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EXECUTIVE SUMMARY

« The 30th United Nations Climate Change Conference (COP30), to be e The actual flow of financial resources to peripheral countries

held in Belém, Brazil, will serve as a crucial platform for debate on
climate finance. At the previous COP, held in Baku, a New Collective
Quantified Goal (NCQG) was established, aiming for developed
countries to provide US$ 300 billion annually to finance projects in
Global South countries—despite the estimated demand from these
countries being at least US$ 1.3 trillion in external resources.

In the absence of a consensus, the COP29 outcome document
proposed the creation of the “Baku to Belém Roadmap 1.3 Trillion"—a
type of working group coordinated jointly by the outgoing and
incoming COP presidencies, which is expected to present a report
ahead of COP30.

However, this target encompasses a wide range of sources without a
clear definition regarding the share of contribution expected from each
sector, financial mechanism, or instrument. This ambiguity raises
concerns over the potential dominance of private sector contributions
in climate finance accounting for peripheral countries, as well as the
overreliance on debt instruments, which could deepen the vicious
cycle of indebtedness in the Global South.

Although the overall volume of global climate finance is increasing,
studies show that the pace of growth remains insufficient, its
geographic distribution does not match the areas of greatest need, and
its composition may not be appropriate for the intended purposes.
Meanwhile, fossil fuel subsidies reached a record high of US$ 1.4
trillion in 2022.

remains far below the established targets. In 2022, Emerging
Markets and Developing Economies (EMDEs), excluding China,
received only 17% of global climate finance - approximately US$
244 billion - while Least Developed Countries (LDCs) received just
3%. Additionally, a minimal portion of funding was allocated to
climate adaptation projects, accounting for only 5% of the total.

More than 60% of international climate finance directed to Global
South countries is provided through debt instruments, most of
which carry market-based interest rates and are concentrated in
mitigation projects, which tend to offer greater return
predictability. Even in adaptation projects, concessional loans
(with below-market rates and more flexible repayment terms)
account for only 21% of the total.

Multilateral Climate Funds represent a relatively small share of
total climate finance but play a vital role as concessional and
catalytic funding mechanisms. While still insufficient, their
governance structures are more democratic than traditional
financial institutions, with a more balanced participation between
richer and poorer countries.

Nevertheless, these funds face major limitations, particularly in
the time lag between resource mobilization, project approval, and
actual financial disbursement. This gap has worsened due to the
withdrawal of at least US$ 4 billion in U.S. contributions during
the Trump administration.




e In terms of sectors financed by these funds, there is greater

diversification: cross-cutting or multi-focal actions account for 37.6%,
followed by mitigation (33.7%) and adaptation (28.6%). In terms of
financial instruments, there has been a more balanced use of
concessional loans and grants over the years, with grants holding a
larger share - indicating a reduced use of instruments that tend to
increase national debt burdens.

Multilateral Development Banks (MDBs) accounted for 7.5% of total
global climate finance in 2022, disbursing US$ 98 billion. This amount
increased to US$ 125 billion in 2023. Of this, around 67% went to
mitigation activities and 33% to adaptation. In terms of instruments,
MDBs showed a strong reliance on debt, with loans making up 61.9%
of mitigation project funding and 64.9% of adaptation financing in low-
and middle-income countries.

Beyond the high share of debt-enhancing instruments, MDBs place
excessive emphasis on mobilizing private capital through de-risking
strategies as a central solution for scaling up climate finance. This
approach relies on tools such as guarantees, blended finance, and
public-private partnerships.

Alternative measures could help expand climate finance in the Global
South. These include debt relief instruments or debt-for-climate and
debt-for-nature swaps, which involve suspending or forgiving
sovereign debt in exchange for investments in environmental and
climate action. Another potential tool is the use of International
Monetary Fund Special Drawing Rights (SDRs).

« Alternative analyses suggest that a truly effective multilateral

policy to address the climate crisis must include a reform of the
international financial architecture, involving the creation or
strengthening of new institutions and more robust initiatives
focused on international cooperation. This also implies enhancing
the autonomy, coordination, and investment capacity of national
governments in the Global South.

Climate mitigation—and especially adaptation—actions often
involve high costs with low short-term returns. Private capital,
driven by the logic of profit maximization inherent to the capitalist
economic model, is unlikely to meet the broader goals of an
ecological transition as envisioned by governments, multilateral
institutions, and scientific communities. Therefore, a finance
model overly reliant on market-driven mechanisms and dominated
by the financial sector may fall short of delivering the climate
transformation urgently required.




1.INTRODUCTION

The drafting of the final report of the 29th United Nations Climate
Change Conference, COP29, was marked by intense disputes
surrounding climate finance. The main point of controversy concerned
the definition of the resource allocation target for countries in the
Global South, which are the most affected by the consequences of the
climate crisis, while the developed countries - historically the largest
emitters of greenhouse gases - bear the greatest responsibility for its
origin. The final document of the conference establishes the New
Collective Quantified Goal (NCQG) of US$ 300 billion per year to
finance projects related to mitigation, adaptation, compensation for loss
and damage resulting from the climate crisis, natural capital, and a just
transition. Although this amount triples the previous target, first set
during COP15 in 2009 and reaffirmed in the Paris Agreement (2015),
countries of the Global South argue that the volume of external
resources required to meet the demands of the Agreement would
amount to at least US$ 1.3 trillion annually.

The strategies proposed in Baku to reach the climate finance target also
raise concerns, particularly due to the inclusion of a variety of sources
without a clear definition of the share of contribution from each sector.
This approach raises questions about the risk of private sector
dominance in the accounting of climate finance directed toward
peripheral countries, as well as the excessive use of debt-based
instruments. The absence of specific percentages for each source of
funding and for the financial instruments to be adopted under the
NCQG creates a gap that could allow for the inclusion of capital market-
based resources, encouraging the financialization (“assetization”) of
climate mitigation infrastructure (Gabor, 2019). At the same time, other
debt-based mechanisms may further deepen the vicious cycle of
indebtedness in peripheral countries (Bracking; Leffel, 2021).

Due to the inability to reach a consensus, the COP29 document
defines the creation of the “Baku-to-Belém Roadmap 1.3 Trillion,” a
sort of working group coordinated by the country holding the
outgoing presidency and the country of the upcoming presidency,
which is expected to present a report prior to COP30, to be held in
Brazil. In this context, Brazil's presidency of the BRICS group is
already coordinating a unified position within the bloc to push for an
increase in the climate finance target.

The flow of resources allocated to climate finance is essential to
containing the climate crisis and mitigating its impacts. However,
insufficient funding or the use of inadequate financial instruments can
produce a false sense of progress, may contradict national
development objectives, and can contribute to the growing
indebtedness of low- and middle-income countries.

Recognizing the complexity of these issues, we have chosen to adopt
the terms “climate crisis” and “climate finance” as the analytical focus.
The former refers to the crisis associated with the effects of climate
change, which directly impact human society through the occurrence
of extreme weather events such as ocean warming, excessive rainfall
and heatwaves, droughts and wildfires, crop failures, among other
phenomena.

In the case of finance, various definitions with different scopes of
analysis can be found, such as “green finance”, which focuses on
financial flows directed at activities that address environmental and
climate-related harm, or “sustainable finance,, which adds a social
dimension to the analysis. The definition of “climate finance”, adopted
in this paper, appears frequently in documents from international

NaW



financial institutions and has become consolidated as the standard term
for the main multilateral funds that finance climate and environmental
action, hereafter referred to as Multilateral Climate Funds (MCFs).

Climate finance is defined by the United Nations Framework Convention
on Climate Change (UNFCCC) as: “local, national or transnational financing
- drawn from public, private and alternative sources - that seeks to
support mitigation and adaptation actions that address climate change”
(UNFCCC, 2019).

This definition has been extended to include the following sectors: (1)
climate mitigation, focused on measures that reduce the environmental
and climate impacts of human activity, especially through the transition
from fossil fuels or high-emission energy sources to clean or renewable
ones; (2) climate adaptation and resilience, referring to efforts to adjust
society to current or expected climate effects, aiming to reduce harm or
exploit beneficial opportunities; (3) loss and damage recovery, still lacking
a universal definition, but aimed at addressing damages caused by
extreme weather events; (4) natural capital, referring to nature-based
solutions such as land conservation and management or other measures
that absorb or reduce greenhouse gas emissions; and (5) just transition,
which relates to the resources required to complement the green
transition by incorporating socioeconomic and cultural considerations.

The majority of financial resources is concentrated in the first two sectors,
with mitigation receiving a particularly large share due to its association
with large infrastructure projects and higher profitability, which tend to

attract more private capital. The other sectors, in contrast, are more
relevant to poorer countries - low- and middle-income economies!* -
which concentrate the world’s greatest biodiversity and natural
wealth, and are most vulnerable to the consequences of extreme
climate events.

Our objective is to present and analyze how the mechanisms and
instruments currently comprising the climate finance architecture
have, on the one hand, proven insufficient to guarantee resources for
the necessary solutions to address the climate crisis, and, on the other
hand, reflected a composition in which the role of the private sector is
increasingly dominant, while public investment has been reduced to a
role of mobilizing and de-risking private capital (Gabor; Sylla, 2023;
Gabor; Braun, 2025).

However, climate mitigation—and especially adaptation—initiatives
often entail high costs and low short-term returns. Private capital, as
is typical in capitalist economies, is driven by the maximization of
profits. In this sense, an investment model led by this logic, and
further intensified by the dominance of the financial sector, may not
be sufficient to achieve the necessary ecological transition goals set
by societies through their governments, multilateral bodies, and
research institutions.

To identify the behavioral patterns and limitations of private capital in
contributing to climate finance, we adopt two approaches: (a) a review
of the main climate finance reports and critical literature addressing

[2] We employ different conceptual frameworks to distinguish groups of countries based on their economic characteristics. The terms “developed countries” and “developing countries”
follow the classification adopted by multilateral organizations such as the World Bank and the International Monetary Fund (IMF). Occasionally, we also use terms such as “Global
South” and “Global North” or “developing/emerging countries/economies,” given their widespread use in contemporary reports and analytical frameworks. Finally, the concepts of
“peripheral countries/economies” and “core countries/economies” are drawn from structuralist traditions—particularly those associated with the Economic Commission for Latin
America and the Caribbean (ECLAC) and dependency theory. These perspectives understand the global capitalist system as structurally unequal, in which the periphery remains
underdeveloped not due to a lack of modernization, but because of its structural position within global capitalism, which sustains its dependence on wealthier (core) countries.
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the current financing model shaped by the COPs, and (b) an analysis
of the composition of climate finance flows.

In addition to this introduction, the text is structured into six main
sections. The first section briefly addresses the global targets
established for climate finance. The second presents the overall
composition of climate finance flows based on recent data. The third
analyzes the resources mobilized by the main Multilateral Climate
Funds - such as the Global Environment Facility (GEF), the Green
Climate Fund (GCF), and the Climate Investment Funds (CIF) - as well
as bilateral financial contributions channeled through Official
Development Assistance (ODA). The fourth section is dedicated to
assessing disbursements made by Multilateral Development Banks
(MDB:s). The fifth explores alternative tools for expanding the volume
of investment in climate action, focusing on mechanisms that are not
overly dependent on the private sector or debt-based instruments.
Finally, the sixth section presents the study’s conclusions.

2. TARGETS AND COMPOSITION OF CLIMATE
FINANCE

Climate finance has been a central topic in multilateral negotiations
since the Rio Earth Summit in 1992 and the signing of the Kyoto
Protocol, gaining prominence throughout subsequent COPs and
ultimately being consolidated by a significant number of countries in
the Paris Agreement in 2015. Starting with COP15, held in 2009 in
Copenhagen, countries initiated discussions on the need for an annual
climate finance goal to support decarbonization objectives. In 2015,
following the Paris Agreement, it was agreed that governments and
multilateral institutions should commit, by 2020, to a target of US$
100 billion per year in climate finance, to be provided by developed
countries to so-called “developing” countries. Since COP26, debates
have continued regarding the need to update this target, and it was at
COP29, held in Baku, Azerbaijan, that a new value was formally
established under the designation of the New Collective Quantified
Goal (NCQG), expanding the financial commitment to US$ 300 billion
annually.

The final declaration of COP29, however, while referring to the
priority of public sector disbursements, non-reimbursable resources
(grants), and concessional financing, does not establish any clear
definition regarding the expected share of each financial instrument.
The document also reiterates the need for increased investments in
climate adaptation but leaves open the exact amounts and
proportional allocations necessary to achieve this objective.




Nevertheless, at least two major issues must be addressed to ensure
that increases in climate finance commitments translate into effective
outcomes that respect both the autonomous development paths of
recipient countries and a just character for their green transitions. The
first is to assess the extent and pace at which climate finance has
grown in recent years. The second is to analyze its composition in
terms of sources (public or private, among others), mechanisms (such
as Multilateral Development Banks, bilateral finance, global climate
funds, etc), and instruments (grants, debt-based financing,
concessional and non-concessional loans, equity participation, and
guarantees).

Most of the mechanisms used within this green finance system can be
identified in Table 1. However, the architecture of this network lacks a
formal convention that organizes all sources, mechanisms, and
instruments into a comprehensive and standardized framework, which
limits the availability of consistent data. It is known that the majority
of financial flows occur through private sector instruments,
particularly through the issuance of green or ESG-labeled bonds
(referring to environmental, social, and governance commitments). A
more detailed analysis of these sources would require a separate body
of research; in this paper, we focus primarily on the general
composition of financial flows and on the instruments most directly
linked to the actions of states and multilateral organizations.




Table 1 - Mechanisms within the Climate Finance System

Type

Example

Development Finance Institutions (DFls)

Multilateral DFls

Bilateral DFls

National DFls

Subnational DFls

World Bank, Inter-American Development Bank (IDB), New
Development Bank (NDB)

CDC Group (United Kingdom), U.S. International Development
Finance Corporation (DFC)

Brazilian Development Bank (BNDES), KfW Group (Germany),
China Development Bank

Development Agency of the State of Rio de Janeiro S.A.
(AGE-RJ)

Climate-specific financing mechanisms

Multilateral Climate Funds
under the UNFCCC

Climate Funds not linked to the
UNFCCC

National Climate Funds
Philanthropy

Green Bond Issuers
Development Banks
Financial Corporations
Government-Linked Entities
Sovereign Issuers
Non-Financial Corporations

Local Governments

Adaptation Fund (AF), Green Climate Fund (GCF), Global
Environment Facility (GEF)

Climate Investment Funds (CIFs), UNEP Low Emission
Capacity Building Programme

Amazon Fund, National Climate Fund (Fundo Clima)

Private foundations

World Bank, BNDES, European Investment Bank

BTG Pactual, XP Investments, [tad Asset Management
State-owned enterprises, Petrobras

Federal Government via National Treasury

CPFL Energy, Renova Energy, Cosan

State and municipal governments

Source: adapted from Bracking; Leffel, 2021.
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A substantial portion of reports and analyses concerning climate
finance flows has been compiled by the Standing Committee on
Finance (SCF)[3], established at COP16 and operating under the
authority of the UNFCCC; by the Independent High-Level Expert
Group on Climate Finance (IHLEG) (Bhattacharya et al., 2024)
[4],established at COP26 and advising COP presidencies since then;
and by non-governmental organizations and university-affiliated
research groups. In addition, regarding global climate funds and
adjacent mechanisms, the Climate Funds Update initiative[5] has
aggregated a comprehensive set of data related to the financial flows
of these funds. Multilateral Development Banks (MDBs), for their part,
have published a joint report on climate finance since 2011 under the
auspices of the International Development Finance Club (IDFC),
which, according to its own description, was created as a platform to
"promote and leverage investments in sustainable development."[6]

The analysis of these data will be conducted in three parts: a general
overview of the sources, mechanisms, and instruments of climate
finance, identifying the relative contribution of each type within the
broader network that constitutes the climate finance architecture; a
second assessment focused on the participation of global climate
funds and Official Development Assistance (ODA) as reported by the
OECD; and, finally, an evaluation of the volume and characteristics of
the MDBs' contributions to this landscape.

3. AN OVERVIEW OF CLIMATE FINANCE

Although the overall volume of global climate finance is increasing,
studies indicate that its growth rate remains insufficient, its
geographic distribution does not align with the most urgent needs,
and its composition may not be the most suitable for its intended
purposes (Bhattacharya et al., 2024; CPI, 2024; Mazzucato & Songwe,
2024; Ray & Simmons, 2024). In contrast, direct investment in fossil
fuels continues to grow, with a brief decline only during the COVID-
19 pandemic. In 2023, fossil fuel investments reached US$ 1.1 trillion,
in addition to record-high subsidies of US$ 1.4 trillion in 2022
(Bhattacharya et al., 2024). In other words, considering only direct
investments and subsidies in fossil fuels, expenditures surpassed
climate finance by US$ 1 trillion.

The final report approved at COP29, held in 2024, recognized a
financial need ranging from US$ 455 to 584 billion annually to meet
the Nationally Determined Contributions (NDCs) of developing
countries, and an additional US$ 215 to 387 billion annually for
climate adaptation through 2030, acknowledging the misalignment
between current flows and actual needs.

The report also acknowledged the need to reform the multilateral
financing architecture, removing barriers that hinder access to finance
for developing countries—particularly high capital costs, limited fiscal
space, unsustainable debt levels, high transaction costs, and rigid
conditions for accessing climate finance.

[3] A broader definition and the documents produced by the UNFCCC Standing Committee on Finance (SCF) can be found at: https:/unfccc.int/SCF.
[4] Led by economists Amar Bhattacharya, Vera Songwe, Eléonore Soubeyran, and Nicholas Stern, this group was established by the UN Secretary-General in 2022 to provide
recommendations for strengthening the international financial architecture, with a focus on scaling up finance for sustainable development and climate action.

[5] https://climatefundsupdate.org/

[6] The full series of joint reports on climate finance by Multilateral Development Banks (MDBs) can be accessed at: https:/www.eib.org/en/publications/20240150-2023-joint-

report-on-multilateral-development-banks-climate-finance
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Nevertheless, the NCQG approved for financing the climate needs of
the poorest countries was set at US$ 300 billion per year. In the
absence of consensus among conference participants to raise this
figure, the document includes a proposal for parties to work
collectively to scale the NCQG to US$ 1.3 trillion annually by 2035,
assigning this task to the “Baku-to-Belém Roadmap for the 1.3
Trillion” working group.

Still, the new goal continues to encompass a broad array of funding
sources, including public, private, bilateral, multilateral, and alternative
sources, as well as limited contributions from South-South
cooperation. In this context, although the document reiterates the
importance of enhancing the financing capacity of multilateral
development banks and multilateral climate funds, as well as
increasing public funding for adaptation and loss and damage, and
easing fiscal constraints and expanding access to concessional loans,
it does not clearly define the expected share or role of each funding
source or financial instrument.

The use of working groups to operationalize climate finance targets
has historical precedents. At COP15 in 2009, the initial goal of
mobilizing US$ 100 billion annually for developing countries was
established. However, it was only at COP20 in 2014 that a formal
"roadmap" for achieving this target was introduced. That process
proved limited in representativeness, as the final report of the plan
was drafted exclusively by developed countries and presented at the
pre-conference to COP22 in Marrakech in 2016, before being
submitted to the main conference.

Currently, a critical opportunity arises to transform recommendations
into effective action through dedicated workstreams focused on key
topics such as multilateral development bank reform, the creation of
new institutions, debt sustainability, and the development of
innovative financing sources. Two particularly urgent aspects deserve
emphasis: the necessary reform of the international financial
architecture, and the systematic integration of climate risks into
national macroeconomic assessments. However, implementing these
measures faces a temporal paradox—while the complexity of reforms
demands a deliberative process, the climate crisis imposes
increasingly short timelines for effective action, as the window of
opportunity to avert the worst-case scenarios rapidly narrows.

The proposal to mobilize US$ 1.3 trillion annually in climate finance
for developing countries has been championed by the countries
themselves, although consensus has yet to be reached among all
parties. This proposal is grounded in the recommendations of the
Independent High-Level Expert Group on Climate Finance (IHLEG),
which estimates a global need of US$ 6.3 to 6.7 trillion per year by
2030 to meet the goals of the Paris Agreement (see Table 2). Of this
total, US$ 2.3 to 2.5 trillion should be allocated to developing
countries (excluding China), of which at least US$ 1.3 trillion should
come from domestic sources and approximately US$ 1 trillion from
international financial flows. The report further allocates this total
among emerging countries, recommending US$ 1.6 trillion for energy
transition, US$ 250 billion for adaptation and resilience, US$ 250
billion for loss and damage, and US$ 300 billion for natural capital and
sustainable agriculture, in addition to US$ 40 billion to support a just
transition (Bhattacharya et al., 2024).
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Table 2 - Required and Invested Climate Finance (in trillion US dollars)

Required Amount A;ﬁ::ﬁz tl '(]; ggt;;d
Total 6.3a6.7 1.6
Developed Countries 2.7a28 0.72
Emerging Countries (excluding China) 23325 0.256
China 1.3a14 0.576
Mitigation 1.6 1.44
Adaptation and Resilience 0.25 0.076
Loss and Damage 0.25 =
Natural Capital 0.3
Just Transition 0.0/ -

Source: Own elaboration based on data from Climate Policy Initiative (2024) and IHLEG (2024)
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The actual flow of financial resources to peripheral countries in recent
years remains far from the targets set by international agreements. In
2022, Emerging Markets and Developing Economies (EMDEs),
excluding China, received only 17% of global climate finance—
equivalent to USD 244 billion—while Least Developed Countries
(LDCs)"received just 3%. Furthermore, only a very small portion was
allocated to adaptation projects, accounting for merely 5% of that
total, while investments in energy and transport sectors—mainly
related to mitigation—represented 68% of all climate finance,
particularly driven by the growth of the battery electric vehicle (BEV)
market (Bhattacharya et al., 2024; CPI, 2024).

Private sector finance remains geographically concentrated in higher-
income countries and primarily in mitigation projects. Between 2021
and 2022, private sources accounted for 50% of total climate finance,
but only 7% in EMDEs, excluding China. In mitigation-related
activities such as energy transition or electric mobility, private finance
represented 54% of total investments. Of this, 57% came from
market-rate loans, followed by equity instruments (32%).
Concessional capital—comprising low-interest loans and grants—
accounted for only 9%. The recent increase in private investment is
largely a response to declining costs of clean technologies, particularly
in the solar energy and BEV sectors (CPI, 2024).

Considering both public and private sources, the majority of climate
finance is provided through debt instruments—approximately 60% of
total finance—mainly at market rates and concentrated in mitigation
projects due to their higher predictability of returns. Concessional
loans (with below-market interest rates and more flexible repayment
terms) have a relatively larger presence in adaptation projects but still
account for only 21% of total finance in this sector—that is, less than
one-third of the debt-financed resources. Grants and non-
reimbursable subsidies also constitute a small share of total climate
finance, though they are more prevalent in adaptation and loss and
damage projects (CPI, 2024).

Although financial flows to adaptation have doubled between 2018
and 2022, they continue to grow at an insufficient pace and remain
slower than those for mitigation. In 2022, global investments in
adaptation reached USD 76 billion, while estimated needs for
emerging economies alone stood at USD 212 billion (CPI, 2024).
These projects attract less private sector participation due to their
limited financial returns, yet they are essential for the poorest
countries, which face greater infrastructural challenges. The lack of
investments in adaptation and climate resilience not only leaves
vulnerable communities and ecosystems exposed to climate risks but
could also generate higher economic costs in the future due to the
need for reconstruction or recovery from loss and damage.

[7] The classifications of Emerging Markets and Developing Economies (EMDEs) and Least Developed Countries (LDCs) follow the World Bank definitions. Available at:

https:/datahelpdesk.worldbank.org/knowledgebase/articles/906519. Accessed: April 2025.
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Emerging and developing countries face a dual challenge: they must
pursue development paths that address long-standing economic and
social deficits while simultaneously investing in mitigation and
adaptation to climate change. In doing so, they encounter additional
obstacles stemming from historical limitations. The condition of being
peripheral and subordinate economies—with low levels of economic
development and currencies positioned lower in the international
monetary hierarchy (De Conti & Prates, 2013; Svartzman & Althouse,
2022)—further restricts their fiscal autonomy to undertake public
investments and limits their access to external resources due to high
capital costs and constraints imposed by credit rating agencies and
multilateral financial institutions.

Taking into account total mobilized resources, both domestic and
international, the discrepancy becomes clear: between 2018 and
2022, climate finance in emerging and developing countries grew by
38% (from USD 327 billion to USD 862 billion), compared to a global
increase of around 100% (from USD 674 billion to over USD 1.3
trillion). Even though these poorer regions accounted for 73% of
global adaptation finance during that period (with half of that
concentrated in China), mitigation continues to dominate with 89% of
total funding. Financial flows to mitigation projects largely rely on
non-concessional debt instruments, while even adaptation finance
remains predominantly debt-based, with only 55% of it being
concessional (CPI, 2024).

Focusing on international financial flows alone, the target of allocating
USD 100 billion annually from developed to developing countries—
initially set for 2020—was only effectively met in 2022, when it
reached USD 115.9 billion (OECD, 2024). Despite this increase,
concessional finance to emerging and developing countries declined
from 57% in 2018 to 47% in 2022 (CPIl, 2024). Public finance
represented 60% of the total, driven mainly by a small increase in
external adaptation funding.

Thus, overall, poorer countries have not benefited from the rise in
climate investment flows to the same extent as advanced economies.
Private sector participation is more limited, and the public sector plays
a critical role both domestically and internationally. However, fiscal
constraints, high capital costs, and a lack of stronger commitment
from wealthy countries—particularly in upholding the principle of
common but differentiated responsibilities and respective capabilities
—remain major challenges.[8]

In addition to this general financial composition, it is crucial to
examine the other mechanisms currently being employed, their
characteristics, and their contributions to understanding the viability
of expanding more urgent alternatives. In this regard, Multilateral
Climate Funds and Multilateral Development Banks emerge as
relevant options, and will be addressed in the following sections.

[8] This principle was first introduced in Article 3.1 of the United Nations Framework Convention on Climate Change (UNFCCC), signed at the 1992 Earth Summit in Rio de Janeiro. It

was reaffirmed in Article 2.2 of the Paris Agreement in 2015.
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4. MULTILATERAL CLIMATE FUNDS AND THEIR
ROLE IN THE CLIMATE FINANCE ARCHITECTURE

Multilateral climate funds play an important role within the broader
climate finance architecture, albeit still representing a relatively small
share in terms of total financial volume. These funds provide resources for
a wide array of purposes, ranging from mitigation, adaptation, and
recovery actions to the technical and administrative support necessary for
project design. The Climate Funds Update platform has compiled data on
the financial flows of all currently active multilateral climate funds;
between 2002 and 2024, a total of USD 37 billion was approved through
these mechanisms, of which only USD 15.8 billion has actually been
disbursed.

Despite the relatively low financial volumes, these funds are widely
acknowledged by researchers, institutions, and multilateral development
banks as important concessional and catalytic instruments (Watson;
Schalatek; Evéquoz, 2025). In other words, they have the capacity to
finance early-stage or high-risk phases of projects at lower cost or to
complement resources in cases where the private sector—or even the
public sector—faces barriers to investing independently due to liquidity
constraints or elevated risks. Furthermore, the multilateral nature of these
funds sets them apart from other governance structures typically
dominated by the wealthiest donor countries, as is often the case within
Multilateral Financial Institutions. While governance reforms are still
needed to democratize access and participation, these funds allow for
comparatively greater influence from developing countries in decision-
making processes, as reflected, for instance, in the relatively larger share
of adaptation-focused projects compared to overall climate finance flows
or disbursements from Multilateral Development Banks (MDBs).

The landscape of multilateral funds is complemented by a broad and
complex array of regional and national funds that together compose a
diversified climate finance architecture.!’ Among the multilateral
funds under the UNFCCC and COP frameworks are the Global
Environment Facility (GEF), the Green Climate Fund (GCF), the
Adaptation Fund (AF), and the Loss and Damage Response Fund
(LDRF). Additionally, several other non-UNFCCC-linked funds exist
for specific purposes. Among these, the Climate Investment Funds
(CIFs), administered by the World Bank, stand out due to their broader
scope of operation. The aforementioned funds account for
approximately 87% of approved project volumes and 80% of
disbursed resources.

The GEF, established in 1991, was the first such fund created to serve
as an operating entity of the UNFCCC's financial mechanism and
other environmental conventions adopted under the COP process.
GEF resources support a wide variety of environmental objectives and
are managed by a council of 32 members: 14 from developed
countries (including representatives from small island developing
states and least developed countries), 16 from developing countries,
and 2 from countries with economies in transition. GEF also
administers the Least Developed Countries Fund (LDCF) and the
Special Climate Change Fund (SCCF). Its resources come primarily
from contributions by developed countries. Between 2019 and 2022,
approximately 30 donor countries contributed a total of USD 4.1
billion in grants, of which USD 728 million was allocated to climate
change. As of December 2024, GEF had approved 995 climate-related
projects, totaling USD 4.5 billion.

[9] A detailed overview of this system and the complete list of Multilateral Climate Funds can be found at Climate Funds Update (2024), available at:

http:/www.climatefundsupdate.org
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The GCF, also part of the UNFCCC and Paris Agreement financial
mechanism, was established following discussions at COP17 in
Durban in 2011, with its first project approved at the end of 2015. It is
currently the largest climate fund in terms of available financial
resources, focusing on climate resilience and low-carbon development
in poorer countries. Its allocation framework mandates a 50/50 split
between mitigation and adaptation. Headquartered in South Korea,
the GCF governance structure includes significant participation from
developing countries. During the 2020-2023 funding period, the fund
raised USD 10 billion, and for the 2024-2027 cycle, it aimed to
mobilize USD 13.6 billion in pledges from 34 countries. However, the
withdrawal of the United States under President Trump resulted in a
shortfall of USD 4 billion (Climate Funds Update, 2025).

The AF was created in 2001 at COP7 in Marrakech, with the purpose
of financing adaptation projects in developing countries vulnerable to
climate change. It became operational in 2009. The Fund’s Board
consists of 16 members and 16 alternates, of which approximately
69% represent developing countries. Its primary source of funding
comes from a 5% share of proceeds from the sale of carbon credits
under the market mechanism established in Article 6.4 of the Paris
Agreement. However, due to the volatility in carbon prices, the AF has
become increasingly dependent on voluntary contributions from
developed countries. As of June 2023, the Fund had approved 155
projects, amounting to roughly USD 1.055 billion in adaptation
financing.

At COP27 (Sharm El Sheikh, Egypt), the urgent need to create
funding mechanisms for addressing climate-induced loss and damage
was highlighted. This led to the establishment of the Loss and
Damage Response Fund (LDRF), which was officially confirmed as an
intermediary financial mechanism during COP29, with a secretariat
housed at the World Bank. However, it remains unclear whether loss
and damage financing is included in the scope of the New Collective
Quantified Goal (NCQG).

A more detailed, project-level analysis is necessary to evaluate the
efficiency of resource use and alignment with fund objectives.
Nevertheless, at an aggregate level, these funds appear to have
greater potential to direct finance toward the most urgent climate
issues and to projects in which the private sector is reluctant to invest
due to high levels of physical or transition risk or lack of profitability—
especially in the short term.

The CIFs were created in 2008 and are administered by the World
Bank in partnership with regional development banks. By the end of
2024, pledged resources totaled USD 11.6 billion. The CIFs include
the Clean Technology Fund (CTF), with USD 8.93 billion, and the
Strategic Climate Fund (SCF), with USD 2.68 billion. The CIFs’
governing framework originally included a sunset clause, under which
the funds would cease operations once a fully functional global
climate finance architecture was established, with the expectation
that the GCF would take over. However, this transition never
occurred, and in 2019 the clause was extended indefinitely. CIF
governance remains under the purview of the World Bank and its
partner Multilateral Development Institutions.
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Considering all the multilateral funds tracked by Climate Funds
Update, it is possible to observe the structure and behavior of this
segment of climate finance. A notable trend is the increase in the
volume of resources allocated to approved projects, despite a post-
COVID-19 slowdown from which recovery has not yet been achieved.
However, a significant gap remains between project approvals and
actual resource disbursements (Figure 1), an issue that has been
highlighted by the Independent High-Level Expert Group on Climate
Finance (IHLEG)[10], the 2024 G20 Sustainable Finance Report, and
by the funds themselves.[11]

[10] Based on the outputs of sustainable finance discussions under the G20 Finance Track during the Brazilian presidency. Full texts available at: https:/g20.gov.br/pt-
br/trilhas/trilha-de-financas/financas-sustentaveis. Accessed: May 2025.

[11] This recognition was made through a joint declaration by the leaders of the CIFs, GEF, GCF, and AF. Available at: https:/www.greenclimate.fund/statement/enhancing-access-
and-increasing-impact-role-multilateral-climate-funds. Accessed: May 2025.
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Figure 1 - Approved and Disbursed Values of Projects by Multilateral Climate Funds (MCFs)
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Source: Own elaboration based on data from Climate Funds Update (2024).




There is a notable discrepancy between deposited and approved
values that must be taken into account. Of a total of US$ 49.05 billion
deposited, only US$ 37.04 billion were approved for projects, and
merely US$ 15.7 billion were actually disbursed. This translates to an
approval rate of 72% relative to deposited funds, and a disbursement
rate of 32% relative to total deposits. A significant contributing factor
to this gap is the insufficient technical efficiency in project evaluation
and approval, as exemplified by the GCF, where the time span
between project submission and financing approval can reach up to
two years (IDB, 2024).

Such delays introduce considerable risks, including changes in market
conditions, domestic policy shifts in recipient countries, and even
environmental or climate conditions that may alter significantly within
the waiting period—ultimately increasing the cost of financing.

This disconnection is further evident when comparing pledged
amounts and effectively deposited funds. Between 2002 and 2024,
total pledges reached US$ 53.42 billion, while only US$ 38.83 billion
were effectively deposited—a realization rate of 76.4%. The GCF-2
replenishment cycle (2024-2027) played a significant role in this gap,
particularly due to the withdrawal of the United States as a donor
under the Trump administration.

20



Table 3 - Total Amounts of Main Multilateral Climate Funds (in million USD)

Pledged Deposited Approved Disbursed
GCF 33,940.92 20,144.49 16,489.83 5,543.95
CIFs 11,616.40 11,616.40 8,157.35 3:/26.54
GEF 7,804.19 7,614.61 6,328.23 2,458.57
Adaptation Fund 2,136.89 1,961.38 1,210.51 756.28
Others 8,675.90 7,718.33 4,854.18 3,217.56
Total 64,174.30 49,055.22 37,040.10 15,772.90

Source: Own elaboration based on data from Climate Funds Update (2024).
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In terms of sectoral allocation, there is increasing diversification,
although mitigation projects still receive the largest share of approved
funding (Figure 2). multiple foci initiatives—those addressing both
mitigation and adaptation—account for 26.4% of all approved funding,
and their share increases to 37.6% among disbursed resources,
making them the dominant sector. Adaptation projects also exhibit a
relatively higher share among disbursed funds compared to approvals
(rising from 24.3% to 28.6%), whereas mitigation projects show a
decrease (from 49.3%, including REDD, to 33.7%).
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Figure 2 - Approved and Disbursed Values by Type of Project from Multilateral Climate Funds (in
million USD)
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These findings suggest that, although adaptation still receives
comparatively less than mitigation, projects supported by MCFs are
more likely to be funded and tend to receive higher disbursement
volumes when compared to the broader universe of climate finance.

Regarding the financial instruments employed, there has been a
relatively balanced evolution over time between concessional loans
and grants, with a larger share attributed to the latter (Figure 3). Since
2020, equity participation has gained slightly more prominence,
totaling US$ 1.74 billion in disbursements by 2024. Guarantees have
remained marginal, with only US$ 397 million disbursed in total. As
illustrated below, grant financing predominates in adaptation, multiple
foci, and REDD-related mitigation projects, accounting for US$ 22.2
billion—or 60%—of all funded projects. Concessional loans, although
relevant in multiple foci projects, are predominant only in mitigation
efforts, representing US$ 12.69 billion or 34.2% of the total.
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Figure 3 - Disbursements by Multilateral Climate Funds by Financial Instrument (in million USD)
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Therefore, there is a larger share of instruments that are less likely to
exacerbate debt burdens in recipient countries. This highlights the
potential of these mechanisms to serve as key contributors to national
climate investment plans and platforms, responding to local
development needs while aligning environmental goals with the
pursuit of a socially just transition.

Expanding the analytical scope, this section also considers flows from
Official Development Assistance (ODA), a mechanism established by
the Organisation for Economic Co-operation and Development
(OECD) in the 1960s to provide financial support to developing
countries for poverty reduction and sustainable economic
development. Resources mobilized through MCFs are also counted as
ODA. ODA flows typically involve concessional terms—meaning more
favorable than market conditions—and aim to promote economic and
social welfare in recipient countries.

However, the use of ODA as a climate finance instrument raises
important contradictions. A frequent criticism is the lack of recipient-
focused evaluation metrics, as assessments are conducted from the
donor's perspective. Furthermore, climate-related ODA projects are
broadly defined, sometimes including initiatives where the climate
component is marginal.

Kenny (2020) warns that ODA spending on emission reductions may
be ineffective if it does not ensure tangible benefits for developing
countries, given that emissions are a global phenomenon and the
majority of mitigation investments are still concentrated in wealthier
nations.

The use of ODA is closely tied to the concept of blended finance,
where concessional funds are used to leverage private capital—a topic
that demands further analysis. However, it is also crucial to observe
the increasing share of debt instruments in climate-related ODA
flows. Figure 4 illustrates that loans are growing at a faster pace than
grants, while debt relief instruments remain statistically insignificant—
appearing in just 14 projects in 2012, totaling US$ 6.7 million.
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Figure 4 - Evolution of Official Development Assistance (ODA) Disbursements by Financial
Instrument (in million USD)
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Although adaptation has received a higher proportion of total climate-
related ODA disbursed between 2000 and 2022—approximately
37.5%—only 54.76% of these flows were concessional. This suggests
that a significant portion of the resources intended to support
developing or low-income countries—whether for achieving global
mitigation goals, enhancing resilience, or ensuring a just transition—
has failed to fully deliver on its promise.

Rather than strengthening economic autonomy and infrastructure
capacity to independently tackle climate change, these financial flows
often perpetuate external vulnerabilities and cycles of indebtedness.
This dynamic not only undermines the potential for sustainable local
development but also reinforces the very structural inequalities that
climate finance was designed to address.

Creating a fairer climate finance architecture necessarily requires a
comprehensive reform of the international financial system.
Expanding the relevance and scale of these funds depends on the
commitment of their primary donors—namely, advanced economies
that currently dominate the governance of multilateral institutions. It
is thus essential to recognize the geopolitical dimensions that
underpin this necessary transformation.

However, from the perspective of improving the efficiency of the
current climate finance architecture, it is possible to consider the key
recommendations that emerged from the finance track of the G20
under the Brazilian presidency:

Given the growing fragmentation and complexity of the international
financial architecture for climate and environmental matters, it is
imperative to identify ways to simplify the system in order to better
serve beneficiaries and attract private sector co-financing.. (G20
Sustainable Finance Report, 2024)

Thus, a necessary first step toward building a more robust climate
finance system—capable of responding effectively to the current crisis
—is the reform of several operational characteristics of Multilateral
Climate Funds (MCFs). Among the most pressing improvements are
the simplification of procedures for accreditation, project approval,
and fund disbursement, as well as the harmonization of standards and
operational criteria across different funds. These measures can
reduce transaction costs and enhance institutional efficiency.

It is equally essential for MCFs to operate more cohesively, as
components of a coordinated system, adopting common approaches
for monitoring, evaluation, and accountability. Enhanced data-sharing
and knowledge exchange across funds should be encouraged.
Moreover, strengthening the predictability of climate finance flows is
critical to avoiding delays, increased costs, and the cancellation of
planned projects. Expanding the availability of finance in local
currencies is also necessary to mitigate foreign exchange risk, which
can compromise concessionality in developing countries.
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Additionally, MCFs must adopt a more strategic and flexible role. This
includes leveraging national investment platforms and systemic
transformation strategies, rather than relying solely on isolated
projects. Such alignment would allow for closer integration with
national development and sustainability plans. The broader adoption
of innovative financial instruments—such as those linked to
sustainability targets or public policy outcomes—is also encouraged
(IDB, 2024). Given their limited financial resources, MCFs could
channel funding through key intermediaries such as national or
multilateral development financial institutions capable of crowding in
additional capital. Finally, it is essential for MCFs to assume a greater
risk appetite in order to foster innovation, additionality, and resource
leverage, contributing to more integrated, scalable, and locally
adapted climate solutions.

5. THE ROLE OF MULTILATERAL DEVELOPMENT
BANKS (MDBS)

Multilateral Development Banks (MDBs) are international financial
institutions composed of multiple member countries, whose primary
objective is to finance projects that promote economic and social
development. Their operations are strategically relevant for mitigating
the structural constraints imposed by the International Monetary and
Financial System (IMFS), particularly regarding access to long-term
financing by peripheral economies that lack strong currencies
(Biancarelli et al., 2024). Although MDBs operate under a multilateral
governance structure, their decision-making processes frequently
reflect the interests of their principal shareholders, which are
predominantly developed countries. Nonetheless, their ability to offer
long-term financing, greater liquidity, and in many cases, interest
rates below those prevailing in financial markets, consolidates their
central role in advancing climate-related investments.

Since 2011, MDBs have annually published a joint report on climate
finance within the scope of the International Development Finance
Club (IDFC), which, according to its own definition, was established to
“(...)promote and leverage investments in sustainable development”
(EIB, 2024)!".In 2022, this group of multilateral financial institutions
accounted for approximately 7.5% of total global climate finance,
amounting to US$ 98 billion (CPI, 2024). In 2023, they increased this
figure by 25%, reaching a record high of US$ 125 billion (EIB, 2024).

[12] Among the multilateral financial institutions that comprise this report are: the African Development Bank (AfDB), the Asian Development Bank (ADB), the Asian Infrastructure
Investment Bank (AlIB), the Council of Europe Development Bank (CEB), the European Bank for Reconstruction and Development (EBRD), the European Investment Bank (EIB), the
Inter-American Development Bank Group (IDBG), the Islamic Development Bank (IsDB), the New Development Bank (NDB), and the World Bank Group (WBG). All acronyms are in

English.
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In 2023, US$ 74.7 billion were allocated to low- and middle-income
economies, compared to US$ 41.5 billion in 2019. Despite a decline
in 2020 due to the pandemic, the overall trend has been upward. Of
the 2023 total, approximately 67% was directed to mitigation
activities, while 33% supported adaptation. In terms of recipient type,
US$ 59 billion were allocated to the public sector and US$ 15.7 billion
to the private sector. An additional US$ 68.8 billion in co-financing
was mobilized, with 72.8% for mitigation and 27.2% for adaptation—
58.5% of which came from public sources and 41.5% from private
actors.

These figures highlight the critical role MDBs play in the global
climate finance architecture. However, estimates indicate that MDB
climate finance would need to triple by 2030 to remain consistent
with the targets established under the Paris Agreement (Bhattacharya
et al,, 2024).

While MDBs are particularly important in directing long-term
resources to low-income countries—often constrained by limited fiscal
space, elevated capital risks, and weak currencies with high exchange-
rate volatility—there remains a disproportionate allocation of
financing across regions. Although high-income countries represent
only 17% of the global population,™ hey received approximately 40%
(US$ 50.2 billion) of MDB climate finance in 2023. In contrast,
middle- and low-income countries—home to the remaining 83% of the
world population—received only US$ 74.6 billion, or 60% of total
disbursements (see Table 4). This imbalance is largely attributable to
the European Investment Bank (EIB), which maintains the highest
share of climate finance relative to its overall portfolio among MDBs,
and also accounts for the largest disbursement volume.

Climate finance from MDBs remains highly concentrated in mitigation,
which accounted for 77.8% of total funding—94% in high-income
countries and 66.9% in low- and middle-income countries. With
respect to recipient types, public sector entities received the majority
of resources (68.7%), a figure driven by low- and middle-income
countries, where public sector participation reached 79%. The primary
financial instruments used were loans, comprising 62% of
disbursements to low- and middle-income countries and 80% in high-
income countries. The New Development Bank (NDB) and the Council
of Europe Development Bank (CEB), while managing smaller
portfolios, are the only MDBs that allocate funding exclusively to the
public sector.

[13] According to classifications and estimates by the World Bank.
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Table 4 - Climate Finance from MDBs by Sector of Activity and Type of Recipient (in millions of USD)

High-Income Low- and Middle-Income
Countries Countries
Mitigation 47,252 49,995
Public Sector 24,149 35.950
Private Sector 23,103 14,045
Adaptation 3,030 24,690
Public Sector 2717 23,080
Private Sector i i | 1,610
Total 50,282 74,685
Public Sector 26,868 52.080
Private Sector 23,414 15.655

Source: Author’s elaboration based on the Joint Report on MDBs’ Climate Finance (EIB, 2024).




With regard to financial instruments used for low- and middle-income
countries (Table 5), loan-based mechanisms dominate, accounting for
61.9% of disbursements for mitigation projects and 64.9% for
adaptation projects. This prevalence appears paradoxical, given that
adaptation efforts often target regions experiencing severe
socioeconomic challenges—areas where debt-generating instruments

may exacerbate structural vulnerabilities.

While specific data on the concessionality of these loans is
unavailable, prevailing trends in global climate finance and general
MDB financing practices suggest that the majority of these loans are
offered at market rates and often require substantial guarantees.

Table 5 - Climate Finance from MDBs by Type of Financial Instrument (in millions of USD)

Instrument Adaptation Mitigation Total
S 16.019 30.926 46,945
(64,9%) (61,9%) (62,9%)
y . : 2.979 7.688 10.667
Policy-Based Financing (12.1%) (15.4%) (14.3%)
Eraris 2.628 2.354 4,982
(10,6%) (4,7%) (6,7%)
i 821 5217 4,540
(3,3%) (7,4%) (6,1%)
Result-based Financing é?;; (2551?32) é%{’};
i 170 1.214 1.384
Credit L
PP ellee (0,7%) (2,4%) (1,9%)
Equity 68 1.074 1.142
q (0,3%) (2,1%) (1,5%)
Other Instruments (132;) (32‘;) (17326)
Total 24.692 49.995 74.687

Source: Author’s elaboration based on the Joint Report on MDBs’ Climate Finance (EIB, 2024).
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These institutions occupy a decisive position in the potential reform of the
global financial architecture toward a fairer system—one capable of
financing the activities necessary for an ecological transformation that
pays due attention to less developed regions, while ensuring that this
process remains compatible with national and sovereign development
objectives.

During Brazil's G20 presidency, this issue was actively addressed within
the Finance Track, notably through the release of the “Roadmap for
Better, Bigger and More Effective MDBs,Malongside the sustainable
finance recommendations. These recommendations include important
proposals to democratize the international financial architecture, such as:
strengthening national systems and platforms for resource mobilization,
planning and investment; supporting improved project pipelines;
increasing ambition around the mobilization of domestic resources;
scaling up local currency-based solutions; and enhancing the use and
effectiveness of concessional finance for low-income countries, among
other suggestions.

However, there is an excessive reliance on the mobilization of private
capital through de-risking strategies as the central solution to scale up
climate finance. This approach emphasizes attracting private capital via
instruments such as guarantees, blended finance mechanisms, and public-
private partnerships (PPPs).

Such a view has been widely criticized in the academic literature, which
argues for greater involvement of direct public investment and the
strengthening of state capacities for planning and coordination (Ban &
Hasselbalch, 2024; Dafermos, 2023; Gabor & Braun, 2025; Ghosh,
Chakraborty & Das, 2022; Jager & Schmidt, 2020; Sharma & Babic, 2025).

The core critique centers on the notion that the current model
socializes risks while privatizing returns, thus perpetuating the
dependence of the public sector on private financial actors.

In this context, MDBs could play a crucial role by acting as
instruments of public policy, aligning investments with national
development priorities. Some of these institutions, for example, could
increase their capitalization by obtaining higher returns on loans to
high-income countries while expanding concessional financing to low-
income governments. Moreover, instead of focusing predominantly on
mobilizing private capital, MDBs could channel a greater share of
strategic public investments into infrastructure, innovation, and
energy transition—promoting a more integrated and coordinated
approach.

This would require a rebalancing of development financing strategies,
with greater recognition of the importance of direct public investment
and the reinforcement of state capacities. In turn, this calls for a
broader reconsideration of the role of MDBs, fostering enhanced
cooperation and leveraging the public sector’s role in designing and
implementing sustainable development policies.

[14] The document is available at: https:/www.iadb.org/en/news/multilateral-development-banks-welcome-g20-roadmap-BMD-reform. Accessed: May 2025.
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6. ALTERNATIVE INSTRUMENTS AND THE NEED FOR

STRUCTURAL TRANSFORMATION

In addition to the aforementioned reforms in Multilateral Climate
Funds (MCFs) and Multilateral Development Banks (MDBs), other
alternative financing mechanisms may gain relevance in efforts to
scale up climate finance and align it more closely with the principle of
common but differentiated responsibilities. A central concern is to
avoid turning climate finance into yet another mechanism that fuels
the vicious cycle of debt in countries with high debt-to-GDP ratios, or
even in those with more controlled debt levels but still facing external
pressures that raise the cost of financing and undermine their
economic policy autonomy.

One such approach involves the use of "debt relief" mechanisms,
which include debt suspension or forgiveness in exchange for
investments in climate and environmental action. This proposal has
gained traction in academic and multilateral institutional debates
(Jain, Palacios & Verhoeven, 2023; Nedopil, Yue & Hughes, 2024; Ray
& Simmons, 2024; Steele & Patel, 2020; Volz et al., 2020).
Researchers propose a three-pronged strategy:

1) A significant reduction in debt owed to public creditors by low- and
middle-income countries with high levels of sovereign debt. These
creditors (such as the IMF, World Bank, MDBs, national development
banks in wealthy countries, or governments) would suspend and, in
many cases, deeply write down debts. In return, they would retain
priority status on repayments, reducing risk. These agreements could
also be linked to debt-for-climate or debt-for-nature swaps.

2) Private creditors would also be required to reduce debt through
negotiations involving bonds backed by guarantee funds (as in the
case of Brady Bonds), accompanied by a moratorium period allowing
countries to recover and make space for climate investments.
Creditors could exchange old debt for new, lower-risk bonds at a
discount or convert it into climate finance.

3) Non-insolvent countries with limited fiscal space and high capital
costs would also be included, primarily through international financial
institutions offering partial guarantees or concessional loans for public
investment or crowding in private capital. These resources would be
provided at below-market interest rates, free from macroeconomic
policy conditionalities that typically hinder long-term disbursements.
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Debt-for-climate or debt-for-nature swaps may be particularly
effective, as they link debt relief to direct investment in environmental
restoration, mitigation, or climate adaptation (Nedopil, Yue & Hughes,
2024). While some argue that weak governance in poorer countries
could hinder the efficient use of such funds, it is both inevitable that
governance challenges arise in these contexts, and important to note
that existing case studies show that such instruments have delivered
significant debt relief and financial service cost reductions, thereby
improving development sustainability (Steele & Patel, 2020).

Another tool is the Special Drawing Rights (SDRs), international
reserve assets created by the International Monetary Fund (IMF) to
supplement member countries' official reserves. These assets are
based on a basket of major currencies (USD, EUR, JPY, RMB, GBP)
and can be allocated to member countries as financial assistance.
However, current SDR allocations are proportional to each country’s
IMF quota, meaning poorer countries receive less access.

In 2021, the IMF issued $650 billion in SDRs to address pandemic
impacts, following the aforementioned quota-based allocation.
Several scholars advocate for the use of SDRs to expand climate
finance for low-income countries without increasing debt burdens
(Babic, 2024; Bracking, 2021; Dafermos, 2023; Ray & Simmons,
2024). Ghosh (2023) contends that the $400 billion allocated to
high-income countries was unnecessary and could be reallocated to
climate funds. As SDRs are not currency per se but potential claims on
currency, their issuance incurs no cost unless converted into hard
currency—and even then, at much lower interest rates than market
rates.

Dafermos (2023) also suggests that central banks in the Global North
could assume a greater role in climate finance through endogenous
money creation, thereby reducing the influence of commercial banks
and institutional investors. While politically complex, this proposal
merits serious consideration.

Other proposals include establishing an international taxation system
under which ultra-high-net-worth individuals would pay higher tax
rates, with revenues directed toward climate emergency response.
This issue has gained traction in forums such as the BRICS and the
G20 (Ghosh, 2022; Oxfam, 2023).

Such measures would require enhanced liquidity from bilateral
institutions, but only if directly tied to climate-aligned projects and
parameters. This, in turn, demands greater participation by high-
income countries—already committed under Annex Il of the Paris
Agreement—but which have failed to deliver adequate climate finance
or have instead used bilateral instruments to expand corporate
influence over infrastructure projects in peripheral economies. This
calls for structural change, including enhanced domestic public
investment capacity, firmer obligations on wealthier nations, and
greater representation of poorer countries in global governance.

Alternative scenarios must also be considered, particularly in light of
the ongoing reluctance of core capitalist countries to fulfill their
climate commitments.

[15] https:/www.project-syndicate.org/commentary/bolstering-climate-finance-through-special-drawing-rights-by-jayati-ghosh-2023-12
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Biancarelli, Chialatto, and De Conti (2024) highlight the important role
that MDBs can play in fostering regional cooperation and integration.
Given the difficulties peripheral economies face in accessing long-
term credit through global finance[16], regional development banks
could establish mechanisms for climate financing—such as mobilizing
concessional lending in local currency for adaptation and sustainable
development projects.

At the national level, the Chinese experience offers noteworthy
results in terms of directing resources to climate action and rapidly
expanding renewable energy capacity. In China, the People’s Bank of
China not only enforces environmental performance regulations for
financial institutions but also directly finances green transformation
projects, supported by a robust national development banking system
(Dafermos, 2023; Larsen, 2024; Guo, 2022). Another innovative
mechanism in China is the Government-Guided Funds, designed to
discipline private investment in strategic sectors (Zhang & Zhou,
2023; Li & Ban, 2025), functioning in a reverse logic to de-risking
mechanisms typical of Western frameworks (Gabor & Braun, 2025).

[16] The authors highlight how this difficulty fundamentally stems from three asymmetries:Monetary asymmetry, related to the dependence on “hard” currencies in international

trade and the limited access that peripheral economies have to them; macroeconomic asymmetry, which results in low political autonomy for these countries in setting their interest

and exchange rates due to external pressures; and financial asymmetry, as these countries are treated as a marginal component in global investment portfolios and are easily

discarded during episodes of risk aversion.
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7. CONCLUSION

Debating climate finance requires a long-term strategic vision, yet with
an acute sense of urgency. Climate and environmental actions must
become permanent fixtures in global policy, even if they demand
immediate interventions. However, the current geopolitical landscape is
marked by significant setbacks in recognizing the severity of this climate-
environmental-social crisis. Despite abundant research within multilateral
forums, the dominant discourse remains driven by European academic
institutions, NGOs, and philanthropic foundations.

The analysis of Multilateral Climate Funds and Multilateral Development
Banks reveals that, while these institutions tend to respond positively to
diverse climate needs—such as adaptation, support for developing
countries, and non-debt-based financial instruments—they remain rooted
in a paradigm that entrusts private capital with the leadership role in
achieving climate finance goals. This approach fails to critically engage
with the structural inequalities embedded in the global financial
architecture.

Pushed to its logical conclusion, if the objective of climate finance is to
fulfill the principle of common but differentiated responsibilities, as
enshrined in the Paris Agreement, then private sector resources (and
arguably MDB resources) should not count toward this commitment. In
this light, the establishment of a New Collective Quantified Goal (NCQG)
is weakened by the lack of clear distinctions regarding contributions from
each sector, mechanism, and financial instrument.

Although private investments are indispensable, relying on them as the
primary engine of ecological transformation has proven insufficient.

There is no evidence that commercial banks, institutional investors, or
multinational corporations will voluntarily redirect their capital toward
sustainable initiatives—even with risk mitigation strategies, which also
carry fiscal costs. Available data shows that investments in highly
polluting assets still dominate portfolios, while sustainability projects
continue to receive insufficient funding.

This brief assessment of climate finance for peripheral economies—
based on select literature and financial flow data—argues not only for
reinforcing existing solutions, but also for opening a new stream of
research. This would explore alternative and complementary pathways
to address climate finance challenges.

While resistance to state planning remains evident in multilateral
conference recommendations, official reports, and technical studies,
the Asian experience—particularly China’s—merits closer attention.
China's renewable energy innovation and deployment record is
unmatched globally (CPI, 2024; IRENA, 2024), and its strategy—
labeled the “Big Green State” by Gabor and Braun (2025)—relies
heavily on a central, coordinating role for the state and public
investment.

Accordingly, alternative analyses suggest that a truly transformative
multilateral climate policy must entail reforming the global financial
architecture, creating new institutions, and strengthening international
cooperation. Crucially, it must bolster national governments’ autonomy
and investment capacities in the Global South. These efforts could
even facilitate greater private investment through crowding-in effects,
considering the higher initial costs and maturity times of sustainable
projects.
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Despite a challenging geopolitical context—marked by the resurgence
of right-wing extremism and climate denial, particularly in the United
States—peripheral economies can play a pivotal role in pushing for
fairer multilateralism in climate finance and a more democratic global
financial system. Defending this agenda could meaningfully contribute
to a rebalanced geopolitical order, advancing multipolarity as a
prerequisite for ecological transformation.

Brazil, having presided over the G20 and now leading the BRICS and
preparing to host COP30, is uniquely positioned to influence global
climate negotiations. The growing political and economic relevance of
the BRICS+—driven especially by China—adds momentum to this
agenda, as these countries show greater willingness to confront the
climate crisis. All of this converges with the impact of recent global
conflicts—commercial, financial, and military—which have further
disrupted the geopolitical dynamics among global powers.

Addressing the structural reforms necessary for aligning global finance
with climate goals is indeed a challenge. But given that climate change
threatens human existence within a timeframe shorter than previously
imagined, this issue could serve as the catalyst for long-overdue
global transformation. And what better place to begin than with the
very agenda most directly linked to climate and environmental
protection?
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