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Note to Reader 
This report is in draft and represents a portion of a larger project.  It has been released to select 

stakeholders to get their view on the validity of the findings and to explore the topic further.  It 

does not represent the final version of the report and therefore the view of any of the 

participating parties.  It currently represents a bias towards the private sector and can therefore 

be considered a private sector view. 

 

There are a number of aspects still to be added to the report: 

 Greater detail on the public sector view 

 Further validation through a questionnaire process 

 Greater detail on specific funds, where this information is available 
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INTRODUCTION: Background, objectives and structure of the report 
 

Background to the project 
 
This report presents the results of a project implemented by the National Business Initiative (NBI) to 

enhance private sector access to funding for the implementation of low carbon projects in South 

Africa. The project is funded by the Prosperity Fund of the British High Commission Foreign 

Commonwealth Office. This report has been developed with the technical assistance of KPMG’s 

Climate Change & Sustainability unit. 

Objectives of the project 
 
This project has two inter-related objectives. Firstly, identify the barriers in access to climate finance 

by the private sector in South Africa for the implementation for low-carbon projects. Secondly, outline 

the services and support that would be required to enhance access to climate finance by the private 

sector in South Africa. The outputs are intended to be a discussion primer to stimulate further 

research into the identified barriers and clarify recommendations for stimulating low-carbon projects. 

In doing so, the study aims to promote the development of a green economy and promote action on 

climate change mitigation in South Africa.  

Structure of this report 
 

This report presents the results of a perception survey undertaken to identify barriers and additional 

support required and contextualises the findings within a theoretical framework of climate finance 

instruments. It is structured along the following lines: 

 Chapter 1 describes the methodology used in the analysis and provides guidance on how the 

results of this study should be interpreted and applied. 

 Chapter 2 provides a theoretical context for this study by outlining the landscape of climate 

finance and the application of finance instruments in different contexts 

 Chapter 3 outlines the analytical frameworks that underpin the analysis and form the basis for the 

reporting of results 

 Chapter 4 presents the results of the study, arranged according to eleven key barriers in access to 

climate finance and the respective action(s) required  

 Chapter 5 concludes the report with recommendations for future research 

 The Appendices contain details of the references used and stakeholders consulted in this study 
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CHAPTER 1: Methodology and interpretation of results 
 
This chapter describes the methodology used in the analysis and provides guidance on how the results 

of this study should be interpreted and applied. The topics covered include the boundaries of the 

analysis, research techniques used in the study, the process followed in consulting stakeholders and 

conducting interviews, and the manner in which results are reported and should be interpreted. In 

doing so, the chapter provides the backdrop against which the results presented in chapter 4 should 

be read.  

Boundaries of the analysis 
 

This study is bounded at different levels to answer the specific research questions of the project. The 

following boundaries should be noted when interpreting the results of the study: 

 Geographical scope: The study focuses on funds available and projects located in South Africa only 

(although the source of funding may be international) 

 Types of activities: The analysis is centred. on low-carbon projects i.e. mitigation activities. 

Projects with a focus on adaptation or other aspects of environmental sustainability are considered 

only in so far as they provided material insight into particular climate finance instruments.  

 Types of funds: The study focuses on direct and discrete sources of climate finance i.e. 

transactions with a specific transfer of funds to low-carbon projects. It does not include indirect 

policy instruments such as subsidies, taxes and rebates.  

 Types of project developers: The analysis is centred on the private sector’s implementation of low 

carbon projects. The activities of other players such as government and civil society are studied in 

so far as they had a material impact on the role of the private sector.  

Research techniques used in the study 
 
The study makes use of two main research techniques; a literature review and a perception survey 

undertaken through semi-structured interviews with key stakeholders. The literature review provides 

a synthesis of a growing body of academic and ‘grey’1 literature on the spectrum of climate finance 

instruments and their application in different contexts. The review does not question the fundamental 

premise of climate change or actions to mitigate greenhouse gases (GHGs), but rather provides an 

account of the role of climate finance in enabling low-carbon projects and the various instruments 

used to channel funding to such initiatives, particularly by the private sector in South Africa. 

The literature review provides the overall context within which the perception survey is used to 

analyse the state of climate finance in South Africa. The data for the survey was gathered through 

individual semi-structured interviews with stakeholders that are seen to play a key role in the climate 

                                                 
1
 Used to describe research publications produced by non-academic institutions such as multilateral agencies, 

companies and business organisations, and think-tanks and consultancies. 
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finance landscape in South Africa. Details of the stakeholders consulted and the interview process are 

provided in subsequent sections of this chapter. 

The initial set of stakeholders and the structure of the interviews used to collect data were based on 
the literature review. These parameters were continuously updated as additional stakeholders were 
identified and the insights gained were used to refine the interview process. Subsequent sections of 
this report provide guidance on how the results generated using these research techniques should be 
interpreted and applied. 

Stakeholder consultation and interview process 
 
The perception survey was based on conducting semi-structured interviews with a range of different 

stakeholders relevant to climate finance in South Africa. The selection of different stakeholder groups 

was informed by the literature review, which outlined the types of actors that are typically relevant to 

climate finance. Within these groups, the selection of entities and individuals to be interviewed was 

based on the relevance of their activities to climate finance and to the key research questions. Figure 1 

below provides a summary of the number of individuals consulted and their respective constituencies 

whilst Appendix 2 provides details of the institutions and individuals interviewed. In total, 34 

individuals were consulted across various stakeholder groups identified in figure 1 (final figure for 

stakeholders consulted and graph below to be updated once data collection is complete).  

Figure 1: stakeholder groups consulted for perception survey 

 

 

 

 

 

 

 

 

 

Figure 1 shows that banks, both commercial and developmental formed a majority of the stakeholders 

interviewed. This is the result of an observation from the literature review that these institutions are 

the most advanced in the funding of low-carbon projects out of all classes of financial institutions in 

South Africa. This reflects a general phenomenon observed in the overall financial systems of 

developing countries, whereby banks often play a dominant role in the financial system during early 

stages of maturity, and other institutions such as venture capital and private equity evolve with time 

and increased sophistication of the system. Consequently, the identification of barriers and solutions 
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in this report is also weighted towards the banking sector, as it is the segment where the majority of 

activity on low-carbon finance is centred in South Africa.  

The interviews were conducted on an individual basis in a semi-structured format. The format and 

structure of the questions were adapted to different stakeholder groups. The responses to the 

interviews were noted and transcribed and used as raw data in the generation of the results presented 

in this report.  

 

Reporting of results and guidelines for interpretation 
 

The results are compiled and reported by combining responses from the study sample and drawing 

key trends that were observed during the interviews. This report synthesises these trends 11 key 

themes of barriers and interventions which are outlined in Chapter 4. These key themes can 

themselves be grouped around four broad types of barriers; policy-related, structural, skills & capacity, 

and fund design. Chapter 4 provides further detail on this categorisation and the reporting of results. 

It is important to note that the insights generated do not represent the position of the NBI, British High 

Commission or KPMG, but rather reflect the views of the participants included in the stakeholder 

sample. The outputs of the study should be seen as a discussion primer to stimulate further research 

into the identified barriers and clarify recommendations for stimulating low-carbon projects. For each 

identified barrier, the report provides specific recommendations for additional research and chapter 5 

consolidates these recommendations and concludes the report.   
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CHAPTER 2: Landscape of Climate Finance 
 
This chapter provides the context of this study by setting out the landscape of climate finance, within 

which the role of the private sector can be studied. It begins with a summary of the importance of 

climate finance for promoting mitigation action. This is followed by a categorisation of different 

climate finance instruments, with a focus on direct and discrete sources of funds, which is the focus of 

this study as explained in the previous section. The final section lists key international and local climate 

funds that are applicable in South Africa.  

Importance of climate finance for promoting mitigation action  
 
A fundamental influence on the design and implementation of mitigation actions is the provision of 

finance. This is because low-carbon projects often do not pass the standard tests of commerciality due 

to policy related factors that favour historical carbon intensive technologies, and the barriers posed by 

the inherent technological and behavioural risks in low-carbon projects. Therefore, the efficiency and 

effectiveness of the financial flows underpinning mitigation policies are critical success factors in 

promoting the implementation of low-carbon projects. 

It is useful to place finance within the broader context of the actors and institutions involved in the 

low-carbon economy. Figure 2 below provides setting, showing how finance typically flows between 

various stakeholders. 

Figure 2: context of climate finance in promoting mitigation action 
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Figure 2 demonstrates that there are a number of parallel financial and informational flows between 

various actors. Importantly, it shows that each set of actors requires certain preconditions to be in 

place and requirements to be met before their individual and collective operation can be optimised. It 

is precisely the barriers that prevent this efficient flow of finance that this study is trying to address 

and is explained in this report.  

An assessment of the total finance requirements for desired mitigation actions in South Africa and at a 

global level is outside the scope of this report. A synthesis of the literature in this area can be found in 

a report to the Development Bank of Southern Africa2. The next section provides a list of the key 

international and local funds that are, or could potentially be made available to fund low-carbon 

projects in South Africa.   

International and local climate funds  
 
This section lists key international and local (South African) climate funds that are applicable in South 

Africa. The list is compiled under the general theme of funds that are available, or could potentially be 

made available for investing in low-carbon projects in South Africa. It includes funds whose primary 

purpose is financing low-carbon projects, whilst more general funds where low-carbon development is 

not the primary objective (even if is incorporated in the overall design) have not been covered.  

It is important to note that this list is not intended to be exhaustive or all-encompassing. This study 

revealed a number of methodological challenges in compiling a mutually exclusive, collectively 

exhaustive list of such funds, even locally in South Africa. Firstly, as there is no universally accepted 

definition of the funds and activities that fall within the realm of climate finance, the compilation of a 

list of funds would be a virtually limitless exercise. Secondly, there is no central repository of 

international climate finance flows and hence, it is not possible to verify whether all sources of finance 

have been captured. Thirdly, some funds may not be specifically identified as being for the purposes of 

climate finance or be publicised at all because they form part of larger development funds and/or 

occur in the normal course of international government and private sector dealings. Finally, some 

funds may explicitly refrain from publicising information to prevent being the recipients of unfiltered 

applications for funding which place a burden on the funds’ internal resources and capabilities.  

These methodological limitations notwithstanding, the purpose of compiling an inevitably incomplete 

list of international and local climate funds in this section is manifold. Firstly, it provides an indication 

of the types of institutions typically involved in climate finance-related activities at an international 

and local level. Secondly, it serves to educate potential project developers and institutions looking to 

access funds on the available options. Thirdly, it provides a basis for evaluating the potential for 

partnerships between and amongst project developers and funders for climate finance related 

activities. 

                                                 
2
 Cloete, B., Ramgowlan, Y. and Tyler, E., 2011. Synthesis of climate finance report literature to DBSA. 

Department of Environmental Affairs.  
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Table 1  provides a list of i funds and is organised according to the funding institution and the key 

features of the available fund(s). It includes multilateral, bilateral and local funds where low-carbon 

projects form a primary or significant area of focus. It also includes other related funds in South Africa 

which have a link to the financing of low-carbon projects, even though it is not their primary focus. The 

references used to source this information are compiled and contained in the Appendix to this 

document.  

Table 1: international and local climate funds  

Multilateral development banks and institutions 

The World Bank The World Bank comprises 187 member countries and provides low-
interest loans, interest-free credits, and grants to developing 
countries. Specifically, The World Bank carbon finance covers a wide 
range of sectors, including projects relating to renewable energy, 
energy efficiency, urban infrastructure, waste management, forestry, 
and water resource management.  

International Finance 
Corporation (IFC) 

The IFC is the private sector arm of the World Bank Group and finances 
debt and equity for private firms in developing countries. One of the 
focus areas of IFC is the support of private sector development in sub-
Saharan Africa with investments and advisory services programs. 

The African Development 
Bank (AfDB) 

The AfDB aims to assist African countries in their efforts to achieve 
sustainable economic development and social progress. The bank has 
adopted a Climate Change Action Plan that seeks to address 
mitigation, adaptation and financing. It provides debt, equity, 
guarantees, lines of credit and underwriting to eligible projects.  

The European Investment 
Bank (EIB) 

The EIB is the European Union's bank which provides finance and 
expertise for investment projects which contribute to furthering EU 
policy objectives. The EIB has been active in South Africa since 1994 
and as at the end of 2009 the bank had extended funding to 38 
development projects for a total of EUR 2 billion3  

Special agencies 

Global Environmental 
Facility (GEF) 

GEF is an independently operating financial organization which brings 
together 182 countries in partnership with international institutions, 
civil society organizations (CSOs), and the private sector to address 
global environmental issues. The GEF provides grants and concessional 
funding to projects that aim to improve the global environment. 

United Nations 
Development Programme 
(UNDP) 

The UNDP is part of the GEF Partnership. UNDP’s role is to help 
developing countries make investments on sustainable development 
economically attractive. Environmental finance is one of UNDP’s key 
strategic themes and most of the support is provided through capacity 
building programmes.  

United Nations Environment 
Programme (UNEP) 

The UNEP is also part of the GEF Partnership and is a programme, 
rather than an agency of the UN. UNEP coordinates United Nations 
environmental activities, assisting developing countries in 
implementing environmentally sound policies and practices. It has 

                                                 
3
 http://www.eib.org/attachments/country/sa_en.pdf  

http://www1.ifc.org/wps/wcm/connect/region__ext_content/regions/sub-saharan+africa/investments/investments
http://www1.ifc.org/wps/wcm/connect/region__ext_content/regions/sub-saharan+africa/advisory+services/advisory+services+default+landing+page
http://www.eib.org/attachments/country/sa_en.pdf
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developed and participated in several environment funds described in 
this document. 

Multilateral funds 

Clean Technology Fund The CTF is operated by the World Bank. The total funding of the CTF is 
US$4.6 billion, and all of the resources have now been committed to 
15 investment programmes in large developing countries. The 
investment programmes have focused on renewable energy, energy 
efficiency and modal shifts and efficiency improvement in transport. 

SREP - Scaling-up 
Renewable Energy 

SREP is a targeted program under the Strategic Climate Fund (SCF) 
operated by the World Bank. SREP focuses on renewable energy 
projects such as wind and solar energy, small hydropower and 
biomass, and geothermal energy. The total size of the SREP fund is 
US$318 million. 

Global Energy efficiency and 
renewable energy fund 
(GEEREF) 

GEEREF  is a fund operated by the GEEREF Secretariat and focuses on 
investing in private equity funds focused on renewable energy or 
energy efficiency projects in emerging markets outside the EU. 

Renewable Energy and 
Energy Efficiency 
Partnership (REEEP) 

REEEP is operated by the REEEP International Secretariat and 
comprises 400 partners including 45 governments as well as a range of 
private companies and international organisations. It’s objective is to 
assist governments to create favourable regulatory and policy 
frameworks and promoting innovative finance and business models to 
activate the private sector. Its current focus is on Brazil, China, India, 
Indonesia and South Africa. 

African Development Bank  
Sustainable Energy Fund for 
Africa 

The Sustainable Energy Fund for Africa is operated by the African 
Development Bank and focuses on enhancing the commercial viability 
and bankability of private sector projects. Support is provided mainly 
via grants and equity to smaller-size renewable energy and energy 
efficiency players 

Nordic Development Fund Is operated by the Nordic Development Fund Secretariat and focuses 
on grant financing of adaptation and mitigation activities in low-
income developing countries in Africa, Asia and Latin America. 
Participating countries are Denmark, Finland, Iceland, Norway and 
Sweden. 

European Commission The European Commission, through the European Delegation to South 
Africa provides capacity building support to government and funding 
for small-scale projects under selected programmes in the field of 
climate change and energy.  

Seed Capital Assistance 
Facility 

This fund is operated by the Global Environment Facility and focuses 
on providing seed financing to early stage clean energy enterprises and 
projects in GEF eligible countries in Asia or Africa. 

Special Climate Change 
Fund 

The Special Climate change Fund is operated by the Global 
Environment Facility and focuses on supporting technology transfer 
projects and programmes for sustainable development in Asia-Pacific, 
Africa, South and Central America, Small Island Developing States and 
Least Developed Countries. 

 

Country  Bilateral agency Description  
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Australia Australian Agency for 
International Development 
(AusAID) 

AusAID is the Australian Government’s development 
agency responsible for managing Australia's overseas 
aid program. It focuses on the Asia Pacific region but 
also in Africa, the Middle East, Latin America and the 
Caribbean. 

Austria  Austrian Development 
Agency (ADA) 

The ADA is the operational unit of the Austrian 
Development Cooperation (ADC). It is in charge of 
implementing all bilateral programs and projects in 
ADC's partner countries. 

Canada Canadian International 
Development Agency (CIDA) 

CIDA is Canada's lead agency for development 
assistance which focuses on Increasing food security; 
securing the future of children and youth; and 
stimulating sustainable economic growth. 

Denmark  Danish International 
Development Agency 
(DANIDA) 

DANIDA is Denmark’s development cooperation.  
DANIDA has four main focus areas: human rights and 
democracy; green growth; social progress and stability 
and protection. 

UK Department for International 
Development (DFID) 

DFID is the UK’s development agency. DFID focuses on 
the provision of aid to address climate change and its 
link to development  

Finland Department for International 
Development Cooperation 

Finland’s development agency engages in bilateral 
development with a number of African countries. Its 
focus areas, among others, include sustainable 
forestry and industry, water and the environment. 

Germany  Deutsche Gesellschaft für 
Internationale 
Zusammenarbeit GmbH (GIZ) 

GIZ is a federal enterprise that supports the German 
government in achieving its objectives in the field of 
international cooperation for sustainable 
development, including in many African countries 

Germany German Bank for 
Reconstruction and 
Development (Kreditanstalt 
fur Wiederaufbau - KfW) 

KfW is Germany’s development bank with a role to 
promote partner countries' projects and programs on 
sustainable progress in developing and transition 
countries.  

Germany International Climate 
Initiative (ICI) 

ICI, through its Energy and Climate Fund supports 
climate and biodiversity projects in developing and 
newly industrialising countries, as well as in countries 
in transition. The fund receives funding from carbon 
emissions trading and has 120 million Euros available 
for use annually. 

France  French Agency for 
Development (Agence 
Francaise de Developpement 
- AfD) 

AfD is the main implementing agency for France’s 
official development assistance. AfD supports project 
and programs through grants, loans, guarantee funds 
and debt reduction-development contracts. In South 
Africa, amongst other activities, it is supporting 
renewable energy and energy efficiency projects 
through concessional financing to selected private 
sector banks and DFIs.  

Ireland  Ireland Development 
Cooperation 

The Development Cooperation Directorate is 
responsible for administering Ireland’s overseas aid 

http://www.acdi-cida.gc.ca/acdi-cida/ACDI-CIDA.nsf/eng/FRA-101515656-QEV
http://www.acdi-cida.gc.ca/acdi-cida/ACDI-CIDA.nsf/eng/FRA-1015151610-QLN
http://www.acdi-cida.gc.ca/acdi-cida/ACDI-CIDA.nsf/eng/FRA-101515146-QKD
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programme. One of its priorities is the reduction of 
poverty, inequality and exclusion in developing 
countries and a geographic focus on Sub-Saharan 
Africa. 

Japan  Japan International 
Cooperation Agency (JICA) 

JICA is Japan’s development agency that aims to 
contribute to the development of the global economy 
by supporting the socioeconomic development, 
recovery or economic stability of developing regions. 
It uses varied development assistance schemes. 

Japan  Japan Bank for International 
Cooperation (JBIC) 

JBIC is a policy-based financial institution of Japan, 
and conducts lending, investment and guarantee 
operations while complementing the private sector 
financial institutions. Specifically, it provides advice 
for Japanese firms, foreign governments and others 
with respect to utilization of the Kyoto Protocol, 
including innovative financing for improving project 
revenues and reducing borrowing costs by using 
carbon credits, and on the investment climate in host 
countries. 

Netherlands Netherlands Development 
Corporation 

With a focus on Africa, the development policy of the 
Netherlands is implemented through the Netherlands 
Development Corporation, which is active in a number 
of African countries.  

Netherlands Netherlands Development 
Finance 
Company (FMO) 

FMO is the Dutch development bank supporting 
sustainable private sector growth in developing and 
emerging markets. It predominantly invests in 
financial institutions; energy and agribusiness, food & 
water 

Sweden  Swedfund International AB Swedfund provides risk capital, expertise and financial 
support for investments in the emerging markets of 
Africa, Asia, Latin America and Eastern Europe. 

Sweden Swedish International 
Development Agency (SIDA) 

SIDA is Sweden’s development agency. Its overall 
target is to ensure that those in poverty have the 
ability to improve their living conditions. The agency 
has a focus on five key areas including sustainable 
development, with a focus on developing countries 

USA  U.S. Agency for International 
Development (USAID) 

USAID is the USA’s development agency. One of its 
key focus areas is around environment and climate 
change. Afghanistan and Pakistan are USAID's two 
largest assistance programs but they also provide 
assistance in other developing regions including 
Africa. 

USA Overseas Private Investment 
Corporation (OPIC) 

OPIC is the U.S. Government’s development finance 
institution. It mobilizes private capital to help solve 
critical world challenges. It provides investors with 
financing, guarantees, political risk insurance, and 
support for private equity investment funds. 

 

http://www.sida.se/English/About-us/our-fields-of-work/Environment-Climate-Change-and-Sustainable-Services/
http://www.sida.se/English/About-us/our-fields-of-work/Environment-Climate-Change-and-Sustainable-Services/
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Local funds 

Green Fund Established by the Department of Environmental Affairs and managed 
by the Development Bank of Southern Africa (DBSA), the Green Fund 
contains an initial allocation of R800 million to support the transition 
to a low carbon, resource efficient and climate resilient development 
path delivering high impact economic, environmental and social 
benefits. The fund dispenses funds through various thematic windows 
and invests across one or more project stages through a number of 
instruments 

Industrial Development 
corporation (IDC) Green 
Energy Efficiency Fund 

The Green Energy Efficiency Fund is the result of a partnership 
between the IDC and the German Development Bank (KfW) to fund 
energy efficiency and self-use renewable energy projects. The facility, 
R500 million in size is only open to businesses registered and operating 
in South Africa for equipment and technologies across a range of 
sectors.  

 

Other related funds 

Drylands Fund Established by the Department of Environmental Affairs and managed 
by the Development Bank of Southern Africa (DBSA), the Drylands fund 
is designed to promote ecosystem services and sustainable resource 
management whilst ensuring positive socio-economic development. It 
provides funding for small-scale projects with a focus on rural areas.  

  

 

Against the backdrop of climate finance sources and instruments presented in this chapter, the next 

section explains the analytical frameworks used to present the results of the perception survey and 

literature review undertaken in this study.  
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CHAPTER 3: Analytical frameworks 
 
This chapter sets out the analytical frameworks underpinning the perception survey results . There are 

four distinct but related frameworks which are used to explain the various findings. The first 

twoframeworks are used as anchors to describe each of the individual barriers in Chapter 4. The 

remaining two frameworks are not explicitly referenced when presenting the results, but are 

nonetheless useful for understanding the landscape of low carbon finance. This set of frameworks are 

neither intended to be exhaustive nor designed to capture every element of a problem. They should 

be seen for their value in simplifying complex situations and providing order in analysis. 

Analytical framework 1: financing requirements along the project 
development lifecycle 
 

The theory and practice of corporate finance has long relied on a model that relates different funding 

instruments to stages along the project development lifecycle. This is based on the premise that the 

level of activity and risk, and hence funding requirements vary as the project moves from early stage 

research & development to commercial maturity. There are various iterations of this model and this 

project has produced one such version as an anchor for explaining the barriers in Chapter 4. This 

framework is presented in figure 2 below. 

Figure 2: financing requirements along the project development lifecycle 

 

 

 

  

Source: National Business Initiative & KPMG, 2012 
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The content and position of the stages of project development and funding instruments shown in 

figure 2 is intended to be generic and applicable to all project types i.e. not restricted to low-carbon 

projects. However, the identification of barriers in chapter 4 emphasises certain elements of low-

carbon projects that make particular project stages and instruments more or less important than 

projects outside the low-carbon sphere. This framework is used extensively to relate the individual 

barriers to the project lifecycle, which this study found to be a key gap in climate finance literature.   

Analytical framework 2: categorisation of projects according to scale and 
degree of risk 
 

A key learning from this study, explained in detailed in Chapter 4 is that barriers to funding vary 

according to different project types. This study provides a framework to segment the market on a two-

dimensional matrix with the factors being scale and degree of risk. This is shown in figure 3 below, 

which depicts the different segments, showing the typical types of projects and funders in each 

segment.  

Figure 3: categorisation of projects according to scale and degree of risk 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

Figure 3 above conceptualises the low-carbon project landscape according to four distinct but related 

segments. In brief, these segments have the following characteristics: 

 Segment 1 (Small scale, low-risk): This segment consists of projects with a large developmental 

return and on-the-ground impact (typically funded by international and local DFIs and aid 

Source: National Business Initiative & KPMG, 2012 



 

18 

 

agencies) or stay-in-business projects in the normal course of business (typically funded by 

corporate balance sheets). 

 Segment 2 (Small scale, high-risk): Projects in this segment are typically early-stage initiatives 

undertaken by single-purpose start-up companies (typically funded by DFIs through ring-fenced 

funds or private equity / venture capital) or technology-led developmental interventions 

undertaken by civil society organisations (typically funded by bilateral development institutions).   

 Segment 3 (Large scale, high risk): Large infrastructure projects typically fall in this category 

wherein risks (particularly technology and policy related) are high throughout the project life cycle. 

Such projects are typically funded by large international DFIs or local government spending. 

 Segment 4 (Large scale, low risk): This segment consists of commercially viable projects with 

predictable and certain financial returns. This segment is typically the preserve of commercial 

banks and to a lesser extent, local DFIs. 

This framework is a key anchor for the results presented in Chapter 4 and a primary contribution of 

this study in being able to differentiate the barriers according to distinct but related market segments. 

Analytical framework 3: the ecosystem of climate finance  
 
The literature review in the preceding chapter demonstrates that there are a number of actors 

involved in climate finance, resulting in a complex web of interactions and inter-relationships. To 

provide a common basis for understanding the landscape of climate finance and locate the position of 

different barriers in the system, figure 4 presents the first of the analytical frameworks developed 

through this study, relating to the ecosystem of climate finance.   

Figure 4: ecosystem of climate finance4 

 

 

 

 

 

 

 

 

 

 

 

                                                 
4
 Abbreviations: United Nations Framework Convention on Climate Change (UNFCCC), Global Environment 

Facility (GEF), Green Climate Fund (GCF), Development Finance Institution (DFI) 

Source: National Business Initiative & KPMG, 2012 
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Figure 4 can be understood in the following manner. The different institutional actors are shown in 

individual boxes. Their relationships are represented by the directional lines, with each institution 

assigned a particular colour to show the difference in relationships. The lines show the flow of funds 

and the arrow represents the direction of the flow. There are three levels of institutions represented in 

the framework: 

 The sources of funds are shown in the top-most layer, consisting of the UNFCCC climate finance 

framework, international Development Finance Institutions (DFIs) and international governments, 

national governments, and private savings / individual wealth. 

 The institutions typically tasked as agencies or managers of the funds are shown in the middle 

layer, consisting of local DFIs and agencies, government departments and public sector 

organisations, commercial banks, and non-bank investment vehicles such as private equity 

companies. 

 The users of the funds i.e. institutions that typically use the funds to implement low-carbon 

projects are shown in the bottom layer. This consists of the state (local government, municipalities 

and parastatals), single-purpose start-up companies, established commercial entities, and civil 

society organisations.  

This framework is not intended to be exhaustive or fully detailed. There may be other actors and/or 

relationships that are not shown in figure 3 as it is difficult to capture all possible actors and linkages in 

a single picture. It provides a useful point of departure for understanding the different actors and the 

flow of resources amongst them, and subsequent sections isolate particular flows within this 

framework to highlight specific barriers. An overarching barrier revealed through the development of 

this framework is the lack of information that currently exists in relation to the tracking and reporting 

of climate finance flows in South Africa amongst each of the actors. However, efforts are underway at 

government level to monitor and report on climate .  

Analytical framework 4: Marginal Abatement Cost Curve  
 
The Marginal Abatement Cost (MAC) Curve is a well-established framework for evaluating the 

commercial viability of different options for abating GHG emissions. Its relevance to climate finance 

stems from the need to understand where particular project types lie on the MAC curve at a national / 

sectoral level and hence what amount and type of funding support they require to enhance their 

implementation. A MAC curve for South Africa was not available during the development of this study 

and hence only the general principles of this framework are used in this report. Figure 5 below shows 

the MAC curve framework sourced from the literature for the purposes of this report. 
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Figure 5: Marginal Abatement cost (MAC) curve framework 

 

 

 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
The general principle of using the MAC curve to identify barriers and solutions for climate finance is 

that projects above the horizontal axis and to the right of the curve i.e. those with a positive cost of 

abatement typically require funding support (particularly on concessional terms) to make them 

financially viable. This is akin to moving projects from the right to the left of the MAC curve. The 

projects below the horizontal line represent a negative cost i.e. they result in positive savings typically 

do not require funding support, but may however suffer from non-financial barriers impeding their 

implementation or other barriers that affect capital availability and cash flow. This understanding can 

be used to design funds for climate finance to focus on projects and sectors to the right of the curve in 

order to maximise the impact of climate finance and remove barriers impeding the implementation of 

low-carbon projects. 

Chapter 4 explains this further in the analysis of specific barriers.  

The next chapter uses the four frameworks presented in this section to explain the barriers to climate 

finance identified through the perception survey.  

Source: ClimateWorks Australia team analysis 
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CHAPTER 4:  Barriers to climate finance in South Africa and 
recommendations for enhancing private sector access 
 
This chapter presents the results of the perception survey regarding barriers to climate finance in 

South Africa and the support required to enhance private sector access. Eleven distinct but related 

barriers have been identified in the study, which are grouped around four broad themes. This section 

provides an overview of this categorisation, followed by an explanation of each individual barrier and 

recommendations for how the issues identified can be resolved. The analytical frameworks described 

in the preceding chapter are used in conjunction with additional graphics and figures to explain the 

barriers.  

Categorisation of barriers 
 
The barriers to climate finance in South Africa identified through the perception survey are grouped 

into four categories; policy-related, structural, skills & capacity, and fund design. These categories 

were determined from the bottom-up once the individual barriers were identified. The grouping is 

done for the purposes of providing structure and order to the analysis. It is not intended to be 

deterministic as there are a number of linkages amongst individual barriers and across categories. 

Additionally, the number of barriers in each category should not be seen as a definite indicator of the 

relevance or importance of particular barriers, as a single barrier may have a disproportionately high 

or low impact. Table 2 below lists the individual barriers according to the four categories. 

Table 2: categorisation of barriers to climate finance in South Africa 

Category Barrier 

Policy-
related 

1. Misalignment between green economy vision, industrial policy and structure of 
the financial system 

Structural 

2. Barriers in financing early-stage, high risk projects and for moving projects from 
early development stages to commercialisation 

3. Barriers in funding for mid-size projects 

4. Sub-optimal coordination between commercial banks and development finance 
institutions (DFIs) 

Skills & 
capacity 

5. Capacity constraints of implementation partners 

6. Project development skills shortages within project developers 

7. Project sourcing and evaluation skills shortages within commercial banks 

Fund design 

8. Limited focus on non-energy related low-carbon projects 

9. High transaction costs for commercial finance of low-carbon projects  

10. Costs and administrative burden of monitoring, evaluation and reporting 
requirements for concessional finance 

 11. Non-exemption of withholding tax for on-lending of concessionary finance 
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The following sections explain each of the barriers and recommendations for how the issues identified 

can be resolved.  

1. Misalignment between green economy vision, industrial policy and structure of 
the financial system  

 

The perception survey confirmed the findings of the literature review that government policy has a 

significant impact on the funding and implementation of low-carbon projects. A number of 

respondents identified various policy-related barriers to climate finance in South Africa and a key 

trend emerged in the form of a misalignment between the vision for the green economy, the industrial 

policy and the structure of the financial system. 

South Africa’s industrial policy (as contained in the Industrial Policy Action Plan - IPAP2) and the vision 

for the green economy (as contained in the National Development Plan and the National climate 

Change Response strategy) are seen to position South Africa as a technology leader. The implicit 

assumption that such a position contains is that the financial system required to be a technology 

leader exists and works efficiently in all respects.  

However, in practice, there are imperfections in the financial system (as explained through subsequent 

barriers), particularly relating to the funding of early-stage development projects which are core to an 

economy with the aim to be a technology leader. This stems from a shortage of capital for early-stage, 

high-risk technology development due to structural issues in the South African financial system. 

Consequently, the financial system is geared towards an economy that is a fast follower rather than a 

technology leader, and this policy misalignment is seen to stunt the growth of the green economy.  

Figure 6 below shows how this barrier relates to the two core analytical frameworks introduced in 

Chapter 3 relating to the project development lifecycle and the categorisation of projects according to 

scale and risk. 
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Figure 6: misalignment between green economy vision, industrial policy and structure of the financial 

system 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 6 above explains the policy misalignment in terms of the analytical frameworks introduced in 

chapter 3. The top segment of the figure depicts the view of the green economy and industrial policy 

i.e. that the financial instruments required at each stage of the project life cycle exist and work 

efficiently (shown in red) and that all project segments are well funded (shown in blue).  However, the 

bottom segment reflects the reality that only some financial instruments at the advanced stages of the 

project life cycle are well functioning, resulting in gaps in market segments, particularly related to 

early-stage, small-scale, high-risk projects which are core to a technology leading economy in the area 

of a green economy.  

The reasons for this gap are structural in nature. There is a lack of long-term policy direction for the 

development of a green economy, which results in an uncertain future market and hence, 

unpredictable returns for investors. This restricts the ability of funders and technology developers to 

invest in bringing technologies to scale and commercial viability. Whilst these barriers can be partially 

resolved through clear, long-term policy signals, it is also likely that these impediments are a part of a 

natural evolution of the financial system in developing countries and will only fully dissipate with time 

as the financial system as a whole becomes more mature.   

The nature of this barrier entails two broad groups of possible interventions. The first is to reform the 

financial system to activate the sub-optimal segments in a way that serves the national vision of being 

a technology leader. The second is to reform the nature of industrial and green economy policies in 

Source: National Business Initiative & KPMG, 2012 
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South Africa and their alignment to better suit the structure of the financial system. The development 

of specific actions in both regards, which will likely be a mix of various interventions, requires a 

structured multi-stakeholder policy dialogue process, the specific design of which needs to be carefully 

formulated.  

Subsequent sections of this chapter provide further detail of the nature and reasons for these specific 

gaps, with the next section specifically addressing the gap in funding for early-stage projects. 

2. Barriers in financing early-stage, high risk projects and for moving projects 
from early development stages to commercialisation 

 

As introduced in the previous section, there is a shortage of funding available for early-stage, high risk 

projects and for advancing projects towards commercialisation. In terms of the analytical frameworks 

of this report, this corresponds to the early stages of the project lifecycle and to the top left quadrant 

of the market segmentation. This is shown in figure 7 below.  

Figure 7: barriers in financing early-stage, high risk projects and for moving projects from early 

development stages to commercialisation 

 

 

 

 

 

 

 

 

 

 

 

 
 

It is well recognised that breakthrough technologies and new business models are required for the 

accelerated development of the green economy, and such initiatives are typically the preserve of the 

market segments highlighted in figure 7. The perception survey revealed a number of possible causes 

for this deficiency in funding in this area: 

 Commercial banks and private equity companies are typically not willing to assume technology and 

development risks which are inherent  in early-stage, high-risk projects. 

 The venture capital industry in South Africa is very small and nascent. This results in very limited 

funds available to invest ‘at-risk’ in early-stage, high risk projects which typically provide 

breakthrough technologies. Additional research is required to determine why the venture capital 

industry in South Africa remains under-developed.  

Source: National Business Initiative & KPMG, 2012 
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 Grant-based funding, which is often used to fund such projects is limited due to unfavourable 

global economic conditions. Additionally, South Africa’s access to such funding is expected to 

continue to diminish as the country moves into middle-income country status. 

 Start-up entities, which typically develop these types of projects do not have sufficient own capital 

to fund early stage project development or strong enough balance sheets to secure funding from 

commercial banks. 

The key area of focus in removing this barrier is to kick-start a venture capital industry in South Africa. 

The factors impeding its development are likely to be complex and structural and further research is 

required to understand the status quo and prescribe specific actions to unlock greater flows of capital 

to early stage projects. Part of the solution is also likely to lie in the policy dialogues recommended in 

the previous section, highlighting the need to consider the barriers in an integrated manner. 

3. Barriers in funding for mid-size private sector projects 
 

Mid-size low carbon projects face a funding gap similar to small-scale, early stage projects but for a 

number of different reasons. Financiers and project developers typically define mid-size projects as 

being between R50 million and R250 million in value. Such projects tend to be the preserve of 

established private sector companies and are usually found in the middle of the project development 

lifecycle and straddle the middle of the project size spectrum, as shown in figure 8 below. 

Figure 8: barriers in funding for mid-size private sector projects  

 

 

 

 

 

 

 

 

 

There are two broad reasons why there is a funding gap for such projects. Firstly, they tend to not fit 

neatly into a specific market segment. On the one hand, they are too large for the appetite of 

development institutions that provide concessional finance. On the other hand, they are too small to 

make it worthwhile for commercial banks to pursue, who have a pipeline of larger deals where the 

transaction costs and profits are more easily recoverable. Consequently, they often exceed the size 

threshold of dedicated climate investment funds from development agencies and fail to attract 

interest from commercial banks.  

Source: National Business Initiative & KPMG, 2012 
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Secondly, low-carbon projects of this size typically compete with other ‘stay-in-business’ or 

operational projects within companies for a limited pool of investment capital. Whilst such projects 

may still be commercially viable, they often fare poorly in relation to operational projects on criteria 

such as hurdle rates and payback periods (which, in current economic environments are seen to be in 

the region of 2-3 years for large corporations in South Africa). Consequently, they are not allocated 

capital. In these cases, the availability of concessional finance can help improve the viability of such 

investments and improve their relative attractiveness to company investment pools. This is 

represented in figure 9 below, showing how such projects compare in relation to other investment 

proposals in relation to a target payback period. 

 

Figure 9: relative attractiveness of projects according to payback period 

 

 

 

 

 

 

 

 

 

However, even where concessional finance is made available to corporates to help de-risk such 

projects or improve their financial viability, there is a further structural problem impeding the uptake 

of such funds. Concessional debt funding, whilst at better terms than normal commercial finance, still 

represent a liability on company balance sheets. This can potentially result in the weakening of a 

company’s balance sheets and is often unpalatable in tough and uncertain economic environments, 

causing companies to reject taking on concessional finance.  

In such a scenario, companies often look to move such projects off their balance sheet using an Energy 

Saving Company (ESCO) model. This consists of a triangular arrangement between a company hosting 

the project, an ESCO which acts as the project developer, and a financial institution (commercial bank 

or Development Finance Institution - DFI) that provides the funding. The ESCO implements the project 

(energy efficiency projects are typical of such interventions) within the host company’s operations to 

achieve energy savings relative to a historical baseline. The resulting savings are shared between the 

host company and the ESCO, with the latter using these returns to payback the funds received to 

implement the project through the financial institution.  

However, there are factors impeding such arrangements. The balance sheet and length of track record 

for ESCOs often fail to meet the credit requirements of commercial banks, restricting the willingness of 

banks to fund such projects. The banks’ reluctance to lend is exacerbated by the difficulties in 

Source: National Business Initiative & KPMG, 2012 
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accurately measuring and isolating the energy savings that are achieved through the particular 

intervention that is being funded. Often, it is difficult to isolate such savings from the normal course of 

business or other operational interventions, making revenue sharing arrangements between the ESCO 

and the host company difficult, and hence the surety of repayment of bank loans more tenuous. 

Finally, as the energy savings (and hence revenue for the ESCO) often depend on the correct operation 

of the equipment by the host company, the ESCO does not have full control over expected cash flows, 

further increasing the risk of such projects and limiting the appetite of banks to provide funding. This is 

particularly true for cases where the implementation partners are small, non-listed companies  or 

government bodies with capacity constraints.  

It is clear that the gap in funding for mid-size projects is the result of a complex web of inter-related 

factors. There are a number of areas requiring dedicated attention to unlock these barriers. Firstly, 

climate funds from developmental agencies need to consider including mid-size projects from 

corporates within ring-fenced funding lines. The viability of this depends on developing innovative 

ways of balancing the need to fund such projects with the requirements of additionality and high 

visibility of the developmental impact of their investments. Secondly, a financial instrument that 

allows companies to move liabilities presented by concessional finance off their balance sheet needs 

to be developed to increase their appetite to take on such funding. Thirdly, the ESCO model of 

financing and implementing projects need to evolve to overcome the methodological and technical 

barriers impeding greater financing of such initiatives.  

4. Sub-optimal coordination between commercial banks and development finance 
institutions (DFIs) 

 

Commercial banks and development finance institutions (DFIs) are key actors in the financial systems 

of developing countries. These two groups of institutions typically differ in their roles, mandates and 

appetites for lending. Figure 10 below explains these features of both institutions and how they 

typically differ in relation to the analytical frameworks used in this report. 
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Figure 10: features of commercial banks and DFIs 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

Figure 10 highlights key points of difference in the operation and strategy of commercial banks and 

DFIs. Commercial banks typically provide finance for large-scale, commercially viable projects that fulfil 

the banks’ various lending criteria, thus making them ‘bankable’ projects. Consequently, the main 

instruments of funding provided by banks sit towards the right-hand side of the project lifecycle with a 

focus on commercial debt as shown in the top panel of figure 10. This is also represented in the blue 

shaded area of the project segment framework corresponding to the large-scale, low-risk category of 

projects.  

DFIs on the other hand typically aim to fund early-stage, high-risk projects with a large developmental 

impact. Accordingly, the instruments for their funding typically sit towards the left of the project 

development lifecycle in the bottom panel of figure 10, ranging from concessional debt to equity. This 

is also represented in the blue shaded area of the project segment framework corresponding to the 

small to medium scale, high-risk category of projects. However, in cases where DFIs are required by 

governments to be independently financially stable or profitable, they may compete with banks for 

commercially viable projects to balance their portfolio of risky, developmental projects.  

In the South African context of funding for low-carbon projects, the perception survey revealed a 

number of key areas in the relationship between commercial banks and DFIs that are functioning sub-

optimally and which, if resolved could enhance the flow of finance to low-carbon projects. These 

issues and the possible support required in each case are explained individually below: 

 Project selection: A key area requiring better coordination between commercial banks and DFIs is 

the types of projects and market segments that either group of institutions is willing and best 

Source: National Business Initiative & KPMG, 2012 
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placed to provide finance for. The perception survey revealed a concern that DFIs may in some 

cases be operating in market segments that commercial banks are willing and able to provide 

finance for. In these instances, the additionality and developmental impact of DFI funding is 

diminished because the projects could receive funding from commercial banks and the DFI funds 

could be used elsewhere to achieve a higher developmental impact. Such cases may ‘crowd-out’ 

private sector investment, especially in instances where DFIs are able to provide better funding 

terms than commercial banks. Thus, the move of DFIs out of the markets that they create through 

their initial funding up to the point of commercial maturity is not seen to be working effectively at 

present.  

Resolving this issue requires a managed process of dialogue between commercial banks and DFIs 

to clarify the role, mandate and appetites for lending for each institution. This process should 

leverage existing structures of industry co-ordination such as the Banking Association of South 

Africa (BASA). It should also be objective and fact-driven through for example, calculating the 

multiplier of commercial finance and DFI funding in different market segments and use this to 

inform the strategy of various institutions. A key practical step in this regard could entail agreeing 

on a common language and criteria for the evaluation of projects in a way that would allow the 

two groups of institutions to exchange and transition potential funding opportunities amongst 

them and thereby cover the entire project finance value-chain. 

 Term matching: A primary element relating to the structure of any deal relates to the term of 

lending. In the funding of low-carbon projects in South Africa, it is becoming increasingly common 

for deals to be co-financed by commercial banks and DFIs. In these cases, the issue of matching the 

term of lending offered by both parties is particularly important and a barrier in some instances. 

The challenge arises when the terms of lending do not match, thereby lowering the appetite of a 

party to remain invested once the other funding partner has exited the investment.  

The perception survey identified instances where in co-funded deals, commercial banks look to 

exit the investment in a shorter time frame (usually a maximum of 8-10 years) than the total 

period over which funding is required (which may be up to 20 years). This strategy is employed by 

commercial banks in order to manage their risk and exposure positions (which have an impact on 

the cost of capital and profitability of the banks), which increase as the term of lending expands. In 

these instances, the DFI may be looked upon to be the ‘lender of last resort’ but may not have the 

appetite to remain invested once the commercial bank exits due to the impact on the risk of the 

investment. This divergence creates a barrier for the structuring of co-financed deals and limits the 

number of projects and/or the amount of funding available for investment. 

The primary focus of resolving this issue should be on developing a financial product for 

refinancing such investments after a certain term of lending. The refinancing vehicle should allow 

one or both lenders to exit or alter their exposure to the investment whilst still providing certainty 

of funding to the project.  

 Instrument selection: In similar vein to the issue of term matching, there is a need to better 

coordinate the financial instruments that commercial banks and DFIs are willing to invest in during 

the structuring of co-funded deals. The perception survey revealed barriers in the structuring of 
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deals as a fair and equitable split in the transaction. For example, DFIs often provide equity 

financing for the Black Economic Empowerment (BEEE), and mezzanine and subordinated debt 

components of renewable energy transactions. In return, DFIs look to also secure a portion of the 

senior debt to ensure a balanced portfolio of risk and return in their investments. However, 

commercial banks may be unwilling to provide DFIs with a share of the senior debt in order to 

preserve the commercial viability of their investments. These opposing interests create barriers to 

the successful conclusion of a co-funded deal. 

In cases where DFIs are unable to secure an adequate risk-return profile for their portfolio, they 

are forced to limit the amount of equity funding they provide for investments. This creates another 

barrier and potential source of instability in the system. Long-term investors such as pension funds 

are often expected to fill the resulting gap for equity investments. However, equity investments 

may carry high risks, especially for projects involving technologies that are not yet fully matured, 

and this risk profile is typically unsuitable for pension funds. As a result, either the gap remains 

unfilled as pension funds do not invest, or if they do, it may create future instability in the system if 

some equity positions fail.  

In order to resolve this issue, a process of dialogue between commercial banks, DFIs and potential 

equity providers such as public pension fund institution is required to arrive at a mutually 

beneficial arrangement for co-financing deals. The solution may lie in the development of a new 

funding vehicle through financial engineering which can help preserve the commerciality of the 

deal for commercial banks whilst allowing DFIs to secure an adequate risk-return profile on the 

investments and hence, their portfolio. 

 Another priority area of research relates to understanding the nature of competition in the South 

African banking sector, particularly in relation to how low-carbon projects are viewed vis-a-vis 

other opportunities. There is a concern that a lack of competition i.e. too few banks results in an 

inflated cost of lending across the board, which is exacerbated in niche segments such as low-

carbon finance where banks with an established track record of financing deals may have 

undesirable market power. There is a further concern that banks may not be applying the full 

weight of their available resources to improve the financing of low-carbon projects as there is an 

abundance of mainstream projects that provide superior returns. These issues are related to the 

nature of competition in the sector and need to be studied further through targeted research.  

5. Capacity constraints of implementation partners 
 

Partnerships are a common feature of many low-carbon projects because of the multi-faceted 

nature of the green economy. However, in cases where one or more partners in a proposed low-

carbon project have poor capacity or ability to implement, it presents a barrier to securing funding. 

The perception survey revealed that capacity constraints within implementation partners are a 

feature of the South African landscape for low-carbon projects. Figure 11 shows the phases of the 

project lifecycle and market segment matrix that such a barrier affects. 
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Figure 11: capacity constraints of implementation partners 

 

 

 

 

 

 

 

 

 

Figure 11 demonstrates that this barrier relates to venture capital, equity and commercial debt, 

and straddles multiple market segments that are typically served by private finance (commercial 

banks and venture capital). This is because these funders are typically the most sensitive to 

partner risk in making investment decisions. The project needs to demonstrate strong technical 

(typically represented by a long track record) and financial capabilities (typically represented by a 

strong balance sheet) of each partner organisation in the deal.  

However, the perception survey found that often these capabilities are lacking in partner 

organisations in South Africa and hence, the projects are unable to attract commercial funding. For 

example, municipalities are often seen to be poor implementation partners for energy efficiency 

projects due to capacity and skills constraints. Municipalities may sometimes also face a 

fundamental conflict of interest between protecting their revenue source by maximising the sale 

of electricity of customers, and implement energy efficiency projects that would reduce demand 

and with it, the revenue of municipalities. Another barrier exists in relation to projects aiming for 

mass-roll out of new low-carbon energy or transport solutions thatoften do not have technology 

partners with long track records because the technologies used are often quite new. . In these 

cases, whilst some aspects of the project may meet the funding criteria, the lack of ability of 

partner organisations makes the entire project unattractive for commercial funding.  

Efforts to resolve this barrier should be focussed on capacity building of all actors in the low-

carbon landscape. The choice of actors and the focus of capacity building efforts should be 

dictated by an extensive scan of the most relevant implementing institutions. Particular attention 

should be devoted to evaluating the possibility of public support to weak partners through a 

public-private institution or similar capacity building body. These institutions should be the subject 

of a capacity building program to enhance their real and perceived value to low-carbon projects 

and thereby increase the chances of securing commercial funding for projects.  

Source: National Business Initiative & KPMG, 2012 
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6. Project development skills shortages 
 

The decision of commercial banks and to a lesser extent, DFIs to provide funding for projects is 

based on the ‘bankability’ of the project proposal. This refers to the ability of project developers to 

structure and communicate a proposal that meets the lending requirements of the funding 

institution. This in turn, rests on the ability to demonstrate stable and predictable cash flows in the 

form of a robust business plan. The perception survey revealed that these skills are generally 

lacking in developers of low-carbon projects in South Africa.  Figure 12 below shows the areas of 

the project lifecycle and the segments of the market that this affects. 

Figure 12: low bankable feasibility skills in project developers 

  

 
 

 

 

 

 

 

 

 

 
Figure 12 demonstrates that the lack of project bankability skills affects those financial instruments 

in the project lifecycle and market segments that are funded through commercial finance sources. 

The instruments and segments related to DFIs are also included, but to a lesser extent as the 

funding decisions in these cases are influenced by factors other than pure bankability. The 

perception survey revealed that often, low-carbon projects seeking commercial funding have good 

potential for scalable emission reductions but lack the certainty and stability of cash flows to meet 

the criteria of funding institutions. The respondents in the survey attributed these shortcomings to 

the inability of project developers to compose and present effective business plans. 

Actions to unblock this barrier should be focussed on capacity building programmes for project 

developers to increase their ability to turn potentially good project ideas into bankable plans. Such 

capacity building would be best done in conjunction with funding institutions to ensure that the 

most relevant training is delivered to project developers. This can be expected to increase the flow 

of bankable low-carbon project proposals to funding institutions. 

7. Project sourcing and evaluation skills shortages within commercial banks  
 

The skills gap outlined in the previous section is seen to extend to commercial banks and their 

ability to source and evaluate low-carbon project deals. The perception survey revealed that some 

institutions lack the technical skills and capacity to originate new projects from existing and/or 

Source: National Business Initiative & KPMG, 2012 
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new clients. Additionally, the skills shortage may also impair the ability of finance institutions to 

evaluate deals, which may result in mispricing of risk and inappropriate funding decisions. Figure 

13 below outlines how this barrier affects the financial instruments along the project lifecycle and 

the various market segments. 

Figure 13: low project sourcing and evaluation skills in commercial finance institutions 

 

 

 

 

 

 

 

 

 

 

 
 

Figure 13 shows that this barrier relates to the financial instruments and market segments that are 

typically funded by commercial finance providers (banks, private equity companies). The 

perception survey revealed that some of these institutions may lack these skills, especially in the 

case of technologies that may be financially viable but are not yet mainstream. The respondents to 

the study indicated that in some cases, this represents an absolute lack of skills whereby the 

institutions may not have individuals with the required abilities. In other cases, there may be 

individuals that posses the required skills, but internal organisational misalignment prevents them 

from exerting the requisite influence on originating deals and approving finance. This is often 

closely linked with the systems of performance incentives and remuneration within financial 

institutions which tend to reward short-term, immediate deal-flow as opposed to developing the 

long-term capacity of the institution to invest in new markets such as for low-carbon projects. The 

survey also revealed a perceived positive relationship between the skills of institutions and the 

existence of a sustainability strategy i.e. institutions that have a sustainability strategy often have 

and can deploy the required skills, and vice versa. 

Similar to the actions required for alleviating skills shortages within project developers, actions to 

remove this barrier should be centred on focussed capacity building within commercial finance 

institutions. One way to do so is to earmark, for the purpose of capacity building within the bank, a 

portion of concessional funding lines that banks receive from DFIs. This will help integrate capacity 

building with the core function of providing finance for low-carbon projects and in doing so, 

improve the ability of banks to originate and fund additional projects.  

8. Limited focus on non-energy related low-carbon projects  
 

Source: National Business Initiative & KPMG, 2012 
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As outlined in the methodology section of this report, the focus of the study is on all types of 

mitigation projects. However, the perception survey revealed that the majority of climate finance 

for mitigation is focussed on energy-related projects (primarily renewable energy and energy 

efficiency) in the form of concessional funds from DFIs channelled through commercial banks. In 

many instances, these types of projects are commercially viable and hence do not necessarily 

require concessional financing. The concessionary funds could be channelled to other, less 

developed market segments with greater additionality. Figure 14 highlights the barriers this 

creates in the project lifecycle and the different market segments.  

 

Figure 14: ‘low carbon’ predominantly seen as energy efficiency and renewable energy 

 

 

 

 

 

 

 

 

Figure 14 highlights that this barrier relates to the instruments in the project lifecycle typically 

offered by commercial banks in mature project stages. This corresponds to the well developed 

market segment for low-risk, large scale projects, within which fall energy efficiency and 

renewable energy projects. The perception survey revealed that the majority of climate finance for 

mitigation flows through concessionary loans channelled through commercial banks. Often, such 

concessionary funding lines restrict the use of funds for energy efficiency and renewable energy 

projects. In cases where no project types are specified, the funds are generally used to finance 

these categories of projects as they represent the most well developed, low risk market segments. 

This presents a challenge for climate financing as the additionality of the concessional funds can be 

increased by investing in less developed market segments and bringing them to maturity where 

commercial finance can bring them to scale. The concept of the Marginal Abatement Cost (MAC) 

curve introduced in the analytical frameworks for this report provides the basis to demonstrate 

this barrier. The MAC curve is reproduced in figure 15. 

  

Source: National Business Initiative & KPMG, 2012 
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Figure 15: marginal abatement cost (MAC) curve 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The MAC curve shown in figure 15 demonstrates that projects below the horizontal line represent 

a negative cost i.e. they result in positive savings and are typically commercially viable. Whilst the 

values on the curve in figure 15 do not apply to South Africa and a national MAC curve for the 

country is not available, it is expected that many energy efficiency and renewable energy (with 

government support) lie in this commercially viable realm. However, this is also where most of the 

concessional finance is focussed. Yet, it is projects above the horizontal axis and to the right of the 

curve i.e. those with a positive cost of abatement that typically require funding support 

(particularly on concessional terms) to make them financially viable. This is akin to moving projects 

from the right to the left of the MAC curve in order to make them commercially viable and unlock 

flows of private capital. 

There are two main reasons that can explain this observed bias of climate finance towards 

renewable energy and energy efficiency. Firstly, a lack of clear government policy in non-energy 

related sectors such as agriculture, waste and transport increase uncertainty in the returns and 

scale of low-carbon investments in these sectors. Therefore, concessional finance is not focussed 

on these sectors as interest from project developers is low. Secondly, the design of concessional 

credit lines that ring-fence funds for energy efficiency and renewable energy may overestimate 

the amount of support required in this sectors. This may be the result of a top-down approach to 

fund design based on a limited set of information on the low-carbon mitigation potential of 

different sectors.  

 

Source: ClimateWorks Australia team analysis 
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Actions for removing this barrier should be focussed on re-evaluating the methods of fund design 

to test for additionality and provide funding to sectors on a need-based approach. The 

development of a bottom-up national MAC curve would also help guide this selection and channel 

investments into the sectors with the greatest mitigation potential and need for support.  

9. High transaction costs for commercial finance of low-carbon projects 
 

The perception survey revealed a number of related constraints in the low carbon finance system 

which can be grouped under the barrier of high transaction costs. These constraints relate to the 

fact that low-carbon projects are often seen to be too small to attract funders, especially 

commercial banks to invest time in evaluating and progressing deals. Further, as outlined in 

preceding sections, financing institutions often lack the skills and resources required to evaluate 

projects. Consequently, these projects fail to attract funding from commercial banks that would 

increase the maturity of projects and bring them to scale. Additionally, project finance for 

particular projects in South Africa such as renewable energy development under the Independent 

Power Producers (IPPs) scheme needs to be in the local currency i.e. South African Rand. This 

increases the cost for international investors, who are required to enter into foreign exchange 

hedging arrangements and currency swap transactions.  

Figure 16 highlights the areas of the project lifecycle and market segments that this barrier relates 

to. 

Figure 16: lack of a market aggregator for projects 

 

 

 

 

 

 

 

 

Figure 16 shows that this barrier relates to small scale projects that seek financing instruments in 

the project lifecycle that are offered by commercial banks. These instruments are typically used to 

take projects to scale and improve their commercial viability. However, many potential projects 

may not be achieving this scale and maturity because of the high transaction costs due to the 

factors described earlier in this section. This may be exacerbated if the state institutions (such as 

the Technology Innovation Agency in South Africa) that are designed for resolving these early-

stage barriers and reducing the transaction costs are operating sub-optimally due to capacity 

constraints or other barriers. Further research and engagement is required to determine if 

additional institutions are required and/or existing structures can be leveraged more effectively.  

Source: National Business Initiative & KPMG, 2012 
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A primary means of resolving this barrier is to develop a market aggregator. This is an institution 

that aggregates a number of projects that all face similar transaction costs and improve their 

bankability by jointly addressing the hurdles. The form, ownership and mandate of operation of 

such an aggregator varies across different contexts and needs to be defined. Figure 17 provides 

one such proposal for the role of a market aggregator in South Africa and how it relates to the 

source of concessional finance and existing institutional structures. 

Figure 17: proposal for the design of a market aggregator in South Africa 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

Further research is required to confirm the role of a market aggregator in the South African 

context and to clarify the role and mandate of such an institution, for which the proposed design 

in figure 17 above can act as a base. 

10. Costs and administrative burden of Monitoring, Evaluation and Reporting 
requirements for concessional finance 

 
As outlined in preceding sections, concessional credit lines provided by international DFIs to South 

African commercial banks represent a significant share of funding available for low-carbon 

projects. As these credit lines represent public funds from the donor country, they are governed by 

extensive monitoring, evaluation and reporting requirements, which the commercial bank in South 

Africa receiving the funding needs to comply with. However, in some instances, the costs and 

administrative burden of these checks and balances can reduce the attractiveness of these 

international credit lines and cause commercial banks to refrain from adopting them. Figure 18 

below outlines the instruments in the project lifecycle and the market segments that this barrier 

affects. 

  

Source: National Business Initiative & KPMG, 2012 
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Figure 18: costs and administrative burden of monitoring, evaluation and reporting requirements 

for concessional finance 

 

 

 

 

 

 

 

 

Figure 18 demonstrates that this barrier relates to the instruments and market segments typically 

served by commercial banks, as these institutions are responsible for dispensing the concessional 

funds received. When evaluating whether or not to accept a concessional credit line, a commercial 

bank evaluates the total cost of the funding facility, inclusive of all monitoring, evaluation and 

reporting costs. If this net cost is higher than the bank’s marginal cost of capital i.e. the cost at 

which it could source comparable funds from another source, then the bank will not take up the 

concessionary funding on offer. Often, the costs of monitoring, evaluation and reporting attached 

to concessional credit lines pushes their effective cost beyond the banks’ marginal cost of capital 

and hence the concessionary funding facility is not utilised. Figure 19 below explains this point 

further. 

Figure 19: total costs of concessionary credit lines vis-à-vis marginal cost of capital for banks 

 

 

 

 

 

 

 

 

 

 

 

The issue of high M&E costs may take another form in relation to project developers. Those looking to 

access funding are often required to undergo lengthy and onerous procedures to apply for funds 

Source: National Business Initiative & KPMG, 2012 

Source: National Business Initiative & KPMG, 2012 
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without any certainty of funding being awarded and/or the required certifications (such as those from 

the South African Bureau of Standards)  being obtained. In many cases, the criteria for accessing funds 

for low-carbon projects is not clear and the steps that project developers can take to ensure a 

successful application are not immediately apparent. This appears to be an issue specific to low-carbon 

projects, as funding requirements for mainstream projects are generally well established and 

communicated to project developers. This in turn may be a manifestation of limited skills and capacity 

within funding institutions.   

Further, once an application is submitted, project developers often have to wait a long time to receive 

an outcome of their application and for the funds to be awarded. This can place significant pressure on 

the cash flows of project developers who may not have alternative means of keeping their operations 

financially stable in the interim. Even when funds are awarded, the requirements and costs of 

monitoring, reporting and evaluation may exceed the cash flows of the project, further reducing the 

ability of a developer to carry the project using own capital.  

Actions to resolve this barrier need to be addressed through both the providers  and users  of funds. 

There is a need for greater involvement of the private sector in the design of multilateral / public low-

carbon funds. If the monitoring, evaluation and reporting requirements can be standardised across 

different international lenders, it would help to rationalise and spread the costs for a single 

commercial bank accessing multiple concessionary credit lines. The various requirements need to be 

studied, harmonised and adopted across different institutions in order for this benefit to be realised. 

Additionally, capacity building efforts should be directed at commercial banks to help reduce the costs 

and administrative burden of monitoring, evaluation and reporting. This will increase their appetite to 

take on concessionary finance and improve the net position of concessionary funding relative to other 

forms of finance represented by the banks’ marginal cost of capital.  

To address the barriers identified from the perspective of project developers, it is important to 

quantify the exact stage of the project lifecycle where the funding shortfalls lie. This can be the basis 

for the development of financial products or the structuring of finds to provide bridge financing which 

allows project developers to carry the developmental cost without an adverse impact on their cash 

flows.  

11. Non-exemption of withholding tax for on-lending of concessionary finance 
 

As explained in the previous section, commercial banks consider the total cost of a concessionary 

credit line when evaluating different sources of capital. A key influence on this total cost of 

concessionary finance is taxes and specifically, payment of a withholding tax on a transaction where a 

commercial bank on-lends concessionary finance to project developers. Often, the non-exemption 

from the payment of this withholding tax makes concessional credit lines for climate finance unviable 

for commercial banks. The impact of this barrier on instruments in the project development lifecycle 

and market segments is shown in figure 20 . 
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Figure 20: Non-exemption of withholding tax for on-lending of concessionary finance 

 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 20 demonstrates that this barrier relates to the instruments and market segments typically 

served by commercial banks, as these institutions are responsible for dispensing the concessional 

funds received. In South Africa, as per the current interest withholding tax legislation, “interest paid to 

a foreign person in respect of any amount advanced by the foreign person to a bank is not exempt 

from the withholding tax on interest if the amount is advanced in the course of any arrangement, 

transaction, operation or scheme to which the foreign person and any other person are parties and in 

terms of which the bank advances any amount to the other person on the strength of the amount 

advanced by the foreign person to the bank”. This non-exemption from the payment of the 

withholding tax often pushes up the total cost of the concessionary finance and makes it less attractive 

for banks to accept the lines of credit. 

Efforts to resolve this barrier should be focussed at a policy level to engage with government to 

explore ways of climate finance being treated favourably under the withholding tax legislation. 

Alternatively, this non-exemption could be offset by comparable treatment elsewhere in the fiscal and 

monetary regime governing climate finance in South Africa.   

Source: National Business Initiative & KPMG, 2012 
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CHAPTER 5:  Conclusion: directions for future research on private 
sector access to climate finance in South Africa 

 
This study has highlighted eleven barriers to climate finance in South Africa and recommendations for 

the areas of focus for remedial measures in each case. These focus areas need to be validated and 

specific actions tested. A number of common research themes can be drawn from these focus areas 

and are listed below as the key recommendations for future research and action on climate finance in 

South Africa: 

 

 Extending the study of barriers to low-carbon finance to broader ‘green’ projects in Africa: This 

study is focussed on low-carbon mitigation projects in South Africa. However, achieving 

environmental sustainability and development outcomes in a green economy goes beyond 

mitigation to include other environmental and socio-economic issues, particularly in Africa. Efforts 

to expand this study to non-mitigation related green development issues would be a useful 

extension, as would the expansion in the geographical scope of the research to other African 

countries. Similar to the purpose of this study, these broadened initiatives can serve as discussion 

primers and anchors for future research on green development in these sectors and regions.  

 A South African view of the design of the private sector window of the Green Climate Fund 

(GCF): The Green Climate Fund, currently under development through support from international 

climate change negotiations is likely to be a key central coordinating entity for the flow of climate 

finance to developing countries in the future. One of the main delivery channels for the GCF is 

likely to be a private sector window. In the design of the GCF in general, and of the private sector 

window in particular, it is vital that the unique characteristics and needs of the South African 

financial system are taken into account. This will help ensure that the GCF is optimally geared to 

address the barriers and meet the needs of developing countries, for whom the funds are intended 

for use by.  The barriers identified in this study can be built upon to construct a South African view 

of the design of the private sector window of the GCF and communicated to the Managing Board 

of the institution. 
 A facilitated dialogue to improve coordination between commercial banks and DFIs: This study 

highlighted a number of areas where the coordination (or lack thereof) between commercial banks 

and DFIs in the funding of low-carbon projects in South Africa has led to sub-optimal funding 

outcomes. A facilitated dialogue between these institutions in South Africa can assist to resolve 

some of the issues highlighted and enhance their individual and collective contributions to low-

carbon finance. The success of this initiative rests on the ability to provide a solid fact base through 

which to facilitate these discussions. This would include, for example, developing common 

language and methodology for assessing the bankability of various projects and having agreed 

criteria for when institutions can pass on projects to each other. A further guiding principle for 

managing this coordination is to use existing structures and forums such as the Banking 

Association of South Africa (BASA) to ensure an inclusive and transparent process. 
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 Information sharing and capacity building workshops for project developers and financiers: This 

study identified skills shortages across project developers and financiers which act as key barriers 

in the system for low-carbon finance. A series of planned capacity building workshops, individually 

and collectively amongst project developers and funding institutions could help alleviate these 

constraints. The focus and format of this capacity building would need to be tailored to the 

particular group of participants and the skills gaps they face. In addition, or in conjunction with this 

initiative, a managed process of information sharing using case studies could assist to raise 

awareness of available funds and help link bankable projects with funds to be dispensed. This 

could take the form of a facilitated road show with selected participants in specific regions of the 

country, taking account of the availability of funds and the location of potential projects. 

 Analysis of the impact of Basel 3 and Solvency 2 regulations on investments in low-carbon 

projects in South Africa: The perception survey revealed that the advent of Basel 3 banking 

regulations and Solvency 2 regulations for insurance companies is likely to reduce the appetite of 

these institutions to fund low-carbon projects. This is because the risks incumbent in such 

investments, which tend to be of a long-term nature with a high degree of uncertainty, make them 

more expensive for the institutions under the new capital adequacy, liquidity and solvency 

requirements of the regulations. Whilst the survey revealed widespread consensus on this general 

principle, there were no clear indications of the magnitude of the impact and the measures 

available to contain the impact. A study involving the regulators and the covered institutions to 

define the scope of the problem and the available solutions would be a key contribution to the 

understanding of the future appetite of commercial banks and insurance companies for low-

carbon investments.  

 A multi-stakeholder process to align the industrial policy, vision for the green economy and the 

structure of the financial system: A key barrier identified in this study which is at the core of the 

barriers to low-carbon finance in South Africa is the perceived misalignment between the industrial 

policy, vision for the green economy and the structure of the financial system. A multi-stakeholder 

process to align these paradigms and ensure alignment between their objectives and prescribed 

means would be a valuable exercise . This would need to be anchored in core developmental 

frameworks such as the National Development Plan, involve key stakeholders across different 

groups and be based on a solid fact-based understanding of the various components of the 

economy and the role of finance in the green economy. 

 Defining the role of financial innovation in driving low-carbon development: This study found 

that many of the barriers identified could be (at least partially) resolved through financial 

innovation and engineering. This could take the form of new financial products or business models 

that allow improved risk mitigation and improve the financial return for all parties involved. This 

exercise can be based on the experience of providing similar products for the funding of 

mainstream projects and may include insurance products and financial derivatives. An evaluation 

of the role of financial engineering and innovation in unlocking the barriers identified in this study 

would be a useful means of achieving real actions to enhance access to climate finance. 

 Developing a Marginal Abatement Cost (MAC) curve for South Africa: This study demonstrated 

how a MAC curve can help guide investments in low-carbon initiatives in a manner that provides 

the greatest additionality for developmental funds. A national MAC curve for South Africa is not 
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currently available and this represents a significant gap in the collective understanding of 

mitigation potential and key focus areas for low-carbon development. Investments in the 

development of a national MAC curve and subsequently, industry and company level MAC curves 

would be useful in developing the overall fact base to guide low-carbon investments.  

 


