L

Country Report

Climate Finance
Mapping for NDC
Implementation
in Zambia

N2 CLIMATE e N D C A\
=
%% FINANCE ! V///4

ACCESS .
The Commonwealth (AL ) PARTNERSHIP



Climate Finance Mapping for
NDC Implementation in Zambia

N2
S
The Commonwealth N\
MMMMM NDC))
CLIMATE
FINANCE
ACCESS
HUB

PARTNERSHIP




© Commonwealth Secretariat 2021

Allrights reserved. This publication may be reproduced,
stored in a retrieval system, or transmitted in any form
or by any means, electronic or mechanical, including
photocopying, recording or otherwise provided itis
used only for educational purposes and is not for resale,
and provided full acknowledgement is given to the
Commonwealth Secretariat as the original publisher.

Views and opinions expressed in this publication are

the responsibility of the author and should in no way be
attributed to the institutions to which they are affiliated or
to the Commonwealth Secretariat.

Wherever possible, the Commonwealth Secretariat uses
paper sourced from responsible forests or from sources
that minimise a destructive impact on the environment.

Printed and published by the Commonwealth Secretariat.



Acknowledgements \ ii

Acknowledgements

This study was prepared and led by Dr Othniel Yila, Commonwealth National Climate
Finance Adviser — Zambia. The quality of the report was reviewed and supported

by UnniKrishnan Nair, Head of Climate Change, Commonwealth Secretariat;
Uzoamaka Nwamarah, Adviser, Climate Change Section, Commonwealth
Secretariat; Bilal Anwar, Manager, CCFAH; Sharon Ng'etich, Climate Change Officer,
Commonwealth Secretariat; Henry Jevanic, Assistant Research Officer, Climate
Change Section, Commonwealth Secretariat; Jamella Chesney, Assistant Research
Officer, Climate Change Section, Commonwealth Secretariat; David Kaluba, NDC
CAEP In-Country Coordinator Zambia; Ephraim Shitima, Director, Department of
Climate Change and Natural Resource Management, MLNR Zambia; and Carol
Mwape-Zulu, Commonwealth National Climate Finance Adviser —Namibia. The
communication and design of the report were carried out by the Communication
Division, Commonwealth Secretariat; and administrative support by Andre Schofield,
Operations Officer, Commmonwealth Secretariat.

The author benefited from the comments and suggestions of and collaboration with
climate finance and NDC experts, key government officials, development partners
and business representatives, in interviews and during an online workshop webinar on
18 August 2021 and a validation workshop on 9 September 2021.

The author gratefully acknowledges the role and contribution of other
Commonwealth National Climate Finance Advisers, including Ranga Pallawala — Belize,
Kai Kim Chiang — Seychelles, Katherine Cooke — Fiji, Martin Barriteau — Tonga, Diana
Hinge-Salili— Vanuatu, Ruth Philips-Itty - Saint Lucia, and Sasha Jattansingh — Antigua
and Barbuda, who served as both a springboard and peer-reviewers.

The support and guidance of the NDC Partnership in co-financing this work with the
Commonwealth Secretariat under the Climate Action Enhancement Package (CAEP)
Programme have been greatly appreciated.

Overall Commonwealth NDC CAEP Programme Management by Uzoamaka
Nwamarah, Adviser, Climate Change, the Commonwealth Secretariat.






Table of Contents

Acknowledgements

Abbreviations and Acronyms

Executive Summary

1.

1.1.

1.2.

1.3.

1.4.

2.1.

2.2.

2.3.

2.4.

3.1.

3.2.

Introduction

Background

Justification for climate finance mapping for NDC implementation in Zambia

Objectives of the climate financing mapping in Zambia
Method

1.4.1. Data collection

1.4.2. Dataanalysis

1.4.3. Limitations of the mapping

National Situational Analysis
Zambia's vulnerability

Greenhouse gas context

Policy, legal and institutional frameworks
2.3.1. Policy frameworks

2.3.2. Legalframework

2.3.3. Institutional frameworks

Overview of Zambia's updated NDC landscape

Climate Financing

Historical background

3.1.1. Introduction

3.1.2. United Nations Conference on the Human Environment

3.1.3. Brundtland Commission

3.1.4. United Nations Conference on Environment and Development
3.1.5. Paris Agreement

Global climate finance sources and channels

3.2.1. Introduction

3.2.2. Sources and channels of global climate finance

3.2.3. Public sources and channels

Table of Contents \ v

xiii

10

11

22
22
22
22
22
22
22
24
24
24

24



vi\ Climate Finance Mapping for NDC Implementationin Zambia

3.3.

4.1.

4.2.

5.1.

5.2.

5.3.

6.1.

6.2.

6.3.

6.4.

Domestic sources and channels

3.3.1. Budgetary support

3.3.2. Private sources and channels

3.3.3. Emerging climate finance instruments

The Zambian Climate Finance Landscape

Climate finance in Zambia

4.1.1. The history of Zambia's climate finance co-ordination architecture
4.1.2. Current climate finance co-ordination

Key sources of climate finance tracked

4.2.1. Public sector climate finance

4.2.2. Private sector climate finance

Overview of the Finance Sector and Resources in Zambia
The role of the private sector

5.1.1. The Zambian banking system

5.1.2. The pensions sector

Public sources of finance

5.2.1. Zambia's national development banks

5.2.2. Industrial Development Corporation

5.2.3. The Rural Electrification Authority (REA)

5.2.4. Zambia Development Agency

International finance

5.3.1. Multilateral development banks and bilateral development banks
5.3.2. International climate funds

Mapping the Governance and Co-ordination of Climate
Finance for NDC Implementation in Zambia

Institutional arrangements for NDC implementation
Stakeholder engagement
Building institutional capacity

Climate finance effectiveness at different stages in Zambia

30

31
31
33

35
35
35
36
37
37
40

48
48
49
51
51
51
52
52
53
53
53

54

56
56
56
56

57



7. Financing NDC Implementation for Zambia

7.1. Short-term actions to optimise and enhance mobilisation of funds for NDC
implementation

7.2. Medium- and long-term actions for climate finance towards NDC
implementation in Zambia

7.3. Summary of key actions for Zambia to strengthen financing of its Updated
NDC

8. Conclusion and Recommendations
8.1. Conclusion

8.2. Recommendations

References

Annex 1: Definition of Terms

Annex 2: Guide to Climate Finance Sources for NDC
Implementation

Annex 3: GEF-funded Projects in Zambia

Annex 4: IKI-funded Projects in Zambia

Annex 5: Key Actions to Strengthen NDC Implementation
Annex 6: List of People Consulted

59

59

60

60
64
64
65
68
71

73
77
80
84
90

Table of Contents \ vii






Abbreviations and Acronyms \ ix

Abbreviations and
Acronyms

AER Agro-Ecological Region

AF Adaptation Fund

AFD Agence Francaise de Développement

AfDB African Development Bank

AllB Asian Infrastructure Investment Bank

BAU Business-as-Usual

BDB Bilateral Development Bank

BMUB Federal Ministry for the Environment, Nature Conservation, Building

and Nuclear Safety

BMZ Federal Ministry for Economic Co-operation and Development
BUR Biennial Update Report

CAEP Climate Action Enhancement Package

CBD Convention on Biological Diversity

CCFU Climate Change Facilitation Unit

CCNRMD  Climate Change and Natural Resource Management Department

CDCS Country Development Co-operation Strategy
CFU Climate Funds Update

CIF Climate Investment Funds

COP Conference of the Parties

CPEIR Climate Public Expenditure and Institutional Review
CPI Climate Policy Initiative

CSA Climate-Smart Agriculture

CTF Clean Technology Fund

DAC Development Assistance Committee

Danida Danish International Development Agency
DBZ Development Bank of Zambia

DECC Department of Energy and Climate Change
DFC Debt-for-Climate

DFI Development Finance Institution



x \ Climate Finance Mapping for NDC Implementation in Zambia

DMMU
EBRD
EIB
ESAP
EU
EWS
FCDO
FIP
FOLU
GCF
GDP
GEF
GHG
Glz
IADB
ICCS
ICF
IDC
IFC

IN
INDC
IPPU
ITC
JICA
KfwW
LDCF
LULUCF
MDB
MLNR
MNDP
MoF
MRV
MSMEs
MTENR

Disaster Management and Mitigation Unit
European Bank for Reconstruction and Development
European Investment Bank

Electricity Service Access Project

European Union

Early Warning System

Foreign, Commonwealth & Development Office
Forest Investment Programme
Forestry and Other Land Uses

Green Climate Fund

Gross Domestic Product

Global Environment Facility

Greenhouse Gas

German Corporation for International Cooperation
Inter-American Development Bank

Interim Climate Change Secretariat
International Climate Fund

Industrial Development Corporation
International Finance Corporation
International Climate Initiative

Intended Nationally Determined Contribution
Industrial Products and Product Use
International Trade Centre

Japan International Co-operation Agency
German Development Bank

Least Developed Countries Fund

Land Use, Land Use Changes and Forestry
Multilateral Development Bank

Ministry of Lands and Natural Resources
Ministry of National Development Planning
Ministry of Finance

Measurement, Reporting and Verification
Micro, Small and Medium Enterprises

Ministry of Tourism, Environment and Natural Resources



Abbreviations and Acronyms \ xi

MWDSEP  Ministry of Water Development, Sanitation and
Environmental Protection

NAMA Nationally Appropriate Mitigation Actions
NAPA National Adaptation Programme of Action

NCCRS National Climate Change Response Strategy

NCRE Non-Conventional Renewable Energy

NDA National Designated Authority

NDB National Development Bank

NDC Nationally Determined Contribution

NDP National Development Plan

NFS National Finance Strategy

NGO Non-Governmental Organisation

NPCC National Policy on Climate Change

ODA Official Development Assistance

OECD Organisation for Economic Co-operation and Development
OFP Operational Focal Point

PPCR Pilot Programme for Climate Resilience

PPP Public—Private Partnership

RBCF Results-Based Climate Financing

REA Rural Electrification Authority

REDD Reducing Emissions from Deforestation and Forest Degradation
RET Renewable Energy Technologies

SADC Southern African Development Community

SCCF Special Climate Change Fund

SCF Strategic Climate Fund

SDG Sustainable Development Goal

SFA Sustainable Fisheries and Aquaculture

SFM Sustainable Forestry Management

Sida Swedish International Development Cooperation Agency
SMEs Small and Medium Enterprises

SREP Scaling-up Renewable Energy Programme

SWOT Strengths, Weaknesses, Opportunities, Threats

TNA Technology Needs Assessment

TNC Third National Communication



xii \ Climate Finance Mapping for NDC Implementationin Zambia

UK
UNDP
UNFCCC
us

USA
USAID
ZDA
ZEMA

United Kingdom

United Nations Development Programme

United Nations Framework Convention on Climate Change
United States

United States of America

United States Agency for International Development
Zambia Development Agency

Zambia Environmental Management Authority



Executive Summary \ xiii

Executive Summary

As Zambia moves from Nationally Determined
Contribution (NDC) updating to NDC
implementation, financing the actions required

to meetits NDC targets becomes central. The

full realisation of climate finance is critical to meet
these targets. Hence, Zambia will need to tap all
sources of climate finance available —international
and domestic, public and private.

The total cost of implementing mitigation and
adaptation actions in the Updated NDC for
2021-2030is an overallinvestment estimated

at US$ 50 billion. This NDC is submitted with

a conditional pledge of reducing greenhouse

gas (GHG) emissions by 25 per cent (20,000
GgCO,eq) by 2030 against a base year of 2010
under the business-as-usual (BAU) scenario

with levels of international support prevailing in
2015, or by 47 per cent (38,000 GgCO _eq) with
substantial international support. Zambia will
require international support in the form finance,
investment, technology development and transfer,
and capacity-building to fully realise its intended
contribution. The unprecedented COVID-19 global
pandemic means Zambia must work towards

its commitments to the Paris Agreement at the
same time as managing the significant economic
impacts of the pandemic and its effects onits
people, building back better through green recovery
measures. The effects of the COVID-19 crisis only
increase the need for a more transformative and

catalytic climate finance system to build back better.

Climate finance, therefore, remains a critical
element for achieving climate change-resilient and
low-carbon development (Watson and Schalatek,
2019), as committed to in the Paris Agreement.
The Paris Agreement enshrines a commitment to
building long-term, in-country capacity to address
climate change, particularly for countries with

the least capacity and those that are particularly

vulnerable to the adverse effects of climate change.

Among other things, it aims to make financial flows
more compatible with this transition to low-carbon
and climate-resilient development pathways
(Article 2.1(c)). The aimis to annually mobilise
US$100 billion until 2020 for climate, in favour of
developing countries. A new collective quantitative
target will be defined before 2025.

According to the latest data available on
international climate funds, current volumes of
finance are nowhere near the levels needed to
support the implementation of NDCs, and much
further away from the levels needed to limit global
warming to 1.5-2°C ((Blocher and Mazza, 2021).
Similarly, current estimates of adaptation costs are
much higher than the amounts of funding available
(even assuming an equal allocation between
mitigation and adaptation for the US$100 billion per
year in climate finance) (UNEP, 2016).

Effective implementation of the Updated NDC and
the transition to low-carbon and climate-resilient
development requires the allocation of resources
and the strategic realignment of budgets in both
the public and private sectors through the mapping
of climate finance. The development of a national
climate finance strategy should be among the
priority actions; this is planned for Zambia by

the United Nations Development Programme

in 2021. Core to this climate finance strategy will
be the identification of current climate financing

in Zambia, enhancement of the understanding

of existing investments and the pinpointing of
potential opportunities to facilitate the scaling-up
of climate finance.

A wide range of national institutions, plans,
policies, targets and initiatives related to mitigation
and adaptation exist in Zambia to help achieve
these goals. Many of these existing efforts

are capturedin Zambia's NDC, which includes

five pillars of action: mitigation, adaptation,
capacity-building/strengthening, technology
development and transfer, and finance. In Zambia,
overarching climate change planningis carried
out by the Climate Change and Natural Resource
Management Department.

The Zambian government disbursed
US$139,862,864 in climate change-related
development expenditure for the period 2016—
2018 (Ernst & Young, 2020). This amount included
$132,731,659 (95 per cent) of external resources
from international partners channelled into the
national budget; $7,131,204 (5 per cent) was from
domestic public resources. For the period under
review, there was thus heavy government reliance
on funding from donors. This means that any lack of
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donor support will have a severe adverse impact on
the effectiveness of NDC implementation.

Private actors accounted for an average of US$

2.1 billion of the funds tracked per year during
2017 and 2018; 87 per cent of this investment was
tracked in climate mitigation sectors (clean energy,
energy efficiency and demand-side management).
Commercial investors are the largest source of
private climate investment, accounting for US$

1.1 billion. Corporates, philanthropists/donors,
non-governmental organisations (NGOs) and
households accounted for the remaining 45 per
cent of the tracked private sector investmentsin
this landscape.

This report presents the objectives of and rationale
for the NDC climate finance mapping, an overview
of the climate finance landscape in Zambia and
short-, medium- and long-term actions for

climate finance towards NDC implementation.

The methodological approach used included a
literature review and content analysis of technical,
scientific and policy documents related to NDCs,
green investment and climate finance and
interrogation of data from the Ministries of Finance,
National Development Planning, and Lands and
Natural Resources. In addition, interviews were
conducted with selected experts in climate finance
in government, the private sector and NGOs, and
data was analysed to understand the challenges
and opportunities. A workshop was conducted with
climate finance actors with an interest in this field, to
validate the report. To overcome some of the basic
data deficiencies concerning NDCs, this report
uses case studies to explore more concretely what
potential financial needs may be in different sectors.
Zambia has several opportunities to be a driver of
accelerated action in mobilising climate finance

to implement its Updated NDC. This mapping will
greatly contribute towards this effort.

Key findings

. NDC-aligned projects and climate
finance landscape

Several NDC-aligned projects are being
implemented in different sectors in Zambia by the
public and the private sector (small and medium-
sized enterprises (SMEs) and start-ups. The major
source of climate finance in Zambia is private sector
funding while the top sector recipient is agriculture
(Ernst & Young, 2020).

The successful mobilisation of climate finance in
Zambia is partly attributed to national leadership on
climate politics and policy, dedicated agencies that
support private sector green investments and the
presence of established financial institutions that
are capable of directly accessing climate funds.

. Cross-cutting challenges for public
and private sector involvement in
NDC implementation

Insufficient access to international/dedicated
climate funds: A vast majority of public and
private sector actors in Zambia have had little
success in accessing dedicated climate funds and
concessional green loans. The procedures and
requirements to access these funds and their
involvement and financing of NDC implementation
remain a big challenge. Banks have developed
conservative lending measures, which have

made access to credit a major issue. Private firms
therefore find it hard to access the much-needed
funds to venture into green construction projects.

Overwhelming focus on energy: There are far
fewer non-energy-related low-carbon projectsin
Zambia. While it is justifiable to increase access to
energy to run the economy, more attention should
be paid to other areas with “low-carbon” potential,
especially in sustainable transportation, green
cities, waste management and climate-smart
agribusinesses and forestry.

Knowledge gap and limited skills on climate
change: Public and private business stakeholders
support the country's resilience and transition to
alow-carbon economy by acquiring an in-depth
knowledge of NDC processes and the associated
de-risking of smart investment and financial
instruments. While there has been an advance in
the use of climate models for climate projections,
it appears that the country's private sector actors
possess inadequate capacity to access data on
predicted climate change and to interpret thisin a
manner that informs their strategies and plans. As
a consequence, it is challenging for them to adopt
decisions that favour investment in climate actions
or climate change projects

Weak business case for green investment in
adaptation projects: So far, the business case for
mitigation projects in the energy, forestry, transport,
green cities and waste sectors has been easy to
make. However, it has been difficult to make a good
business case for adaptation, which has made it



difficult to attract private investmentinto such
projects. With more banks and investors requiring
climate-related disclosures, it may become easier
to make a good business case in the future.

Increasing focus on COVID-19 recovery and
decreasing focus on green projects: \While some
NDC and green projects are currently being
implemented in Zambia, the negative impact of
the COVID-19 pandemic in 2020 on Zambia has
obliged the government to temporarily shift its
priorities towards the post-COVID recovery with a
strong focus on the health sector.

Insufficient policy guidance for the private sector’s
climate response efforts: Zambia has put in place
its NDC, national green strategies and policies,

and climate investment plans. The government

has made progress in defining its adaptation and
mitigation strategies. However, the private sector
needs more clarity on specific sectoral laws,
regulations and policies to inform investments.

Low culture of collaboration between the

private sector and the government: Low levels

of engagement between government and private
sector actors are common. This weak engagement
is exacerbated by poor understandings of green
investment concepts and complex national

and international procedures and standards for
green projects.

. Cross-cutting opportunities for private
sector involvement in NDC implementation

Climate-smart agriculture and forestry: Zambia
holds a vast expanse of uncultivated arable land that
can be used to grow food and engage in low-carbon
and climate-resilient agribusiness and forestry.

Renewable energy: Zambia is endowed with
abundant biomass, hydro, solar and wind renewable
energy resources. Investments in these could
account for an 85 per cent share of the 6,000 MW
predicted energy demand in Zambia by 2030.

Green cities, transport and infrastructure: About
50 per cent of Zambians are expected to live in
cities by 2050 and at least three Zambian cities will
have more than a million people each. This provides
private sector investment opportunities in climate-
smart cities, infrastructure and urban transport.

Cross-cutting recommendations

A win-win objective between profit-making by
the private sector and combating climate change
should be established. Itis critical that the Zambian

Executive Summary \ xv

government recognise that the engagement of
the private sector in NDC implementation must be
backed by returns on their investments.

. Access to climate finance could be improved
by developing the capacity of financial
institutions in climate change adaptation and
mitigation and strengthening their credit risk
assessment towards green investments.

This willenhance private sector capacities in
developing integrated/innovative projects,
which have greater potential to succeed than
traditional projects.

. Credit guarantee schemes for climate
change projects may be a way to alleviate
collateral constraints while strengthening
secured transaction laws and making collateral
registries more efficient. This will support
green lending to SMEs without putting
financial stability at risk.

. The best available environmental
management processes and low-carbon
technologies should be integrated by the
private sector within their production units
and value chains. Environmental performance
contracts, carbon audits and eco-labelling
could be used in different provinces.

. Greening COVID-19 financial stimulus
package could support the transition to a low-
carbon and climate-resilient future. These
stimulus packages could provide synergies
with fiscal reforms and incentives to promote
green investments and green jobs.

. The government should build on successful
green projects. Governments should identify
and showcase successfully implemented
low-carbon and/or climate-resilient green
projects. This will build confidence in the minds
of private sector firms and encourage them to
stepinandinvest.

. Economic incentives could be provided to
private firms. Such incentives could encourage
them to switch from business-as-usual to
green projects. For example, in the energy
sector such incentives could be in the form of
feed-In tariff schemes.

Conclusion

The revision and implementation of Zambia's NDC
provides a unique opportunity for the government
to work closely with large private companies
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and SMEs to address cross-cutting and sectoral
challenges and boost green investments and
greenjobs. The process of engagement with the
private sector should be co-ordinated, longin
term, sector-specific and disaggregated to micro,
small, medium and large private sector actors. To
strengthen the private sector contribution to NDC
implementation, the government should see green
investments by the private sector from a business
perspective and not only from the environmental
and development perspectives.

The identification and mobilisation of (new) sources
of finance are critical in the context of moving
towards a low-carbon and climate-resilient pathway
and achieving and even increasing the ambition of
climate change targets as set out in the Updated
NDC, including a national NDC finance strategy for
climate change by 2022.

There is aneed, more than everinlight of the
COVID-19 crisis, to support resource mobilisation.
Even prior to COVID-19, Zambia was already falling
short of the billions required to avoid and adapt

to climate change. And now, with such an altered
monetary and fiscal space, it is even more crucial
to ensure that public and concessional finance are
efficiently utilised and that adequate private capital
is mobilised to shift and remain on a path to net
zero. Greater transparency on financial data by all
key stakeholders will support and ramp up efforts
in this direction. In this context, we need a more
effective national policy response and credible
roadmaps for sectors and provinces. We also

need more details on how NDCs will be achieved
and better metrics on progress, also tracking
implementation of green recovery commitments.



1. Introduction

This report represents the output of a year-long
project focused on supporting the Government of
Zambia in developing a climate finance mapping to
set out how the country can fast-track its transition
to alow-carbon and climate-resilient economy
and effectively implement its Updated Nationally
Determined Contribution (NDC). It was undertaken
in partnership with the Ministry of Lands and
Natural Resources (MLNR), the Ministry of National
Development Planning (MNDP) and the Ministry

of Finance (MoF) Zambia and funded primarily by
the NDC Climate Action Enhancement Package
(CAEP).

Zambia submitted its updated national climate
change commitment — or Updated NDC —for
2030 0n 29 July 2021 —to the United Nations
Framework Convention on Climate Change
(UNFCCC). The Updated NDC includes financial
support as core to the successful implementation
of the NDC.

Zambiaiis at a critical point in its development

and needs to attract and redirect a whole range

of financial resources to transform its economy.
The country faces key challenges related to scarce
public funding; economic and social vulnerability
related to the impacts of the global recession

and falls in commodity prices, especially mineral
commodities such as copper, Zambia's main
export product; and environmental vulnerability
owing to the increasing threat of climate change.!
It also needs to make efficient use of international
resources. This report on the climate finance
mapping is aimed at optimising and enhancing
greater access to and mobilisation of public and
private finance, both domestic and international, for
the Updated NDC implementation.

1.1. Background

NDCs are at the heart of the Paris Agreement. They
embody efforts by each country to reduce national
emissions and adapt to the impacts of climate
change. They are national climate plans highlighting
climate actions, including climate-related targets,

1 AfDB Zambia Economic Outlook 2021: https://www.
afdb.org/en/countries-southern-africa-zambia/zambia-
economic-outlook
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policies and measures that governments seek
toimplementin response to climate change, to
contribute to global climate action and to fulfil

the Paris Agreement. Each country is required to
present the national efforts it plans to take as of
2020 to fulfil the Paris Agreement's most ambitious
objectives. These include keeping the increase in
global temperature to well below 2°C with respect
to the pre-industrial era, with the further aim of
limiting it to 1.5°C; strengthening the capacity to
adapt to the adverse effects of climate change; and
increasing resilience.

For developing countries like Zambia, being able
to deliver their climate commitments under

the Paris Agreement hinges on their ability to
access climate finance. However, identifying

and accessing the right sources of finance is not
always straightforward and countries face several
challenges in unlocking funding.

Over the past decade, Zambia has been
experiencing successive impacts of climate
change resulting in significant socio-economic
losses estimated at 3—4 per cent of gross
domestic product (GDP) annually and impeding
development efforts. The situation is exacerbated
by the country's dependence on climate-sensitive
natural resources. Despite the country's negligible
contribution to global greenhouse gas (GHG)
emissions (less than 0.02 per centin 2018),
Zambia has put in place ambitious policies and
measures to pursue a low-carbon climate-resilient
development pathway to realise Vision 2030 and
the Updated NDC.

Drought and floods are the main climate hazards,
with negative impacts on lives and livelihoods, and
human health increasingly at risk. Extreme climate
events cause significant loss of life and adversely
affect the national economy and threaten security.
In 2020, floods led to the loss of human lives,
displaced more than 430,000 people, including
140,000 children, and closed over 400 schools while
wiping out billions of kwachas worth of roads and
infrastructure and 8,500 ha of crop and drowning
over 4,000 head of livestock.?

2 https://reliefweb.int/disaster/ff-2020-000240-zmb
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MLNR spearheaded the NDC update process
through the Climate Change and Natural Resource
Management Department (CCNRMD), with
support from the United Nations Development
Programme (UNDP) Climate Promise initiative. This
involved comprehensive consultations with various
stakeholder groups, such as those representing
national, provincial and district governments, the
private sector, civil society, gender focal points

and economic sectors, including transport. As

a conseqguence of the COVID-19 pandemic,
extensive consultations were held virtually. The
stakeholder consultations aimed to capture the
progress and challenges associated with sector-
specific actions outlined in the key documents
that support the NDC implementation, such as

the National Climate Change Response Strategy
(NCCRS) and the National Policy on Climate
Change (NPCC). The consultations also intended to
establish multi-level governance and stakeholder
coordination to execute the outlined actions within
the sectors.

The Updated NDC is based on the findings of

the analysis carried out during the NDC updating
process. The analysis provided evidence that,
with substantial support, Zambia can meet and
exceed the initial NDC mitigation target of reducing
emissions by 47 per cent relative to the business-
as-usual (BAU) scenario by 2030. In addition, it
examines climate projections and the associated
impacts before proposing and identifying priority
adaptation actions. It also provides the evidence
base and recommendations for ambition
enhancements in the Updated NDC.

Zambia's Updated NDC includes mitigation and
adaptation components based on its national
circumstances and in line with decisions 1/CP.19
and 1/CP.20. The mitigation co-benefits of the
adaptation actions are included in the mitigation
contribution of the Updated NDC. Zambia will
develop domestic legislation and institutional
frameworks to govern her engagement in market
and non-market mechanisms. Aware that different
gender groups have different vulnerabilities to
climate change and contribute differently as a
result of their respective gender roles, Zambia will
implement the outlined adaptation and mitigation
priorities in a gender-responsive manner.

Zambia's Updated NDC includes both mitigation
and adaptation actions. In terms of mitigation,
Zambia seeks to transforminto a low-carbon

society and reduce its GHG emissions far beyond
30 per cent by 2030 relative to the BAU scenario of
143 MtCO,eq outlinedin the NDC. Achieving this
transformation will require substantial international
and domestic support and investment in finance,
technology development and capacity-building
from the public and private sectors. In terms of
adaptation, Zambia plans to ensure enhanced
resilience to climate change towards attaining
Vision 2030 by mainstreaming climate change

into its medium-term plans and implementing
adaptation actions. Zambia's priority climate
actions fall in the six mitigation sectors set outin
the UNFCCC: agriculture, energy, forestry, industry,
transport and waste. These actions are expected
to support low-carbon sustainable development
and lower GHG emissions and help Zambia meet its
NDC goal of reducing emissions by 47 per cent by
2030 relative to BAU.

1.2. Justification for climate
finance mapping for NDC
implementation in Zambia

For Zambia to meet its climate targets and build
resilience to climate change, finance will need to
be mobilised both domestically and internationally
at scale. The finance required to support the
government's low-carbon and climate-resilient
transition is outlined in Zambia's Updated NDC.

Climate finance is an essential enabling aspect
of global efforts to address climate change.

The Parties to the UNFCCC set the goal to
mobilise US$100 billion per year by 2020 to
support mitigation and adaptation activities

in developing countries. Significant financial
resources from the public and private sectors are
expected to go towards climate action. If Zambia
is to take advantage of these opportunities, the
existing institutional and financial mechanisms
must be strengthened so that resources are
directed efficiently towards national climate

and development priorities. This is the context
in which this climate finance mapping has

been developed.

In December 2020, Zambia's First Biennial Update
Report (BUR1) highlighted that catalysing the
financing and investments required to proceed
towards a low-carbon and climate-resilient
economy remains an important challenge for

the country. The Updated NDC, BUR1 and the
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Table 1. Overview of financial needs for NDC implementation for Zambia

Total
(US$ billion)

Unconditional
share (US$
billion)

Total funding

(US$ per
capita)

Source: Updated Zambia NDC 2021.

Third National Communication (TNC) prioritise
the development of resource and investment
strategies, capacities, mechanisms or instruments
that support and enable the implementation

of climate change responses. They also clearly
recognise the importance of a combined effort
across private, public and blended finance in
achieving national climate change response actions
and identify the opportunity for the financial
sector to mainstream climate change in risk and
investment decisions.

Climate finance is one of the key enablers in
ensuring climate change adaptation and mitigation.
Climate finance covers the entire cycle —from
mobilising resources to using, coding, tracking and
reporting climate change-related expenditures by
government and non-government entities (UNDP,
2019).

From the foregoing, the clear need for and
importance of climate finance mapping and
planning can be stated as follows:

. Tracking and planning public and private
spending and investments and needs at the
country levelis essential for implementing
national climate mitigation and adaptation
strategies and achieving the Paris
Agreement objectives.

Conditional
share (US$
billion)

50 4.215 15 35

Share for
mitigation action | adaptation action
(USS$ billion) (US$ billion)

35 20

Share for

Various mapping exercises have been
instrumental in helping policy-makers
understand who finances what and the extent
to which finance is aligned with country

policy objectives.

. As Zambia embarks on enhancing its NDCs,
climate finance mapping can play a key role in
identifying new ways governments can step
up their climate actions, and finance these
bold new goals.

While mobilising new resources is important,
sois ensuring that existing domestic spending
structures align with climate objectives.

Such coherent domestic spending is

essential to build trust with international
partners and provide the added value of
international support.

Tracking initiatives also contribute to
understanding of how the broader economy
contributes to climate investments, both
positively and negatively, which can help
encourage increased investment.

This mapping is part of the Government of
Zambia's strategic intervention to build climate
finance capacity to better co-ordinate resource
mobilisation and track climate change expenditures.
The goal is to equip all state and non-state agencies

Box 1: Finance and the Paris Agreement

"Developed country Parties shall provide financial resources to assist developing country Parties
with respect to both mitigation and adaptation in continuation of their existing obligations under the

Convention" (Article 9.1).

Finance is primarily covered by Article 9 of the Paris Agreement, which re-establishes the precedent
that developed countries should take the lead for mobilising finance (Article 9.3). Details on the finance
pledged and provided will be biennially communicated by developed countries (Articles 9.5 and 9.7).
Developing countries can also contribute to finance but this obligation is voluntary (Article 9.2). The
provision of financial resources should aim to achieve a balance between adaptation and mitigation
(Article 9.4). Note that Article 6 of the Paris Agreement covers the use of market mechanisms, which
may also provide a source of finance for mitigation and adaptation actions.
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with the requisite skills and knowledge to correctly
identify climate change elements, plan and budget
and mobilise resources, and code and track
expenditures towards adaptation and mitigation,
both as stand-alone initiatives and projects and
within programmes and projects.

1.3. Objectives of the climate
financing mapping in Zambia

The overall objective of the climate mapping

is to optimise and enhance mobilisation of
funding to implement the NDC priority actions,
supporting Zambia to achieve its commitment
under the Paris Agreement. There are five main
strategic objectives:

1. Identify gaps and capacity-building needs for
implementing the NDC.

2. Build awareness and understanding on
instruments and resources available to
support NDC implementation.

3. Enhance mobilisation of funding from public
and private finance sources for NDC by
developing short-, medium- and long-term
action plans for NDC implementation.

4. Obtain a basis for developing a measurement,
reporting and verification (MRV) system.

5. Align NDC priorities with
financing opportunities.

1.4. Method

The approach used in preparing this report
includes a literature review and content analysis of
technical, scientific and policy documents related
to NDCs, greeninvestments, climate finance and
interrogation of data from MoF, MNDP and MLNR.
In addition, interviews with selected expertsin
climate finance in government, the private sector
and non-governmental organisations (NGOs) were
conducted and the data analysed to understand
the challenges and opportunities. A workshop
with representatives of climate finance actors with
an interest in this field was conducted to validate
the report. To overcome some of the basic data
deficiencies concerning NDCs, this report uses
case studies to explore more concretely what
potential financial needs may be in different sectors.
Zambia has several opportunities to be a driver of
accelerated action in mobilising climate finance
toimplement its Updated NDC. This mapping
adds to and contributes greatly towards these
optimistic expectations.

1.4.1. Data collection

The data used in the mappingis based on
secondary and primary sources. Secondary data
collection involved extensive identification and
review of different policy, strategic, scientific,
technical, project and programme documents
and reports. These documents were sourced
from the websites of government agencies and

Figure 1. Objectives of the climate finance mapping

To enhance mobilization of funding from
public, private finance sources for NDC
implementation

Build awareness and understanding on
instruments and resources available to
support NDC implementation

Identify gaps and capacity building
needs for implementing NDCs

To get basis for
developing MRV system

To align NDC priorities with
financing opportunities

to optimize and enhance mobilization of funding to
implement the NOC priority actions

Source: Author
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Table 2. Summary of sources to finance Updated NDC actions

Source of Description Benefits to NDC financing
finance

Domestic public finance

Domestic
government
responsibility

+ Public sector financial resources, raised
and managed by the government by
establishing enabling economic and politi-
cal environment

» Operationalise climate funds to be used
as financing vehicle to channel funds

» Mainstream climate priority actions in the
short-, medium- and long-term plans

International public finance

Bilateral and
multilateral
finances and
climate finance
source

« Public funds provided from developed
countries, including:

« Official development assistance (ODA)

+ Finance instruments including
grants, loans (concessional and non-
concessional), guarantees, insurance
and equity

« Mechanisms including multilateral funds
(such as climate funds and sectoral funds)
and multilateral development banks
(MDBs)

« Climate funds such as Green Climate
Fund (GCF) and Global Environment
Facility (GEF); financing instruments may
include grants, loans (concessional and
non-concessional), insurance, guarantees
and equity

Domestic and international (private sector investments)

Private sector
investment,
green bonds,
public-private
partnerships
(PPPs)

« Includes enterprises (such as companies
and private foundations) and financiers
(such as commercial banks, insurance
companies and investment funds)

- Effective partnerships focus on areas
where private sector and development
interests overlap, producing a public
good; lasting development impact; ben-
efits to private sector/business; shared
risks and rewards; outcomes/benefits to
all parties difficult to achieve alone

Source: Adapted from Parry etal. (2017).

.

Predictable and consistent implemen-
tation of NDC climate actions

Enhances national ownership of cli-
mate actions

Enabling environment to leverage
other sources of financing for adapta-
tion and mitigation

Flexible funding source that presents
significant opportunities to fund both
mitigation and adaptation of NDC
climate priority actions:

Particularly useful for innovation, as
well as enabling activities such as
capacity development, policy and
strengthening of institutions

Climate-focused funds to
support NDC adaptation and mitiga-
tion projects

Multilateral sources can finance imple-
mentation of climate priority actions

Sectoral climate change units in the
ministries can attract climate funds to
finance implementation of adaptation
and mitigation actions

Leverage private sector investments

Financing innovative priority adapta-
tion and mitigation actions

Investment in new business opportu-
nities that support both mitigation and
adaptation and reduce climate risk

For example: Mayfair Insurance
provides weather index insurance cov-
erage to smallholder farmers through
the Farmer Input Support Programme,
Zambia National Farmers' Union and
other local farmer organisations
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NGOs, the private sector, and development and
technical partners implicated in climate change and
development issues in Zambia, among others.?
Google Scholar, Web of Science, the UNFCCC,
dedicated climate change funds (such as the

GCF, GEF and the Climate Investment Funds

(CIF)) and bilateral and multilateral donor agencies
(African Development Bank (AfDB), World Bank,
International Finance Corporation (IFC)) operating in
Zambia. Some of the key national policy documents
analysed included the following:

. Updated Nationally Determined Contribution
(NDC) 2021

. First Biennial Update Report (BUR1) 2020
. Third National Communication (TNC) 2020

. National Policy on Climate Change (NPCC)
2016

. Technology Needs Assessment (TNA) 2013

. Intended Nationally Determined Contribution
(INDC) 2015

. National Climate Change Response Strategy
(NCCRS) 2010

. National Adaptation Programme of Action
(NAPA) 2007

Primary data collection was conducted mainly
through virtual interviews (Zoom, Skype, WhatsApp
and Google Meet), e-mail exchanges, and group
and focus group discussions, owing to the
COVID-19 pandemic situation resulting in the
country's lockdown. Some of the stakeholders
contacted for this study came from the national
government, financial institutions and the private
sector. The primary data collection used an open
questionnaire to guide interviews and discussions
focusing on the project context and objectives

3 Theclimate finance mapping approachis new and cutting-
edge, and as such the literature base is limited. For this
reason, the literature search was wider. It included official
government policy documents; reports frominternational
agencies including the World Bank, the G20 and New Climate
Economy; reports from MDBs; newspaper articles and other
media; reports and publicinformation from companies
andinstitutions; and information provided by stakeholder
group membersincluding association-commissioned
studies, official summary minutes updating project status
and activities, workshop presentations and reports and
policy document drafts. The reference list presents a
comprehensive list of data sources and documents used.

and the key challenges, opportunities and
recommendations for public and private sector
involvement in NDC implementation and green
investmentin Zambia. Primary data collection

was followed by establishment of a high-level
stakeholder group (consisting of the national
government, finance actors, the private sector,
academics and international experts). Through
dialogues with the high-level stakeholder group
emerging policy recommendations were developed.

1.4.2. Dataanalysis

This report used a mix of qualitative and
quantitative data analyses to triangulate different
perspectives from the primary and secondary
data. The analysis also benefited from the author's
many years of wide-ranging experience working

on mapping and broader climate finance, climate
change and sustainable developmentissues in
Southeast Asia, the Pacific and sub-Saharan Africa.
Critical methods used in analysing the secondary
and primary data are summarised below:

. Content analysis. This entailed quantitative
and narrative descriptions of the NDC and
of green investment and the public and
private sector climate finance landscapes in
Zambia. Content analysis of individual reports,
documents and scientific articles helped
capture and summarise trends and findings
across the NDC sectors.

. Interviews. Data collected through
open-ended questions was analysed to
bring out challenges, opportunities and
recommendations regarding the involvement
of the public and private sectorsin the
implementation of the Updated NDC.

. Synthesis. The content of existing external
studies on climate change, climate finance,
the NDC, green investment and the private
sector was aligned with the stated objectives
of this study and findings in these studies
were summarised. In a few cases, the studies
themselves provided a synthesis across
studies to draw more general conclusions.

1.4.3. Limitations of the mapping

Several challenges emerged that should be key
considerations as the mapping was developed.



Access to quantitative data. Thereis alack of
access to and availability of granular data on climate
finance at a country level, as financial information

is often not sub-classified specifically as climate
finance. From the government's side, thereis no
data on NDC financing by the private sectorin
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Confidentiality with financial institutions.
Access to detailed information from financial
institutions is limited because of confidentiality
regulations in the finance sector and the market-
sensitive nature of information. Thisis anissuein
other countries studied.

Zambia, given the absence of a current MRV system
or a country registry for private sector climate
change actions. This is anissue in other countries
studied —and is frequently mentioned in the
literature as a challenge in developing an accurate
assessment of the climate finance landscape.

Changing landscape of interactions with
stakeholders during COVID-19. The mapping
was constrained by COVID-19, which made it
impossible to travel to meet all the stakeholders.
Interactions were limited to phone calls and video
conferences.

Box 2: Zambia's NDC Revision Process

The NDC update process entailed working closely with stakeholders in an inclusive and consultative
manner to update and enhance Zambia's INDC. This is in accordance with Paragraph 22-35 of Decision
1/CP.21 and Decision 4/CMA.1 and its annex. In addition, the process was structured to support
enhancement of mitigation, adaptation and transparent commmunication, together with the alignment
of the NDC with the Sustainable Development Goals (SDGs). The enhancements targeted not only

the mitigation ambitions of the NDC but also the strengthening of the NDC's implementation. The
adaptation component of this NDC draws on the NCCP. Throughout the process, clear communication
was a major consideration, in order to facilitate stakeholder ownership and effective implementation.
Following the guidance provided in "Enhancing NDCs: A Guide to Strengthening National Climate Plans
by 2020"" a clear and inclusive process for NDC enhancement was established. This entailed the review
of relevant national plans, policies and legislation in order to ensure alignment and coherence with

the NDC. Working with a defined work plan, the process was led by MLNR while the co-ordination was
carried out by CCNRMD under MLNR. Stakeholders were identified from various national, provincial
and district government sectors, civil society, academia and the private sector. In-person consultative
workshops were held prior to the COVID-19 restrictions; thereafter, virtual workshops were adopted as
a means of stakeholder engagement.

1 Published by WRIand UNDP, Enhancing NDCs: A Guide to Strengthening National Climate Plans is designed to help
practitioners think through how to structure their country's enhanced NDCs across three dimensions:
1. Strengthening targets to reduce emissions (mitigation),
2. Enhancing climate resilience (adaptation) and
3. Clearly communicating their actions to build trust and facilitate effective implementation.
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2. National Situational Analysis

2.1. Zambia's vulnerability

Zambia is vulnerable to the adverse impacts of
climate change. The average temperature across
entire provinces for the past 100 years shows an
increasing trend. This is believed to increase the
risk of hydro-meteorological disasters, mainly
drought and floods, which make up more than

85 per cent of disasters. These vulnerabilities

to climate change and the threat this poses to
achieving long-term development goals were
recognised in terms of the country's reliance

on hydropower. As a result, Zambia initiated a
concerted national effort to respond to climate
change. This began with the development of the
NCCRS in 2010. This was the first national planning
document dedicated to addressing the threats
posed by climate change and that took advantage
of potential climate change-related opportunities.
The NCCRS identified the need to develop a
comprehensive NPCC.

2.2. Greenhouse gas context

Zambia's GHG emissions total 6.72 MtCOze, which
is only 0.02 per cent of the world's total (45,261
MtCOze). Zambia's GHG emissions, excluding
Land Use, Land Use Changes and Forestry
(LULUCEF), increased by 24.07 MtCO2e between
1990 and 2013. The average annual change in total
emissions during this period was 2.5 per cent, with
sector-specific average annual changes as follows:
agriculture (2.6 per cent), energy (2.6 per cent),
industrial processes (6.3 per cent) and waste (2.6
per cent). Zambia's TNC to the UNFCCC, which
includes a GHG inventory for the period 1995—
2010, shows LULUCF to be a source of emissions
rather than a sink. The TNC shows that LULUCF
activities released an average of 17.2 MtCO,

per year from 1990 to 2010, which it notes to be
consistent with the observed loss of forest coverin
Zambia over the same time. Other government and
international sources have also cited deforestation
in Zambia. Despite the difference in LULUCF
findings, both the TNC and BUR1 show the
agriculture sector to be the leading source of GHG
emissions in Zambia, followed by energy.

2.3. Policy, legal and institutional
frameworks

Implementation of Zambia's Updated NDC

builds on and supports existing action that the
Government of Zambia is taking on climate
change, as well as on other key non-climate-related
strategies and plans. Before considering NDC
implementation in more depth, it is helpful first

to consider how NDC implementation fits with
wider government policy. NDC implementation

is regarded as a vital component in delivering
sustainable and low-carbon growth in Zambia and
meeting a wider raft of objectives and priorities,
including energy access, economic growth,
productivity, poverty reduction and improved quality
of life. In this, it links closely to the SDGs.

2.3.1. Policy frameworks

Zambia's Vision 2030, the long-term national
development blueprint, encapsulates flagship
programmes and projects with adaptation and
mitigation aspects. The NCCRS, developed in
2010, was the first national policy document on
climate change. It aimed to advance the integration
of climate change adaptation and mitigation

into all government planning, budgeting and
development objectives.

To operationalise the NCCRS, the first NPCC (2016)
was prepared in 2015. This gives guidance on

how the Zambian economy can grow sustainably,
thereby fostering smooth implementation of the
Revised 7NDP and the achievement of Vision
2030. The NPCC enables Zambia to realign its
climate-sensitive sectors of the economy and its
society to meet its development goals through
adaptation and mitigation interventions. Its overall
objective is to provide a framework for coordinating
climate change programmes to ensure climate-
resilient and low-carbon development pathways
for sustainable development towards attaining
Zambia's Vision 2030.

Zambia is also in the process of developing its
National Adaptation Plan for long-term adaptation
planning and mainstreaming of climate change
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Zambia submitted its INDC to the UNFCCC on 9 December 2016, which consisted of both mitigation
and adaptation components based on the country's national circumstances. The objective of Zambia's
NDC is to reduce total emissions by 38,000 GgCO,eq by implementing three programmes driven

by Zambia's Climate Response Strategy in the areas of sustainable forest management, sustainable
agriculture and renewable energy and energy efficiency.

Unconditional NDC: 25 per cent emission reduction below BAU by 2030

Conditional NDC: 47 per cent emission reduction below BAU by 2030

Mitigation sectors: Energy, forestry, agriculture, water, town and country planning, sanitation,

transport

Adaptation sectors: Agriculture, water, forestry, energy, wildlife, infrastructure, health

Zambia's NDC Update:

Zambia has enhanced its NDC by broadening the scope of sectors under mitigation by adding transport,
liquid waste and coal (production, transportation and consumption) and by elaborating the adaptation
component of the NDC by developing indicators that will enable the country to track progress on
building resilience in both the human and physical systems and on adaptation actions. In addition,

gender, youth actions and the SDGs are considered.

Meeting the conditional target requires an overall investment estimated at US$35 billion up to 2030,
to be mobilised through new climate finance mechanisms such as the GCF and other climate-related
bilateral, multilateral and domestic financing, including the private sector (UNFCCC, 2020).

Zambia's Updated NDC was developed via a High-Level Dialogue involving key government ministries
combined with a public consultation process. This has helped mainstream discussion of Zambia's
climate change mitigation and adaptation needs in government —and raise awareness of the issues
and opportunities more broadly in society. The next step is to build on this momentum, and working
towards a strategic approach of identifying financing needs and mobilising diverse sources of finance
willempower Zambia to effectively turn these climate commitments into action through creating an

effective climate finance mobilisation.

Climate finance mapping will help Zambia meet its Updated NDC and review progress and potentially
increase its ambition to 2030. This will be particularly relevant in 2025 when countries have to report
their progress. Mapping will also enable Zambia to position itself well to receive international funds from

MDBs and from other sources including the GCF.

into the national development planning process.
This will provide a climate hazard and vulnerability
assessment and set out priority adaptation actions.
The development of 8NDP (2022-2026) is also
underway, and this will take into account climate
change issues.

In addition to Vision 2030 and climate change-
related policies, the country has several sectoral
policies to support the implementation of climate
change adaptation and mitigation actions. The key
policies include the National Policy on Environment
2007, the National Forestry Policy 2014, the
National Energy Policy 2008, the National Agriculture
Policy 2014, the Transport Policy 2002, the National

Strategy for Reducing Emissions from Deforestation
and Forest Degradation 2015, the Second

National Biodiversity Strategy and Action Plan, the
Technology Needs Assessment 2013, Nationally
Appropriate Mitigation Actions (NAMAs) 2014, the
Second National Communication 2015 and the
Third National Communication 2020, among others.

2.3.2. Legal framework

The Zambian government has putin place a
comprehensive legal framework for an integrated
approach to climate change. The sector ministries
regularly review their relevant policies and
legislation, in order to ensure these are in line with
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the objectives of NPCC and other initiatives meant
to tackle climate change. The country is considering
formulating a specific act on climate change.

2.3.3. Institutional frameworks

The NPCC supports and facilitates a co-ordinated
response to climate change issues. It helps realign
climate-sensitive sectors of the economy and
society to meet the country's development goals
through adaptation and mitigation interventions.
The NPCC provides for collaborative efforts by all
stakeholders. The same institutional organisation is
expected for the Updated NDC. The following are
the key stakeholders and their main roles.

The Council of Ministers is the supreme decision-
making body on climate change interventions.

Its composition is identical to the Council of
Ministers responsible for disaster management

as provided for in the Disaster Management Act
No. 13 of 2010, under the minister responsible for
development planning. The Council of Ministers

is chaired by the Office of the Vice President. The
Permanent Secretary of Development Planning
acts as Secretary.

The Steering Committee of Permanent
Secretaries follows the Council of Ministers, as
the Council's main advisory body on policies,

programme co-ordination and implementation.
Itis chaired by the Permanent Secretary in
MNDP. It also comprises Permanent Secretaries
responsible for Housing and Infrastructure
Development; Lands and Natural Resources;
Transport and Communication; Finance; Energy;
Water Development, Sanitation and Environmental
Protection; Communications; Gender; Mines

and Minerals Development; Information and
Broadcasting; Works and Supply; Home Affairs;
Disaster Management and Mitigation; Agriculture;
Local Government; and Health.

The Technical Committee on Climate Change
comprises representatives of relevant ministries
and other key stakeholders representing the private
sector, financial institutions, civil society, research
and academia. Itis chaired by the Permanent
Secretary of MLNR. Its reports to the Steering
Committee of Permanent Secretaries.

MLNR is the lead institution overseeing
implementation of the NPCC and other climate
change-related programmes and activities.

It reports to the Steering Committee of
Permanent Secretaries.

MNDP is responsible for overall co-ordination and
oversight, and mainstreaming of climate changein
national development planning processes.

Figure 2. Institutional framework for co-ordinating climate change and the updated

NDC in Zambia
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Box 4: Genesis of Nationally Determined Contributions

The origins of the Paris Agreement date back to the 17th session of the Conference of Parties
(COP17), held in Durban, South Africa, in 2011, when a process was established to develop a protocol or
other legal instrument under the UNFCCC. Two years later, at COP19 in Warsaw, it became evident that
negotiations towards this instrument would deliver a set of mandates, commitments and processes.
With a view to complementing this agreement with specific actions by countries and building trust
among Parties that all were contributing to global climate goals, the COP invited all Parties to prepare
INDCs and to communicate them before the end of the negotiations process.

At the time, the nature, scope and legal status of commitments and actions under the Paris Agreement
were not clear. It was up to Parties to decide how they intended to contribute to global efforts to address
climate change. By 1 October 2015, 147 Parties had responded to this invitation by communicating,
within their INDCs, their plans to reduce emissions and adapt to climate change through a variety of

targets and actions.

The concepts of “contribution” and "national determination” are reflected in Articles 3 and 4.2 of
the Paris Agreement, which is based on the premise that each government decides, based on its
circumstances and capacities, the actions it will take to contribute to achieving the objectives of the
agreement. The efforts of individual Parties to reduce national emissions should, in aggregate, set
the world on a path to limiting temperature rise to well below 2°C or 1.5°C above pre-industrial levels.
To achieve these goals, net global GHG emissions must decline to zero by 2080-90 or 2060-80,

respectively.

Source: UNDP, UNEP, UNEP DTU & WRI (2020) Implementing Nationally Determined Contributions

(NDCS).

MoF is responsible for resource mobilisation
in line with its mandate. It is responsible for
managing the national budget process, and is
the conduit for all international climate-related
financial inflows.

The Disaster Management and Mitigation Unit
(DMMU) in the Office of the Vice President is
responsible for mobilising and managing disaster
response and recovery resources. Although
charged with responding to all types of disasters,
those arising from climate variability make up the
bulk of its work.

CCNRMD was set up in MLNR to facilitate the
effective implementation of the NPCC and
other programmes associated with climate
change, becoming fully operational on 1 July
2018. The Department acts as a climate
change secretariat, and on co-ordination,
overall oversight and mainstreaming of climate
change in national development planning
processes, in close collaboration with MNDP.
In other words, it is central in co-ordinating

relationships concerning climate change activities,

vertically (with subnational entities and the
legislative arms of the government, including

the Presidency) and horizontally (with other
ministries, departments and agencies). CCNRMD
co-ordinates partnerships and collaboration with
development partners, government agencies,
NGOs, academia and the private sector (BUR1).
Figure 2 presents a diagrammatic summary of the
institutional arrangements.

2.4. Overview of Zambia's updated
NDC landscape

The Government of Zambia aims to reduce

its GHG emissions by 47 per cent, conditional
onincreased support from the international
community. Mitigation actions focus on the
thematic areas of sustainable agriculture,
sustainable forestry, renewable energy and
energy efficiency, transport, liquid waste and coal
(production, transportation and consumption).
Given the country's high vulnerability to climatic
changes, adaptation and resilience-building

are priorities.

The Updated NDC outlines measures summarised
under three goals/programmes: adaptation of
strategic, productive systems (agriculture, wildlife



12\ Climate Finance Mapping for NDC Implementationin Zambia

Table 3. Overview of Zambia's Updated NDC mitigation component

Detail of
mitigation

Ambition of
mitigation
contribution
(unconditional)

Ambition of
mitigation

contribution
(conditional)

High

policy

Medium Low

External financial Willingness to GHG

support required engage in market | mitigation

per capita mechanisms target

High Yes, to meet Yes
target

Table 4. Overview of financial approaches of Updated NDC implementation for Zambia

NDC
investment

Required
investment | needs per
activity/

sector

plan or strategy

No Yes n/a No

and water); adaptation of strategic infrastructure
and health systems; and enhanced capacity-
building, research, technology transfer and finance
for adaptation with indicators that will enable the
country track progress on building resilience in both
human and physical systems and on adaptation
actions. This sets solid foundations for increased
climate action. The UNDC is aligned with Vision
2030 and is mainstreamed in 7NDP 2017-2021.
Moving forward, the government is working with
the NDC Partnership to translate its climate plans
into a three-year results-based partnership plan to
expedite NDC implementation. The government
also aims to enhance its current NDC, improve the
regulatory framework for climate action, improve
co-ordination and MRV systems, and engage the
private sector in climate actions.

The Updated NDC was submitted with a conditional
pledge of reducing GHG emissions by 25 per

cent (20,000 GgCO,eq) by 2030 against a base
year of 2010 under the BAU scenario with limited
international support* or by 47 per cent (38,000
GgCO,eq) with substantial international support.®
Effective NDC implementation will be ensured
through the development and strengthening

Investment | Specified allocation
of domestic or
international funding
per activity

4 Limitedinternational support means the domestic
resources the country is able to mobilise including the
prevailing international resources (BAU resources) the
country was receiving as of 2015, estimated at US$15
billion.

5 Substantialinternational support means adequate
international resources, both bilateral and multilateral
support, estimated at US$35 billion.

Private sector
investment
focus
mentioned

Specific potential
financing sources
identified

Yes Yes

of existing MRV systems to track the progress
of implementation of both the mitigation and
adaptation programmes.

Table 5 summarises the NDC climate change
mitigation sectors, intervention areas and costs of
climate actions for mitigation.

The adaptation measures are extensive and
comprise three goals/programmes and 10 priority
actions. However, no costing has been assigned
for the adaptation measures except for the overall
lump sum of US$20 billion for adaptation.

As mentioned above, Zambia defined a figure
for financing the adaptation component of

its NDC regarding financial needs. According
to interviews, the US$20 billion was identified
through a participatory process, which
included government and non-governmental
stakeholders. It was estimated considering the
past and current losses that the country has
suffered. This is typically how some countries
conservatively estimate their needs, as they
do not often have reliable information about
climate scenarios and projections tailored to their
national circumstances.

Programme 1: Adaptation of strategic
productive systems (agriculture, wildlife, water)

Table 6 shows the actions, activities and co-benefits
of adaptation: Programme 1.

Programme 2: Adaptation of strategic
infrastructure and health systems
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Table 6. Programme 1: Actions, Activities and Co-Benefits of Adaptation

Priority actions Key activities Co-benefits

1. Guaranteed food a. Promote CSA practices through conservation — Poverty reduction

security through agriculture, agroforestry, use of drought- — Increased food security through

diversification and
promotion of climate-
smart agriculture
(CSA) practices for
crop, livestock and
fisheries production
including conserva-
tion of germplasm for
land races and their
wild relatives

. Develop a National
Wildlife Adaptation
Strategy and ensure
its implementation
through supportive
policies, local com-
munity, civil society
and private sector
participation

. Protection and con-
servation of water
catchment areas and
enhanced investment
in water capture,
storage and transfer
(linked to agriculture,
energy, ecological,
industrial and domes-
tic use purposes) in
selected watersheds

9

tolerant varieties, water use efficiency
management and fertiliser use efficiency man-
agement

. Promote crop land races of cassava, maize,
sorghum, finger millet, beans, cowpea and their
wild relatives

. Promote livestock CSA practices through

improved feed management, improved animal
health, improved rangeland management and
use of drought-tolerant breeds

. Promote sustainable aquaculture prac-
tices through improved water management,
improved feeding regimes and the use of
appropriate stocks

. Develop and implement policy incentives for
farm diversification.

. Develop a National Wildlife Adaptation Strategy

. Map and protect wildlife corridors and refuges

. Promote community/public/private partner-

ships in the sustainable management of
wildlife resources

. Enforce equitable benefit-sharing arrange-
ments among government, communities and
the private sector in the management of wildlife
resources

. Promote the protection of catchment forests in

the Zambezi, Kafue and Luangwa watersheds

. Develop management plans for the three focal
landscapes above

. Promote rainwater harvestingin the three

focal landscapes

. Improve water storage through a network of
dams and weirs

. Develop and improve water transfer infrastruc-
ture through canals and piped systems

Adopt and promote integrated water manage-
ment

. Undertake restoration projects

Source: Updated Zambia NDC 2021.

improved agricultural produc-
tion and diversification

— Increased rural household
incomes from diversified
production systems

— Increased soil fertility and
conservation leading to
improved crop productivity

— Improved agro-biodiversi-
ty conservation

— Improved health impacts
as aresult of food security
and nutrition

— Increased livestock produc-
tivity, system resilience and
reduced vulnerability

— Increased fisheries productivity,
system resilience and reduced
vulnerability

— Improved governance of the
wildlife estate

— Increased wildlife system resil-
ience and reduced vulnerability

— Increased income from
tourism-related activities

— Improved water security for
ecological, domestic and
industrial purposes

— Increased hydrological systems
resilience and reduced vulnera-
bility to climate change impacts

— Improved water quality



sal3IAIoR Aoy

1202 DAN elquiez pajepdn :924n0g

y1ieay olignd pue Juswdojaasp

sme| —
2JN30NJIseljul ‘swislsAs uoponposd
Ag Alunwiwiod Aoljod uopes|ieljusdep 8yl Jo uopeiusws|dw] usyibusig
a3 Jo Juswabeurw B|geUIRISNS BY}
8004 03 JUBLLLBMOAIS AYUNWILLOD [890T —  opeujuass|p Uonewolul Wa1sAs Buiuiem A1es Jo Uoeupioo) q poddns o3 sBueyd a3ewi 4O S1O8Y
uolsiap 1B a3 8w 01 Juswiemodws [e207 — SI0128S U3[esy pue aJn1onJIselul ‘SwslsAs aAnonpoid sy uo a3 uo suonosfoid wiisy-buo| pue
s10edw sbueyd 10edwi 1BY1 SIUBAS S1RWID 9SIaAPe JO 90.) Ul sasuodsal Aousb Buiuiem Ajues J0} S9DIAISS UOIT_WIIOLUI
21ew|d a1ebpiw 03 sseupasedaid padueyug —  -JBWIS %OIND 31019 puUe SI9SN pua 8y} O} UOIF_ULIOLU| Aj9WI} SPIACId "B 91eWl|D pas||eJiusdap adueyug 9
wisjueyoawl
UORUIPJOOD [2J0108S pUR [eIUBWIedap-Jaiul Uue ys|igeisy '}
syoeduwi aBueyd ajewd 0} Ayoeded S0UBI|ISaJ 832D UO SIaXIoM Yjeay Joj buipiing-Ajoeded) 1°1 @
aAiRdepe pue adua||iSal SUIS}SAS Ujjesy pasealdou| — sawiwelbold sseuaieme bujwieaisuleuwl 3oNpuod) p
Uajeay uewiny paaoidw| — S|9A9] ||B 1B BDUR||IDAINS Yl|eay uayibuailg D
SO2IAIBS Y1eay JO AlaAep 9ARoayg — K21|0d Y3|BSH [BIUSWIUOIIAUT 8] 8Sljleul{ ‘g o1lo4 UoneUES
S|oA8| UoeuBWIS|dWl pue (-39 ‘sassa004d UoI1ed0| e 824N0Sal ‘'sassaco.d Bujuueld [euoeu pue Ja1ep) pue Ad1jod yijesH
Buiuue|d y10q e SSaUBAIIDBYSD ~1SOD pue ADUSIDL}S ‘uoIsinad pue uoiewlo) Aojjod ‘bs) saroljod 891yl 8y3 03Ul oI} [eaUBWIUOIIAUT ADI|04 YieaH [euoineN
ul buiynsau saoljod pasiuowIey/PajeuIpIO-00) — -e1depe abueyd a1ewd buiweaisuiew 4oy syuiod Aijus Ajyusp| e a1 ul 9bueyd 918w WeaSul|A ‘G
Juswdojansp [euoneu
paoue|eqg 8J0W pue uoionpal AjJaaod paseasou| —
9JNIONJISBILUI JOJ SISO 9dURUDIUIRW PAONPaY —
uonuanald
J3sesip ybnoayy spiezey Aja4es uewny paonpay  —
sgol psj|s-moj
pue -ybiy y10g ‘uswAo|dwa Jo uoness) —
s1oedwl| pue SUOISSIWS H) paonpay — S|oAS| A1}
S)OI|JUOD OSN PUR| POPIOAY —  -BAISIUILIPE ||B 38 8JNJONJISeIUl J10) SWsISAS Buiojuow aroidwl| p
K)ISJIOAIPOI] JO UOIBAIBSUOD) —  S1oeduwil abueyd a1ewd 1sulebe ainjoniiseliul pienbajes o3 spae
uonE UBWdWI 0} S80IN0Sal JO JusWUBe Jibejeng —  -PUEIS PUe SSPOD UONDNIISUOD [EUONEN SU) 82I0JUS PUB 8SINeY D S RAS SIS TSR
SSBUSAND2119-1S0D puUe ADUSIDJS ‘UoeIoge]|0d sue|d asn pue| buipuiq Ajlebs| s1e3j1oey 03 pue $32UN0Ssal [ednjeu Jo Juswsbeuew
ur buinsai sppas| buluueld leuoreu pue jeuoibai $8N3oN.3S pUe sUoBNISUI (BP0 o3ul buluueld esn pue|e1eibeiul ‘9 ggeuiersns yim sjgneduwios Buuueld
“1013SIp ‘|eJ0309s 1e suejd asn pue| pasiuowlIRH  — aullepIng buluue|d 8sn pueT [euoneN dojpasq ‘e 8snh pue| pajeibaiul 8SIeUOANIASU| 1

suoiyoe A&juold

18\ Climate Finance Mapping for NDC Implementationin Zambia

S1yaUag-0)

Swa3sAS YyjjeaH pue aJinjonJisedju| o16a3e43s Jo uonjeydepy :z swweuaboud ‘7 a|qel



2. National Situational Analysis \ 19

(penunuo))
salbojouyDa] Ja1em SNOLIBA Ul S||IXS [220] paAcidu|
SaISNpUI pUe SPjoyasnoy 4oy S|jig A}|13N Jo1em padnpay

uoljejlues pue
SSa00e Ases Yaiem uea|d Wolj syoedudl yjjeay paaoidul

Aoeded uonebiul
pasueyua ybnoayi Ayiainonpoud jeinynoube paacidu)

uonelssuab us
-modoupAy pasueyus ybnoiyl A1unoas Abiaus paaocidu)

A1IN2as Ja1em pasealou|

uononpal Ajuanod pasealoul 03 buipes| uopeald Juswiojduwug

s1oeduwi abueyD S1BWID PUB SUOISSILUS HH ) paonpay

SUOPLDO| UlR1IaD 01 dYjoads sasuodsal
a1elidoidde pue swaisAs uonewlosul buiuiem Ajjes paroidull

sioxew-Aojjod pue siauue|d Heis
UOISUSIX® ‘SBIHUNUILIOD [220] ‘Siauuie) Ag suoisioap paroidu|

abueyd a1ew|d Jo aoe} Ul 9bueyd |euonesiuebio Jo buipueis
-Japun pasealou| 01 Buimo JusuIebeuRW [BI0108S paAcIdull

uoloe aAIsod (passasse)
pue SMT ‘V4S ‘NAS VS U0 Ssausieme djignd pasea.ou

sdnoub 19b.e]
Buowie senoeded aandepe pue eouUsl|ISa) pasLaIdU|

sdnoub 19b.e)

SWIBYSAS BulIojiuoW Ja3em aoeins pue punoJb ysijgeiss

|lenuaod pue s3NsaJ JusLUsSsasse
BU1 UO paseq sabojouyda] Ja1em snoeA ay3 Juasws|dul

|| pue
| SYTV Ul STUBWISSaSSe Ayljige|ieAe/310uap Jo3em 10Npuol)

AjopIm S1NsaJ YoJeasal 21eullassI(

(‘018 ‘sainseaw

uoneidepe oyoads A||eoo| s1endoidde pue suoiIpuod
J1eWI[D-0JDIUW ‘S|003 DUI0ads-10108s ‘saydeoldde
JBP|OYS3L]S ‘S|00] UOISIOaP ‘SOLBUSIS JJLUOUO0DS-0[00S
‘'senbjuyos] bujeosumop syewl|d ‘6'9) (|| pue | SYIV
Ajle1oadsa) suoibal |ea1boj0d9-0.4be 82143 S BIGUUEZ Ul SO

-Jeusos uoneidepe oyjoads Ajje20| UO YJeasal 1oNpuoy)

JuswWabeurW 5BURYD UO SI0109S JURAS|SJ
Ul Juswsbeuew s|ppiw pue doy Jo) Bujuies] 1oNpuo)

SM3I pue | 34 'V4S ‘W4S VSO ‘ebueyd

a1ew|d> uo subleduied ssauaieme dlignd 310Npuo?) -

Bbuiuue|d ebueyo
S1eWlo pue SMT | I 'V4S NS 'YSO Uo JJels [ed

sasodund

[eLISNpuUl pue aimnoube
‘ployasnoy 4oy Juswsbeuew ajge
-ulesns pue uonebiul ‘bulpAoau
‘sbuiaes 1oy saibojouydal Jajep) ‘g

bulu

-ue|d sbueyo s3ewW|d pue JusW
-obeuew abueyd (SMT) SWa3SAS
Buiuiem Aues ‘(| 3Y) selbojouyosy
ABisus s|gemausi ‘(Y4S) 8.nnd
-enbe pue sslsysy s|geureisns
‘(IN4S) Juswisbeuew 158104 9|ge
-UIB3ISNS ‘(YSD) 2N} noLbe Jews

Buowue s|jixs pue abpajmous uoeidepe pasealou) —
sjyausq-0)

uoljeydepy J40) 9doueul{ pue Jajsuel] Abojouyos] ‘yoieasay ‘buiping-Ayoede) pasueyuy ;¢ swwelboud g 9|qel

-|UYDa] pUR UOISUSIXd ‘Siawlle} Jo) Bujules} 30npuo)) e -23ew|o ul buipjing-AyoedeD '/

salAIROR Ao

suoiyoe A31iold




20\ Climate Finance Mapping for NDC Implementation in Zambia

1202 DAN elquiez paiepdn :221n0S
UOIBAISSUOD AYISISAIPOIG PUR LUSISAS0DT] —
uopneasd JuswiAoldwy —

Juswdo

salbaless pue sue(d [e10109S
-|oA8p pue asuodsal sbueyd a1ewd 01 yoeoidde pajelbaqu —

Ul obueyd 818WUI|D WLS]SUIRUI UO SSBUSIEME 10NPUO))
: Yo Sfeul Asul PNPUeS 9 ‘salbajesis pue suejd Jusw

daNg a1 -dojanep A1nunod ojul uoneidepe
90UB|IS8J Dluiouods parodduw] —  ulebueyd sjewd bujwealisuiew Joy ssuliepinb dojeasq e abueyd a1ewl|d weaisuleln ‘0T

uoponpal Aerod —

2JN10NJISeILUl pue aIn
-|noLbe 01 palejas SYSI pasnpul
abueyo a1ew|d 1sulebe 19xew
abewep pue sso|paonpay — Sawayds aouelnsul ejedoisdde ysiigejsg '8 9douURINSUl U JO JuswdolaAad ‘6

sjysausqg-0) sa}IAIoR Aa)] suoijoe AjLiond

(penuiauo)) uoneidepy Joj 9doueul{ pue Jajsuel] Abojouyda] ‘Yyoueasay ‘buipjing-Ayoede) pasueyul ;¢ swwesboud g alqel

sso|1sulebe
SJAUWNSUOD pue (Ssinausidajus) siedojeAsp JO Uo[RDS}0Id —




Table 7 shows the adaptation of strategic

infrastructure and health systems: Programme 2.

Programme 3: Enhanced capacity-building,
research, technology transfer and finance
for adaptation

2. National Situational Analysis \ 21

Table 8 shows the enhanced capacity-building,
research, technology transfer and finance for
adaptation: Programme 3.
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3. Climate Financing

3.1. Historical background
3.1.1. Introduction

Climate finance is a crucial climate change
mitigation and adaptation element that Zambia
needs to achieve its development agenda and
meet its obligations under the UNFCCC. Over

the years, the global community has developed
key milestones to define and advance climate
change and climate finance through continuous
global engagement within UN structures.

These developments provide the context and
mechanisms to better understand and access
climate finance. The world's nations have held
several global conferences to address and respond
to the challenges and threats that climate change
poses. The key highlights, policy recommendations
and commitments emanating from these are
summarised below.

3.1.2. United Nations Conference on the
Human Environment

This conference was held in Stockholm, Sweden,
on 5-16 June 1972. The main aim was to examine
the problems of the human environment and
identify those that could be solved through
international co-operation and agreements.

The gathering was important because it defined
development's impacts on the environment and
the trans-boundary nature of these. It identified
industrial pollution as one of the main causes of
climate change.

3.1.3. Brundtland Commission

The UN established the Brundtland Commission in
1983. Its objectives were to identify ways to save
the human environment and natural resources
and prevent economic and social development
deterioration. The Commission produced a
comprehensive policy framework referred to

as "Our Common Future,” also known as the
"Brundtland Report." It includes three main pillars:
economic, environmental and social.

3.1.4. United Nations Conference on
Environment and Development

In 1992, the United Nations Conference on
Environment and Development, also known as the
Rio de Janeiro Earth Summit, adopted Agenda 21

and the three Rio Conventions —the UNFCCC, the
United Nations Convention on Biological Diversity
and the United Nations Convention to Combat
Desertification. Although the three conventions are
interrelated, the course focuses on UNFCCC.

Agenda 21 provides for a global partnership and
strives to reconcile the dual requirements of a
high-quality environment and a healthy economy
for all people of the world. It identifies key areas of
responsibility and offers preliminary cost estimates
for success. A key proposal from the Summit was
that countries should mobilise their own resources
from their public and private sectors to finance
Agenda 21. However, new and additional external
funds were deemed necessary if developing
countries were to adopt sustainable development
practices. Of the estimated US$600 billion required
annually by developing countries to implement
Agenda 21, the countries were to transfer $475
billion from their own economic activities.

UNFCCC: Following the scientific findings

from research and the first report of the
Intergovernmental Panel on Climate Change,
climate change became one of the priority areas
for the Earth Summit. With its adoption, the
UNFCCC thus became the UN's first legally binding
agreement to focus on combating the negative
impacts of climate change. The mechanisms for
implementing the UNFCCC are discussed at the
annual COP, the first of which was convened in
1995 in Berlin, Germany. To promote effective
implementation of the Convention, the third COP
was convened in Kyoto, Japan, in 1997, where

the firstlegal instrument, the Kyoto Protocol,

was agreed. The Convention's Common but
Differentiated Responsibilities and Respective
Capabilities principle significantly influenced the
Protocol. Further, it acknowledged that developed
countries bore significant responsibility for climate
change and their industrial CO, emissions. It
assigned them the responsibility to mitigate
climate change impacts and help least developed
and developing countries adapt to climate change
negative impacts.

3.1.5. Paris Agreement

The Paris Agreement was adopted by the
COP21in 2015 and came into force in 2016. It
strengthens implementation of the Convention



by dealing with GHG emissions, adaptation,
building climate resilience and promoting
enhanced means of implementation. Zambia
ratified the Paris Agreement in December

2016 and submitted a wide range of ambitious
adaptation and mitigation actions as its NDC, as
required under the Paris Agreement. The NDC
is subject to review every five years under the
principle of no backsliding. The country will require
both international support and domestic efforts
to realise the NDC targets.

The climate finance goal under the Paris Agreement
is to ensure that financial flows are consistent

with a pathway towards low-emission and
climate-resilient development within the context

of sustainable development. The Agreement
reaffirms that financing, both public and private,

Figure 3. The Paris Climate Agreement
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should be directed towards implementing climate
actions. Figure 3 presents a summary of the Paris
Agreement and the outline of its key provisions.

One of the Agreement's key goals is to ensure that
financing is available to respond to climate change.
It addresses various aspects of climate finance:

Mobilising climate finance: Developed country
Parties shall take the lead in mobilising financial
resources to support country climate change
strategies. The mobilisation should also take
the needs and priorities of developing countries
into account.

Provision: Developed countries shall provide
scaled-up financial resources to developing
countries. The financing should strike a balance
between adaptation and mitigation.

The Paris climate agreement: key points

Temperatures
2100

Finacning
2020-2025

* Rich countries must
provide 100 billion
dollars from 2020,

» Keep warming "well below
2 degrees Celsius"

« Continue efforts to limit

L as a "floor"
therise in temperatures
to 1.5 degrees Celsius" * Amount to be updated
by 2025

Review mechanism
2025 losses

Burden sharing

#

» Developed countries must provide
financial resources to help

developing countries review: 2025

* Other countries are invited to provide
support on a voluntary basis

» Developing nations are
encouraged to "enhance
their efforts" and move
over time to cuts

* Areview every five years.
first mandatory world

« Each review will show an
improvement compared with

Specialisation

Emissions goals
2050

* Developed countries must  * Aim for greenhouse gases
continue to "take the lead"
in the reduction of
greenhouse gases

emissions to peak "as soon
as possible"

* From 2050: rapid reductions
to achieve a balance between
emissions from human
activity and the amount that
can be captured by " sinks"

Climate-related

* Vulnerable countries have won
recognition of the need for
"averting, minimising and
addressing" losses suffered
due to climate change

o AP

the previous period
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Scale: Scaled-up financial resources shall be
provided, with the climate finance goal of US$100
billion per year to be met by 2020. A new and more
ambitious finance goal is to be set by 2025 above
the floor of $100 billion.

Transparency: Developed countries shall submit
biennial reports. These should communicate
transparent, consistent, qualitative and quantitative
information on financial support mobilised or
provided through "public interventions,” as well as
the projected levels of future support.

Balance: A balance shall be reached between
adaptation and mitigation to address the greater
emphasis historically on mitigation.

Financial mechanism: To facilitate the provision
of climate finance, the financial mechanism
established by the Convention shall serve the Paris
Agreement. The GEF Global and GCF constitute
the operating entities of the mechanism that
serve the Agreement. Other funds that serve the
agreement include the Special Climate Change
Fund (SCCF), the Least Developed Countries Fund
(LDCF) and the Adaptation Fund (AF).

Progress assessment: A global stocktake process
shall be conductedin 2023 and every five years
thereafter. This climate finance information review
will provide direction on future financing.

3.2. Global climate finance sources
and channels
3.2.1. Introduction

A definition of the term "climate finance" has yet to
be agreed upon internationally. However, according
to the UNFCCC, “climate finance refers to local,
national or transnational financing, drawn from
public, private and alternative financing sources
that seeks to support mitigation and adaptation
actions that will address climate change.” Climate
finance refers to the financial resources mobilised
to finance actions to mitigate and adapt to the
effects of climate change (Watson and Schalatek,
2019). Inthe context of international climate
negotiations, the concept refers to financial flows
from developed countries to developing countries
for climate actions which should be new and addi-
tional to existing aid flows. In other words, they may
be directed either from developed to developing
countries (north-south) or from developing to
developing countries (south-south), or be drawn

from domestic financial flows in developing and
developed countries (Carvalho and Terpstra,
2015).

Climate finance is critical to addressing climate
change and Zambia's vision for low-carbon,
climate-resilient development. This requires
significant investments in sectors that emit large
quantities of GHG, and adaptation and building
resilience. Climate finance is also important

to facilitate the capacity development and
technology development and transfer needed to
support the implementation of climate actions.
All areas of climate finance need to be gender-
responsive to ensure effectiveness and equity.
Gender perspectives, principles and tools should
be mainstreamed in all levels of the governance
structures, procedures, processes and operations
of climate finance mechanisms.

3.2.2. Sources and channels of global
climate finance

The sources and channels of climate finance

can be categorised broadly as public or private.
Public and private sources have been further
classified by international and national sources
and channels for this report. The sections below
provide an overview of each, including some of the
challenges surrounding access to their respective
financial mechanisms.

The architecture of global climate finance is
complex and constantly evolving. Funds are
channelled through multilateral channels (inside
and outside UNFCCC and Paris Agreement funding
mechanisms), and increasingly through bilateral
channels, as well as through regional and national
climate funds. Figure 4 summarises the global
climate finance architecture.

3.2.3. Public sources and channels

Green Climate Fund

The GCF was established in 2010 under the
framework of the UNFCCC with the aim to support
low-emission and climate-resilient investmentsin
developing countries. The Fund will help deliver on
the commitment by developed countries to mobilise
US$100 billion of public and private finance annually
for climate action in developing countries by 2020.

It has secured $10 billion in finance since December
2014. The Fund finances low-emission (mitigation)
and climate-resilient (adaptation) projects and
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Figure 4. Global finance architecture climate funds
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programmes developed by the public and private
sector to contribute to the sustainable development
goals of countries. The GCF portfolio allocation is
divided equally between adaptation and mitigation.
The GCF will aim for a floor of 50 per cent of the
adaptation allocation for particularly vulnerable
countries, including least developed countries, small
island developing states and the African states.

The Fund's Private Sector Facility and a specific
window for private sector funding are intended
to strengthen its engagement and leverage
additional funding for climate-related projects

and programmes. The GCF supports country
ownership, which means that the projects and
programmes it supports should fall within a
country's priorities. In addition, the Fund has
created a country-level coordination mechanism
with a National Designated Authority (NDA)/Focal
Point. Zambia's NDA is MNDP.

Zambia currently benefits fromincreased access
to climate financing from the GCF. It has been

a benefactor country of several multi-country
programmes under the GCF and is implementing
a GCF adaptation programme (Table 9). Zambia

Figure 5. Climate finance under the UNFCCC

UNFCCC COP & CMP
GEF (E.G. SCCEF, Adaptation Green climate
LDCF) fund fund
Multilateral National
GEF agencies implementing implementing
entitles entitles
Programme countries

Source: CFU, 2019.
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Table 10. GEF Fundingin Zambia
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Project type Number of projects | Total financing (US$) | Total co-financing (US$)

National
Regional/global 44

LDCF National 7

Regional/global 0

Source: https://www.thegef.org/country/zambia

also has direct access to the GCF through the
Development Bank of Zambia, accreditedon 1
July 2021. Climate financing through the GCF
offers great potential for NDC implementation. In
this context, Zambia should ensure proposals are
consistent with the Fund's investment criteria.

Adaptation Fund

The AF was established by parties to the Kyoto
Protocol in 2010. It finances concrete projects that
help the most vulnerable communities in developing
countries adapt and build resilience to the effects

of climate change. It also pioneered an innovative
Direct Access modality that builds country ownership
in adaptation by empowering developing countries to
access grants and manage projects directly through
accredited national implementing entities.

Over the past 10 years, the fund has dedicated
more than US$830 million to increase climate
resilience in 28 countries around the world through
over 120 concrete projects, including 271,680

ha of natural habitat and 121,025 m of coastline
protected, with 28 million beneficiaries.” Direct
Access has empowered countries to access funding
and develop projects directly through accredited
nationalimplementing entities.

Zambia has a Designated National Authority
through MNDRP, like for the GCF, but has yet to
access AF funding. The Zambia Environmental
Management Authority (ZEMA) has expressed
interest in accreditation with the AF.

Global Environment Facility

The GEF is an operating entity of the UNFCCC's
financial mechanism and has a long track record in
environmental funding. Climate change is a focal

7 https://www.adaptation-fund.org/adaptation-fund-
doubles-the-amount-of-funding-countries-can-access-
enhancing-access-to-climate-finance-among-most-
vulnerable/

65,174,368 367,459,053
297,797,171 2,395,153,175
31,292,200 120,516,397
0] 0]

area. Resources are allocated based on the impacts
of spending on environmental outcomes while
ensuring that all developing countries receive a
share of the funding.

The GEF provides funding through four modalities:
full-sized projects, medium-sized projects, enabling
activities and programmatic approaches. The
selected modality should be the one that best
supports the project objectives. Each modality
requires completing different templates.

The GEF Operational Focal Point (OFP)
co-ordinates all GEF-related activities within a
country. The Ministry of Water Development,
Sanitation and Environmental Protection
(MWDSEP) is the GEF's OFP for Zambia. The
OFP reviews project ideas, checks against
eligibility criteria and ensures new project ideas
will not duplicate an existing project. All projects
to be submitted for approval require a Letter of
Endorsement signed by the OFP.

The GEF also administers the LDCF and SCCF
under the guidance of the COP. These funds
support the development and implementation of
national adaptation plans, although largely through
smaller-scale projects (with a country funding
ceiling of US$20 million).

Non-UNFCCC mechanisms: Bilateral
funding sources

Climate finance is delivered through various
bilateral donor countries and institutions. Some
of the key bilateral institutions relevant to Zambia
are listed below and level of funding received
(Table 6).

European Union

Zambia receives climate finance from the EU as part
of its global finance commitment and allocation to
climate change. The EU provides funding directly

to governments, the private sector and civil society
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Figure 6. Bilateral funding to Zambia, 2004-2017 (US$ millions)
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to implement climate change projects. EU public
climate finance is provided through the European
Commission and member states.

Germany

Germany contributes to climate finance in three
main areas: mitigation, forestry protection and
climate change adaptation. Most of the funds are
channelled through bilateral development projects
in the form of grants and loans. The main source
of public climate finance is the Federal Ministry for
Economic Co-operation and Development (BMZ)
and the Federal Ministry for the Environment, Nature
Conservation, Building and Nuclear Safety (BMUB).
Other entities for channelling climate finance
include the German Corporation for International
Cooperation (GlZ) and the German Development
Bank (KfW). Seventeen International Climate
Initiative (IKI) projects have been implemented in
Zambia beginning from 2008 to date (one bilateral
project and 16 transnational projects).

GlZ's work focuses on the following priority areas,
based on the National Development Plan adopted
in2011 and revisedin 2014:#

. Water (drinking water, wastewater, water
resources management), including adaptation
to climate change;

. Good governance (decentralisation,
political participation by civil society, good
financial governance).

Outside these priority areas, a country-specific
package of measures focusing on improving food

8 https://www.giz.de/en/worldwide/338.html

security, building resilience and promoting green
innovation centres is being implemented within

the framework of BMZ's global One World, No
Hunger special initiative. In addition, an HIV/AIDS
prevention project is being implemented in Zambia.
With support from the Billand Melinda Gates
Foundation, GIZ is advising on the production and
marketing of cotton via the regional Competitive
African Cotton Initiative.

Thanks to GIZ's widely recognised services, several
other donors provide additional co-financing for
projects implemented by GIZ in Zambia on behalf of
BMZ. For example, agreements on co-financing for
the governance sector have been reached with the
European Commission, Irish Aid and the UK Foreign,
Commonwealth & Development Office (FCDO).°

Danish International Development Agency

Danida serves as the development co-operation
agency of the Government of Denmark under the
Danish Ministry of Foreign Affairs. It is committed
to supporting achievement of the SDGs and
provides support to Zambia particularly on green
growth initiatives.

According to Denmark's strategy for development
co-operation and humanitarian action (2027-2030),
its development policy will be informed by four
strategic aims:*©

1. Security and development: peace, stability
and protection

9 Ibid.
10 https://amg.um.dk/en/policies-and-strategies/stategy-
for-danish-development-cooperation/



2. Migration and development

3. Inclusive, sustainable growth and
development: Denmark willinvestin inclusive,
sustainable growth and developmentin
developing countries, focusing on energy,
water, agriculture, food and other areas where
Denmark has special knowledge, resources
and interests. This will contribute to creating
sustainable societies with economic freedom,
opportunities and jobs — especially for young
people. It will also benefit Danish economy,
trade and investments

4. Freedom and development: democracy,
human rights and gender equUnited Kingdom

United Kingdom

The UK's new Foreign, Commonwealth &
Development Office (FCDO), which emerged
through the merger of the Department for
International Development and the Foreign
Commonwealth Office on 15 June 2020, has
climate change programme priorities that include
green growth and low-carbon development;
climate adaptation; climate risk reduction and risk
transfer, including climate risk insurance; sustainable
infrastructure development; energy efficiency;
renewable energy; and sustainable transportation.
The UK provides grants, concessional loans, equity
and guarantees and has set up an International
Climate Fund (ICF) to drive urgent action to tackle
climate change in developing countries.

USAID

The United States Agency for International
Development (USAID)/Zambia Country
Development Co-operation Strategy (CDCS)
2019-2024 focuses on the same sectors as the
2011-2019 CDCS (democracy and governance,
rural economic development, health, education) but
with significant differences in strategic approach:

a greater emphasis on private sector engagement
in all sectors; a shift from direct micro-project
assistance —with its limited benefits — to addressing
the underlying policy, regulatory and institutional
constraints in order to have a more large-scale

and sustainable impact on poverty reduction

and self-reliance; more emphasis on locally led
implementation, particularly in the health sector;
highlighting effective, accountable and citizen-
responsive governance as the top priority and
incorporated into each development objective;
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and clear articulation of USAID/Zambia's strategy
as an alternative development path that facilitates
sustainable solutions and promotes, rather than
limits, Zambia's future development capacity and
self-reliance.**

USAID funding to climate change mitigation

and adaptation activities in Zambia has beenin
clean energy and low-carbon, climate-resilient
development. Through the Power Africa initiative,
USAID seeks to increase the generation of, and
access to, clean energy sources, particularly

in rural and off-grid spaces, to help drive rural
economic growth.

Swedish International Development
Cooperation Agency

Within the framework of Sida's Strategy for
Development Co-operation with Zambia 2018—
2022, Sida is contributing to reduced inequality and
strengthened resilience, greater respect for human
rights, democracy and the rule of law, and economic
development that is inclusive and sustainable

in terms of the environment and climate. The
strategy applies for the period 2018-2022 and
encompasses a total of SEK 2,250 million.*?

Under environments and climate, Sida is funding
the following projects:

. The Beyond the Grid Fund for Zambia helps
provide renewable and affordable clean energy
to individuals who lack access to the national
grid. This reduces the impact on the climate,
creates jobs and improves the lives of people
living in rural areas.

. Climate-smart agricultural methods: Sida
works with SNV to develop climate-smart
agricultural methods and to increase the
production of biogas and sludge for use both
in agriculture and as an alternative to charcoal.

. Collaboration between small-scale
farmers and agricultural companies:
Sida works with Musika, a civil society
organisation that facilitates contact between
small-scale farmers and companiesin the

11 https://www.usaid.gov/sites/default/files/
documents/1860/USAIDZambia-2019-2024_CDCS.pdf

12 https://www.government.se/country-and-regional-
strategies/2018/11/strategy-for-swedens-development-
cooperation-with-zambia-20182022/
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agriculture sector. This makes it easier for
farmers to develop their businesses and sell
their products.

Japan International Co-operation Agency

In line with the Government of Zambia's 7NDP
strategies, the Japanese government setsits
overall goal of "Promoting Sustainable Growth of a
Diversified Economy Freed from Overdependence
on Mining."*?

In accordance with this policy, JICA sets two priority
areas for its operation:

1.  Vitalisation of industries through technical
co-operation as the axis of its co-operation
for the private sector (mainly small and
medium enterprises) and the agriculture
sector, which are important in promoting
economic diversification;

2.  Improvement and enhancement of basic
infrastructure for economic activities:
development of infrastructure that forms the
foundation of various economic activities and
improvements in social services (education
and human resource development, health,
water supply and sanitation) that are the
bases of economic growth in Zambia.

Under these priority areas, JICA mobilises all the
assistance schemes to work towards the above-
stated development objective, while fully respecting
ownership of the Government of Zambia.

Agence Francaise de Développement

Since 2012, AFD has been operating in three priority
sectors in Zambia: energy, water and sanitation, and
transport. AFD has been working with the Zambian
government to improve road infrastructure, expand
access to electricity and water, and support the
transition toward a sustainable energy future.*

Between 2012 and 2017, AFD's portfolio was
focused mostly on sovereign lending, but the
organisation is now diversifying its lending
options to include non-sovereign loans and
credit guarantee schemes to both private and
public sectors.

13 https://www.zm.emb-japan.go.jp/files/000496426.pdf
14 https://www.afd.fr/len/page-region-pays/zambia

3.3. Domestic sources and
channels

Domestic climate finance is, and will continue to be,
animportant source of climate finance. Globally,
available climate funds remain at a relatively modest
scale compared with the climate change needs

of developing countries. Domestic public finance
has a catalytic role because it can leverage both
climate and development finance through piloting
innovative approaches that combine resources to
maximise synergies.

To try to establish what countries spend from their
national budgets on climate change, UNDP has

led a series of studies known as Climate Public
Expenditure and Institutional Reviews (CPEIRs).
These have shown some interesting results.
Accounting for national climate finance remains
challenging because of ongoing problems with the
definition of what constitutes climate finance. While
adaptation and mitigation actions are well defined
among climate practitioners (see OECD, 2011),
they are much less well defined in public accounting
systems, making the classification of climate
budget and expenditure a subjective task. To try

to address this, the UNDP CPEIR reports make a
distinction between pure climate change spending
and climate-sensitive spending.

Forlocal governments, domestic public finance
presents a significant opportunity, as it can be
easier to access than international finance. It does
not require complex and lengthy accreditation
procedures, and requires only compliance with
national laws and standards onissues such as
environmental and social safeguards, rather than
requiring "dual compliance” —with both national
standards and the (often more rigorous) standards
of aninternational financier. Fiscal transfers to
local governments can be tailored to address local
climate action. Local revenue generation through
taxes can also be a potentially powerful tool,
especially property tax. It has a direct relationship
with land use and the built environment, which

is responsible for alarge part of cities' GHG
emissions. Local governments can also raise
domestic climate finance through climate change-
related fees and charges. These could be effective
instruments in a variety of areas to signal the higher
cost of internalising environmental externalities or
adaptation action, including in the transport, land
development, waste and water sectors.
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Table 11. Government and donor relevant budgets, 2016-2018

Government of Zambia 6,489,227
Donor =
Total 6,489,227

3.3.1. Budgetary support

The Zambian government is making significant
investments in climate change and implementing

climate change-relevant projects and programmes.

Most of these —around 45 per cent —are in the
energy sector. Forestry and land use projects
and water and sanitation activities each account
for an additional 20 per cent. Some provincial
governments have allocated approximately

1-2 per cent of their development budget to
climate change.

For the period under review, 95 per cent of funding
towards the implementation of climate change
adaptation and mitigation activities came from
donors, with only 5 per cent coming from the
Treasury. This indicates that the government

heavily relies on funding from donors such as AFDB,

USAID, the GEF, Sida, the EU and the German
government, among others. Such heavy reliance
on donor funds could be very risky to key sectors
of the economy, and the whole country in general.
Lack of donor funding support will mean that
climate change effects could result in a serious
adverse impact on the performance sustainability
of Zambia's productive sectors such as agriculture,
livestock and fisheries.

3.3.2. Private sources and channels

International private sector investment
and capital

This constitutes the largest portion of international
climate finance. Sources include private
corporations and financial institutions, including
both equity and loans for specific projects. The
majority of these resources are concessional loans,
debt, equity or guarantees.

Multilateral development banks

Overall, MDBs make significant contributions to
climate finance. In 2017, they provided US$35.219
billion. MDBs act as both sources and channels

of climate finance. Relevant MDBs in the climate

67,654 357 65,077,302
68,230,748 65,142,888 139,862,864

576,391 65,586 7,131,204

132,731,659

finance sphere include the World Bank, AfDB, the
Asian Development Bank (ADB), the European Bank
for Reconstruction and Development (EBRD) and
the European Investment Bank (EIB).

MDBs such as ADB and AfDB also act as
implementing agencies to the CIF and are
accredited to other funds.

Philanthropic sources

These financial contributions from individuals and
foundations support climate actions in various parts
of the world. They may be made to organisations
atalllevels (local, national, regional and global)

for climate change projects in developing and
developed countries.

Climate Investment Funds

The US$8.5 billion CIF, established in 2008,
represents one of the most ambitious efforts

to unlock thisinvestment.'® The CIF accelerates
climate action by empowering transformations

in clean technology, energy access, climate
resilience and sustainable forests in developing
and middle-income countries. Its large-scale,
low-cost, long-term financing lowers the risk

and cost of climate financing. The CIF tests new
business models, builds track records in unproven
markets and boosts investor confidence to
unlock additional sources of finance. It manages
a collection of targeted programmes that enable
climate-smart development planning and action
through 325 projects in 72 developing and middle-
income countries.

The CIF includes two trust funds, the Clean
Technology Fund (CTF) and the Strategic Climate
Fund (SCF). The SCF includes three programmes:
the Pilot Programme for Climate Resilience (PPCR),
the Forest Investment Programme (FIP) and the
Scaling-up Renewable Energy Programme (SREP) in
low-income countries.

15 https://www.climateinvestmentfunds.org/about-cif
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Table 12. CIF projects in Zambia

Name Fund | Funding Co-financing MDB
(US$ million) | (US$ million)

Expanded Response to Climate Resilience in
Development

Private Sector Support to Climate Resilience in
Zambia

Strengthening Climate Resilience in the Kafue
Sub-Basin

Zambia Strengthening Climate Resilience (PPCR ~ PPCR

Phase Il) Project

Source: https://www.climateinvestmentfunds.org/country/zambia

The CIF is helping Zambia safeguard hard-won
development gains and promote climate resilience
for vulnerable sectors and populations. The

US$91 million PPCR is supporting climate-resilient
development planning and targeted investments

in climate-proofing roads and canal systems,
expanding climate information services and building
the climate resilience of rural populations along the
Kafue and Barotse sub-basins of the Zambezi River.

Zambia's FIP investment plan introduces measures
to reduce urban demand for charcoal, support
income-generating activities driven by forest
conservation and maintenance, and increase the
sustainability and efficiency of agricultural practices.
Zambia is also developing a SREP investment plan
to expand renewable energy.

The NAMA Facility

The NAMA Facility was jointly established by BMUB,
the UK Department of Energy and Climate Change
(DECC), the Danish government and the EU with
the aim of providing financial support to implement
transformational country-led NAMAs within

the existing global mitigation architecture in the
short term.

As of May 2021, the NAMA Facility is onits Eighth
Call for Projects. National ministries and/or qualified
public benefit legal entities can submit a NAMA
Support Project to the NAMA Facility. NAMA
Support Projects have no accreditation process but
need to nominate a qualified delivery organisation.
A sub-national government body cannot directly
apply but can be a key implementing partner

for a NAMA Support Project endorsed by the
national government.

PPCR

PPCR

PPCR 0.93 0.08 AfDB
14.60 100.50 IBRD
38.00 0.72 AfDBIBRD
36.00 213.55 IBRD

The central decision-making body is the NAMA
Facility Board, consisting of representatives

from DECC and BMUB. All decisions on strategy,
guidelines and selection of NAMA Support Projects
for funding are taken on by the NAMA Facility Board.

Domestic private Investment

Zambia's dynamic private sector plays a key role in
helping the country realise its low-carbon, climate-
resilient objectives and builds on the strong base
already established. The key factor determining the
private sector’s ability to contribute to financing
climate actionsis a supportive investment
environment with clear and transparent regulations
and well-designed policy incentives. The private
sector also provides climate finance as part of its
corporate social responsibility and corporate shared
values. The use of public finance to help leverage
private sector investment complements this.

Carbon markets

These seek to reduce GHG emissions cost-
effectively by setting emissions limits and allowing
emission units to be traded. Putting a price on
carbon emissions through the market system helps
internalise the environmental and social costs
associated with pollution, thereby encouraging
investors and consumers to choose a lower carbon
footprint. They include:

Cap and trade: Under this approach, a cap (or
ceiling) is placed on the amount of GHG that
countries or companies may emit. Any entity

that exceeds the cap must pay a fine, which
presents a financial incentive to reduce emissions.
If a company or country is unwilling or unable to
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reduce its emissions, it may, instead, buy carbon
credits from parties that are on track to meet their
reduction targets and thus have credits going spare.

Offset markets: By offsetting or compensating,
rather than reducing, emissions, a country or
company finances a project elsewhere that should
help reduce emissions, such as renewable energy
or reforestation.

Voluntary carbon markets: This approach is
relevant to individuals and companies taking
voluntary action to offset GHG emissions. When an
individual takes an airplane flight, they can purchase
credits from a company to offset the share of the
emissions produced by that flight. The amount paid
to purchase those credits should be used to finance
a project that reduces emissions.

Market mechanisms under the Paris Agreement:
Article 6 of the Paris Agreement establishes two
main market mechanisms in which parties may
participate voluntarily. Shares of their proceeds

will provide funding for adaptation actions in
developing countries. These mechanisms include
co-operative approaches and a sustainable
development mechanism.

Toits proponents, Article 6 offers a path to
significantly raising climate ambition or lowering
costs, while engaging the private sector and
spreading finance, technology and expertise in
new areas.

Toits critics, it risks fatally undermining the ambition
of the Paris Agreement at a time when there is clear
evidence of the need to go further and faster to
avoid the worst effects of climate change.

3.3.3. Emerging climate finance
instruments

Debt-for-climate swaps

DFC swaps are a type of debt swap in which the
debtor nation, instead of continuing to make
external debt payments in a foreign currency, makes
payments in the local currency to finance climate
projects domestically on agreed-upon terms.

DFC swaps can reduce the level of indebtedness

as well as free up fiscal resources to be spent on
greeninvestments.

Under the Updated NDC and COVID-19 scenario,
DFC swaps could represent a creative solution to
tackle the sovereign debt crisis and the climate
crisis at the same time. However, in order to
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do so, debt swaps need to free up resources in
governments' budgets. Itis therefore key that
payments to climate objectives are setlower

than original debt service payments. In order to
reach a critical mass, DFC swaps would also need
to target large-scale programmes and no single
projects, allow for a degree of flexibility from the
recipient country’s perspective and be deliveredin a
harmonised manner to achieve debt reductionon a
large enough scale.

By channelling debt into climate adaptation and
mitigation programmes, countries will be using
national financial systems to build long-term
support and encourage investments in green
activities, thereby tackling both the debt and
climate crisis all at once.

Green bonds

Green bonds are designated bonds intended to
encourage sustainability and support climate-
related or other types of special environmental
projects. Green bonds come with tax incentives
such as tax exemption and tax credits, making
them a more attractive investment than a
comparable taxable bond. This provides a monetary
incentive to tackle prominent social issues, such
as climate change and a shift to renewable energy
sources. To qualify for green bond status, they are
often verified by a third party, such as the Climate
Bond Standards Board, which certifies that the
bond will fund projects that include benefits to
the environment.

Blue bonds

The blue bond is a debtinstrumentissued by
governments, development banks or others to
raise capital fromimpact investors to finance
marine and ocean-based projects with positive
environmental, economic and climate benefits.
They are similar to green bonds but focus on
mobilising resources for conservation efforts in
oceans and marine resources.

Results-based climate financing

Under this financing modality or approach, an
investor disburses funds to a recipient upon
performance and achievement of a pre-agreed

set of climate mitigation or adaptation results and
successfulindependent verification. Examples of
the application of RBCF include Reducing Emissions
from Deforestation and Forest Degradation
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Box 5: Green bonds

The world's first green bond was issued by the World Bank in 2008. By 2017, total green bond issuance
had grown to a record high of US$155 billion. Green bond issuance is forecast to continue setting
records, with issuance set to grow to $250 billion by the end of 2019, according to the IFC Green Bond
Perspective Report 2018. But in the developing world, the market is still emerging.

Zambia plans to record its first green bond issuance, with a target of 30 per cent of the proceeds aimed
at financing biodiversity conservation interventions in 2022. Critical at this point is establishment of a
technical assistance package to potential issuers. The Securities Exchange Commission (Green Bond)
Guidelines were issued in 2019 and the high level of participation from governments and the private
sector demonstrates that there is a great deal of interest in learning about green bonds.

(REDD+). Various facilities and institutions, such as finance. Although it is still an emerging instrument
the GCF and the World Bank, provide funding for in developing countries, blended finance has been
REDD+ under RBCF principles. shown to provide financial support to high-impact
projects that would not initially attract commercial
Blended financing funding because of the associated high risks but

that has the potential to become commercially
viable over time. Therefore, itis animportant
instrument aimed at overcoming hurdles related
to private sector investment in climate-related
projects or programmes.

This financing package is composed of
concessional funding provided by development
partners and commercial funding by investors.
It represents a strategic use of development
finance for enhanced mobilisation of additional
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4. The Zambian Climate
Finance Landscape

Zambia has been through anintensive process

of policy- and institution-building in terms of its
response to climate change. The NCCRS, NPCC,
TNC and Updated NDC, among many others,
represent a framework for action. Key institutions
inimplementing these measures for climate
finance mobilisation are MLNR, MoF and MNDP.
Financial regulators are also starting to encourage
greeninvestment, and there are nascent efforts to
engage the private sector to make environmentally
and socially beneficial investments. Importantly,
there is a recognised opportunity for new climate
funds such as the GCF to work in collaboration
with the NDA to take a more proactive approach
to engage diverse stakeholders and putin place
new operational processes that can foster
progress in achieving mitigation and adaptation
outcomes in the context of national climate and
development priorities.

4.1. Climate finance in Zambia

Zambia receives international funding for both
adaptation and mitigation from both bilateral and
multilateral sources (Figure 7). The country has a
relatively long history of efforts to achieve climate
finance co-ordination, and a number of actors have
beeninvolved. Zambia's experiences thus make
for aninteresting example of co-ordination among
different actors and at different levels, including
between and among donors, between donors and
government, and between the national and local
governments (Dupuy et al., 2019).

To understand the past and current institutional
framework of climate finance co-ordination in
Zambia, we reviewed a range of government, policy
and research documents and interviewed a few key
informants in MoF and MLNR.

4.1.1. The history of Zambia's climate
finance co-ordination architecture

Earlier approaches to development aid
co-ordination and co-ordination within the
country's environment sector have influenced
climate finance co-ordination in Zambia (Dupuy,
etal., 2019).1n 2009, climate change came into

its own as a separate and distinct policy issue

with the Climate Change Facilitation Unit (CCFU)
institutionalisation, housed within the then Ministry
of Tourism, Environment and Natural Resources
(MTENR). The CCFU was established to undertake
studies on climate change issues to ensure
informed policy decisions were made. Many studies
were produced, including Zambia's NAPA (2007),
the draft of the NCCRS (2010), an Information
Needs Assessment and Identification of Gaps

in Climate Change (2010) and a report on the
Economics of Climate Change in Zambia (2011).
The establishment of the Interim Climate Change
Secretariat (ICCS) led the CCFU to cease to operate
in2012.

The NCCRS recommended options for government
co-ordination of climate finance in Zambia,
including the idea of a co-ordinating climate change
secretariat. But there was little consensus among
the bilateral and multilateral climate finance donors
on whether such a secretariat should remain
embedded in the MTENR and continue to be
supported by UNDP, or whether it should instead
be moved to the then Ministry of Finance and
National Planning. The World Bank argued for the
secretariat's placement in the Ministry of Finance
and National Planning, as this had convening power
and high-level budgetary control. Doing this offered
the added benefit of providing better leverage

for donor funding and more direct and efficient
donor-government interaction. This move went
aheadin 2012 with the establishment of the ICCS.
As a compromise, the new entity included staff
seconded from the MTENR. In particular, the ICCS
assumed the mandate for the co-ordination of the
World Bank's CIF PPCR projects in Zambia.

The ICCS has, however, been unable to assume
unilateral authority over climate finance
co-ordination in Zambia. UNDP simultaneously
supported the development of a climate change
unit as the climate Change department with the
MTENR. The MTENR was splitinto two ministries
in2012: (MWDSEP) and MNLR. The MoF further
consolidated its leadership in climate finance
co-ordination by hosting the NDA for the GCF
startingin 2015.
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Figure 7. Multilateral climate funds for Zambia, 2004-2017 (US$ million)
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Source: Dupuy et al., 2019.

Another major national development in Zambia's
climate finance co-ordination landscape occurred
in 2015 when MNDP was formed after delinking the
national planning component from the Ministry of
Finance. MNDP then assumed primary authority
for climate finance. Reflecting this, the PPCR
Secretariat moved from the ICCS to MNDP.

In 2016, the NPCC was approved (and its
development supported by UNDP). The NPCC
mandated MNDP to take the lead on climate
finance co-ordination. As a result, the ICCS ceased
to be staffed —but it has never been officially closed
down. Despite the empowerment of MNDP, a
climate finance co-ordination unit has continued

to be developed within MNLR to act as a future
focal point for climate finance —and today it is the
location of the GCF's NDA.

4.1.2. Current climate finance co-
ordination

MNDP currently holds the political authority for
climate finance co-ordination in Zambia. However,
within the country's co-ordinating framework,
there are several other international actors

and government ministries and institutions

that play active roles in the co-ordination of
climate finance.

Donors co-ordinate with each other on climate
finance through co-ordination committees. These
committees are divided into technical experts

who meet within topic-specific development
clusters. As of June 2019, the relevant technical
donor co-ordination committee on climate change
was in the process of being merged in with its
appropriate counterpart government co-ordination

GEF LDCF BioCarbon

Coind

committees, in order to improve contact between
the government and donors.

The two most active multilateral donors — the World
Bank and UNDP — primarily co-ordinate with the
government via the two authorities placed within
MNDP and MNLR: the PPCR Secretariat and the
GCF NDA.

National-level government co-ordination of climate
finance is officially chaired by the Office of the Vice
President and advised by the Council of Ministers.
The actual practices of government co-ordination
occur via a secretariat based at MNDP. The

Council of Ministers brings together ministers

and technical advisors from relevant ministries,
including Agriculture, Lands and Natural Resources,
Water, Finance and Fisheries. Representatives of
other government agencies, such as the ZEMA and
the DMMU (located within the Office of the Vice
President), are also represented.

At the local government level, climate finance
co-ordination is not structured uniformly across all
districts. Typically, however, three authorities are
involved. The firstis the District Commissioner,
who heads the de-concentrated government
agencies at the district level. The secondis the
District Development Coordinating Committee,
which co-ordinates development efforts at the
district level. In some districts, such as Mumbwa,
the District Council serves as a Secretariat to the
District Development Coordinating Committee,
co-ordinating local government efforts onissues
related to climate change. Finally, in some districts,
the PPCR has created Project Implementation
Teams at the district level, headed by and
embedded within the District Administration.



4.2. Key sources of climate
finance tracked

The availability and level of climate finance (both
public and private sector) is likely to significantly
affect the ability of Zambia to deliver onits NDC
promise. Large levels of financing from various
sources must be mobilised and leveraged for
Zambia's NDC commitments. Concessional,
non-concessional and private sector financing

are therefore needed to deliver targets set for
2030. So far, many actors are involved in directing
climate finance to Zambia to support low-carbon
development and help the country adapt to the
severe impacts of climate change that are already
being felt. As indicated in Figure 7, the GCF is the
biggest cumulative multilateral climate fund active
in the country, followed by the GEF-administered
LDCF, the World Bank-administered CTF and

the GEF among others. For those funds tracked,
Climate Funds Update (CFU) (2018) data indicates
that US$238 million has been approved for 19
projects and programmes throughout Zambia since
2016-2018. AlImost half of the approved funding
from these multilateral climate funds has been
provided for adaptation measures. Grant financing
continues to play a crucial role, especially for
adaptation actions, in ensuring that climate actions
secure multiple gender-responsive benefits for the
most vulnerable countries and population groups.

4.2.1. Public sector climate finance

National public resources sit at the centre of
Zambia's climate finance landscape. In 2018, the
Government of Zambia contributed by far the
largest share, disbursing at least US$6,489,227
through budget transfer instruments (Ernst &
Young, 2020).

Public finance includes funds provided by
governments and their agencies, climate funds and
development finance institutions (DFls). Climate
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finance from public sources accounts for 35 per
cent of the total tracked climate investments

for 2016-2018. Investments were tracked in all

10 climate-related sectors, with clean energy
(generation), general eco-system support and
cross-sector investments accounting for 75 per
cent of the tracked public climate finance. A strong
domestic preference continues to exist, with 79
per cent of public finance being raised and spent
domestically in 2016-2018 (Ernst & Young, 2020).

Based on figures obtained from the budget tracking
tool developed from MoF, Zambia saw a significant
increase in the national budget allocation for
climate change-relevant activities since 2016,

in both absolute and relative terms, over the
three-year studied (Table 12). Zambia's budgeted
amount for such activities grew from ZMW 133
millionin 2016 to ZMW 931 millionin 2018. This
represents significant growth of 599 per cent over
the three years.

In Table 12, total spending on climate change-
relevant activities is estimated at 0.25-1.30

per cent of government expenditure, and this

has increased steadily since 2016 on account

of increased donor funding for such activities,

as shown in Table 13. The budgeting on climate
change activities is consistent with the 2016 NPCC
and the Revised 7NDP 2017-2021, aimed at
allocating more funding resources towards climate
change adaptation and mitigation interventions,
and this is evidenced by an upward trend over the
three years (2016—-2018) under review (Ernst &
Young, 2020).

As already noted earlier, 95 per cent of funding for
climate change adaptation and mitigation activities
in the period under review came from donors, with
only 5 per cent coming from the Treasury. This
heavy reliance on donor funds could be very risky,
with serious adverse impacts on the sustainability
of Zambia's productive sectors.

Figure 8. Conceptual overview of the landscape of public climate finance in Zambia

Sources & intermediaries Instruments

Budget transfer
mechanisms
Grants

Central government
Local government

International government
partners Loans
Funds Equity

Disbursement channels Uses

Central government
Local government
International government
partners

State-owned enterprises
Private &« NGO

Mitigation & adaptation
Direct & indirect

Source: NCCP, 2016.
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Table 12. Total budget for climate change-relevant activities and national budget

e iz 2017 zmw [ zo10 2mw

Total budget for climate change-relevant activities 133,291,811
53,135,825,364 64,675,302,308 71,662,385,976
0.25 0.74 1.30

Total government budget
Share of total budget (%)

Source: Ernst & Young (2020).

478,949,711 931,684,760

Table 13. Government and donor relevant budgets, 2016-2018

2016US$ | 2017US$ | 2018US$ [ Total US$

6,489,227

Donor —

Government of Zambia

Source: Ernst & Young (2020).

Zambia has successfully accessed some of the
dedicated climate finance available from the

public and private portfolio. However, tracking
climate finance inflows is very difficult, given
fragmented policies and procedures on climate
change management, general knowledge issues
and oversights in the national budget process.
Inaddition, given that climate finance addresses
developmentissues that are simultaneously being
dealt with under ODA, public records do not at
differentiate between these two types of resources.
Tracking is even harder for private inflows, given
the multiplicity of entry points and the general lack
of willingness and incentives for private sector
stakeholders to disclose financial statements
(Savage et al,, 2015). Key stakeholders confirmed
the difficulties in tracking climate finance as a result
of the lack of a clear cut between adaptation and
general development funds, and the complexity of
disbursement chains, from example from donor to
MoF and then to implementers.

Focusing oninternational resources, CFU and
Organisation for Economic Co-operation and
Development (OECD) project-level data indicated
that only US$238.2 million was approved between
2016 and 2018. As shownin Figure 14, of the total
funds approved to date, the majority is being targeted
to adaptation activities (89 per cent, or $93 million),
followed by REDD+ (7 per cent, or $8 million) and
mitigation (4 per cent, or $5 million) (UNDP, 2018).

Based on the conducted strengths, weaknesses,
opportunities and threats (SWOT) analysis, Table
15 presents some of the factors involved in public
sector engagement in UNDC implementation.

576,391 65,586 7,131,204

67654357 65077302 132731659

Despite the key role public institutions will play

in mobilising climate finance, it is clear that the
public sector alone will not be able to mobilise
the financial flows required to achieve mitigation
and adaptation objectives. A UNDP study in
2018 estimated losses owing to climate change/
climate variability of US$4.3-5.4 billion per year
for Zambia. Other estimates for investments

to provide a robust system of social protection
range between 5 and 8 per cent of GDP. Though
national development banks are emerging as
leaders in climate finance mobilisation, equal
attention must be directed to facilitating and
incentivising private sector finance flows

for mitigation and adaptation efforts. Non-
government sources are most likely to contribute
anincreasing share of both sustainable
development and climate finance.

Domestic capital may be mobilised from different
sources, such as private investors, commercial
banks and public capital markets. The actual

Table 14. Overview of climate finance
information in Zambia

Climate finance $206.6 million  $238.2 million
flows

Adaptation $40.7 milion ~ $99.9 million
finance

Mitigation $165.9 million  $22.7 million
finance

Source: UNDP (2018).
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Table 15. SWOT analysis for Zambia's public sector green investments

Most direct way of implementing the
climate policy agenda with high-impact
potential for national governments
Alignment with climate change and policy

mainstreaming in sectors, if done properly
and in parallel

Opportunities

Leveraging of (much more) national and
international public and private co-finance

- The development and integration of clear tracking and
MRV frameworks and processes for climate finance
allocations into public financial management systems
and procedures at the national and local levels are usually
challenging tasks - taking years until full implementation

Threats

» Despite promises and signed agreements at the national
and international levels a clear commitment by the
highest government level is required

» Therequired "backing" by legal mandates can take years
of "in the making" before materialisation of such laws
and regulations, and they are subject to threats from

changing governments

capacity of capital markets is largely determined
by the level of economic development progress

in Zambia, and the national institutional and policy
incentives that direct investments towards climate
change mitigation and adaptation projects. The
main challenge to be addressed in this sectoris to

shift these investments to low-carbon alternatives.

There is also a growing need for governments to
provide incentives and mitigate risks for private
equity funds to invest more robustly in climate-
friendly low-carbon development initiatives.
Barriers specific to green investments have been
identified by stakeholders and include market,
institutional and policy failures that make green
investments unattractive (price gap); high risk
perceptions on green markets that have a long
payback period, mainly because of uncertainties
and lack of information (time gap); absence of
policy and/or regulatory measures to internalise
climate change-related externalities (knowledge
gap); low access to finance; and the instability of
the financial systems. Addressing the "time gap,”
“price gap,” "knowledge gap” and other challenges
between short-term costs and long-term benefits
of green investments requires collaborative
action between governments and the private
sector to overcome the present financial barriers
and risks that restrict capital flows into green
projects for climate change, thereby leading to
increased investment.

While international donors and multilateral climate
funds play a key role in bridging the infrastructure

finance gap, the Government of Zambia has a wide
range of other opportunities and instruments to
engage external finance in financing their climate
adaptation and mitigation projects. Available
throughout the entire process of preparation to
investment, these can be used to augment low
public expenditure.

Leveraging public financing for NDC
implementation requires political will, but political
will needs to be induced with information and
studies that facilitate decision-making. The
vstakeholder interviews identified the following
actions that governments may consider when
developing a funding strategy:

. Elaborate a mapping of the financial
landscape. A menu of different alternatives
isimportant, given that national resources
are usually limited. Sources may include new
taxes, budget reallocation, international
finance, etc.

. Identify those successful experiences that
have been financed with public funds, and take
measures to replicate them.

. Integrate central banks and national
assemblies in climate change discussions,
as they have decision-making power on
resource allocation.

. Identify unexpended funds by the end of
the fiscal year (such as flood response) and
reallocate them for climate action.
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. Cost out climate change measures and
determine the finance gap.

. Identify (and demonstrate, if possible)
co-benefits and potential savings; integrate
the cost of negative externalities and explore
otherincentives such as public recognition.

. Identify ways to integrate climate risk need
into the national financial strategy.

. Integrate NDC targets and proposed
actions into national development planning
and strategies.

. Raise awareness among decision-makers and
integrate a climate perspective into public
investment seeking to achieve budgetary
synergies across investments. For example,
aninfrastructure investment programme may
be able to ensure the climate resilience of
given infrastructures.

. Revisit existing portfolios with relevant
financial institutions, such as regional banks, to
analyse any adjustments that may be required
to support new priorities.

. Consider carbon markets and carbon pricing,
including positive and negative incentives.

4.2.2. Private sector climate finance

Private sector climate finance includes the
financial outflow of resources implemented by
private individuals and companies and is not
state controlled. In the Zambian climate finance
landscape, we have considered two broad
categories of private sector actors:

. Commercial entities: Non-state-controlled
financial players, including banks, institutional
investors, fund managers and venture
capitalinvestors;

. Other private entities: Corporates,
philanthropists/donors, NGOs
and households'.

Commercial actors are the largest source of private
climate investment. Of the tracked commercial
investments, 100 per cent were made in the

clean energy sector. Corporates, philanthropists/
donors, NGOs and households accounted for the
remaining 45 per cent of the tracked private sector
investments in this landscape.

The private sector in Zambia is made up of
micro, small and medium enterprises (MSMEs)

and larger enterprises. Small and medium-sized
enterprises (SMEs) in Zambia play an important
role in production, employment and income. They
represent 97 per cent of all businesses in the
country, 70 per cent of GDP and 88 per cent of
employment (ITC, 2019).

Transforming NDCs into tangible actions that lead
to long-term zero-carbon and climate-resilient
development requires financing. Access to finance
is fundamental to realise the objectives set by

the NDC. However, countries continue to face
challenges in securing the financial resources
needed to achieve their NDC targets. A significant
share of the financing required is expected to be
provided by the private sector.

To support the transition to low-emission and
climate-resilient development, private sector
resources must be mobilised to fill the gap caused
by alack of public investment. The adoption of the
Paris Agreement provided a strong policy signal for
private sector investmentin climate finance. The
development of NDCs has also provided numerous
investment opportunities for the private sector. In
2015, private sector investments reached US$299
billion before dropping to $242 billionin 2016 owing
to the combination of falling technology costs and
lower capacity additions in some countries. Project
developers are by far the largest provider of climate
finance, investing $126 billionin 2018 (CPI, 2017).

A suitable enabling environment, including related
legislation, laws, programmes and plans, is crucial
to achieving the sustainable development targets
in any country. Zambia has developed a wide range
of policies related to climate change and the energy
sector, emphasising the need to involve the private
sector in the process.

Vision 2030 is the country's economic development
driver for 2013-2040. It aims to transform Zambian
society from a predominantly low-income country
into a competitive, upper-middle-income one by
2030. The NDP is a five-year development plan
aimed at achieving Vision 2030. These documents
highlight the importance of the private sector to
achieve the country's development goals.

The source of private finance is the savings of
individuals and corporations (natural and legal
entities).'® These savings are generally managed,

16 The savings of governments are, in contrast, not
considered a source of private finance even though these
funds are often provided through private sector channels
and directed towards activities in the private sector.



pooled and invested through intermediaries such
as banks, portfolio management firms and/or
pension funds.

As discussed earlier, the private financial landscape
is complex and diverse. Private finance is provided
by a wide range of actors and through a variety

of channels. It features different levels of risk and
returns expectations and varying levels of liquidity.
It involves different actors ranging from small angel
investors to very large banks and institutional
investors. It can be short, medium or long term.
Individual private transactions can be described
and differentiated by reference to the following

six dimensions:

1.  Thelegal nature of the financial transaction;

2. The seniority of the transaction and the
associated risk profile;

3. The channel and the intermediary actors
through which the flow of finance is arranged;

4. The term or tenure of the financial
arrangement. This is closely linked to the
liquidity of the financial asset;

5. Theultimate source of the financial resource
and its origin;

6. The knowledge of use of proceeds related to
the transaction.

At the heart of most, if not all, forms of private
finance, however, is the need to provide appropriate
risk-adjusted returns for the providers of these
funds. Within this, it is particularly important that
policy-makers understand that the greater the risk
that investment is exposed to (or the greater the
perception of that risk), the greater the returns
expected from it by the capital providers.

The language of risk and returns suggests that
financial and investment decisions are primarily
balancing financial costs and financial returns.
However, in practice, a much wider variety of
factors —some of which can be readily described in
financial terms, others of which are more difficult to
describe in these terms —affect financial decision-
making and, ultimately, the nature and direction of
financial flows.

Addressing the barriers to private climate
finance

Certain barriers to mobilising private finance for
climate change-related mitigation and adaptation
in developing countries are relatively generic. They
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often are the same as those encountered when
attempting to secure any private finance in the
country in question. Depending on the particular
country, barriers may include instability of legal,
economic and regulatory frameworks within which
private sector activity unfolds, shortcomings

in the reliability and longevity of regulatory
schemes that the project’s viability depends on,
and the commercial viability, bankability and/or
creditworthiness of the project or venture.

However, a closer look at specific types of climate
change-related projects reveals that each presents
differentissues and faces different challenges
when attracting private finance. Not all climate
change mitigation and adaptation projects are
financed equally. Different project types require
different forms of private finance to succeed.
Furthermore, each project type is likely to confront
obstacles that are specific to its special financing
needs. It therefore follows that different forms of
public intervention are needed to move different
types of climate change-related projects forward
to succeed.

Challenges for the private sector to
implement NDC targets

Cross-cutting challenges

Knowledge gap and limited skills on climate
change: Zambian private sector stakeholders do
not have in-depth knowledge of NDC processes
as well as on associated de-risking smart
investment and financial instruments to support
the country's resilience and transition to a low-
carbon economy.

Insufficient access to climate funds: While

the implementation of some green projects

is ongoing, a vast majority of Zambian private
sector actors have had little success in accessing
dedicated climate funds and concessional green
loans. The procedures and requirements to
access these funds remain a big challenge for
the private sector. This in turn makes it difficult
for the government to meet its NDC conditional
contributions to fight climate change, considering
its partial dependence on private sector
involvement and financing.

The need to further improve clarity on policies
and enabling regulations: Potential private sector
investors need more clarity on the laws, regulations
and policies put forward by the government, as a
way of encouraging private companies to venture
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into investments. Investment opportunities should
be made available through open communication
with the private sector, which needs to better
understand its role in NDC implementation and the
green economy in general.

Increasing focus on COVID-19 and decreasing
focus on green projects: While some NDC and
green projects are currently being implemented
in Zambia, the negative impacts of the COVID-19
global pandemic are hitting the country very

Table 16. SWOT analysis for Zambia's private sector in NDC implementation

.

Many private sector actors (large companies and
SMEs) already implementing green projects

In some provinces and districts, the private sector
is represented in climate change dialogue and
governance at national and international levels

Existence of many and emerging vibrant financial
industries and capital-raising ecosystem that
boasts of impact investors, private equity, fund
managers, accounting advisory firms, pension
funds, insurance companies and law firms, sover-
eign wealth funds and exchange commissions

Recent advances in digital technology offer inno-
vative approaches to overcoming some of the
physical and geographic barriers to inclusion for
under-served populations bolstering resilience

Many industrial associations and the chamber of
commerce have a track record in accessing funds
for private investment in several sectors

Private sector has a growing manufacturing
facilities

Many emerging digital and business ecosystem
hubs exist and promote green entrepreneurship

.

.

Limited and mismatched labour force and skills
in relation to the needs of the private sector

Limited tracking of private sector investments in
climate change actions

Limited private sector communication on green
investment success stories

Insufficient training in developing climate
change bankable "green” projects in the
private sector

Insufficient understanding of adaptation
measures as business case is often not obvious

Limited knowledge of private sector on climate
finance opportunities and access mechanisms

Limited private sector knowledge on NDC and
green investment opportunities in Zambia

Insufficient financial resources to invest in NDC
- with a few large firms dominating the market

SMEs have very limited capacity and qualifica-
tion to access green finance for investment
in Zambia

Business interest profit-making overriding
environmental focus of NDC implementation

Inability to de-risk agriculture dominated by
small farm lots/holdings starves agriculture of
credit and sustainable finance-led investment

Private sector engagement with governments
on green projects presents bureaucratic
bottlenecks

In Doing Business ranking, many businesses rank
very low. Private investors are finding obstacles
particularly in areas related to access to credit,
enforcing contracts and trading across borders

Constant inflation, growing exchange rates, high
rates for loans and lack of hard currency result-
ingin challenges associated with investor capital
repatriation and interest in investing large sums

(Continued)



4. The Zambian Climate Finance Landscape \ 43

Table 16. SWOT analysis for Zambia's private sector in NDC implementation (Continued)

Opportunities

Strong political will and increasing interest by
Zambian government to develop green projects

The private sector is identified as a key player for
NDC implementation

Increasing green investments using green bonds

Improving legal and institutional frameworks to
encourage green investments particularly in the
clean energy sector

The government already has experiences in NDC
and UNFCCC processes, which can facilitate
collaboration with the private sector

Growing and emerging diversified financial and
capital markets

Zambia has trade agreements within the continent
and outside Africa

Many dedicated climate change funds can be used
to partly fund private sector NDC projects (with
concessional finance)

Increasing favourable, climate-related laws and
regulations (laws on energy service companies,
energy audit requirements, feed-in-tariffs, etc.)

Recent accreditation of the Development Bank of
Zambia to GCF

Many energy and infrastructure projects by
government to attract private sector investment
in NDC implementation (often through PPPs)

Government and international financing and
sustained support to green post-COVID recovery

Many initiatives to improve provision of
human capital and address skill shortages for
greeninvestments

Existing trade blocks and agreements: regional
economic communities and African Continental
Free Trade Area

Threats

Political and security risks remain key issues in
during election year

Bureaucratic red tape

Insufficient information, policy and regulatory
framework to promote green private sector
projects

Institutional and policy frameworks mostly
target the big firms to the detriment of MSMEs,
including the development of PPPs relevant for
NDC implementation

Perception that climate change actions are
expensive for business interests

Crumbling infrastructure that registers slowly in
the World Bank's Logistics Performance Index
causes delays, higher costs for haulage and
mounting losses for importers and exporters

« Currency volatility arising from foreign exchange

scarcity leading to rationing and capital controls

Lack of understanding of climate investment
opportunities resulting in low rate of investment

Governance-related challenges, poor infra-
structure and difficulties exporting profits

Unclear private sector roles in many NDC
implementation frameworks

Lack of adaptation investment roadmaps and
targets from the government

Massive budgetary subsidies for fossil fuels
deprive critical mass transportation and renew-
able energy sectors of badly needed investment
in Zambia

NDC action plans and frameworks for the effec-
tive implementation of the Paris Agreement not
yet developed

COVID-19 pandemic economic downturn in the
country

hard. The government have given priorities to

the post-COVID recovery of the economy with a
strong focus on the health sector. The pandemic
is expected to hinder growth through its effects
on production and exports. Key sectors, such as
tourism and natural gas, are expected to witness a

slowdown, affected by the restricted international
travel and the collapse in oil prices (World Bank,
2020). This has reduced the willingness of the
government, donors, the private sector and
international financial institutions to invest in many
green activities and projects.
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Weak business case for green investment in
adaptation projects: Zambia, like other developing
countries, faces challenges making a good business
case for adaptation, which makes it difficult to
attract private investment in adaptation projects.
On the other hand, a good number of mitigation
projects in Zambia have strong involvement of the
private sector, especially in the domain of energy,
transport, waste management and green cities.

Unfamiliarity with new green technologies:
While Zambia has conducted a climate TNA and
also elaborated a climate technology action plan,
implementation and adoption by the private sector
remain very limited. This is because of the high cost
of acquisition, weak intellectual property protection
by national government and unfamiliarity of many
private sector actors with new green technologies.

Weak start-up culture: Between 2010 and 2019,
most of the start-up founders in Southern Africa
who had raised at least US$1 million came from
South Africa. Specifically, out of 111 founders, 80

were South Africans; 11 were from Zambia (Statista,

2021). This means that youth from Zambia
need to be able to do more to build successful
start-ups that will create green jobs and support
NDC implementation.

Lack of internal knowledge and capacity

within private companies: Many companies lack
capacity and internal knowledge to evaluate climate
science and often require short- to medium-term
projections of local impacts of climate change
commensurate with the scale of their business
activity. The private sector actors in the sub-region
lack awareness of both the risks and opportunities
that climate change poses to their businesses
(AfDB, 2021). While there have been advances in
the use of climate models for climate projections,
private sector actors possess inadequate capacity
to access data on predicted climate change and to
interpret the information in a manner that informs
their strategies and plans. As a consequence, itis
challenging for actors in the private sector to make
decisions that favour investment in climate actions
or climate change projects.

Inadequate access to finance: Access to finance
remains a key impediment to private sector
investment in climate change in Zambia. Based
on a study conducted in four Southern African
countries (Botswana, Lesotho, Namibia and
Zimbabwe), the private sector is not engaged in
climate investments as a result of the difficulty

associated with accessing finance to undertake
suchinvestments (Southern Africa Climate Finance
Partnership, 2019). The difficulty in accessing
finance in the sub-region is particularly observed
for CSAinvestment, althoughitis noted as a
substantial broader challenge in Botswana and
Lesotho, while the macro-economic conditions

in Zimbabwe are seen as a major obstacle for
private sector actors in accessing financing for
climate investments.

Lack of enabling conditions for investment in
some sectors: Countries in the Southern Africa
sub-region have made little progress in creating an
enabling environment for private sector investment
in CSA, energy efficiency, and adaptation (Southern
Africa Climate Finance Partnership, 2019). This is
problematic given the multiple benefits that could
emanate from private sector investment in energy
efficiency and given that adaptation, especially in
the agriculture sector, is a priority for Zambia like
other developing countries.

Sectoral challenges

Climate-smart agribusiness and forestry:

Most investments in CSA and forestry in Zambia
are from large companies. SMEs still face the
greatestinvestment barriers, since they often lack
collateral in the form of land titles and fixed asset
investments to qualify for loans. In Zambia, like in
many Southern African countries, bank lending to
SMEs in the forestry sector is lower than 10 per cent
(Mhlanga, 2010) and interest rates are relatively
high. Physical access to rural banking facilities

is still very limited, few banking staff are familiar
with forestry and CSA investment requirements,
and therefore transaction costs related to small
individual loans are prohibitive and are major
investment barriers (Branca et al., 2012). Under
the Basellll regulations, banks are required to hold
additional capital to cover investments in longer-
term and riskier initiatives.

Transport: The transport sector is one in which the
private sector is expected to step in as a service
provider as the sector requires technological
capacity and know-how, as well as a labour force.
However, certain challenges across the Southern
African region hinder private sector investment.
These include but are not limited to:

The need for an enabling environment and skillset:
Without strong institutions with the right capacity in
place and clearly defined roles in the transportation



sector, private firms may not be willing to engage

in transforming the system. Though this sector
employs a relatively high number of people, itis hard
to find skilled personnel.

Access to finance: Private sector firms that are
interested in investing in the transportation sector
in Zambia usually face difficulty accessing the
relevant green finance that they need.

Green building and smart cities: Like in most
sectors in the region, inadequate regulatory and
institutional capacity hinder the private sector from
engaging in the construction of green buildings and
smart cities. There is little trust and accountability
on the side of the government, and thus the
investment climate is filled with uncertainty and
little trust.

Construction costs, which have always been high,
are becoming exorbitant, especially with low-
emission options being considered in this sector,
with the emergence of green buildings and smart
cities to mitigate the effects of climate change.
Construction projects in Africa often cost far more
than estimated, and this prevents investors from
undertaking huge projects such as green buildings
(Construction Review, 2015).

Inadequate technological and institutional capacity
makes the construction sector in the Southern
African region unattractive to private sector
investors, worsened by unavailability of skilled labour
in a labour-intensive industry. This usually implies
higher hiring costs as skilled workers need to come
from abroad.

Access to finance is challenging. Banks have
developed conservative lending measures,
which have made access to credits a major issue.
Private firms therefore find it hard to access

the much-needed funds to venture into green
construction projects.

Water and irrigation: Ineffective water resource
management presents challenges to some

of countries at regional and national levels.
Mozambique, for instance, is located at the
downstream of all international rivers crossing

the country. At regional level, floods and droughts
must be properly dealt through the existing
transnational rivers management committees.
Domestically, the lack of appropriate infrastructure
to secure river flow managementis anissue.
However, neither of the two will work if the other is
not secured.
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Drought and poor water service delivery are already
constraining economic growth and hampering
livelihoods in many parts of Zambia. The challenges
facing the water sector include deteriorating
infrastructure, high levels of non-revenue water,
declining water quality and water infrastructure
designed to support a considerably smaller
population than it currently serves.

Financial sector: In the Southern African region,
there is generally limited understanding among
financial experts of climate change risks to the
economy and the financial system, especially related
to insurance, economic and financial losses caused
by climate-related events such as floods, droughts
and other extreme weather events. Moreover, some
financial experts do not understand how to carry out
an appropriate assessment of climate exposure to
financial activities, assets and the carbon footprint
of their institutions.

Other barriers in the financial sector are linked to
the high cost of capital for low-carbon investment
compared with returns; lack of understanding of
climate investment opportunities; inadequate
technical capacity on climate change adaptation
and mitigation issues during the preparation, review
and monitoring of green projects; low awareness
and capacity to perform the operational steps
involved in green lending investments; high upfront
cost of developing business lines in green lending;
inadequate risk management mechanisms and
standards including credit ratings and risk transfer
and pooling instruments; difficulty in accessing
longer-term financing; credibility of off-takers; high
transaction costs for smaller projects; and difficulty
in raising financing for technologies that have not
been proven locally (Shishlove et al., 2017).

Opportunities for the private sector to
implement the NDC

Several opportunities exist in Zambia across
different sectors. These include the following:

Climate-smart agribusiness and forestry:
Zambia's CSA roadmap as well asits CSA
investment plan provide guidance for private sector
investment and facilitate improved private and
public engagement and investment in agricultural
value chains.

The presence of forests for REDD+
implementation: Zambia is endowed with forests.
This offers an opportunity for private sector
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companies to investin REDD+ and engage in
carbon trading as seen already in countries like
Madagascar and Zimbabwe. This is an opportunity
that the private sector in Zambia can take to invest
in green initiatives in the forestry sector.

Renewable energy and energy efficiency: The
enabling environment for private sector actors to
invest in renewable energy is improving. In Zambia,
the government is making good progress towards
the provision of robust planning, clear targets and
alegal framework for renewable energy production
expansion. The goalis to increase the share of
renewables in the national electricity mix, which will
give room for private sector investments (AfDB,
2021).

Untapped renewable energy potential: Electricity
demand is expected to double in Zambia by 2030.
To meet this demand, thereis a need to investin
the huge untapped renewable energy potential in
the country. This offers an ideal opportunity for the
private sector in Zambia to develop projectsin the
renewable energy sector from biomass-generated
electricity based on agricultural waste alone.

Waste management: Waste in Zambia is already
being used by some private sector actors and
investors as a valuable raw material to produce new
products including solid waste organics, biogas
solutions, recycles and e-waste and builders'
rubble. The opportunities in waste managementin
the country remain under-exploited. To promote
investment, Southern African Development
Community (SADC) countries have put in place a
regional indicative strategic development plan that
identifies waste management as one of the priority
issues to be addressed. This is complemented by

a national waste management policy, strategies,
legislations and plans.

Infrastructure: Zambia has in place an Action Plan
for the Industrialisation Strategy and Roadmap.
Akey focus of thisis to elaborate targeted and
selected industrial policies that provide conditions
that will promote higher rates of investment

by the private and public sectors in economic
infrastructure, in turn providing the enabling
conditions needed for the growth of other

sectors of the economy, such as value-adding
manufacturing (SADC, 2017). The governance
body of the Action Plan is composed of four
interdependent parties, of which the private sector
is one. This therefore provides an avenue for

private sector actors to invest in climate-smart
infrastructure as an important pillar of SADC's
industrialisation and regional integration.

Green buildings and smart cities: Despite the
challenges within the green buildings and smart
cities sector, there are some opportunities open
to the private sector in Zambia. The private

sector, which is known for having a higher level

of technical capacity, could engage in training
construction workers, as well as providing the
know-how for the implementation of projects

in the development of smart cities in Zambia.
Developing smart cities involves making transport,
energy, water resources, waste management

and infrastructure climate-resilient, low in GHG
emissions and efficient in the use of resources.
This gives the private sector the chance to be a
service provider in either a single sector or multiple
sectors involved in the construction of green
buildings and smart cities. This means the private
sector has the chance to be a project funder, to
work in a partnership with public institutions (PPPs)
or to provide services in making one of the relevant
sectors climate-smart.

Water and irrigation: Water harvesting and
multipurpose reuse, including for irrigation,
wastewater treatment, groundwater and
conventional water treatment and non-revenue
water represent the major PPP opportunities in
Southern Africa. Bigger cities and metropolitan
municipalities in Zambia that are often well
resourced and have a considerable revenue base
and strong levels of institutional capacity are the
most suitable partners for PPP. The vast arable land
in Zambia is constantly hit by drought and changing
rainfall patterns, which in turn presents private
sector opportunities to invest inirrigation projects
and technologies as one way to solve the water-
related challenge in agriculture.

Financial sector

Existence of a regional climate finance partnership:
The Southern Africa Climate Finance Partnership,
a multi-country capacity enhancement and
knowledge-sharing platform facilitated since
2016, has a climate finance community of practice
comprising public and private sector institutions

in several Southern African countries. These
communities are focused on improving access

to and implementation of climate finance as



well as attracting and boosting investments
that tackle national climate change priorities
(SouthSouthNorth, 2020).

Institutions with direct access to climate funds: DFls
such as the Development Bank of Zambia have
the capacity to directly access dedicated climate
funds and funds from bilateral and multilateral
development partners and other international
finance institutions, so as to provide loans and line
of credits to both private and public sector actors
investing in and implementing green projects
across sectors.

Unlocking climate/green bonds: Zambia is using
climate/green bonds to unlock private finance that
is currently unavailable to address climate change
adaptation and mitigation. These bonds are an
increasingly attractive asset class for institutional
investors in the region.

Key messages on opportunities to invest in
NDC implementation

. Blended finance has a potentially significant
role to play in crowding in private sector
finance at scale, especially with respect to
low-carbon infrastructure projects (such as
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water infrastructure) or nascent green-tech
industries where there is a need to support the
development of new markets or technologies.

Green bonds offer a significant opportunity
(especially at provincial and municipal level)
to mobilise large amounts of private capital
earmarked for low-carbon, climate-resilient
investments. The global green bond

market is expected to grow exponentially as
governments, cities, municipalities and large
corporates seek funding to meet climate
change commitments and the SDGs.

Green performance-based grant funds
(outcomes-based grant funds) could offer
private sector institutional investors the
opportunity to increase investment in green
MSMEs, by paying for pre-agreed green
outcomes, such as (among others) green

job creation, climate change mitigation and
improved water and waste management,
subject to matching private sector funding from
these private sector institutional investors.
An evolution of this performance-based
model could see grants being replaced by
concessional or blended finance instruments.
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5. Overview of the Finance
Sector and Resources in Zambia

In understanding how to finance Zambia's Updated
NDC itisimportant to be able to identify where the
various potential sources of finance are. Zambia
has a wide range of options available to it —including
public and private finance and national and
international sources. This section sets out where
that capitalis. In order to be able to effectively
mobilise financial resources, it is important to
consider the different finance providers to actively
deploy funds to the projects/infrastructure
activities that need to be financed to deliver the
NDC. Figure 9 summarises these interactions.

A major pillar of the Paris Agreement lies in ensuring
that financial flows are made adequate and more
consistent to help countries reach their collectively
agreed global climate mitigation and adaptation
targets. While national climate policies, strategies
and action plans typically translate these targets
into more specific objectives and the measures
required to achieve them, these plans often lack
well-defined, comprehensive integration into the
domestic budget process and rarely include realistic
costing and financing elements.

This section focuses on the pivotal role of
budgeting and financing for achieving NDCs,
recognising that, as part of an NDC action plan, it will
be critical to address financing as a cross-cutting,
systematic issue. Given the transformational
nature of the challenge to sustainably scale up

both the levels and the growth rates of financial
flows required under the Paris Agreement, this
section acknowledges the risk of developing
parallel, fragmented approaches. It describes how
to develop comprehensive financing strategies,
drawing on a diversity of financial instruments

and sources, including domestic public finance,
domestic and international private investments,
and international public support. An integrated
approach that transcends project-based and short-
term time horizons is required to effectively align
financial resourcing with NDC priority activities.

5.1. Therole of the private sector

Developing and financing low-carbon and climate-
resilient infrastructure can be challenging as finance

sources traditionally invested in

fuel-based infrastructure needs to be redirected.
This is especially the case for energy. While
International Energy Agency modelling of global
energy investment has previously shown that
capital spending in the fossil fuel extraction and
transportation sectors will reduce proportionately,
reducing the need for fossil fuels imports from
abroad, in the short term significant upfront
investment must be secured (Holmes el al., 2016).
A sharp "pulse” of investment is required over the
next 15-20 years. Current analysis suggests that
this level of investment cannot be supported on
the balance sheets of existing energy companies
and utilities. Itis also beyond the reach of public
budgets. Therefore, private investors will be crucial
in financing NDCs.

Understanding and mapping where capital sits
within the finance system as well as the risk appetite
and return oninvestment needed by the institutions
that deploy that capital is key to understanding

how to develop effective NDC implementation.
Zambia's financial sector can be classified into the
following main categories: banking, pensions and
insurance and non-bank financial institutions."’
The Zambian financial services sector comprises
19 registered commercial banks, 24 registered life
and general insurance providers, 242 registered
pension schemes and 36 microfinance institutions
(PwC, 2018). In recognition of the strategic
importance of the development of the financial
sector, the government devised and formulated
policy mechanisms to address the identified
obstacles within the framework of the Poverty
Reduction Strategy Paper, whose implementation
started in 2002. In June 2004, the Financial Sector
Development Plan covering the period 2004-2009
was approved. This section sets out an overview of
where capital is held in Zambia — with a focus on the
banking system and institutional investors, notably
pension funds.

17 https://www.pwc.com/zm/en/industries/financial-
services.html
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Figure 9. Public and private ecosystem for NDC finance
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5.1.1. The Zambian banking system

The number of licensed commercial banks in
Zambia in 2020 was 18. Nine of these banks are
subsidiaries of foreign banks, five were locally
owned private banks and four are partially owned by
the Government of Zambia. Subsidiaries of foreign
banks continued to dominate the sector in terms of
total assets, loans and deposits (Table 17).

The overall financial performance and condition
of the banking sector at end-December 2020

remained satisfactory despite the adverse
macro-economic environment compounded by
the negative effects of the COVID-19 pandemic
(Bank of Zambia, 2021). This was largely on account
of adequate capital and satisfactory earnings
performance and liquidity conditions. Asset quality
was, however, adversely rated, as the level of non-
performing loans remained high, largely because

of the deterioration in business conditions, which
impaired the cash flows of most businesses and
households. In addition, profitability reduced, largely

Table 17. Assets, loans and deposits and profit before tax by ownership type,

2018-2020 (share of industry, %)

" psset | Loan | Dep. | PBT | Asset | Loan | Dep.| PBT | Asset | Loan | Dep.| Par |

Subsidiaries of  73.1 679 722 683 749
foreign banks

Banks with 18.2 21.8 197 281 206
government

stake

Local private 8.7 10.3 8.1 36 45

banks

Total 100 100 100 100 100

Note: Dep. = deposit; PBT = profit before tax.
Source: Bank of Zambia (2021).

711 740 744 738 68.2 746 421

228 221 241 231 271 226 481

6.1 4.0 16 31 4.7 2.8 9.7

100 100 100 100 100 100 100
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on account of International Financial Reporting
Standard 9 impairment losses on government
securities following the sovereign credit rating
downgrade to default status. Further, a few banks
recorded unfavourable performance and were
under close surveillance.

Banks, along with private equity, have traditionally
been the "first movers" on clean energy financing —
notably through project finance. The ability of banks
to price and manage risk —which'is critical in the
construction phase of new projects —and to blend
different sources of finance (public and private,

for example) means they are and will be important
financial players in the implementation of NDCs.
Banks can also help establish networks that can be
used to identify and work with project developers
to grow investmentin green jobs, which is relevant
to NDC implementation. Zambia's banking sector
comprises 19 registered commercial banks (Bank of
Zambia, 2021).

Zambia's economic growth is projected to contract
4.2 per cent for 2020 owing to the COVID-19
pandemic and ongoing electricity shortages,
putting the economy into recession for the first
timein 22 years. This is in sharp contrast with the

3 per cent growth targeted in the 2020 budget.
Target growth for FY 2021 has been set at 1.8 per
cent. With the exception of FY 2017, over the past
five years actual GDP growth rates have been lower
than the set targets. The economy is expected

to contract by 4.2 per centin 2020 and this will
invariably affect the performance of the financial
services industry. In response to the prevailing
challenges due to COVID-19 in August 2020 (PwC,
2021).

As mentioned above, collectively, the banking
sector remains resilient, as evidenced by the strong
capital position of K11.9 billion as at June 2020

Figure 10. Zambia's GDP growth

GDP ataglance

1.8%
Target GDP
growth: Budget 2021

Source: Zambia Statistics Agency (2021).
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(December 2019 K11.3 billion). This was against

a minimum requirement of K7.5 billion, leaving an
excess of K4.4 billion. The banks are positioned

to withstand the impact of the current economic
downturn. The majority of the foreign banks are
adequately capitalised while the capital position for
local banks also remained relatively stable.

It is worth noting that around half of all banks
operating in Zambia are financing renewable energy
projects —including wind, solar and small hydro,
accounting for US$314 million of total investment
in 2013. Local bank involvement has grown since
2008, when the Non-Conventional Renewable
Energy (NCRE) Loan Programme was launched.
This aimed to kick-start renewable energy financing
in Zambia by providing "wholesale” financing to
local commercial banks, which in turn could act as
intermediaries, providing concessional loans to
renewable projects. Since then, appetite appears
to have increased but bank participation in the
sector appears much lower than in other African
countries —and with a narrower project focus. For
example, bank financing seems to be concentrated
in large-scale projects. Looking at international
growth in clean energy deployment, in 2014 much
of the new installed capacity was distributed energy:
$73.5 billion—an increase of 34 per cent compared
to 2013. As such thereis a case to be made for
government to work to widen the focus of the
banks to look at smaller-scale investments as part
of its National Finance Strategy (Zambia Energy
Sector 2021).

Furthermore, much of the concessional finance
offered to private banks comes through direct
relationships with DFIs. While this makes sense in
terms of getting the market established, looking
towards the long-term a more strategic approach
is needed. As part of moves to develop an NFS,
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consideration should be given to how DFls can
be involved in a more strategic discussion about
targeted public finance offerings to the highest-
value areas.

5.1.2. The pensions sector

Zambia has a growing portfolio of pension assets,
representing 3.48 per cent of GDP by 2015.*¢
Pension fund assets rose in 2020 despite the shock
of COVID-19. By 2050, assets under management
could reach significant percentage of GDP.

As Zambia moves forward to scale up investment
in NCRE (and, more widely, builds climate-resilient
infrastructure to meet its climate goals and
development needs), pension fund assets will be a
key source of finance to access. These institutional
investors —pension funds but also insurance
companies —which have long-term liabilities and

a low-risk appetite are well suited to investin such
assets. Such investments are attractive because
they act to reduce some of the exposure to
variables such as foreign exchange rates, while also
offering protection against inflation, for example,
with inflation-indexed rates.

Given the large upfront costs of financing a climate-
resilient economy in Zambia, pension funds offer a
key source of capital to close the finance gap. They
can alleviate the pressure on public balance sheets —
and it is generally agreed that the involvement of
private sector actors in financing projects improves
the quality of infrastructure projects by bringing
private sector rigour to financing decisions.

5.2. Public sources of finance

5.2.1. Zambia's national development
banks

NDBs, often referred to as national development
finance institutions, public banks, policy banks

or promotional banks, are "any type of financial
institution that a national government fully or
partially owns or controls and has been given an
explicit legal mandate to reach socioeconomic
goalsin aregion, sector, or market segment
(Holmes et al.,2016)." Their operations are
traditionally focused on those sectors of the
economy associated with a higher degree of risk:
infrastructure, rural sector and SMEs. Climate
change-related investment is a steadily growing

18 https://www.theglobaleconomy.com/Zambia/pension_
funds_assets/
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investment theme for these banks. By 2014,
NDBs globally had contributed more than half
of total climate finance flows, mostly through
concessional loans.

NDB have a key role to play in overcoming the
investment gap —in terms of both building
confidence in stable policy regimes through the
alignment of public and private financial interests —
but also building capacity in low-carbon investment.
Their dual role is focused on complementing and
catalysing private sector players through their
insights into local opportunities and risks and also
their relationship with the local private finance
sector. These insights and relationships as well as
their longer-term perspective and access to donor
"risk” finance enable them to tolerate more risk
compared with private sector actors. Furthermore,
government guarantees (explicit or implicit) and
the public policy focus of such institutions means
they tend to have a lowered required return on
capital — as achievement of public policy-relevant
goals such as market development and social or
environmental objectives constitutes part of the
return oninvestment.

As NDB for Zambia, the Development Bank

of Zambia (DBZ) has played an important role

in promoting and shaping economic growth

and increasing social financial inclusion. DBZ's
strategic focus is to develop capabilities

and mobilise resources that positionit as a
preferred development finance partner. Since its
establishment, DBZ has been the most significant
provider of long-term finance for fixed assets to
medium- and large-scale enterprises in Zambia.
In recent years, it has taken the lead in financing
infrastructure projects.

DBZ's shareholder structure appears to be
somewhat more aligned with international
capitalisation, given that its shareholder base
includes foreign bilateral and multilateral institutions
(AfDB, 2021: 38). Furthermore, it has worked with
large-scale programmes such as the renewable
project financed in collaboration with the United
Nations Industrial Development Organization and
the Rural Electrification Authority (REA).

DBZ is also working closely with the World Bank
throughits Electricity Service Access Project (ESAP)
to map the potential for small solar home systems
and mini-grids. The amount of any future credit

line to be provided by the World Bank to fund this

is currently undetermined, but figures range from
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US$2.5 million as a pilot with the potential to ramp
up to $26.5 million. Of this total, $5.9 millionis
intended to specifically target rural electrification
projects, whereby $3.4 million will be used for
technical assistance and the remaining $2.5 million
will fund direct loans to solar equipment companies
and mini-grid developers. This component of the
programme is known as the Off-Grid Loan Facility
(ibid.). It is recommended that collaboration be
sought with the World Bank or DBZ in preliminary
Green Bank design stages to leverage any progress
and results that may transpire from the Off-Grid
Loan Facility, especially if a Green Bank could be
complementary to this programme.

One of the other favourable aspects of DBZ as

a potential partner institution is that it secured
accreditation with GCF on 1 July 2021. Achieving
accreditation would facilitate funding from the GCF
and other potential climate funds to NDC projects
inthe country.

Given that DBZ has been critical in promoting
renewable energy investment and climate-proofing
key sectors of the economy (including agriculture),
thereis a strong case to be made for putting it at
the centre of the NDC of implementation.

5.2.2. Industrial Development
Corporation

IDC is a strong potential partner for any grid-
connected renewable energy projects. The
institution has an existing mandate that includes
renewable energy and is focused on projects
larger than 50 MW. This mandate forms a unique
complement to the DBZ target market segment.
The greatest challenge cited by the IDC lies in
identifying equity capital providers in project finance
transactions; for grid-connected projects, the IDC
has continued to play an active role as an equity
investor but seeks financing partners that have an
appetite for minority equity stakes.

Similar to the DBZ, the IDC has experience
collaborating with multilateral development
organisations, such as its support to an 88MW
new solar power plant generation capacity project
in 2017 through the World Bank's Scaling Solar
Program. Following the end of the latter, the IDC
successfully launched the Alternative Renewable
Energy Investment Programme, which to date has
supported 400 MW of new solar power generation
capacity and a 130 MW new wind turbine farm.
The IDC has also taken action that leverages

the Electricity Act of 2019 and curbs the historic
ZESCO monopoly as the sole power off-taker in
Zambia via an initiative with Africa GreenCo.

5.2.3. The Rural Electrification
Authority (REA)

The REA is a strong potential agency to NDC
implementation, given the organisation’s history
of project facilitation and implementation in the
rural electrification sub-sector. As mentioned
earlier, REA's funding is generated from a mix of
sources but is generally reliant on grant funding to
conduct its work. With this dependency, itis not
surprising to see slower than hoped progress in
rural electrification. However, the agency has critical
experience already, which includes relationships
that have been cultivated with leaders in rural areas
since the REA's establishment in 1994 (AfDB,
2021).

Furthermore, the REA has recently added to

its track record of renewable energy project
development with the successful completion of
a mini-hydro power stationin 2019. Known as the
Kasanjiku project, the mini-hydro power station

is located in the North-West province of Zambia
andis the first to be constructed in Mwinilunga.
An estimated 12,000 people will benefit, including
local public service providers. This recent project
highlights existing experience with mini-hydro
power, which is crucial for the development of
future projects.

Given the REA's in-house capacity and experience
with project assessment and development,

the entity was identified as a partner for the

World Bank's ESAP, for which DBZ is serving as

the financial intermediary. The REA is involved
specifically in the Off-Grid Smart Subsidy
component. There is opportunity for a national
climate change fund within the existing scope of
the programme to provide further complementary
support and to scale positive results. Five sites for
projects have been selected thus far, with both
hydro and solar projects already identified. However,
wind projects have not commenced feasibility
studies as they will require additional funding.

Although the REA, DBZ and IDC have some internal
project preparation capacity, there is a shortage of
funding for the development of rural electrification
projects. Potential existing approaches to filling this
need include the model highlighted by the Ministry
of Energy for a Project Preparation Grant, which



is one component of a programme presented to
SREP, with co-financing from the CIF and AfDB
(ibid.: 39). Ininterviews, stakeholders noted that,
given REA's funding model, additional grant funding
that targets feasibility and project preparation
activities is very much needed, especially if

the funding is inclusive of training for staff and

local counterparties.

5.2.4. Zambia Development Agency

ZDAis Zambia's premier economic development
agency with a multifaceted mandate of promoting
and facilitating trade, investment and enterprise
developmentin the country. Itis also responsible
for building and enhancing the country's investment
profile for increased capital inflows, capital
formation, employment creation and growth of the
MSME sector.

A quasi-government institution under the
Ministry of Commerce, Trade and Industry, ZDA
was established under the ZDA Act No. 11 of
2006. It became operational in 2007, after the
amalgamation of five statutory bodies — Zambia
Investment Centre, the Zambia Privatisation
Agency, the Export Board of Zambia, the Small
Enterprise Development Board and the Zambia
Export Processing Zones Authority.

5.3. International finance

5.3.1. Multilateral development banks
and bilateral development banks

Climate financing by eight of the world's largest
MDBs accounted for US$66 billionin 2020, of which
58 per cent was committed in low- and middle-
income economies (AfDB et al., 2021).

Like NDBs, MDBs and BDBs are important as
finance providers but also for their technical
capacity and expertise. They are importantin
helping build the capacity of NDBs and local banks
to mainstream climate-resilient financing. In 2014,
approximately US$28.3 billion in climate finance
was provided by MDBs, including own and donor
resources. Many MDBs have targets for lending to
climate action —and these targets were increased in
2021 inview of COVID-19. As well as direct lending,
the MDBs are implementing agencies of the
international climate funds.

In Zambia, the following institutions are the most
active: the World Bank, AfDB, the International
Monetary Fund and the IFC. AfDB is one of the
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largest MDBs contributing to climate finance. Itis
estimated that the Bank has committed more than
US$1 billion to public sector infrastructure projects
in agriculture, industry, water and sanitation, energy,
the social sector (education and health), transport
and multi-sector support (primarily general budget
support).t®

AfDB along with the World Bank Group and KfW
has focused operations on financing NCRE
feasibility studies with local private banks and public
development banks and blending donor funds with
public finance to provide low-cost concessional
finance and technical assistance.

MDBs will also be important players in the
development of updated NDC implementation for
Zambia. In addition to being a source of expertise
and finance, key roles could include:

Providing knowledge on policy, technology
and financial risks and solutions to overcome
barriers to investment;

Acting as an honest broker in dialogue
between governments and private sector
investors in the development of new
approaches to financing climate resilience;

Helping develop new innovative risk-
sharing finance instruments to blend public
and private finance to target high public
value investment.

AfDB's Climate Change and Green Growth
Department has established the Africa NDC Hub
to serve as a resource pool for regional member
countries and to co-ordinate various sector
activities with a view to fulfilling obligations related
to the Paris Agreement.

The Hub particularly focuses on three key
support areas:

1.  Fosteringlong-term climate action: This
entails analytical work to align country-NDCs
with national development agendas and
voluntary contributions, and to explore
options to raise the ambition necessary for
low-carbon and climate-resilient growth on a
long-term trajectory.

2. Mobilising means for implementation —
finance, capacity-building, technology
development and transfer: These are critical

19 https://www.afdb.org/en/countries/southern-africa/
zambia/zambia-and-the-afdb



54\ Climate Finance Mapping for NDC Implementationin Zambia

Figure 11. Total MDB climate finance commitments for all economies where MDBs

operate, 2020 (US$ million)
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Figure 12. Top 10 recipient countries of climate finance by amount approved,
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enablers to achieve the objectives of the
Paris Agreement within the context of African
sustainable development. The Hub will
engage global climate funds and the private
sector to cater for both conditional and
unconditional pledges of African NDCs.

3. Co-ordination, advocacy and partnerships:
The Hub will provide a platform for the
co-ordination of NDC support activities
on the continent for the efficient use of
limited resources.

5.3.2. International climate funds

The international climate funds tend to have a
specific sectoral focus, such as mitigation, REDD+
and adaptation. Most of them were created in the
mid-2000s. The exception is the GEF, which was
createdin 1991 as an association of international
co-operation between 183 countries working in
partnership with international institutions, civil
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society and the private sector to address global
environmental problems. These funds are multi-
donor, and some of these sources are linked to
ODA. Zambia is the second-largest recipient of
international climate funding in Africa after South
Africa by amount approved (over the past five years,
the most active funds in Zambia have been the
GEF, CIF and GCF).

The total amount approved for Zambiais
approximately US$238 million between 2013
and 2018 (excluding projects completed).?® The
relevance of the funds in absolute terms is small
compared with the total need to address climate
change challenges. Despite their relatively small
size compared with the total amounts invested
in Zambia, the climate funds are strategically
important for a number of reasons, including for:

20 https://climatefundsupdate.org/wp-content/
uploads/2019/03/CFF6-2018-ENG.pdf
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. Attracting private investment through they have not been fully utilised, especially in
enabling NDBs and MDBs to develop risk- Zambia, where there is no adequate institutional
sharing instruments; capacity or skill sets to be able to access them.

. Fostering learning and develop the International climate funds can be leveraged to
technical capacity to deliver climate- support NDC implementation in Zambia. However,
resilient investment. international co-operation must be aligned with

country policies.
However, given the complexity of the institutional yp

architecture and the requirements of the funds,
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6. Mapping the Governance
and Co-ordination of
Climate Finance for NDC
Implementation in Zambia

6.1. Institutional arrangements for
NDC implementation

Key to successful NDC implementation is good
governance and co-ordination among sectors,
different stakeholders and government and civil
society, so that activities at the local level are
appropriately aligned with the NDC, the NCCP, the
NCCRS and the NDPs.

Implementation of the Updated NDC is anchored
within the framework provided for by the NPCC,
co-ordinated by MLNR. This Ministry, together with
MNDP, also manages a mechanism (dashboard)

to track support received and actions taken in the
country. Actual implementation of climate change
activities is undertaken by a cross-section of
players (Table 18).

6.2. Stakeholder engagement

Stakeholder engagement will be important
throughout the NDC implementation process. It
will be necessary to obtain broad buy-in for NDC
implementation and the actions that it will entail,
but also to help shape the process, by taking
advantage of the creativity and technical expertise
on offer from a range of stakeholders. Engagement
on NDC implementation will be co-ordinated

by the NDC Co-ordination Committee, with
sectoral focal points co-ordinating specific sector-
focused stakeholder engagement. Stakeholder
engagement can take on many forms with different
objectives (Table 19).

6.3. Buildinginstitutional capacity

A range of capacities and skills will be needed to
ensure effective governance and co-ordination of the
NDC implementation process. A good deal of capacity
already exists in the central NDC Coordination Team

in CCNRMD, and these staff will play a key role in
identifying capacity needs in other ministries and

supporting them to build this capacity (e.g. through
discrete technical assistance projects). There may
also be aneed for specific capacity-building within
CCNRMD to help it fulfilits co-ordination function on
NDC implementation as effectively and efficiently as
possible. This couldinclude:

Expertise in bankable project development
and management especially, for the GCF, the
LDCF, the AF, the GEF and other bilateral and
multilateral agencies;

Capacity-building on MRV, including on
GHG emission assessment in different
sectors, such as in data generation systems
and management;

Capacity enhancement in climate change
negotiations to strengthen government
positions within international negotiations;

Expertise in using appropriate tools for project
management, for example Gant charts, critical
path tools and risk registers;

Expertise in and understanding of good
governance structures and processes, for
example well-managed committees and
working groups. For example, useful lessons
can be learnt from other countries that have
previously set up such institutional structures;

. Understanding of wider government policy, for
example economic and development plans,
and sectoral master plans.

More widely across the government,
other capacities that may need further
developmentinclude:

Experience and expertise in reporting on
policy implementation to senior officials;

Capacity-building on developing gender-
responsive funding proposals for ministries,
departments and agencies;
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Table 18. Roles at institutional and stakeholder level

Institution Main responsibility

Ministry of National Development
Planning

Ministry of Lands and Natural
Resources

Ministry of Finance

Other Ministries

Development Bank of Zambia
Zanaco PLC Bank
National Savings and Credit Bank

Private sector

Civil Society Organisation

Vulnerable groups

Source: NCCP, 2016.

Overall coordination and oversight of climate actions in Zambia
National Designated Authority for Green Climate Fund and
Adaptation Fund

Oversee implementation of climate actions in Zambia

Focal Point for United Nations Framework Convention on Climate
Change

Resource mobilization

National Implementing Entity (Aspiring) for the Green Climate Fund

Executing entities

Receive, deploy and report use of funds to Accredited Entities

National Implementing Entity (Aspiring) for the Green Climate Fund
National Implementing Entity (Aspiring) for the Green Climate Fund
National Implementing Entity (Aspiring) for the Green Climate Fund

Executing entities
Financiers

Policy advocacy

Advocacy

Participate in planning, implementation and monitoring

Participate in planning, implementation and monitoring

Basic knowledge of climate and sustainable 6.4. Climate finance effectiveness
development policy across key ministries, in
particular an understanding of how their core

at different stages in Zambia

work areas link with the climate agenda and As Figure 13 illustrates, effectiveness canbe

the SDGs.

considered at different stages of climate finance
planning, delivery and/or use. For example, at

Table 19. Key objectives of stakeholder engagement in implementation of the NDC

Sharing information on the Paris
Agreement and on NDC
implementation

Consultations on specific interven-
tions and policies

Sharing of experience and lessons
learnt with international partners

Sharing of NDC implementation
progress reports

Broaden buy-in and public support for climate action and for NDC
implementation, and build knowledge capital in key institutions

Seek technical expertise to help shape and improve draft policies

Increase awareness and appreciation of action carried out in
Zambia and transfer knowledge and best practice (in both
directions —from and to Zambia)

Improve understanding of progress made and or areas where
further work is needed, increase buy-in for action in new areas or
increasing efforts in existing areas
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Figure 13. Considering effectiveness at different stages
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the international level, greater discussions and
co-ordination between development donors and
partners can help align different actors behind
common objectives. Similarly, enhancing national
and sub-national institutions and enabling
environments can help improve the ability of the
country and organisations to allocate and absorb
climate finance in an effective manner. Further,
designing interventions and assessing results
during the monitoring and evaluating stage can
help improve the effectiveness with which climate
finance is allocated.

According to Ellis et al 2012, stakeholders within
different communities have focused on what
effectiveness means during one or more of these
stages. Some organizations focus on institutional
and process-oriented issues such as delivery
(e.g.Birdetal, 2013), access (Sierra et al, 2013)
absorptive capacity or "readiness" (TNC, 2012;
UNDP, 2012) during more upstream stages. On
the other hand, some look at multiple criteria, e.g.

Institutions and Enabling

« Aligning and co-ordinating with
partners and across donors

* Enhancing readiness; increasing access
and absorptive capacity; strengthening
country systems, institutions and
enabling environments

« Designing interventions; delivering
and allocating resources

* Monitoring and evaluating results;
learning from experience

institutions, governance, learning (Sierra et al.,
2013;Brownetal, 2011).

In terms of assessing effectiveness, some financial
institutions (e.g. AFD and EIB) focus on their climate
finance interventions' results on the groundin
terms of mitigation and adaptation, while others
look at broader development or local environmental
co-benefits (AfDB,2021). Increasingly, DFls (e.g.
AfDB, Inter-American Development Bank (IADB),
Islamic Development Bank, EBRD) are converging
towards results frameworks that track operational,
management and project performance results
under single, institution-wide systems (AfDB, 2021).

Institutions are also beginning to integrate
evaluation (e.g. AFD, 2021) and establish
independent external evaluations of their
projects and programmes (e.g. ICF, 2013). The
OECD Development Assistance Committee
(DAC) Evaluation Resource Centre provides a
compendium of relevant evaluations from key
institutions and DAC members.
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7. Financing NDC
Implementation for Zambia

Country capacity is an imperative aspectin
accessing climate finance in an effective and
efficient manner. The current climate finance
landscape assessment suggests that Zambia is
relying heavily on international organisations and
partners to access climate finance, including in
proposal development. Itis important to reduce this
reliance gradually by developing national capacities
in accessing climate finance and more specifically
for NDC implementation.

Enhancing overall knowledge levels on climate
change across sectors is an important aspect
in mainstreaming climate change and a more
integrated approach towards addressing
climate change challenges. Apart from
knowledge and local expertise, appropriate
institutional mechanisms are also important.
As NDCs provide an opportunity to countries
to consider climate change in a more holistic
manner, establishing and strengthening
appropriate institutional mechanisms is vital to
accessing climate finance.

In the current context, specific climate finance
support is being sought under GCF Readiness for
the private sector. Zambia can capitalise on this
opportunity but can also think of going beyond this
and integrating capacity-building investments into
projects in a more coherent and strategic manner
for the private sector.

Critical funding gaps exist despite national
commitments and private sector innovation. Thus,
the state has animportant catalytic role through
clear and trusted policy, public finance and market-
based mechanisms to funnel private sector finance
into the needed economic sectors. Blended finance
will play an extremely important role in catalysing
private sector finance to close this gap.

To optimise and enhance the mobilisation of
funding to implement NDC priority actions,
this section now provides thoughts on how to
move forward with a focus on both short-term
actions and more strategic medium- and long-
term considerations.

7.1. Short-term actions to
optimise and enhance mobilisation
of funds for NDC implementation

The government can consider the following
steps as short-term actions to towards
NDC implementation.

Step 1: Identify sectoral priorities and facilitate
institutional co-ordination

Zambia has developed a comprehensive set

of plans, initiatives and targets setting out

how it will address climate change. It has also
created an extensive institutional framework

for developing and delivering on these plans;

as such, the integration of policy efforts to

ensure coherence should be a core theme of the
process of developing any strategy to enhance
the mobilisation of funding to implement NDC
priorities. This will form a sound basis for starting
to move from planning to implementation.
Development of a new National Adaptation Plan
also marks a strong focus on the delivery of policy
outcomes. In addition, growing engagement of and
with the private sector points to the government'’s
awareness of the importance of mobilising finance
for climate change actions to shift flows towards
low-carbon and resilient development.

Step 2: Identify and set up working groups for
priority areas

Complex problems can best be addressed by
bringing key experts and stakeholders together to
develop effective solutions. Working groups are a
well-tested method for bringing such individuals and
organisations together. Dialogue and consensus-
building between government, institutions and core
stakeholders can ensure a broad understanding

of national climate objectives so that financing
solutions can be developed. Data gaps requiring
further research to inform decision-making can also
be identified through this route. Dialogue should
include a wide range of stakeholders (targeted

as appropriate to the issue at hand) from key
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government departments, business, investment
and commercial institutions, long-term investors,
and microfinance and national and international
developmentinstitutions. An inclusive approach
offers a number of benefits, including capacity-
building to understand issues and opportunities and
dynamism in solving problems.

7.2. Medium-andlong-term
actions for climate finance towards
NDC implementation in Zambia

Medium- and long-term actions should focus on
implementing propositions so that the overall

NDC implementation goals can be delivered by
2030. In this way, Zambia's obligation to deliver
onits NDC goals can be fulfilled. Table 19 sets out
short-, medium- and long-term actions for Zambia
towards its NDC implementations.

7.3. Summary of key actions for
Zambia to strengthen financing of
its Updated NDC

Finance is critical for implementing the mitigation
and adaptation actions set out in Zambia's NDC.
International public financing sources, such as the
GCF, will not be able to provide the large-scale
investment needed alone; financing sources such
as the private sector and domestic fiscal budgets
will therefore be needed. Key activities actions that
Zambia can undertake to strengthen financing of its
Updated NDC include the following.

1.  Review the climate finance landscape
a Review the NDC

b Review the current status of climate
finance strategies

2. Establishinstitutional arrangements for
the oversight and co-ordination of climate
finance activities

a |dentify and delineate key roles on
climate finance within the country

b Identify a team within government
to lead on national climate finance
co-ordination

C Mainstream climate change into national
budgeting processes

3. Compile an overall costing for the NDC

10.

a Undertake a desk review to identify and
cost the main sub-actions within each
mitigation and adaptation action

b Check desk-based estimates
with relevant national experts
and stakeholders

Identify funding gaps and needs

a Scope and prioritise the actions to be
undertaken during NDC implementation

b Assess the funding status of each
priority NDC action

c Identify the level and type of support
needed to address each funding gap

Assess public and private financing options

a Assess the potential for further
domestic fiscal support for each action

b Assess the eligibility of each action
against bilateral and multilateral
funding sources

¢ Assess options for private sector
investment for each action

Identify funding gaps and needs

a Scope and prioritise the actions to be
undertaken during NDC implementation

b Assessthe funding status of each
priority NDC action

C Identify the level and type of support
needed to address each funding gap

Assess public and private financing options

a Assess the potential for further
domestic fiscal support for each action

b Assess the eligibility of each action
against bilateral and multilateral
funding sources

C Assess options for private sector
investment for each action

Develop a country climate investment plan

Secure direct access to international
climate funds for national and sub-
national institutions

Develop a project pipeline and financing
propositions that can be put forward to
different financing sources



Build technical and relational capacities
within government ministries to develop
a project pipeline

Develop funding proposals that
can be shared with bilateral and
multilateral funders

Develop funding proposals that can
be shared with potential private sector
financing sources

11. Increase private sector engagement and
overcome barriers to investment

a

Assess and enhance the domestic
investment environment

Strengthen the capacity of relevant
departments to identify and develop

12.
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financially viable opportunities for the
private sector

Increase private sector engagement

in national climate policies, strategies,
co-ordinating committees and national
financing bodies

Design and implement a climate finance
MRV system

a

Identify climate-related spending across
all relevant finance flows

Track and report climate-related
spending across all relevant
finance flows

Expand and improve the MRV of climate
finance
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8. Conclusion and
Recommendations

8.1. Conclusion

Zambia has a huge opportunity to develop a robust
climate system and become a regional leader in
climate financing. So far, the country has made
good progress in terms of setting up policies and
institutional arrangements to help mobilise, allocate
and monitor climate finance. The various policy
instruments set out by the government to enhance
processes of climate financing paint a picture of a
progressive future. The climate finance mapping
seeks to position the country to better access
climate finance through a variety of well-thought-
out strategies and action plans to be implemented
through PPPs for effective implementation of the
Updated NDC.

While this institutional set-up provides a framework
for tapping into diverse funding sources, enabling
increased flows from the global to national,

internal mechanisms and flow of funds could be
enhanced through stronger synergy between
various policies and institutions so as to build and
integrate a financial mechanism that is technically,
financially and politically sound. There is also a need
to enhance linkages with broader non-state actors
including civil society, NGOs and other stakeholders,
to tap into various opportunities including through
learning and best practices. Open and transparent
dialogue between national, provincial and district
governments, business, long-term investors, and
microfinance, banking and development institutions
will be important.

Despite its relatively well-established national
systems, the country still faces some challenges
in managing diverse sources of climate finance.
More specifically, monitoring, evaluation and
implementation of climate change interventions
remain weak. Mechanisms to identify the sources
of finance and track how it has been used have still
not been putin place, yet these are international
standards required in climate finance and this

may prevent the country from accessing some
funds. Several national consultations have sets out
mechanisms to be developed but this is still a long
way off and requires sufficient political funding.

Enhanced political will is needed to ensure these
goals are not pushed to the next climate action
plan. Improved tracking of climate change-related
inflows and expenditures, including identification
and coding of climate change expenditure, should
be integrated into national budgetary processes.

Furthermore, despite a robust national institutional
framework, there is a need for key institutions, such
as the Office of the Auditor General, the Ethics and
Anti-Corruption Commission, etc., to engage in
clear communication on progress and give regular
updates for accountability purposes. The national
and provincial governments, the private sector,
academia and civil society have large enough reach
to channel climate finance initiatives. However,
potential implementing and executing entities have
limited capacity to deal with eligibility criteria and
modalities of various funds.

The public and private sectors in Zambia will

remain key players in the implementation of its
NDCs across the country. And Zambia is full of
endless green investment opportunities, especially
in the implementation of NDC under the Paris
Agreement. Its vast uncultivated arable land and
other natural resources; the huge potential, interest
and demand with regard to clean energy; the need
to upgrade and build infrastructure in the transport,
energy, water, agriculture and waste sectors; and
the growing population and GDP as well as the
steady flow of foreign direct investment are reasons
for the private sector to increase its investment

in green projects in Zambia, helping the country
leapfrog over high-carbon and/or non-climate-
resilient technologies and business models.

Access to private capital flows, which account for a
significant proportion of international and domestic
climate finance flows, is crucial for Zambia. The
private sector is risk-averse and the country
requires an enabling environment that minimises
any real or perceived risks. In addition, Zambia
needs policies and programmes that use public
climate funds to leverage large investment from the
private sector, and sound institutional processes
and investor promotion activities need to play a



central role in successfully attracting funding. MoF
and line ministries have a tremendous role to play
to ensure the capacities of responsible institutions
and stakeholders are developed to ensure the
country benefits from private investment. Most
importantly, financial markets and instruments,

and organisations that interface local communities
with these, can provide an important source of
investment in devolved systems. However, this
needs to be undertaken in tandem with safeguards
to protect local communities from the risks inherent
in such markets and instruments, and by enhancing
the capacity of local communities to effectively
engage in these partnerships.

The following aspects were identified in a
collaborative deliberation with stakeholder
engagements as the way ahead to increase the
effectiveness of the climate finance mapping.

8.2. Recommendations

Establish Zambia’s vision for access to and use
of external climate finance. Key aspects that
should be improved on the path towards achieving
this vision that stakeholders both public and private
should consider as a priority going forward include:

. Boost country ownership and local
capacities. These elements are considered
crucial to promote the long-term mobilisation
of climate finance. MNDP, MNLR and MoF
must craft a specific approach to strategically
target optimised mobilisation. As institutions
laded with responsibility for climate finance
mobilisation, they should be more proactive
on sharing how climate funds can best utilized.

. Strengthen strategic alignment and use of
the programmatic approach. MNDP, MLNR
and MoF need to more strongly evaluate if
climate finance proposals relate to an existing
or planned stream of investment in the
same sector market/province/district; if not,
proposals should at least have clear potential
synergies with external stakeholders.

Set aknowledge agenda. Insights that can
help the knowledge agenda on climate finance
mobilisation move forward include:

. Organise webinars. These will be particularly
usefulif they are focused on specific sectors
and share the experiences of various
countries working with the same fund.
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. Create an information repository
that enables easy access to relevant,
synthetic data on projects. Infographics
to sell a particular fund or previously applied
mechanism/model are instrumental in
ramping up country interest.

. Increase internal capacity at MNDP, MLNR
and MoF to structure innovative financial
mechanisms (e.g. strengthen the legal
department) and provide necessary training
to sector specialists on key principles for
financial structuring, so they can identify
opportunities when exploring projects with
potential beneficiaries.

. Modify Project Completion Reports so they
do not focus only on performance but also
include assessments of aspects that did not
work well and of lessons learnt —motivating a
culture that accepts failure to learn fromiit.

. Ease interaction between sector specialists
and Climate Change Department staff who
are most knowledgeable about accessing
the funds. Consider a "hotline” or an
online chat.

. Do not wait until the termination of
projects to share lessons. Discuss strengths
and weaknesses continuously, to increase the
potential for feedback and replication.

Plan for the long term. Climate finance should be
programmed according to long-term strategies
for the low-carbon, resilient development of each
recipient country. By identifying interim steps

to achieve full-scale transformation, decision-
makers can avoid finance allocations that deliver
short-term results inconsistent with along-term
strategy. In the same vein, results frameworks
need to be revised for long-term transformative
impact indicators.

Use a wider variety of financial instruments.
Instruments such as policy-based finance, results-
based finance, equity finance and guarantees are
under-used in current climate finance provision,
which relies almost entirely on grants and loans

for project-level interventions. Expanding their
use where appropriate willenhance the impact of
climate finance deployed.

Enhance leverage on a wider, systemic basis.
Given the stark difference between available climate
finance and needs for full decarburisation and
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resilience, public climate finance should be allocated
to projects that have the greatest leverage of
additional funds from other sources. The scope

and impact of this leveraging should go beyond
project boundaries to consider impacts across the
economy. This requires the development of new
methodologies and indicators to measure leverage.

Complement project-based financing with
policy-based financing and strengthening of
enabling environments. The impact of climate
finance can be enhanced by complementing
project-based financing with more finance for
activities that drive systemic change, primarily
through enabling policy and environments to
address barriers to transformation. A co-ordinated
approach that uses multiple levers is the

most effective.

Invest in climate intelligence products. Climate
intelligence products come at low cost but can
have a powerful leveraging effect by demonstrating
the benefits of climate action and providing the
knowledge to implementit. They include physical
climate impact and vulnerability maps; early
warning technologies; MRV methodologies and
technologies to measure emission reductions;
models and tools for long-term scenario simulation
and planning; and physical and transitional risk
assessment tools.

Understand and manage the political economy
to ensure ajust transition. Any transition from
BAU to a clean development trajectory will involve
localised negative impacts on certain industries,
workforces and regions. Welfare gains resulting
from cleaner development must be used to
compensate for these losses. Use of climate
finance to support this process, even when not
directly achieving climate results, is essential for
successful clean development.

Differentiate support by income level and
climate vulnerability. The poorest countries are
both most vulnerable to and least responsible for
global climate change. While this extends to many
middle-income countries, they have a different
climate change profile. More can be done to refine
the differentiation of climate finance to match
countries' specific needs and circumstances. This
includes applying tiered conditionality for more
advanced countries depending on their own efforts
and orientation towards long-term strategies.
Paired with enhanced donor co-ordination, such
approaches can increase the impact of climate

finance, in particular for mitigation. Use of climate
finance to support this process, even when not
directly achieving climate results, is essential for
successful clean development.

Treat the private sector as a partner. The
Zambian government and communities must
recognise the private sector’s contributions

not only towards the achievement of national
development and NDC objectives but also for
their profit-making objectives and returns on their
investments, which lead to job and wealth creation.
A major step will be to constantly involve private
sector representatives from small, medium and
large companies across different sectors in national
climate processes and initiatives.

Governments and development partners
foster the development of the green economy
by the private sector through tailored
programmes and investment in infrastructure
and services to strengthen regional integration and
competitiveness in different green sectors at the
country, provincial and district levels.

Improve firms' access to finance by developing
the capacity of banks to have good understanding
of climate change adaptation and mitigation and
strengthen their credit risk assessment towards
NDC-linked, green investments and facilitate
accreditation to the GCF.

Investigate credit guarantee schemes for
mitigation and adaptation projects as a way to
alleviate collateral constraints, while strengthening
secured transaction laws and making collateral registry
more efficient. This would support green lending to
SMEs, without putting financial stability at risk.

Green the financial stimulus package proposed
for COVID-19 to support the transition to low-
carbon, climate-resilient pathways for optimal
long-term outcomes. These stimulus packages
could provide synergies of policy reform with
climate-friendly actions that willinclude fiscal
reforms, institutional capacity-building and
incentives to promote clean technologies, green
investments and green jobs.

Put in place dedicated standards and regulations
to incentivise private sector investment. Zambia
needs to work on and emphasise accountability.
Transparency and accountability between
government institutions should be encouraged
through regulations that ensure that defaulters

are prosecuted accordingly. Governments



should identify some small-scale green projects
and implement them successfully. This will build
confidence in the minds of the private sector firms
and encourage them to step in and invest.

Improve PPPs by using past experiences and
lessons to inform decision-making, including

on the design, funding and implementation

of future partnerships. In this way, PPPs can

realise mega climate-resilient and low-carbon
infrastructure projects in the transport, smart cities,
agriculture, energy and waste sectors. Activities
that ensure a level playing field and appropriate
regulation throughout the partnership should be
mainstreamed into all projects by the government to
protect and assure private companies and investors.
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Provide economic incentives to private firms.
These could encourage them to switch from

BAU to green projects. Such incentives in the
energy sector could include, for example, a price
incentive in the form of a feed-in tariff scheme,
where the firm or independent power producer
can produce energy using renewables and obtain
arebate or above-market prices, respectively, for
doing so.

Revise and update policies to reflect the current
situation with climate change impacts and trends,
with the aim of creating an enabling environment

in different sectors that will favour private

sector greeninvestment aimed at contributing to
the NDC.
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Annex 1: Definition of Terms

Accredited entity: An entity thatis accredited by
the GCF Board in accordance with the Governing
Instrument and relevant Board Decisions. The role
relates to project implementation management and
oversight, which includes originating and preparing
a funding proposal and, subsequently, managing the
necessary stages of the implementation process
until its conclusion (project management) on behalf
of the provider of funds, and reporting obligations.

Adaptation: The adjustmentin natural or human
systems in response to actual, expected climatic
stimuli or their effects, which moderates harm, or
exploits beneficial opportunities.

Climate change resilience: The capability to
maintain competent function and return to some
normal range of function even when faced with
adverse impacts of climate change.

Climate change: A change in the climate system
caused by significant changes in the concentration
of GHGs as a consequence of human activities and
thatis in addition to natural climate change that has
been observed during a considerable period.

Climate finance: Monies available for or mobilised
by government or non-government entities to
finance climate change mitigation and adaptation
actions and interventions.

Climate-relevant expenditure: Costs invested
(capital, labour and related) in programmes and
sub-programmes, where actual and specific climate
change activities may or may not be budgeted
exclusively as climate-related.

Concessional financing: Resources extended on
terms and/or conditions that are more favourable
than those available in the market, achieved
through (i) interest rates below those available on
the market; (i) maturity, grace period, security,
rank or back-weighted repayment profile that
would not be accepted/extended by a commercial
financial institution; and (iii) provision of financing
to borrowers/recipients not otherwise served by
commercial financing.

Conference of the Parties: The formal meeting of
the UNFCCC Parties to assess progress in dealing
with climate change and to negotiate to establish
legally binding obligations for developed countries
to reduce their GHG emissions.

Cost-effectiveness: Comparison between the net
present value of an intervention and the emissions
avoided directly attributed to it. If available,

includes the monetised value of the benefits from
adaptation and further development co-benefits.

Effective: A condition where programme or
project outcomes are commensurate with
expected outcomes.

Emissions: In relation to a GHG, emissions of that
gas into the atmosphere where the emissions are
attributable to human activity.

Environmental and social risk: A combination
of the probability of certain hazard occurrences
and the severity of impacts resulting from such
an occurrence.

Executing entity: Any entity through which climate
finances is channelled or used for a funded activity
and/or any entity that executes, carries out or
implements a funded activity.

Greenhouse gases: Substances able to trap

heat in the atmosphere and thus keep the earth'’s
surface warmer than it would otherwise be. The
main GHGs are carbon dioxide, methane and
nitrous oxide. Others include hydrofluorocarbons,
perfluorocarbons, sulphur hexafluoride and indirect
gases. The resultant effect is global warming —the
increase in the average surface temperature and in
the temperature of the atmosphere and oceans.

Leverage: Finance that is used to encourage
private investors to back the same programme/
project; also, how core contributions can be
invested in capital markets to create an internal
multiplier effect.

Mainstreaming: The integration of climate change
actions into decision-making and implementation
of functions by ministries, state corporations and
county governments.

Mitigation: Efforts that seek to prevent or slow the
increase of atmospheric GHG concentrations by
limiting current or future emissions and enhancing
potential sinks.

Paradigm shift: As defined by the GCF, the
degree to which a proposed activity can catalyse
impact beyond a one-off project or programme
investment under GCF funding. It is defined by
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criteria oninnovation, the potential for scale-up and
replication, potential for knowledge and learning,
contribution to an enabling environment, and
regulatory framework and policies.

Recipient institution: The institution receiving
funds from the channelling institution.

REDD+: A global initiative comprising a series of
activities that developing countries could take

to reduce emissions and increase carbon stocks

by slowing, halting and reversing forest loss and
degradation as well as the related global mechanism
for recognising and supporting them.

Rio markers: Standardised global reporting codes
that can be used to compare climate-related
expenditures from different countries. Used to

flag the relevance of expenditure in relation to
climate to facilitate budgeting and tracking of funds
channelled to a fund or programmes/projects.

Stakeholders: Individuals or groups, communities
or governments that (i) are affected or likely to

be affected by the activities and (i) may have an
interest in the activities (other interested parties).
The stakeholders of an activity will vary depending
on the details of the activity and may include

local communities, national and local authorities,

including neighbouring governments, neighbouring
projects and NGOs.

Standard Chart of Accounts coding structure: A
system by which national budgets and government
financial transactions are coded for recording
inIFMIS.

Synergistic: Co-operation among one or more
agents that produces a combined effect that is
greater than the sum of separate efforts, allowing
for economies of scale, reinforcing positive
dynamics, etc.

Tracking: A systematic way to trace and link
budgetary allocations to their respective
expenditures and outputs in climate-relevant
activities within the IFMIS.

Transformational change: Strategic changes
in targeted markets and other systems with
large-scale, sustainable impacts that accelerate
or shift the trajectory towards low-carbon and
climate-resilient development. Itis defined by
the four dimensions of relevance, systemic
change, scale and sustainability. These changes
are durable and lasting in ways that lessen the
likelihood of reverting to past practices, and
persist over time.
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Annex 2: Guide to Climate
Finance Sources for NDC

Implementation

This guide aims to provide an initial orientation

on the available funds that may be relevant for
financing NDC-related programmes and projects
of public institutions, the private sector, faith-based
organisation, NGOs and civil society in Zambia.

For this purpose, a wide range of possible
donors of climate finance has been screened,
covering various windows of the global climate
finance architecture.

The first window includes multilateral institutions —
such as UNFCCC-related financial institutions like
the AF and the GCF and non-UNFCCC-related funds
like those established by MDBs or UN programmes.
Many of these funds are relatively large, and well
known, but are not necessarily easily accessible by
non-state actors. This is particularly true for the
GCF, the "flagship fund" of climate finance.

A second important funding window is bilateral
climate finance, with various budget lines from
bilateral donors, mainly from developed countries,
including the UK, Germany, Sweden and Japan. Other
donors, including the Abu Dhabi Fund and the Nordic
Funds, might be particularly relevant thanks to their
strong focus on civil society as a recipient of funds.

A third window, which may be the most attractive
for many, consists of a broad variety of non-
governmental grants, including private foundations
and donor agencies. These funds, unlike many
bilateral or multilateral funds, usually have a strong
preference for civil society.

The fourth window includes various national

and regional funds from developing countries
themselves. This guide uses a broad definition

for climate finance, building on the UNFCCC
understanding that "climate finance refers to local,
national or transnational financing, which may be
drawn from public, private and alternative sources
of financing. Climate finance is critical to addressing
climate change because large-scale investments
are required to significantly reduce emissions,
notably in sectors that emit large quantities of

greenhouse gases. Climate finance is equally
important for adaptation, for which significant
financial resources will be similarly required to allow
countries to adapt to the adverse effects and
reduce the impacts of climate change.

Accordingly, this guide aims to explore the practical
questions related to climate finance, such as
background and volume of funds, deadlines for calls
(where known), eligibility criteria, sectoral and regional
focus, contact details and a brief assessment of the
relevance of certain funds for grant-seekers. Where
appropriate, specific funding windows for civil society
are highlighted and further information can be
accessed through the links provided.

This guide covers 25 multilateral, 16 bilateral,

13 private, 10 faith-based and 1 regional grant
providers that may be accessible by organisations
and sectors in Zambia. There is a substantial pool of
accessible climate finance sources, and it is worth
taking the time to identify the most suitable funds,
particularly if an organisation or government agency
seeks funding for a specific purpose. Only targeted
applications, in line with the general approach,
funding priorities and eligibility criteria of grant
providers, have a chance of being considered. The
competition between applicants is usually very high.

The NDC Partnership Climate Finance Explorer

is a searchable database of funds and financial
assistance programmes available for implementing
NDCs. It aggregates information on existing
sources of assistance to help users identify

and access relevant funding opportunities for
planning and implementing NDCs under the Paris
Agreement. Countries that provide support can
also benefit, as the Navigator displays existing
efforts, which can assist in identifying areas for
improved co-ordination.

For easy access to the information on each of the
funding windows, click on the link to the Climate
Finance Explorer: https://ndcpartnership.org/
climate-finance-explorer#nav


https://ndcpartnership.org/climate-finance-explorer#nav
https://ndcpartnership.org/climate-finance-explorer#nav
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Multilateral climate finance: UNFCCC climate funds

Adaptation Fund

Least Developed Countries Fund

Special Climate Change Fund

Green Climate Fund

https://ndcpartnership.org/funding-and-initiatives-navigator/
adaptation-fund
https://ndcpartnership.org/funding-and-initiatives-navigator/
least-developed-countries-fund-Idcf
https://ndcpartnership.org/funding-and-initiatives-navigator/
special-climate-change-fund-sccf

https://ndcpartnership.org/funding-and-initiatives-navigator/
green-climate-fund-gcf

Multilateral climate finance: Non-UNFCCC financial institutions

Africa Climate Change Fund

African Renewable Energy Initiative

Adaptation for Smallholder
Agriculture

African Water Facility
BioCarbon Fund

Climate Investment Funds

Clean Technology Fund

Energy Sector Management
Assistance Program

Forest Carbon Partnership Facility

Access to Energy Fund

Danish Cooperation Fund for
Renewable Energy and Energy
Efficiency in Rural Areas

Forest Investment Program
(implemented through World Bank,
ADB, AfDB, EBRD and IADB)

Green Bond Program

Global Environmental Facility (GEF)

Least Developed Countries Fund
(hosted by GEF)

Partnership for Market Readiness

Special Climate Change Fund
(hosted by GEF)

Energy and Environment Partner-
ship in Southern and East Africa

https://ndcpartnership.org/funding-and-initiatives-navigator/
africa-climate-change-fund-accf

https://ndcpartnership.org/funding-and-initiatives-navigator/
africa-renewable-energy-initiative-arei

https://ndcpartnership.org/funding-and-initiatives-navigator/
adaptation-smallholder-agriculture-program-asap

https://ndcpartnership.org/funding-and-initiatives-navigator/
biocarbon-fund-initiative-sustainable-forest-landscapes-isfl
https://ndcpartnership.org/toolbox/climate-investment-funds-
knowledge-center
https://ndcpartnership.org/funding-and-initiatives-navigator/
climate-investment-funds-cif-clean-technology-fund-ctf
https://ndcpartnership.org/funding-and-initiatives-navigator/
energy-sector-management-assistance-program-esmap
https://ndcpartnership.org/funding-and-initiatives-navigator/
forest-carbon-partnership-facility-fcpf-readiness-fund
https://ndcpartnership.org/funding-and-initiatives-navigator/
access-energy-fund

https://ndcpartnership.org/funding-and-initiatives-navigator/
2nd-danish-cooperation-fund-renewable-energy-and-energy-
efficiency

https://ndcpartnership.org/funding-and-initiatives-navigator/
climate-investment-funds-cif-forest-investment-program-fip

https://ndcpartnership.org/funding-and-initiatives-navigator/
green-bonds-program

https://ndcpartnership.org/funding-and-initiatives-navigator/
global-environment-facility-gef-trust-fund
https://ndcpartnership.org/funding-and-initiatives-navigator/
least-developed-countries-fund-Idcf
https://ndcpartnership.org/funding-and-initiatives-navigator/
partnership-market-readiness-pmr
https://ndcpartnership.org/funding-and-initiatives-navigator/
special-climate-change-fund-sccf

https://ndcpartnership.org/funding-and-initiatives-navigator/energy-
and-environment-partnership-southern-and-east-africa-eep



Small Grant Program of GEF

South-South Cooperation Trust
Fund

Sustainable Energy Fund for Africa

Scaling-Up Renewable Energy
Program for Low Income Countries

Urban Climate Change Resilience
Trust Fund

Urban Environmental Infrastruc-
ture Fund

Pilot Program for Climate
Resilience

Global Climate Change Alliance+

Abu Dhabi Fund for Development —
IRENA-ADFD Supporting Energy
Transition

Nordic Climate Facility

Bilateral climate finance
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https://ndcpartnership.org/funding-and-initiatives-navigator/
global-environment-facility-gef-small-grants-program

https://ndcpartnership.org/funding-and-initiatives-navigator/
south-south-cooperation-trust-fund
https://ndcpartnership.org/funding-and-initiatives-navigator/
sustainable-energy-fund-africa
https://ndcpartnership.org/funding-and-initiatives-navigator/
climate-investment-funds-cif-scaling-renewable-energy-low-
income
https://ndcpartnership.org/funding-and-initiatives-navigator/
urban-climate-change-resilience-trust-fund-uccrtf
https://ndcpartnership.org/funding-and-initiatives-navigator/
urban-environmental-infrastructure-fund-ueif
https://ndcpartnership.org/funding-and-initiatives-navigator/
climate-investment-funds-cif-pilot-program-climate-resilience-
ppcr
https://ndcpartnership.org/funding-and-initiatives-navigator/
global-climate-change-alliance-gcca

https://ndcpartnership.org/funding-and-initiatives-navigator/
irenaadfd-project-facility

https://ndcpartnership.org/funding-and-initiatives-navigator/
nordic-climate-facility

Internationale Klimaschutzinitia-
tive (International Climate Initia-
tive) (Germany)

Nationally Appropriate Mitigation
Action Facility

Global Climate Partnership Fund
(Germany, UK, Denmark)

International Climate Forest Initia-
tive (Norway)

Seed Capital Assistance Facility

Bilateral

1. German Corporation for
International Cooperation

2. JapanInternational Cooperation Agency 9.

3. DanishInternational Development Agency

4. Norwegian Agency for
Development Cooperation

https://ndcpartnership.org/funding-and-initiatives-navigator/
international-climate-initiative-iki

https://ndcpartnership.org/funding-and-initiatives-navigator/
nama-facility

https://ndcpartnership.org/funding-and-initiatives-navigator/
global-climate-partnership-fund-gcpf

https://ndcpartnership.org/funding-and-initiatives-navigator/
norways-international-climate-and-forest-initiative-nicfi

https://ndcpartnership.org/funding-and-initiatives-navigator/
seed-capital-assistance-facility-scaf

7. Foreign, Commonwealth and
Development Office

8. International Climate Fund

United States Agency for

International Development
10. Global Climate Resilience Partnership

Non-governmental climate finance:
foundations

5. Swedish International Development Agency

6.  Swiss Agency for Development

and Cooperation

1. Bloomberg Philanthropies

2. ClimateWorks Foundation



76\ Climate Finance Mapping for NDC Implementation in Zambia

10.
11.
12.
13.

European Climate Foundation
Ford Foundation

Hewlett Foundation

KR Foundation

MacArthur Foundation
Mercator Foundation

Minor Foundation

Oak Foundation

Packard Foundation
Rockefeller Foundation

Shakti Sustainable Energy Foundation
(Shakti Foundation)

Faith-based donor agencies

14.

15.
16.
17.
18.
19.
20.

Bread for the World (Brot fur die
Welt) and Diaconia Emergency Aid
(Diakonie Katastrophenhilfe)

Bread for all (Brot fur alle)
Christian Aid

Church of Sweden
DanChurchAid

Diakonia Sweden

Norwegian Church Aid

Regional and national funds in
developing countries

21.

Southern Africa Trust
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Annex 5: Key Actions to
Strengthen NDC Implementation

Step 1: Review current climate
finance landscape
la. Review the updated NDC

. Identify any international support
requirements that may have been specified
inthe NDC, including financial, capacity-
building, technology transfer or other types of
international support.

1b. Review the current status of climate
finance strategies

. Climate finance strategies could include
any existing climate investment plans or
policies that may be in place, whether at
the national, sub-national or sectoral level;
work programmes established with any
specific bilateral or multilateral funders; Clean
Development Mechanism project pipelines; and
NAMA project pipelines or work programmes.

Step 2: Establish institutional
arrangements for the oversight and
co-ordination of climate finance
activities

2a. Identify and delineate key roles on
climate finance within the country

. Consider internal government focal points with
important bilateral and multilateral funders for
adaptation and mitigation projects.

. Consider establishing a cross-ministerial
working group to enhance co-ordination
on climate finance issues between
these parties.

2b. Identify a team within government
to lead on national climate finance co-
ordination

. This could be within the ministries of finance
or environment, planning commissions or
the prime minister's office. It should ideally
be a gender-balanced team and have the
mandate to:

° Strategically plan and co-ordinate the
access, mobilisation, disbursement
and tracking of climate finance across
the country;

° Establish and maintain communication
with government focal points and with
bilateral and multilateral funders;

° Ensure co-ordinated engagement
with funders via these government
focal points;

° Disseminate information to country

stakeholders regarding funding criteria
and the operational requirements and
procedures of major funders.

2c. Mainstream climate change into
national budgeting processes

. This willensure NDC implementation priorities
are reflected in budgets, helping existing
policies, programmes and project pipelines to
be "green.”

This can potentially increase domestic, as
well as international, fiscal support for climate
change initiatives.

Step 3: Compile an overall costing
for the NDC

3a. Undertake a desk review to
identify and cost the main sub-actions
within each mitigation and adaptation
action

Costing each action involves identifying

the cost for sub-actions, including upfront
capital costs (e.g. infrastructure), ongoing
maintenance costs, capacity-building or
training, and the human resources needed to
implement the action.

. A desk review could include an assessment of
similar actions previously completed within the
country, at national and/or sub-national levels,
as well as reviewing how similar countries may
have costed such actions.
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Note that costs for some actions may change . |dentify which actions and sub-actions have
over time; it may be necessary to reconsider yet to be fully funded.

cost estimates as new information comes

to light. For example, costs may decrease 4c. Identify the level and type of support

over time owing to falling technology costs or needed to address each funding gap

barriers being removed by relevant policies.
rrier ngr v yrelevant poiic Assess the amount and type of support

3b. Check these desk-based estimates required to close each funding gap (e.g.

with relevant national experts and capacity-building, technical assistance,
stakeholders finance) and the likely type of funding source

Checking the results of the desk-based review
with relevant experts can provide additional
confidence that the costings are roughly
correct and that no important elements have
been overlooked.

Relevant national experts could include
government ministries, departments and
agencies that are expected to lead the
implementation of the actions, have been
involved in implementing similar actions or
have experience in costing similar actions (e.g.
planning or finance departments). They could
also be private sector investors or academics.

Step 4: Identify funding gaps and
needs

4a. Scope and prioritise the actions to be
undertaken during NDC implementation

Identifying the range of actions that could be
undertaken to implement the mitigation and
adaptation components of the NDC;

Prioritising these actions, in close consultation
with key country stakeholders;

Undertaking a broad barriers analysis, and
other analyses, to assess the enabling
environment for each action (e.g. domestic
policy support frameworks, institutional
barriers) and understand the mix of financial
and non-financial measures required to
successfully implement each action.

4b. Assess the funding status of each
priority NDC action

Identify existing and projected domestic
budgetary support for each priority NDC
action, for example through the development
of CPEIRs or other frameworks.

Consider available domestic budgetary
support, as well as any expected bilateral and/or
multilateral support and private sector finance.

(e.g. government, bilateral and multilateral
funders and private sector).

Step 5: Assess public and private
financing options

5a. Assess the potential for further
domestic fiscal support for each action

Review existing development policies,
programmes and infrastructure project
pipelines to assess the potential for "greening”
these activities, for example extending or
amending these to include NDC priorities,

and screening the climate risks or mitigation
potential associated with these projects.

|dentify opportunities to mainstream climate
change priorities into the national budgetary
and infrastructure planning process. This can
indirectly increase domestic and international
fiscal support for climate change initiatives.
See the governance module for more details
regarding integrating NDC implementation
across government.

Additional engagement with key departments
may be required, including planning,

finance and sectors involved with NDC
implementation, at both the national and the
sub-national levels.

Consider what information on the co-benefits
of climate action might be useful to these
departments, to obtain buy-in and support.

5b. Assess the eligibility of each action
against bilateral and multilateral funding
sources

Consider the country's history of accessing
funds from bilateral and multilateral sources

to identify potential funders with whom the
country already has a relationship. These
could potentially be approached in the short to
medium term regarding financing for priority
NDC activities.
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Identify any new sources of multilateral and
bilateral finance that could potentially support
the actions.

Assess the eligibility of each action against the
funding criteria for existing and potential new
bilateral and multilateral funding sources.

Identify the best method for Zambia to access
each funding source, for example direct

access (this is relevant for a limited number of
funds, indirect access or NAMA development.

5c. Assess options for private sector
investment for each action

.

Assess the suitability and potential
attractiveness of each action to the private
sector. This can be done by determining if the
actionis likely to generate a predictable future
revenue stream that can cover the costs

and generate profit (e.g. electricity sales to
consumers where there is large unmet energy
demand), or if the government may consider
directly paying private sector investors (e.g. a
PPP where assets are built and the government
pays investors for delivering services).

If the annual net cash flows will be insufficient,
a range of financial and non-financial
interventions can be considered.

Ifinvestors are hesitant to make significant
investments in climate-related projects,
consider whether smaller, more manageable
projects can be financed initially (e.g.
demonstration or pilot projects), thereby
improving the financial track record for the
sector or technology, which should increase
market interest.

Step 6: Develop a country climate
investment plan

.

A country climate investment plan sets out
the programme of investments required

to implement each priority action in the

NDC, as well as a strategy for meeting those
financing needs. Examples of sector-specific
climate investment plans can be found on the
CIF website.

Developing the country investment plan will
involve consolidating the analysis undertaken
across activities 3, 4 and 5 within this module,
and making decisions regarding which funding
options are most appropriate for each action.

When developing the climate investment plan,
it may be useful to review how peer countries
deliver and finance similar projects and what
lessons can be learnt.

The country climate investment plan should
build on and strengthen any existing climate
investment plans in place, as well as drawing
on Clean Development Mechanism or NAMA
project pipelines and country programmes
that have been developed for specific bilateral
or multilateral funders.

Step 7: Secure direct access
to international climate funds
for national and sub-national
institutions

Alimited number of international funds
allow direct access, including the GCF, the
AF, the GEF and the European Commission
Directorate-General for International
Cooperation and Development.

Direct access involves national or sub-national
institutions directly receiving finance from
funding sources and disbursing them to
relevant projects, i.e. without an international
agency managing and overseeing the funds as
anintermediary.

Each fund has different accreditation
requirements for institutions seeking direct
access, including demonstrating capacities
such as financial and administrative
management, monitoring and evaluation,
project management, gender mainstreaming
and equity, and environmental and

social management.

Countries that are interested in direct access
may find it useful to initially screen a selection
of national and sub-national institutions
against the accreditation requirements for the
relevant fund or funds, to identify potential
eligible institutions and the resources required
to fully meet the accreditation requirements.

For countries with institutions that are already
accredited (depending on the funding source,
these may be referred to as "accredited
entities,” "implementing entities" or similar),
the next step may be to develop a project
pipeline and put forward funding proposals

so that finance can be accessed. Note that



the institutions that will be seeking to access
financing sources may not necessarily be the
same as those leading the implementation of
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programmes. This is likely to involve initiatives
led not only by a country's ministry of
environment, but also ministries of planning,

the actions. transport, energy and others. To support the
integration of climate-related activities into
infrastructure projects and programmes,

it may be helpful to build capacity across
allgovernment departments involved in

NDC implementation.

Step 8: Develop a project pipeline
and financing propositions that
can be put forward to different
financing sources

8a. Build technical and relational
capacities within government ministries
to develop a project pipeline

In addition, there may be non-government
stakeholders who have key roles to play in
the design and selection of climate change
projects. It may be useful to include themin
any capacity-building programmes.
Capacities that can support the development
of a project pipeline include: 8b. Develop funding proposals that can
be shared with bilateral and multilateral

° The ability to undertake financial and
funders

technology needs assessments across
the country's priority sectors, to assess
where efforts need to be focused and
ensure projects are robust;

° Technical understanding of available
technologies to ensure the most
suitable and effective technology is
being used;

° Co-ordination with relevant ministries
to develop joint project proposals and
navigate ministerial priorities;

° Financial modelling and cost-benefit
analysis expertise to determine the
financial feasibility of the proposed
projects and ensure projects stay within
the country's budget;

° Writing skills to develop business cases
and project concept notes, to ensure
the most effective outcomes for
implemented projects;

° The capability to design and
select climate change projects
and programmes.

Any climate change-related capacity-building
could potentially include the integration

of SDG principles into project concepts,
especially gender equity.

Implementing the NDC will require a strong
pipeline of climate change projects, as well
as integrating climate-related activities
into existing and proposed infrastructure

Many bilateral and multilateral financing
sources allow for the submission of project
concept notes, so that initial feedback can
be received on the eligibility and viability

of the project, before preparing a full
funding proposal.

Requirements for full funding proposals

will vary between funders, with typical
requirements including information about
financing requirements (e.g. co-financing
to be provided by the country), as well as a
detailed description of project activities and
the anticipated results.

When preparing funding proposals, be mindful
of any concept note or proposal templates
provided by the funder, as well as the

eligibility criteria.

Some funders may provide support for
the development of project concepts
and proposals.

It may be useful to meet with the funder to
receive early feedback on project ideas, and
how they fit with the funder's selection criteria.

8c. Develop funding proposals that can
be shared with potential private sector
financing sources

It may be useful to meet private sector
investors to receive early feedback on project
ideas, for example through roundtable
discussions and consultations.
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. The private sector will typically seek funding
proposals that address the following concerns:

° Is the technical solution well
thought through?

0 Does the technology have a track record?

° Are there the skills available within
or outside the country to develop
the project?

0 What remedies are available if
projects are poorly built or operating
costs are higher than expected (e.g.
enforceable performance bonds from
construction companies)?

0 Where will revenues to pay financiers
come from (e.g. sales to customers,
government support, concessions)?

° What reassurance can be given that the
revenues will be achieved (e.g. additional
government support, government-
backed guarantees and credit ratings,
minimum price agreements and realistic
demand forecasts)?

Step 9: Increase private sector
engagement and overcome barriers
toinvestment

9a. Assess and enhance the domestic
investment environment

. Identify the barriers to private sector
investment across relevant priority actions
for NDC implementation. These caninclude
perceived or actual risks (e.g. credit risks,
policy or political risks, technology risks), the
scale of investment opportunity available (e.g.
transaction costs are too high in relation to the
size of the opportunity) or returns are too low
(e.g. owing to interest rates and taxes).

. Identify the range of financial and non-
financial interventions needed to address
barriers to private sector investment
across relevant priority actions for
NDC implementation.

0 Financial interventions include risk
mitigation instruments (e.g. policy
risk insurance, government- or
donor-backed partial guarantees);
concessionary loans (e.g. to improve

the financial viability of projects); grants
(e.g. to improve financial viability of
projects or climate risk assessments and
energy efficiency audits); aggregation
instruments (e.g. to increase the scale
of investment opportunity); tax breaks
(e.g. for low-carbon or climate-resilient
technologies); feed-in tariffs (e.g. to
incentivise renewable energy); and PPPs.

° Non-financial interventions include
strengthening the rule of law (e.g. so
that investors can seek compensation
if energy companies do not honour
off take agreements); developing
"matchmaking" services (e.g. between
project developers and financiers);
capacity-building for the financial
sector (e.g. to address perceived risks
associated with low-carbon or climate-
resilient technologies); and knowledge
transfer (e.g. writing step-by-step
guides for developing projects, preparing
legal templates for power purchase
agreements, rental agreements and
loan agreements).

Develop public—private financing structures
and launch pilot projects to showcase
viable business models and attract further
climate investment.

Review the approaches used by peer
countries for public—private financing and
consider whether they could be applicable.

9b. Strengthen the capacity of relevant
departments to identify and develop
financially viable opportunities for the
private sector

Capacities that can support government
officials to identify and develop financially
viable opportunities for the private
sector include:

° Understanding how projects similar
to the actions being considered are
normally financed in the country, to
help build financial models for individual
projects; this includes understanding:
what loan sizes are common in the
country? How long do most loans
last for? In which currency are most
loans? What interest rates are normally



charged? Is there abond market or an
active equity market? Do banks from
outside a country lend to a project?

° Knowledge of financial and investment

terminology (e.g. payback periods,
internal rates of return, equity
returns, pre-tax and pre-finance
project returns);

° Understanding of the constraints and

requirements of investors (e.g. banks
typically need to see sufficient net cash
flows to comfortably pay loans);

° Knowledge of the range of financial and

non-financial mechanisms available to
increase the financial viability of projects
for the private sector, and to reduce risks
(e.g. therisk of cost overruns, revenue
streams being lower than anticipated),
as well as different ways to call for
private sector involvement in projects
(e.g. funding competitions, bidding

for projects);

° Skills and experience in conducting

commercial negotiations with the
private sector.

9c. Increase private sector engagement
in national climate policies, strategies,
co-ordinating committees and national
financing bodies

Promote greater public—private dialogue
on climate finance through regular forums
and institutions. These can include sectoral
associations, investor platforms and

public consultations.

Increasing public—private dialogue can

lead to increased understanding of climate
change opportunities within the private
sector, as well as an increased appreciation
of investment barriers and how these can
be addressed.

Involve the private sector in the design
and implementation of national climate
change policies and projects, to better
understand investment barriers and jointly
explore opportunities.
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Step 10: Design and implement a
climate finance MRV system

10a. Identify climate-related spending
across all relevant finance flows

. Building on any finance MRV systems that
are in place (e.g. for BURs), develop standard
methodologies and key performance
indicators for a climate finance MRV system,
including agreeing a definition —with all
relevant stakeholders — of what constitutes
climate change-related activities.

. |dentify all the relevant departments
and institutions that are likely to receive
climate finance, and put in place data-
sharing agreements (e.g. memoranda
of understanding) between relevant
departments and institutions, and the climate
finance tracking team.

10b. Track and report climate-related
spending across all relevant finance flows

. Introduce regular reporting on climate activities
for government ministries and implementing
entities, using standard key performance
indicators to ensure data comparability.

. Develop a central tracking system that allows
users to input data using standard templates.

. Process and analyse data on a regular basis,
delivering findings in a report that can be used
to guide the strategic thinking of the team
leading national climate finance co-ordination.

10c. Expand and improve the MRV of
climate finance

. Refine the MRV system based on the
lessons learnt, and extend the scope of
funding tracked to all donors and all relevant
institutions over a number of years.

. If BURs have presented data on international
climate finance received, assess and revise
definitions to ensure they match the NDC
targets and ensure the list of institutions
involved is complete.

. Assess gaps and close them, step by step,
over alonger timeframe.
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