
[image: images]


Julia Illman and Mikko Halonen, Gaia Consulting Ltd Shelagh Whitley and Nella Canales Trujillo, Overseas Development Institute (ODI)

Practical Methods for Assessing Private Climate Finance Flows

TemaNord 2014:506


Practical Methods for Assessing Private Climate Finance Flows

Julia Illman and Mikko Halonen, Gaia Consulting Ltd

Shelagh Whitley and Nella Canales Trujillo, Overseas Development Institute (ODI)

ePub produktion: Rosendahls - BookPartnerMedia

ISBN 978-92-893-2702-2

http://dx.doi.org/10.6027/TN2014-506

ISBN 978-92-893-2704-6 (EPUB)

TemaNord 2014:506

ISSN 0908-6692

© Nordic Council of Ministers 2014

Layout: Hanne Lebech

Cover photo: ImageSelect

Print: Rosendahls-Schultz Grafisk

Printed in Denmark

[image: Image]

This publication has been published with financial support by the Nordic Council of Ministers. However, the contents of this publication do not necessarily reflect the views, policies or recommendations of the Nordic Council of Ministers.

www.norden.org/en/publications

[image: Image]

Nordic co-operation

Nordic co-operation is one of the world’s most extensive forms of regional collaboration, involving Denmark, Finland, Iceland, Norway, Sweden, and the Faroe Islands, Greenland, and Åland.

Nordic co-operation has firm traditions in politics, the economy, and culture. It plays an important role in European and international collaboration, and aims at creating a strong Nordic community in a strong Europe.

Nordic co-operation seeks to safeguard Nordic and regional interests and principles in the global community. Common Nordic values help the region solidify its position as one of the world’s most innovative and competitive.

Nordic Council of Ministers

Ved Stranden 18

DK-1061 Copenhagen K

Phone (+45) 3396 0200

www.norden.org


Content

Preface

Summary

List of abbreviations

1     Introduction

1.1   Background and objectives

1.1   Scope and methodology

2.    Tracking
mobilised private climate finance

2.1   Tracking under UNFCCC

2.2   Key concepts and definitions

2.3   Instruments – typology and definitions

3.    Inventory of assessment methodologies

3.1   Key considerations for determining mobilised private climate finance

3.2   Challenges for each consideration

3.3   Example methodology

4.    Case studies from the Nordic countries

4.1   Interviews with Nordic stakeholders

4.2   Methodology testing: Nordic case studies

4.3   Definition – source: Private finance

4.4   Definition – source: Public finance

4.5   Definition – Recipient (2 options)

4.6   Key findings from the application of the example methodology

5.    Conclusions

5.1   Findings on the ten considerations assessed

5.2   Importance of transparency: methodology, inputs and assumptions

5.3   Implications for tracking mobilised private climate finance

5.4   Considerations for Nordic governments

6.    References

7.    Sammanfattning

8.    Annex 1: Nordic stakeholder interviews

9.    Annex 2: Literature Review

10.  Annex 3: Provisions and considerations for private climate finance

11.  Annex 4: Review of considerations


Preface

There are ample opportunities to reduce greenhouse gas emissions at a relatively low cost and with co-benefits, such as improved air quality. In order to tap into this potential in many developing countries, various forms of support are needed, including financing. Developed countries have committed to mobilize large-scale flows of climate finance to developing countries for mitigation and adaptation. It is important that the available funds are spent effectively and to the extent possible leverage private sector capital, which currently constitutes a major part of global climate finance. In particular for mitigation, leveraging private capital is an important means to scale up climate finance flows.

This report identifies practical methods that could be used for assessing mobilized private climate finance, with a focus on the direct use of public finance instruments. The methods are tested on three case studies, where Nordic co-financing was used for climate purposes in developing countries. This allows the study to highlight different implications of approaches for assessing mobilized private climate finance. Through the further refinement of methodologies, public actors should be in a position to develop systems for monitoring and evaluation of finance. This would improve the understanding of the finance landscape, and the effectiveness of interventions for mobilizing private investment. I hope that the findings of this study will contribute to the development of systems for tracking mobilized private climate finance that balance transparency and resource efficiency and contribute to the overall effectiveness of climate finance.

The study has been carried out by Gaia Consulting Ltd and Overseas Development Institute (ODI) for NOAK, a working group under the Nordic Council of Ministers. The aim of NOAK is to contribute to a global and comprehensive agreement on climate change with ambitious emission reduction commitments. To this end, the group prepares reports and studies, conducts meetings and organizes conferences supporting the Nordic negotiators in the UN climate negotiations.

Our report is also part of OECD’s Research Collaborative on Tracking Private Climate Finance and the first piece published in that context. I hope the report will complement other studies, and that the Collaborative can help the UN climate talks navigate through this complex, but highly important, topic.

Helsinki February 2014

Harri Laurikka

Chair of the Nordic Working Group for
Global Climate Negotiations


Summary

In accordance with decisions under the United Nations Framework Convention on Climate Change (UNFCCC) Conference of the Parties (COP) in Copenhagen and Cancun, developed country Parties are committed to “mobilising jointly USD 100 billion per year by 2020 to address the needs of developing countries…from a wide variety of sources, public and private, bilateral and multilateral, including alternative sources” (UNFCCC, 2009; UNFCCC, 2010a; UNFCCC, 2012a).

In spite of this “climate finance” commitment, there is not yet a clear agreement on the types of funds that might “count” as mobilised by developed countries. In particular, it remains unclear what private finance flows could be considered under the UNFCCC agreements as having been mobilised for climate-related mitigation and adaptation action in developing countries.

To address the gaps in data, methodologies and knowledge on private climate finance flows, under the auspices of the Organization for Economic Co-operation and Development (OECD), a group of governments and researchers have established a Research Collaborative on Tracking Private Climate Finance (RC). The goal of the RC is to contribute to the development of more comprehensive methodologies and systems both for measuring private climate finance flows to, between and in developing counties, and for determining those private flows mobilised by developed countries” public interventions (OECD, 2013).

This study seeks to develop an example methodology for estimating private finance flows mobilised “directly” by developed countries through their use of public financial instruments. This represents only one aspect of the role that public finance and support may play in mobilising private investment in climate change, and a relatively narrow emphasis. It is nevertheless a critical aspect, to which actors have taken widely divergent approaches that warrant scrutiny and analysis.

Our research will be complemented through the work program of the RC which will include a broader review of approaches for measuring mobilised private climate finance arising from public support, including through the use of these direct instruments alongside “indirect” interventions, such as support for institutional strengthening, policy, and underlying market conditions, to be developed by the other partners within the RC including the World Resources Institute (WRI) and the OECD.

We began with an extensive literature review to identify approaches used by bilateral and multilateral institutions to assess mobilised private climate finance flows (see Chapter 2). The literature review concluded that while a number of organisations reference leverage ratios as a proxy for mobilised finance, there is a low level of disclosure on how these ratios have been derived, with limited transparency in terms of data sources and assumptions. This prohibits replication of these approaches, and comparison or aggregation of different estimates. However, the literature review did identify examples of where private finance mobilised was estimated in a more transparent manner, in the case of estimated private co-financing. Through the review, we identified an initial typology of “direct” public finance instruments that could be reviewed in the context of estimating private co-financing. These included: grants, debt, equity, guarantees and insurance.

The literature review also identified ten methodological considerations (see Chapter 3) that are likely to be integral to estimating mobilised private climate finance. We then proposed an example methodology that could be adapted to track directly mobilised private investment in developing countries based on these ten considerations and the typology of interventions. The example methodology contains a relatively simple calculation1, taking into account a range of options for the 10 considerations:


	Definition of private finance (3 options).

	Definition of public finance (1 option).

	Additionality (1 option).

	Attribution (2 options).

	Timing (1 option).

	Definition of recipient (2 options).

	Climate specificity (1 option).

	Project sub-components (1 option).

	Currency (1 option).

	Calculation (3 options).



The example methodology was then tested against three Nordic case studies to understand the impact of the different considerations and assumptions on outcomes (see Chapter 4). The outcomes will differ depending on which options are used, and in some instances, differences can be significant. The three case studies resulted in the following ranges of estimated mobilised private climate finance:


	Addax Bioenergy (Sierra Leone): 0 – 14.45 million USD.

	Nordic Climate Facility (NCF) Portfolio: 0.10 – 0.21 million USD.

	Nyamwamba run-of-river hydro (Uganda): 0 – 0.01 million USD.



The differences in results for the case studies are driven by a subset of more conservative options for a range of considerations that can lead to a calculation of zero or of significantly lower levels of mobilised private climate finance. These include:


	Consideration 1: Definition of private finance –when only Nordic private finance is considered;

	Consideration: 3: Additionality – where information is often not available to show that private finance would not have been mobilised in absence of public intervention;

	Consideration 4: Attribution – where only the private finance mobilised by the “lead actor” is counted; and

	Consideration 6: Definition of recipient – when the recipient is determined by the location of headquarters of major shareholders.



This study highlights the complexity of estimating mobilised private climate finance, and a number of issues that are integral for on-going research on this topic, for the multilateral negotiations under the UNFCCC, and for the internal processes of organizations providing climate finance through multilateral and bilateral channels.

The primary methodological issues for consideration include:


	the importance of being transparent about the methodology applied, data used (qualitative and quantitative), and assumptions applied, in any estimation of mobilised private climate finance.

	recognition of the relative importance of a sub-set of four methodological considerations (definition of private finance, additionality, attribution, and definition of recipient), and implications for the resulting calculation.

	implications that the choice of methodology can have on donors’ investment decision processes.

	opportunities for Nordic government collaboration, particularly in terms of joint approaches.



Over the longer term, through the refinement and sharing of these methodologies (including through the OECD Research Collaborative), public actors should be in a position to develop common systems and incentives for monitoring and evaluation (M&E) of finance, thereby enabling a clearer understanding of the landscape of finance within a given project or programme, and the effectiveness of these interventions in mobilising private investment.
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1    Introduction

1.1    Background and objectives

In accordance with decisions under the United Nations Framework Convention on Climate Change (UNFCCC) Conference of the Parties (COP) in Copenhagen and Cancun, developed country Parties are committed to “mobilising jointly USD 100 billion per year by 2020 to address the needs of developing countries…from a wide variety of sources, public and private, bilateral and multilateral, including alternative sources” (UNFCCC, 2009; UNFCCC, 2010a; UNFCCC, 2012a).

In spite of this “climate finance” commitment, there is not yet a clear agreement on the types of funds that can be defined as mobilised by developed countries under this commitment. In particular, it remains unclear what private finance flows could be considered under the UNFCCC agreements as having been mobilised for climate-related mitigation and adaptation action in developing countries.

Also, while there is widespread acceptance that the role of the private sector will be crucial in achieving the goal of mobilising 100 billion USD per year (AGF, 2010; Mabey, 2012; UNFCCC, 2012a), and in driving a more systematic transformation of societies to low/no-carbon development pathways, it remains unclear what private finance flows could be considered under the UNFCCC agreements as having been mobilised by developed country parties for climate-related mitigation and adaptation action in developing countries.

This study by Gaia Consulting Ltd (Gaia) and the Overseas Development Institute (ODI) explores this question of mobilised private climate finance under the UNFCCC, and within the wider goal of contributing to an improved understanding of the role of public finance, actions and measures in mobilising private investment.

The tradition of Nordic countries in the area of development cooperation, characterised particularly by high ambition for transparency and effectiveness in the use and reporting of public funding, serves as a useful background for this study commissioned by the Nordic Working Group for Global Climate Negotiations (NOAK) under the Nordic Council of Ministers. The challenge of identifying and quantifying private flows, in this case private climate finance, is significant. Therefore, while the primary audience of the study are the Nordic countries, the findings are also expected to serve parties to the UNFCCC more broadly.

The overall objective of this study is to identify and apply practical methods that could be used for assessing mobilised private climate finance, with a focus on the direct use of public finance instruments. Our approach to achieve the project goal has been constructed taking careful note of recent, on-going and planned initiatives within this rapidly evolving area.

1.2    Scope and methodology

1.1.1    Approach and scope

This work has been completed through a desk-based review and analysis complemented by interviews with Nordic stakeholders2 in the area of climate finance, development cooperation and business development in developing countries.

Our work builds on efforts that have already been completed on this topic, and is conducted in active collaboration with existing research initiatives in this space. This work also forms an integral part of the Organization for Economic Co-operation and Development (OECD) led Research Collaborative on Tracking Private Climate Finance (RC), in which ODI and Gaia are participating research organisations and the Nordic Council of Ministers is a government partner.3

As the instruments used by governments to mobilise private climate finance are applied across a wide range of sectors, this review could apply to tools that seek to support private investment in mitigation of green-house gas emissions, carbon sequestration, adaptation to specific impacts of climate change as well as to building societal and ecosystem resilience.

We also acknowledge that there is a wide range of interventions and financial instruments, and the interventions are undertaken by different actors (including bilateral and multilateral donor agencies and development banks), and under varying local conditions in developing (recipient) countries.

This study seeks to develop an example methodology for estimating private flows mobilised by developed countries through their use of public financial instruments. In the context of the wider work of the RC, this review focuses in particular on instruments that could be considered “direct” instruments of public finance, i.e. grants, debt, equity, guarantees and insurance4. Furthermore, our approach is based on information on finance provided at a “retail” or project/programme level. This is highlighted in the case study analysis, which presents bottom-up assessments of mobilised private climate finance. This represents only one aspect of the role that public finance and support may play in mobilising private investment in climate change, and a relatively narrow emphasis. It is nevertheless a critical aspect, to which actors have taken widely divergent approaches that warrant scrutiny and analysis.

Our research will be complemented through the work program of the RC, which will include a broader review of approaches for measuring mobilised private climate finance arising from public support, including through the use of these direct instruments alongside “indirect” interventions, such as support for institutional strengthening, policy, and underlying market conditions, to be developed by the other partners within the RC including the World Resources Institute (WRI) and the OECD.

1.1.2    Methodology and research steps

First, as part of the literature review we have examined all major publications and case studies on definitions and methodologies used for assessing private, climate-specific financial flows mobilised by developed countries.5 The task included a review of interventions that have been attributed to developed country governments, and also published by governments and by multilateral and bilateral financial institutions. This review also explored relevant concepts and issues, related to leveraging and mobilisation, focusing on considerations of attribution, double counting, additionality, tracking and data availability.

Second, based on the review of existing research, we have developed an initial typology of “direct” public interventions and presented a list of methodological consideration in tracking mobilised private investment in developing countries. This included a review of the corresponding calculation-based approaches and methods currently being used to determine the level of private investment mobilised through these public interventions. We also examined the strengths and weaknesses of the different approaches in the context of application against government interventions. These will be further explored by other research partners within the RC.

Third, a range of interviews with Nordic stakeholders (see Annex 1) served to gain further insights into existing methods to track climate relevant interventions and climate finance and the potential applicability and limitations of various methodologies. The interviews also contributed to a better understanding of methodological gaps and challenges of implementation in terms of data availability, resource requirements as well as the costs and benefits of different methodological choices (e.g. related to applying leverage ratios, requirements of source and recipient definitions, and the risks of double counting).

Fourth, taking note of the previous steps, we designed an example methodology with different options that could be applied for assessment of private, climate-specific financial flows mobilised by developed countries.

Finally, case study analysis, using Nordic country interventions as examples, allowed for testing the applicability of the example methodology and identifying implications of various methodological choices. By clearly setting out all data and resource requirements, assumptions made and definitions used, we believe the findings will serve not only Nordic stakeholders but also other parties to the UNFCCC more broadly.

1.1.3    Structure and content of this report

Following this introductory section, Chapter 2 presents the background as to why tracking mobilised private climate finance is an important consideration under the UNFCCC. It also outlines key concepts and definitions, laying the foundations for our analysis of mobilised private climate finance flows. Chapter 3 presents an inventory of assessment methodologies to measure mobilised climate finance. The literature review highlights key considerations for determining mobilised private climate finance, presenting methodologies and considerations applied in practice as well as potential limitations and trade-offs. Chapter 4 presents selected case studies from the Nordic countries, showcasing specific opportunities to measure mobilised private climate finance, making use of the example methodology outlined in the previous sections. These cases studies also highlight challenges related to various aspects of the methodology pointing out areas of further research. The findings and conclusions are presented in Chapter 5. Additional information is provided in Annexes.

The work was carried out during June–December 2013, in close cooperation with representatives from the Nordic Working Group for Global Climate Negotiations (NOAK)6 to ensure that the focus and recommendations serve NOAK in its further deliberations. While the authors assume full responsibility for the analysis and views expressed, we would like to warmly thank people consulted (see Annex 1) for their time and views expressed during interviews. In addition, the cooperation with the OECD Research Collaborative and its participants has been fruitful and mutually beneficial, we believe, for further efforts in this area.

Finally, we would like to thank the following experts that have peer reviewed this study:


	Martin Stadelmann, Jane Wilkinson, Barbara Buchner, and Morgan Herve-Mignucci at CPI.

	Raphael Jachnik, Ivan Hascic, Jane Ellis, Randy Caruso, Cécile Sangaré, Mariana Mirabile, and Stephanie Ockenden at OECD.

	Shally Venugopal and Aman Srivastava at WRI.

	Smita Nakhooda at ODI.



2.    Tracking mobilised private climate finance
2.1    Tracking under UNFCCC
Developed countries have committed to mobilise 100 billion USD annually in long-term climate finance to address the needs of developing countries by 2020. However, recent studies show that the commitments made under the UNFCCC, and the current scale of finance, are not enough to address the mitigation and adaptation needs of developing countries. While estimates of the scale of climate financing needs vary substantially, depending upon the assumptions and methodologies used, current estimates of the costs of addressing climate change in developing countries alone range from 0.6 to 1.5 trillion USD per year (Nakhooda, 2012; Montes, 2012). These estimates are 5–10 times higher than the prospective annual flows from developed and developing countries under the UNFCCC agreements, and 3–5 times higher than estimates by the Climate Policy Initiative (CPI) of the current global climate-finance flow in 2010/11 of 364 billion USD, of which two-thirds is coming from the private sector (Buchner, et al., 2012a).
There is widespread acceptance that significant increases in financial resources are needed to help countries undertake climate compatible development (CCD). Many stakeholders have expressed the view that the majority of investment needed for CCD will need to come from the private sector (AGF, 2010; Mabey, 2012; UNFCCC, 2012a). This is because the private sector is seen to have significant resources and capacity for investment, as well as high levels of efficiency, managerial capability and operational power that can be harnessed to achieve certain goals, including those for CCD. Expectations around the potential for private climate finance (PCF) have also arisen as a result of limited public funds in the wake of the financial crisis and parallel decline in Official Development Assistance (ODA). These expectations have placed a high premium on value for money in foreign assistance and an increasing focus on leveraging private sector financing (Sierra, et al., 2013).
Though public sector resources are small when compared to those from the private sector, they are acknowledged to play an essential role in catalysing private sector investment and activity (Whitley & Ellis, 2012). This has also highlighted the need for greater understanding on how public finance is used to mobilise private finance towards climate change action. In particular, developed countries are interested in identifying approaches for tracking their contribution to mobilising PCF as part of their contribution to the 100 billion USD target, and efforts to address the larger financing gap. Tracking climate finance has at least the four following goals: to build trust by ensuring the delivery of financing promises; to show the feasibility and concrete benefits of CCD; to increase understanding of what it takes to use climate finance effectively; and to provide governments and investors with the tools and knowledge required to replicate and scale-up the most effective models (Mabey, 2012; Buchner, et al., 2012).
2.2    Key concepts and definitions
2.2.1    Climate finance and private climate finance
The current lack of transparency in climate finance data is the result of both technical and political barriers, which are manifested most obviously through the absence of an agreed definition of “climate finance,” and of a lack in harmonised methodologies and templates for reporting and tracking (Clapp, et al., 2012).
Past research from ODI and Climate Strategies (Whitley, et al., 2012a; Whitley & Mohanty, 2012b; Whitley, 2012c; Whitley & Mohanty, 2013; Stadelmann, et al., 2011) have suggested five characteristics of long term climate finance under the UNFCCC, based on the guidance from the Copenhagen Accord and the subsequent Cancun Agreements (UNFCCC, 2009; UNFCCC, 2010a):

	mobilised by developed countries parties,

	provided to developing country parties, taking into account the urgent and immediate needs of those that are particularly vulnerable to the adverse effects of climate change,

	balanced in allocation between adaptation and mitigation,

	committed in the context of transparency on implementation, and

	scaled up, new and additional, predictable and adequate.


The precise roles that different forms of finance will play in meeting commitments remain to be agreed by UNFCCC Parties. But there is agreement that climate finance may also include private finance, and therefore private finance that is counted towards meeting these commitments should reflect these characteristics to some extent. Several other organizations and academic institutions have attempted to define private climate finance in the context of the agreements (see Box 1).
Box 1: Example definitions for identifying mobilised private finance as part of the 100 billion USD goal under the UNFCCC
	Originates from non-public sources (Ockenden, et al., 2012).
	Private finance that originates from the private sector, which is not controlled by the state (Venugopal, et al., 2012).
	The private sector includes: corporate actors, institutional investors, project developers, households, commercial financial institutions, venture capital, private equity and infrastructure funds (Buchner, et al., 2012).
	Mobilised as a result of public intervention (Buchner, et al., 2011; Clapp, et al., 2012; Venugopal, et al.
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