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PREFACE

Humans are able to achieve great marvels, with great intent or under great duress. At different times
in history, humans have done wonderous things such as developing agriculture, ballet and a recipe
for the perfect hummus. These things were probably not the product of any one individual’s vision
or intent. These achievements are probably organic — you keep innovating, and some of the
innovations lead to an unintended but welcome result.

There are yet other wonderous things such as the pyramids, going into space or the marvel of
Netflix. What is common to these achievements? Intent. A small set of individuals probably had a
clear vision and some pathways to get there and faced some setbacks and some victories along the
way. Yet other wonders are achieved under duress. When faced with the challenge of maintaining
world peace or safeguarding public health, humans developed peacekeeping institutions and
vaccines. Overall, the result is a path-breaking (or paradigm-shifting) achievement that changes the
course of humanity.

To achieve one such paradigm shift, the Green Climate Fund (GCF) was established with great
intent to address one of the greatest challenges of our civilization, and was designed based upon
lessons learned from all the previous experience of multilateral institutions. Among other things, it
was given a specific mandate related to the private sector. Several years into operations, are we able
to achieve the intended wonders? Is the GCF’s approach to the private sector helping it meet its
ambitious mandate? The evaluation of the GCF’s approach to the private sector began with some of
these questions.

As an evaluator, allow me to lay out things we know and things we don’t quite know. What do we
know for sure about the private sector, climate and GCF? First, climate change is certainly here,
now, pressing, ever more urgent and dire than previously anticipated. Second, the intent behind the
establishment of the GCF was precise, intentional and quite visionary. There is a specific mandate
related to the private sector. The GCF is expected to directly and indirectly finance climate action,
use a country-driven approach, and focus on local actors and in vulnerable countries. Third, the
investor interest and landscape have changed. There is an interest in making investments that are
climate responsible. Fourth, the mandate of the GCF is unique and specific. This has never been
attempted, let alone achieved, before. We really have to learn as we go along.

There are several things we don’t know. There are at least two subjective areas where we can
develop certainty. First: where exactly are we going? The overall goals of the GCF and climate
change are large, and there are several choices and pathways to reach these goals. As a principle, it
is useful to have some flexibility to address the ever-changing and dynamic area of climate change.
But there is ambiguity in the specific targets, and the GCF needs to make choices constantly.
Through this evaluation, we know that there is an opportunity steer the GCF private sector portfolio
to align with targeted results and geographies. Once this “direction of travel” is identified, we need
to know the second area: how we will get there? Do we want to travel fast, or do we want to travel
comfortably? Do we want to focus on the passengers that need extra support, or do we take
everyone along at the same pace? What are we to do if there are trade-offs? Again, these are
subjective but essential choices.

Let me end with a word of appreciation for the team that undertook this evaluation. They did so
under a degree of duress, with several procedural challenges. But this team of authors rose to the
challenge, going above and beyond the call of duty to produce a report that meets the standards in
terms of quality and promised timelines. This team really made the evaluation greater than the sum
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of its parts. | am proud to present, on behalf of the authors, the report of the independent evaluation
of the Green Climate Fund’s approach to the private sector.

We remain hopeful that this evaluation will serve its due role in informing the Board and the GCF,
and help this institution to make choices to meet its vast mandate.

Archi Rastogi, PhD.
Independent Evaluation Unit
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Independent evaluation of the Green Climate Fund's approach to the private sector
Final report — Executive Summary

A. INTRODUCTION

As an operating entity of the Financial Mechanism of the United Nations Framework Convention on
Climate Change (UNFCCC), the Green Climate Fund (GCF) has the explicit mandate to contribute
to the achievement of the ultimate objective of the UNFCCC make a significant and ambitious
contribution to the global efforts towards attaining the goals set by the international community to
combat climate change. The GCF will promote the paradigm shift towards low-emission and
climate-resilient development pathways by providing support to developing countries to limit or
reduce their greenhouse gas emissions and to adapt to the impacts of climate change, taking into
account the needs of those developing countries particularly vulnerable to the adverse effects of
climate change. To achieve this objective, the GCF has a clear mandate to catalyse climate finance,
both public and private. The following five core provisions are discernible in the GCF mandate on
the private sector:

1)  Channel private finance, including catalysing finance

2)  Country-driven approach

3)  Geographical and thematic balance between adaptation and mitigation

4)  Efficiency and effectiveness to promote participation of private sector actors

5)  Support to enable private sector involvement in small island developing States (SIDS) and
least developed countries (LDCs)

During its twenty-seventh meeting, the Board of the GCF requested the Independent Evaluation
Unit (IEU) to undertake an independent evaluation of the GCF’s approach to the private sector. This
report presents the findings of that evaluation.

The evaluation team was guided by the GCF’s Governing Instrument (GI), the principles established
by the Board in the Evaluation Policy for the GCF, and the GCF evaluation criteria provided in the
terms of reference of the IEU.! The evaluation was carried out from March to August 2021. All data
included here, unless otherwise noted, are valid up to 15 July 2021.

Considering the GCF’s mandate, the evaluation serves several objectives. The first is to assess the
relevance and effectiveness of the GCF’s approach to the private sector. The evaluation also informs
the second performance review of the GCF, which will be undertaken in parallel but conclude later
than this evaluation. In parallel, the GCF is developing a strategy towards the private sector, and this
evaluation may be used to inform that strategy.

B. KEY FINDINGS AND CONCLUSIONS

Mandate of the GCF:

1)  The Board has provided limited guidance to the GCF regarding the private sector approach.
The Private Sector Advisory Group (PSAG) was effective, but its term has expired.

2)  The Updated Strategic Plan (USP) provides a list of priorities related to the private sector but
is limited in its strategic guidance, and these priorities do not necessarily translate into actions
and incentives for the Secretariat.

3)  There is a lack of clarity regarding how the GCF defines its private sector portfolio. The
distinction between the Division of Mitigation and Adaptation (DMA) and the Private Sector
Facility (PSF) is artificial, as both divisions can target similar outcomes. The distinction

1 GCF/B.BM-2021/15
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4)

5)

6)

7)

between divisions is unclear, not only to accredited entities (AES) and countries but also to
Secretariat staff, and limits cross-divisional coordination.

It is unclear if the GCF, in implementing its long-term strategic vision over the 2020-2023
programming period in the USP, intends primarily to be (i) a high-leverage fund that mobilizes
the maximum quantity of investment for a given input of public resources, and/or (ii) a high-
risk fund mobilizing and catalysing investments in high-risk and new and emerging markets
(particularly, for LDCs and SIDS).

The USP does not explicitly or clearly define that the GCF’s accreditation, programming
capacity and pipeline development related to the private sector will be driven and informed by
a “country-driven prioritization” of financial, capacity-building, and technology development
and transfer needs.

The USP does not clearly set out that the GCF’s balanced programming capacity and pipeline
development related to the private sector will be driven and informed by the initial resource
mobilization’s overall outcomes, and through “country-driven prioritizations” of financial,
capacity-building, and technology development and transfer needs and priorities.

The GCF does not place a strong focus on promoting participation of micro-, small- and
medium-sized enterprises (MSMES) in GCF activities in LDCs, SIDS or African States.

Lessons learned from the landscape of institutions:

8)

9

10)

11)

12)

Evidence from climate funds, international financial institutions (IFIs) and development banks
underlines the critical need to focus on enabling environments if the aim is to “catalyse private
finance”.

Evidence from climate funds, IFls and development banks indicates that access to a diverse
range of funding instruments helps to engage and mobilize private finance. Lessons from these
institutions and their use of funding instruments demonstrate the importance of flexible
financing structures, the principle of “least concessionality”, enhanced risk appetites, and
innovative blended finance.

Evidence from climate funds, IFls and development banks indicates that the GCF private
sector portfolio is targeting the same themes and regions, suggesting limited use of
complementarity and coherence.

Evidence from climate funds, IFls and development banks indicates that efforts to finance the
private sector, directly and indirectly, require promoting and respecting country-driven
processes that set the priorities for private sector engagement.

Evidence from climate and development funds indicates that the capacity for MSMEs to

engage in climate action is restricted by weak enabling environments, limited knowledge and
awareness of investment opportunities, and inadequate financial products.

Business model of the GCF:

13)

14)

The choice of access modality is linked to the country-driven approach. However, evidence
indicates that the GCF’s accreditation process has faced challenges of strategic clarity, which
limits the identification and selection of entities for country-driven, private sector projects.

The GCF accreditation process has provided a portfolio of diverse AEs. However, it has not
yet resulted in a portfolio that is in line with the priorities and mandate of its private sector
approach, taking into account dimensions of country ownership, local private sector
involvement and supporting the needs of developing countries, particularly LDCs and SIDS.
The pool of AEs from the private sector remains very limited.
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15)

16)

Independent evaluation of the Green Climate Fund's approach to the private sector
Final report — Executive Summary

The GCF’s accreditation process is perceived as too lengthy and too cumbersome to secure the
accreditation of private sector entities, especially for direct access entities (DAES). The
project-specific assessment approach (PSAA) is not expected to address these challenges.

The Readiness and Preparatory Support Programme (RPSP) has limited structural linkages
with the private sector or PSF. The RPSP has had limited use to encourage the participation of
the private sector and has provided limited support to catalytic actions and an enabling policy
environment for the sector.

GCF private sector portfolio:

17)

18)

19)

20)

21)

22)

The GCF’s approach to private sector project development is not effectively country driven,
and hence not in line with the priorities of the USP. Country programmes are yet to be
deployed to increase the country drivenness of the project pipeline. Multi-country projects
have limited effectiveness in country ownership.

On average, a PSF project takes 228 days from funding proposal submission to Board
approval, with additional time needed for execution and effectiveness. The process and
duration are unattractive for the private sector and considered unpredictable, which presents
significant barriers, even for large international accredited entities (IAEs).

Evidence suggests that while the GCF may be appropriately gauging the concessionality of its
funding on a project-by-project basis, at the portfolio level, the GCF has employed a lower risk
appetite than that contained in its mandate, and hence has provided limited levels of
concessional financing overall.

The GCF’s overall, portfolio-level use of financial instruments provides another indication that
it is not targeting high-risk private sector investments.

The PSF portfolio is strongly focused on mitigation, predominantly targeting energy
generation and access. This portfolio has had a modest contribution to developing countries’
mitigation and adaptation priorities, with limited support for private sector engagement in
LDCs and SIDS. While nationally determined contributions (NDCs) are broadly addressed,
PSF projects alone are not sufficiently targeting the most urgent NDC priorities of countries.

The Project Preparation Facility is underutilized, while Requests for Proposals (RFPs) are not
effective or efficient in serving the mandate of the GCF with regard to the private sector. Both
RFPs focused on the private sector were not able to fully commit the allocated budget,
primarily owing to challenges in the business model.

Results and impacts of the GCF private sector portfolio:

23)

24)

25)

26)

The GCF will be unable to credibly measure and report results of its private sector mandate
due to two key challenges: (i) the integrated Results Management Framework does not provide
a robust framework from which to measure the success — or not — of the GCF’s private sector
approach, and (ii) the GCF’s private sector approach does not include explicit logic models to
assign appropriate indicators.

The quality of annual performance reports varies, leaving the GCF with limited oversight over
AEs’ compliance, especially for multi-country projects.

There is limited oversight over the reporting of funded activity agreement conditions and their
compliance.

It takes over 18 months for PSF projects to go from funding proposal submission to first
disbursement. AEs’ ability to monitor and report against their projected impacts is undermined
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by delays in meeting the conditions for the effectiveness of PSF projects, due to changes in the
baseline context.

The evaluation’s overall conclusion is that the GCF has a clear and unique mandate to engage with
the private sector within the context of its role as an operating entity of the UNFCCC. However, the
GCF’s private sector approach has been largely disconnected from this mandate. The evaluation has
found that the GCF has failed to operationalize several provisions set out by the Gl and UNFCCC
Conference of the Parties decisions. The evaluation’s conclusions are structured around five
normative provisions.

Conclusion 1. Channelling financial resources and catalysing public and private climate
finance.

The GI of the Fund stipulates that “The Fund will play a key role in channelling new, additional,
adequate and predictable financial resources to developing countries and will catalyse climate
finance, both public and private, and at the international and national levels.” The GCF has
successfully channelled new financial resources to developing countries. It has also leveraged large-
scale co-funding from public and private sources. However, cha, partly because the process for
securing funding through the GCF is slow and highly unpredictable, which presents significant
barriers to local private actors that cannot afford the risks and delays associated with accreditation
and funding applications. As explained in previous chapters, a distinction needs to be made between
catalysing finance and leveraging co-funding. However, the USP uses these words interchangeably
and overemphasizes leverage ratios as a measure of the impact of private sector activities. The PSF,
in turn, has focused on maximizing leverage in individual projects, rather than the catalysing of
private finance for adaptation and mitigation activities more broadly. The catalytic effect of the PSF
specifically is likely limited due to its low risk-appetite and lack of funding for the enabling
environment.

Conclusion 2. Pursue a country-driven approach.

Avrticle 9.9 of the Paris Agreement states that the GCF, as an operating entity of the Convention,
should ensure efficient access to climate finance in the context of national climate strategies and
plans. The GI states that the “Fund will pursue a country-driven approach and promote and
strengthen engagement at the country level through effective involvement of relevant institutions
and stakeholders.”? Additionally, the GI stipulates that “the operation of the [private sector] facility
will be consistent with a country-driven approach.”® Despite this clear mandate to be country driven,
the PSF has limited engagement with national governments to align spending on private sector
projects with national climate strategies and plans. Under the PSF, project origination is driven
primarily by IAEs, with limited country ownership.

Conclusion 3. Directly and indirectly finance private sector mitigation and adaptation.

The GI stipulates that the “Fund will have a private sector facility that enables it to directly and
indirectly finance private sector mitigation and adaptation activities at the national, regional and
international levels.” The PSF has directly financed several mitigation projects. These have
primarily been implemented by IAEs and heavily weighted towards the energy sector. The PSF has
provided very little direct finance for adaptation activities. It has also invested very little to
indirectly finance private sector projects — for example, by supporting the upstream enabling

2 FCCC/CP/2011/9/Add. 1., Decision 3/CP.17/, Annex |, paragraph 2
3 Ibid., Annex V, C (2), paragraph 42
4 Ibid., Annex V, C (2), paragraph 41
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environment that indirectly results in private finance flowing to adaptation and mitigation
activities.>® GCF support for policy and regulatory reforms, technical capacity-building, readiness
and the like is delivered primarily with limited targeting of or consultation with the private sector.

Conclusion 4. Promote the participation of private sector actors in developing countries.

The GI stipulates that “The facility will promote the participation of private sector actors in
developing countries, in particular local actors, including small- and medium-sized enterprises and
local financial intermediaries.”” MSMEs are central to implementing several mitigation and
adaptation actions that are commonly included in SIDS’ and LDCs’ national climate plans — for
example, sustainable fishing practices, climate-smart agriculture, energy efficiency in buildings or
small-scale manufacturing, and clean cookstoves. Deployment of these actions tends to require
numerous small transactions in local currencies, which will likely be more efficiently deployed
through local financial intermediaries, which in turn are likely to be DAEs. While several private
DAEs have been accredited, almost no funding is flowing through them, and as a result, the PSF has
not delivered its mandate to promote the participation of local private sector actors and financial
intermediaries.

Conclusion 5. Support activities to enable private sector involvement in adaptation,
particularly in SIDS and LDCs.

The GI states that the “Fund will strive to maximize the impact of its funding for adaptation and
mitigation, and seek a balance between the two, while promoting environmental, social, economic
and development co-benefits and taking a gender-sensitive approach.”® Additionally, the Gl states,
“The [private sector] facility will also support activities to enable private sector involvement in
SIDS and LDCs.”® Despite the mandate to balance investment between adaptation and mitigation,
the PSF has provided very little funding for adaptation projects at all. The PSF’s support for private
projects in SIDS and LDCs has focused on directly financing mitigation projects, despite the fact
that the countries are recognized under the UNFCCC as highly vulnerable to climate change. A key
challenge to financing adaptation projects is to show that they can be profitable and generate
revenue streams. Overall, the GCF has had limited results with regard to investments in an enabling
environment for private sector adaptation, channelling sufficient finance via DAEs, or exhibiting
sufficient risk appetite to achieve its mandate to enable private sector involvement in adaptation in
LDCs and SIDS.

C. KEY RECOMMENDATIONS

Based on the above findings, the evaluation has a number of recommendations for how the GCF can
better align its private sector approach with its mandate.

Recommendation 1: The Board and the Secretariat may wish to clarify that the GCF is a high-
risk fund that aims to catalyse investment in transformative adaptation and mitigation

5 Jessica Brown and others, Estimating Mobilized Private Finance for Adaptation: Exploring Data and Methods (San
Francisco and Paris, Climate Policy Initiative and Organisation for Economic Co-operation and Development, 2015).
Available at https://climatepolicyinitiative.org/wp-content/uploads/2015/11/Estimating-mobilized-private-finance-for-
adaptation-Exploring-data-and-methods.pdf

6 Jessica Brown and others, Improving the Effectiveness of Climate Finance: A Survey of Leveraging Methodologies (San
Francisco, Climate Policy Initiative, 2011). Available at https://climatepolicyinitiative.org/wp-
content/uploads/2011/11/Effectiveness-of-Climate-Finance-Methodology.pdf

" FCCC/CP/2011/9/Add. 1., Decision 3/CP.17/, Annex V, C (2), paragraph 43

8 Ibid., Annex I, paragraph 2

9 lbid., Annex V, C (2), paragraph 43
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projects, rather than only a high-leverage fund that aims to maximize the quantity of co-
investment.

7@?? In line with the Gl, strategically determine which private sector actors the GCF will
L{eglc target'® and identify and adopt the appropriate modalities for engaging them.
short-t

E, Accordingly, determine and foster ambitious targets for private sector engagement in
- j\“ ) all GCF result areas. Develop and scale solutions by sharing new tools, methods,
1g-term technologies and innovation to achieve these targets, such as systems for results
management, including by drawing lessons from comparable climate funds®*.

Adopt a policy on concessionality to require project proposals to systematically
assess wider market conditions to determine the private sector’s appetite to bear

short-t identified risks, the additionality of the GCF finance proposed, and the level of
concessionality required to make the project viable. As part of the internal guidance
of the GCF on how the policy on concessionality will be applied, indicate that project
proposals should only be approved if they demonstrate that GCF finance is targeting
identified risks that the private sector is not willing to bear. Where the additionality of
the GCF’s support is weak, do not undertake any engagement.

Develop and adopt metrics and reporting for measuring the catalytic impact of
interventions that do not focus narrowly on leverage ratios, and ensure adaptive
short-t management of the project.

Target the private sector portfolio towards higher-risk transformative projects that
j involve early stage technologies or business models that are not commercially viable,
1g-term or towards geographies that are high risk due to high interest rates, weak regulatory
frameworks, lack of capacity and the like, even if that means funding projects
primarily through grants or highly concessional terms that are potentially loss

making.

Recommendation 2: The Secretariat should enhance the speed and transparency of GCF
operations to align with private sector needs for efficiency and predictability.

Streamline the accreditation process, and thus operationalize the USP priority
(Section 4.4, Paragraph 26, Letter B).

short-t

Streamline the project approval process, and thus operationalize the USP priority
(Section 5.1, Paragraph 29, Letter B).

short-t

10 For instance, actors may range from fishers and farmers, MSMEs, to international banks, heavy industry and/or
corporations.

1 See the Global Environment Facility’s Private Sector Strategy for early lessons for targets on catalysation and
measurement of results.
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Clarify the overall objectives of the PSAA and whether it is intended to address
private sector needs. Accordingly, adjust the piloting of the PSAA.

To ensure transparency and accountability, consider using an online tracking system,
published average response times for decisions, and incentives to Secretariat staff for
rapid processing, among other things.

Recommendation 3: The Secretariat should take measures to ensure that private sector
projects are country owned. Access to the GCF should be informed by a country-driven
approach, directed and prioritized by the NDC gap analysis.

trategic
short-te

trategic
long-ter

trategic
long-ter

short-ts

short-ts

In operationalizing strategic priority 4.1 of the USP, ensure that the accreditation of
private sector entities and programming of private sector projects are also informed
by country programmes.

At the request of countries, provide the means to include the private sector in multi-
sectoral planning on financing the implementation of NDCs, NAPs and other national
climate plans?.

Promote strong alignment between national climate strategies and GCF private sector
projects, and request that national designated authorities (NDAS) define the types of
private sector projects that will be supported by the GCF in their countries, including
in country programmes.

Following a critical review of the current experience with RFPs, consider using an
RFP for NDA-defined critical projects for the private sector.

Go beyond the use of no-objection letters to ensure country ownership, especially for
private sector projects. Ensure the engagement of NDAS, not just during project
approval but throughout the life cycle. In the case of multi-country projects, once
countries are selected the same process should apply.

Recommendation 4: The Secretariat should create institutional and organizational structures
that operationalize direct and indirect finance for private sector activities.

trategic
short-te

trategic
long-ter

Clearly articulate whether it is the DMA, PSF or another part of the GCF that has the
institutional responsibility and strategic priority to provide technical support and
funding for the enabling environment for private sector adaptation and mitigation.

Revise the GCF Readiness Strategy to ensure the following:

— Structural linkages are built between the GCF’s private sector priorities and the
RPSP.

12 Previously recommended by PSAG (GCF/B.20/12)
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— The RPSP includes appropriate objectives and outcomes for supporting the
enabling environment for private sector adaptation and mitigation.

— Funding is carved out for supporting the enabling environment for private sector
adaptation and mitigation, in line with country climate priorities, as outlined in
their NDCs. The following are examples of projects that support the enabling
environment:

+ Technical support to governments for the policy and regulatory reforms
required to scale up private sector adaptation and mitigation

+ Funding for local industry bodies and associations to work with governments
to design locally appropriate policy and regulatory frameworks for adaptation
and mitigation

+ Training of local financial institutions, including microfinance institutions, in
financing adaptation and mitigation activities to unlock finance in local
currencies

+ Knowledge creation and peer-to-peer learning among private businesses
regarding climate risks and solutions, and improved access to and use of
climate data, analysis and projections, which in turn will help to improve
private sector decision-making in relation to adaptation

Recommendation 5: Set out as a strategic priority for the GCF to channel finance to MSMEs,
exploring access modalities and appropriate instruments for decentralized adaptation and
mitigation actions.

Consider the mechanism and modality through which MSMEs can access GCF
finance, recognizing the differentiated needs of targeted MSMES vis-a-vis AES.

short-t

£ Provide readiness support to accredited local and national intermediaries to build their
ﬂ capacity to channel finance to MSMEs through appropriate instruments for
g-term implementing decentralized adaptation and mitigation actions.

Stratify the simplified approval process specifically for private sector needs, with a
focus on local actors to increase the efficiency and predictability of access to financial
short-t resources®.

Recommendation 6: The GCF Board and Secretariat should expand the focus on financial
instruments and GCF support specifically to enable private sector investment in adaptation,
particularly in SIDS and LDCs.

Enhance GCF institutional and organizational capacity on adaptation, and review
investment criteria, monitoring templates and indicators for adaptation and cross-
short-t cutting projects. Align adaptation investment criteria and indicators with

13 The IEU previously recommended that the Secretariat take a tailored approach to the private sector and include a
separate sub-strategy for attracting the private sector within a future SAP modality/modalities strategy. See: GCF,
Independent Assessment of the GCF's Simplified Approval Process Pilot Scheme, Final Report (Songdo, South Korea,
Independent Evaluation Unit, 2020).

xxiv | ©IEU



Independent evaluation of the Green Climate Fund's approach to the private sector
Final report — Executive Summary

Intergovernmental Panel on Climate Change definitions of adaptation, vulnerability,
climate risks and exposures®*.

Consider financial innovations tailored to needs and context.'® Increase the GCF’s
risk appetite to experiment with financial instruments and business models that can
short-te help improve the economics of private sector adaptation or cross-cutting projects.

Design Secretariat-level KPIs that support private sector projects in SIDS and LDCs.

short-te

14 As previously recommended by PSAG (GCF/B.20/12), the GCF may allow for SIDS and LDCs to involve the private
sector in the development and implementation of national adaptation plans and enhance peer-to-peer learning on private
sector adaptation projects.

15 As previously recommended by PSAG (GCF/B.20/12), some activities may include weather-indexed crop insurance and
catastrophe risk insurance, resilience bonds, dedicated green/blue bonds and innovative financing for ecosystem-based
management.
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Chapter I. INTRODUCTION

A. OVERVIEW

. The Green Climate Fund (GCF) was established in 2010 to support developing countries’ efforts to
respond to the challenges of climate change. The Governing Instrument (GI) of the GCF states that
the GCF will contribute to achieving the objectives of the United Nations Framework Convention
on Climate Change (UNFCCC or Convention hereafter). The goal of the GCF is to promote a
paradigm shift towards low-emission and climate-resilient development pathways in developing
countries. The GCF’s Independent Evaluation Unit (IEU) has the mandate to discharge an
accountability function and to support a learning function.'® Both are central to the GCF as a
learning organization and are laid out in its GI.

. At its twenty-seventh meeting, in October 2020, the Board of the GCF approved the IEU’s annual
workplan for 2021.1" This workplan includes an independent evaluation of the GCF’s approach to
the private sector. This report presents the findings of that evaluation.

B. OBJECTIVES AND SCOPE OF THE EVALUATION

. The independent evaluation of the GCF’s approach to the private sector serves several objectives.
The first is to assess the relevance and effectiveness of the GCF’s approach to the private
sector. The evaluation also informs the second performance review of the GCF. This review will
be undertaken in parallel to but conclude later than this evaluation. The GCF is also developing a
strategy towards the private sector, and this evaluation may be used to inform that strategy.

. In pursuing these key objectives, the evaluation team was guided by the Gl, the principles
established by the Board in the Evaluation Policy for the GCF, and the GCF evaluation criteria
provided in the terms of reference of the IEU. These criteria were applied to each of the key
evaluation questions, creating an evaluation matrix to guide data gathering and analyses. The scope
of the evaluation included the Private Sector Facility (PSF), as well as other parts of the GCF
business model and operations. In the absence of a delineated GCF approach to the private sector,
this evaluation has assessed evident private sector approaches exercised across the Fund, including
the accreditation of private sector entities, the portfolio of private sector accredited entities (AEs),
the use of non-grant financial instruments, the use of the Readiness and Preparatory Support
Programme (RPSP) in regard to the private sector, and project-level engagement with the private
sector in countries. See Annex 1 for details of the methodology.

C. LIMITATION OF THE EVALUATION

. Limited clarity over what constitutes the private sector portfolio. Within the GCF, the private
sector portfolio is often illustrated in many ways, such as the portfolio of AEs, the volume of finance
leveraged and the portfolio with the PSF. Therefore, depending on the context, this evaluation
variably makes use of the terms “AE portfolio”, “PSF portfolio” and “GCF portfolio”. While we use
PSF portfolio illustratively, this is not the entirety of the GCF portfolio. In some other cases,

16 Decision GCF B.16/07
17 Decision GCF B.27/08
18 GCF/B.BM-2021/15
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however, we examine the specific mandate of the PSF, and in such cases we consider the specific
portfolio of the PSF on dimensions provided for within the GI.

Limited maturity of portfolio projects. Most GCF private sector projects are in early phases. Most
have not yet started implementation (15 out of 35 approved PSF projects had not received their first
disbursement as of August 2021), which limits the scope to assess higher-level results and
sustainability.

Limited data access. The availability, completeness and consistency of data affect the assessment
of portfolio effectiveness. Data was limited with respect to project-level information, particularly in
the annual performance reports (APRs). Due to the structure of the template, APRs provided limited
information on some indicators regarding the implementation of the projects, as most projects were
still in the early implementation stages. The evaluation team was informed that no PSF projects have
completed interim or final evaluation reports of funded activities.

Administrative delays. The launch of this evaluation faced severe delays due to delays in the
procurement process. Originally scheduled to commence in January, the evaluation was eventually
launched only in late April. This created a significant limitation on the time available to undertake
the evaluation.

The evaluation team has undertaken several steps to address these and other limitations, including
measures to ensure reliability and validity. The team has also undertaken steps to ensure rigour in
data collection, to provide credible and reliable evidence. Please refer to Annex 1, on the
methodology, for further details.

D. STRUCTURE OF THE DOCUMENT

This evaluation report is organized into seven chapters. 0 introduces the objectives, scope and
limitations of the evaluation. 0 examines the strategic priorities set out in the Updated Strategic Plan
2020-2023 (USP) in the context of operationalizing the GCF’s mandate regarding the private sector
and in the context of the GCF’s overall mandate as an operating entity of the financial mechanism of
the UNFCCC. Chapter 111 identifies relevant lessons from climate and development funds, and
opportunities for coherence and complementarity. Chapter 1V evaluates the suitability of the
business model from the perspective of the GCF mandate related to the private sector. It also
reviews the role of the RPSP. Chapter V evaluates the suitability of the project portfolio of the GCF
to its mandate on the private sector. It also reviews the roles of the Project Preparation Facility
(PPF) and dedicated access modalities. Chapter VI provides an analysis of results and impacts of
the GCF’s private sector approach. Chapter VII provides the overall conclusions and
recommendations of the evaluation.
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Chapter Il. OPERATIONALIZATION OF THE MANDATE

OF THE GCF WITH REGARD TO THE PRIVATE SECTOR

A. INTRODUCTION

This chapter assesses the relevance and coherence of the strategic priorities set out by the USP, in
the context of operationalization of the mandate of the GCF regarding the private sector and in the
context of the GCF’s overall mandate as an operating entity of the financial mechanism of the
UNFCCC. In this way, this chapter speaks directly to the two underlying evaluation criteria:
relevance and coherence.

One key question is discussed and analysed in this chapter: To what extent are the strategic priorities
outlined in the USP relevant and coherent with the GCF’s mandate regarding the private sector and
with the GCF’s overall mandate as an operating entity of the Convention?

B. BACKGROUND

As an operating entity of the financial mechanism of the UNFCCC, a role confirmed in the Paris
Agreement, the GCF is “accountable to and function[s] under the guidance of the COP [Conference
of the Parties]”.°* The COP provides annual guidance to the GCF on the latter’s policies,
programmes, priorities and eligibility criteria with regard to the operation of the Financial
Mechanism of the Convention.?’ The GCF acts on the guidance received from the COP and submits
annual reports for the COP’s consideration and further guidance.?

The mandate of the GCF is further contextualized by the Paris Agreement and the commitment by
developed countries to continue taking the lead in mobilizing climate finance from a wide variety of
sources? and to “continue their existing collective mobilization goal [USD 100 billion per year by
2020] through 2025 in the context of meaningful mitigation actions and transparency on
implementation”.? The Fund will receive financial inputs from developed country parties to the
UNFCCC and may also receive financial inputs from a variety of other sources, public and private,
including alternative sources.?*

The GI provides that the “Fund will be guided by the principles and provisions of the Convention”.
Avrticles 9.4. and 9.9 of the Paris Agreement set out the key principles and objectives for the
operation of the Fund, which are also reflected in the GI and therefore applicable to the GCF’s
private sector approach. Article 9.4 the Paris Agreement places particular emphasis on the balance
between mitigation and adaptation (although it does not prescribe a precise definition of this
balance), the need for funding allocation that responds directly to country-driven needs and
priorities, and the need for public and grant-based finance for adaptation. Article 9.9 provides that
institutions such as the GCF would have simplified application and approval procedures, and
provide enhanced and tailored readiness support. Therefore, the themes outlined in Table 11-1 below
are particularly important to recall in the context of examining the overall operationalization of the

19 FCCC/CP/2011/9/Add. 1., Decision 3/CP.17/, paragraph 3

20 |bid., paragraph 5

2L1bid., Annex Il A, paragraph 6a

22 FCCC/CP/2015/10/Add.1, Article 9, paragraph 3

2 FCCC/CP/2015/2/Add.1, Decision 1/CP.21, paragraph 53

24 FCCC/CP/2011/9/Add. 1, Decision 3/CP.17, Annex IV, paragraphs 29 and 30
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mandate of the GCF with regard to the private sector. These themes encompass a set of normative
principles, which are reflected in the GCF’s GI and examined in this chapter.

In addition, to fulfil the obligations established by the Paris Agreement’s Articles, the COP adopted
several decisions that guide their effective implementation, which are also relevant to the GCF’s
private sector approach and priorities within the overall mandate of the GCF (See Annex 2 for
discussion on how these decisions relate to the objectives and principles of the GCF’s GI).

Table 11-1.

Provisions of the GI relevant to the private sector

THEME GCF GOVERNING INSTRUMENT PROVISIONS

Channel private
finance, including
catalysing finance

Country-driven
approach

Geographical and
thematic balance
between adaptation
and mitigation

Efficiency and
effectiveness to
promote
participation of
private sector
actors

Support to enable
private sector
involvement in the
small island
developing States
(SIDS) and LDCs

The GI of the Fund stipulates that “The Fund will play a key role in channelling new,
additional, adequate and predictable financial resources to developing countries and
will catalyse climate finance, both public and private, and at the international and
national levels.”? “The Fund may also receive financial inputs from a variety of other
sources, public and private, including alternative sources”.?® Additionally, the Gl
stipulates that the “Fund will have a private sector facility that enables it to directly
and indirectly finance private sector mitigation and adaptation activities at the
national, regional and international levels.”?’

The GI of the Fund stipulates that the “Fund will pursue a country-driven
approach and promote and strengthen engagement at the country level through
effective involvement of relevant institutions and stakeholders.”?® Additionally, the
GI stipulates that “the operation of the [private sector] facility will be consistent
with a country-driven approach.”?

The “Fund will strive to maximize the impact of its funding for adaptation and
mitigation, and seek a balance between the two, while promoting environmental,
social, economic and development co-benefits and taking a gender-sensitive
approach.”®® Additionally, the Gl stipulates that the “Fund will have a private sector
facility that enables it to directly and indirectly finance private sector mitigation
and adaptation activities at the national, regional and international levels.”

The “Fund will operate in a transparent and accountable manner guided by efficiency
and effectiveness.”? Additionally, the Gl stipulates that “The facility will promote
the participation of private sector actors in developing countries, in particular
local actors, including small- and medium-sized enterprises and local financial
intermediaries.”

“The Fund will provide financing in the form of grants and concessional lending, and
through other modalities, instruments or facilities as may be approved by the Board.
Financing will be tailored to cover the identifiable additional costs of the investment
necessary to make the project viable. The Fund will seek to catalyse additional public
and private finance through its activities at the national and international levels.”%3

The Gl provides that “The facility will promote the participation of private sector
actors in developing countries, in particular local actors, including small- and
medium-sized enterprises and local financial intermediaries. The facility will also
support activities to enable private sector involvement in SIDS and LDCs.”**

%5 |bid., Annex |, paragraph 3

% 1pid., Annex IV, paragraph 30

27 1bid., Annex V, C (2), paragraph 41

28 |bid., Annex |, paragraph 2

29 |bid., Annex V, C (2), paragraph 42

%0 1bid., Annex I, paragraph 2

31 1bid., Annex V, C (2), paragraph 41

32 |bid., Annex (2), 52, paragraph 2; GCF Governing Instrument, paragraph 2
% bid., Annex V, C (2), paragraph 54

% |bid., paragraph 43
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C. FINDINGS AND ANALYSES

1. STRATEGIC GUIDANCE

Finding 1: The Board has provided limited guidance to the GCF regarding the private sector
approach. The Private Sector Advisory Group (PSAG) was effective, but its term has expired.

Specific to the private sector, the Board has taken decisions on topics such as the business model
framework of the PSF,* the operationalization of the PSF and its modalities,* a pilot programme on
micro-, small- and medium-sized enterprises (MSMESs)*” and decisions on the terms of reference and
membership of the Private Sector Advisory Group (PSAG).® However, interview respondents
deemed this guidance insufficient to set the strategic direction of the private sector approach of the
GCF and raised it as a key issue in interviews.

The GCF Board formally established the PSAG at its fifth meeting.*® The PSAG consists of 10
private sector representatives, 5 from developing countries and 5 from developed countries; in
addition, four representatives of the GCF Board are members of the PSAG.*%*! From B.07 until
B.23, the PSAG provided recommendations to the GCF Board on such topics as instruments to
mobilize private sector resources,*? engaging the private sector in adaptation*® and the development
of a private sector outreach plan,* and the private sector strategy.* In a limited distribution
document, the PSAG was assessed relatively highly on perceptions of effectiveness, importance to
the Board’s decision-making and overall satisfaction. Its documents were rated as relatively
significant outputs among all the outputs from GCF committees. Several interview respondents
recalled the important “consultative role” played by the PSAG as an advisory body that could speak
to the needs of private sector actors and thus help guide the GCF’s private sector engagement.

The PSAG was established for an initial three years at B.05; at B.12 the Board renewed the PSAG
for a further three years. However, the term of the PSAG members ended in 2019, and the PSAG
ceased to exist. A report from the PSAG was last submitted to the Board at B.23. While the PSAG
may have been viewed as relevant and effective in delivering reports to the Board, the results of its
reports were limited on account of other processes. There was limited buy-in from the Board on the
PSAG’s recommendations, according to the limited distribution document referred to above. The
PSAG struggled to have items included on what several Board Members described as an already
overloaded agenda. A member of the PSAG recalled: “In 2018 PSAG was asking for items on the

% GCF/B.04/08

% GCF/B.09/09 and GCF/B.06/04

% GCF/B.13/22

%¥GCF/B.05/13 and GCF/B.13/05

% GCF/B.05/13

 GCF/B.05/23, Annex XIX

“ The role of the PSAG, as set out in its terms of reference, is to make recommendations to the Board and the PSF on the

GCF’s engagement on:

° how to engage the private sector to catalyse, mobilize and leverage flows of private climate finance in developing
countries,

o the design and application of the Fund’s policies, procedures and financial instruments,

° engaging the private sector in climate-resilient development, particularly in Africa, and in adaptation activities at
national, regional and international levels,

. activities to enable private sector engagement in low-emission and climate-resilient development in small island
developing States and least developed countries, and

° to respond to other matters on which its advice is sought by the Executive Director or the Board.

2 GCF/B.08/38

* GCF/B.20/12

“ GCF/B.19/30

* GCF/B.23/12/Add. 1
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agenda — including some studies on adaptation. As always, the agenda was overloaded. We were
never able to open the items.” An interviewee remarked, “You need that body again. You should
have more local private sector actors in it. When they give advice, it should be followed.” One
Board Member remarked, “the Board is micromanaging. We are going letter by letter and word by
word. This is [not acceptable].” An interview respondent suggested that a less managerial approach
to governance and policymaking could “empower the Secretariat to be more effective in terms of
delivering projects.”

2. TRANSLATING THE USP INTO ACTION

Finding 2: The USP provides a list of priorities related to the private sector but is limited in
strategic guidance, and these priorities do not necessarily translate into actions and incentives
for the Secretariat.

The Board approved the USP to provide overall strategic direction to the GCF for 2020-2023. One
of the strategic objectives of the USP is to catalyse private finance at scale. The USP posits that
making financial flows managed by the private sector consistent with pathways towards low
greenhouse gas (GHG) emissions and climate-resilient development is key to realizing the scale of
resources needed to implement developing countries’ priorities and other climate strategies.*® The
USP outlines a set of strategic areas and actions for the GCF’s private sector approach. The USP
identifies four focus areas for the GCF’s private sector strategy, including strengthening capacities,
enabling climate transformation in key sectors, de-risking and addressing barriers, and being
consistent with guidelines for country ownership and country “drivenness”.*’ It also identifies seven
key actions for the private sector: (i) identifying and increasing private sector engagement potential
across results areas, (ii) strengthening engagement capacity, investment environments and climate-
oriented financial systems, (iii) structuring to mobilize private sector resources at scale, (iv)
supporting private sector engagement in all developing countries, including least developed
countries (LDCs) and small island developing States (SIDS), (v) enhancing the role of the private
sector in adaptation, (vi) executing a private sector outreach plan, and (vii) the staged development
of the PSF modalities.*?

There are many challenges in operationalizing these actions. First, several targets of the USP are
relative to the initial resource mobilization (IRM), and these are not deemed ambitious enough or to
correspond to the mandate of the Fund. Second, many of the key USP targets are qualitative in
nature (for instance, “engagement” and “structuring’’) and are not sufficiently operationalized
through quantitative targets. Third, many targets of the USP are not sufficiently operationalized by
the Secretariat’s key performance indicators (KPIs) and targets.

To illustrate, the evaluation team reviewed the KPIs and targets identified in the Secretariat’s annual
workplan and assessed whether these may be sufficient to achieve the priorities within the USP. The
evaluation team found that certain USP priorities do not have directly associated KPIs. Such USP
priorities include, for instance, supporting private sector engagement in all developing countries —
including LDCs and SIDS — and enhancing the role of the private sector in adaptation. For other
priorities, the achievement of KPIs may not result in full achievement of the USP priorities. For
instance, against the overall USP priority to catalyse private sect