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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 three inter-related objectives. Firstly, identify the perceived 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. Thirdly, enhance the capacity of project developers to
design and implement low-carbon projects 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 desktop research and fieldwork undertaken to answer the
research questions and contextualises the findings within the 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 the 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 the key barriers in access to
climate finance and the respective action(s) required
Chapter 5 concludes the report with recommendations for future research
The Appendix contains the references used in this study

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 around on low-carbon mitigation projects. 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, transactions
with a specific transfer of funds to low-carbon projects. However, indirect policy instruments are
outlined in the context provided in Chapter 2.



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 finance in enabling low-carbon projects and the various instruments used to
channel funding to such initiatives, particularly by the private sector.
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
finance landscape in South Africa.

1

Used to describe research publications produced by non-academic institutions such as multilateral agencies,
companies and business organisations, and think-tanks and consultancies.

These two research techniques were used in an iterative manner. The literature review provided the
initial basis for the structure of the interviews. However, the insights gained in the process of
conducting interviews and analysing results were used to continuously refine and update the scope of
the literature review and the structure of further interviews.

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.
In total, 34 individuals were consulted across various stakeholder groups identified in figure 1.
Figure 1: stakeholder groups consulted for perception survey

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 around 11
barriers and interventions which are outlined in Chapter 4. These barriers can themselves be grouped
around four broad themes of barriers; policy-related, structural, skills & capacity, and fund design.
Chapter 4 provides further detail on this categorisation and the reporting of results.

This format of research and reporting, central to a perception survey, means that no aspect of the
results reported in this document can be attributed to any particular institution or individual. Further,
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 factual accuracy of
information supplied by the respondents cannot be guaranteed, although efforts were made to
corroborate and validate information across interviews wherever possible.
The outputs of the study are intended 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.

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 shows 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.
This study, therefore, is meant to be a living document, and it is hoped that it is kept constantly
updated with fresh insights on project development and new means of funding. Should you have
anything to contribute in this regard, please contact the NBI via the Climate Finance section of their
website (www.nbi.org.za).
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 inform potential project developers and institutions looking to
access funds of 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.
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Cloete, B., Ramgowlan, Y. and Tyler, E., 2011. Synthesis of climate finance report literature to DBSA.
Department of Environmental Affairs.

The tables that follow provide a list of international and local funds, organised according to the
funding institution and the key features of the available fund(s). The references used to source this
information are compiled and contained in the Appendix to this document.

Table 1: Multilateral agencies and funds
Multilateral agencies and funds
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. It comprises two
major funds, and is closely associated with the International Finance Corporation, which focuses on
private sector lending:
Clean Technology Fund
In South Africa the CTF aims to provide R500million of co-financing
support for South Africa’s goals of generating four percent of the
country’s electricity requirements from renewable energy by 2013 and
improving energy efficiency by 12 percent by 2015. Funds are
channelled through Multilateral Development Banks (MDBs). Phase 1
Renewable Energy and Energy Efficiency projects to receive funding
have mostly been identified. Phase 2 of the Investment Plan will focus
on the funding of low carbon transport on the basis of a transport
sector greenhouse gas inventory that the government is currently
undertaking.
Strategic Climate Fund

This consists of three programmes. The Scaling up Renewable Energy
Programme (SREP), The Forest Investment Programme (FIP), and The
Pilot Programme for Climate Resilience (PPCR). The three funds
primarily invest in low-income countries and would generally not be
available for low carbon project development in South Africa. 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.
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. Unlike the CTF and Strategic Climate Fund, the IFC coordinates its
activities with the other institutions of the world bank but is legally and financially independent. One
of the focus areas of IFC is the support of private sector development in sub-Saharan Africa with
investments and advisory services programs.
In addition to the World Bank, the following multilateral programmes and funds exist that are
relevant to financing low-carbon projects in South Africa.
Global
Environmental The GEF is made up of five funds, the main one being the GEF Trust
Facility (GEF)
Fund.
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.

Since 1991 the GEF has provided $11.5billion in grants and leveraged
$57 bilion in co-financing for over 3215 projects in over 165 countries.
It’s Small Grants Programme has made more than 16,000 grants
directly to civil society and community based organisations totalling
more than $653 million.

United
Nations
Development Programme
(UNDP)
United Nations Environment
Programme (UNEP)

Global Energy efficiency and
renewable energy fund
(GEEREF)
Renewable Energy and
Energy
Efficiency
Partnership (REEEP)

The African Development
Bank (AfDB)

The European Investment
Bank (EIB)

African Development Bank
Sustainable Energy Fund for
Africa

Nordic Development Fund
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The GEF Trust Fund is replenished every four years and has received
more than $15 billion in its five replenishments.
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 their key strategic themes.
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
developed and participated in several environment funds described in
this document.
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.
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.
The AfDB acts as an executing agency of the GEF (see below) and 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 loans, equity, guarantees, lines of
credit and underwriting to eligible projects.
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
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
Is operated by the Nordic Development Fund Secretariat and focuses
on grant financing of adaptation and mitigation activities in lowincome developing countries in Africa, Asia and Latin America.
Participating countries are Denmark, Finland, Iceland, Norway and
Sweden.

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

Table 2: Bilateral agencies and funds
Country
Australia

Austria

Canada

Denmark

UK

Finland

Germany

Germany

Bilateral agency
Australian Agency for
International Development
(AusAID)

Description
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.
Austrian Development Agency ADA is the operational unit of the Austrian
(ADA)
Development Cooperation (ADC). It is in charge of
implementing all bilateral programs and projects in
ADC's partner countries. Whilst the primary focus of
the fund is humanitarian, it does support Austrian and
other European Economic Area based companies that
take active measures to improve the social, ecological,
or economic environment in recipient countries.
Canadian International
CIDA is Canada's lead agency for development
Development Agency (CIDA)
assistance which focuses on Increasing food security;
securing the future of children and youth; and
stimulating sustainable economic growth, all of which
are linked to low-carbon growth.
Danish International
DANIDA is Denmark’s development cooperation.
Development Agency
DANIDA has four main focus areas: human rights and
(DANIDA)
democracy; green growth; social progress and stability
and protection. The agency’s ‘Climate Pool’, valued at
DKK500 million in 2012, funds projects related to
climate change and shifting to the green economy
Department for International DFID is the UK’s development agency. DFID focuses on
Development (DFID)
the provision of aid to address climate change and its
link to development. DFID has committed £2.9 billion
of climate finance from within its existing aid
commitments from 2011 to 2015.
Department for International Finland’s development agency engages in bilateral
Development Cooperation
development with a number of African countries. Its
focus areas include sustainable forestry and industry,
water and the environment.
Deutsche Gesellschaft für
GIZ is a federal enterprise that supports the German
Internationale
government in achieving its objectives in the field of
Zusammenarbeit GmbH (GIZ) international
cooperation
for
sustainable
development, including in many African countries, and
funds significant efforts on capacity building for lowcarbon development in South Africa.
German Bank for
KfW is Germany’s development bank with a role to
Reconstruction and
promote partner countries' projects and programs on
Development (Kreditanstalt
sustainable progress in developing and transition
fur Wiederaufbau - KfW)
countries. The current portfolio comprises more than
700 projects in 82 countries. Its investment focus
areas
include
infrastructure,
agriculture,
manufacturing, financial sector and it offers private
enterprises investing in developing countries
appropriate long-term finance: risk capital, equity
capital, mezzanine finance, loans and guarantees.

Germany

International Climate
Initiative (ICI)

France

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

Ireland

Ireland Development
Cooperation

Japan

Japan International
Cooperation Agency (JICA)

Japan

Japan Bank for International
Cooperation (JBIC)

Netherlands

Netherlands Development
Corperation

ICI, through its Energy and Climate Fund supports
climate and biodiversity projects in developing and
newly industrialising countries, as well as countries in
transition. The fund receives funding from carbon
emissions trading and has 120 million Euros available
for use annually for which applications are submitted
in January of each year.
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, including in South Africa.
The Development Cooperation Directorate is
responsible for administering Ireland’s overseas aid
programme. One of its priorities is the reduction of
poverty, inequality and exclusion in developing
countries and a geographic focus on Sub-Saharan
Africa. Its activities include Improving resilience of
vulnerable communities to climate change; promoting
leadership and governance with respect to sustainable
development; supporting research on climate
adaptation and risk reduction.
JICA is Japan’s development agency that aims to
contribute to the development of the global economy
by supporting socioeconomic development, recovery
or economic stability of developing regions. It uses
varied development assistance schemes. JICA's
support to South Africa is primarily focused on: 1)
Promotion of Human Capacity Development and
Infrastructure Development, 2) Promotion of
Participation of vulnerable groups in Social and
Economic Activities, and 3) Promotion of Regional
Development in Southern Africa; all of which are
linked to low-carbon growth.
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, and on
the investment climate in host countries.
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)

Sweden

Swedfund International AB

Sweden

Swedish International
Development Agency (SIDA)

USA

U.S. Agency for International
Development (USAID)

USA

Overseas Private Investment
Corporation (OPIC)

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
and water.
Swedfund provides risk capital, expertise and financial
support for investments in the emerging markets of
Africa, Asia, Latin America and Eastern Europe.
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
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.
The agency has funded 227 Environment and Global
Climate Change projects in Africa.
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.

Table 3: Local agencies and funds dedicated to low-carbon projects
Local funds
Green Fund

Established by the Department of Environmental Affairs and managed
by the Development Bank of Southern Africa, 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 The Green Energy Efficiency Fund is the result of a partnership
Corporation (IDC) Green between the IDC and the German Development Bank (KfW) to fund
Energy Efficiency 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.

Table 4: Local agencies and funds that support broader low-carbon development
Eskom programmes
Rebate Model
Standard Offer

Standard Product

ESCo Funding

Performance contract

This programme provides rebates for solar water heaters (between
R3280 & R8964) and heat pumps (between R3668 & R4320).
Provides a subsidy for: building management systems; hot water
systems; industrial and commercial solar water heating systems;
process optimization; energy efficient lighting technologies; LED
lighting technologies. The payout is based on kWh savings of new
technology and dependant on the type of technology.
Replacement of commonly-used inefficient technologies with energy
efficient equivalents. The payout cap is R750,000 and is paid after
implementation and an auditing procedure has been completed.
Provides rebates for energy efficiency projects that achieve savings of
more than 100kW, including Lighting & HVAC; Hot Water; Demand
Response; Compressed Air; Process Optimisation; and other projects.
Eskom supports ESCo projects by funding up to 100% of the financial
benchmark value for viable energy efficiency projects; the benchmark
value is between R3.9m/MW and R6.3m/MW.
This involves the bulk purchase of energy savings across multiple sites
and technologies through contracting with a single project developer.
Savings eligible for payment need to be between 06h00 and 22h00 on
weekdays – savings outside this period will be compensated at a lower
rate. Rates are to be determined through a competitive bidding
process. The minimum project size is 30GWh over a three year period.

DST and DTI funds
Support Programme for Industrial Innovation
The product process
For the development of new products (that have not been on the
development (PPD) scheme. market) by small companies (total assets below R5 million and a
turnover of less than R13 million as well as total employees of below
50). Financial assistance provided is in the form of a non repayable
grant of between 50% and 85% of the qualifying costs incurred during
the technical development stage with a maximum grant amount of R2
million per project.
Matching Scheme
The Matching Scheme provides financial assistance in the form of a
taxable non-repayable grant of between 50% and 75% (depending on
the shareholding by BEE, women and persons with disabilities) of
qualifying costs incurred in pre-competitive development activity
associated with a specific development project up to a maximum grant
amount of five million Rand (R5 000 000).
Financial assistance under the Matching Scheme is also provided to
large companies on a 50% matching basis. A large company is as
defined in the Small Business Act of 2003 or any act replacing it. The
incentives for BEE and women participation provided under the
Matching Scheme do not apply to large companies.
The Partnership Scheme

Financial assistance under the Partnership Scheme is provided in the
form of a conditionally repayable grant of 50% of the qualifying cost
incurred during development activity with a minimum grant amount of
ten million Rand (R10 000 000) per project, repayable on successful

commercialization of the project.
The Partnership Scheme repayment levy is calculated as the
percentage of the projected value of sales, paid bi-annually, over a
specific number of years (typically for 5 years starting at the first year
of recorded sales) which will give a certain nominal Internal Rate of
Return (IRR). The required IRR is periodically reviewed and is currently
Prime + 3%. The levy percentage and repayment period is set at the
time of the award. In considering support for a project under the
Partnership Scheme, there should be a clear indication of the causality
(additionality) that will follow from the support.
The grant recipient may exit from the agreement at any time after the
final milestone has been reached, subject to the repayment of the
support amount plus such amount that will yield the IRR referred to
above.
The Partnership Scheme is based on similar rules as the Matching
Scheme. There are no BEE incentives under the Scheme.
Manufacturing Competiveness Enhancement Programme (MCEP)
The MCEP is one of the key action programmes of the Industrial Policy Action Plan 2012/13 - 2014/15.
It provides enhanced manufacturing support aimed at encouraging manufacturers to upgrade
production facilities in a manner that sustains employment and maximizes value addition in the short
to medium term. It consists of two sub-programmes, the Production Incentive and the Industrial
Financing Loan Facilities. Only the Production Incentive contains a specific low carbon component.
Production
incentive
- The Production Incentive accounts for 80% (by Rand value) of the
managed by the DTI
MCEP. Grant value is calculated on a ‘MCEP credits’ system, through
which up to 25% of the manufacturing value added is subsidised.
Credits can be applied to any of five sub-components of the
Production Incentive. One of these is for Green Technology and
Resource Efficiency Improvement, which is a cost sharing grant to
support enterprises with green technology upgrades that lead to
cleaner production and energy efficiency.
Critical
Infrastructure This is a cost sharing grant designed to improve critical infrastructure
Programme (CIP) – managed in South Africa. Between 10% and 30% of total development costs of
by the DTI
qualifying infrastructure can be covered by the grant. Infrastructure
for which funds are required is deemed to be ‘critical’ if the
investment would not take place without the said infrastructure or the
said investment would not operate optimally.
This fund is not specifically for low carbon projects, however, certainly
insofar as energy supply is concerned, it could theoretically be
extended to renewable energy projects.
Technology Innovation Funds (Technology Innovation Agency)
Industry Matching Fund
This fund is primarily aimed at driving technology innovations in
companies of all sizes. Funding is typically provided as matched
funding for a royalty or matching loans or preference shares.
Equity Fund
The Equity Fund will invest in fledging companies driving technology
innovations which do not have either the capital to match the TIA’s
investment or the track record and balance sheet to secure loan
finance. Funding is typically provided for equity, or equity in

combination with convertible preference shares.
Development This fund invests in select high potential projects undertaken by
institutions such as SCs and HEIs for pre-competitive and end stage
research and technology development. Applicants are required to
contribute at least 20% of the funding.
Idea Development Fund
This fund provides ‘modest’ amounts of funding to entrepreneurs and
small companies to assist with: patenting costs, technologies being
incubated at any of TIA’s platforms or other infrastructure initiatives,
to lower risk of starting companies, and/or; enable development of a
fundable proposal/business plan. Maximum fund transfer is
R200,000/transaction, except for funding of intellectual property
registration and maintenance costs, where the allowable maximum is
R500,000/transaction.
Technology
Fund

Against the backdrop of climate finance sources and instruments presented in this chapter, the next
section explains the analytical frameworks used to aggregate the authors interpretation of the results
of the perception survey and content of the literature review.

CHAPTER 3: Analytical frameworks
This chapter sets out the analytical frameworks underpinning the reporting of results of the perception
survey. There are four distinct but related frameworks which are used to explain the various findings.
The first two of these frameworks 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 3 below.
Figure 3: financing requirements along the project development lifecycle

Source: National Business Initiative & KPMG, 2012

The content and position of the stages of project development and funding instruments shown in
figure 3 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 lowcarbon 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 twodimensional 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 4: categorisation of projects according to scale and degree of risk

Figure 4 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
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 5 presents the first of the analytical frameworks developed
through this study, relating to the ecosystem of climate finance.
Figure 5: ecosystem of climate finance4

Source: National Business Initiative & KPMG, 2012
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Abbreviations: United Nations Framework Convention on Climate Change (UNFCCC), Global Environment
Facility (GEF), Green Climate Fund (GCF), Development Finance Institution (DFI)

Figure 5 can be understood in the following manner. The different institutional actors are shown in
individual boxes. Their relationships are represented by the pointed 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 (national, provincial and local
government spheres as well as state owned enterprises), 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 5 as it is difficult to capture all possible actors and linkages in
a single picture. Nonetheless, the framework provides a useful point of departure for understanding
the different actors and the flow of resources amongst them. Whilst this framework is not explicitly
referenced in the rest of this report, it remains a primary contribution of this report to the general
understanding of climate finance.

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 /
regional 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 6 that follows
shows the MAC curve framework sourced from the literature for the purposes of this report.

Figure 6: Marginal Abatement cost (MAC) curve framework

Source: ClimateWorks Australia team analysis
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 require financial solutions related to short term 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 frameworks presented in this section to explain the barriers to climate
finance identified through the perception survey.

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 4 below lists the individual barriers according to the four categories.
Table 4: categorisation of barriers to climate finance in South Africa
Category
Policyrelated

Barrier
1. Misalignment between green economy vision, industrial policy and structure of
the financial system
2. Barriers in financing early-stage, high risk projects and for moving projects from
early development stages to commercialisation

Structural

3. Barriers in funding for mid-size projects
4. Sub-optimal coordination between commercial banks and development finance
institutions (DFIs)
5. Capacity constraints of implementation partners

Skills &
capacity

6. Project development skills shortages within project developers
7. Project sourcing and evaluation skills shortages within commercial banks
8. Limited focus on non-energy related low-carbon projects

Fund design

9. High transaction costs for commercial finance of low-carbon projects
10. Design and structure of concessional credit lines
11. Legislative barriers to investing in low-carbon projects

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 in some respects.
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. 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 7 that follows 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.

Figure 7: misalignment between green economy vision, industrial policy and structure of the financial
system

Figure 7 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 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
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 8 below.
Figure 8: barriers in financing early-stage, high risk projects and for moving projects from early
development stages to commercialisation

Source: National Business Initiative & KPMG, 2012
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
highlighted market segments. 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 incumbent in early-stage, high-risk projects. However, at least one
commercial bank participating in this survey indicated a certain willingness to invest in early stage
development for strategic reasons to enter the market, and to secure a share of future more stable
and profitable stages of project development.



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. The reasons for an under-developed venture capital industry are not
immediately clear.



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 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 9 below.
Figure 9: 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.
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 10 that follows, showing how such projects compare in relation to other
investment proposals in relation to a target payback period.

Figure 10: relative attractiveness of projects according to payback period

Source: National Business Initiative & KPMG, 2012
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
represents a liability on company balance sheets. In cases where the intervention for which
concessional finance is applied for is expected to equal or outlast the term of the finance (for example,
if the term of the concessional finance for an energy efficiency intervention is less than the remaining
life of mine), companies may be willing to take on such arrangements. However, for many companies,
taking on concessional finance arrangements 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
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.

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 11 below explains these features of both institutions and how they
typically differ in relation to the analytical frameworks used in this report.
Figure 11: features of commercial banks and DFIs

Source: National Business Initiative & KPMG, 2012
Figure 11 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 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.
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 suboptimally 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
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.
However, in some cases, even commercially viable and standard bankable projects may fail to
receive funding from commercial banks. This is because banks have pre-determined limits on
investments in particular sectors and appetite for specific technologies in order to manage their
exposure across their entire portfolio. Once these limits are reached for a particular time horizon,
even commercially viable projects may fail to secure funding as the bank may not be willing to
allocate additional capital. Investments by DFIs in commercially viable projects under these
scenarios may therefore be appropriate and provide positive externalities for society.
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 a 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
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
carry high risks, especially in renewable energy transactions with a technology risk component, 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 and DFIs 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 riskreturn profile on the investments and hence, their portfolio.

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 lowcarbon 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 12 shows the phases of the
project lifecycle and market segment matrix that such a barrier affects.

Figure 12: capacity constraints of implementation partners

Source: National Business Initiative & KPMG, 2012
Figure 12 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. Similarly, projects aiming for mass-roll out of new
low-carbon energy or transport solutions often do not have technology partners with long track
records because of the nascence of the technologies involved. 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 lowcarbon 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. 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.

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 13 that follows shows the
areas of the project lifecycle and the segments of the market that this affects.

Figure 13: low bankable feasibility skills in project developers

Source: National Business Initiative & KPMG, 2012
Figure 13 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
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
14 that follows outlines how this barrier affects the financial instruments along the project
lifecycle and the various market segments.

Figure 14: low project sourcing and evaluation skills in commercial finance institutions

Source: National Business Initiative & KPMG, 2012
Figure 14 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 do 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. 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
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 15 highlights the barriers this
creates in the project lifecycle and the different market segments.

Figure 15: ‘low carbon’ predominantly seen as energy efficiency and renewable energy

Source: National Business Initiative & KPMG, 2012
Figure 15 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 to 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 16 that follows.

Figure 16: marginal abatement cost (MAC) curve

Source: ClimateWorks Australia team analysis
The MAC curve shown in figure 16 demonstrates that projects below the horizontal line and to the
left of the point of inflexion 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 increases 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.
Actions for resolving 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 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 warrant funders, especially
commercial banks to invest time in evaluating and progressing deals. There is no exact delineation
of what constitutes a small project as commercial banks differ in their strategies, but generally,
renewable energy projects less than 20 MW would be considered small for the purposes of project
finance. Given that at present, the cost per MW of a wind project is approximately R15 million and
that of a solar Photovoltaic (PV) project is R20 million, this implies that projects less than R300 –
R400 million are considered small for the purposes of evaluating the attractiveness of providing
project finance.
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 in order to increase the maturity of projects and bring them to scale. Figure 17 below
highlights the areas of the project lifecycle and market segments that this barrier relates to.
Figure 17: lack of a market aggregator for projects

Figure 17 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.
A potential 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 18 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 18: proposal for the design of a market aggregator in South Africa

Source: National Business Initiative & KPMG, 2012
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 18 above can act as a base.
The limited attraction of those low-carbon projects that are currently classified as too small for the
existing base of commercial banks to pursue may indicate the need for greater competition in this
space. The current mix of local commercial banks as the primary providers of debt financing may
be too limited, thereby keeping the costs of project finance higher than if other providers of
project finance were competing to provide funding. There are some legislative barriers that
restrict participation in the funding of such projects and there may be broader commercial reasons
related to the broader financial system that dictate why there are a limited numbers of finance
providers for low-carbon projects. There is a need for further research to determine the impact of
competition amongst banks on the costs of funding and whether there is a need for active
intervention in this area.

10. Design and structure of concessional credit lines
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 a 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 19
below outlines the instruments in the project lifecycle and the market segments that this barrier
affects.

Figure 19: costs and administrative burden of monitoring, evaluation and reporting requirements
for concessional finance

Source: National Business Initiative & KPMG, 2012
Figure 19 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 20 below explains this point
further.
Figure 20: total costs of concessionary credit lines vis-à-vis marginal cost of capital for banks

Source: National Business Initiative & KPMG, 2012
Actions to resolve this barrier need to be addressed through both the providers (international DFIs)
and users (commercial banks) of 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.
These issues of M&E in concessional credit lines from DFIs points to broader issues requiring attention
in the design of such funding lines. Often, such financing lines are ring-fenced to particular sectors or
technologies for investment in order to maximise the impact and ensure the additionality of the funds.
The survey revealed that some of the institutions that provide on-lending of these credit lines would
prefer less restrictions in the types of projects and sectors they can invest in on the basis that such
ring-fencing reduces efficiency in the use of funds. These practical considerations need to be balanced
with the sound conceptual basis for ring-fencing, prompting a need to closely evaluate the design of
concessional credit lines.
Further, the returns that commercial banks are entitled to make from such investments are often
closely regulated through the agreements with the DFI providing funds. The survey revealed that if
commercial banks were allowed to realise and retain a greater share of the profits from such
investments, it may create additional internal momentum and support for such projects. This may
increase the resources dedicated to future investments in low-carbon areas and bring such projects
into the mainstream investment space and thereby indirectly increase the additionality of the initial
investments by DFIs. However, there is a need to balance these calls for additional flexibility in
realising and retaining profits with the explicit mandate of development funds, once again pointing to
a need to closely evaluate the design of such funding arrangements./

11. Legislative barriers to investing in low-carbon projects
The financial sector and investment environment is highly regulated. In some cases, the nature of
regulation may create barriers for investment in low-carbon projects. Specifically, the advent of Basel
III banking regulation is expected to reduce the appetite of commercial banking institutions to invest in
low-carbon projects. This is because the provisions of the legislation will require banks to hold
additional capital to cover investments in longer term and riskier initiatives, which are often
characteristics of low-carbon projects. For example, renewable energy projects under the IPP
programme in South Africa have a typical lending term of 17 years (plus 3 years grace), which is
significantly higher than the term of usual project finance, which tends to be 8-10 years. Whilst there
have been attempts at a global level to measure the precise impact of Basel III on such investments
and options to mitigate this impact, there has thus far been limited attention paid to this issue in
South Africa, pointing to the need for further research in this field. It is important to note that the
introduction of the Solvency 2 regulation for the insurance sector is expected to have a similar impact
as Basel III. The role of the insurance sector in promoting low-carbon projects is outside the scope of
this study, but presents an important area of future research, especially in relation to the expected
impact of Solvency 2.
A further legislative barrier to undertaking low-carbon investments in the renewable energy sector in
particular concerns the requirement that funding for projects under the IPP programme in South Africa
must be made in the South African Rand (ZAR) currency. Many international commercial banks, for
whom South Africa remains a non-core operating market have United States Dollar (USD)
denominated facilities for investment in the South African market. The need to issue funding in ZAR

and the costs of currency conversion and hedging incumbent in this exercise reduces the
attractiveness of such projects for international players, who hold significant potential as funders of
such projects.
Another key legislative issue in South Africa relates to the system of taxation. 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 onlends 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 21 below.
Figure 21: Non-exemption of withholding tax for on-lending of concessionary finance

Source: National Business Initiative & KPMG, 2012
Figure 21 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.

CHAPTER 5: Conclusions and directions for future research
This study identified 11 barriers to the flow of finance for low-carbon projects in South Africa. Each of
the barriers has specific nuances that require further investigation, as set out in the following section
on suggested directions from future research. However, there are common themes across the barriers,
which can be consolidated and grouped into 4 mega-opportunities to accelerate investments in lowcarbon projects, as follows:
1 Unlock product innovation in the financial sector in relation to the green/low-carbon economy:
There is an opportunity to harness the inherent creativity and innovation of financial markets to
develop financing solutions for the identified barriers. This innovation appears to have thus far
been stifled primarily by a lack of scale, in that the scale of low-carbon financing opportunities is
perceived to be smaller than that for other types of projects, stifling the attention and resources
dedicated to innovation in this space. This lack of scale in turn seems to stem largely from policy
uncertainty and misalignment, as explained in the description of the barriers. Other contributing
factors include the internal organisation of financial institutions which may lead to sub-optimal
coordination between sustainability professionals, project finance teams and credit and risk
committees, and a bias on the part of providers of finance to focus on individual projects rather
than entire systems of initiatives.
Resolving these issues, promoting scale and ultimately unlocking innovation to develop new
financing products involves a number of interventions. Providing sufficiently clear and consistent
policy signals is a key first step to creating sufficient interest amongst financiers. Faced with clearer
policy signals, financial institutions can build skills and capacity across their organisations to
identify and promote opportunities for low-carbon investment. This will involve elements of
reorganisation to improve coordination amongst different decision-making bodies within the
institution, supported by the appropriate incentives and performance management structures that
drive further internal collaboration on low-carbon financing opportunities. Ultimately, the
transition to a low-carbon economy needs to be seen as an opportunity and not just as a risk filter
on investments as is currently the dominant paradigm.
2

Make it easier for new market entrants and improve communication between project
developers and finance institutions: Across the different barriers identified in the study, there
were elements of the system that impede new project developers and inhibit their ability to
develop projects. Due to high transaction costs involved in evaluating low-carbon projects as
investment cases (which in turn are due to the small-scale of many of these projects, high M&E
requirements and lack of skills from project developers), financial institutions tend to focus on
securing new projects from their existing customer base rather than finding new project
developers. This keeps out new market entrants and restricts the flow of new investment
opportunities. In some cases, these new entrants may not be suited to traditional financial
channels such as large banks due to the nature of their projects or the kind of investment required.

To prevent such cases from getting lost in between institutions, there is a need to create a safety
net to capture these opportunities and coordinate their development through the financial system.
This involves elements of educating project developers of the various alternative financing sources
and points to the need for some form of market aggregator or project development support
organisation with a development mandate.
The funding institutions can also promote the development of new market entrants and flow of
projects. Greater clarity on the criteria for accessing financing for low-carbon projects, similar to
how the upfront requirements for applying for traditional project-related funding are set out
would help increase the maturity of funding proposals that institutions receive and filter out
unsuitable projects without wasting costly resources in evaluating proposals. Closely linked to this
is the need to simplify and accelerate the process of selecting projects and awarding funding,
especially in the case of multilateral funding sources. In many cases, the long lead times from the
submission of proposals to a decision on the award of funding can create cash flow problems for
project developers, restricting the number of quality proposals that are put forward. This requires
a careful evaluation of the design of funding lines, keeping in mind the practical constraints for
project developers in applying for funding.
3

Align perceptions of the low carbon economy and work together to resolve structural issues:
Misaligned perceptions of the low-carbon economy, as explained in the policy-related barriers in
Chapter 4 create uncertainties and blockages in the system that impedes the flow of low-carbon
projects. There is an ever-present need for further dialogue (and platforms that enable such
exchange) between different actors across all stakeholder groups to ensure alignment between
the vision for the green economy, the structure of the financial system and the development
pipeline of low-carbon projects. These interactions should reveal the specific barriers which
require dedicated and specific attention and those that will be solved through cooperation and a
multi-stakeholder effort, thereby creating the momentum for action in both cases.
In some cases, there may be the need for dedicated informational resources to align perceptions
and create cooperation. There may be a need for a central agency (public or quasi-public in nature)
that provides a consolidated view of the overall funding landscape and helps match projects to
different public and private sources. This institution, or similar would also help raise the profile of
existing public / quasi-public institutions that already partially fulfil this role, such as the
Technology Innovation Agency (TIA). Ultimately, there is a need to coordinate the vision,
perceptions and actions of different stakeholders on the low-carbon economy and promote
collaboration across institutions and sectors.

4 Drive low-carbon projects into larger companies: Large private sector organisations hold some of
the greatest potential to implement low-carbon projects at scale, yet there are a number of
barriers that limit the uptake of such projects in these institutions. The actual or perceived risk of
such projects is a key influence on the appetite of companies to take them on. This requires the
development of innovative products and investment vehicles to overcome challenges of carrying
risk on company balance sheets and taking on liabilities, as set out in the barriers identified in
Chapter 4. There is also a need to enhance the capacity of implementation partners such as

consultants and project development support institutions that can assist large companies to
develop and implement low-carbon projects at scale.
At a deeper level, there is a need to embed the concepts of sustainability and low-carbon growth
into the strategy of large companies. Doing so sets in motion a mutually reinforcing process of
identifying low-carbon opportunities and creating the internal momentum to investing in such
initiatives. Whilst there is significant development in this regard, these concepts need to be
adopted at greater scale and embedded more deeply within organisations than at present.

Directions for future research
The aim of this study was to be a discussion primer and guide the development of practical solutions
to accelerate investments in low-carbon projects in South Africa. The boundaries of the study, as set
out in Chapter 1 and the complex nature of the findings show that the barriers and opportunities
identified need to be validated further 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 s 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.
Sector-based studies of barriers and opportunities: The findings of the study are applicable to
low-carbon projects across different economic sectors, yet there remains room to identify sectorbased barriers and opportunities for promoting low-carbon finance. In particular, renewable
energy and energy efficiency projects require specific attention, given their significance for lowcarbon growth in South Africa and the fact that they attract the majority of low-carbon finance.
Additionally, non-energy based sectors have thus far attracted limited interest from financiers and
project developers for low-carbon initiatives, pointing to a need to study the specific barriers and
opportunities in these segments in a more targeted manner.
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 lowcarbon 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.











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 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 III 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 lowcarbon 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 at a macro level. 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. Some
financial products in this regard 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
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.
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