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Co nte nts Priota is collecting water at a Pond Sand Filter
plant. Rising sea levels in the region of Dacope
means ground water resources can be increasingly
saline, which is unsafe to drink. September 2018.
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P Fatimata Coulibaly, 29,

a member of the Benkadi
women'’s group who is in
charge of water monitoring and
management, standing with

a notebook next to the water
tower meter, Kakounouso,
Samabogo, Circle of Bla, Segou
Region, Mali. February 2019.
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OOF Other official flows
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Executive

summary

At WaterAid's Water and Climate Summit in
London, March 2020, a High-Level Group led by
HRH Prince of Wales pledged to work towards
boosting available finance for climate resilient
water, sanitation and hygiene (WASH), creating
the Water and Climate Finance Initiative (WCFI).
WaterAid has since facilitated the convening of
a group of experts and stakeholders to identify
key actions to deliver this objective.

To inform the work of the WCFI, WaterAid, with
the support of the aforementioned group of
experts and stakeholders, commissioned ODI
to undertake a short review of the existing
landscape of international financial flows to
the water sector, with specific focus on

climate finance.

The review is organised in three parts. Section 1
provides a guidebook on the climate finance
architecture, in general and as it relates to water;
Section 2 presents a map of the landscape

of climate finance for water; and Section 3
concludes with a compass for future policy
action and a set of recommendations.

o o P

1 Guidebook: Climate finance
and water

1.1 What is climate finance and
what is it for?

1.1.1 Climate finance definitions and pledges.
Climate finance is understood to support
adaptation and mitigation activities, but what
counts as climate finance varies. Developed
countries committed to mobilise USD 100
billion per year, from public and private
sources, for adaptation and mitigation actions
in developing countries by 2020, and will set

a higher target for 2025.

1.1.2 Aligning all finance to the goals of
the Paris Agreement. Alongside the need

to increase the amount of climate finance,
especially to developing countries, is the
recognition that wider finance flows must be
consistent with low-emission, climate-resilient
development pathways.

1.1.3 Sources of climate finance. Climate
finance can come from many sources.
International public concessional flows are the
most transparent and relatively easy to identify,
but domestic public and international and
domestic private sources are also important,
though less well tracked (Figure ES1).

1.1.4 Tracking climate finance. Different
sources of climate finance are tracked to different
degrees using a range of methodologies.
Compilations of the volumes of climate finance
are beginning to emerge, but little remains
known of its impact.

« Marian Maria, 12, (dressed in
blue) and Kellys Montiel, 11, walk
next to the jaguey where their
families used to source water
before it dried up, Totcomana,
Manaure, La Guajira, Colombia.
March 2017.
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Figure ES1: Sources, types, providers and
instruments of climate finance available to
support water and WASH projects

Source Private international Private domestic

Commercial Mixed
Corporations,
Institutional investors companies, SMEs and
P developers
Asset managers Private investors
Debt Equity

Instrument Mezzanine

Finance

Direct Project

B Bonds
Investments | | Finance

Listed | | Private

Public international

Guarantees,
Insurance,

Public domestic

Concessional
Governments
Development banks, green banks
Philanthropy
ECAs Development agencies
Family
offices

Multilateral climate funds

Catalytic, enabling and policy-based support

Advisory
services,
project prep.

Access
accreditation

Capacity

Contracts et

Source: Authors’ analysis of various sources.

1.2 How much climate finance is available?

1.2.1 Total climate finance flows. Tracked flows
of public and private climate finance across

all geographies have grown steadily in recent
years. In 2016 they totalled USD 455 billion

or USD 681 billion if investments in energy
efficiency are included.

1.2.2 Climate finance for projects in
developing countries. Projects in developing
countries received 61% of tracked climate
finance in 2017/2018 and were mainly financed
domestically. International concessional public
climate finance (official development assistance,
ODA) from developed to developing countries
increased to USD 38 billion in 2016, but this is
only 6% of total tracked climate finance.

1.2.3 Climate finance from public institutions.
Globally, public institutions provided 33% - 44%
of tracked climate finance. In 2016, climate
finance from multilateral development banks’
(MDBs) own resources was approximately ten
times the face value of that from the multilateral
climate funds.

1.2.4 Climate finance for adaptation and
mitigation. Tracked total climate finance,
including public and private flows globally,
overwhelmingly supports mitigation projects.
Just 5% of tracked global finance supports
adaptation projects but this increases to 26% for
international concessional public finance flows
from developed to developing countries.

1.3 Challenges in tracking climate finance
at the sectoral level

1.3.1 Differing motivations. Different sources
of climate finance have different criteria for
what defines a desirable project, each balancing
profitability, development impact, contribution
to action on climate change and political factors
in a unique way.
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1.3.2 Multiple instruments. Providers can
select the type of support provided from a range
of instruments that reflect their motivations and
expertise, and the characteristics of the project.
Financing complex projects often requires a
range of instruments - which often cannot easily
be aggregated - from a range of sources, often
not tracked.

1.3.3 Accounting terms. Most climate finance
tracking occurs on a commitment basis. Actual
finance flows take time to disburse and so lag
behind the increase in commitments seen in
recent years.

1.3.4 Measurement frameworks. Different
sources of climate finance track flows in similar
but distinct ways. Some sources have robust
measures for defining what is climate finance;
others are still developing standards to do this.

1.4 Climate finance for water - mandates
and approaches

1.4.1 Public domestic finance. Most developing
countries identify water as a key sector in their
climate change plans, but priorities within the
sector vary. Very few data are available to globally
evaluate how countries themselves finance water
and WASH projects and the degree to which
investment decisions consider climate change
within them.

1.4.2 South-South cooperation. South-South
climate finance flows are not systematically
tracked given their voluntary nature, but they
are likely to follow mandates set out by domestic
governments or, where they overlap with other
flows, those of other institutions e.g. the MDBs
and development finance institutions (DFIs) to
which some developing countries contribute.

1.4.3 Bilateral donors. Contributor-country
mandates are unique in the same way that
recipient-country priorities are. Some integrate
the water sector in their climate change
programmes while others treat these sectors
separately. Support that is reported to the OECD
Development Assistance Committee Creditor
Reporting System (DAC-CRS) makes use of the
‘Rio Markers'. These have two levels - activities
with a ‘principal’ focus on climate change and
those with a ‘significant’ focus where there is

a climate objective but it is not the main focus
of the programme. The OECD refers to finance

tagged as principle or significant as
‘climate-related".

1.4.4 Multilateral development banks

and international development finance
institutions. Long-standing commitments

to the water and WASH sectors have marked
MDBs and DFIs as the sectors’ largest sources
of international finance. Pledges by MDBs and
DFIs to align their portfolios with the Paris
Agreement are increasing the integration of
climate risks within these finance flows. The
MDB group, together with several DFIs, use

a ‘Common Principles’ approach to identify
climate-related finance. Under this approach,
finance for adaptation is classified as such
only where project activities can be linked to
reduction of context-specific vulnerabilities.

1.4.5 The multilateral climate funds. Data
clarity and availability for the multilateral climate
funds (MCFs), including the Green Climate Fund
(GCF), the Global Environment Facility (GEF)

and the Adaptation Fund, is better than for
other sources of climate finance. Some MCFs
prioritise water and WASH projects, while others
see their impacts as co-benefits. Most MCFs
focus on piloting new projects or those that
lead to transformational change, but also offer
substantial support for building local capacity
and strengthening the enabling environment.

1.4.6 Private sector climate finance.
Motivations in the private sector are too diverse
to characterise in any detail beyond stating that
- apart from that from philanthropic sources -
private capital seeks commercial investments.
The increasing interest of private sector actors in
sustainable finance, and growing awareness of
material climate risks, has resulted in the launch
of myriad initiatives to define and standardise
approaches to integrating climate change
concerns, each seemingly slightly different.

The use of concessional capital and catalysing
instruments by public institutions can attract
private capital to climate-related investments,
including blended finance projects that would
otherwise not be financed by private actors.

6 / Justadd water: a landscape analysis of climate finance for water

November 2020



2 Map: water-related climate 2.1.2 How much climate finance is flowing to
. different aspects of water? International public
finance flows

climate-related finance for water, as tracked by
the OECD DAC 2000-2018, is dominated by large
2.1 How much water-related climate infrastructure for water resources management
finance is available? and water supply and sanitation, which

receive over a third of the total each. Rural

and community-scale water and sanitation
receives around a 10th of the total.

2.1.1 Overview. The water sector receives
a substantial share of committed adaptation-
related finance - 43% of the annual total since

2011 , ONn average - with funding Standing 2.1.3 How much of this finance is ‘climate-
at USD 11 billion in 2018 for water and related’ finance, and how much is ‘climate
wastewater management. Water-focused finance'? Definitions make a considerable
mitigation related finance is growing but difference to the numbers: a conservative

is more modest: USD 3 billion in 2018 for interpretation of what counts as climate
wastewater and waste combined (Figure ES2). finance sees bilateral contributors committing
Since finance for mitigation is far greater than nearly two-thirds less in climate finance to

for adaptation, water received a low share of water, than headline figures might suggest.
climate finance overall (less than 3%). This conservative approach is applied to the

succeeding analysis of international public flows.
Patterns in the data suggest that donors may
Figure ES2: Climate finance to discernible be slightly more likely to see finance to water

water-related sectors: adaptation and mitigation ~ as having a principal focus on climate change
adaptation, as compared to their finance to

other areas. The reverse may be true for WASH

Adaptation as compared to water resources - the former
.15 100% is less I|kely to be tagged as havmg a principal
g 80% focus on climate change adaptation, than the
=10 60‘;@ 2 latter. However, further investigation at project
a5 ‘2‘80;" - level would be needed to corroborate this.
) ° . .
0 0% 2.1.4 What kind of water-related climate
N K 2 > B o KR finance is being provided? The significant
O R R DD D D - o ) .
YYTYYPYPYY majority (86%) of public, international climate
W ater preservation, supply and sanitation finance to water has been provided as repayable
Water suoolv and manadement loans, of which around half was non-concessional
e PPy g or provided at market rates. Basic WASH and
mmmm \Vater and wastewater management water policy and ‘capacity’ activities are more
% Of total likely to receive grants than other

water-related activities.
Mitigation 2.1.5 How much climate finance is actually

» 15 100% flowing? Most available data on climate
S 10 280;" g finance flows to water represent commitments.
3 0% 5 Disbursement data are patchy but available
2 ° 20% X figures confirm this can be considerably lower.
S0 == -—m B
X o 0 A
S P PSS
mmmm \Waste and wastewater
management
mmmm \Vaste and Wastewater
Source:
e AS % Of total Authors’ analysis
of CPI data.
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2.2 Where is water-related climate
finance coming from?

2.2.1 Overview. Together, MDBs and DFIs
account for nearly four-fifths of tracked
water-focused climate finance in recent years
(2016-2018). Bilaterals and bond issuers provide
about a tenth each, and multilateral climate
funds still a small share, albeit growing (around
3%) (Figure ES3). This is a global perspective

on flows for which there is globally aggregated
data available. Bond issuers likely make up a
much smaller share for developing countries.

2.2.2 Domestic climate finance. National and
regional DFIs provide a significant amount of
tracked water-focused climate finance, more
than two-fifths of the total in recent years. The
majority of this appears to be allocated by DFIs
outside the OECD, primarily in middle-income
countries (MICs), within their own borders, and
as market-rate loans. Other sources of domestic
climate finance - such as budget spending - are
not tracked globally, but country-level initiatives
are developing, and may improve data and
decision making around domestic climate
finance flows.

2.2.3 South-South cooperation. Data are
scarce, but these voluntary climate finance flows
are unlikely to be larger than others assessed in
this report. The biggest identified South-South
contribution in terms of international public
flows is from the Republic of Korea, which is
classed as a non-Annex I country under the
UNFCCC, but a developed country and member
of OECD DAC for development-aid purposes. It is

Figure ES3: Sources of climate finance for water

the fifth largest donor providing climate-related
development finance to water. Flows from China
may be significant but high-level analysis of
AidData’s Global Chinese Official Finance dataset
did not reveal any projects that are clearly at the
intersection of water and climate objectives.

2.2.4 Bilaterals. The majority of bilateral
commitments of climate-related development
finance comes from three donors: Japan,
Germany and France. With major lending
activities, most of this is provided as
concessional loans to Asian and middle-income
countries. Across all bilateral donors, LDCs
received a sixth of water-focused commitments.

2.2.5 Multilateral development banks.
Among MDBs, the World Bank, Asian
Development Bank and Inter-American
Development Bank provide the majority of
water-focused climate finance. These institutions
provided climate-related development finance
almost entirely as loans, of which most was
non-concessional, with over half of the finance
going to Asia. The African Development Bank
is also active in financing water-focused
adaptation projects, especially with a policy
focus. LDCs again received about a sixth of

all water-focused commitments from MDBs.

2.2.6 Multilateral climate funds. While the
multilateral funds contribute a small share

of climate finance to water overall, they
concentrate more on LDCs, and on policy and
capacity development, than most bilaterals and
MDBs. The GCF has rapidly become the leading
fund approving climate finance to water.

2.2.7 Private climate finance. Private finance
for water-focused climate action is complex

to track, in general and so there are limited
data. Discernible flows are limited to green and
climate-aligned bonds, which

2016 2017 2018 2016 2017 2018 2016 2017 2018

Adaptation Mitigation Both/ unknown

|

m Multilateral Climate Funds

m DFls (national/ regional)

10

9

8

7

6 21Bond issuers
5

4 uMDBs
3

2 I B m Bilaterals
1 P

5 i moL

\

represent a growing share
of tracked climate finance to
water - USD 1.3 billion under
one certification scheme in
2019. However, it should be

Source:

Authors' analysis of multiple sources,
see main text for details. Data are
from different sources to Figure ES2
and are of similar order of magnitude
but are not directly comparable.
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noted that: bonds issuers and user-of-proceeds
can be public in nature; bonds may be used to
refinance debt (where they do not represent
‘new’ money); and existing issuances are heavily
weighted towards developed country markets.
The consultative process to develop certification
and tracking of climate-related bonds to water
may hold some lessons for improving tracking
and coordination of other private climate finance
stocks and flows for the sector. Related to the
contribution of private financial institutions is
the contribution of households and firms in the
form of spending on water and sanitation, which
may have adaptation and/or mitigation benefits.
This is under-researched, as are questions of
how related areas of public policy and finance for
water, including pricing and subsidies, should be
tailored to improve climate outcomes.

2.3 Where is water-related climate
finance going?

2.3.1 Where is water-related climate finance
going? Five countries in Asia - all middle income
- received nearly 30% of public international
climate finance to water: India, China, Pakistan,
Vietnam and Indonesia. The top 20 recipients
receive the majority of this finance as loans,

and to large infrastructure for water resources
management and WASH. Hydropower is
prominent among the top 20 recipients of
mitigation-related finance.

2.3.2 Does climate-related development
finance to water reflect needs? Few LDCs are
among the top-20 recipients of international
public climate finance for water (Figure ES4).
LDCs also receive a higher share when looking at
flows in grant-form as opposed to loans; at flows
for basic WASH and water policy and capacity
rather than other water-related areas; and at
flows of adaptation finance to water, rather than
climate finance to water generally (yet adaptation
finance to water is less likely to go to LDCs than
adaptation finance generally). The relatively
limited representation of LDCs may be related

to their lower receipt of loans, which dominate
overall climate-related development finance
flows. However, on other measures there still
appears to be little relationship between flows
and need, including whether recipient countries
themselves identify water as a vulnerable or
priority adaptation sector in NDCs. Data on the
additional financing need for water arising from

climate change is limited at global and country
level, and there are considerable methodological
difficulties to producing such estimates to
compare against flows.

Figure ES4: Recipients of public, international
climate finance to water, 2000-2018

Per person per year (2000-2018, pop.>1m)

Powered by Bing
© GeoNames, Microsoft, Navinfo, TomTom, Wikipedia

- .
0 7

Total (2000-2018)

»

N

USD/person/year

Powered by Bing
© GeoNames, Microsoft, Navinfo, TomTom, Wikipedia

- .
- 2.4

USD Billions

Source: Authors' analysis of OECD DAC CRDF data,
‘significant’ focused finance excluded, and population
data from World Bank.

3 Compass: How to enhance the
contribution of climate finance to

water and WASH?

3.1 Enhancing both map and compass to
navigate climate finance policy debates

3.1.1 Supporting efforts to chart the
landscape. The landscape is evolving and there
is still much terra incognita. This will change
with the evolution of both international tracking
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efforts, and country-level climate finance
accounting and costed planning pipelines.

Sector communities can engage with and support
these improvements and utilise improved data

to link different sources of climate finance to
appropriate project types and contexts.

3.1.2 Identify and follow principles that act
as a compass to achieving SDGs 6 and 13.
The water community cannot wait for perfect
understanding of the landscape, with the 2030
SDG deadline only a decade away, and both
time and (in the near term) finance contracting
due to COVID-19. More important is joint
understanding and shared objectives - around
making climate finance work for water, but
also making water (and water finance) work
for climate. What this means will be context
dependent, but common threads include:
supporting country-level processes (e.g. NDCs
and NAPs); brokering access to the most
appropriate types of finance for each purpose;
and supporting wider efforts to strengthen the
enabling environment for productive investment
of climate finance alongside all finance flows.

3.1.3 Understand and internalise the idea
that all finance in the water and WASH sector
will need to align with the goals of the Paris
Agreement. Impetus to make finance flows
consistent with climate goals, as required by
Article 2.1¢, is building. All ODA and OOF will
need to demonstrate that it is climate-aligned,
which means in turn that projects will need

to demonstrate that climate risks have been
properly considered (importantly, they will not
be the most important risks in all contexts).
More broadly, however, Article 2.1c will

require not only increasing the finance flows
that positively contribute to climate change
adaptation and mitigation, but shifting away
from finance flows that hinder these objectives.
The water community can support efforts by
both private financiers and the public policy
makers that govern their activities to ensure
finance is climate-aligned.

3.2 Priority actions at country level -
the view from below

3.2.1 The challenge of extending and
sustaining services. The level of funding going
to water-related activities is certainly important,
but what about the type and quality of projects

being funded? Here we refocus debate on the
substance of adaptation, and more specifically
on the barriers poorer countries face in in
extending and sustaining access to sustainable
WASH as climate change accelerates. These
depend crucially on the lifetime of proposed
investments, the size of investment, risk of
‘lock-in" and contribution of non-climate
factors to performance.

3.2.2 Financing priorities: is money being
spent on the right things? The way climate
finance works, particularly the need for
recipient institutions to make an unambiguous
and additional climate rationale for funding,
may distort sector priorities, privileging big
infrastructure over small, long term adaptation
over immediate concerns, and technical change
over governance. At least for rural WASH in
poorer countries, getting the basics right
remains paramount, though funding arguments
may need to shift - highlighting the benefits of
addressing broader governance issues in terms
of sustainability and resilience.

3.3 Priority actions at international level

3.3.1 Enhancing climate finance tracking
with learning from water. To enhance the
consistency and comparability of water-

related climate finance tracking as well as

the quality of interventions, the international
water community could promote a risk-based
approach to assessing the climate-relevance of
funded activities, building on existing standards.

3.3.2 Coordinating advocacy and support on
climate finance for water between different
country categories. To improve the precision
of advocacy asks and support around climate-
finance, the international water community
can tailor problem diagnosis and response to
specific countries, or at least income groups.

3.3.3 Meeting the ambition of the Paris
Agreement when it comes to water finance.
To act as ‘responsible members' of the climate
community, water stakeholders can contribute
to wider efforts to make finance flows
consistent with low-emission, climate resilient
development pathways, i.e. Article 2.1c of the
Paris Agreement.
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WaterAid, with the support of the WCFI Technical
Group commissioned ODI to undertake a short
review of the existing landscape of international
financial flows to the water sector, with specific
focus on climate finance. The report builds on
the WaterAid report ‘Short-Changed on climate

change: Money, water and the people on the
At WaterAid's Water and Climate Summit in frontline’ (WaterAid, 2020).

London, March 2020, a High-Level Group led by
HRH Prince of Wales pledged to work towards . ; . :
boosting available finance for climate resilient proyldes a gg|debook on the gllm?te finance .
WASH, creating the Water and Climate Finance architecture, in general and as it relates to water;

Initiative (WCFI). WaterAid has since facilitated Sect!on 2 pfese“ts a map ofthe Iand;cape
the convening of a group of experts and of climate finance for water; and Section 3

stakeholders to identify key actions to concludes with a compass for future policy
deliver this objective action including recommendations.

Introduction

The review is organised in three parts. Section 1

WV Priota happily posing with pitchers at the
community Pond Sand Filter plant. Rising sea
levels in the region of Dacope means ground
water resources can be increasingly saline,
which is unsafe to drink. Golchera, Harintana,
Dacope, Khulna. September 2018.
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1. Guidebook: Climate

finance and water

1.1 What is climate finance
and what is it for?

1.1.1 Climate finance definitions
and pledges

Climate finance is understood to support
adaptation and mitigation activities, but
what counts as climate finance varies.
Developed countries committed to mobilise
USD 100 billion per year, from public and
private sources, for adaptation and mitigation
actions in developing countries by 2020, and
will set a higher target for 2025.

The Standing Committee on Finance (SCF) of
the United Nations Framework Convention on
Climate Change (UNFCCC)" uses the term climate
finance to refer to “the financial resources
dedicated to adapting to and mitigating climate
change globally, including in the context

of financial flows to developing countries”
(UNFCCC, 2018). The Standing Committee on
Finance in its Biennial Update and Overview

of Climate Finance Flows recognises, however,
that there is no single internationally agreed
definition of climate finance.?

The absence of a detailed definition of climate
finance creates challenges in assessing

whether developed countries are meeting

their commitments to developing countries.?
Specifically, in 2009, developed countries
committed to mobilise USD 100 billion a year,
from both public and private sources, by 2020

in developing countries to respond to climate
change.* This provision of financial resources

to developing countries is further embodied in
Article 9 of the 2015 Paris Agreement (UNFCCC,
2015) and it is worth noting that a new collective
goal for climate finance provision will be
established from the present floor of USD 100
billion per year for 2025. Interpretations of what
should count towards the USD 100 billion

differ on the basis of the motivation, level of
concessionality and source, causality, geographic
origin and recipient of finance (Bodnar et al., 2015).

1.1.2 Aligning all finance to the goals
of the Paris Agreement

Alongside the need to increase the amount
of climate finance, especially to developing
countries, is the recognition that wider
finance flows must be consistent with the
low-emission, climate-resilient
development pathways.

The financing of climate action increasingly
captures two interrelated topics under the
UNFCCC. First, the abovementioned means

of support and implementation provided to
developing countries by developed countries
to mitigate and adapt to climate change.
Second, the long-term goal agreed to by all
Parties to the Paris Agreement to make “finance
flows consistent with a pathway towards low
greenhouse gas emissions and climate-resilient
development” (Article 2.1¢, UNFCCC, 2015).

While this paper mainly focuses on the first
topic, the second provides important context
and inevitably overlaps with this paper’s scope.
Article 2.1c, as the third long term goal of the
Paris Agreement alongside those focused on
mitigation and adaptation, captures the full
scale of effort needed on finance to address
climate change (Whitley et al, 2018). It not

only suggests the redirection of finance flows
that continue to support high-emissions or
maladaptive actions, but it sends a strong signal
that climate risks must better understood and
internalised in all investment decision-making -
across private and public spheres (Box 1).

1A body created to assist the Conference of the Parties with measurement,
reporting and verification of support provided to developing countries.

2See Annexes B and C of UNFCCC (2018) for a summary of different
definitions.

3While ODI is transitioning away from using terms like ‘developed countries’
and ‘developing countries’, the Paris Agreement refers to ‘developed country
Parties’ and ‘developing country Parties’ and this language is used here to
refer to these groups.

4FCCC/CP/2015/10/Add.1, para. 52 (or: Decision 1/CP.21)
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Box 1: Why internalise climate risks in
investment-decision making?
An economic perspective.

There is a growing recognition that climate
change poses a real threat to business and
investment as usual in both the public and
private sector around the world. This ‘climate
risk’ stems from the actual and potential
physical risks to assets and associated direct
and indirect losses and damages, as well as
from transition risks that result from shifts

in asset values or the higher costs of doing
business associated with transitions towards
low-carbon, more climate resilient economies.
There is also a third risk, in terms of liability,
that arises when compensation is sought for
the impacts arising from climate change.

Climate risks combine, and the economic
impacts can be large. On the demand side,
they might affect private (household) or
public (government) consumption demand
and investment, business investment and
international trade. For example, business
investments could be reduced as a result of
uncertainty in future demand and growth
prospects. On the supply side, physical
impacts affect productive capacity (labour
supply, physical capital and technology). For
example, power outages after hurricanes.
Combined, physical climate risk the disruption
in supply chains, production and operations
(e.g. power outages, worker availability,
transport challenges), and changing demand
for products and services and can lead to
changes in resource and input prices. These
affect tax revenues and ultimately challenge
debt repayment and economic growth.
Physical risks also lead to rising insurance
costs. For insurers (and reinsurance), physical
risks are not only important on the asset side,
but also with respect to liabilities. Under a
changing climate, insurance policies are likely
to generate claims with higher frequency and
severity that can lead insurance to become
more expensive or even unavailable.
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With potential to lower economic growth
and productivity, climate risks therefore
have potential impact on financial conditions
through, e.g. lower corporate profits and
lower property and corporate asset values.
So, the impacts of climate change in the real
sector economy - be it through industry,
corporations, enterprises, and consumers

- will then have cascading implications for
the financial system. In financial institutions
climate risks will affect profitability, market/
sector engagement and capital adequacy (the
minimum reserves of capital that a financial
institution must have available). Operating
costs can change, as can the costs of capital
and access to capital. Climate risks may

also lead to increased default risk of loan
portfolios, lower values of assets and greater
risks in mortgage portfolios. Or for example,
damage to assets serving as collateral could
create losses that prompt banks to restrict
their lending in certain regions, reducing

the financing available for reconstruction in
affected areas. At the same time, these losses
weaken household wealth and could in turn
reduce consumption. This then creates a
negative feedback loop.

Source: Bolton et al. (2020), NGFS (2019), IMF (2019),
Batten et al. (2016).

Progress towards making finance flows
consistent with a pathway to low-emission,
climate resilient development pathways
should complement, and not detract from,
the provision of the financial resources for
developing countries to mitigate and adapt
to climate change. Such climate finance

will remain important in strengthening

the capacities of stakeholders to address
mitigation and adaptation, in addition to
creating incentives for investment in climate
action, by de-risking investment and by
demonstrating technologies and approaches.
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1.1.3 Sources of climate finance

Climate finance can come from many
sources. International public concessional
flows are the most transparent and are
relatively easy to identify, but domestic
public and international and domestic
private sources remain important,

even if less well tracked.

International public concessional finance
provides a critical source for climate action

in developing countries and represents the
funding flow most widely accepted as ‘climate
finance’ under UNFCCC commitments. Its
public nature allows it to support the provision
of global and local public goods, while its
concessional nature can reduce debt build up
and support the demonstration and de-risking
of new technologies. As a category it largely
encompasses bilateral development finance
flows tagged as climate-relevant and multilateral
finance flows from muiltilateral climate change
funds and via Multilateral Development

Banks (MDBs).

On its own, international public concessional
finance will be insufficient to support developing
countries to adapt to and mitigate climate
change.’> Private capital is therefore essential

to meet the scale and pace of the low-carbon,
climate-resilient transition. Moreover, private
actors can bring expertise and innovation to

the mix, expanding the assets and technologies
available to address climate change

(Nakhooda, 2013).

Domestic resource mobilisation is also likely to
remain important to a climate change response.
It is often the largest source of finance for
national development strategies (AfDB et al.,
2015) and in some cases domestic public finance
for climate change actions have been found to
be higher than international public finance flows
(Eshetu et al., 2014; Yanda et al., 2013; Asante

et al., 2015). Certainly, the domestic policy and
regulatory environment is key, with fiscal policy
and public investment setting the incentives for
private investment flows (GGBP, 2014).

1.1.4 Tracking climate finance

Different sources of climate finance are
tracked to different degrees using different
methodologies. Compilations of the volumes
of climate finance are beginning to emerge,
but little remains known of its impact.

There remain challenges in tracking climate
finance flows, including that flowing from
developed to developing countries. Data on
international public finance flows are most
readily available through the OECD Development
Assistance Committee (DAC) Creditor Reporting
System (CRS) in the form of datasets on
‘climate-related development finance’ (CRDF);®
through multilateral climate funds (MCFs); and
through self-reporting of the MDBs and some
development finance institutions (DFIs). However,
these sources do not always have consistent
accounting rules (nor definitions as discussed
above; Watson and Schalatek, 2020). Fewer

data exist on domestic climate spending, with
existing data sets based on case studies and
country-specific accounting methods that hinder
comparison and aggregation. While regional-
national funds and channels for receiving and
programming climate finance have also been
established in developing countries, data on
capitalisation is patchy.

There are also challenges in estimating private
climate finance. As a diverse set of actors,
private climate finance includes contributions
from households, small and large businesses,
large companies, NGOs, foundations’ and
charities, local financial institutions, financial
intermediaries, funds and institutional investors
(Whitley et al. 2016). With differing motivations
and return expectations, these private capital
actors operate through a variety of modalities
and financial instruments through which
private capital is invested.

51t is worth highlighting that international public non-concessional finance

can support climate change mitigation and adaptation. Other official flows
include those motivated not by development objectives but by commercial
and foreign policy objectives, including for example export credits.

6 The CRDF includes both the concessional/ developmental official
development assistance (ODA) flows, and some of the other official flows
(OOF) (excluding export credits, general budget support, imputed student
costs, debt relief except debt swaps, administrative costs, development
awareness, and refugees in donor countries). See OECD (2016), Annex 18.

7 Some of which are nonetheless captured in the OECD DAC CRS/ CRDF datasets
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In some cases, actions that might contribute to
mitigation or adaptation, in particular are not
called as such thus they are hard to track, while
in other instances information is limited due to
data confidentiality.

It is critical to recall that it is not just the scale
of climate finance that is important, but also
how effective that finance is being in mitigating
or adapting to climate change. Climate finance
effectiveness mirrors many of the concerns of
development finance effectiveness, including
issues of access, ownership and impact
(Nakhooda, 2013). Impact monitoring, for
example, is improving through efforts of the
multilateral climate funds and some bilateral
climate finance contributors, but so far
monitoring and evaluation efforts are falling
short of definitively answering how effective
climate finance is being, if it is going to the
right places and institutions and if it is having
desired transformational changes.

1.2 How much climate finance
is available?

1.2.1 Total climate finance flows

Global tracked flows of public and private
climate finance have grown steadily in
recent years. In 2016 they totalled USD 455
billion or USD 681 billion if investments in
energy efficiency are included.

Estimating total climate finance flows is
challenging, perhaps most notably due to
varying interpretations of climate finance and
limited data availability across the various
sectors in which climate finance flows. Two
prominent, related sets of estimates for
global climate flows are available: Climate
Policy Initiative (CPI) report annually with data
available up to 2018 (CPI, 2019a) while the
UNFCCC report every two years and the latest
data available is for 2016 (UNFCCC, 2018). Both
datasets show that total climate finance flows
are increasing over time, but have variation

in the underlying data and methodologies
applied, and therefore report different total
values (Figure 1).

CPI estimates form the low-bound UNFCCC
estimates: USD 472 billion in 2015 and USD 455
billion in 2016.8 In the 2018 Biennial Assessment,
UNFCCC discuss their findings in terms of the
high-bound estimates: USD 680 billion and

USD 681 billion in 2015 and 2016, respectively.
The difference between these estimates

is mainly attributed to energy efficiency
investments, the data for which is not sufficiently
disaggregated to completely rule out double
counting. The use of different totals hampers
direct comparisons between the reports.’

To overcome this, we clearly delineate between
the two sources in the following sections.

In both cases, these totals include flows to all
climate-related sectors that are domestic and
international across developed and developing
countries, public and private, and commercial
and concessional. It is rarely possible to analyse
the published data using more than one of
these lenses.

Figure 1: Total tracked global climate finance
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Source: Authors’ analysis of CPI and UNFCCC data.

8 Note: CPI data prior to 2013 was carried out using a different methodology
and is not comparable to that presented here.

9 In addition to the high-bound estimate, the UNFCCC report USD 67 billion
of domestic climate-related public investment, though this does not appear
throughout the UNFCCC analysis which is focussed on primary
investment flows.
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1.2.2 Climate finance for projects
in developing countries

Projects in developing countries received
61% of tracked climate finance in 2017/2018
and were mainly financed domestically.
International public concessional climate
finance (ODA) from developed to developing
countries increased to USD 38 billion in 2016,
but this is only 6% of total tracked

climate finance.

CPI report that 61% of total climate finance

was committed for projects in non-OECD
countries, an average of USD 356 billion for
2017/18. Three-quarters (74%) of these non-
OECD projects were domestically financed. The
remainder was met with international funds;
USD 72 billion from OECD countries (12% of
total finance) and USD 19 billion from non-OECD
countries. These figures include public and
private flows.

The figure below from the UNFCCC report shows
that international public concessional™ climate
finance from Annex II (considered here as
‘developed’) countries to non-Annex I (considered

Figure 2: Public climate finance from
developed to developing countries

Climate-specific finance reported

by Annex |l Parties channelled
through bilateral, regional and other
channels grew by 15% in 2015 and
16% in 2016.

= Multilateral channels
Bilateral, regional, other channels:
w— Mitigation === Adaptation === (ro5s-qutting/other

Source: UNFCCC (2018).

here as ‘developing’) countries increased
markedly between 2011 and 2016."" Despite
this, at USD 38 billion in 2016, this remained a
small portion of total climate finance (~6%). In
addition, equivalent public climate flows among
developing countries - so called ‘south-south’
flows, were estimated at USD 10.1-12.5 billion,
most of which was attributed to developing-
country-contributions to MDBs

and DFIs (UNFCCC, 2018).

19 The UNFCCC SCF separates OOF from these estimates of international
public finance, to focus on concessional flows only.

" There is no widely used standard to define developed and developing
countries in the climate finance landscape and data purporting to cover
such finance flows is reported in a variety of ways. The UNFCCC categories
are defined in the convention, namely: Annex I countries (OECD members
in 1992 plus economies in transition), Annex II countries (OECD members
of Annex I excluding economies and transition) and non-annex II countries
(others, that are mostly equivalent to developing countries in other
classification systems). However, other datasets on, and sources of, climate
finance use different definitions. The OECD DAC CRDF data includes some
non-annex I countries that are not eligible for ODA and in some cases are
major providers (e.g. South Korea). MDBs also have several contributors
outside Annex II. For simplicity, in this report we broadly use ‘developed’ to
relate both to Annex II parties to the Paris Agreement and to members of
the OECD, and ‘developing’ to include non-Annex I parties and non-OECD
countries. We endeavour to flag where there are major differences.
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1.2.3 Climate finance from
public institutions

Globally, public institutions provided 33%

- 44% of tracked climate finance. In 2016,
climate finance from MDBs' own resources
was approximately ten times the face value
of that from the multilateral climate funds.

Globally, in the period 2016-2018 between 33%
and 44% of total tracked climate finance came
from public finance sources (including domestic
financial institutions and government spending).'?

UNFCCC data for finance from MDBs from their
own resources resulted in a total of USD 25.5
billion in 2016, approximately ten times larger
than the flow via the multilateral climate funds
(USD 2.4 billion). The more recent estimate by
CPI similarly reports finance from MDBs and the
multilateral climate funds reached USD 40 billion
and USD 4 billion, respectively, in 2018.

1.2.4 Climate finance for adaptation
and mitigation

Tracked total climate finance, including public
and private flows globally, overwhelmingly
supports mitigation projects. Just 5% of
tracked global finance supports adaptation
projects but this increases to 26% for
international concessional public finance
flows from developed to developing countries.

Difficulties with accurately estimating flows

for adaptation finance are broad ranging

and increasingly well documented. This
notwithstanding, the figure above from the
UNFCCC report also shows that ~14% of climate
finance from developed to developing countries
was for adaptation projects in 2016, though

this rises to 26% when just concessional finance
is considered. Support is even further skewed
towards mitigation projects when all finance
flows are included: CPI estimates that just 5%
of total climate finance flows are for adaptation
projects. This proportion has been relatively
constant over time and so flows of adaptation
finance increased alongside total climate finance
- from an annual average of USD 22 billion in
2015/16 to USD 30 billion annually in 2017/18.

1.3 Challenges in tracking climate
finance at the sectoral level

As already noted, there are numerous challenges
to tracking climate finance. This section attempts
to frame these under four key headings:
motivations, instruments, accounting terms and
measurement frameworks. These are important
to recognise before diving into discussion of
water-focused climate finance.

1.3.1 Differing motivations

Different sources of climate finance
have different criteria for what defines

a desirable project, each balancing
profitability, development impact,
contribution to action on climate change
and political factors in a unique way.

Within the broader finance landscape, there
are multiple motivations for financiers: action
on climate change; ‘traditional’ development
objectives; profitable opportunities; as well

as a huge range of political considerations.
Some progress is being made to break down
barriers between these motivations, especially
for mitigation activities. Yet it remains the
case that relatively little investment for
adaptation projects can satisfy these criteria
simultaneously. Instead, some degree of
segmentation of finance or trading off between
objectives may currently be pursued.

While it is of course a simplification that does not
account for the diversity of institutions and their
mandates, at the broadest level, private finance
needs to seek profitable investments above

all; governments and development institutions
focus on ‘traditional’ development goals, while
attempting to mainstream climate actions;

and dedicated climate funds prioritise projects
with climate change initiatives that are beyond
business- or development-as-normal trajectories.

The diversity of motivations for different types
of climate finance creates preferences (implicit
and explicit) for supporting different types of
project within the water and WASH sectors.

12UNFCCC report the value as 33% for 2016, or 39% if additional domestic
climate-related investments are included. CPI report a value of 44% for 2018.
The proportions are not based on the same total volumes so we cannot say
whether or how much the value has increased between 2016 and 2018.

13 See UNFCCC (2018). The issues also overlap with challenges of estimating
adaptation costs - See Box 2, section 2.3.2
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This variety is a feature of the landscape rather
than a criticism of it and precisely why it is useful
to consider the mandates, strategies and
measurement frameworks of different institutions.

1.3.2 Multiple instruments

Financing complex projects often requires a
range of instruments - which often cannot
easily be aggregated - from a range of
sources, which often are not tracked.

Figure 3 shows that the range of climate finance
providers is broader than simply private actors,
governments and development actors, and the
climate funds. The figure also illustrates how
the instruments used to channel climate finance
vary across and within institutions, from market-
rate loans and equity investments for profitable
projects to non-repayable grants for first-of-a-
kind projects that generate substantial public
goods. For projects that generate a mixture

of public and private goods, the investment
approach also depends on the local context,

and not just the infrastructure built. A technically
identical project may be profitable in one region

may not be ‘bankable’ in another without
significant concessionary support.

Because bankability is ultimately decided by
individual financial institutions,™ it is inherently
subjective (i.e., what is bankable to one
institution may not be to another). This raises
considerable problems in estimating the amount
of public concessionary capital required to
mobilise private finance in general and for
individual projects specifically. Individual projects
may also need support from different types of
instrument, with different financial institutions
better placed to support projects in different
ways. As well as difficulties in evaluating the
value of public support (e.g. in the form of policy-
based lending or risk guarantees), these aspects
complicate the tracking of private finance. As

the example in Box 2 below shows, while most
concessionary finance is tracked, most public
domestic finance, and that from domestic and
international private sources, is not.

Source Private international Private domestic

Asset managers Private investors

Debt Equity
Instrument Direct Project || po s || Mezzanine || oo | private
Investments | | Finance Finance

Public international

Commercial Mixed
Corporations,
Institutional investors companies, SMEs and
Ereviakr developers

Public domestic

Concessional

Governments

Development banks, green banks

Philanthropy

ECAs Development agencies

Family
offices
Multilateral climate funds

Catalytic, enabling and policy-based support

Guarantees,
Insurance,
Contracts

Advisory
services,
project prep.

Access Capacity
accreditation building

Figure 3: Sources, types, providers and
instruments of climate finance available
to support water and WASH projects

Source: Authors,
adapted from
Carter (2020),
UNFCCC (2018),
Joint MDB
Climate Finance
Group (2018).

14 Guidelines of general bankability requirements do exist, offering a common
minimum threshold that project developers must meet. CFLI (2019) provides
a useful summary for projects trying to attract private-sector investment,
though many aspects also relate to public-sector investments.
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1.3.3 Accounting terms

Most climate finance tracking occurs on

a commitment basis. Actual finance flows
take time to disburse and so lag behind the
increase in commitments seen in recent years.

A further complication with tracking actual
climate finance flows arises because not all DAC
members report climate-related development
finance on a disbursement basis (UNFCCC,
2018). Analysis of commitments can introduce a
considerable lag to real flows as disbursements
are usually split over many years and it can take
years for projects to begin to receive finance
(Darby, 2017). This lag and the recent ramping
up of commitments introduces a considerable
difference between commitments and
disbursements in a given year. For example,
commitments by the Agence Francaise de
Développement (AFD) for water and sanitation
in 2016 and 2017 were approximately double
disbursements (AFD, 2018).

1.3.4 Measurement frameworks

Different sources of climate finance track
flows in similar but distinct ways. Some
sources have robust measures for defining
what is climate finance, others are still
developing standards to do this.

Tracking climate-finance that supports projects
in specific sectors largely involves combining
two distinct sources of funding: those that
primarily create climate-positive outcomes with
sector-specific co-benefits and those that focus
on more traditional sector objectives while also
yielding climate co-benefits.

The varying interpretations of climate finance
hamper our ability to aggregate flows and
compare them with assessed needs for

action on climate change and achieving other
sustainable development objectives. Several
methods have been proposed to assess whether
projects qualify as climate finance and others
are still being developed. These largely divide
depending on the source of climate finance:

@ All flows from the muiltilateral climate funds
are considered as climate finance.

@ Flows reported to OECD and termed as
‘climate-related’ development finance
(ODA and some OOF via bilateral and some
MDB/DFI channels) are assessed against
the Rio Markers.

@ A group of MDBs and the International
Development Finance Club use a ‘Common
Framework’ approach, which is in principle
more rigorous in the requirement to link
project activities to adaptation/ mitigation.

@ There is no common framework for assessing
flows from domestic governments or from
the private sector. However, a number of
initiatives are underway in both areas.

Detail on these measurement frameworks, or
lack thereof, and what they mean for tracking
climate finance for water, is discussed below.
For now, there are two further caveats to note
when reviewing data on climate finance. First,
an increase in finance that is tagged as climate-
related does not necessarily indicate an increase
in climate finance, where for example the
finance is not additional to that which would
have been spent anyway. Second, the volume

of climate finance tells us little about its quality,
especially in the case of adaptation, where

there is no uniform impact metric equivalent to
reduced GHG emissions. Relatedly, aggregate
figures of climate finance flows tell us little
about the development co-benefits. The 2018
Biennial Assessment recognises this and calls for
a greater focus on understanding the quality of
climate finance (UNFCCC, 2018).

The above issues particularly affect tracking

and analysis of flows from a global perspective.

A project perspective is often needed to
interrogate volumes, modalities, instruments
and objectives of climate finance, but is inevitably
time consuming. Box 2 illustrates this complexity
with a water project example funded by the
Green Climate Fund (GCF), European Bank

for Reconstruction and Development (EBRD),
Moroccan Government and a private investor.
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Box 2: Why internalise climate risks
in investment-decision making?
An economic perspective.

Large projects in particular are often supported
by different climate finance instruments
from different institutions. The Saiss water
conservation project in Morocco provides

a useful example. Total investment for the
project will reach nearly USD 0.5 billion and
involve four different sources of finance and
at least as many financial instruments at
varying levels of concessionality. However,
only USD 153 million (including two grants
and one loan from two different institutions)
is tracked as climate finance - the remainder
is provided by domestic government and
undisclosed private sources.

The project focuses on transporting water
from the M'Dez dam for distribution in the
Sebou-Saiss basin to alleviate pressure on
the Saiss aquifer. Unsustainable abstraction
rates and decreasing recharge rates, in part
due to global-heating-induced changes in
precipitation, are the primary reasons for

the aquifer’s depletion, which is forecast to
worsen absent a major intervention. Public
finance for the project comprises a grant from
the GCF (a multilateral climate fund),

a grant and a loan from EBRD (a multilateral
development bank) and a ‘grant’ from the
Government of Morocco (via the domestic
state budget). Together, these investments
are expected to cover the development of the
primary and secondary infrastructure and
thereby sufficiently incentivise a private sector
actor to enter into a PPP with the government
to cover the tertiary infrastructure that
delivers the water to users and maintenance
of the overall system. Further capital
investments by the Moroccan Government
and recurrent subsidies for consumers are
expected to ensure that user tariffs are
affordable, while permitting the private
company to generate a profit. The level of
private investment for the PPP has not been
published, citing confidentiality concerns,
though the overall project investment is
reported to be near USD 0.5 billion.

Source: GCF (2017), MAMF (2016)

1.4 Climate finance for water -
mandates and approaches

There are no clear distinctions between what
type of climate finance will support what type

of project; the example in Box 2 shows that
institutional mandates can clearly overlap. Yet,
different groupings of sources of climate finance
appear to exhibit some broad-brush differences
in their approach to recognising what is climate
finance and how it can be used to support
water/WASH projects. We discuss these differences
by adopting the categories of climate finance
used in the UNFCCC 2018 Biennial Assessment:
public finance from domestic, South-South,
bilateral, and multilateral (including MDBs and
MCFs) sources, and private finance (domestic
and international), though we note that in some
cases these categories may overlap. The focus

is climate finance supporting water and WASH
projects in developing countries, though the
final subsection includes some aspects that

are relevant to higher-income countries.

1.4.1 Public domestic finance

Most developing countries identify water as
a key sector in their climate change plans,
but priorities within the sector vary. Very
few data are available to globally evaluate
how countries themselves finance climate-
related water and WASH projects and the
degree to which investment decisions
consider climate change within them.

In terms of approaches, each country’s priorities
for climate-related water and WASH investments
are unique. Countries can articulate priorities

in a range of related reports submitted as part
of the UNFCCC process. These include Biennial
Update Reports (BURs), National Adaptation
Plans (NAPs), National Adaptation Programmes of
Action (NAPAs), Nationally Appropriate Mitigation
Actions (NAMAs), and Nationally Determined
Contributions (NDCs). Focusing here on the latter,
the water sector was identified as vulnerable in 103
of the first round of NDCs, with 29 mentioning it as
a key sector and 93 more elaborating on sector
plans, actions or strategies to adapt to climate
change (NDC Explorer, n.d.). While submission
of the next round of NDCs is already in progress,
a recent review of 80 developing countries
highlighted the following priorities within the
water and WASH sectors (Figure 4; GWP, 2018).
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Figure 4: Proportion of first round NDCs that prioritised water actions for adaptation
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Source: GWP (2018).
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Data for domestic climate finance flows to the
water and WASH sectors are not globally compiled.
Globally compiled data related to climate flows
in general, and water and WASH sector investments
in general, are also sparse. Only 19 countries
submitted domestic climate finance data to the
2018 UNFCCC Biennial Assessment, and just
three countries were responsible for more than
80% of the total reported. A similar number of
countries’ spending on water is recorded by the
IMF, where spending rarely exceeded 0.3% of
GDP, and the data on finance and expenditure
collated by the UN-Water GLAAS initiative remains
patchy. The submission of updated NDCs, as well
as ongoing initiatives that support governments
to track climate finance (see 2.2) could increase
the quantity and quality of data compilation and
reporting in this area in the future.

1.4.2 South-South Cooperation

South-South climate finance flows are not
systematically tracked but likely follow
mandates set out by domestic governments
or, where they overlap with other flows, those
of other institutions e.g. the MDBs and DFIs to
which some developing countries contribute.

There is no systematic tracking of South-South
climate finance flows (UNFCCC SCF, 2018). The
2018 Biennial Assessment shows that where data
are available flows and mandates are likely to
overlap with those covered elsewhere in

this section:

1. Climate finance channelled through national
development banks is likely to reflect domestic
priorities (i.e., NDBs act in a similar way to
finance ministries);

2. Contributions by non-OECD countries to
multilateral development banks (15%-26%
of MDB climate finance), international
development finance institutions (accounting
for USD 5 billion for mitigation activities and
USD 1.2 billion for adaptation activities in
2016), and multilateral climate funds (e.g. as of
2018, developing countries had provided USD
112 million to the GCF) (UNFCCC SCF, 2018).

3. Some South-South bilateral data are ODA
compliant (the OECD CRDF data analysed
in Section 2 includes climate finance
flows from the Republic of Korea and
United Arab Emirates, both of which are
non-Annex I countries).

4. The Biennial Assessment also notes
developing countries’ contributions to
developing-country-owned MDBs (AIIB and
NDB). As of 2016, AIIB and NDB had only
supported renewable energy projects, though
in general, their priorities are similar to those
of other MDBs and DFIs.

1.4.3 Bilateral

Contributor-country mandates are unique in
the same way that recipient-country priorities
are. Some largely integrate the water sector
in their climate change programmes while
others treat it separately. Support that is
reported to the OECD DAC-CRS is monitored
using the ‘Rio Markers’ framework, with two
levels - activities with a ‘principal’ focus on
climate change and those with a ‘significant’
focus, where there is a climate objective, but
it is not the main focus of the programme.
The OECD refers to finance tagged as principle
or significant as ‘climate related.’
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Table 1 Objectives and approaches to water
and climate taken by the three largest bilateral
providers of climate-related development
finance to water.

s

Japan

ODA from Japan (loans and grants) is provided via the Japan International
Cooperation Agency (JICA). Relatively little detail was available in English relating to
JICA's objectives, how it prioritises support, and how it measures its impact. Water/
WASH and climate change are highlighted in various JICA documents, though they
rarely seem to overlap in its priorities.

Global Environment is one of JICA's key issues. Water Resources is a standalone
activity under this issue, with both Safe Water Supply and IWRM as named
priorities. Climate change mitigation, adaptation and sustainable natural resources
management are together one activity under the Nature Conservation key issue,
while sanitation and water treatment are included under the Environmental
Management activity. Agricultural irrigation and support for water users' associations
are mentioned as part of resilience to climate change in the Agricultural and Rural
Development key issue while water supply and sanitation are also included under
the Human-Centred Development activity.

(JICA, 2018; 2019a; 2019b)

France

The French Government's support for water-/WASH- and climate-related international
development is channelled through the Ministry of Foreign Affairs, and in particular
through the AFD Group.

AFD's 2017-2022 climate and development strategy highlights water as a flagship
theme that is key to its ecological transition focus. Similarly, climate co-benefits are
emphasised in the group’s 2014-2018 water and sanitation strategy, and the value
of projects with climate co-benefits is a key indicator that is reported on. The climate
and development strategy targets half of all investments to have climate co-benefits,
yielding a total of 5 billion Euro/year in climate finance for developing countries by
2020. Within this, support for adaptation projects is set to increase to 1.2 billion
Euro/year, with a focus on African states, least developed countries (LDCs) and small
island developing states (SIDS).

The 2014 - 2018 water and sanitation strategy included a target for total finance
(averaging 700 million Euro/year) and was highly prescriptive. Half of all support
(350 million Euro/year) was to be channelled to Sub-Saharan Africa with one-third
(250 million Euro/year) to be directed to Asia and Latin America. With respect to
supported activities, 80% of projects were to have a capacity-building component,
half were required to include a hygiene-awareness-raising component, and 30%
needed a sanitation component.

The mid-term review of the climate and development strategy notes that the group
will develop new toolkits to specifically identify climate co-benefits that are currently
not fully exploited in projects in the water and sanitation sector.

(AFD, 2017; 2018; 2020)
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Germany

(IKIL, n.d.a; n.d.b; n.d.c 2020)

The International Climate Initiative (IKI) is one of the German Government’s main
channels for delivering international climate finance. Supported projects are divided
under four themes: mitigation, adaptation, REDD+ and conserving biodiversity and
support can be provided via country-specific or thematic funding windows.

Water- and WASH-related projects appear under the mitigation and adaptation
themes. For mitigation, the main priority appears to be on helping water and
wastewater utilities reduce GHGs while also providing clean water under ‘sustainable
consumption and production, circular economy, resource and waste management'.
For adaptation, clean water appears within the ‘ecosystem-based adaptation’ and
‘developing and implementing national adaptation strategies’ themes.

IKT's measurement framework of standard indicators is not sector specific,
though several aspects could relate to water/WASH projects.

Priorities directing bilateral climate finance,
objectives and the approaches taken vary
between donors. A summary of the objectives
of the three donor countries that provided
the most climate finance for water and WASH
projects over the period analysed in Section 2
(2000-2018) is presented below.

Bilateral climate finance flows that are also
ODA are compiled in the OECD DAC CRS/ CRDF
datasets using the Rio Markers approach. The
use of the Rio Markers for Other Official Flows
is optional, and few countries report fully on
OOF, but some OOFs are also tracked in this
way within OECD DAC CRS/ CRDF.

The Rio Markers assess adaptation and
mitigation separately and evaluate a project’s
contribution depending on whether adaptation
or mitigation is a primary objective, a significant
objective, or not targeted. Different institutions
interpret projects in different ways, though
some coherence seems to have evolved in
assessment following detailed guidance as

to how to score projects (OECD, nd).

In the water-specific mapping in section 2,

we take a conservative approach and in much
of the detailed analysis strip out flows with only
a ‘significant’ climate objective - since these

are generally projects that could still have been
funded without the climate objective. We opt for
this blanket approach in the face of varying efforts
to address the definitional issue by different
institutions. A guidance note suggests that the

EU, for example, reports climate finance as 100%

of flows where adaptation or mitigation are a

principal objective and 40% of those flows where

adaptation or mitigation are a significant objective
(Petri, 2017). The Biennial Assessment states

that 100% of finance flows are reported for both
principal and significant projects (UNFCCC, 2018).

1.4.4 Multilateral development banks
and international development
finance institutions

Long-standing commitments to the water and
WASH sectors have marked MDBs and DFIs as
the sectors’ largest sources of international
finance. Pledges by MDBs and DFIs to align
their portfolios with the Paris Agreement is
increasing the integration of climate risk
within these finance flows. The MDB group
and several DFIs track climate finance using
the ‘Common Principles’ approach. Under this
approach, finance for adaptation is meant

to be classified as such only where project
activities can be linked to reduction

of context-specific vulnerabilities.

MDBs and DFIs have historically been the
largest sources of international finance for
investments in the water and WASH sectors
with many water and WASH programmes
predating those relating to climate change.
The water and WASH sectors remain core foci
for most MDBs and many DFIs, but over the

15The first annual report on MDB climate finance was released in 2012.

At COP 21 in 2015 MDBs established the five principles for mainstreaming
climate finance and together with IDFC established the common principles for
tracking mitigation and adaptation finance. At COP 24 in 2018 MDBs committed
to entirely alignment their funding with the goals of the Paris Agreement.
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last decade or so these institutions have made
a number of pledges to track their climate-
finance spending and then to ensure that all
of their activities aligned with the goals of

the Paris Agreement.’

Climate finance is reported by a group of MDBs
as well as most DFIs that are members of the
International Development Finance Club (IDFC).
This is based on the separate guidelines agreed
in 2015 for mitigation and adaptation activities,
the ‘common principles.” As well as setting
measurement standards, these give a sense of
the approach to water-related investments that
these institutions have signed up to. Finance is
considered mitigation related if the project is on
a list of approved activities. Example mitigation
projects that relate to the water and WASH
sectors include hydropower generation and
wastewater treatment, but only where projects
lead to net reductions in GHG emissions

(Joint MDB Climate Finance Group, 2018).

The lack of a universal indicator for adaptation
led the group to include finance for adaptation
only where there is a clear and direct link
between climate vulnerability and the project
activities. The guidelines recommend a ‘three-
step’ approach involving setting out the
context of vulnerability to climate change,
making an explicit statement of intent to
address vulnerability as part of the project; and
articulating a clear link between vulnerability
and project activities. Only the relevant project
activities are counted, not the whole value (Joint
MDB Climate Finance Group and IDFC, 2019)."
Example water and WASH projects provided
include aspects related to water supply,
wastewater infrastructure and management,
water resource management, and agricultural
irrigation (Joint MDB Climate Finance Group,
2017). A lessons-learned report released after
three years of implementing the guidelines
highlights a number of challenges the group
has encountered when implementing the
requirements, suggesting the approach will
continue to evolve (Joint MDB Climate Finance
Group and IDFC, 2018).

1.4.5 The multilateral climate funds

Data fidelity and availability for the MCFs

is better than for other sources of climate
finance. Some MCFs prioritise water and WASH
projects, while others see their impacts as
co-benefits. Most MCFs focus on piloting new
projects or those that lead to transformational
change, but also offer substantial support for
building local capacity and strengthening the
enabling environment.

The MCFs are the most systematically and
transparently documented area of climate
finance. They have also played an important
and still evolving role in supporting countries
to plan for, access and deliver climate finance
(Box 3). Climate Funds Update (n.d.) and the
NDC Partnership (n.d.) maintain comprehensive
detail of more than 20 funds established with

a primary objective to act on climate change.

Canales Truijillo et al. (2017) carried out a
thorough review of the mandates and priorities
of the MCFs with respect to WASH projects.
The unpublished review also included many
projects in the broader water sector and much
of that analysis remains current and relevant
here. The main updates to two key MCFs for
water and WASH projects (GCF and GEF-7)

are described below. Details for other MCFs
are taken directly from the prior review and
appended in Annex 1 as little new information
relevant to the water sector has been released
since the prior review was carried out."”

GCF (Sources: GCF, n.d.a; 2014; 2019a; 2019b;
2020a). The GCF's 2020-2023 strategy continues
with the intention of equally financing mitigation
and adaptation projects, prioritising vulnerable
countries (LDCs, SIDS and African states), to
whom at least 50% of the adaptation portion

is to be channelled.

16The OECD itself recommends the MDB three-step approach to climate
adaptation tracking as a best practice, implying that many bilateral and
other donors may be using more approximate approaches when applying
the Rio Markers to their commitments.

7 Neither the Mid-term Strategy nor the the updated Strategic Priorities
(agreed late 2017) for the Adaptation Fund mention water (AF 2017a,
2017b). The updates to the GCCA+ initiative following the EU’'s adoption
of Multi Annual Indicative Programme (MIP) 2018-2020 continue to include
long-term access to water sources and the protection and restoration of
watersheds as typical activities, while water and sanitation remain priority
sectors in the initiative’s measurement framework (GCCA+ 2020a, 2020b).
No significant operational documents were found to have been published
for PPCR since the prior review. Minor changes to LDCF and SCCF are
included under GEF (which manages them).
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GCF projects must demonstrate impact in
terms of the key indicators, co-benefits, and
transformational impact. The number of
people with year-round access to a reliable

and safe water supply is part of a key indicator
and several others could include water and
WASH related aspects, such as increasing

the climate-resilience of physical assets,
protection of ecosystems in response to climate
variability and better integrating climate change
information into decision-making, planning and
institutional systems. Designated co-benefits
include improved water supply and sanitation
facilities, and actions that improve water
quality and conservation. ‘Proportion of the
population using resilient water services' has
been suggested as a new indicator for the GCF
to measure, though this is yet to be confirmed.

The GCF supports projects of various scales
through public- and private-sector facilities.
Separate to its project finance, the GCF strategy
emphasises its role in supporting capacity
building - by the end of 2018 it was the largest
supporter of climate finance capacity building
in developing countries. The GCF also provides
grants of up to USD 1 million per country per
year for readiness support and a one-off grant
of USD 3 million per country for adaptation
planning, with this facility now prioritising the
64 developing countries that have not submitted
a GCF proposal.

Support for the water sector is mainly via

the adaptation funding window, and the GCF
recognises that “it may often be challenging to
distinguish climate-related components from
wider efforts to strengthen food, water and
agriculture systems in developing countries.”
Such challenges have led to considerable
disagreement between board members and
commentators from donor and recipient
communities (Darby, 2017).

Overarching project themes include IWRM and
the nexus of water, energy and food security.
Specific examples include watershed restoration,
improving water-use efficiency, climate-resilient
water supply and sanitation, conjunctive use

of alternative water sources and nature-based
solutions for flood control.

Global Environment Facility (GEF) -7 (Sources:
GEF 2018; 2019a; 2019b; 2020). Key priorities of
the seventh iteration of the GEF (GEF-7) include
catalysing transformative change, cross-cutting
projects, and involving new actors (including

the private sector, indigenous peoples, and

civil society) and increasing its focus on gender
equality. GEF-7 continues many of the water-
related themes from previous iterations, with
water availability and water catchment integrity
key aspects of the Food systems, land use

and restoration; and Sustainable cities impact
programmes, respectively. The GEF also aims to
complement rather than compete with the work
of the GCF. These features also apply to the SCCF
and LDCF, which are special funds administered
by the GEF and aligned to the broader GEF
strategy. In this vein, LDCF/SCCF will avoid
supporting capacity building projects in LDCs
that are targeted by GCF, but are seen as key in
supporting subnational pilot adaptation projects
and water resilience projects.

Named examples of water and WASH-related
projects also exist under four of the focal areas
for investment (biodiversity, climate change
mitigation, climate change adaptation, and
land degradation). GEF-7 also continues the
long-running International Waters programme
that has made the GEF the largest funding
mechanism for international collaboration

on water and the ocean. Of particular note is
the key theme ‘enhancing water security in
freshwater ecosystems’, examples of which
include groundwater and river basin planning
and management and wastewater treatment.
Going forward, GEF is particularly focusing

on projects where a lack of collaboration on
water resource management could lead to
conflict. Most finance in GEF-7 will remain in
the form of grants, though the strategy notes a
growing intent to work with the private sector
via blended finance and through non-grant
instruments. Prior blended finance projects in
the water and WASH sectors include wastewater
management and the provision of water-related
climate information services.
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Box 3: What is climate finance readiness?

The Green Climate Fund define climate finance
readiness as ‘a country’s capacity to plan for,
access, and deliver climate finance, as well as
monitor and report on its expenditures’ (GCF
readiness programme, 2017). A number of
the multilateral climate change funds support
the building of developing country capacity
to access and use climate finance. The GEF
incorporates capacity building activities into
their existing project funding through so-
called ‘enabling activities’ and have supported,
for example, developing country reporting to
the UNFCCC. The Adaptation Fund and

Green Climate Fund both have dedicated
climate finance readiness programmes.

As of early 2020, the GCF had approved over
360 readiness programme requests across
136 countries, totalling USD 241 million.

The Adaptation Fund has a smaller readiness
programme, the total 2015-2018 budget

was USD 2.4 million.

With regard to access, the Adaptation Fund has
played an important role by promoting direct
access and simplified approval processes,
which have diversified the implementing
entities across the funds. The GCF has also
worked to develop a streamlined accreditation
system, which adjusts the rigour of the process
according to the size of projects, level of
environmental and social risk, and the financial
activity of the implementer. There remains a
need to support national and regional entities
to qualify under the system. The GCF also has a
small but growing number of Enhanced Direct
Access projects. These allow accredited entities
based in developing countries to decide how to
programme resources allocated by the GCF.

November 2020

While early climate finance readiness efforts
were criticised for their focus on supporting
accreditation to the climate funds alone, there
has more recently been a shift to a broader
focus for climate finance access including to
wider public and private finance flows, as well
as more attention devoted to whether such
readiness resources are having an impact on
climate finance flows, as they are intended to.

Within water, there is much to learn from early
efforts at a project level. GWP, for example, has
convened several regional workshops together
with GCF National Designated Authorities, Direct
Access Entities and Water Ministries to share
learning on how to accelerate access to GCF
resources, including through enhanced project
preparation. GWP has also been approved as a
delivery partner of the GCF Readiness Programme.

Sources: GCF (n.d.b), Adaptation Fund Board (2018),
Adaptation Fund (2018), GCF (2019c), Adaptation Fund
(2018), UNFCCC SCF (2018), GWP (2019).

1.4.6 Private sector climate finance

Motivations in the private sector are too
diverse to characterise in any detail beyond
stating that - apart from that from
philanthropic sources - private capital seeks
commercial investments. The increasing
interest of private sector actors in sustainable
finance, and growing awareness of material
climate risks, has resulted in the launch of
myriad initiatives to define and standardise
approaches to integrating climate change
concerns, each seemingly slightly different.
The use of concessional capital and catalysing
instruments by public institutions can
attract private capital to climate-related
investments, including blended finance
projects that would otherwise not be
financed by private actors.
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It is difficult to overstate the variety in private
sector finance for climate related projects.

The just-released ‘The ecosystem of private
investment in climate action’ (Carter, 2020)
provides a comprehensive view of the ways in
which private capital can support climate-related
projects, identifying six broad investor groups
(institutional investors; asset management
companies; corporations, companies, SMEs and
developers; private investors; family offices;

and philanthropic investors) and six standard
investment instruments (direct investments,
project finance, bonds, mezzanine finance, listed
equity, and private equity). An investor in any
group may specialise in any of the instruments
and a project is likely to attract a mixture of
instruments from a mixture of investors.

Opportunities for private financing of
non-mitigation activities in the water and WASH
sectors are most likely to arise from philanthropic
investors, the increasing number of investors
looking to align their portfolios with green or
sustainable finance aspirations, and green or
climate bonds.™

A group of 29 philanthropic investors pledged
USD 4 billion to support climate action between
2018 and 2023 across developed and developing
countries and across mitigation and adaptation
actions' Individual investors appear to have
distinct priorities.

Figure 5: Concessional and non-concessional
commitments to blended finance transactions
by key organization types (2013-2018)

Development Agency
DFI/MDB
Commercial Investor
Impact Investor

Foundation /NGO

@ Non-Concessional

@ Concessional

The most important mandate is that all these
investor groups except philanthropy have a
fiduciary duty to their shareholders to make
commercial investments within the regulatory
landscape that they operate in. Projects that
generate public, non-monetised, or subsidised
goods; or are not considered economic at
standard commercial rates will struggle to
attract private capital unless public support is
provided to catalyse or de-risk the commercial
investment. The amount of concessional capital
that is typically blended into a deal varies
depending on the provider (Figure 5 above
includes figures for the private-sector arms

of public finance institutions).

Source: Convergence (2019).

18 Although we include them under private finance, bonds can be issued
by public or private entities. Where a public entity issues a bond, even if
finance is raised on the bond market, the use of proceeds may be to support
fiscal policy or public finance, e.g. subsidies, tax incentives or direct public
investments. It should also be noted that bonds can be issued to refinance
debt, in which case the total stock of money available does not increase in
line with the value of the bonds being issued.

19 https://hewlett.org/newsroom/philanthropic-community-announces-4-
billion-commitment-to-combat-climate-change/. This group makes up a
small share of water-focused, climate-related development finance to date,
however. In the analysis of those water-focused flows in section 2, it is
subsumed under international public finance, rather than private finance,
due to its inclusion in the OECD DAC CRS/ CRDF dataset which counts
private (philanthropic) donor contributions as development finance.
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Issuances of climate or green bonds have
increased rapidly since their inception in 2007.
The Climate Bonds Initiative (CBI) has developed
a taxonomy and set of sector standards to
assess whether bonds are aligned with limiting
global heating to 2° C (Article 2.1(a) of the Paris
Agreement). USD 259 million in bonds meeting
the standard were issued in 2019. The sector
standard for water infrastructure, which also
considers climate change adaptation and was
developed through extensive consultation with
water and climate specialists, lists a series of
example hydropower and adaptation projects

in the water and WASH sectors that may be
considered for accreditation, including the
monitoring, treatment, storage and distribution
of water, flood defences, nature-based solutions
and water-saving technologies.

Accreditation of projects is not automatic.
Hydropower schemes must meet emissions
and power-density thresholds while water/
WASH adaptation projects must avoid a net
increase in GHG emissions and comply with a
relevant adaptation and resilience component
(CBI, 2020a)?°. Green bonds may be similar to
CBI-accredited climate bonds, but generally
have less strict criteria and tend to relate

to mitigation activities. Blue bonds are also
beginning to emerge. These focus on protecting
and rehabilitating ocean ecosystems (SDG 14)
and can include water treatment and sanitation
projects (Carter, 2020).

Sustainable and green finance initiatives have
evolved alongside climate and green bonds.

Similar to ‘green’ bonds, ‘sustainable finance’ and
‘green finance’ have been interpreted in a variety

of ways. The various interpretations prevent
credibly estimating the volume of climate/
green/sustainable finance and have given rise
to the development of several international
standards.?' Although conceptually separate,
sustainable and green finance initiatives are
often conflated with efforts to make finance
flows consistent with low-emission, climate
resilient development pathways (Article 2.1(c)).

Loosely, the former appraise individual
investments’ contribution against a definition
of sustainability while the latter appraise the
degree to which a portfolio of investments is
contributing to and accounting for the risks
of climate change.

An analysis of the numerous sustainable/green
finance initiatives? is beyond the scope of this
report but the recently agreed EU Taxonomy

on Sustainable Finance (EU, 2020a) provides a
useful example of the state of the art. In this,
sustainability is interpreted more broadly than
in other standards and covers six environmental
objectives, three of which include water and
WASH related example projects: climate change
mitigation, climate change adaptation, and
sustainable and protection of water and marine
resources?. To qualify as sustainable, finance
must support a project that:

@ Makes a substantial contribution to one
of the objectives.

@ Does no significant harm to the other
five objectives.

@ Meets a series of minimum safeguards.

The technical annex published with the
taxonomy (EU, 2020b) provides detailed
guidance on the criteria to be used by the
standard by project type.

20 https://www.climatebonds.net/standard/water

215ee, for example, ISO 14030, Green bonds - Environmental performance of
nominated projects and assets, ISO/AWI 14100 - Green Finance: Assessment of
Green Financial Projects, ISO/DIS 14097 - Framework including principles and
requirements for assessing and reporting investments and financing activities
related to climate change, and BSI PAS 7340:2020 - Framework for embedding
the principles of sustainable finance in financial services organizations.

22506 Table 7 in UNDP (2020), for 18 separate examples.

23The other three objectives are transition to a circular economy, pollution
prevention and control, and protection and restoration of biodiversity
and ecosystems.
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2. Map: water-related

climate finance flows

This section presents and analyses the available
data on water-focused climate finance that are
compiled at global level. It should be emphasised
that all flows reported in this section are
retrospective. The future prospects for water-
focused climate finance need therefore to be
considered in the context of the above discussion
of evolving approaches and mandates.

2.1 How much water-related
climate finance is available?

2.1.1 Overview

The water sector represents a substantial
share of committed adaptation-related
finance - 43% of the annual total since 2011,
on average - and stood at USD 11 billion in
2018 for water and wastewater management.
Water-focused mitigation related finance is
growing but is more modest: USD 3 billion in
2018 for wastewater and waste combined.
Since finance for mitigation is far greater than
for adaptation, water received a low share of
climate finance overall (c.2% in 2018).

Since 2011, the Climate Policy Initiative (CPI) has
compiled estimates of global climate finance

for mitigation and adaptation. These estimates
include sectoral breakdowns, and the scope of
flows included - public and private, domestic and
international - has steadily increased.

Within adaptation, while some water-related
activities are included in other categories,*
there is a clear water-focused sector identifiable
in reports covering 2011 to 2018 (defined more
consistently from 2014 onwards). According to
CPI's estimates, climate finance for this sector
alone - almost entirely public®® - constituted 43%
of all adaptation finance, 2011-2018, but has
declined in both absolute and relative terms
since 2013-2014, when it reached USD 14 billion
per year in absolute terms (Figure 6).
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For mitigation, water-related finance is included
in CPI reports under various broader categories
- for example, hydropower is included under
renewable energy generation and separate
figures for hydro are not available in reports
after 2014. One discernible water-related sector
in CPI's reporting on mitigation finance is ‘waste
and wastewater’, with estimates available since
2014. Flows to this sector reached USD 3 billion
in 2018, and constituted 0.4% of all mitigation-
related climate finance, 2014-2018. Although CPI
does not make all the underlying data available,
its estimates are broadly corroborated by our
own, compiled from several different sources
(Section 2.2.1).

V¥ Moustapha and his colleague Desire pictured
on the sand dam constructed accross the
riverbed. The sand dam is used to improve water
retention and recharging of groundwater, in the
village of Sablogo, in the Commune of Lalgaye,
province of Koulpelogo, Region of Centre-East,
Burkina Faso. January 2018.

24For example, in 2019 definitions of the ‘coastal protection’ and ‘disaster risk
management’ sectors both indicate that they may include activities relating
to riverine flood protection (CPI, 2019a)

25 private climate finance constituted less than 0.1% of all flows tracked in the
2019 CPIreport, except those going to renewable energy and low-carbon
transport. This is attributed to lack of data but also underlying challenges
with markets and business models for private sector participation in
adaptation (CPI, 2019b).
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Figure 6: Climate finance to discernible
water-related sectors: adaptation and mitigation
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The identifiable water-related sectors comprise
a small share of the total climate finance tracked
by CPI - less than 3% in 2014-2018 - albeit close
to half of all tracked adaptation finance. This
should be contextualised: the totals estimated
by CPI are significantly influenced by private
finance for energy generation, accounting for just
under half of all climate finance 2017-2018. Water
does not offer a comparable opportunity for
private climate finance and is unlikely to do so in
the near term, especially on the adaptation side.

While most of the underlying datasets compiled
by CPI are not publicly available, more detailed
reports and datasets are available for different
categories of provider. The following sections use
these to explore the headline question further.

2.1.2 How much climate finance is flowing
to different aspects of water?

This question can only be answered
effectively for international public climate-
related finance for water, as tracked by
the OECD DAC 2000-2018. It is dominated
by large infrastructure for water resources
management and water supply and
sanitation, which receive over a third of
the total each. Rural and community-scale
water and sanitation receive around a 10th
of the total. Contextualising these climate-
related flows to water against all equivalent
international public flows to water,

suggests that providers are increasingly
tagging water activities as climate-related.

The climate-related development finance (CRDF)
datasets compiled by the OECD, covering 2000-
2018, are often used for sectoral analysis. They
go to activity level, and are coded by OECD DAC
sector and sub-sector, as well as numerous
other variables. They include the majority of
public, international climate finance flows: ODA
and some OOF? from OECD DAC and non-DAC
donors, MDBs, other multilaterals (including the
major multilateral climate funds) and private
donors (principally corporate and

philanthropic foundations).

Annual totals are not directly comparable

to the CPI figures above due to differences

of definition and scope, but the majority of
public international finance tracked by CPI will
correspond broadly with the CRDF dataset.?”

It is important to note that the CRDF datasets,
and OECD-DAC-CRS system from which they are
derived, were not established to track climate
finance, instead to assess the degree to which
climate considerations have been mainstreamed
into development finance (OECD, 2017).

265ee footnote 6

27The total in 2018 was USD 9.6 billion, of which USD 6.4 billion was adaptation-
related and USD 4.3 billion mitigation related (USD 1 billion tagged as related
to both mitigation and adaptation). The water-focused total for adaptation in
2018 is considerably lower than CPI's estimate for 2018 (USD 11 billion) but
this likely relates mainly to CPI's inclusion of more national and regional DFIs
which allocate much of their money domestically (see below).

30 / Justadd water: a landscape analysis of climate finance for water

November 2020



Across all providers covered in the OECD's CRDF
database, 16% of all development finance flows
tagged as climate-related from 2000-2018 went
to 14 water-focused subsectors (Figure 7; 24% of
the total in the case of adaptation-related flows,
and 8% in the case of mitigation-related flows).?8

To set these percentages in context, the same
subsectors attracted 6% of all equivalent
development finance over the same period

(i.e. ODA and OOF excluding export credits
downloaded from the OECD CRS system, without
climate-related tagging applied). Water activities
are therefore more likely to be tagged as
climate-related by international public climate
finance providers than many other activities.
However, a detailed sector-by-sector analysis
would be needed to see how water fares
compared to other intuitively ‘climate-relevant’
DAC sectors like Agriculture, Forestry, Fishing
and Rural Development, and Energy Generation
and Supply.

For the selected water subsectors, climate-
related flows tracked via CRDF make up a
quarter of the total equivalent development
finance flows (26%) over the whole 2000-2018

period, compared to a climate-related ‘share’
of 12% when looking at all sectors/subsectors.
For water, the share tagged as climate-related
has also been growing at almost double the
rate of increase for all sectors/subsectors -
from 1% in 2000 to 50% in 2018. This indicates
that providers are increasingly ready to tag
water activities as climate-related. It does

not indicate that water finance is increasingly
focused on climate change above all else,
since projects tagged as climate related can
have multiple objectives.

In terms of differences between adaptation
and mitigation-related flows, hydropower
activities are, unsurprisingly, much more likely
to have been tagged as mitigation-related (39%
of all water-related mitigation flows, vs. 2%

of adaptation flows). Other than this, flows to
water subsectors are generally more likely to be
tagged as adaptation-related than mitigation-
related. For example, there is no discernible
pattern of mitigation-focused finance going to
sanitation as opposed to water supply, despite
the potential for GHG abatement by capturing
biogas etc. in the former.
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28 All OECD DAC 14000 series sub-sector codes, plus Hydro-electric power

plants (23220), agricultural water management (31140) and flood
prevention/ control (41050) which has been phased out and only appears in
the CRDF data 2012-2014. Water transport and disaster risk reduction were
considered for inclusion but were excluded due to the likelihood of their
including activities unrelated to water.
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The subsectors depicted in Figure 7 can be
grouped to aid interpretation (Figure 8). The
data show that, perhaps unsurprisingly, large
infrastructure dominates. Those most closely
corresponding to water resources development
and management (particularly for hydropower
and irrigation) accounted for over a third of
total CRDF flows to water, alongside the large
(primarily urban) water and sanitation systems.

Subsectors corresponding to basic WASH
(primarily rural and community-scale) and policy
and capacity development received around a
tenth of the total each.? This does not appear to
be substantially different to the same subsectors’
shares of equivalent general flows (ODA and
OOF excluding export credits, without climate-
related tagging applied). On this assessment the
WASH subsectors, both ‘basic’ and ‘large’, had a

slightly higher share of the water-focused general

development finance flows since 2000: 15% in
the case of basic WASH, and 42% in the case

of large WASH systems. This may indicate that
donors are more likely to tag activities pertaining
to water resources as climate-related, compared
to activities pertaining to WASH. Although it

may be simply be that hydropower activities are
especially likely to be tagged as climate related.

Figure 8: Climate-related development
finance to water by theme 2000-2018

WV Mor Tei, 32, collects water
from behind his home near
Pursat, Cambodia.
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2950lid waste management, which is included by the OECD DAC system as part
of the water and sanitation sector, received 4%.
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2.1.3 How much of this finance is
‘climate-related’ finance, and how much
is ‘climate finance'?

Definitions make a considerable difference to
the numbers: a conservative interpretation of
what counts as climate finance sees bilateral
contributors committing nearly two-thirds
less in climate finance to water, than headline
figures might suggest. This conservative
approach is applied to the succeeding analysis
of international public flows. Patterns in the
data suggest that donors may be slightly
more likely to see finance to water as having a
principal focus on climate change adaptation,
as compared to their finance to other areas.
The reverse may be true for WASH as compared
to water resources - the former is less likely
to be tagged as having a principal focus on
climate change adaptation, than the latter.
However, further investigation at project

level would be needed to corroborate this.

As noted, methodologies used by the different
providers reporting to the OECD DAC vary, with
the majority of MDBs reporting according to the
IDFC-MDBs Common Principles, and most other
providers using the Rio Marker method. The
majority of DFIs, namely the members of IDFC,
report in a separate annual report, but using the
Common Principles methodology.*® These are
discussed further below under ‘domestic’ flows,
as is the small amount of tracked private climate
finance for water.

MDBs following the Common Principles
methodology should be reasonably rigorous in
determining what ‘counts’ as climate finance,
especially where the recommended three-step
approach to categorising adaptation finance is
applied. However, providers using Rio Markers
can include flows that have a ‘significant’
relation to climate change as well as flows that
are ‘principally’ related to climate change. The
former tag can be applied where climate change
adaption or mitigation objectives are referenced
but are not the primary objective (OECD 2016).%"
Excluding activities tagged as ‘significantly’
related to climate change thus provides a more
conservative but probably more realistic estimate
for what is actually climate finance. It should

be noted, however, that this is not a measure

of additionality, which is difficult to define due
to numerous issues including the lack of an
adequate baseline.®

Excluding activities with a ‘significant’ focus on
climate change reduces water-related flows in
the OECD CRDF databases considerably, by USD
28 billion or 43% of the total, 2000-2018, and by
USD 3.4 billion in 2018 alone. The impact varies
depending on what aspect of water is being
considered. Flows to WASH systems, both basic
and large, are less likely to be tagged as
‘principally’ related to climate change than other
water-focused flows (Figures 9 and 10). This may
indicate a perception among donors that WASH
projects are less likely to be strongly climate-
related than water resources management
projects, but detailed analysis at project level
would be required to confirm the hypothesis.
Note that in Figure 9 and the CRDF dataset,
‘climate components’ is the tag used for MDB
flows, which are meant to follow the Common
Principles methodology.

Overall, when excluding all flows with a
‘significant’ focus on climate change, water
focused flows represent a smaller share of the
CRDF total, 2000-2018, (12% vs. 14%). However,
they make up a larger share when considering
flows to adaptation only (28% vs. 24%). Under
a generous interpretation, this may be an
indication that donors are more likely to regard
water-focused activities as making a clear
contribution to climate adaptation, than activities
in other sectors. Again, however, project-level
analysis would be needed to confirm this.

30 All OECD DAC 14000 series sub-sector codes, plus Hydro-electric power
plants (23220), agricultural water management (31140) and flood
prevention/ control (41050) which has been phased out and only appears in
the CRDF data 2012-2014. Water transport and disaster risk reduction were
considered for inclusion but were excluded due to the likelihood of their
including activities unrelated to water.

31“An activity can be marked as “principal” when the objective (climate
change mitigation, climate change adaptation, biodiversity, combating
desertification) is explicitly stated as fundamental in the design of, or the
motivation for, the activity. Promoting the objective will thus be stated in the
activity documentation to be one of the principal reasons for undertaking the
activity. In other words, the activity would not have been funded (or designed
that way) but for that objective. An activity can be marked as “significant”
when the objective (climate change mitigation, climate change adaptation,
biodiversity, combating desertification) is explicitly stated but is not the
fundamental driver or motivation for undertaking and designing the activity.
The activity has other prime objectives but has been formulated or adjusted
to help meet the relevant environmental concerns.” OECD (2016, p.2)

32411y accordance with Article 4, paragraph 3, of the Convention, the financial
resources provided to support climate action are meant to be “new and
additional”. Although such language was reiterated at COP 16,109 the
Paris Agreement does not make use of that specific phrase. Article 9.3 of
the Paris Agreement does, however, state that “developed country Parties
should continue to take the lead in mobilizing climate finance from a wide
variety of sources, instruments and channels”, and that such mobilization
should “represent a progression beyond previous efforts”. Nevertheless,
understanding of what is “new” and “additional” varies widely across
stakeholders.” UNFCCC SCF 2018, p.89
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As mentioned, we exclude the flows with a
‘significant’ focus on climate change in much of
the subsequent analysis since they reflect flows
to activities that could have been funded even
without the climate objective.>* The OECD itself
points out that the Rio Markers provide

“a quantification for mainstreaming rather
than finance that is climate-specific”

(OECD 2019a, p.147).

Figure 9: Flows to water 2008-2018
by climate objective
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change focus. CPI apply a coefficient to the flows reported by each donor,
based on a recent survey, whereby flows tagged as having a ‘significant’
climate focus are adjusted downwards usually by a set percentage (differing
by donor) or, in two cases, excluded at activity level (OECD, 2019).
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2.1.4 What kind of water-related climate
finance is being provided?

The significant majority of public,
international climate finance to water has
been provided as repayable loans: 86%,
around half of which were non-concessional/
market rate. Basic WASH and water policy and
capacity activities are more likely to receive
grants than other water-related activities.

The OECD CRDF database provides further
data on the financial instruments deployed for
water-focused, climate-related development
finance. Equivalent water-specific data for
private, domestic and most national/regional
DFI flows was not identified.

CRDF data suggests that 86% of international,
public, climate-related development finance

to water subsectors has been provided via

debt instruments, including standard loans,
reimbursable grants, bonds, or asset-backed
securities, 2000-2018 (excluding flows with only
a ‘significant’ climate focus, as above). Around
47% of these loans were non-concessional/not
primarily developmental, implying that they

Figure 11: Climate finance to water by
financial instrument, 2000-2018

were provided at market rates. Grants comprise
roughly 14% of the total share while equity
stakes make up less than 1%. Climate-related
flows to water appear slightly more likely to
have been provided in loan form: when looking
at equivalent total flows, i.e. all ODA and non-
export credit OOF 2000-2018 whether tagged
as climate-related or not, the same subsectors
received higher share as grants (26%). This

may reflect the large share of climate-related
development finance going to water subsectors
that involve major infrastructure investments,
which are often financed through loans.

A breakdown by mitigation and adaptation
provides a similar picture for the respective debt
instrument and grant shares, while most of
the limited equity financing is concentrated in
mitigation, principally financing hydro-electric
plants. Grants made up a higher share of the
total in subsectors corresponding to water
policy and capacity and basic WASH systems,
compared to other sectors, but loans still
dominated, by a factor of 3 and 4,
respectively (Figure 12).
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2.1.5 How much climate finance
is actually flowing?

Most available data on climate finance

flows to water represents commitments.
Disbursement data are patchy but available
figures confirm this can be considerably lower.

All of the flows captured in the CRDF databases,
as well as most of those captured by CPI,
correspond to commitments. A separate project-
level dataset covering the multilateral climate
funds, the Heinrich-Baoll-Stiftung and ODI Climate
Funds Update, is the only publicly available
source that separates disbursements.

The data still needs to be interpreted with
caution as not all funds tracked by CFU report
disbursements. Nonetheless, applying the same
subsector codes as were applied to the CRDF
data described above3* indicates that only 29%
of approved water-focused funds are known

to have been disbursed since 2003 (when the
multilateral climate funds that CFU monitors
approved the first project). Approved flows from
the muiltilateral climate funds to water-focused,
adaptation-related projects have totalled

USD 1.1 billion since 2003, with only a third
(34%) disbursed, to date. Approved mitigation-
objective projects total USD 0.09 billion

(42% disbursed), and those with multiple foci,
USD 0.26 billion (6% disbursed).

The gap between funds approved and disbursed
from the muiltilateral climate funds cannot be
assumed to apply to all water-related climate
finance, and there is inevitably a time lag
between approvals and disbursement. This is
exaggerated in the case of the relatively new
multilateral funds, dominated by the GCF,
which first mobilised resources in 2014 and

has been ramping up finance since, including
to water. However, given what is known about
expenditure in the water sector more widely,

it likely points to wider challenges in disbursing
and absorbing climate funds, and suggest that
both CDRF and CPI numbers measured on
approval basis are optimistic.

Figure 12: Climate finance to water
approved and disbursed from the
multilateral climate funds
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Source: Authors’ analysis of CFU data.

2.2 Where is water-related
climate finance coming from?

2.2.1 Overview

Together, MDBs and DFIs account for nearly
four-fifths of tracked water-focused climate
finance in recent years (2016-2018). Bilaterals
and bond issuers provide about a tenth each,
and multilateral climate funds still a small
share, albeit growing (around 3%). This is a
global perspective on flows for which there
is globally aggregated data available. Bond
issuers likely make up a much smaller share
for developing countries.

The CPI reports referenced above do not provide
a breakdown of sources of water-related climate
finance. An approximation can be constructed,
at high level, from various sources including the
OECD CRDF database, Climate Funds Update
(covering the multilateral climate funds),

joint reports issued by the major Multilateral
Development Banks, reports of the IDFC for its
DFI members, and reports of the Climate Bonds
Initiative on its climate certified bonds (Figure 11).

34CFU applies the OECD sector and subsector codes, but does so
independently, so projects may be coded differently from CRDF. At
headline level, aggregate total water-related climate finance derived from
CFU is comparable to equivalent totals derived from CRDF (USD 1.4 billion
approved in CFU approved vs. USD 1.7 billion committed in CRDF, 2003-
2018). CFU data used in this report were last updated in November 2019.
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The resulting totals are not identical to those
estimated by CPI (Figure 5 above), likely due

to differences in definitions and necessary
assumptions about the data aggregated in
reports. However, they are of similar order of
magnitude - with adaptation flows to water
sectors representing on average 32% of all
adaptation flows (1% in the case of mitigation;
5% in cases where both mitigation and adaptation
are targeted or cannot be separated).

Key observations on this breakdown by category
of provider include the major contribution of
national and regional DFIs, discussed further
under ‘domestic’ sources below; the small relative

and their contribution to the aggregate total
needs to be understood in this light (indicated by
the transparent fill and dotted line in Figure 13).

The aggregation of datasets using differing
definitions and methodologies provides only an
approximation of the relative contribution. There
is some double-counting e.g. between a limited
number of bilaterals and their DFI wings. It is
also important to consider each broad source
in the context of the type of finance it provides,
for which geographies. Nuances are discussed
briefly below for each provider type, along with
some insight on the contribution of specific
institutions where the data allows.

contribution of the multilateral climate funds;
the greater role played by MDBs as compared
to bilaterals (for which only ‘principally’ climate-
related flows are shown, as discussed above);
and the not-insignificant contribution of bond
issuers. Bond issuers are also the only source
of private finance for which tracked climate-
related flows were identified. As noted, however,
bond issuers and use of proceeds can be public
rather than private. Bonds can also be issued to
refinance debt rather than to raise ‘new’ finance

Figure 13:
Sources

of climate
finance for
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Source: Authors' analysis of multiple sources. All flows are approved/ committed (‘outstanding’ in the case
of bonds). Bilaterals - source: OECD CRDF datasets 2016-2018, applying 14 water-related codes mentioned
above; ‘significant’ climate focus excluded; overlap between adaptation and mitigation attributed equally.
DFIs - source: IDFC 2019; Mitigation sector category is ‘waste and wastewater’. MDBs - source: MDB Joint
Reports (Joint MDB Climate Finance Group, 2017, 2018, 2019); Adaptation excludes ‘coastal and riverine’
infrastructure sector category; mitigation is ‘waste and wastewater’. Multilateral Climate Funds - source:
Climate Funds Update dataset, updated November 2019, applying 14 water-related codes mentioned
above. Bond issuers - source: CBI (2020b), includes climate certified bonds under the Climate Bonds
Standard for water infrastructure.
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2.2.2 Domestic climate finance

National and regional DFIs provide a
significant amount of tracked water-focused
climate finance, more than two-fifths of the
total in recent years. The majority of this
appears to be allocated by DFIs outside the
OECD, primarily in MICs, within their
headquarter countries, and as market-rate
loans. Other sources of domestic climate
finance are not tracked globally, but country-
level initiatives are developing, and may
improve data and decision making around
domestic climate finance as well as

other sources.

There is little globally aggregated data on
domestic climate finance. An important
contribution is provided by DFIs that are
members of the International Development
Finance Club (IDFC), a grouping of 26 national
and regional development banks. Together these
are the largest providers of development finance
globally and have been tracking climate-related
and other green commitments since 2016. Some
of this finance is international, and a proportion
may overlap with data captured in CRDF for MDBs.

While the exact proportion for water-focused
finance cannot be identified, it appears the
majority is allocated domestically and so it is
reported here, rather than as international
public finance. A sizeable proportion of all
climate finance reported by IDFC DFIs is
committed by those in non-OECD countries -
though mainly middle-income countries (MICs)
- to domestic activities: 54% in the case of
mitigation, and 73% in adaptation in 2018.%®

Geographic destinations and type of finance are
not reported at the sector level. However, for
‘Green Finance’ in aggregate - which includes

a small proportion for ‘other environmental
objectives' besides mitigation and adaptation -
the majority of commitments went to East Asia
and the Pacific (56%) in 2018. Roughly 9% went
to Latin America and the Caribbean, 7% to South
Asia, 2% to Sub-Saharan Africa, 2% to Eastern
Europe and Central Asia, and 22% to countries in
the EU. Commitments by country classification
based on income or level of development are
not reported.

The majority of finance (67%) was provided as
non-concessional, market-rate loans. This likely
accounts at least partly for CPI's observation
that “water and wastewater management
projects are often large infrastructure projects,
a status which likely contributes to the ability
of such projects to attract market-rate capital”
(Richmond et al. 2020). However, the pattern
also reflects the fact that most of the non-OECD
DFIs in the IDFC are headquartered in large
MICs with developed capital markets. The
limited data available at sector level may also
conceal a role for blended finance from public
or philanthropic sources, in catalysing some
of this market-rate private finance.

In terms of mitigation finance in 2018, IDFC
DFIs allocated USD 0.3 billion to the main
water-related sector, ‘waste and wastewater’,
only 0.2% of a total dominated by transport,
renewable energy and energy efficiency
projects. In adaptation finance, allocations to
‘water preservation¢ reached USD 6.4 billion
in 2018 and comprised on average 45% of
total IDFC DFI commitments to adaptation,
2016-2018. Some water-focused finance may
be amalgamated in flows to other sectors.

35 A total of 17 of 24 IDFC members reported in 2018, completing a survey
following principles the MDBs-IDFC Common Principles for Climate
Mitigation and Adaptation Finance Tracking. It should be noted, however,
that IDFC members appear to have reported adaptation flows according
to pre-defined categories, rather than the three-step approach used by the
MDBs (IDFC, 2019). The IDFC report does not break down the sectoral flows
by domestic/ international, nor by provider.

365ee Appendix C in IDFC (2019) for eligible project categories.
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We did not identify other globally aggregated
data on the scale and role of domestic climate
finance beyond the IDFC DFIs, which are in

any case likely to be financing international
activities as well. The role of national and
subnational budgets, for example, could well
be significant but is as-yet not systematically
mapped in general, let alone for water.
However, a number of individual countries are
improving their national-level climate finance
tracking and accounting across their domestic
public expenditure and finance institutions,

as well as other sources. This is generally done
with the support of international partners under
one or more multi-country initiatives, including
CPI's Domestic Climate Finance Landscapes,
and UNDP and the World Bank’s promotion of
the Climate Budget Tagging tool, Climate Public
Expenditure and Institutional Reviews

(which also have a private finance variant),

and Investment and Financial Flows Assessment
(more forward looking, to determine costs

of climate change measures and potential
investment sources).

Figure 14 shows the broad geographic coverage
of these initiatives, as of December 2019. It is
beyond the scope of this global review to assess
how water is treated in extant national climate
finance tracking systems. However, this is a
growing area, in which engagement by the
water community in specific countries would

be worthwhile.

Figure 14: Global coverage of country-level
climate finance tracking initiatives
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2.2.3 South-South cooperation

Data are scarce, but these voluntary climate
finance flows are unlikely to be larger than
others assessed in this report. The biggest
identified South-South contribution in
terms of international public flows is from
the Republic of Korea, which is classed as

a non-Annex I country under the UNFCCC,
but a developed country and member of
OECD DAC for development-aid purposes. It
is the fifth largest donor providing climate-
related development finance to water. Flows
from China may be significant but high-level
analysis of AidData’s Global Chinese Official
Finance dataset did not reveal any projects
that are clearly at the intersection of water
and climate objectives.

As noted above, there are a number of issues
for tracking South-South climate finance, which
apply also to the water-related flows. It is likely
that some of the DFI flows could be categorised
as South-South, but how much cannot be
distinguished reliably from the IDFC reports.
The contribution of the non-Annex I parties
included in CRDF can be distinguished: UAE’s
water-focused climate finance is small (USD

11 million 2000-2018, excluding ‘significantly’
climate-related projects); the Republic of Korea,
however, which is an OECD DAC member but

a non-Annex I country, was the 5th largest
bilateral provider, committing USD 0.4 billion

in total. China, as an increasingly significant
contributor of South-South flows, is likely to be
contributing to projects that involve both water
and climate objectives. A high-level assessment
of AidData’s Global Chinese Official Finance
dataset did not reveal any clearly climate-related
contributions to the water and sanitation
sector, however.?’

2.2.4 Bilaterals

The majority of water-focused commitments
of climate-related development finance come
from bilaterals comes from three donors:
Japan, Germany and France. With major
lending activities, most of this is provided

as concessional loans, to Asian and middle-
income countries. Across all bilateral donors,
LDCs received a sixth of water-focused
commitments.

As can be seen in Figure 15, Japan, Germany
and France dominate the bilaterals providing
water-focused, climate related finance. This is
robust to whether projects with a ‘significant’
climate finance are included or not. Despite the
concentration in hydropower of both Japan and
Germany (46% of both donors’ commitments to
water), it is also robust to whether the focus is
on adaptation, mitigation, or both (see Figure
13). These three donors provided 88% of their
water-focused, climate-related finance as debt
instruments, and the remainder as grants, with
the Japan Bank for International Cooperation,
AFD (in its capacity as a DFI) and KfW playing
significant roles in providing loans for water-
related activities.

The contribution of these three donors is
concentrated geographically in East Asia (24%)
and South and Central Asia (19%), with the
Middle East, South America and Sub-Saharan
Africa all receiving 10% or more. Across all
bilateral providers (including the very small
contribution of private donors and non-DAC
donors), lower-middle-income countries (LMICs)
received 55% of commitments and upper-
middle-income countries (UMICs) 23%.

LDCs received 17%.

37 https://www.aiddata.org/pages/how-to-use-global-chinese-official-finance-
data. We assessed AidData's Global Chinese Official Finance Dataset, which
covers ODA-like and other official flows from China, 2000-2014. We first
isolated water-related projects (tagged with OECD Sector Code 140, Water
Supply and Sanitation), returning 104 separate results with a total value of
USD 7.9 billion (2014 values), 1% of the total tracked finance in the dataset.
We then used a keyword search for “climate”, “adaptation” and/ or “mitigation”
within the project titles and descriptions, which yielded no results.
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Figure 15: Top 10 bilateral providers
of climate-related finance water-focused
activities, 2000-2018
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climate related development finance excluded.

2.2.5 Multilateral development banks

Among MDBs, the World Bank, Asian
Development Bank and Inter-American
Development Bank provide the majority

of water-focused climate finance. These
institutions provided climate-related
development finance almost entirely as
loans, of which most were non-concessional,
with over half the finance going to Asia.

The African Development Bank is also active
in financing water-focused adaptation
projects, especially with a policy focus.

LDCs again received about a sixth of all
water-focused commitments from MDBs.

As the MDB joint reports provide aggregated
rather than project-level data, the CRDF dataset
must also be used to examine commitments

to water-focused activities from each MDB.

For climate-related finance overall, the World
Bank (WB, i.e. IDA and IBRD, excluding IFC),*®
Asian Development Bank (AsDB) and Inter-
American Development Bank (IADB) are the
three largest providers. For adaptation-related,
water-focused commitments, however, the

African Development Bank (AfDB) replaces the
IADB. Hydropower is, again, a major focus for all
except AfDB (WB: 19%; AsDB: 26%; IADB: 44%),
with the WB also investing significantly in
irrigation (agricultural water resources, 30%);
AsDB in basic water supply (24%); IADB in large
water supply and sanitation systems (30%); and
AfDB in water sector policy and administrative
management (65%) (Figure 14). The four
institutions provided 94% of finance as debt
(37% of which was concessional or primarily
developmental), 6% as grants and 1% as equity/
shares in collective investment vehicles. The
majority was provided to Asia (54%), with 21%
going to Africa and 24% to the Americas. Among
all MDBs, most commitments were made to
LMICs (47%) and UMICs (35%), while LDCs
received 16%.

38 Contributions from the Multilateral Investment Guarantee Agency, MIGA,
do not appear to be included in the CRDF data.
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Figure 16: Top 10 MDB providers of
climate-related finance water-focused
activities, 2000-2018
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2.2.6 Multilateral climate funds

While the multilateral funds contribute

a small share of climate finance to water
overall, they concentrate more on LDCs,
and on policy and capacity development,
than most bilaterals and MDBs. The GCF has
rapidly become the leading fund approving
climate finance to water.

For the multilateral climate funds a separate
project-level and independently compiled
dataset is available from CFU, covering
2003-2019. Applying the same 14 subsector
codes, as were used to analyse CRDF data,
shows that the GCF already leads the (albeit
modest) water-related contributions from the
multilateral climate funds. It is followed by the
Pilot Programme for Climate Resilience (PPCR)
(part of the Strategic Climate Fund of the
Climate Investment Funds) and the Adaptation
Fund. The GEF stands out for its contribution
to water-focused mitigation projects, though it

also manages the Special Climate Change Fund

(SCCF) and Least Developed Countries Fund
(LDCF) which are more adaptation-focused
(Figure 15). CFU data also reveals that the

vast majority of MCF funding towards WASH is
committed through grants (87%), with about
a third (34%) going to water sector policy

and administrative management, indicating
that the Funds may be supporting ‘upstream’
investment in developing the enabling
environment for climate-sensitive water policy
and delivery. The Multilateral Climate Funds
have committed a higher share of water-
focused climate finance to LDCs, at 37%, than
either MDBs or bilateral donors, though the
LDC share of disbursed funds is slightly lower
(32%). Sub-Saharan Africa has also received the
highest share of any region (24%), with Latin
America and the Caribbean following, at 22%.
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Figure 17: Top 10 multilateral climate funds
providing climate finance to water-focused
activities, 2003-2019

0.9
0.8
0.7
0.6
0.5
0.4
0.3

USD billions

0.2

0.1
. IllllI_____

GCF PPCR AF GEF LDCF ASAP SCCFGCCASREP CTF

m Adaptation  m Mitigation - General m Multiple foci

Source: Authors’
analysis of
CFU data.

J

2.2.7 Private climate finance

Private finance for water-focused climate
action is complex to track in general and

so there are limited data. Discernible flows
are limited to green and climate-aligned
bonds, which represent a growing share of
tracked climate finance to water - USD 1.3
billion under one certification scheme in
2019. However, it should be noted that bonds
issuers and user-of-proceeds can be publicin
nature, bonds may be used to refinance debt
(where they do not represent ‘new’ money)
and existing issuances are heavily weighted
towards developed country markets. The
consultative process to develop certification
and tracking of climate-related bonds to
water, may hold some lessons for improving
tracking and coordination of other private
climate finance stocks and flows for the
sector. Related to the contribution of private
financial institutions, is the contribution of
households and firms, in the form of spending
on water and sanitation which may have
adaptation and/ or mitigation benefits. This
is under-researched, as are questions of how
related areas of public policy and finance for
water, including pricing and subsidies, should
be tailored to improve climate outcomes.

In estimating climate finance flows from
developed to developing countries, the UNFCCC
Standing Committee on Finance includes

private finance mobilised by public international
climate finance (climate funds, MDBs, OECD

DAC bilateral donors), as well as foreign-direct
investment in renewable energy projects.
Together, these tracked private flows constituted
USD 16 billion in 2015 and USD 17 billion in 2016
(UNFCCC 2018). Water may constitute a share

of the mobilised private finance to developing
countries, but this cannot be discerned from the
available data. Globally, as per CPI's estimates,
the same UNFCCC report identifies significant
private contributions to renewable energy

and sustainable transport, as well as energy
efficiency - in excess of USD 450 billion in 2015
and 2016. Water is unlikely to feature much in
this, besides some hydropower investments.

The UNFCCC Standing Committee on Finance
also identifies six large and potentially significant
flows - as well as existing stocks - of private
finance, which need to be considered to track
consistency of finance flows with low-emission
climate resilient pathways (Article 2.1(c) of the
Paris Agreement). These comprise bank lending,
bond markets, listed equity, private equity,
insurance and reinsurance, and assets

under management.

Bonds are the only category for which a climate-
aligned, water-focused share could be identified
for this analysis - specifically green bonds.
Green bonds can be defined as “fixed-income
instruments aimed at financing environmental
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and sustainable development projects. Their
proceeds are used exclusively to finance or
refinance, partially or in full, new and ongoing
green projects, in particular, infrastructure
investments.” (Deschryver and Mariz, 2020, p.2).
It is important to note that where green bonds
are used to refinance existing debt, they will not
necessarily be attracting new and additional.
Although we group them under private finance
as money is raised on the capital markets, they
can also be issued by ‘public’ entities at different
scales - from local governments to sovereigns
and MDB:s - to fund public investments, as well
as by corporates in the financial and non-financial
sectors (CBI 2019). Within the wider universe of
green bonds, there are ‘certified climate bonds’
which meet the Climate Bonds Standard and
Sector Criteria issued by the Climate Bonds
Standard Board (CBSB), convened by the
Climate Bonds Initiative (CBI). While there are
other initiatives for climate-aligned bonds
standardisation (Deschryver and Mariz, 2020)
the CBI provides useful tracking information

in the form of annual reports on the ‘state

of the market.

Water emerged as a discernible use-of-
proceeds category of green bonds in 2014/2015,
and has constituted 4% to 9% of all outstanding
green bonds since then, while growing in
absolute terms to USD 23 billion in issuances
per year in 2019 (Figure 16). The vast majority
are issued by public entities in developed
markets, such as US and European utilities

and municipalities, to fund water supply and
treatment infrastructure in those countries.
There are some exceptions, for example the
USD 1.5 million (KES 1.5 billion) issuance by the
Kenya Pooled Water Fund which was originally
slated for 2018).3° Green bonds are, however,
poorly defined in general (Deschryver and
Mariz, 2020) and it is likely that these flows
include investments with limited contribution
to adaptation or mitigation.

The ‘climate certified bonds’ meeting the CBSB/
CBI Sector Criteria are more robustly defined, and
though small, are growing. Water represents

a similar share of total climate certified bonds
outstanding, as for green bonds, but constituted
under USD 2 billion in 2019, with no separate
estimates for mitigation and adaptation-related
bonds available.*' While we include them in
Figure 18 for completeness, it should be kept

Figure 18: Green bonds and climate-aligned
bonds to water (CBI data)
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391t is not clear whether it has yet been issued. The initiative is part of
the Water Finance Facility, with EUR 10 million seed funding from the
Netherlands Government, managed by Cardano Development.

40CBIincludes in its Green Bonds Database “bonds with at least 95% of
proceeds dedicated to green assets and projects aligned with the Climate
Bonds Taxonomy” (CBI 2020, p.2)

41 Estimated from report chart. Underlying data not available. See CPI (2020),
p.14. It is not clear that CPI include these climate-certified bonds for water
projects in their estimate of global climate finance to water-related sectors.
CPI's 2019 report finds that private finance accounted for under 1% of all
climate finance to all sectors, besides renewable energy and low-carbon
transport, in 2017-2018. In the case of water, this would imply less than
USD 0.2 billion in private finance, including bonds.
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in mind that climate certified bonds are likely
also to be heavily tilted towards activities in
developed markets.

The data gaps for other sources of private
finance, including the five other categories
identified by the UNFCCC Standing Committee
on Finance, appear to be significant. The
experience of water-focused climate bond
standardisation and tracking will be useful when
thinking through how to approach other flows
and stocks of private capital. The CBI Sector
Criteria were developed through an extensive
consultation process that engaged a wide array
of stakeholders in the water and climate domain.

There is also the question of household and
firm expenditure on both mitigation and
(‘autonomous’) adaptation (Chambwera et al.
2014). For water, this could include the costs of
self-supplied capital infrastructure (e.g. private
boreholes) and payments for water resources
or services where these involve additional
expense to reduce emissions and/or adapt to
climate change. While such flows are thought
to be significant even under historical and
current climate variability and change, amounts
are not known with any precision. There is
therefore no certainty about baseline amounts,
nor any additional amount spent in response
to anticipated climate change - deepening
boreholes, supplementing farm and household
water storage capacity, flood-proofing latrines,
installing solar-powered pumps and so on.

There remains a strong interaction with public
finance here, given the prevalence of subsidies
in the water and sanitation sector (estimated

at USD 320 billion per year, globally; Andrés et
al., 2019). Unlike in energy, where fossil fuel
subsidies have been a major focus for research
and advocacy from the climate community,
there appears to have been limited attention

to whether water and sanitation subsidies are
enhancing climate resilience or driving emissions
reduction, or how they could do so. This is an
important aspect of the much broader question
of how the water sector should itself align with
Article 2.1(c) of the Paris Agreement.

2.3 Where is water-related
climate finance going?

2.3.1 Overview

Five countries in Asia - all middle income -
received nearly 30% of public international
climate-related development finance to
water: India, China, Pakistan, Vietnam and
Indonesia. Most of the top 20 recipients
receive the majority of this finance as loans,
and to large infrastructure for water resources
management and WASH. Hydropower is
prominent among the top 20 recipients of
mitigation-related finance.

The only available datasets disaggregating
sectoral flows to recipient country level are
CRDF and CFU. CRDF includes most of the
multilateral climate fund flows in CFU, so is
used in this section. Again, flows tagged as
having a ‘significant’ focus on climate change
are excluded and it should be stressed that the
flows account for international, public sources
of development finance (ODA and OOF) only.

Nearly two-thirds (64%) of the tracked climate-
related development finance committed to water
between 2000 and 2018 went to 20 countries
(‘principle’ focus/‘climate components’). Over the
time-period the top recipient, India, received
USD 2.4 billion, 6% of the total. The next top
four recipients are all Asian countries.*? Only
two countries in sub-Saharan Africa, Kenya and
Cameroon, feature in the top 20 (Figure 19).

For most of the top 20 countries, water resources
development and management and large WASH
systems receive the majority of commitments.
Policy and capacity play a minor role, and are
only substantial (>20%) in three of the top 20
countries: Jordan (47%), Bolivia (44%) Argentina
(27%). Most of the top 20 recipients receive
>90% of overall finance committed in the form
of debt (99% for India). Tajikistan, Kenya and
Bolivia are the only countries in the top 20
receiving more than 20% of commitments as
grants (44%, 21% and 23%, respectively).

4ZIndia, China, Pakistan, Vietnam and Indonesia are also the top five when
including ‘significant’ focused flows.
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Figure 19: Top 20 recipients of climate-related
development finance, 2000-2008
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The top 20 recipients for adaptation- and
mitigation-related commitments are similar.
In the case of adaptation, Tunisia, Lebanon,
Senegal and Ethiopia substitute Brazil,
Venezuela, Iraq, Tajikistan. For mitigation,
Costa Rica, Chile, Ecuador and Peru replace
Kenya, Bangladesh, Bolivia and Morocco in
the top 20. The ranking for mitigation-related
finance, in many countries, reflects allocations
to hydropower. In 10 of the top 20 recipients
of mitigation-related finance, more than half
is going to hydropower, and the top recipient,
Pakistan, received 76% of mitigation-related
finance to water in this sector (USD 1.4 billion).

2.3.2 Does climate-related development
finance to water reflect needs?

Few LDCs are among the top-20 recipients

of international public climate finance for
water, though there are more (and many
more SIDs) when adjusting for finance per-
capita. LDCs also receive a higher share when
looking at flows in grant-form as opposed

to loans; at flows for basic WASH and water
policy and capacity rather than other water-
related areas; and at flows of adaptation
finance to water, rather than climate finance
to water generally (yet adaptation finance
to water is less likely to go to LDCs than
adaptation finance generally). The relatively
limited representation of LDCs may reflect

their lower receipt of loans, which dominate
overall climate-related development finance
flows. However, on other measures there
still appears to be little relationship between
flows and need, including whether recipient
countries themselves identify water as a
vulnerable or priority adaptation sector in
NDCs. Data on the additional financing need
for water arising from climate change is
limited at global and country level, and there
are considerable methodological difficulties
to producing such estimates to compare
against flows.

Almost all of the top 20 recipients of climate-
related development finance for water are
middle-income countries (again, excluding flows
with a ‘significant’ focus). Only one, Bangladesh,
is an LDC. Adjusting for population, nine of the
top 20 recipients of climate-related development
finance for water are small-island developing
states (USD/person, 2000-2018 cumulative).

Five are LDCs (Tuvalu, Bhutan, Solomon Islands,
Djibouti and Kiribati). Among larger countries
with >1 million population, there is only one
LDC, Timor Leste, in the top 20.
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Figure 20: Recipients of public, international
climate finance to water, 2000-2018
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In general, for water-focused flows where
income group was recorded (87% of the total)
LDCs received 18%, other LICs 0.06%, UMICs
30%, and LMICs 51%.4 Adaptation-related flows
to water were more likely to go to LDCs, which
received 23% of the total (where income group
recorded). However, this is lower than the share
going to LDCs for flows to all sectors

combined, 31%.

In terms of the types of water activities receiving
climate-related development finance, basic
WASH systems and water policy and capacity
development were more likely to be the focus in
LDCs (again, excluding flows with a ‘significant’
focus). Large WASH systems were more likely

to be the focus in UMICs, and water resources
development and management in LMICs. LDCs
received the majority of grant finance (54%)
(Figure 21). The relative emphasis on basic
WASH and grant finance in LDCs is perhaps
unsurprising - many LDCs face continuing gaps
in coverage of even basic WASH systems, and
their ability to access repayable finance, which
in MICs tends to fund large WASH and water
resources infrastructure, is more limited.

WaterAid/ Habibul Haque

A Rising sea levels in the
region of Dacope means
groundwater resources can
be increasingly saline, which
makes them unsafe to drink.
These women are collecting
safe drinking water from

a Pond Sand Filter plant.
Golchera, Dacope, Khulna.
September 2018.

43 More advanced developing countries and territories (MADCTs) received 1%.
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Figure 21: Climate-related development finance
to water-related themes by financial instrument
and income group, 2000-2018%*
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Building on WaterAid (2020)* we examined
whether countries’ own articulation of their
adaptation needs and priorities show any
relationship to the finance they receive. To do so,
we assessed the adaptation-related development
finance for water per person per year (2000-
2018) against whether water is identified as a
vulnerable sector and/or as a priority sector for
adaptation within country NDCs.* Though much
of the finance included in the 2000-2018 average
predates development of the NDCs following the
Paris Agreement in 2015, it would be expected
that NDCs articulate long-standing country
priorities in relation to climate adaptation
(Figure 22).

The results show, firstly, that water is more
often identified as a vulnerable sector than not
(72% of countries with NDCs receive adaptation-
related development finance). Moreover, water
is also more likely to be mentioned as a priority
sector (18% of countries) or to have elaborated-
on actions, plans or strategies (66% of countries),
than not to be mentioned as a priority sector at
all (16% of countries). However, countries that
identify water as a climate-vulnerable sector or

priority for adaptation in their NDCs have received
considerably less adaptation-related development
finance per person per year for water. The
average annual adaptation-related finance per
person per year to water is USD 1 for countries
that mention water as a vulnerable sector, vs
USD 3 for those that do not. Those mentioning
water as a priority sector or elaborating actions in
this regard also received USD 1 per person per
year, on average, while those not mentioning
water as a priority received USD 5.

44The very small share of financing as equity and shares in collective investment
vehicles, and to other LICs/ MADCTs is excluded for clarity.

45\WaterAid (2020) assessed whether climate-related development finance
relates to water-related proxies for countries’ climate vulnerability, namely
the ND-GAIN vulnerability index, and access to basic drinking water and
sanitation services as compiled by the WHO/ UNICEF Joint Monitoring
Programme. We re-ran the analyses using several variations of the indicators
(e.g. using the ND-GAIN water-specific vulnerability index). Similar to
WaterAid (2020), we found no discernible relationships between climate-
related finance and vulnerability or WASH access.

46 As tracked in the German Development Institute’s NDC-Explorer. Pauw,
W.P, Cassanmagnano, D., Mbeva, K., Hein, J., Guarin, A., Brandi, C., Dzebo,
A., Canales, N., Adams, K.M., Atteridge, A., Bock, T., Helms, J., Zalewski, A.,
Frommé. E., Lindener, A, Muhammad, D. (2016). NDC Explorer. German
Development Institute / Deutsches Institut fur Entwicklungspolitik (DIE),
African Centre for Technology Studies (ACTS), Stockholm Environment
Institute (SEI). DOI: 10.23661/ndc_explorer_2017_2.0. Data last
downloaded 10/9/20. Last updated 2020-03-18. Rights: CC BY 4.0
https://creativecommons.org/licenses/by/4.0/
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Figure 22: Annual adaptation-related
development finance per person per year,
2000-2018 vs. mention of water as a
vulnerable/priority sector in NDCs
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Finally, there remains the wider question methodologicalissues. Country-level estimates
of financing need. Relevant estimates for may nonetheless be the best place to focus,
water are sparse, and both global and as part of a wider effort support national policy
country estimations of climate change costs makers to prioritise, sequence and plan the

- especially for adaptation - are fraught with water sector response to climate change (Box 4).
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Box 4: How do financing flows
compare to need?

At global level, adaptation finance is often
compared to estimates of the costs of
adaptation. UNEP’s 2016 estimate is frequently
cited, with costs in the range of USD 140-300
billion p.a., requiring financing flows 6-13
times their current size (UNFCCC 2019; UNEP
2018). A recent review of existing estimates as
they relate to developing countries finds that
estimates based on integrated assessment
models (global scale) and bottom up
aggregation of sectoral impacts tend

to produce higher cost values

(Chapagain et al. 2020).

Within water specifically, there are limited
estimations of the additional costs associated
with climate change mitigation or adaptation,
though adaptation is often assumed to be the
bigger cost-share. Fay and Rosenburg (2019)
provide the most recent estimates of the costs
of water-related infrastructure, covering water
and sanitation, irrigation and flood protection,
in low- and middle-income countries only.

For water and sanitation, while these estimates
are an advancement on previous studies

(e.g. Hutton and Varughese 2016) they do not
include climate change in the modelling. In

the case of flood protection, the authors draw
on a previous study by Ward et al. (2017) for
costs and benefits associated with (urban)
riverine flooding, while for irrigation, a new
study was commissioned (Palazzo et al. 2019).
These studies do incorporate climate change.
However, they do not give a simple incremental
dollar cost associated with climate change
adaptation. Rather, they reveal how both costs
and benefits vary under different assumptions,
such as the level of flood protection or food
security required, and scenarios for emissions
and socio-economic development.

This points to the wider challenges of making
credible cost estimates - whether sectoral

or general - particularly at the global level.
Besides how to account for uncertainty
around socio-economic development and
emissions abatement, cost estimates for
adaptation are affected by numerous
difficulties. These include but are not limited
to: selecting (consistent) objectives and
appropriate baselines (e.g. to deal with
current adaptation deficits); monetising some
categories of costs (including ecosystems
and biodiversity - highly relevant to water);
identifying all relevant risks; accounting for
autonomous adaptation; and incorporating
transaction and implementation costs on one
hand, vs. efficiency gains through learning

on the other (UNEP 2018).

At country level, the challenges may

reduce somewhat as scope narrows.

The development of NAPs and NAPAs has
improved detail on adaptation measures
foreseen by countries, but there is still limited
costing and those available offer little detail
on methodology. Experience to date points to
a requirement for improved methodologies,
and better information to characterise

needs in each sector, down to the project
level, and over time (UNEP 2018). While a
global estimate of the water-specific costs

of adaptation might provide an advocacy
tool, the methodological difficulties mean
that any number could be easily questioned.
Supporting country policy-makers to develop
national and sub-national estimates may be
more productive, however: cost estimation
and modelling can provide a framework

for considering climate change risks,
assumptions, and investment and

policy options in detail.
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3: Compass: How
to enhance the
contribution of

climate finance to
water and WASH?

3.1 Enhancing both map and
compass to navigate climate
finance policy debates

The mapping exercise detailed in the
previous sections gives a sense of the current
landscape for climate finance that supports
water and WASH sector projects. We have
established that water and WASH projects
receive a substantial share of climate finance
for adaptation as it is currently tracked,
though the share of climate finance overall is
still modest due to dominance of funding for
mitigation. We have also found that there are
large areas of the landscape that cannot yet
be defined.

Our analysis of the development of climate
finance in general and the motivations of the
different financial institutions that provide it
suggests that the size of the landscape (i.e. the
volume of climate finance, or at least finance
deemed climate-related) will continue to grow
in the medium- to long-term, even in the wake
of COVID-19 (Box 5). This offers the potential for
advancing progress towards the various aspects
of Sustainable Development Goal (SDG) 6 while
also taking action against climate change. We
have also highlighted that, ultimately, all finance
for the water and WASH sectors will have to
relate to climate change to some extent.

Box 5: Implications of COVID-19

COVID-19 is likely to mean at least a
short-term disruption and contraction to
climate- finance flows. There are a few

signs for optimism. Pledges to the first GCF
replenishment, totalling nearly USD 10.3
billion, were made just before the pandemic
outbreak. As of July 2020, USD 8.3 billion had
been confirmed via contribution agreements.

However, as seen, the GCF still represents a
small share of global climate finance flows.

In the face of economic contraction, the
envelopes of public and private flows in
general are likely to decrease, with knock-on
effects on climate finance. How far this affects
flows to climate objectives vs. other priorities,
and to different climate-related priorities
(adaptation vs. mitigation, different sectors
and activities) remains to be seen. The signs
are not good. After the immediate response,
governments are coming under pressure

to address near-term economic concerns -
jobs and incomes - including by propping up
unsustainable industries. Most of the USD 3.5
trillion in stimulus packages announced by
major economies will do more damage to

the environment than improve it.

Nonetheless, the pandemic has demonstrated
the importance of tackling systemic economic
risks and given fresh impetus to a shift,
especially in private finance, to incorporate
climate change as a material consideration.
Water - with its fundamental importance to
climate change, pandemics and other systemic
threats such as biodiversity loss - could yet
emerge as a priority for finance as a key cross-
cutting enabler of resilience, broadly defined.
To support that outcome, the water community
will need to rapidly increase the precision and
coherence of the demands it makes of
financiers, and help countries to assess and
prioritise interventions to offer the best return.

Sources: GCF (2020b), Vivid Economics (2020),
Hofstetter (2020).
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Given these findings, we suggest three
complementary strategies for the water sector
to best navigate debates surrounding the
evolving landscape:

1. Support efforts to chart the landscape.

2. Identify and follow principles that act as a
compass pointing to the overlap between
SDGs 6 and 13.

3. Accept, understand, and internalise the
idea that all finance in the water and WASH
sectors will need to align with the goals of
the Paris Agreement.

Crucially, many of these issues are relevant
beyond the financing of water and WASH
projects. Seeking out and engaging with key
actors in other sectors that are also separate

to but correlated with climate change (e.g.
agriculture, energy, migration, peace and
security) may offer opportunities to advance the
Sustainable Development Agenda collaboratively,
rather than have the various sectors competing
for their ‘share’ of climate finance.

3.1.1 Supporting efforts to chart
the landscape

The landscape is evolving and there is still
much terra incognita. This will change with
the evolution of both international tracking
efforts, and country-level climate finance
accounting and costed planning pipelines.
Sector communities can engage with and
support these improvements and utilise
improved data to link different sources of
climate finance to appropriate project types
and contexts.

We can sketch the outline of the types of climate
finance potentially available to different areas

of water and WASH, but much of the detail on
where finance is currently flowing and where it
is needed remains to be filled in. If the goal is to
efficiently allocate capital in a way that advances
the objectives of SDG 6 and helps to avert
climate breakdown there is a need for credible
risk-informed assessments of the extra finance
requirements, likely built from the bottom up.

A knitted-together understanding of how the
different finance sources are responding to
existing needs is similarly required.

Much of the data underpinning the landscape
exists, or will soon, as costed national planning
pipelines and evolving experience in identifying
public and private climate finance begins to
populate databases that are currently sparse.
As data becomes available, compiling itin a
way that permits the tracking of climate finance
for water and WASH projects will require a
significant shift in the sector’s approach to
finance. Effort will be needed to bring relevant
information into the public sphere in a way that
is useful to all of those working across the sector.
This will involve going beyond simply tracking
cumulative flows, to improve disaggregation and
systematically evaluate the quality of finance
and its impact (especially for adaptation).

The usefulness of any monitoring data will
depend on how specifically they allow us to
link different sources of climate finance with
different types of project and contexts, and to
identify barriers that need to be removed if
finance is to flow freely. There is the potential
to learn from the advances made in the
energy sector in recent years where private,
non-governmental, and intergovernmental
organisations track data specific to different
aspects of SDG 7.

WV In February 2017, heavy rains brought
flooding to parts of Lilongwe in Malawi.
Access to potable water has been
disrupted due to broken water pipes.

47 For example, Bloomberg New Energy Finance’s New Energy Outlook, the
International Energy Agency’s World Energy Investment, and the Frankfurt
School - UNEP Collaborating Centre for Climate and Sustainable Energy
Finance Global trends in renewable energy investment catalogue energy
investments by source, sector and destination (covering SDG 7.2 and 7.3),
while Sustainable Energy for All (SEforALL)'s Energising Finance Series
focuses specifically on finance for energy access (SDG 7.1).
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3.1.2 Identify and follow principles
that act as a compass to achieving
SDGs 6 and 13

The water community cannot wait for
perfect understanding of the landscape,
with the 2030 SDG deadline only a decade
away, and both time and (in the near term)
finance contracting due to COVID-19. More
important is joint understanding and shared
objectives - around making climate finance
work for water, but also making water work
for climate finance. What this means will be
context dependent, but common threads
include: supporting country-level processes
(e.g. NDCs and NAPs); brokering access to
the most appropriate types of finance for
each purpose; and supporting wider efforts
to strengthen the enabling environment for
productive investment of climate finance
alongside all finance flows.

The immediacy of the deadline for meeting

SDG 6 means the water and WASH communities
cannot wait until the landscape is fully mapped
to decide how to best allocate climate finance to
meet their goals. The share, if not the volume,
of climate finance available to water and WASH
projects may increase in the coming years, but
without a strong steer it seems unlikely that this
will flow to those projects that have the greatest
impact both in terms of SDG 6 and in terms of
action on climate change.

The water and WASH sector need to work

hard to attract the right type of finance to the
right type of projects, removing blockages and
catalysing the process that remains arduous in
many contexts. Precisely what this will mean
will depend on the context, but prioritising

(as opposed to just identifying) risk-informed
project pipelines in NDCs and NAPs on the basis
of impact (e.g., through a leave no-one behind
lens), facilitating access to the types of finance
that are most likely to support those projects,
and building supportive enabling environments
that encourage those investments are likely to
feature broadly.

One key aspect is the need to recognise the
variety of time horizons that are the focus for
projects across the sector and how this impacts
the interrelationship with climate change and
climate finance (see Section 3.2).

3.1.3 Understand and internalise the idea
that all finance in the water and WASH
sector will need to align with the goals
of the Paris Agreement

Impetus to make finance flows consistent
with climate goals, as required by Article
2.1c is building. All ODA and OOF will need
to demonstrate that it is climate aligned,
which means in turn that projects will need
to demonstrate that climate risks have
been properly considered (importantly, they
will not be the most important risks in all
contexts). More broadly, however, Article 2.1c
will require not only increasing the finance
flows that positively contribute to climate
change adaptation and mitigation, but
shifting finance flows away from activities
that hinder these objectives. The water
community can support efforts by both
private financiers and the public policy
makers that govern their activities,

to ensure finance is climate-aligned.

To meet the goals of the Paris Agreement,

all finance for water and WASH projects will
eventually have to consider climate change.
Project developers and financiers will meet
somewhere on the spectrum that ranges

from climate-positive to climate-resilient to
climate-aligned, recognising that many of

the bottlenecks to extending and sustaining
services will require a wider, governance focus
unrelated to climate per se. The fact that half of
current ODA and OOF for the water sector is not
tagged as climate-related (three quarters in the
period 2000-2018) suggests this will be a major
diversion from the status quo, even insofar as
public, international and concessional flows

are concerned. The necessary shift for private
finance is potentially even greater. Domestic
public finance and policy meanwhile plays an
important role, in its own right and in terms

of directing that private finance (Whitley et al.
2018; Mason et al. 2019). Such a radical shift in
priorities for project developers and financiers
will take time and effort to bring about. If the
sector can move quickly to align with the climate
momentum, it stands to gain from finance also
recognising the need for alignment with the
goals of the Paris Agreement. Conversely, if the
sector fails to make the transition fast enough,
it may see its share of the climate finance
landscape contract.
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3.2 Priority actions at
country level

So far, our focus in this report has been on a ‘top
down’ assessment of funding flows, modalities
and destinations and, in broad terms, on how
much money has been committed to and spent
on water-related activities. Here we address a
different question: what is the evidence telling us
about the problems countries face in extending
and sustaining access to sustainable WASH as
climate change accelerates, and what role can
climate finance play in overcoming

those problems?

3.2.1 The challenge of extending
and sustaining services

The level of funding going to water-related
activities is certainly important, but what
about the type and quality of projects

being funded? Here we refocus debate on
the substance of adaptation, and more
specifically on the barriers poorer countries
face in in extending and sustaining access
to sustainable WASH as climate change
accelerates. These depend crucially on the
lifetime of proposed investments, the size of
investment, risk of ‘lock-in’ and contribution
of non-climate factors to performance.

Secure water and sanitation provides a first

line of defence against climate change, and the
countries most vulnerable to climate change
have some of the lowest levels of secure

access (Howard et al, 2016; Calow et al, 2018;
WaterAid, 2020). Just as investments in irrigated
agriculture are viewed as adaptive responses to
climate change, buffering rainfall variability and
livelihood risk, investments in safe water and
sanitation are, by their nature, risk-reducing,
since they lessen people’s dependence on more
climate-vulnerable, poorer quality sources. This
is an argument for prioritising WASH outright,
and particularly for helping people step-on to the
first rungs of the water and sanitation ladder.

In terms of the evidence base on climate-
resilient WASH, we need to draw a distinction
between long-lived investments in systems
and services that involve a degree of ‘lock in’ to
future climate, and shorter-lived investments
in less lumpy, more disaggregated systems
(Calow et al 2017; Watkiss et al, 2020). For the

former, for example with planned investment

in urban water and wastewater treatment, it
clearly makes sense to conduct detailed climate
risk assessments that consider future climate
scenarios, with screening processes that grapple
with a complex mix of slow onset trends (e.g.
warming), changes in variability (seasonal to
decadal), fluctuations in mean conditions (places
may become wetter or drier) and changes in the
frequency and intensity of extremes. Where the
science is uncertain, adaptation responses that
are robust to a range of possible futures, with
some built-in flexibility and/or redundancy, may
be preferred (Howard et al, 2016; Calow et al,
2017; Smith et al, 2019).

A growing number of decision-support
frameworks are now available to guide
planning®, and the justification for additional
climate finance to screen and fund such
infrastructure is perhaps easier to make.

This may be one reason why major WASH
infrastructure investments in urban areas
feature more prominently than ‘basic WASH' in
both country NDCs and the project portfolios
of climate finance institutions, despite the
fact that income and WASH poverty remain
overwhelmingly rural in low income countries.

So what about basic WASH in rural areas, where
on-site sanitation and drinking water from
improved sources (increasingly groundwater-
based) will likely dominate the programme

mix in lower income countries for the next few
decades. Here, we know that existing climate
variability and extremes create problems: floods
damage infrastructure and cause sanitation
systems to overflow; and droughts affect the
performance of springs and shallow wells
tapping smaller groundwater systems with
modest storage. Yet we also know that many
of the reasons behind service discontinuity
and failure lie in poor construction, siting and
maintenance - problems that have their root
causes, crudely put, in weak governance rather
than a changing climate. The evidence has not
stopped the emergence of a crisis narrative
around WASH that holds climate change as
principally responsible for problems of system
and service failure.

48 Including the World Bank's Decision Tree Framework for risk screening
(see Ray and Brown, 2015), WHO's work on climate-resilient water safety
planning (WHO, 2017) and ADB's Principles of Climate Risk Management
(Watkiss et al, 2020).
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The argument here is a little more nuanced.
First, there is little value scrutinising climate
projections for WASH programmes that prioritise
household or community-based systems with a
design-life of 10-20 years. Indeed a preoccupation
with long term change can divert attention
away from existing threats, particularly in areas
with high seasonal and inter-annual variability.
Second, addressing well understood problems
of siting, construction and maintenance in the
context of known climate variability would be of
much greater value in tackling the sustainability
problem, and the existing adaptation deficit.
The argument is not for business-as-usual,

but rather for the implementation of known
best practice that does not reduce ‘the problem’
to climate change, risk screening and

technical choices.

3.2.2 Financing priorities: is money
being spent on the right things?

The way climate finance works, particularly
the need for recipient institutions to make
an unambiguous and additional climate
rationale for funding, may distort sector
priorities, privileging big infrastructure over
small, long-term adaptation over immediate
concerns, and technical change over
governance. At least for rural WASH in poorer
countries, getting the basics right remains
paramount, though funding arguments may
need to shift - highlighting the benefits of
addressing broader governance issues in
terms of sustainability and resilience.

Leaving aside issues around where climate
finance is going, and which institutions and
instruments are involved, a legitimate question
to ask is whether climate finance is being directed
at the right’ things. In light of the key challenge
of extending and sustaining services highlighted
above, particularly for poorer rural areas with
existing adaptation deficits, we see at least two
(linked) reason for concern (after Fankhauser and
Burton, 2011; Lockwood, 2013; Calow et al, 2018):

@ A preference of adaptation institutions,
writ large, for hard ‘structural adaptations -
essentially technical change and infrastructure
- which are more visible and easier to appraise
than ‘soft’ measures that address bottlenecks
in, say, state capability and capacity.

@ The difficultly of integrating adaptation and
development in an environment where the
‘additionality’ of climate finance has to be
unambiguously justified, at least for
funding recipients.

The debate around additionality is a long and
complex one. As we have seen, the track record
of Annex II countries is not without blemish in
terms of their record of fudging ‘what counts’

as climate finance and the ways in which they
set the accounting rules, such as they are.
Developing countries, meanwhile, have long
sought reassurance that promises of contributions
to the costs of mitigation and adaptation are
kept with ‘'new and additional’ funds, above and
beyond traditional ODA (Weikmans and Roberts,
2018). The political economy of how issues play
out at a country level remains under-researched,
but the need for an unambiguous climate
rationale for new funds, separate from
development finance, would appear to be a
growing priority for dedicated funds such

as the GCF.

This, in part, may explain the preference for
more concrete, ‘structural’ projects in the

WASH space that privilege large infrastructure
investments in urban areas with a clearer, long
term sensitivity to climate change (see Section 2).
It may also account for the growing tendency of
WASH programmes - urban and rural - to frame
priorities in somewhat narrow, climate-specific
terms, irrespective of the time frames, degree
of lock-in, funding sources and barriers to
implementation involved.

On the one hand, this could be viewed as a
mainstreaming success. Climate variability and
longer-term change clearly should be factored
into planning processes, with the degree of risk
screening and scenario analysis contingent on
the nature of programme involved (see above).
On the other hand, it raises concerns that
programmes may end up missing the weakest
links affecting performance in pursuit of more
visible, climate-specific actions that are more
clearly ‘additive’.
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Concerns about an overly technocratic, additive
approach to adaptation programming are not
specific to the WASH sector, or that new. The
landmark Stern Review (2006) cautioned against
the separation of funding streams and distortion
of priorities that discrete climate programming
could induce. More recently, authors such as
Lockwood (2013) have highlighted the disconnect
between adaptation programming and existing
bodies of knowledge on the development
process - the wider political and governance
context in a sector or locality. More specifically,
the reduction of policies around adaptation to
lists of technical, planning and delivery processes
that exist in a political and governance vacuum.
With little engagement with deep-rooted barriers
to implementation, so the argument runs, much
of the thinking around adaptation is unrealistic,
failing to anticipate where particular problems
are likely to be encountered, and where effective
responses might lie.

A conclusion, albeit a tentative one, is that the
additionality hurdles developing countries face
in developing ‘bankable’ WASH projects can

be met, but not without risk. The risk, simply
put, is that sector priorities become distorted.
Rather than addressing deep-seated problems
of delivery that include, amongst other things,
climate variability and change, programmes
privilege a set of climate-specific actions that
make them fundable, but do little to tackle the
underlying bottlenecks plaguing service delivery
for the poorest and most vulnerable. The
alternative, at least for rural WASH programmes,
is to argue the case for investment as a basic
public good. This would highlight the benefits
of addressing a wider set of implementation
issues framed in resilience and poverty terms,
based on an evidence-based analysis of barriers
and opportunities. Perversely, incentives for
funders and recipients may currently make this
argument a tricky one to make.

3.3 Priority actions at
international level

3.3.1 Enhancing climate finance tracking
with learning from water

To enhance the consistency and comparability
of water-related climate finance tracking

as well as the quality of interventions,

the international water community could
promote a risk-based approach to assessing
the climate-relevance of activities.

The MDB-DFI Joint Methodology stands out as
being rigorous and is now recommended by
the OECD DAC. This has the advantage - in the
case of adaptation - of requiring interventions
to be assessed against context-specific climate
vulnerability. Yet experience from water also
shows that climate is not always the most
important risk factor. At minimum, interventions
need to be screened across climate and other
risks using simple heuristics like asset lifetime.
The extent to which climate finance can be
used to ensure they are climate aligned,
climate ‘proofed’, or climate positive can then be
assessed, and finance allocated (or advocated
for) accordingly. Standards also need to be
suitable and promoted beyond international
public finance providers - including for private
and domestic finance. The experience with
developing criteria for water-focused green
bonds could be instructive for developing
standards in other areas of private finance,
e.g. bank lending.

WV Pipes being connected
during the installation of
the new water kiosk

in Chiswe village, Mponela,
Dowa, Malawi. June 2019.
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3.3.2 Coordinating advocacy and support
on climate finance for water between
different country categories

To improve the precision of advocacy asks
and support around climate-finance, the
international water community can tailor
problem diagnosis and response to specific
countries, or at least income groups.

The preceding analysis suggests that LDCs have
received a higher share of grant finance, to the
areas of basic WASH and water policy and
capacity. The impact of this could be usefully
investigated further through a deeper, project-
level review. Yet LDCs still seem to lose out,
overall, on climate finance to water whether on
an absolute and per-capita basis. There is clearly
a need to re-appraise whether climate finance
for water - especially the more concessional
forms - is following need, according to
internationally comparable metrics and
countries’ own identification of vulnerabilities
and priorities. Our analysis suggests it is not -
but much more could be done to confirm why
this is the case.

Meanwhile, MICs are absorbing a high
proportion of loan finance to large and likely
long-lived infrastructure, some of which has a
mitigation purpose. Here, the ask might focus
on using limited grant finance and technical
assistance more strategically as a complement
to loans and blending. Examples could include
supporting proper due diligence so that large
infrastructure assets created will not become
‘stranded?; or so that forecast future revenue
streams (which themselves support the
sustainability and resilience of infrastructure
in a wider sense) will be robust to climate,
political and other changes. In time this may
help to free up grant finance which can be
reprioritised towards LDCs.
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3.3.3 Meeting the ambition of the
Paris Agreement when it comes to
water finance

To act as ‘responsible members’ of the
climate community, water stakeholders can
contribute to wider efforts to align all finance
with climate goals, i.e. Article 2.1c of the

Paris Agreement.

While the implications of this endeavour for
water need to be mapped in greater detail,
there are several promising areas in which
work is already underway. This includes
advocating for appropriate situation of water-
related climate risks within financial regulation
and information instruments (e.g. mandatory
and voluntary disclosure - CDP, 2019); and
continuing to improve the effectiveness and
targeting of public finance for blending in
water and sanitation (OECD, 2019). Other areas
are comparatively underexplored, including
fiscal policy, for example how to ensure that
water pricing and subsidy models are reformed
to enhance climate resilience on both the
supply and demand side.

®

A A woman collecting water from a water stand
post in Bundelkhand region of Uttar Pradesh.
March 2018.

49 For example, hydropower dams with GHG reduction benefits may be
vulnerable to changing river flow regimes
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Annex 1: Multilateral
climate fund mandates
and approaches
regarding water

From: Canales Trujillo et al. (2017)

Adaptation | Developing country The strategic priorities, policies and guidelines of the
Fund Parties of the Kyoto fund do not specify a sectoral approach. However, ‘water
Protocol particularly management’ is one of seven sectors under which projects

vulnerable to the adverse | are classified.>® Within this category the fund supports
effects of climate change. | actions at different levels: e.g. household rainwater
harvesting; ecosystem-based adaptation activities at
watershed level; water security interventions at
national level.

Special attention to
the particular needs
of the most vulnerable
communities. As of 30 June 2015, there were eight projects contributing to
water management with USD 49.7 million already allocated.
This represents 16% of the current portfolio, making

water management the fourth largest sector out of seven
(followed by agriculture, multi-sector and food security).

Access is through
accredited implementing
entities (IE) - national

or international
organisations. The current financial cap per country is USD 10 million.
Access is based on a first-come-first-served basis.

P Moustapha checking

water level at the sand dam
constructed accross the
riverbed. The sand dam is used
to improve water retention and
recharging of groundwater,

in the village of Sablogo,

in the Commune of Lalgaye,
province of Koulpelogo, Region
of Centre-East, Burkina Faso.
February 2018.

50The seven sectors are agriculture, coastal zone management, disaster
risk reduction, food security, multisector projects, rural development and
water management. See https://www.adaptation- fund.org/projects-
programmes/project-sectors/
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Least
Developed
Countries
Fund (LDCF)

Least developed
countries.

Access is through GEF
agencies.

The UNFCCC mandates the LDCF to support the
preparation and implementation of NAPAs focused on
the urgent and immediate adaptation priorities of LDCs.

‘Water resources management'’ is one of seven core
sectors supported.>’ The selection of sectors responds
to CoP guidance, country priorities, country demands,
residual gaps and areas of emerging interest.

Since its operationalisation, around 14% of projects

and programmes have supported water resources
management. Interventions include support for water
governance; watershed and catchment management; the
transfer and adoption of technologies for water harvesting
and enhanced water-use efficiency; and more recently
adaptation on transboundary rivers.

Looking ahead, LDCF highlight the following water-related
priorities: (i) to accelerate and scale-up the adoption

of proven technologies for sound water resources
management at the level of households, communities,
municipalities, industries and energy production; (ii)

to enhance the knowledge base for climate-resilient
management of water supplies; and (iii) continued support
for strengthening regulatory frameworks and economic
incentive structures for climate-resilient water
management. For this, the LDCF financial scenarios are
between USD 105 and 135 million (out of USD 700 or
900 million, respectively) for the period from

July 2014 - June 2018.

Special
Climate
Change
Fund (SCCF)

All non-Annex I countries.

Access through GEF
agencies.

The SCCF is administered by the GEF, and includes
priorities related to water resources management.>?
Areas of intervention are identified by the CoP and are
expected to be consistent with national sustainable
development agendas. Since 2012, the CoP has also
requested SCCF support for NAP preparatory activities in
countries other than LDCs. Since its operationalisation,
25% of investment has focussed on enhancing the
resilience of water infrastructure and water management.

The financial scenarios for water resources management
are between USD 100 and USD 125 million for the period
July 2014 - June 2018 (from a total of USD 400 or

USD 500 million).

51 Full list of core sectors are: Agriculture and food security; water resources
management; coastal zone management; infrastructure, including transport
and energy; disaster risk management; natural resources management;
and health.

52 priority areas are water resources management; land management;
agriculture; health; infrastructure development; fragile ecosystems, including
mountainous ecosystems; integrated coastal zone management; improving
the monitoring of diseases and vectors affected by climate change, and
related forecasting and early-warning systems. Also included: institutional
capacity building for disaster risk assessment and response, including
preparedness for and management of droughts and floods in vulnerable areas.
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Global
Environment

Non-Annex I Parties of
the UNFCCC or countries

GEF-6 focuses on supporting mitigation strategies.
Under its remit of enhancing synergies across conventions,

A Moustapha (back) and his colleague Desire
(front) posing together with a record book next

to a rain gauge, showing us their volunteer work
as water monitors, in the village of Sablogo, in
the Commune of Lalgaye, province of Koulpelogo,
Region of Centre-East, Burkina Faso. January 2018.

Facility (GEF) | eligible to borrow from areas to be supported include ‘Water-food-energy nexus
the World Bank or for initiatives’ and ‘Reduction in GHG emissions from landfills
UNDP assistance. coupled with reductions in the release of chemical
pollutants and contamination’.>
160 countries eligible in In addition, GEF 6 |ncIUQes a programme ‘(Pr.ogramme 3)
the Climate change focused on promoting integrated low-emission urban
E systems. Projects eligible for support under this programme
ocal Area (GEF RAF). ) . ) ,
include WASH-related activities such as ‘waste-to-energy
under ‘renewable energy’, and reducing GHG emissions
Access is through GEF from solid waste and wastewater management.
Agencies. Programme 3 has a budget envelope of USD 210 million
(from a total climate change mitigation envelope of
USD 1,260 million) for the 2014-2018 period.
Pilot Set of countries based Countries selected for participating in the PPCR are asked to
Programme | on a specific eligibility develop Investment Plans in which projects are developed
for Climate | criteria.> according to national priorities and MDB experience. So
Resilience far, there has been an indicative allocation of USD 193.21
(PPCR) o million to water resources management projects in the first
Criteria mgluded th? batch of countries. Of this, USD 143.21 million has already
identification of regional | been approved for projects in this sector. This represents
hazard hot-spots, 18% of total funding approved for projects.
hysical risk, and count : .
Sre):/paredness Y| Investment plans for the second batch of nine countries
' are still under development. The inclusion of WASH projects
in the new investment plans will depend on diverse factors,
Access through including the MDB portfolio and the adaptation needs of
in-country MDBs. selected countries.
&
S
el
5
z 53Integrated urban management and infrastructure investment initiatives
o that encompass sustainable transport, clean energy solutions, urban
e biodiversity, and structural resilience against projected climate change
el effects such as fluctuations in energy sources and demands, and extreme
ZE) events. Includes the design of urban systems that impose less stress on

ecosystem services within and outside city boundaries. Forest management
that includes biodiversity priorities, sustainable forest management (SFM),
and mitigation actions targeting forest depletion drivers, to provide carbon
benefits as well as other social and environmental benefits that forests

can provide as an ecosystem. Agricultural practices that respond to land
degradation issues and enhance soil quality while reducing agro-based
GHG emissions. Water-food-energy nexus initiatives. Combined mercury
emission reduction and energy efficiency improvement in manufacturing
sectors. Reduction in GHG emissions from landfills coupled with reduction
in release of chemical pollutants and contamination. Integrated mitigation-
adaptation projects that promote low-emission growth with systematic
identification of climate vulnerabilities and resilience in areas such as
coastal systems, urban transport and housing.

54Bangladesh, Bhutan*, Bolivia, Cambodia, Caribbean Region (Dominica,
Grenada, Haiti, Jamaica St. Lucia St. Vincent & Grenadines ) Honduras*,
Ethiopia*, Gambia*, Kyrgyz Republic*, Madagascar*, Malawi*, Mozambique,
Nepal, Niger, Pacific Region (Papua New Guinea Samoa, Tonga) Philippines*,
Rwanda, Tajikistan, Uganda*, Yemen, Zambia. * Joined in 2015.
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The Global

To be eligible for GCCA+

In 2014, a new phase of the GCCA, the GCCA+ flagship

Climate funds, a country has to initiative, was launched with the European Commission’s
Change be among the 73 LDCs new Multiannual Financial Framework (2014-2020). In
Alliance or SIDS that are already this new phase, it is expected that the GCCA+ will support
(GCCA+) recipients of aid. partner countries for implementation of national strategies
and their national processes to achieve their INDC goals.
Access through EU aid During the perioq 2908-2014, the GCCAincluded support
channels. to water and sanitation, waste, infrastructure, tourism and
health, through 14 projects. This represents around 29%
of its portfolio.
Green All developing country The GCF supports diverse initiatives, both for mitigation
Climate Parties to the UNFCCC. and adaptation. Water features as part of its expected
Fund (GCF) Adaptation Strategic Impacts, as ‘increased resilience of

The aim is to direct

at least 50% of the
adaptation allocation to
particularly vulnerable
countries, including
LDCs, small island states

(SIDS) and African states.

Access is through
accredited entities
(AEs) - national, sub-
national, regional
and international
organisations

health, food and water security’.>> The fund expects the
costs of water adaptation to be expensive in the immediate
term and recognizes that both agriculture and water have
received more attention compared to health. Two of the
first eight projects in the GCF portfolio are water-related,
representing 32% of funding for projects approved.

There appears to be scope for funding WASH activities
within climate resilient integrated urban programmes,
both on water and sanitation. There is a specific interest

in improving and strengthening water management
systems and infrastructure, and in supporting the reduction
of pressures on water supply from other sectors (e.g.
agriculture). According to the governing instrument of the
fund, eligible activities need to align with climate change
strategies and plans, including NAMAs, NAPAs and NAPs.

Whereas the fund has no envelope established for specific
sectors, the potential of funding includes small size (up to
USD 50 million), as well as medium and large projects
(more than USD 250 million).

Sources: Adapted from Canales Trujillo (2012), Nakhooda
& Norman (2014), GEF (2014), Green Climate Fund (2015);

Biagini et al. (2014), Green Climate Fund (2011),

and First Climate (2010).

55 Mitigation strategic impacts include energy generation and access; transport;
forests and land use; and buildings, cities, industries and appliances.
Adaptation strategic impacts are expected in infrastructure and the built
environment; ecosystems and ecosystem services; livelihoods of people and
communities; and health, food and water security (Green Climate Fund, 2015).
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