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The features of an NDB give it a unique role 

within the climate finance context 

Development Mandate

•Promotes financing and 
associated market 
development in underserved 
sectors 

Public Sector Entity

•Can interact with different 
levels of governments and 
directly influence policy 

Financial Institution

•Is in the business of 
financing and risk taking, 
particularly in support of LT 
investments 

Catalyst

•Works with private financial 
intermediaries and seeks to 
catalyze 

Project Structurer

•Understands the risks and 
barriers and can influence the 
project structure 

Risk Taker

•Can manage, mitigate and 
assume risks that the private 
sector cannot

Incubator and 
Aggregator

•Can develop innovative and 
catalytic financial  
instruments and can manage 
small scale projects

International Partner 

•Has access to long-term hard 
currency borrowings and 
works closely with the MDBs, 
bilateral DFIs and foreign 
ECAs

Connector

• Has connections to all of the 
relevant public and private 
sector actors
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Increasing the investment into climate-friendly 

projects requires understanding the obstacles

 There are certain obstacles to making investments in 
climate change mitigation projects. Some of these obstacles 
confront the project proponents and some the financiers of 
the projects. 

 Market gaps can take many forms and the reasons for them 
are varied. Market gaps also are not static; they change 
over time and require regular review and testing. 

 Prior to designing solutions, it is crucial to assess not only 
the nature and size of the gap but more importantly its root 
cause. It may be the result of supply-side effects, or of 
demand-side effects.  The challenges may also be due to 
the enabling environment or to particular project factors.
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Some Enabling Challenges 

Enabling 
Challenges 

Lack of awareness of opportunities for climate change mitigation and economic 
benefits

Lack of coordination among main actors 

Lack of knowledge of relevant market actors, including LFIs, technology and 
service providers  
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Some Project Challenges 

Project 
Challenges 

Costs of feasibility studies and project preparation are prohibitive 

Knowledge of sector/technology is lacking

Counterparty risk is too high or  lacks sufficient collateral 

Project lacks sufficient equity 

Transaction size too small or transaction costs too high relative to return for LFI

Long-term liquidity not available to LFI

Transaction size too large for LFI's balance sheet

Credit risk limits reached for obligor or sector 

CDM process not well understood or easy to manage

Monitoring, reporting and verifying properly GHG emissions reductions
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the Enabling Challenges

Possible NDB Solutions
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 Project developers and LFIs need capacity building and awareness campaigns, building on 

key success stories 

Policymakers, LFIs, project developers need to be assembled to create action, and 
synchronize objectives and interests 

Project developers and LFIs need promotion and certification of technology and service 
providers 

Case Study #1: Conducting 
education and awareness 
campaigns to promote the 
development of the 
renewable energy and 
energy efficiency sectors 
(CORFO, Chile) 

Case Study #2: Assuming the 
role of a pivotal player 
between government policy 
makers and project 
proponents and local banks 
(Sociedad Hipotecaria
Federal, Mexico)  

Case Study #3: Helping to 
create a Market Demand 
for New Technologies (FIRA, 
Mexico)
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NDB Solutions to Overcoming Project 

Challenges

Possible NDB Solutions
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LFI may need to co-finance with another local or foreign lender with prior experience in the 
area

LFI not prepared to lend due to quality of credit risk

LFI may need a guarantee form a third party

Case Study #4 & 5: Using grants to 
cover the costs of project 
preparation (Development Bank of 
the Philippines)
Structuring and leading the 
financing of new technologies 
(NAFIN, Mexico)

Case Study #6: Supporting 
Energy Efficiency for small 
scale energy consumers 
through shared savings 
structure 
(BNDES, Brazil) 

Case Study #7: Helping 
LFIs to move into new 
risk areas using 
guarantees (FIRA, 
Mexico)
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NDB Solutions to Overcoming Project 

Challenges

Possible NDB Solutions
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 Project proponents needs additional equity to strengthen balance sheet of the underlying 

project 

LFI may need to bundle a package of projects to achieve economies of scale

LFI may need to access long term funds - in foreign or local currency - to meet project 
requirements 

LFI may need to syndicate transaction

Case Study #8: 
Supporting high 
potential 
technologies through 
venture capital  
(Bancóldex Capital, 
Colombia)

Case Study #9: 
Reducing the 
transactions for small-
sized projects through 
bundling (COFIDE, 
Peru) 

Case Study #10: 
Providing access to 
long-term foreign 
currency loans 
(HBOR, Croatia) 

Case Study #11: 
Financing of large 
wind projects via 
syndicated loan 
market   (BNDES, 
Brazil)
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NDB Solutions to Overcoming Project 

Challenges

Possible NDB Solutions
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LFI may need to transfer risk to a third party to stay within its single obligor/sector  
limits

LFI may not have the appetite to take the latter year credit risks on the project / 
counterparty and needs third party to take the back-end tenors 

Project developer may need guidance and financial support to navigate the process 

Case Study #12: 
Guaranteeing 
commercial banks 
which have reached 
their sector limits  
through risk transfer 
(COFIDE, Peru) 

Case Study #13: 
Offering longer tenor 
support for transactions 
(IDC, South Africa)  

Case Study #14: 
Facilitating the process 
of CDM (Financiera
Rural, Mexico)
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To be the catalyst and “hero” in climate 

finance, NDBs must…… 

1. have a high level and regular interaction with relevant 
policymakers in the country to be able to provide direct 
input into the formulation of the relevant regulatory 
regimes and incentive framework for climate change 
investment projects. 

2. understand the needs of the LFIs in order to develop 
adequate products and services to stimulate investments 
in this area

3. develop new initiatives and instruments to foster demand 
for finance by supporting early-stage project 
development efforts and the provision of seed 
capital to project developers.
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To be the catalyst and “hero” in climate 

finance, NDBs must…… 

4. have dedicated tools to catalyze other private sector 
players to be involved as financiers or risk takers in the 
projects. 

5. have the capacity to develop innovative mechanisms in 
response to well-defined and analyzed market gaps, 
monitoring and adjusting them as changing market 
conditions warrant it. 

6. consider best practices from other NDBs within the 
worldwide development banking community. 

7. identify and focus on the specific sectors and market 
segments with the best potential to have a 
demonstration effect and work systemically on it. 
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To be the catalyst and “hero” in climate 

finance, NDBs must…… 

8. try to learn about the available technologies suitable 
to the range of climate change mitigation possibilities 
within its country. 

9. seek budgetary allocations from the government and 
access to donor funds for specific initiatives that require 
grant funding. 

10.make efforts to develop the market of specialized 
providers of goods and services. 

11. look for wholesaling opportunities for aggregation of 
multiple small-scale projects which can be clustered 
into a single program to help reduce the costs of LFIs. 

12. consider establishing a dedicated climate change unit
within the bank. 


