Policy Brief No. 2 | December 2017 | DOI: 1017528/cifor/006682

CIFOR

Bridging funding gaps for climate
and sustainable development

Pitfalls, progress and potential

Exploring barriers and solutions to ‘unlock’ private finance,
to support global agendas and a transition towards a sustainable

low-carbon economy.

Robyn Clark, James Reed and Terry Sunderland

Key messages

m Policy reform is required to more accurately value
natural capital and incentivize green investments
through aligned subsidies, supportive financial
measures, and risk mitigation support.

m A centralized system that synthesizes evidence and
connects projects to investors would both improve

Introduction

The ratification of the Paris Agreement and adoption of
the SDGs have brought renewed focus to international
challenges such as climate change and sustainable
development. This attention has, in turn, piqued
financiers’interest in being involved in international
discourses and actions to achieve and finance these
global goals. While globally conceived commitments
have been welcomed and almost universally supported,
implementation and the fulfilling of such ambitious
goals will present new challenges. One key challenge

is how to bridge gaps between levels of finance
required to achieve the agreed goals, and the levels

of finance currently invested in climate action and
sustainable development. The ‘unlocking’ of private
finance to fulfill sustainable development commitments
offers significant potential as a prevailing solution.

The recommendations of this policy brief are based

on a critical literature review of current mechanisms

for financing sustainable development. We examine
the extent to which current investment aligns with

the figures regularly purported as required to fulfill
global commitments (Clark et al. 2017). Our findings
show a disconnect between global ambitions and
financial realities, and that mechanisms by which

such commitments will be fulfilled will likely require
transformations across scales of geographies, policies,
and economies.

awareness of initiatives and funding sources, and
build capacity and financial literacy.

m Key information gaps persist in reporting, monitoring
and impact assessment. Leveraging a centralized
system could reduce redundancies, enhance cost-
effectiveness and bridge finance gaps.

Addressing shortcomings through
reform and innovative collaboration

In a world where natural capital is often unpriced or
undervalued, unsustainable resource exploitation
inevitably remains both lucrative and normative. As

such, without intervention, environmentally degrading
activities will continue to dominate the economy.
Regardless, there is clear and encouraging momentum
from across a range of sectors towards globally conceived
commitments for climate and development. Achieving
such commitments, however, will require significant
upscaling of financing, and in particular, enhanced private
sector commitments. Our review reveals that although
there is potential for upscaling finance, progress remains
insufficient; persistent obstacles hinder private sector
engagement. Significant barriers to bridging finance
gaps were also identified, including: reliance on voluntary
commitments, market failures, information gaps,
short-termism, undervaluation of natural capital, and
inconsistent, and often counterintuitive, policies that have
created market environments that dis-incentivize wide-
scale private investment in sustainable development

(see Table 1).

Current mechanisms for mobilizing finance for
sustainable development are diverse and expanding;
however, the majority of funding continues to be
dependent on government sources, including official
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Table 1. Four key barriers to private investment
Barrier Summary

Limited, non-existent, or
asymmetrical information on the

Information gaps

risks associated with climate change,

leading to ill-informed decision-
making.

Recommendations

Centralized information hub and convening
body;

Further research to collect empirical evidence;

Leverage proven track record of development
finance institutions (DFIs).

Preference to maximize short-ter
profits, undermining long-term
investment decision-making.

Short-termism

m Institutional and policy reform, recognizing the
value and benefits of long-term investment

strategies.

Undervaluing natural
capital

Exploitation of natural resources
due undervaluation, leading to

negative externalities (i.e. unpriced

Policy reform to accurately value natural
resources;

Adoption of natural capital accounting (NCA).

greenhouse gases, water pollution).

Voluntary commitments

Reliance on voluntary commitments,
which lack recourse and regulation.

Political and institutional reform;

Regulatory reporting requirements; Legally
binding agreements.

development assistance (ODA) and foreign direct
investment (FDI). Across the range of mechanisms, we
found consistent gaps between the amounts required to
achieve global climate and sustainability agendas, and
actual current investment (see Table 2'). For example, total
climate financing in 2014 reached USD 361 billion - yet after
analyzing the national climate change commitments and
policies in 21 emerging markets, the International Finance
Corporation (IFC) forecasts that there will be approximately
USD 23 trillion of climate investment opportunities
between 2016 and 2030 in these markets (IFC 2016).
Similar gaps exist within the SDG agenda, where required
annual investment is an estimated USD 3.3-4.5 trillion for
developing countries (OECD 2016) and USD 5-7 trillion
globally (Almassy et al. 2015). However, total ODA in 2015
fell far short of this at approximately USD 132 billion (OECD
2016). Expecting such a shortfall to be picked up by the
private, or indeed any other sector, is arguably misguided,
and clearly represents the current disconnect between
stated ambitions and reality.

Various studies aim to estimate the amount of funding
currently directed towards specific actions, such as climate
change mitigation or adaptation, as well as aiming to
investigate existing gaps (Financial Stability Board 2016).
However, information is lacking on the current scale of
private investment flowing to landscape approaches,

the forest sector, climate action, and environmental
remediation, for example. This is due to an absence of

! This table provides a brief overview of some known current
investments and how this relates to the global scenario. Despite
certain comparisons being unfair (e.g. SDG row), even if we sum
the ‘current known investment’ column there remains a significant
shortfall to meet the global funding requirement for the SDGs.

All figures are calculated on an annual basis (adapted from

Clark etal. 2017).

coordinated and systemic efforts to collect information
on investment flows, a lack of obligatory reporting
requirements and insufficient overall transparency,
making it extremely difficult to fully comprehend the
current state of private financing and identify areas of
potential opportunity (Castren et al. 2014).

Despite the lack of transparency, areas of potential do
exist, for example leveraging of voluntary commitments,
innovative partnerships, and collaboration and utilization
of existing expertise, such as that of development
finance institutions (DFIs) and other successful public-
private partnerships. Despite apparent disconnects
between investable projects and investors, DFIs
(including multilateral, bilateral, and national banks)
have become important sources of finance, with
valuable expertise in advisory services and in-depth
understanding of markets, policies and regulations
affecting investment in sustainable development.
Harnessing this momentum and further catalyzing
private sector investment to transition to a low carbon
economy is a fundamental challenge; institutional and
political reforms, as well as improving collaboration to
efficiently access and allocate limited funding, will be
crucial to create an enabling investment environment
for sustainable development. Such change is not only
necessary, it is also potentially economically viable;

this will however require enhanced political will that
recognizes the limitations of planetary boundaries
(Steffen et al. 2015). A recent 25-year forecast report by
CitiBank compared the costs and benefits of a low-
carbon future (action scenario) versus the business-as-
usual path (inaction scenario). The report suggests a
similar cost of investment in each of the scenarios, with
the low-carbon scenario actually being a less costly



Table 2. Financing overview

Financing source/ objective Current known investment

Bridging funding gaps for climate and sustainable development

Private sector/ Current investment

market contribution

relative to global scenario

Global climate finance USD 361 billion USD 141 million USD 1.6 - 3 trillion
(USD 131 billion from DFls) (required investment)
Sustainable Development USD 132 billion (ODA) USD 5-7 trillion
Goals (required investment)
Conservation initiatives USD 52 billion USD 104 billion USD 250-350 billion

(based on total annual spend

(USD 6.5 billion via (required investment)

accurate at 2012) green commodities)
Green bonds USD 118 billion USD 90 trillion

(labeled green bonds) (current global bond market)
Foreign direct investment USD 1.23 trillion USD 54 billion

(1980 investment)

investment at USD 190.2 trillion as opposed to the USD
192 trillion investment in the business-as-usual scenario
(Channell et al. 2015).

Despite obstacles and bleak outlooks for the scaling
up of private finance, we have shown documented
cases of positive momentum driving private sector
investment. By identifying key barriers to the upscaling
of private investment, we are able to provide select
recommendations that we consider would expedite
future progress.

Recommendations

1. Government and policy reforms, to create an
enabling investment environment and move
beyond voluntary commitments

m  Reform policies to accurately value natural
resources and environmental degradation.

m  Incentivize the scaling up of private investment
through aligned subsidies, supportive financial
measures, and risk mitigation support.

m  Address political risks and policies, including
implementation of regulatory reporting
requirements to improve transparency.

2. Develop an international convening body to
synthesize evidence and connect projects and
investors to resources

m Create a centralized resource to reduce
redundancies through coordination of efforts,
and provide a platform for information sharing,
including a database of research, projects,
investors, and advisory services.

m  Improve awareness of initiatives, funding sources,
and projects, and build capacity and financial

literacy to improve the financial system.

m Provide support networks, and identify
collaboration opportunities.

3. Bridging finance gaps, through enhancing the
cost effectiveness of projects

= Improve and upscale monitoring, reporting, and
impact assessment to address information gaps.

m Leverage centralized information and
convening body to improve coordination and
communication between various actors and
investors.

m  Develop a strong evidence base for sustainable
development projects.

m  Generate concrete financial information using
existing projects and investments, such as those
made by DFls.

Acknowledgements

This research was funded by USAID and UKAID from the
UK government through their Knowledge for Forestry
Program. It was conducted as part of the CGIAR Research
Program on Forests, Trees and Agroforestry (FTA) with
financial support from the CGIAR Fund Donors. For a list
of Fund donors please see: www.cgiar.org/about-us/
ourfunders/.

References

Almassy D, Merill L and Czunyi S. 2015. Who will pay
for the Sustainable Development Goals? Addressing
Development Challenges in ASEM Countries. Singapore:
Asia-Europe Foundation. Accessed 25 April 2017.
http://www.asef.org/pubs/asef-publications/3733


http://www.cgiar.org/about-us/ourfunders/
http://www.cgiar.org/about-us/ourfunders/
http://www.asef.org/pubs/asef-publications/3733

Policy Brief No. 2 | December 2017

Castren, Tuukka, Katila M, Lindroos K and Salmi J. 2014.
Private financing for sustainable forest management
and forest products in developing countries - trends and
drivers. Washington, DC: PROFOR. Accessed 27 April
2017. http//www.profor.info/sites/profor.info/files/
publication/PROFOR Private Finance_08 20.pdf

Channell J, Curmi E, Nguyen P, Prior E, Syme A, Jansen HR,
Rahbari E, Morse EL, Kleinman SM and Kruger T. 2015.
Energy Darwinism IIl: Why a low carbon future doesn't
have to cost the earth. Long Island City, NY: Citigroup
Global Markets Inc.

Clark R, Reed J and Sunderland T. 2017. Bridging funding
gaps for climate and sustainable development: Pitfalls,
progress and potential of private finance. Land Use
Policy. In press.

Financial Stability Board. 2016. Recommendations of
the task force on climate-related financial disclosures.

cifor.org | forestsnews.cifor.org

RESEARCH
PROGRAM ON

$
%J? Forests, Trees and

CGIAR Agroforestry
NN LA
ukaid USAID

from the British people FROM THE AMERICAN PEOPLE

Basel, Switzerland: Task Force on Climate-Related
Financial Disclosures.

[IFC] International Finance Corporation. 2016. How
banks can seize opportunities in climate and green
investment. EM Compass Note 27. www.ifc.org/
ThoughtLeadership Note

[OECD] Organisation for Economic Co-operation and
Development. 2016. Development Cooperation Report
2016: The Sustainable Development Goals as business
opportunities. OECD Publishing: Paris. https://doi.
org/10.1787/dcr-2014-en

Steffen W, Richardson K, Rockstrom J, Cornell SE, Fetzer
|, Bennett EM, Biggs R, Carpenter, SR, de Vries W, de
Wit CA and Folke C. 2015. Planetary boundaries:
Guiding human development on a changing
planet. Science 347(6223):1259855.

The CGIAR Research Program on Forests, Trees and Agroforestry (FTA) is the world's largest research for
development program to enhance the role of forests, trees and agroforestry in sustainable development and
food security and to address climate change. CIFOR leads FTA in partnership with Bioversity International, CATIE,
CIRAD, ICRAF, INBAR and TBI. FTA's work is supported by the CGIAR Fund Donors: on.cgiar.org/CGIARFundDonors

Center for International Forestry Research (CIFOR)

CIFOR advances human well-being, equity and environmental integrity by conducting innovative research, developing

partners' capacity, and actively engaging in dialogue with all stakeholders to inform policies and practices that affect forests

and people. CIFOR is a CGIAR Research Center, and leads the CGIAR Research Program on Forests, Trees and Agroforestry (FTA).
OR Our headquarters are in Bogor, Indonesia, with offices in Nairobi, Kenya; Yaounde, Cameroon and Lima, Peru.


http://www.profor.info/sites/profor.info/files/publication/PROFOR Private Finance_08 20.pdf
http://www.profor.info/sites/profor.info/files/publication/PROFOR Private Finance_08 20.pdf
www.ifc.org/ThoughtLeadership Note
www.ifc.org/ThoughtLeadership Note
https://doi.org/10.1787/dcr-2014-en
https://doi.org/10.1787/dcr-2014-en
http://cifor.org
http://forestsnews.cifor.org
http://on.cgiar.org/CGIARFundDonors

