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mmemm WHY WE NEED FINANCE

The Climate Crisis: Where we are

Temperature rise since 1850
Global mean temperature change from pre industrial levels, °C
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What needs to be done

Projected global CO, emissions,
billion metric tons of carbon dioxide (GtCO ) per year
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MNMumber of Climate Disasters
to Triple for New Generation

Fregquency of climate disasters experienced in a lifetime
for a person born in 2020 compared to one borm in 1960
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Goals in nationally determined contributions (NDCs)

90% (120 out of 133)
non-Annex | countries
included agricultural
adaptation policies
and measures;
majority focusing on
crops and livestock

68% (128 of 189)
countries included
economy-wide GHG
emissions targets
involving agriculture

31% (59 of 189
countries) included
agriculture sector-
specific mitigation
targets, policies, or

measures

s MITIGATION AND ADAPTATION BASELINE
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Figure 4: Proportion of first round NDCs that prioritised water actions for adaptation
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s=n Obstacles to Financing Adaptation and Mitigation

Access to Lack of proper strategic Investment in LHES B Public and and
: : . . to Affordable . .
Financing project design framework Innovative . Private Information
: . Finance .
Mechanisms and Planning Practices Finance Gaps

Fragility and
Conflicts |

Limited Lack of Limited Inadequate Knowledge I




Identifying the ‘True Cost’ of Water

= Pumping Cost

— Chemical Costs

— Water/Wastewater Treatment
— Product Wastage

— Heating Costs

— Steam Losses Cost

Barriers to Financing Water Security Projects

Under-pricing of water: Water is a public good and generally an
under-valued resource, not properly accounted for by the
government and the investors that depend on or affect its
availability in other sectors such as urban development,
agriculture, and energy.

Water services are often under-priced, resulting in low cost-
recovery for water investments.

Capital-intensive Water resources, irrigation, water supply, and
wastewater infrastructures are generally capital intensive, with
high sunk costs and long pay-back periods.

Difficulty of monetising benefits: Water management provides
both public and private co-benefits, many of which cannot be

easily monetised. This reduces potential revenue flows.

too context-specific, raising transaction costs and making
innovative financing models difficult to scale-up.

‘ Context-specific projects: Water projects are often too small or

|

L I—_—_—_I——y
Poor business models: Business models often fail to support
O&M efficiency, hampering the ability to sustain service at least
cost over time.




Research and

Innovation Gaps

Develop and
explore new financing mechanisms
that can attract private sector
investment.

Develop platforms
and tools that provide transparent
and easily accessible data on
water resources, climate
projections, and financial flows.

Investigate how public-private
partnerships can be structured to
attract investment.

better
understand and quantify the
financial risks associated with
water-related projects in the
context of climate change.

Promote
capacity building among financial
institutions, governments, private
sectors and communities to
enhance their understanding of
the complex interactions between
water and climate.

Understand
the behavioral factors that
influence investment decisions.

Develop standardized metrics to

measure the impact on both
financial returns, Paris agreement
and environmental outcomes.

Investigate strategies that
integrate water management with
climate adaptation and mitigation
efforts.

Explore innovative financing
mechanisms to support Water as
asset class and NBS for water and
climate challenges.

Explore ways to ensure that
financing mechanisms are
inclusive and benefit marginalized
communities, especially in the
context of water and climate
resilience.
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Agriculture is the main
employment sector in low-
income countries, it's estimated
that two in five jobs (80%) are
dependent on water.

-

Research shows that a 50%
the food and drink sector could
reduce water consumption by
60%.

increase in renewable enerqy in

=

It's estimated that the risks
associated with water availabilit
and quality for industry could be
as much as $439 billion.

-

The energy sector is also water-
intensive, accounting for around
10 to 15% of global
withdrawals.

INVESTOR PERSPECTIVES ON WATER

=

There are huge funding gaps for
water infrastructure with

estimates for the investment
required ranging from $6.7
trillion by 2030 to $22.6 trillion
by 2050

;

The WB finds that more than
25% of the public funds going
into the water sector are not
being used, with the sector’s
‘budget execution rates average’
at around 72% between 2009-20
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Climate Change is Water
Change: Water is instrumental to
meeting climate goals

UsSD 22.6tn
Achieving
universal and
equitable access
to safe and
affordable
drinking water
will cost

USD1.7tn

USD 6.7 tn

P
[ ]
[ ]

20 »®

Estimated financial needs for

water infrastructure
Hutton et al (2016) Winpenny (2017



https://unesdoc.unesco.org/ark:/48223/pf0000388952
https://unesdoc.unesco.org/ark:/48223/pf0000388952
https://unesdoc.unesco.org/ark:/48223/pf0000388952
https://documents1.worldbank.org/curated/en/099050624154572979/pdf/P172944100adb1042188ab1d289e7f2f00b.pdf
https://www.ft.com/content/516f9896-05bb-4721-a9e2-4065d902d462
https://www.ft.com/content/516f9896-05bb-4721-a9e2-4065d902d462
https://unesdoc.unesco.org/ark:/48223/pf0000388952
https://unesdoc.unesco.org/ark:/48223/pf0000388952
https://unesdoc.unesco.org/ark:/48223/pf0000388952
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RANKED BY INTEREST (‘VERY’ AND ‘SOMEWHAT INTERESTED’)
GLOBAL us. EUROPE JAPAN
“Water solutions” now rank number Water Solutions 7%  Water Solutions 78%  Water Solutions 71%  Climate Action 68%
one globally in both the US and Healthcare W% Healthcare 77%  Climate Action 76%  Healthcare 67%

Europe for investors being “very” or : o : :
P . X Circular Economy 73%  Nature & Biodiversity ~ 74%  Circular Economy 76%  Water Solutions 67%
somewhat” interested, accordingto @ = [ L e e

Morgan Stanley’s 2024 report on Climate Action 12%  Education 14%  Healthcare 76%  Circular Economy 64%
investor sentiment in sustainability. Nature & Biodiversity ~ 72%  Community Development 74%  Nature & Biodiversity ~ 70%  Nature & Biodiversity  64%
Education 68%  Circular Economy 72%  Education T1%  Just Transition 59%
MENA Should take the same ride!! Community Development 66%  Climate Action 72%  Community Development 71%  Education 58%
Just Transition 65%  Just Transition 69%  Just Transition 66%  Community Development 55%
Financial Inclusion 61%  Financial Inclusion 66%  Financial Inclusion 65%  Multicultural Diversity ~ 52%
UN SDGs 60%  UNSDGs 64%  UNSDGs 64%  Financial Inclusion 48%
Multicultural Diversity ~ 58%  Multicultural Diversity ~ 63%  Multicultural Diversity ~ 59%  UNSDGs 41%
Gender Diversity 3%  Gender Diversity 59%  Gender Diversity 56%  Gender Diversity 42%

Faith-Based Values 45%  Faith-Based Values 55%  Faith-Based Values 47%  Faith-Based Values 28%


https://www.morganstanley.com/content/dam/msdotcom/en/assets/pdfs/MSInstituteforSustainableInvesting-SustainableSignals-Individuals-2024.pdf
https://www.morganstanley.com/content/dam/msdotcom/en/assets/pdfs/MSInstituteforSustainableInvesting-SustainableSignals-Individuals-2024.pdf
https://www.morganstanley.com/content/dam/msdotcom/en/assets/pdfs/MSInstituteforSustainableInvesting-SustainableSignals-Individuals-2024.pdf

Donors' water
and sanitation
priorities

Opportunities

WASH
WRM, water governance
WRM

Water quality
Water-use efficiency
Transboundary
Flood and drought management

Water scarcity

Technology and innovation

Data and monitoring
Human rights to water
...indigenous rights to water

Private sector participation

Innovative financing

Integrity, transparency

Source-to-sea

Valuing water

‘Water and sanitation linkages
with other communities

Water—energy-food nexus
Environment

Climate change

DRR

Gender

Youth

Peace
Health

GCF OVERVIEW FINANCIAL INSTRUMENTS

AND PROGRAMMING
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National Adaptation Country Readi Project Prep Fund: Micro: <USD 10 million
Plan: One-Off $3 M/ $4M/4 yrs 1.5 million / Proposal Small: USD 10-50 million
country Medium: USD 50-250 million

ﬁ | T Large: > USD 250 million
oans
@ | Guarantees SAP Project : 25 million
@ | Equity
[[\'[s]el  Country and GCF
B | oo Entity READINESS pipelines
Programmes
NAPs
TO MAKE BLENDED FINANCE WORK
:«lrf:uD(E: Gectintuides Project Concept Notes
PRIVATE f L o .
CAPITAL Y Y .
W’i,mt sectors, Afre tl;e/e %r’ry gaps Which entity(ies)
what projects for identifying or : H
are a priority strengthening Is th? most s u:_tab_l eto
ocvmonuenr for the country? entities? deliver the pipeline?

Debt for Climate Swap

Blended concessional Finance

Innovative Finance

* Governments: typically taking on project implementation,
* Financial institutions: providing oversight and funding,

* Environmental groups: offering technical expertise and monitoring

[ ial Loan

Credit Enhancement: Concessionally and Affordability
For New Asset Class

d

Senior

Tariffsaffordable 4,/

N i
+ Project bankable without concessional or grant funding
+ Supported through senior and subordinated debt

* Affordability

Senior

* Bankability

Concessionalfinance required
+ Tariffs unaffordable based on senior and

‘ o

=

Subordinated

debt structure
« Project requires concassional finance to make tariffs

L Subordinated J
.

Concessional

X

J
v

affordable and ensure bankability
« Blended finance 1: Commercial Finance +
Concessional (climate) Finance (no grant capital)

Commercial Loan

Senior

—

di N i i Katariffe affordabl

d ensure

Senior

(" senior

bankability required

structure as well funding

and ensure bankability (Grant funding to be provided by SA Government

L * Grant
@ C " infrastructure fund

Subordinated

e + Concessional (climate)Fir Fund {SA govemment infrastructure fund)

+ Blended finance 1 Cc
Y, L Grant Y,

X Tariffsaffordable
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Streamlining Bureaucratic
Processes (Application
procedures, reducing paperwork,
and minimizing red tape)

Reducing Regulatory Barriers
(excessive regulations, high
taxation, and stringent licensing
requirements)

Policy Support and Incentives
(Tax breaks, subsidies, and grants)

"

Capacity Building and Knowledge Sharing

Improving Access to Finance

Financial Literacy Training
(access and manage finance,
financial products, financial
management, budgeting and
financial planning).

Knowledge Sharing Platforms
(available financing options,
requirements, eligibility criteria,
and application processes,
success stories and best
practices)

Training for Financial Institutions
( Climate finance and risk
assessment)

-

Activating Partnerships with the Private Sector

Strategies to activate these
partnerships include:

eRisk-Sharing Mechanisms:
Governments can create risk-
sharing mechanisms to encourage
private sector investment.

*Value Chain Integration:
Integrating value chains can
attract private sector investment,.

e|nvestment Incentives: Providing
tax incentives or subsidies to
private sector entities that invest
in climate-resilient water projects
can stimulate interest.

Incentives for Private Sector
Investment (Tax incentives, grants,
and guarantees - reduce the
perceived risks)

Partnerships ( Supply chain actors,
and retailers

-

Prospects for Financing Adaptation and Mitigation

Leveraging Climate Finance Funds
( support projects that enhance
climate resilience, promote
sustainable land and water
management, and reduce
emissions from water sectors)

Scaling Up Microfinance and
Digital Solutions ( potential to
scale up and reach more small-
scale farmers, creating a regulatory
investment environment, including
guidelines for digital financial
services and promoting the
licensing of microfinance
institutions.

Empowering borrowers and water
utilities through Capacity Building

Strengthening Public-Private
Partnerships that can unlock
significant resources
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Barriers

Insufficient funding Regulatory and policy challenges Capacity and knowledge gaps Political and economic instability

Innovative Financing Mechanisms: Green bonds, blended finance,
impact investing, Debt-Swap

Public-Private Partnerships: Role of private sector in scaling up

Policy and Institutional Frameworks: Strengthening policies and
investments

institutions to attract and manage climate finance

Policy Actions: Recommendations for governments and policymakers
to Strengthen frameworks to attract climate finance

Capacity Building: Enhancing local capacities for project development

Stakeholder Engagement: Foster collaboration between public and
and implementation
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wmmmm Take Home Messages

Access to finance for adaptation and mitigation in the water sectors remains a pressing challenge in the MENA/Arab
Region.

Financing adaptation and mitigation plans in the Arab region is a complex with many obstacles (limited access to finance
and knowledge gaps).

Exploring innovative international financing mechanisms, prioritizing political and institutional reforms, fostering
capacity building and knowledge sharing, and actively engaging the private sector.

The way forward required a determined efforts by governments, financial institutions, civil society, the private sector
and international partners to break down the barriers that limit access to finance.

By doing the above to improve access to finance, the MENA/Arab region can:
e Strengthen its water sectors,
* Promote climate resilience, and contribute to global efforts to combat climate change

 Pave the way for climate-resilient and sustainable water and agriculture, ensuring food and water security and
livelihoods for generations to come.
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