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THE ROLE OF PUBLIC FINANCE INSTITUTIONS
(PFIS) IN THE LOW-CARBON CLIMATE-RESILIENT
TRANSITION

Definitions and roles of PFIs
Public Finance Institutions (PFIs)
were created to address the issue
of access to finance, which is
hampered by a number of market
failures and encourage private
investments, by leveraging capital at
advantageous and below-market
rates. They facilitate access to long-
term capital and fill the capacity gap
thus reducing financial risks. In fact,
in the current transition context,
private actors are discouraged
from investing in low carbon
projects because of regulatory
barriers, policy obstacles to long-
term finance supply, a lack of
incentive to invest due to the
projects’ unattractive risk-return
profiles, and the investors’ lack of
capacity to invest in low-carbon
projects (Cochran, I. et al, 2014: 10).
In fact, private sector investments will
be key to reach the USD 89 trillion of
investments needed in
infrastructures between 2015 and
2030 (about additional USD 4.1 billion
compared to the BAU situation)
according to a 2014 New Climate
Economy Report.
 

They can be classified into two
types: national public finance
institutions and development
finance institutions (DFIs) for
international projects. At the
national policy level, they (1)
provide help to low-carbon projects
development and financing, (2)
support to SMEs, and (3) invest in
R&D (Cochran et al, 2014: 11). In
developing countries, DFIs (1)
facilitate access to capital for low
carbon projects, through the
channeling of donor aid, the
leveraging of capital at below-
market rates, favorable lending
policy fostering private investments,
(2) assist national governments in
the design of development
strategies, and (3) provide their
expertise to national banks and
financial industries (Cochran, I. et al,
2014: 7).
 
In the transition to low-carbon
economies, PFIs invest in three
main sectors: renewable energy
infrastructures, energy-efficiency
measures and sustainable
transports. They raise and manage
the majority of public resources
dedicated to investing in the
LCCCR. In 2014, public actors and
intermediaries’ (including DFIs)
commitments represented USD 38
billion, accounting for 42% of total
climate finance flows (CPI, 2014: 5).
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Major trends on PFIs climate-
related financing
 
National PFIs and DFIs tend to
increasingly include into their
strategies low-carbon investment
objectives and targets. For instance,
climate-related targets include the
25% target set by the IFC for its
annual lending, the 50% assets target
set for the AFD global portfolio (with
50% of its operations), the 40% target
set for the Asian Development Fund’s
operations (Cochran, I. et al, 2015:
16).
 
Multilateral development banks have
a great role to play in climate finance
as, according to a recent OECD study
(OECD, 2017), they accounted for
about 40% of the total (climate
finance flows?) in 2015 (¾ to support
mitigation activities, 1/6 to support
adaptation measures). Currently,
“climate finance flows to developing
countries is predicted to grow by 60%
in 2020” (ODI, 2016: 2). According to a
2017 WRI Report, MDBs provide
about USD 25-28 billion per year in
climate finance, besides the billion
invested in energy supply
investments (ADB, 2016; WRI, 2017).
 
The particularity and complexity of
DFIs’ actions is their entanglement in
multiple time horizons, their actions
being oriented or constrained by
national (budget constraints and
performance objectives), regional
(SDGs) and international level
commitments and policies
(contributing to a LCCCR transition)
(Cochran, I. et al, 2014: 10). Further
efforts will be necessary to reach the
objective of the Paris Agreement, via
a mainstreaming of climate change
into development policies, which
implies a reduction of investments in
carbon-intensive activities.

Table 1 – Roles and tools of PFIs

Source: Cochran, I. et al, 2014: 31
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Example 1- The examples of the Caisse des Dépôts et Consignations (CDC)
& the Kreditanstalt für Wiederaufbau (KfW)
Mandates. The KfW, created in 1948, has a clear mandate to support the
Federal Government strategy and is described in the “KfW Energy Turnaround
Action Plan” (“Energiewende”). It aims at “meeting the financing requirement of
EUR 27 billion of capital investment needed each year to implement the
energy turnaround by 2020”. The CDC, born in 1816, is more independent and
its involvement is based only on specific programs and on ad hoc cooperation
frameworks established with other government agencies. Besides, the CDC
committed to finance 10% of the French government planned investments in
renewable energy. While the CDC has no low-carbon investment target, the
KfW has a minimum target of 30% of the investment activities that have to be
climate-related.
Budgets. There is no comparison between the two institutions’ total spending
in low-carbon projects (including sustainable transports, renewable energy,
energy efficiency) in 2010-2012: EUR 58 258 million were spent by the KfW (or
a share of 35% of its overall commitments), compared to only EUR 6 906
million by the CDC (15% of lending and 13% of equity investments).
Instruments. Both institutions use concessional lending (below-market rate
loans) funded through either money raised on international markets (KfW) or
passbook savings accounts (CDC, Livret A). The CDC uses “equity” which is
meant – thanks to capital injection - to crowd in private investment into SMEs,
then allowed moving their projects forward. Direct market-rate debt (also
called direct lending) is a tool used by the KfW (ie., the ERP Innovation Program
assisting startups in the development of innovative technologies). The KfW
also uses an “on-lending” system and establishes partnerships with local
commercial banks – used as intermediaries - to finance SMEs (Cochran, I. et al,
2014: 57-60).
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Source: Cochran, I. et al, 2014: 31 Table 2 – Roles and tools of DFIs

Example 2 – The case of the
French development agency:
  Agence Française de
Développement (AFD)
The AFD uses specific
instruments according to the
region where it intervenes
(concessional loans in middle-
income countries, loans and non-
concessional loans in emerging
countries and direct private
sector funding through its
Proparco subsidiary). The project
appraisal process is conducted
according to the institution’s own
strategy and the 2012-2016
Climate Action Plan. Indeed, to
be classified as “climate co-
benefits” (ie., contributing to the
AFD Group’s climate objectives),
individual financial commitments
must either contribute to climate
mitigation (emission reduction),
or to climate adaptation
(improved resiliency), or to
“climate oriented capacity
building and local policies
strengthening in the form of
Development Policy Operations
(DPOs) or technical assistance.”
(Deheza, 2015: 5-6).

Example 3 – The World Bank Group:  instruments, worldwide impact, and private sector investments
The World Bank Group, as the biggest provider of public finance, committed, during its annual meeting in October
2015 in Lima, Peru, to raise its climate-related funding up to 28% by 2020. It was made on the basis of its two twin goals:
ending poverty and boosting shared prosperity in a world with major issues such as climate change, crisis in fragile
states and a weak global growth.
Direct financing should increase from USD 10.3 billion to 16 billion, added to leveraged co-financing amounting to USD
13 billion a year (private sector extra funding (i.e., joint funding programmes). The total of the WB contribution should
reach USD 29 billion, almost a third of the USD 100 billion promised for the Green fund. The WB Group also provides,
jointly with the IMF through the Development Committee, adaptation grants to countries the most impacted by climate
change – also called the Vulnerable Twenty (about USD 2 billion in 2014).
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