedge.net/gef/GEFFactSheets/
AgencyFactSheets/GEF%20Agency%20Factsheets-IADB.
pdf.

26 Funding for GEF climate change projects in IDB’s data-
base appears to be higher (US$209 million); the difference is
because some of those projects also contain funding from
other GEF focal areas.

22 This share is related to all GEF funding approved (not just
for climate change).

30 GEF.2023. Assessing the Strength of the GEF Partnership:
Coverage by GEF Agencies. https://www.thegef.org/sites/
default/files/2023-06/EN_GEF_C.64_10_Assessing%20
the%20Strength%200f%20the%20CEF%20Partnership%20
-%20Coverage%20by%20Agencies.pdf.

GCF GEF Total
8 40 129
$762 $176 $1,776
$964 $1,706 $8,820

5x
5.5% 2.4% —
24% 24% —
23% 10% —
95+ 18



rial agencies, public development banks, munic-

ipalities, state-owned companies, among other)
as well as through private ones (large corporates,
micro, small, and medium sized enterprises and
start-up companies, and financial intermediar-
ies such as commercial banks, investment funds,
and micro-finance institutions). In this endeavor,
it has structured concessional climate funding to
deliver additionality in various ways that support
transformation processes, including through
non-financial measures (such as supporting
adequate policy and regulatory environments
and developing required capacities of multiple
stakeholders) and financial ones (such as ensur-
ing lending terms that match the financial pro-
file of target climate investments, guarantees
that can soundly mitigate investment risks and
enhance project bankability, and patient capi-
tal that can bridge equity gaps for start-ups and
growing SMEs).

The IDB has supported innovative financing
mechanisms. Examples include development or
funding support for financial instruments such
as energy savings insurance policies and perfor-
mance guarantees to promote energy efficiency
investments, contingent grants to address
geothermal drilling risk, and debt-for-nature
conversion (DFNC) instruments and perfor-
mance-based grantsto support broader environ-
mental objectives. It has also provided scarcely
available risk capital to investment funds target-
ing early-stage investments in highly innovative
start-up companies in segments such as agtech.

In this process, it has forged valuable part-
nerships with the CF, which have been critical
to allow IDB to foster innovation, support first
movers and mobilize additional public and pri-
vate finance towards climate investments. The
high rate of mobilization of concessional climate
finance IDB has achieved (which has ranged
between US$200 million to US$600 million per
year, including CF and other concessional cli-
mate partners) has been instrumental for the
IDB to pursue the incremental climate finance

targets if has set for itself over the last few years.*
These concessional finance resources have not
only allowed the IDB to support and enable cli-
mate projects that required enhanced financial
terms and conditions (in terms of interest rates,
tenor, grace periods, amortization profiles, col-
lateral requirements, among others); they also
provided much-needed tools and room for test-
ing and innovation to push the frontier and
accelerate penetration of low-carbon, resilient
technologies and associated business models.
From this perspective, both the price conces-
sionality and the higher risk tolerance that these
sources can provide have been essential for this
purpose. They have made it possible to deploy
new financial instruments, support innovative
financing modalities, and take on risk levels that
IDB could have not fully supported with its own
capital alone.

Critical to delivering all this work with CF has
been the IDB's technical expertise across the
various sectors mentioned, its local presence
across the region, and its extensive regional and
global network in the financial community. The
latter is fundamental for its contribution to the
mobilization of private co-financing, one of the
distinctive assets that MDBs bring to the table.
In addition, key to IDB's capacity to mobilize and
properly manage CF funding are a set of special-
ized teams put in place for this purpose, encom-
passing expertise in climate change, blended
finance, resource mobilization, and grant/co-
financing management. This, combined with
other more general areas of expertise and oper-
ational functions within development finance
institutions (legal, finance, credit, procure-
ment, environmental and social risk manage-
ment, and others) represents a minimum set of

3 For example, annual floor of 30 percent of climate finance
approved, as a percentage of total amount approved for
2020-2023 for IDB and IDB Lab operations. In the case of
IDB Invest, the 30 percent target is in terms of climate fi-
nance committed, as a percentage of the total amount
committed.
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core capacities required to properly manage CF
portfolios.

Based on its track record, and as a regional
MDB, the IDB is in a unique position to con-
tribute to the accelerated scale-up of climate
investments needed to achieve the Paris Agree-
ment objectives, through its capacity to deploy
complex programs at national and regional
scale, leverage significant volumes of additional
finance (including its own), and contribute to
the development of the capacities of national
entities and partners through their engage-
ment as executing entities. This will accelerate
their readiness to act as direct access entities
and support their Paris Agreement alignment
processes.

As a key provider and intermediary on climate
finance for LAC countries to help them deliver on
their increasingly ambitious NDC, NAP, and other
development strategies, the IDB has been taking
significant steps towards its own Paris Agreement
alignment. These include strengthening its pol-
icy support for the transition to climate-resilient
and low-carbon pathways and increasing targets
for climate finance mobilization. Its current com-
mitments include (i) tripling direct and mobilized
climate financing for LAC to US$150 billion over
the next decade, (ii) providing up to US$5 billion
in additional financing for the Amazon over the
next 10 years for sustainable development proj-
ects; (iii) investing in ambitious regional programs
such as America en el Centro and One Caribbean,
(iv) strengthening coordination among MDBs for
climate transition finance through country plat-
forms, and (v) stimulating institutional capacity
for NDC implementation through financial instru-
ments such as IDB CLIMA.

Critical to the chances of achieving these tar-
gets is securing continued, efficient, and accel-
erated access (in terms of both speed and scale)
to funding from the CF. The robust track record
and partnership jointly achieved with the CF cre-
ates a good foundation on which to build. How-
ever, the prospects for IDB's level of access to CF
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funding significantly accelerating to match the
ambition of these targets are uncertain at this
point. This is due to a combination of:

i.  mixed trends and unclear prospects for cli-
mate change funding across CF.

ii. unclear prospects for the IDB (or MDBs in
general) maintaining significant rates of
participation in CF funding, in view of cer-
tain developments and trends (e.g., marked
decline in MDB share of GEF funding
between GEF-5 to GEF-7 rounds; compar-
ative advantages of direct access entities,
MDBs and other international accredited
entities for design and execution of projects
and programs).

ii. CF funding allocation modalities that in
some cases do not align well with MDB
engagement processes, and some funding
approval processes not yet optimally suited
for speed and scale.

Onthefirst point, while climate change fund-
ing pledges have notably increased in the last few
years for some of the CF (mainly in the context of
the GCF-2 replenishment and renewed momen-
tum in the CIF, following the indefinite post-
ponement of the sunset clause), climate change
funding pledges to the CF have shown varying
trends over the last decade, making it difficult to
predict its expected evolution and rate of growth
in the medium term. Specifically:

e Inthecase ofthe GCF, pledgeswere at about
the same level (US$10 billion)® in the first
two mobilization periods (Initial Resource
Mobilization [IRM] and first replenishment
[GCF-1]). Pledges in the second replenish-
ment (GCF-2) increased to US$12.7 billion,
with confirmed pledges as of January 2024

22 |RM overall pledges were for US$10.32 billion, of which
US$9.31 billion were subsequently confirmed. GCF-1 had
approx. US$9.87 billion in overall pledges, all of which were
confirmed.



amounting to US$3.9 billion.® It is diffi-
cult, however, to discern a definite trend in
this regard. First, there was no significant
change between the first two periods and
then a significant increase in the third one
(so not a steady trend). Second, a large share
of GCF-2 was still to be confirmed as of Janu-
ary 2024 (with a precedent in IRM of a 10 per-
cent decline relative to initial pledges). Third,
the increase in GCF-2 is to a large extent
explained by the United States’ US$3 billion
pledge, and it is hard to predict the extent to
which similarly large individual pledges can
be expected in future rounds.

In the case of the CIF, a new set of programs
was created in recent years. One of them, the
“Accelerating Coal Transition” (ACT) program,
received significant new pledges (US$2.26
billion as of December 2022). This additional
funding has been instrumental in reignit-
ing the CIF. CIF cumulative pledges, how-
ever, at US$12.1 billion as of December 2023,
only grew by 60 percent in the last 15 years
relative to its initial US$7.6 billion capitaliza-
tion in 2008. This is mostly explained by the
emergence of the GCF and the related CIF
sunset clause. Looking forward, it is not clear
how quickly CIF funding (or its commitment
capacity) can be expected to grow. Given the
unsteady evolution of new commitments, it
is hard to predict the volume of new pledges
that might be made in the medium term.
Moreover, a significant volume of new com-
mitment capacity is expected to come from
the CIF Capital Market Mechanism (CCMM),
at an estimated US$500 million per year.
Such a mechanism could provide some
degree of continued and more predictable
new commitment capacity to the CTF (albeit
not to other CIF programs), which would be
a positive development. However, it is not
yet operational, and its actual commitment
capacity will be subject to portfolio perfor-
mance and market risk.

. -

e In the case of the GEF, the funding for cli-
mate change mitigation has declined sub-
stantially in the last decade, from US$1.36
billion in GEF 5to US$0.85 billion in GEF 8.3435

Thus, with these uncertainties and mixed
trends, it is difficult to assess how much
the individual and combined funding from
CF can be expected to grow in the medium
term, and even more so whether such growth
rate will be in line with the rate of accelera-
tion in climate investments required in coun-
tries served by the CF to help them effectively
deliver on their contributions toward Paris
Agreement goals.

Moreover, and connected to point (ii) above,
based on some trends and developments, the
IDB's (and more broadly, MDBs') comparative
share of access to some of these funds has
decreased or may decrease over time. More
specifically:

e |n the case of the GEF, the IDB's share of
total GEF funding has declined from about
5 percent in GEF-5 to 1 percent in GEF-7.3¢
Overall participation from 1t expansion
regional development banks (RDBs) has also
declined, from about 9.8 percent in GEF-5to
4.3 percent in GEF-7 (a 56 percent decrease).

33 As of December 31, 2023. Source: GCF. 2024. Status of
the Green Climate Fund Resources. https://www.greencli-
mate.fund/sites/default/files/document/09-status-green-
climate-fund-resources-gcf-b38-inf07.pdf.

34 These figures correspond to the specific allocations to
the Climate Change Focal Area; it does not include any ad-
ditional resources approved for climate change projects
funded from other non-climate change specific windows/
programs, such as the Non-Grant Instrument/Blended Fi-
nance program.

35 GEF, 2022. “GEF-8 Programming Directions”. https:/
www.thegef.org/sites/default/files/documents/2022-04/
GEF_R.08_29_ReVv.01_GEF8_Programming_Directions.pdf
%6 Data as of March 2023. Source: GEF, 2023. “Assessing the
strength of the GEF Partnership: Coverage by GEF Agen-
cies”  https://www.thegef.org/sites/default/files/2023-06/
EN_GEF_C.64_10_Assessing%20the%20Strength%200f%20
the%20CGEF%20Partnership%20-%20Coverage%20by %20
Agencies.pdf.
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e In the case of the GCF, the notable incorpo-
ration of a considerable number of accred-
ited entities® (especially direct access ones)
has the potential to significantly increase
demand for GCF funding, without assur-
ance that the offer of this funding will grow
proportionally. This will impact the extent
and ways in which funding can be accessed
by local entities in the future. One potential
course for this evolution might be to rely on
MDBs or other international accredited enti-
ties for complex, multi-country programs
that present higher risks or can benefit from
programmatic synergies. This would avoid,
in most cases, overlapping with national
accredited entities which are often times
accredited for smaller, less complex projects
and limited in geographic scope to their cor-
responding countries.

Finally, with respect to point (iii) above, some
of the CF funding allocation modalities do not
connect well with MDBs' engagement processes
at the national level. For example, GEF opera-
tional focal points, which play a pivotal role in the
GEF funding planning and allocation process at
the country level, are normally located (at least in
LAC) in ministries of environment, which are not
always well acquainted with MDB capacities and
potential value add, and are not comprehen-
sively involved in the process of planning finan-
cial and non-financial support from the MDBs to
the countries (a process normally led by minis-
tries of finance). As a result, there is a disconnect
between the engagement interphase and pro-
cess normally followed by national governments
with MDBs and how GEF funding is allocated to
programs and agencies. The result is that the
IDB and other RDBs are not strongly positioned
relative to other types of GEF agencies for being
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selected to implement GEF programs (at least
those funded with the STAR allocation).

Against this backdrop, the next section ana-
lyzes some of the main aspects (and opportuni-
ties for improvement) affecting access to CF's
concessional climate finance. Sub-section (l)
describes some of the challenges posed by the
requirements and length of appraisal, approval,
and effectiveness processes and timelines,
which hinder speed to market and can result in
missed opportunities. This sub-section focuses
mostly on the GCF, where some of these aspects
and related opportunities are more relevant.
Sub-section (Il) discusses some opportunities for
improving CF product offer, while sub-section
(1) outlines some considerations for the process
of enhancing complementarity and coordina-
tion between CF and in the process of countries
making strategic CF allocation choices.

Some of the aspects discussed below are
concurrently identified in recent assessments
and strategic documents of CF, such as the GCF
Strategic Plan 20243® and the GEF-8 Program-
ming Directions.®® The IDB therefore under-
stands that there is a fair level of awareness and
common ground with respect to many of them.
This note highlights which of these aspects, as
well as some others, are more significant in rela-
tion to IDB's potential to maximize its contribu-
tion to the urgent shared climate change agenda
of LAC countries and the CF.

37 As of October 2023, 95 entities had completed the GCF
accreditation process and were able to fully operational-
ize their engagement with GCF, including 58 direct access
entities (DAE). Source: https://unfccc.int/sites/default/files/
resource/cp2023_08a0l.pdf.

38 GCF Strategic Plan 2024-2027. https://www.greencli-
mate.fund/sites/default/files/decision/b36/decision-b36-
13-annex-iii.pdf.

9 GEF, 2022. “GEF-8 Programming Directions”. https:/
www.thegef.org/sites/default/files/documents/2022-04/
GEF_R.08_29_ReV.01_GEF8_Programming_Directions.pdf.



Main Opportunities and
Recommendations

I. Streamline project appraisal,
approval, and effectiveness process

1. Reduce proposal appraisal and
approval time

Access to GCF and GEF funding implies lengthy
preparation, appraisal, approval, and effective-
ness processes that hinder timeliness of access
to required concessional funding. This, in turn,
can result in missed opportunities for relevant
climate investments.

The most significant case is the GCF, where
on average (as per IDB’'s experience with the
eight GCF projects in its US$762 million port-
folio) it took more than two years*® from the
time projects entered the GCF's pipeline to the
time their Funded Activity Agreements (FAA)
became effective. Within that timeframe, the
time required for proposal review and GCF
Board approval averaged 1.5 years (with some
proposals taking between two and three years).
After this, another 12 months on average were
required for projects to become effective. This
entails getting internal approval at AE, preparing,
negotiating, and executing the FAA, and meet-
ing the effectiveness conditions. And an addi-
tional three to four months were required after
effectiveness to receive the first disbursement.

The considerable length of this timeline
has several major implications. First, it creates
a significant risk that by the time GCF funding
is available, market, political, or other relevant
conditions (e.g., availability of co-financing) may
have changed, rendering the initial theory of
change or enabling conditions—and therefore
the proposed interventions and GCF support—
no longer suitable. In other words, it creates sig-
nificant execution risk. Second, adding to this
risk is the considerable upfront cost associated
with project preparation requirements, which
requires the IDB to be very selective with the
type and number of projects it can bring for-
ward, occasionally having to leave aside projects
that could otherwise fit well (objectives, addi-
tionality, impact) with GCF priorities.

This lengthy timeline is due to a combina-
tion of factors that relate to both GCF and AE
processes. Some of those that are under GCF's

40 The actual average timeframe required by IDB projects
was longer, as a result of the time required to structure and
negotiate the AMA, which delayed the signing and effec-
tiveness of the FAA of the three initial projects. To avoid
distorting the average timeline based on this initial circum-
stance, the real average timeline between GCF Board ap-
proval and effectiveness (which was 1.4 years) was adjusted
downward accordingly by not considering the correspond-
ing GCF Board-to-effectiveness timeline of those three ini-
tial projects.
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direct control (and which might therefore be suit-
able for its consideration) include the following:

i. the structure of the appraisal process, with
a number and scope of reviews* that, from
the IDB's standpoint, present some level of
overlap and duplication. This hasimplications
for the overall appraisal and approval time-
line; it also increases the chances of having
differing views at subsequent reviews, which
may reopen previously agreed points, iden-
tify new issues, and/or require further adjust-
ments or restrictions. When this occurs at
advanced stages of the approval process,
and particularly if the issues are material,
they are difficult to accommodate without
affecting the essence of projects and the
coherence of their design (which in turn can
increase subsequent execution risk).

ii. the breadth and depth of appraisal, with
the level of analysis required at the proj-
ect preparation stage significantly impact-
ing the overall preparation and appraisal
timeline, particularly for program propos-
als where such analysis is generally required
for each and all participating countries.
Much of the upfront work required for GCF
Board approval could be avoided by dele-
gating it to AES’ own appraisal and approval
processes (at least in the case of AEs with
robust appraisal processes, as is generally
the case of MDBs).

iii. capacity constraints, as GCF's staff band-
width to review concept and funding pro-
posals is likely challenged by the number
of applications it receives.? These capacity
constraints and/or GCF's pipeline prioritiza-
tion criteria can further impact the overall
appraisal and approval timeline.

The other major aspect that significantly
affects the timeline for accessing GCF funding is
a particularity of the GCF process: a project/pro-
gram-specific funding agreement, the FAA. This
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process contributes significantly to the average
12 months required (in IDB's experience) fromm GCF
Board approval to reach effectiveness and thus be
able to start accessing GCF resources. The CIF and
GEF, by contrast, do not require the establishment
of a project/program-specific agreement after
their funding approval and rely instead on subse-
quent MDB and GEF agency processes to make
funding available to targeted activities.

The IDB is encouraged by GCF's Strate-
gic Plan 2024-2027, which identifies and aims
to work on some of these aspects, including on
streamlining the appraisal and approval pro-
cesses. This would improve speed to market and
avoid missed opportunities.

In the case of the GEF, in a sample covering
about 25 percent of IDB GEF projects, the aver-
age timeline required from initial submission to
CEO endorsement was 1.2 years. This compares
somewhat favorably to the GFC timeline for sim-
ilar milestones (1.5 years), but it is still a lengthy
process and may also offer opportunities for
improvement. This average value should be con-
sidered with care and evaluated further, how-
ever, as the real average of the full portfolio could
vary relative to the sample.

2. Enhance predictability of funding

An important challenge to develop projects that
require CF concessional support to become via-
ble is the uncertainty with respect to if, how,
and when such funding could be effectively
accessed.

The if and how issue mostly relates to the
uncertainty (not just before initial concept sub-
mission but also at more advanced stages of the

“ Reviews include at least: 1. Initial/concept review (which
leads to CIC2); 2. Interdivisional team Technical Review; 3.
ORMC (which leads to CIC3); 4. Independent Technical Ad-
visory Panel (iTAP); and 5. Board review.

42 As of February 2023, there were 431 projects in the GCF
pipeline. Source: GCF. 2023. GCF Monthly Report — Pipeline
Update- February 2023. https://www.greenclimate.fund/
sites/default/files/document/pipeline-feb2023.pdf.
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applications process) around whether a project
can be approved under the terms and design
originally envisioned by the proponent, many
of which are critical for its effectiveness. This
uncertainty can be more significant in cases
where there is a limited track record of similar
projects having been approved that could pro-
vide insight on whether different criteria or pref-
erences (e.g. on risk-taking) of a certain CF were
found to be acceptably met. This risk is greater
when projects are innovative, which CF normally
seek to promote.

The issue around the how (which is more
significant in the case of the GCF, given the var-
jous internal and external reviews that could
result in differing views along the appraisal and
approval process) relates to the limited clar-
ity that AEs may have at the initial stages of the
appraisal process with respect to GCF's ultimate
position and/or the conditions it might estab-
lish in relation to certain project aspects (techni-
cal, financial, legal, etc.) that might be material to
the effectiveness and efficiency of the projects.
These uncertainties are particularly challenging
when CF requirements for project preparation
demand a large upfront investment (e.g. feasi-
bility assessments, cost-benefit analysis, stake-
holder consultations, etc.), as the risk of incurring
considerable preparation costs that eventually
do not result in GCF funding support as well as
the reputational risk with government and pri-
vate clients become more significant.

The when uncertainty relates mainly to the
lack of reliable expectations on timelines for
approval and disbursement. In the case of the
GCF and the GEF, it is difficult to predict the
number and length of review iterations, con-
sidering the multiple rounds of comments and
answers that might be required. In addition, in
the case of the GCF, this might also be impacted
by eventual limitations in the number of propos-
als that can be brought forward to each Board
meeting, due to capacity or other constraints. In
other cases (e.g. in some instances in the CIF),

. -

the uncertainty around the when might be
related to expected contributions from funding
partners not having yet fully materialized, and
a reliable timeline for them not yet being avail-
able. Finally, the timing for consideration of pro-
posals is also affected (negatively or positively)
based on the extent to which the GCF might find
them of priority interest, given the high number
of proposals in the appraisal and approval pipe-
line. Time between request for disbursement to
actual disbursement is also a critical factor that
can affect execution.

To enhance predictability (particularly in
terms of if and how projects can be supported),
the GCF is encouraged to consider further mea-
sures it can implement to enhance the out-
come of the first stage of review (normally at the
concept level) to ensure it significantly de-risk
endorsed concepts from the chances of subse-
quently not getting the required financial sup-
port under acceptable terms and in a workable
timeframe. Further clarity early on regarding
the acceptability of critical aspects of the con-
cept** and funding proposals presented to it
would be key. This could be achieved by enhanc-
ing the comprehensiveness and depth of the
initial review, so that GCF staff from all relevant
areas (technical, financial, credit, impact, safe-
guards, legal, etc.) can identify any critical issues
and suggest alternatives and/or restrictions
based on which the project would be deemed
acceptable, if they can be accommodated. For
this, it is important that officers involved in
this early stage have deep experience within
the institution, to ensure their sound under-
standing of internal standards and preferences
(including on risk appetite) enable them to
anticipate issues that might otherwise emerge
further along in the appraisal/approval process.

45 GCF's Climate Investment Committee 2 (CIC2), which is
already in place, pursues this objective. So, the recommen-
dation is to consider how to strengthen this stage of review
to further identify and anticipate issues, and measures/re-
strictions that might be required to properly address them.

Main Opportunities and Recommendations




o

Having this feedback in a clear and reliable man-
ner early in the process should contribute to
reducing approval uncertainty and to enhancing
efficiency in the preparation process (for both
preparers and reviewers). Getting it right the first
time reduces the number of iterations between
teams and the total review time.

3. Rebalance up-front appraisal
requirements and delegation to AEs
for Program modalities

In light of the relatively high transaction cost
and lengthy timeline required to prepare and
approve CF projects, the IDB has been increas-
ingly resorting to Program“4 modalities, where
the efficiency of the initial upfront investment
is enhanced based on the subsequent pos-
sibility of supporting multiple projects. Pro-
gram approaches have the additional benefits
of mitigating uptake risk by diversifying the
set of countries/markets they can support and
being able to support thematic approaches
across a broader geography, with the possibil-
ity of achieving programmatic synergies, taking
advantage of economies of scale, and generat-
ing knowledge-sharing opportunities. Another
value of Programs is that, in incorporating var-
ious markets as eligible demand, they increase
the market size for investment origination and
deployment, and thus the absorption capacity
of funding envelopes that need to be of a cer-
tain size to justify the transaction cost. This can
be particularly enabling for small countries and
some mid-size countries. In addition, aggrega-
tion of eligible demand also becomes appropri-
ate when economies of scale play an important
role in the theory of change to contribute to
medium- to long-term viability of a certain tech-
nology (e.g., green hydrogen) or business model.

While Program approaches can help address
some of these challenges and opportunities,
they still face significant hurdles. In the case of
the GCF, for example, the main challenge relates
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to GCF requirements for funding proposals, as
some of them that are generally more man-
ageable for individual project proposals (where
specific investments are more limited geograph-
ically, technology-wise or in terms of quantity or
already identified at the time of preparing the
proposal) are not suitable for Program proposals.
Conducting comprehensive, in-depth analysis
on climate, technical, financial, market and legal
conditions, and other feasibility dimensions for a
large number of participating countries amounts
to a volume of analysis with significant implica-
tions on timelines for project preparation (for the
AE) and review (for the GCF). It also frequently
fails to provide the level of definition and cer-
tainty the GCF might normally expect based on
standards applied to individual project proposals.

From this perspective, the IDB sees the
need to readjust the balance between the level
of analysis (i.e., feasibility studies, economic
and financial modelling/analysis, identifica-
tion of investment pipeling, etc.) and the defini-
tion on certain parameters required upfront for
GCF Board approval versus the aspects that can
be assessed and further defined during IDB's
(or AES', in general) origination, appraisal, and
approval of specific sub-projects. Rationalizing
the upfront requirements for Program propos-
als would make it possible to overcome some
of the difficulties previously highlighted while
also delivering on other benefits identified (e.g.,
aggregation of demand, etc.).

For this, the IDB strongly recommends
reconceptualizing the focus and scope of the
GCF appraisal for Program proposals. Rather
than requiring detailed technical, economic,
financial, and other types of analyses on a per
country and per sector/activity level, a revised
Program approach would focus on assessing:

44 Given the different ways in which the term “program” is
used across funds, by Program we refer here to the mean-
ing provided under the GCF, where it refers to proposals
aiming to support multiple sub-projects under a defined
framework.



e the business case (including theory of
change) of the proposed program.

e the fit with GCF investment criteria (includ-
ing impact potential, justification, and addi-
tionality of the GCF contribution).

e the AE's capacity to deliver on such a pro-
gram of investments and its impact tar-
gets (based on track record and preparatory
work already undertaken, among others).

e thesoundnessoftherisk analysis performed
and of the proposed risk mitigation strategy.

This would be complemented by a clear
determination of appraisal elements that the AE
would be contractually responsible for conduct-
ing and assessing during its own origination and
approval process to confirm eligibility and terms
of support for sub-projects (as per framework
parameters previously agreed with the GCF).

Deferring to AEs (when properly equipped
for that) to conduct more detailed technical
analysis as part of their follow-on appraisal and
approval of sub-projects has benefits related to
improved timeliness. First, when these types of
assessmentsare conducted for specific sub-proj-
ects closer in time to their detailed structuring
and implementation stage, much more infor-
mation on critical elements is available, includ-
ing on executing entities (not always available at
Program approval stage), the specific location/
sub-region in a given country where it will be
implemented, the specific sub-investments that
will likely be supported (particularly in Programs
that seek support for multiple activities and tech-
nologies), the level of concessionality that might
be effectively required (in particular for private
sector projects, where pricing terms might not
need to be set at Program approval time at a
pre-determined fixed level, but can be defined
following minimum concessionality consider-
ations), the additionality of counting with GCF
support, and others. In short, the closer this type
of analysis is conducted to the time of approval
of specific sub-projects, the more reliable these
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analyses can be to ensure alignment with GCF's
criteria. Second, given the significant time lapse
between the moment these assessments are
made (early in the preparation process) and the
time when resources are made available (a few
years after the initial assessments) there is a sig-
nificant risk that such assessments are no lon-
ger valid, as various parameters (CAPEX costs,
interest rates, exchange rates, etc.) might have
changed materially, eventually leading to unnec-
essary concessionality (with its opportunity cost)
or insufficient support, which hinders impact.

Other aspects worth considering to reduce
both transaction cost and timeline required
for Program approval, and the need to restruc-
ture projects/programs during execution stage,
include the following:

1. Co-financing ratio covenants. In the con-
text of Programs involving many countries
and expected sub-projects (most of which
may be at an early stage of development at
the time of submission of the Program pro-
posal), co-financing values can often be only
roughly estimated. Setting co-financing
covenants requiring those ratios to be met
as a condition precedent for disbursement
thus poses a significant restriction and exe-
cution risk, increasing the chances of requir-
ing a restructure.

Further to this, the overall expected co-
financing for a Program is often the result
of assumptions on average co-financing
expectations. As a result, some sub-projects
will naturally have lower levels of co-financ-
ing, and some others will have higher levels.
Setting a standard level required for all sub-
projects is therefore likely to result (unless a
very conservative value is assumed) in a few
of them not meeting that target.

2. Incorporation of additional countries. One
way to mitigate the risk that changes in
market or political conditions in one or more
participating countries no longer allow a
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Program to fully deliver pre-defined mitiga-

tion and adaptation impact targets would

be to allow Programs to incorporate ex-post

(i.e., after the FAA has been executed) new

countries for which the Program'’s theory

of change and support model fit well with
country needs and conditions.

The proposed revised approach to pro-
gram proposals, with stronger emphasis on
framework elements and further reliance
on AEs to conduct the detailed assessment
of sub-project alignment and eligibility,
would facilitate incorporation of new coun-
tries in the circumstances described above.
Assessment and confirmation of the fit of
new countries could be delegated to AEs
(subject to such country meeting any con-
ditions pre-defined in the Program doc-
ument), thus avoiding the need for Board
re-engagement.

The proposed reconceptualization
of program appraisal and approval could
also enhance the efficiency of scaling up
such programs when additional coun-
tries are identified as suitable for incorpo-
ration. Approval of subsequent phases of
the same program for additional countries,
with additional funding, would be stream-
lined. A requirement in approving subse-
guent phases could be to ensure that they
document and capture any learning emerg-
ing from the implementation of the initial
phases, to enhance the efficiency, effective-
ness, and impact of new rounds.

3. Allocation per financial instrument. In Pro-
gram proposals deploying multiple financial
instruments (e.g. loans, guarantees, equity)
it is generally not possible to determine
upfront with sufficient accuracy how much
will be required of each instrument (to avoid
mismatches that hinder effectiveness dur-
ing execution). While the IDB understands
the need for the GCF to have allocations
per instrument at the outset (among other
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things for risk management purposes),
alternatives to make such initial allocations
more flexible could avoid the eventual need
to restructure a Program. One possibility is
to determine ranges of allocation per instru-
ment (e.g. loans: 30-50 percent; guaran-
tees: 20-40 percent; equity: 10-25 percent)
instead of less flexible fixed values at the
time of program approval. A better possibil-
ity would be to establish caps for the riskier
instruments (e.g. equity, first loss guaran-
tees), with flexibility for less riskier ones to
eventually increase their participation.

In the case of the GEF, the Blended Finance
window and its connected predecessors (such
as the Public-Private Partnership program and
the Non-Grant Instruments window) have exper-
imented significantly with different levels of del-
egation for Program approaches throughout
GEF rounds. Guidelines in the latest call for pro-
posals*® provide two alternatives in this regard,
with the aim of tailoring the approach to the
characteristics of each project. These alterna-
tives are the following:

i. Projects or programs where subsequent
investments have a “specific investment
focus, parameters, and financial terms and
conditions” that can be defined in advanced
can follow the regular process and obtain
final approval through CEO endorsement.

ii. For projects or programs with a “portfolio
of diverse investments, different non-grant
instruments, and different technologies or
approaches,” the project/program docu-
ment to be submitted may include only a
general description of the use of proceeds
and financial instruments at the time of CEO
Endorsement. GEF agencies will need to

45 GEF, 2024. “Third Call for Proposals under the GEF-8
Blended Finance Global Program”. https://www.thegef.org/
sites/default/files/documents/2024-02/GEF8_Blended_Fi-
nance_Third_Call_Proposals.pdf.


https://www.thegef.org/sites/default/files/documents/2024-02/GEF8_Blended_Finance_Third_Call_Proposals.pdf
https://www.thegef.org/sites/default/files/documents/2024-02/GEF8_Blended_Finance_Third_Call_Proposals.pdf
https://www.thegef.org/sites/default/files/documents/2024-02/GEF8_Blended_Finance_Third_Call_Proposals.pdf

obtain expedited concurrence from the GEF
Secretariat for each investment prior to GEF
agency and/or executing agency invest-
ment approval.

This flexibility is welcomed as it recognizes
the difficulties some projects and programs may
have in generating full information (e.g. pipeline)
and pre-defining terms and provides some level
of flexibility through the second option listed
above. This option comes with the trade-off of
the risk associated with the need to obtain con-
currence from the GEF Secretariat at a more
advance stage, as this concurrence cannot be
guaranteed. From that perspective, to enhance
predictability and reduce risk perception associ-
ated with the final concurrence step, it would be
helpful if the GEF Secretariat could define a rel-
atively limited set of aspects that would be sub-
ject to evaluation at that point. This would give
agencies further insight into the aspects that
need to be carefully considered at the time of
originating investments in order to mitigate the
risk of not obtaining subsequent concurrence.

In the case of CIF, which relies more heav-
ily on MDB processes, the balance between
upfront CIF appraisal and delegation to MDBs
for program proposals is generally found to be
adequate and enabling already.

4. Expand geographical presence to
enhance origination engagement

One additional challenge facing LAC countries
with the GCF is their geographical distance. It is
the most remote developing region in relation
to the Secretariat’s location in South Korea, with
timedifferencesranging between12and15hours.
This makes interaction with the Secretariat more
difficult and less fluid than ideal, particularly if
multiple parties need to connect and coordinate
their schedules. The challenge is even greater
when participants from multiple regions need to
connect. The possibility of having a GCF presence
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in or closer to the region would help reduce the
impact of this distance and may also enhance
the GCF's capacity to appraise projects from
LAC, because it would facilitate a richer under-
standing of regional issues affecting projects.

For this measure to be effective, the decen-
tralized team should be staffed and equipped to
have a certain degree of self-sufficiency, so that
it can manage a meaningful part of the engage-
mentandfeedbackrequired by AEs'projectteams.
If, instead, it continued to rely heavily on inputs
from headquarters for most tasks, the benefit
of closer proximity would be lost, as interactions
would still require daily involvement from Songdo.

Il. Enhance product offer

5. Expand availability of local currency
financing and alternative foreign
exchange risk management solutions

As CF funding is still mostly extended in hard
currency, implied foreign exchange risk can be
significant. It has the potential to render CF reim-
bursable funding unsuitable for a broad range of
projects, either because they cannot efficiently
manage it or because in doing so, they would
lose most of the net concessionality (given the
additional cost of hedging solutions). Foreign
exchange risk can be even greater in countries
where investment and financing conditions are
already more challenging (poor credit ratings
and/or insufficiently deep financial markets), as
access to adequate hedging solutions (cost, cov-
erage) might be more limited as well.

The GEF does not have this problem, as
most of the funding it provides is in the form
of grants. Even in the context of the Blended
Finance window, where reimbursable products
are prioritized, the GEF can generally absorb this
risk (given adequate analysis and justification).

The GCF and the CIF have been develop-
ing alternatives to enable borrowers to better
manage this risk, but comprehensive solutions
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are not yet in place. In the case of the CTF, the
offer incorporated the possibility of subsidizing
(up to a certain cap) the cost of currency hedges,
but the support was limited, and it would not
work in countries where adequate hedges are
not available. In addition, it is still unclear if the
approaches foreseen for this under CCMM can
sufficiently address the problem.

With respect to the GCF, a number of sup-
plemental alternatives, which combined could
result in a more comprehensive offer that might
better cover the needs of different markets,
have been identified and are expected to be
developed as part of a pilot program, likely in a
phased manner. It is unclear, however, how rap-
idly and broadly the full set of solutions will be
in place. Continued and expedited work on this
is encouraged for both the GCF and the CIF, so
that they can enhance their offer vis-a-vis this
risk, to enable them to deliver effective conces-
sionality in all settings.

6. Ensure adequate risk appetite
to enable further additionality,
innovation, and leverage

CF have been taking steps to increase the type
and level of risk they can assume, recognizing
the importance of a higher risk tolerance for
their capacity and comparative advantage to
drive innovation and impact. This trend is wel-
come and contributes to expanding capacity to
address investment barriers.

Connected to this, the GEF has been
expanding the types of financial instruments it
can provide under its Blended Finance Global
Program. It has been incorporating convertible
instruments, contingent instruments linked to
environmental performance, political risk insur-
ance, and liquidity facilities, thus offering addi-
tional ways to support projects that can in turn
enhance financial and business model innova-
tion. In addition, the budget allocated through
this window has increased over successive GEF
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rounds and is currently (for GEF 8) at around
US$195 million. This is a positive trend; how-
ever, the overall budget allocated, at just about
3.7 percent of overall GEF-8 funding (and the
indicative cap per project at about US$15 mil-
lion“*®) remains limited vis-a-vis the global reach
and the type and scope of opportunities the
Blended Finance program can support. This is
particularly relevant considering that this GEF
engagement modality is the most, or some-
times the only, suitable modality in the overall
GEF allocation system for some types of MDB
projects. Other programming modalities are
more difficult to navigate, particularly when
targeting innovative private sector projects.
The Blended Finance program engagement
model helps overcome some of the constraints
that the IDB and possibly other RDBs face rel-
ative to the regular engagement process for
projects funded with the STAR allocation. Thus,
it is more likely to enable further MDB partic-
ipation, particularly with the recent expan-
sion of eligible financial instruments.” A larger
funding allocation in subsequent rounds could
drive interest further, including from programs
and initiatives requiring more support (i.e,
larger ticket sizes).

The GCF has been increasingly emphasiz-
ing (including in its Strategic Plan 2024-202748)
its intention to take incrementally greater risks.

46 For instance, this cap may be too limited relative to the
size of blended finance programs that IDB Invest normally
pursues, seeking to ensure efficiency in the mobilization
and deployment of resources.

47 The IDB provides solutions, such as technical coopera-
tion for policy-based work, capacity building, institutional
strengthening, and others, that match funding opportuni-
ties under the STAR window. Given the constraints in ac-
cessing them, more focus should be devoted to the Blend-
ed Finance program. Measures to facilitate MDB access to
the STAR window are encouraged.

“¢ The GCF's Strategic Plan 2024-2027 states that “it will
also exercise a distinctive risk appetite to accept consider-
able uncertainties around funding and investment risks in
return for impact potential.” GCF decisions even go as far as
indicating its willingness to provide “early-stage financing
to new, pre-commercially viable technologies.”



The IDB has seen this trend* and very much
welcomes it. The IDB has also encountered
occasions when the GCF did not deem it feasi-
ble to take a junior/subordinated position rela-
tive to IDB capital. The IDB has further perceived
that there might not yet be a full understand-
ing of how MDBs operate from the standpoint of
risk-taking and pricing for private sector opera-
tions. With respect to pricing, IDB Invest follows
market references; it generally does not pursue
a concessional approach with its own capital.
With respect to risk-taking, while its develop-
ment mission and technical and financial struc-
turing expertise allow it to go farther than where
commercial entities may sometimes be capa-
ble or willing to go, as a credit-rated entity that
needs to maintain a certain financial perfor-
mance, there are limits to the type and level of
risk it can take. A critical part of CF's addition-
ality when working with MDBs resides in their
willingness to take risks that MDBs cannot take
entirely on their own. Thus, continued consider-
ation and joint work in this area would be wel-
come to maximize de-risking additionality from
the GCF, while keeping incentives aligned.

With respect to the CIF, significant risk-tak-
ing has been supported across the CIF portfolio,
particularly in the context of projects financed
againstallocations of CIF capital and grant contri-
butions. Significant support has been approved
for risk-prone instruments such as equity, first-
loss guarantees, mezzanine capital, and contin-
gent recovery grants, including the possibility
of MDBs having a senior position relative to CIF
capital. Nevertheless, it is unclear whether simi-
lar possibilities will continue to exist as the CTF
funding model evolves into the CCMM, where
the need to ensure more predictable cash flows
might reduce the appetite for risk. It is impor-
tant for the CIF to strike an appropriate bal-
ance between the benefits of implementing the
CCMM and the need to safeguard the significant
risk appetite and financial instrument flexibility
of the CTF, which was one of its main assets in
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its mission to drive transformation and financial
mobilization at scale.

On a similar note, the CCMM will need to
carefully define its origination strategy in order
to be able to deliver adequate concessionality
(i.e., sufficiently deep where needed to ensure
additionality) across projects. Given the need for
a sustainable asset-liability management, and
that market funding costs will likely significantly
exceed the interest rates provided to countries
with high concessionality needs for the same
credit risk level, the CIF will need to balance such
projects with others that can ensure a healthier
risk-adjusted return (e.g., private sector projects
in middle-income countries).*® This should be
envisioned from the outset to ensure that sub-
sequent origination aligns with it. On this note,
ensuring that the CTF continues to have, in the
CCMM phase, project origination modalities
that are adequate and efficient to originate pri-
vate sector projects is essential to achieve this
balance.

Another strategy that would help manage
the challenge of balancing financial sustainabil-
ity with the possibility of continuing to provide
significant concessionality and risk-taking is to
continue to pursue some degree, albeit more
limited, of periodic grant and/or capital contribu-
tions from CIF contributing countries.

7. Expand use of financial instruments
not based on traditional use-of-
proceeds approaches

With notable exceptions such as in REDD+ and
other performance-based models, most CF proj-
ects tend to deploy their funding based on use-
of-proceeds approaches against well-defined
inputs to be supported. While this approach,

4 For example, through the use of CRIGs in the Amazon
Bioeconomy Fund program to support early-stage compa-
nies not yet fully ready to raise traditional equity from com-
mercial sources.

% |DB Invest internal note.

Main Opportunities and Recommendations




when properly structured, can deliver signifi-
cant additionality and mitigation/adaptation
value, in some cases there is the risk that their
impact does not go significantly beyond the cli-
mate investments and assets that are specif-
ically funded, falling short of achieving a more
systemic impact. This risk can exist even if input-
type support is provided for activities with signif-
icant potential to contribute to transformation
and paradigm shift, such as the development of
relevant policies and regulations. This is because
such support does not necessarily guarantee
that the policies and regulations will be imple-
mented, or that a set of supplemental devel-
opments (e.g., other connected regulations)
required for them to generate the effects they
pursue effectively are put in place.

Thus, it may be worth exploring an expansion
of the use of traditional use-of-proceeds, input-
oriented instruments to alternative approaches
that in certain circumstances may be more effi-
cient or effective in addressing systemic barriers,
catalysing critical developments, achieving spe-
cific results, or increasing leverage. Some types
of instruments for which CF support may be
worth exploring further include:

e Policy-based instruments. The feasibil-
ity of achieving Paris Agreement objectives
largely depends on countries’ willingness
and capacity to enact and implement com-
prehensive and sector-specific policies and
regulations that create obligations, provide
incentives, and/or facilitate climate invest-
ments.®" Policy-based instruments (includ-
ing loans and guarantees) aligned with this
objective could prove useful and efficient
to expedite such policy processes, with
a potential catalytic effect in some cases
more significant than direct funding of spe-
cific investments.

e Sustainability-linked instruments. Simi-
larly, where funding and associated pric-
ing incentives are linked to achievement
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of pre-defined sustainability objectives

(which in this case could be focused on cli-
mate-relevant milestones), these instru-
ments can sometimes be more viable or
efficient than traditional use-of-proceeds
alternatives (e.g. green/climate bonds), par-
ticularly where specific circumstances of
the issuer/borrower or the underlying mar-
ket make it challenging to follow the latter
approach.

The IDB has been developing or replicating
significant innovations in this regard. Examples
of operations that incorporate performance-
based approaches and in which funding is only
partially restricted by use-of-proceeds require-
ments include: (i) the use of policy-based guar-
antees under debt-for-nature conversion (DFNC)
models (including as part of a recent concept
proposal approved by the GEF for a biodiver-
sity program®) and (ii) IDB's own IDB CLIMA
program, which provides performance-based
loan principal discounts against achievement of
pre-defined climate-relevant milestones aimed
at helping countries enhance their capacity to

s According to Valverde et al., “As of January 2022, more
than 130 countries have adopted net zero mid-century tar-
gets, covering three-quarters of global carbon emissions.
However, only a few countries have a policy framework in
place that would lead to zero emissions. A comprehensive
climate change policy framework is a crucial driver for the
transformational change towards a net zero and climate-
resilient economy; it sets the target and guides the formula-
tion of more specific policies and the development of policy
instruments to achieve the desired outcomes. Effective pol-
icies alter the behaviour of public and private sector agents
to address risks and return simultaneously, and in turn, risk
and return affect investor decisions (Polzin et al. 2019). The
objective of a net zero, climate-resilient economy needs
fair, rigorous and transparent plans (Rogelj et al. 2021), with
aligned policies and regulatory frameworks across coun-
tries to foster a coherent transformational change.” Source:
Valverde, M.J.,, et al. 2022. Tackling climate change through
policy-based finance: options for the Green Climate Fund.
Frankfurt School. UNEP Centre, Frankfurt am Main. https://
www.fs-unep-centre.org/wp-content/uploads/2022/03/
Tackling-CC-with-PBF-GCF-1.pdf.

%2 Details available at https://www.thegef.org/projects-op-
erations/projects/11324.
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access green capital markets.>® CF support is
fundamental for the IDB's ability to continue to
develop and replicate these and other innova-
tive models.

lll. Enhance complementarity,
coherence, and collaboration

Over the last decade there has been significant
discussion of the need to enhance complemen-
tarity, coherence, and collaboration of the CF.
The CF have been taking steps in this direction,
and they expect to present and endorse a work-
plan later this year. Some considerations that
IDB can offer on this include:

8. Expand the use of Country
Investment Plans or Country
Platforms as vehicles to organize
engagement with CF

While some important coordination gains can
be achieved through the dialogue and joint work
underway between the CF secretariats, other
coordination and complementarity aspects can
be more effectively pursued through strate-
gic investment planning processes led by ben-
eficiary national governments. This approach
is one of the key features of the CIF's program-
matic approach. It has been useful in promoting
country leadership and enhanced coordination
with and between multiple partners (includ-
ing MDBs). Because national governments lead
these processes, they can offer a better chance
to ensure alignment with NDCs, NAPs, and other
relevant national and sector development strat-
egies. These processes not only enhance coor-
dination of development partners’ support in
the context of planning allocation of resources
of a given CF. More importantly, if more openly
conceived, they could offer a platform to coor-
dinate support from the various CF, identifying
on a country-specific level how best to allocate
the support that each of them can provide. This
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would maximize the chances of adequate align-
ment, coordination, collaboration and comple-
mentarity, which in turn can maximize efficiency,
effectiveness, and leverage potential. Thus, the
CIF investment planning process could offer a
platform for coordination with the other CF. It
could also serve as a basis for development of
further-reaching Country Platforms.

This approach can also help translate NDCs,
NAPs and other relevant strategies into more
concrete investment plans. This tool is often
missing, leading in cases to implementation of
projects that duplicate efforts, do not capitalize
synergies, and/or fall short of delivering a more
comprehensive transformational process.

The IDB encourages and supports current
initiatives promoting the development of Coun-
try Platforms that can contribute some of these
benefits. Some key aspects required for them
to gain momentum would be to further clarify
funding that can be committed (source, volume,
timing) and countries’ demand for them.

Finally, in addition to supporting the devel-
opment of country-driven investment plan-
ning processes, it is strongly recommended
that the approach be complemented by contin-
ued and expanded support for development of
regional/multi-country (theme-based, where
appropriate) funding programs and facilities
(akin to the GCF Program modality discussed in
an earlier section, or to those that can be devel-
oped under the CTF's DPSP). These can create
efficiencies in design, approval, and execution
processes, while making it possible to capitalize
on opportunities for learning and sharing expe-
riences. These types of programs and facilities
can enhance access efficiency and execution
performance for both public and private sector
operations. This is particularly critical for private
sector operations, given the speed to market
required for private sector investments. This is

3 https://www.iadb.org/en/news/idbs-innovative-financ-
ing-tool-rewards-results-nature-and-climate.
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especially true when supporting first movers
and innovative business models where there
may not be a government program (and thus
an investment plan and public support frame-
work) still in place.

9. Further engage Ministries of Finance
in CF funding strategic planning and
allocation processes

Key to achieving global climate goals (and of
related NDC and NAP objectives) is the capac-
ity of countries to mobilize public and private
finance at scale. The relatively scarce conces-
sional finance that CF can provide thus needs to
be used to maximize mobilization. It is therefore
crucial that government officials tasked with
looking at strategies for attracting and mobi-
lizing investment from domestic and foreign
sources participate, along with technical experts
from other sectors and ministries, in the process
of strategizing about the use of limited conces-
sional resources. Ministries of finance have an
important role to play because of their financial
expertise, engagement with other actors in the
finance community (private, public, local and
international), and capacity to shape financial
policy and regulation to catalyse it. CF should
seek to actively engage in the strategic process
leading to decisions on allocation of CF resources
and subsequent project design.

From an MDB perspective, involvement of
ministries of finance could also help obtain max-
imum value and leverage from MDBs, given
the better understanding that ministries of
finance have about the vast range of financial
and non-financial support MDBs can provide
to mobilize finance at scale. Their participation
is also important given the influence of minis-
tries of finance in determining how MDB fund-
ing is prioritized across sectors and programs
in their country. Thus, consistent involvement
of ministries of finance in the strategic allo-
cation process of CF funding might also help
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ensure its complementary and synergistic use
with resources contributed and/or mobilized by
MDBs.

10. Make advances in the harmonization
of standards, processes, and
requirements across CF

The IDB understands the need for each CF to
determine its own standards, processes, results
framework, reporting requirements, and other
operational parameters to deliver on their mis-
sion and objectives and on the requirements
of their funding partners and stakeholders. It is
widely acknowledged in the concessional cli-
mate finance community that harmonization of
certain aspects across CFs could enhance effi-
ciency and effectiveness in the deployment of
their resources. Harmonization is also key to
the enhancing complementarity and coordi-
nation of funds. Ways to achieve it may include
having them support subsequent phases in the
transformation process associated with certain
technologies/activities/markets by providing a
continuum of climate finance support (with each
fund focusing on the phase or aspect best suited
to it). The feasibility of such a continuum of sup-
port could be hindered if each CF required bene-
ficiaries, project sponsors, executing entities, and
MDBs to observe different standards (safeguards,
technology eligibility, stakeholder engagement
requirements, etc.), thus potentially creating dif-
ferences in whether and how certain sectors and
activities can be supported in going from one
stage of market development to the next.

Given its significant operational experi-
ence with the GCF, CIF and GEF, which subjects
it to the differences in standards, requirements
and processes of each of the CF, the IDB wel-
comes the efforts and commitments made by
these funds to pursue opportunities (e.g., with
the workplan expected to be endorsed later this
year). The IDB declares its willingness to sup-
port harmonization by participating in working



sessions aimed at identifying or validating har-
monization measures that can drive efficiencies
in its operations with CF.

IV. Other Considerations

1. Reduce the frequency of
re-accreditation

The GCF reaccreditation process—currently
required every five years—demands a signifi-
cant investment of resources and diverts the
focus of usually small climate teams in AEs from
their main priority of delivering on climate proj-
ects and institutional climate targets. MDBs are
prompted by their Boards of Directors to stay
abreast and incorporate emerging best prac-
tices in fiduciary aspects, including environ-
mental and social safeguards, procurement, and
financial management. As a result, since one of
the main objectives of the reaccreditation pro-
cess is to ensure that high standards are main-
tained in alignment with evolving best practice,
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this process would normally result in limited
value added to MDBs and CF.

Therefore, the IDB recommends that the fre-
quency of the reaccreditation requirement be
reconsidered, at least in consideration of pro-
cesses that AEs already have to ensure ongo-
ing updates and enhancements of any relevant
standards. For MDBs, extending reaccreditation
to 10 years or more might offer a better balance
between the effort required on both sides for
reaccreditation and the benefits accruing from it.
Moreover, doing so might free up capacity within
the GCF accreditation team to accredit new AEs.

Finally, harmonizing accreditation require-
ments across CF and with other climate funds
could go a long way toward streamlining these
processes and expediting access, particularly for
new entities. IDB acknowledges that each fund
might have certain additional requirements rel-
evant to their operation, but there is a core set of
functions (procurement, financial management,
safeguards, etc.) common to all where standard-
ization could result in significant efficiency gains.
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Concluding Remarks

he IDB has developed a valuable part-

nership with the CF analyzed in this note,

helping LAC countries access a signif-
icant share of the resources allocated to the
region while helping CF deliver on their global
mission. Each CF presents different character-
istics, resulting in comparative advantages or
challenges in the engagement with them. The
following sections summarize the main such
aspects, for each CF, from the IDB's perspective
as a regional development bank.

CIF. Having been designed to work exclu-
sively through MDBs, and fundamentally relying
on MDB capacities and processes for origination,
appraisal, and implementation, the CIF remain
the CF model most efficiently structured for
leveraging MDB capacities and mobilization
potential to deploy climate finance to benefi-
ciary countries. Among other features, it stream-
lines the approval process by relying much more
significantly on MDB appraisal and credit pro-
cesses, including in the definition of terms and
conditions for private sector operations (which,
unlike for public sector operations, are not pre-
defined at a standardized level). Its governance
also allows further MDB input (without a vote,
but as a technical and implementation partner)
into strategic decisions, often actively seeking
MDBs' perspectives and capacities to support
advancement in CIF strategic development pro-
cesses. The CIFs' architecture is also conducive

to increased collaboration (and competition,
inevitably too) and knowledge sharing between
MDBs. Prospects for alignment with country pri-
orities and strategies are also enhanced through
its programmatic approach, mostly centered
around the development of country Investment
Plans.

The following are some of the most salient
access limitations, challenges, and aspects
to continue to consider in the CIF' further
development:

e  Country eligibility. As of now, access is lim-
ited to those developing countries that have
been selected as beneficiaries of at least
one of its programs.

e Predictability of funding. In the context of
the then-emerging GCF, one key limitation
for the CIF to get new funding pledges was,
until a few years ago, its sunset clause. With
this clause now indefinitely postponed,
some significant new pledges have been
received (e.g., over US$2 billion for ACT). The
CCMM under preparation is also expected to
offer a supplemental and more continuous
stream of capital for new CTF projects (at
about US$500 million per year), thus allow-
ing MDBs to continue project origination
and commitments under this program on a
more regular basis. As such, the IDB views
it as a very promising initiative, with great
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potential to mobilize private capital for cli-

mate finance. Nevertheless, there are two

related outstanding challenges:

i. CIF non-CTF programs do not have a
similarly predictable and continuous
endogenous funding source (as the
CCMM for the CTF) and will thus need
to continue to rely on new capital injec-
tions. As a result, continued, significant
new funding commitments for these
programs in a manner that can sup-
port origination on a sustained basis
will be critical to consolidate new non-
CTF offers and MDB work in support of
them.

ii. The CCMM’s need to maintain a cer-
tain financial performance to attract
(and serve debt with) bond investors
will likely limit its concessionality and/or
risk-taking capacity. Measures to safe-
guard it (e.g., balancing the portfolio
between high concessionality projects
and those with healthier risk-adjusted
returns; seeking continued, albeit more
limited, grant/capital contributions) will
be key for it to maintain its capacity to
deliver financial additionality. Further
development of local currency financ-
ing and alternative foreign currency risk
management solutions is also impor-
tant to ensure effective financial addi-
tionality across beneficiary countries.

GCF. Based on the volume of funding it can
provide and its broad country eligibility across
developing regions, the GCF has established
itself in the last few years as the largest conces-
sional climate funding source for non-Annex 1
countries. About US$32 billion has been pledged
to it over its three resource mobilization rounds
so far, and about US$14 billion has already been
committed to climate change mitigation and
adaptation projects and programs. Besides its
volume, another distinctive feature of the GCF is

Enhancing Access to Concessional Climate Finance

its capacity to consider mitigation and adapta-
tion projects across sectors and project/program
sizes through a unique platform, with its project
funding window being open on a rolling-basis.
That is, proposals can generally be submitted on
a continued basis, without the need to wait for
specific cycles, openings, or calls for proposals.
With less than a decade in operation, its fund-
ing deployment modalities and offer continue
to evolve, with the aim of enhancing access and
efficiency. Some examples are its significant
push to further incorporate direct access enti-
ties, and the development of expedited access
mechanisms, such as the Simplified Approval
Process, among others.

On the challenges and opportunities for
improvement, continued work on streamlin-
ing the appraisal and approval process for proj-
ects and programs is fundamental to enhance
speed to market and predictability of funding.
An important part of this would be rebalanc-
ing appraisal requirements between what fun-
damentally needs to be assessed upfront (for
GCF Board approval and FAA signing) and what
can be delegated to AEsS own appraisal and
approval processes. In addition, there are signif-
icant opportunities for enhancing product offer.
Local currency financing or alternative, efficient
foreign currency risk management solutions are
key to ensuring GCF financial additionality in
countries where currency mismatches pose a
significant barrier. Continued work on increasing
GCF's risk-taking capacity, including when MDB
co-financing is involved, is also fundamental.
Further consideration of financing instruments
that can go beyond traditional use-of-proceed
approaches would also be important to diversify
the set of tools to deliver impact efficiently and
effectively across the various stages and chal-
lenges in countries’ paths towards Paris Agree-
ment alignment.

GEF. Since the funding it can provide comes pre-
dominantly in the form of grants, the GEF is well



suited to support technical cooperation activ-
ities critical to transformation processes, such
as policy/regulatory development, institutional
strengthening, and capacity building. It can also
support early stages of innovative climate-rel-
evant business and investment models where
significant risk tolerance is required. This capac-
ity is one of the GEF's fundamental assets, and
continued strategy and implementation work to
ensure full advantage is taken of it is encouraged.
Also on the positive side, broad developing coun-
try eligibility and funding predictability (through
the STAR) facilitate access and country planning.

A major challenge is the declining share of
overall GEF funding allocated to climate change.
This means that GEF funding should be used
ever more strategically (building on its com-
parative advantages and enhancing coordina-
tion and complementarity with other sources)
to support the higher ambition and impact
required to achieve Paris Agreement goals.
Another challenge that IDB and other RDBs
have faced is related to the engagement and
allocation modalities of country STAR resources.
They are not well positioned to be engaged for
project implementation relative to other types
of GEF agencies that work more closely with
operational focal points in their regular course of
business. This partly explains the sharp (56 per-
cent) decline in the participation of the IDB and
other 1t expansion RDBs in the implementa-
tion of GEF projects to a combined 4.3 percent
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only in GEF-7. Any measures that can facili-
tate further MDB engagement might help the
GEF capitalize on MDBs' distinctive investment
expertise and capacity to mobilize co-financ-
ing, thus potentially expanding its leverage and
impact in the context of the decreasing GEF allo-
cation to climate change. Some measures that
can help maximize mobilization of MDB capital
(and expertise) are: (i) further expansion of the
allocation to the Blended Finance Global Pro-
gram (which has been increasing in absolute
value throughout GEF rounds, but at just 3.7 per-
cent of overall GEF-8 funding, it is still quite lim-
ited) and (ii) further engagement of ministries of
finance in defining the strategic use and alloca-
tion of GEF financing.

Finally, the joint efforts underway by the
CF secretariats to enhance coordination, har-
monization, and complementarity are strongly
welcomed and encouraged. Country-led invest-
ment planning processes, such as the develop-
ment of country platforms, are likely a critical
supplement to those CF-level efforts and can
help materially optimize coordination and align-
ment along Paris Agreement goals and related
country commitments. Greater reliance on
capacities and processes already in place in
MDBs, PDBs, and other AE/GEF agencies that
avoid or reduce the need for new institutions,
expanded structures, and potentially duplicative
processes can also contribute to enhanced coor-
dination and efficiency.

Concluding Remarks




Annex |

Characteristics of a Sample

IDB CF Portfolio

he study conducted a review of a sam-

ple of GCF, CIF, and GEF projects imple-

mented by IDB to draw insights on
various dimensions of how the IDB has used CF
funding. The main dimensions analyzed include
project size, themes, and sectors, main counter-
parts and beneficiaries, financial and nonfinan-
cial instruments deployed, and ways in which
CF provided additionality. The analysis is based
on ex-ante indications in project documents
at the approval stage, including estimations
where specific indications (e.g., on the expected
split of investments by type of final borrower
or financing instrument) were not provided in
the documents. An ex-post analysis and evalu-
ation should be performed if more accuracy is
required.

Sample composition

The sample encompassed 8 GCF projects®
(which represents IDB's full GCF portfolio at the
time of the analysis, in April 2024), 11 CIF projects,
and 10 GEF climate change projects.*®

Of this combined sample of 29 projects:

e 66 percent were individual projects, and 34
percent were programs®®

e 62 percent were public sector projects®
and 38 percent private sector ones.

The overall volume of concessional funding
in this sample amounted to US$1.106 billion, of
which:

e GCF has US$762 million (69 percent), CIF
had US$262 million (24 percent), and GEF
had US$82 million (6 percent).

54 The term “project” used across this document—except
in sections where explicit differentiations are made—refers
to either individual projects or broader programs/facilities
submitted to and approved by the CF.

% Some of the GEF projects analyzed also contained fund-
ing to support other GEF focal areas. Thus, the net size of the
climate change allocation may be smaller in some cases.

% “Programs” refers to overall funding facilities approved by
CFs that have the capacity to subsequently support various
individual projects. They are more broadly defined than in-
dividual projects at the time of approval, mostly specifying
a theme and sector, type of financing modality, and other
eligibility criteria. They are the basis on which individual
projects aligned with those definitions and addressing the
objectives of the approved program can subsequently be
originated and funded by the implementing agency (in this
case the IDB). As a result, facilities tend to be larger in size
(as they are expected to support various individual projects)
and are generally meant to cover various countries.

57 Public sector projects are operations mostly led or man-
aged by IDB Public Sector departments, while private sector
projects refer to operations led by IDB Lab or IDB Invest. But
even those that might be categorized as public sector may
in some cases be mostly aimed at providing concessional
support to the private sector (notably in the case of opera-
tions with PDBs that in turn provide financing or risk sharing
support to private companies or banks). In addition, some
projects categorized as public sector allocate limited fund-
ing to be implemented by private sector windows of the IDB
Group (e.g., GCF Amazon Bioeconomy Fund project).
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e 63 percent was allocated to multi-country
programs, and 37 percent to individual proj-
ects.

e 60 percent was allocated to public sector
programs, and 40 percent to private ones.

This initial set of values provides some valu-
able comparative characteristics of these oper-
ations.

Based on average ticket size in the sample,
GCF operations are the largest (US$95 million
per operation), followed by CIF (US$24 million)
and the GEF (US$8.2 million; or only US$5.1 mil-
lion if a US$31.5 million outlier is not considered).
Thus, in this sample, the average ticket for the
GCF is 4 and 11 times larger than for the CIF and
GEF, respectively.

These differences are mainly attributed to
two factors:

e the funding available and business/alloca-
tion model of each fund;

e the GCF operations that IDB has brought
forward have a higher share of program
proposals, which encompass multiple
countries and therefore have larger average
ticket sizes. About 50 percent of IDB GCF
operations have been programs, compared
to 36 percent in the case of CIFs and only
20 percent in the case of the GEF.

The lower share of program proposals in CIF
and GEF operations in the sample is likely due
to the business and allocation models of fund-
ing of these two funds, where most of their
resources are allocated on a country-specific
basis (through STAR in GEF, and through Coun-
try Investment Plan model in the CIF).

Another explanation for this is that the
higher transaction cost (both in terms of prepa-
ration requirement such as market and technical
assessments and the time required for appraisal
and approval) associated with GCF operations
results in IDB prioritizing larger, program-type
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proposals for this fund. Thus, more individual
projects can later be supported based on this
initial mobilization effort.

Themes and Sectors

In terms of number of operations, the sample
analyzed has a much greater focus on mitiga-
tion (59 percent) than adaptation (10 percent),
with the balance (31 percent) having a cross-
cutting nature (support both mitigation and
adaptation). This relative size of this difference
generally holds when considering the volume
of funding involved (rather than the number
of operations). Forty-two percent is allocated
to mitigation, 6 percent to adaptation, and 52
percent to cross-cutting activities. The share of
pure mitigation operations thus holds at about
6-7x relative to pure adaptation operations.
The significant change when volume of fund-
ing is considered is on the share of cross-cut-
ting activities, scaling from 31to 52 percent. This
is explained by the GCF's strong push toward
increasing the share of adaptation, which has
resulted on the two largest IDB GCF propos-
als (Amazon Bioeconomy Fund -US$279 million
and E-mobility, US$200 million) incorporating
significant additional focus on adaptation and
resilience relative to their original main orien-
tation toward mitigation. In fact, the last three
IDB proposals to the GCF have been cross-cut-
ting ones.

Allin all, the sample portfolio still leans heav-
ily toward mitigation. This is mostly explained by
the lower complexity of originating large mit-
igation investments (energy, transport). GEF's
main focus on mitigation also contributes to
this, at least in terms of the number of projects.
And while this is likely to continue in the future
(at least from a volume of funding perspective,
given the higher complexity of driving large
investment towards adaptation/resilience), the
GCF's continued push toward adaptation is likely
to reduce the size of the gap.



With respect to specific sectors, 44 percent
of the operations in the sample have targeted
the energy sector, primarily renewable energy
(ooth large-scale and distributed, self-supply
solutions) and energy efficiency. This is followed
by the land use, land-use change, and forestry
(LULUCF) sector (31 percent) focusing mostly
on low-carbon agriculture and land/forest res-
toration and conservation. The transport and
water sectors follow, with about 7-8 percent of
the projects each. The balance (10 percent) goes
to relatively minor operations covering mitiga-
tion and adaptation investments across vari-
ous sectors.

As volume of funding is considered, some
changes in the ranking and shares are found:
LULUCF ranks first (39 percent), followed by
energy (34 percent), transport (19 percent) and
water (4 percent). This is mostly the result of the
same two large GCF programs mentioned before,
one focused on LULUCF (Amazon Bioeconomy
Fund—US$279 million) and the other one on
transport (E-Mobility—US$200 million), which
explains the relative increase in shares of these
two sectors to the detriment of the energy sector.

NOTE: This categorization needs to be inter-
preted with care, however, as some programs
that have been categorized based on the main
focus of the intervention (e.g., Amazon program
as LULUCF) also support investments in other
sectors (e.g., renewable energy/energy effi-
ciency for ecotourism businesses). Some of the
most significant mitigation activities in trans-
port programs also come from energy measures
(e.g., energy efficiency, electrification).

Counterparts and beneficiaries

As pointed out in the introduction, almost two
thirds (62 percent) of projects have public entities
as main direct counterparts: PDBs, 24 percent;
state-owned enterprises (SOEs), 7 percent; other
government entities (ministries, sector agencies,
etc.), 31 percent. There is also one project where
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IDB’'s main counterpart is the Caribbean Devel-
opment Bank, an RDB.

For the 38 percent of projects whose main
direct counterparts are private entities, these
include: private companies (including large,
MSMEs, and start-ups), 31 percent; private invest-
ments funds, 21 percent; and commercial banks,
7 percent.

NOTE: the shares across sub-types of enti-
ties add up to more than 100 percent, as some
projects work with more than one sub-type of
main direct counterparts (e.g., programs that
can provide concessional funding to both invest-
ments funds and SMEs directly).

As volume of funding is considered, the
shares of public and private main direct counter-
parts remain almost unchanged, at 60 percent
and 40 percent, respectively. The main difference
appears,however,whenallocation persub-type of
entity is analyzed, where PDBs concentrate over
40 percent of the funding. This significant share
for PDBs is the result of the combination of a very
active participation of the Connectivity, Markets
and Finance (CMF) division in the mobilization of
concessional climate funding for PDB clients and
the very large volume of some of the associated
GCF programs (e.g., Amazon Bioeconomy Fund,
EE/RE Program in Argentina) in the sample.

In turn, as end recipients/beneficiaries are
considered (rather than main direct counter-
parts), SMEs rank first, with 55 percent. This
does not represent the share of funding they
are expected to receive,*® but rather the share of
projects in which they are a (non-exclusive) ulti-
mate targeted beneficiary. This finding makes

58 |t is not possible to determine in this review -which
looks at ex-ante project design, and not at ex-post results
of implementation—the share of funding effectively de-
ployed to SMEs. Many of these projects (particularly those
operated by financial intermediaries and those struc-
tured as programs, as opposed to more narrowly-defined
individual projects) provide flexibility to finance different
types and sizes of private companies, thus not allowing to
determine ex-ante how much of the funding will end up
directed to SMEs.
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sense vis-a-vis: (i) the high share of projects
implemented through financial intermediaries
(e.g., PDBs and commercial banks, investment
funds) with capacity to target small projects;
(ii) the significant financial access barriers that
SMEs normally face (risk profile, lack of collateral,
available debt with only limited tenor/grace, etc))
and for which CFs can provide suitable solutions.

The second category of ultimate beneficia-
riesencompasses households and communities
(31 percent of all projects). This category com-
bines programswhere communities are targeted
for grants or payments for ecosystem services
support (e.g., in forestry or adaptation projects)
or where concessional lines of credit or grants
target households to promote investments in
low-carbon, resilient technologies and activities.

The third funding destination in the sam-
ple is large infrastructure projects (24 per-
cent), which in turn benefit (i) their public or
private owners and suppliers, and (ii) commu-
nities, indirectly, through the services they pro-
vide rather than by providing cash or credit
to them. These projects are normally funded
by the IDB or government entities, either
directly or through financial intermediaries.

Another important distinct type of end ben-
eficiary targeted is start-up companies, particu-
larly those aiming to drive innovation in climate
investments.

Financial instruments

Investment grants (IGs) are the financial instru-
ment most frequently solicited by CF in the
project sample. They are present in almost
70 percent of the projects in a variety of forms,
including IGs to:

e subsidize CAPEX cost (28 percent),

e provide contingent recovery grants (17 per-
cent)

e provide payments for ecosystem services or
performance-based payments (10 percent)
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e subsidize project structuring costs (10 per-
cent)
e subsidize guarantee fees (3 percent)

IGs are followed by concessional loans
(52 percent of projects), equity (28 percent) and
guarantees (10 percent).

As the volume of funding® for each instru-
ment is considered, concessional loans rank
first (53 percent), followed by IGs (22 percent,
half of which is in the form of CAPEX grants),
equity (7 percent), and guarantees (2 percent).

NOTE: Technical assistance resources are
also requested in the large majority of proj-
ects (76 percent), representing 15 percent of all
funding.

It is worth noting that:

e  While CF-funded loans and IGs have been
utilized in both public and private projects,
in this project sample equity and guaran-
tees have only been requested for pri-
vate sector projects. While equity is not an
instrument that the IDB can implement in
public projects, guarantees are.

e Allthree CF analyzed in this paper are able to
provide all of the above-mentioned financ-
ing instruments.

Overall, the statistics described above are
explained based on the following considerations:

e Loans are the most commonly used instru-
ment by the IDB and/or IDB Invest (better
known, easier to structure).

e In order to support comprehensive theories
of change, as normally required by CF, techni-
cal cooperation (TC) grant funding is required
to support non-financial interventions, such
as support for policy and regulatory develop-
ment and capacity building.

59 These shares per instrument are estimated ex-ante allo-
cations, based on often times indicative allocations made at
proposal stage or expert assumptions during the analysis,
in the context of multi-instrument programs.



The use of equity as a financial instrument
is limited to IDB Lab (which has been quite
active in this area but with ticket sizes that
are generally smaller than the size of usual
IDB investment projects) and IDB Invest.
The limited use of guarantees is due to the
following:

* |tis generally a product that IDB clients
request less frequently.

e CF do not have their own credit rating.
Thus, entities not familiar with them
might not be able to easily assess the
value of guarantees directly supported
by them. This obstacle can be overcome
through a full, upfront collateralization
of the obligation.

e  Guarantee products in sovereign-guar-
anteed operations have limited appli-
cations through which they can deliver
real value. One valuable use of them is
to credit-enhance a financial obliga-
tion (e.g., a bond) of a sovereign issuer
with a weak credit rating. They are not
useful as a risk-sharing solution for the
IDB or CF to effectively absorb part of
the risk when CF require a sovereign
counter-guarantee as the IDB does (as
is the case in public sector operations
of the GCF) because the risk ultimately
remains with the government by virtue
of the counter-guarantee.

Performance-based payment/incentive
instruments have been used less by the
IDB than by other (non-bank) institutions,
such as NGOs UN agencies, which rely more
on them given restrictions to deploy other
financial instruments. However, the IDB may
use them more based on IDB recent prece-
dents and developments, including the fol-
lowing programs and approaches:

e |DB CLIMA, which provides a 5 percent
discount on loan principal upon attain-
ment of certain pre-defined climate-rel-
evant results;

.

e |KlI's Greening the Banks program,
offering performance-based payments
against PDB's implementation of Paris
Agreement alignment measures.

e |DB Invest's use to provide incentives to
companies when they implement gen-
der equity measures;

e the GEF Blended Finance Global Pro-
gram now deeming this type of instru-
ment eligible.®®

Additionality

The IDB has structured concessional funding
from CF IDB to provide additionality in a variety
of ways that support transformation processes.
Nonfinancial measures include supporting the
development of adequate policy and regulatory
environments and building capacities of stake-
holders. Financial measures include ensuring
the provision of lending terms that match the
financial profile of target climate investments,
guarantees that can soundly mitigate invest-
ment risks and enhance project bankability, and
patient capital that can bridge equity gaps for
start-ups and growing SMEs.

In 40-50 percent of the projects in the sam-
ple, concessional funding has been provided to
enhance the financial performance of—and thus
enable and accelerate—private investment, nor-
mally through concessional loans and CAPEX
grants. Other types of support provided with a
similar objective includes de-risking solutions
(30 percent of projects) and scarcely available
risk capital (30 percent), normally in the form
of equity investments directly into companies or
through investment funds.®

50 |DB has indeed recently got concept approval under the
Blended Finance Global Program for a combined Debt-for-
Nature Conversion (DFNC) and performance-based pay-
ment instrument to support biodiversity investments.

51 As pointed in a previous section, shares per category can
add up to more than 100 percent, as most projects create
additionality through a combination of the types of inter-
ventions hereby analysed.
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In about 25 percent of the projects, conces-
sional funding was used for economic enhance-
ment of public investments in projects with
remote or uncertain financial returns (e.g., adap-
tation investments) and core enabling infra-
structure (e.g., transmission lines).

Consistent with the widespread use of TA
grants (76 percent of the projects) across the
sample, nonfinancial additionality was pro-
vided through support for the development
of policy and regulation (28 percent), capacity
building and institutional development (48 per-
cent), and de-risking and facilitation of private
investments (48 percent), among the most
common uses.

The table below shows specific breakdowns.

In general, the capacity of CF to provide
financial additionality through debt products
varies significantly—particularly for CF that have

standard, pre-defined interest rates—depend-

ing on country- and project-specific conditions
such as (i) the prevailing market interest rates, (ii)
the extent to which foreign exchange risk can be
efficiently managed, and (iii) the level and effi-
ciency of intermediation between the CF and
the ultimate investment, among others. As a
result, CF concessional debt offers can translate
into very appealing and enabling financing con-
ditions reaching borrowers capable of generat-
ing significant additionality and impact or, at the
other extreme, very poor financial additionality
prospects. Inthe case of projects where the most
critical barriers relate to credit or investment risk,
a key determinant of CF potential additionality
will be the CF's capacity and flexibility to tailor
financial products to effectively mitigate risks
for lenders and investors, which entails, among
other things, having a high tolerance for risk.

Main vehicles of additionality

Through concessional/risk-tolerant financial instruments %
Enhance project economics—for ultimate private investments 41
Enhance project economics—public investments with no immediate financial return 14
Enhance project economics—public investments in core enabling infrastructure 10
CAPEX grants/payments to support forest communities/businesses to protect forests 7
CAPEX grants for emergency response to natural disaster 3
CAPEX grants for demonstration projects 10
Provide missing risk capital 31
Derisk private investments—through financial instruments 31
Through technical assistance

TA to help develop and enhance policy and regulation 28
TA for capacity building and institutional development 48
TA to facilitate private investments 34
Derisk private investment through non-financial measures 14
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