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Blended Finance: A Powerful Avenue for Public-Private Collaborations

As we navigate the complexities of the global climate crisis, it becomes clear that innovative solutions are needed.
Thecapacityofblendedfinance tobringtogetherpublicandprivate capitalpresentsapowerfulavenue toaccelerate
the transition to a low-carbon economy. Estimates indicate that achieving net zero by 2050 will require $2.7tn in
global annual investments. Even though that may seem like a large sum of capital, it accounts for only 2.6% of
global GDP. For instance, during the Covid-12 pandemic, the world mobilized about 20% of its GDP to overcome
the health emergencu.

Governments and the public sector cannot tackle this challenge on their own/While the public sector remains the
largest originator of climate finance, the private sector must expand the volume of finance geared towards net
zero. In the UAE, the government pledged $125bn to reach net zero. Nevertheless, it is estimated that the country
willneed $680bn to achieve that milestone. The $555bn gap will need to be originated from the private sector.

Project Pipelines and Pricing Are Keyto Unlock Financing from Banks

A common challenge for commercial banks when financing projects in emerging markets occurs when there is not
a good pipeline of projects, orif thereis a project pipeling, the project’s pricing does not align with the banks’ return
perspective. In certain projects, bankability may be impacted by commercjal feasibility or risky new technologu.
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Two major trends are driving capitalinvestment in Africa

The first trendis technology, enabling precise tracking of installations, capital flows, recipients, and demographics.
The ability to trace anddirect capitaltoitsintended destinationis a significant trend underpinningmost non-publicly
sourced capital flows in Africa. The second trend is the need for climate financing. There is substantial progressin
the carbon credit markets. Although an agreement for Article 6.4 of the Paris Agreement has not been reached
yet, Article 6.2 is up and running. We anticipate significant capital inflows from the US, Europe, Japan, UAE, geared
towards financial solutions backed by carbon credits. The combination of these two trends is contributing to a
substantial increase in climate investments in Africa.

Multilateral agencies and philanthropies can make projects bankable

The World Bank is providing funds for our solar installations in Africa, which/banks can take on as a project off-
taker, as they feel more comfortable with that payment. The rest of the payment comes from clients who are rural
homes in Africa. Despite pauying us in the high @0s, banks do not consider this cash flow worthy. In partnership with
the Climate Policy Initiative (CPI) and Convergence, we credit wrap that cash flow, bringing a guarantee that gives
the cash flow a AAA rating, making it a bankable product.

Philanthropies are becoming risk-takers

Large philanthropies, such as the Bloomberg, Bezos, and Zuckerberg foundations, are becoming more risk—tolerar}t/
than multilateral banks. I\/Iultil\at\erals are receptive to paying for results, but when more creative structures/fe
proposed, philanthropies can pr\d\\/\ide greater support. These organizations take the risk between the ac
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Mobilized climate finance from the public sector alone is not enough.

The Climate Policy Initiative tracks the amount of capital flowinginto climate sectors every year. In 2023, around
$1.2tn of capital was mobilized into climate sectors. However, the capital needed to reach net zero by 2050 is in
the range of $5-7tn. The amount of capital deployed from public sources is not enough. For instance, examining
the combined balance sheets\of all multilateral development banks (MDBs), the total amounts to only $1tn. We
need to attract a massive amount of private capital. The challenge remains around the associated risks to climate
investments. It is possible for developed countries to mobilize the required amounts of capital, as they have a
variety of capital available from both fiscal stimulus, as well as organizations such as venture capitals and private
equity funds that can take positionsin the early stages of technologies in the/climate segments.

Indiais movingin the right direction to mobilize climate finance.

Policumakers and reqgulators are giving very positive signals about the country’s commitment to decarbonize the
economuy. For instance, the amount of capital from the government budget allocated to climate technologies is
massive. Recently, the government announced a subsidy of up to 60% off the capital cost for households that
purchase andinstallrooftop solar PVs. That will help improve the energy quality of India, as /0% of the electricityin
the countryis stillgenerated from coal. Consequently, many households may nolonger rely on the grid to consume
electricity. We expect a massive amount of. capital to be attracted from/foreign investors as well. Nevertheless,
the private sector in India is not ready to provide the necessary amount of capital, as the risk is too high. Blended
finance can play a role in combining public and\private capital to reduce/the risk of projects. Additionally, privaté/
actors expect certain returns on their investments, which they are not able to generate in some sectors from the
climate technology space. Guarantees from blended finance structures could also help address thisissue. /
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Blending public and private financing to accelerate the energy transitionis crucial

Toincrease the penetration of renewablesin the electricity mix of emerging markets from 20-30% up to /70-80%,
weneedtoexploremoreinnovative approachesthatrequireblendedfinance forincreasedadoption.Forexample, we
are currently working on large-scale battery storage projects and promoting them today. However, governments
often prefer to wait five or six\years for battery prices to drop further. Our approach involves collaboration with
several partners, primarily EU governments, which contribute grant tranches for battery projects, lowering costs
for the final of f-taker.

What elements need to be framed to make projects in emerging markets bankable?

It is really about the risk of the projects. For instance, Lebanon faces a significant energy shortage today. Large
renewable energy projects with battery storage could be developed, and the cost would be less than the fuel the
populationis paying for diesel generators. However, these projects are not inherently bankable. Cases like this are
where multilateral and government programs come into play. In Benin, the US Government supported the Benin
Energy Compact, enabling private sector players to carry out investments and generate electricity for the grid,
while a AAA-rated government made payments and provided payment guarantees.

Projectrisks are normally shared among financing parties

The player looking to be the catalyst typically prefers not to assume 100% of the risk. We have seen cases, fgr/
example, where the Swedish Gdernment takes 50% of the risk, and the remaining part is covered by commercial
investors, other government—relé\tgd entities, or impactinvestors.
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