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Abstract 

This paper examines current and suggested iterations of the climate finance architecture and potential risks 
in capital generation and delivery. Which is achieved via the construction of a literature review which aims 
to capture the main actors involved in the climate finance architecture. This is then contrasted to a post-
keynesian and development economics synthesized framework focusing on liquidity preference, 
asymmetrical relationships and Minskyan financial instability. Utilizing data on current accounts, private 
capital flow instability and reserve asset accumulation we are able to show the explanatory power of our 
synthesized framework in explaining global capital imbalances and its impact on global financial flows and 
the impact on middle- and low-income countries. Using the insights gathered from our synthesized 
framework we then contrast it to the literature review, examining it for observable limitations in capital 
generation and delivery. In doing so a couple of things are noted, there are significant points of contention 
relating to capital generation and delivery in the climate finance architecture, potentially resulting in volatile 
asset prices and a negative impact on effective climate finance. Simultaneously it’s observed that climate 
finance is not catalytical for financial instability but a growing dependency and intertwining with 
conventional private financial flows may result in bouts of greater financial instability of climate finance 
assets. Lastly the paper affirms that there is a need to further examine the role and function of blended finance 
mechanisms.   
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Summary. 

Climate change is one of the defining obstacles of the 21st century and with the increased importance of 
climate change adaptation and mitigation the role and function of climate finance to help facilitate adaptation 
and mitigation in the global south has likewise increased. Something which can be seen in the sustainable 
development goals, particularly SDG 13. Climate finance entails finance derived from various sources, 
national development banks, multilateral development banks, the green climate fund and various private 
actors delivered via many different means, grants, debt, equity. Yet when discussing finance from a north-
south flow perspective it’s important to recognize and see it in relation to much larger capital flows. Capital 

flows from high developed countries to middle and low income countries are often very volatile which has a 
direct impact on their domestic asset values and their general macroeconomic stability.  

This paper then views climate finance in relation to greater capital flows and if climate finance can also result 
in impacts on domestic assets and macroeconomic stability of global south countries. The way we go about 
this is via conducting a literature review which aims to capture the main actors in the climate finance 
architecture and their views on financial flow management. Simultaneously we synthesize a theoretical 
framework including heterodox perspectives outside most normative macroeconomic analysis including 
post-keynesianism and development economic perspectives. We then try to see if our theoretical framework 
can help explain the underlying issues of north-south capital flows which it does, showcasing that the 
theoretical framework has value. We then review our literature review utilizing our theoretical framework. 
This shows that there are limitations in the current climate finance architecture which can result in asset price 
volatility and macroeconomic instability for recipient countries of climate finance. Yet it also shows that it’s 

somewhat unclear how impactful this can be as policy makers involved in the climate finance architecture 
are to a certain extent aware of the underlying issues present in north-south capital flows and seem to have 
taken some steps to mitigate this. Primarily using public funds to secure private investment. This shows a 
need to conduct further analysis and research on the effectiveness and widespread nature of using public 
funds as a securer of private funds.  

Keywords: Capital flows, institutional investment, climate finance, climate finance architecture, 
Post-keynes, liquidity preference, financialization, minsky financial instability hypothesis, Sustainable 
Development Goal 13  
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1. Introduction 

Climate change is one of the most pressing and defining obstacles of the 21st century, with very severe 
negative potential impacts on the ecological, economic and social systems and subsequently the health and 
wellbeing of nearly every individual. Subsequently over the last decade there has been a significant 
expansion in both the significance and amount of climate adaptation strategies, featured by both national, 
supranational and global governing bodies aimed at attempting to prevent and mitigate the ecological, 
economic and social impacts of climate change. Take for example the EU 2050 “Clean Planet for all 

initiative” (European Commission 2018) a predominant pillar for the European Green deal and its 

subsequent plan to decarbonize and green its economy. Alongside the amplification and expansion of 
climate adaptation and mitigation strategies so has the focus on the equitable or inequitable dimensions of 
climate change and role of finance been deepened/expanded upon (IPCC 2022; UNFCCC 2021a).  

Middle income countries (MICs) and low income countries (LICs) or just the global south has generally 
found itself in a position of inequitable contribution to the issue at hand whilst being disproportionately 
impacted from the negative externalities created by climate change (IPCC 2022). Even though high income 
countries (HICs) are responsible for the lionshare of historical GHG emissions and per capita emissions, 
there is still a need to bring down emissions of developing and emerging economies to reach climate 
stabilization goals (Ibid). Whilst also bearing a disproportionately higher burden from the impacts of climate 
change effects, due in part to greater vulnerabilities due to excess stresses placed on local and regional 
ecological systems (Gilding 2011). Something which is compounded when you take into account that MICs 
and LICs also operate with greater structural constraints relating to economic and financial capacity to 
appropriately formulate and implement plans regarding climate change mitigation and adaptation 
(Dafermos, Nikolaidi 2019).      

As such when accounting for the disproportionate burden placed upon the global south both in terms of 
experiencing greater negative ecological impacts and the limitation in addressing and mitigating them a 
pivotal point has been the role and importance of climate finance to help facilitate environmental adaptation 
and mitigation in the global south (Cato 2022). The importance of climate finance for sustainability can also 
be seen in the sustainable development goals, particularly SDG 13 and its target 13.a (ECOSOC 2022). 
Where the importance of climate finance for facilitating mitigation and adaptation is stressed. Climate 
finance entailing financing derived from a plethora of sources, public, private, transnational etcetera, but 
with the purpose of being invested in climate mitigation and or adaptation projects, i.e. The raising and 
transfer of financial assets from HICs to MICs and LICs (Bhandary, Gallagher, Zhang. 2021). So the 
element of finance is quite crucial. Yet the element of finance both in terms of generating and delivering it 
is quite complex. Complexities ranging from who raises capital elements to the instruments it’s delivered 

in, is it provided via intergovernmental organizations, if so, how is it delivered, project based investments, 
or lump sum capital provisions, are debt instruments in play? If so, what are the currency denominations 
that the capital assets are delivered in, and are there risk premiums added to the debt instrument? Is it 
privately provided, if so, what is the investor preference and motif, is private investor assets delivered as 
foreign direct investment (FDI), or foreign portfolio investment (FPI), to what extent is private equity 
involved?  

These elements may appear trivial but are crucial in determining the effective utilization and associated 
risks of capital assets that a developing nation may find itself utilizing, as can be seen in the development 
finance literature (Raj 1998; Cohen et al 2008). The aspect and risk of exogenous capital resources as well 
as the greater global north-south financial relationship has long been a key point of contention in the 
development economics/finance literature (Raj 1998; Kregel 2004) as well as more structuralist orientated 
post-keynesian macroeconomics (Bonizzi 2017). A simplified reason being that north-south capital flows 
are considerably volatile resulting in MICs and LICs experiencing bouts of macroeconomic instability due 
to drastic changes in domestic asset prices induced via HIC financial flows, assets here ranging from issued 
financial instruments to things such as real estate (Ahmed & Andrei 2014). These volatile changes can be 
pro or counter cyclical and are not necessarily induced via fundamental changes on the country receiving a 
financial inflow, they can be induced via changes in the sender country's monetary policy (Akyuz 2007; 
Powell 2013). The basic motive of MICs and LICs wanting to access HIC finance is that MICs and LICs 
require exogenous capital assets to fund developmental endeavors as they themselves operate with limited 
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endowments of capital (Bruton 1998). Capital endowed HICs have an interest in providing capital assets as 
MICs and LICs operate with greater returns on capital investments (Lucas 1990). 

This is known in the post-keynesian structuralist and more structuralist orientated development finance 
literature as the transformation of development finance into diversification finance, and the subsequent 
degradation of development finance (Fischer 2009; Spratt 2009). Resulting in that most MICs and LICs 
operate with significant structural limitations in regards to managing the negative effects of foreign capital 
flows (Powell 2013) whilst being inherently dependent on them. And so we can say that MICs and LICs 
operate in quite the precarious situation.  

A quick counterpoint to the above would be that what has been stated is pertaining to development finance. 
Hence anchoring/contrasting the climate finance architecture to points of contention in development finance 
is a mute point. It’s important to remember that climate finance is still finance, it is not devoid of the 
fundamental principle that capital investments and transfers adheer by. Is climate finance provided via debt 
instruments, if so are there risk premiums attached, are projects financed by equity finance if so is there a 
high degree of  financialization for the asset in question, is it treated like any other soft asset by investors? 
etcetera. These questions can be applied to climate finance. Additionally it’s inherently hard to distinguish 

climate from development finance, as the two are often inherently interlinked with development and 
sustainability/climate goals being seen as going “hand in hand” (OECD 2019) with many actors preferring 

and wanting to bunch them under the same “umbrella” (UNFCCC 2020).  

Now it becomes acutely clear why this is an issue in the context of development finance or just the general 
economic well being of MICs and LICs. But what does this entail for climate finance? If these points of 
contention exist in the more “traditional” development finance architecture is there a risk of them existing 

in the climate finance architecture? Especially since climate finance is also exogenously generated and 
delivered capital utilizing various different actors with various motifs and financial instruments. Is there a 
risk of climate finance being “degraded” like development finance? “Degraded” in this context implying a 

shift away from its original goal orientation or general “ineffectiveness”. The management of capital flows 

or specifically in this context management of climate finance flows and its implementations is a crucial 
element for effective climate finance to ensure such outcomes do not occur. How do we account for said 
precarious situations of LICs and MICs, Do we even account for it? How is climate finance policy structured 
to account for these aforementioned structural limitations and risks? 

This is not a topic without contention. The “scenario” described up until this point is one originating from 

heterodox viewpoints, particularly post-keynesian macroeconomics and structuralist development 
economics. Whilst in the annals of economic orthodoxy it’s unlikely that we would ascribe the 

aforementioned issues to inherent flaws in the global finance architecture but to other factors, irresponsible 
local actors, underdeveloped capital markets  that cannot properly incorporate and account for risks etcetera 
(Ahmed & Andrei. 2014). This is stated because it’s important for the reader to recognize that there is a 

larger theoretical debate underpinning this paper and one could opt to ascribe the aforementioned issue not 
to flaws within the greater international finance system  

But utilizing a perspective derived from post keynesian macroeconomics and development economics and 
by extension development finance which this paper employs. There is a recognition of a limitation in the 
current global north-south finance architecture and by extension development finance architecture which 
has some key similarities to the climate finance architecture. And as showcased there are some deliberations 
regarding the functions and optimality of climate finance when the aforementioned “structural limitations” 

of MICs and LICs are considered. Hence it is imperative that in light of said structural limitations that 
current and suggested iterations of the international climate finance architecture are examined in order to 
showcase and examine if there are any potential flaws and limitations in the current climate finance 
architecture and if those pose significant challenges to its function of mitigation and adaptation utilizing a 
lens derived from post-keynesian macroeconomics and development economics. 
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2. Background 

2.1 A Overview of the Climate Finance Architecture 

Climate finance is quite the broad encompassing term and concept detailing finance which is derived from 
a wide array of sources for the purpose of being invested in projects that entail climate mitigation or 
adaptation (Cato 2022). And so it should be quite evident that the global climate finance architecture is quite 
complex and intricate. Entailing finance that is channeled through multilateral funds, the GCF for instance, 
bilateral funds, and private channels (UNFCCC 2009). Utilizing several different means, grants, debt, equity 
(Ibid) etc. And so the global climate finance architecture can at times be seen as a bit of a disjointed system, 
which there is truth too as it isn’t a per say a unitary system it’s a descriptive term for the most relevant 

actors/components in climate finance transfers. Furthermore the climate finance architecture is by no means 
a static system, it has undergone significant development and change in recent times, driven by further 
international focus on climate change prevention and adaptation (Cato 2022). And it’s likely to undergo 

further change and development as the task of making more financial resources available is a top priority 
(GEF 2021; IPCC 2022) And as such it can be quite beneficial to give an rudimentary overview of the 
structure, development and mechanisms of this system to aid the reader in comprehending it. 

2.1.1 History and Development of the Climate Finance Architecture 

When discussing the history and development of the climate finance architecture it may be beneficial to 
distinguish between climate finance as a conceptual mean i.e. delivering finance for environmental 
mitigation and adaptation and the architecture of the overarching system, the “architecture” entailing the 

channels, systems and means that have evolved through supranational and bilateral organizations such as 
the Green Climate Fund (GCF), and Swedish international development agency (SIDA). The emergence of 
the climate finance architecture dates back to the 1990s with the establishment of supranational institutions 
specifically designated to head funding for environmental projects, with the establishment of the Global 
Environment Facility (GEF) being established in 1992 alongside and under the UNFCCC (UN 1993). Under 
the GEF two additional special funds were also later established under the Kyoto protocol in 2001, the 
Special Climate Change Fund (SCCF) and Least Developed Countries Fund (LDCF) (UNFCCC 1997). The 
GEF has provided financing for various environmental endeavors, having since its inception generated 
grants for an estimated 22 billion USD alongside 117 billion USD in co-financing (GEF 2021). 

Yet climate finance as a “formalized system” intent to generate and deliver finance from HICs to MICs and 

LICs would not be properly materialized until the 2009 Copenhagen accord. Where climate finance as an 
international system began with HICs pledging to deliver finance intent for climate mitigation and 
adaptation purposes at a total value of around 100 billion USD, set in 2009 USD to LICs and MICs, of 
which approximately 30 billion USD was actually raised (UNFCCC 2009; OECD 2015). Initiating the idea 
of North-South climate finance transfers. This would result in the formation of the GCF under the UNFCCC 
in 2009 during the Durban COP, with the intent of it becoming the primary institution and vehicle for 
delivering public climate finance (UNFCCC 2009). We also see a formalization of what climate finance 
actually entails as per the UNFCCC climate finance entailing; 

“local, national or transnational financing drawn from public, private and alternative sources of 
financing that seeks to support mitigation and adaptation actions that will address climate change” 

(UNFCCC 2009) 

In this period we also see the emphasis and development of private climate finance flows, as the role of 
private capital becomes increasingly vital, something it had not been in the preceding decades, mainly driven 
by a need to generate more capital resources for climate investments (European Commission 2011; OECD 
2021). An example of this would be the establishment of several Climate Investment Funds (CIFs) in 2008 
administered by the World Bank, but operating in partnership with several National Development Banks 
(NDBs). And Multilateral Development Banks (MDBs), such as the Asian Development Bank (ADB), 
African Development Bank (AfDB). With the purpose of raising private capital for various investments 
(OECD 2021).   
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The primary actors involved in the climate finance architecture can be broken down into three main 
categories, multilateral institutions, GCF, GEF, Bilateral institutions, ADB, AfDB, and private capital flows 
organized either under multilateral institutions such as the world bank or via direct private provision such 
as financial institutions, commercial banks. This is naturally a simplification of a very large system with a 
great variety of actors. If one wished to map all relevant actors one would need to list over 100 different 
institutions with areas of overlapping responsibilities. Bilateral could for instance be broken down into 
national specific development institutions , SIDA, USAID, to state owned enterprises SOEs and so on. The 
categorization into the chosen three primary categories works relatively well for explanatory purposes. 
Especially since multilateral and bilateral tend to use similar funding and capital raising mechanisms, see 
sub chapter 2.1.2 But it is briefly expanded upon in figure 2.1 and 2.3 for greater detail. An alternative 
categorization which can be quite helpful is public versus private provision see figure 2.3.     

Figure 2.1 Simplified  Overview of the Global Climate Finance Architecture. Adapted from (CPI 2021; Cato 2022) 

 

Following the inception of the GCF in 2009 and CIF in 2008 overarching changes to the structure of the 
climate finance architecture be it via significant new actors entering the fray or conceptual changes to what 
climate finance entails have not been overtly present. Rather, the noteworthy development is the significant 
increase in the size of climate finance flows. As the significance of climate change and its associated costs 
both in terms of human impact and cost of prevention has become more crucial and pivotal. So has the 
urgency to make more finance available both public and private (OECD 2021). And the total availability of 
finance in the climate finance system has increased significantly totaling an estimated 630 billion USD in 
2020, see figure 2.2. Showing quite the significant expansion compared to its starting point of 30 billion 
USD in 2009 (CPI 2021). But this increase in provision of capital resources is varied with different levels 
of provisions from different actors. Distinguishing between private and public finance provision we see an 
estimated 51%-49% division, with 320 billion USD mobilized from public actors and 310 billion USD 
mobilized from private actors. 
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Figure 2.2 Size of climate finance flows 2011-2021 (USD bn) Adapted from (CPI 2021) 

 
 
 
Figure 2.3 Size of flows, broken down by relevant institutions and public versus private provision Adapted from (CPI 
2021) 
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Figure 2.4 Breakdown of flows by instruments used Adapted from (CPI 2021) 

 
 

2.1.2 The primary instruments of North-South financial transfers  

Referring to figure 2.1 we can see what primary actors are involved in the climate finance system and by 
looking at figure 2.4 we see what instruments are primarily employed. Yet this leaves out how funds are 
mobilized for private provision and even public provision at times as it’s not always funded via government 

budgets. It may also be necessary to elaborate on what the instruments referred to in figure 2.4 actually 
entail. Financial instruments can be divided into primarily two groups. Instruments utilized for mobilizing 
funds and instruments to deploy said funds. But these instruments are also utilized to improve credit, provide 
insurance and support revenue of private actors as they operate on a profit motif. (Godley & Lavoie, 2012; 
Pilbeam 2013)  

2.1.2.1 Instruments for mobilizing funds: 

Green and Climate Policy Performance Bonds: 
Green bonds operate much like standard bonds, the distinction being that the revenue generated from the 
selling of a green bond is to be invested in environmental projects. As a bond is created and sold it generates 
a direct source of revenue for the seller whilst providing a creditworthy asset of high security for the buyer 
which after the bond reaches maturity the buyer will be paid back plus additional interest, the original buyer 
of the bond can also opt to resell it on secondary bond markets, voiding the bond reaching a level of maturity. 
This is in contrast to a climate policy performance bond where the valuation of the bond is directly related 
to performance in terms of carbon emissions, i.e. if certain commitments are not met then the issuer of the 
bond will pay a greater interest rate than the market valuation. This creates an incentive for governments to 
meet set targets. Adversely if set targets are met then the issuer will pay a lesser interest rate than the market 
valuation. (Godley & Lavoie, 2012; Pilbeam 2013)  

Structured Funds: 
Structured funds are effectively tranches of several projects pooled into one, this creates a greater degree of 
customizability for the buyer of the structured fund as the fund can showcase different levels of risk and 
return via including different tranches. Now a tranche is a security i.e. a financial instrument that represents 
a certain level of monetary value in either a company or government body, a mortgage for instance or in the 
context of climate finance a green bond. Which has been subdivided into smaller portions to be repackaged 
and sold, these subdivided portions are then bundled together into a tranch. (Godley & Lavoie, 2012; 
Pilbeam 2013)  

2.1.2.2 Instruments for deploying funds: 

Equity: 
Equity maintains a rather unique disposition as it can be used to both generate and deploy funds. The process 
of equity refers to the selling of portions of an enterprise to private or state actors to raise revenue for a 
project. The value of equity then being the total value of a company or project that has been sold. Now this 
is used to generate revenue as assets of a company or project can be sold to predominantly private investors 
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to generate funding. Public actors can likewise use equity financing although primarily via signaling to 
private actors what projects are considered “valuable” by investing public funds. Although due to what 

equity actually entails it is predominantly utilized by private sector agents. The way it is used as a 
deployment of funds is via projects in MICs and LICs often requiring additional funding hence opening up 
to sell off elements to foreign HIC investors hence facilitating a north south financial transfer. (Godley & 
Lavoie, 2012; Pilbeam 2013)  

Loans Concessional and or non concessional: 
Debt instruments are quite commonplace as an instrument (see figure 2.4) but the mechanics of a loan can 
greatly vary, a standard donor loan will simply be a debt obligation with a market adjusted interest rate that 
the recipient would be expected to repay e.g. A non concessional loan. In contrast to this a concessional 
loan refers to a debt instrument where certain variables are adjusted in favor of the recipient, such as lower 
than market interest rate or extended repayment schedules, concessional loans are predominantly used by 
non private actors such as NDBs as NDBs or most other non private actors do not operate with a profit 
generating motif.  Additionally debt instruments can also be turned into tranches and are repackaged into 
structured funds. An issue with concessional loans however is that it can often prove to be difficult to strike 
an optimal balance of concession and also determining who is optimal to receive concessional loans. 
(Godley & Lavoie, 2012; Pilbeam 2013)  

Blended financing:  
Blended financing, also at times known as co-financing, is the aspect of mixing public and private funds 
tying them up in the same projects. The reason for wanting to mix different types of finance is chiefly two 
things. Firstly public finance can be used as a signal instrument to incentivize private actors i.e. By willing 
to risk public assets you showcase to private investors that there is a level of security in the respective 
project. Secondly it “insures” the project from potential volatility issues, if there is a volatility issue private 
actors will often seek to liquidate their position resulting in the asset price falling which will in turn result 
in other owners looking to liquidate their position. By having public funds intermingled this fear is partially 
alleviated as it’s known that the investor of public funds won’t liquidate their position as they do not have 

a profit motive. (Pilbeam 2013)  
 
Credit Lines: 
The above issue can be partially alleviated via credit lines. Credit lines is effectively a “line of credit” from 

one financial institution to another” in this instance a HIC financial institution or supranational institution 

giving credit to a local or regional bank in a MIC or LIC, the reasoning being that a regional or local actor 
will have a more keen understanding on local actors and optimality regarding concessions. Hence by 
delivering credit to them which they can in turn disperse per their own discretion it will result in greater 
efficiency in terms of finance disbursement. (Godley & Lavoie, 2012; Pilbeam 2013)    

Grants: 
Grants are quite straightforward as they are non repayable funds which flow from recipients to donors. They 
can be issued as lump sum capital provisions or in kind. The distinct advantage of grants is that they are 
very applicable as they often are just lump sum cash provisions, making them excellent for projects that do 
not need to showcase a return on investment. Additionally they carry very little risks, both in terms of 
incurring debt stress, but also preventing excessive leveraging. (Godley & Lavoie, 2012; Pilbeam 2013)  

2.1.2.3 Enhancing Credit and Securitization: 

Both of these categories of instruments are employed to help generate and mobilize funds but they also have 
a secondary intertwined purpose of generating further incentives for private actors so as to increase the level 
of private investment. Private actors operate on a profit motive and as such they will look for projects that 
showcase a preferred balance of return versus risk, yet increasing the return or security of a project/asset on 
its own is not always feasible. But these instruments can also be used to generate credit and increase the 
level of securitisation of assets. Whenever a financial instrument is issued and sold be it a bond or loan those 
assets can be repackaged into separate financial investment products. The repackaging entails the 
subdivision of assets which are in turn blended to create an asset with a higher level of security and or return 
i.e. a tranch. This new investment product can now be sold to third parties on secondary or third party 
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markets. By doing so we have created a secondary market where assets are more tailored made for investor 
wants and needs i.e. greater level of security/returns, creating greater incentives for private investment. 
(Godley & Lavoie, 2012; Pilbeam 2013)  

3. Methodology 

3.1 Purpose and Aim 

The purpose and aim of this paper is to examine the current and suggested iterations of the international 
climate finance architecture and showcase if there are significant flaws and limitations in it regarding MIC 
and LIC structural limitations. And if those pose significant challenges to its function of mitigation and 
adaptation. Incidentally the hypothesis of this thesis is that there is a theoretical gap between the current and 
suggested iterations of the climate finance architecture and the financial realities of MICs and LICs. And 
by extension North-South financial transfers which are not properly accounted for in the climate finance 
architecture. This hypothesis is then refined into an overarching research question;    

“Do current policy suggestions in the field of climate finance regarding capital flow management in the 
global south have significant theoretical and empirical limitations attached to them regarding sourcing, 
mobilization and deployment of capital resources. “  

The overarching research question is then subsequently broken down into two further research questions; 

A: What are the current policy suggestions in climate finance pertaining to capital flow management 
including capital mobilization and deployment.  

B:  What are the constraints that MICs and LICs operate with in regards to capital flow management and 
how does that affect capital mobilization and deployment. 

These two sub questions are then to be contrasted to one another and analyzed to see if  there are any present 
tensions, which if found is then contrasted to relevant empirical data to see if the concerns expressed in the 
overarching question is warranted.  

3.2 Research Design 

With the research questions ascertained we need to facilitate two primary things in order to answer them. 
Firstly clarify what the current policy suggestions are in the climate finance architecture pertaining to capital 
flow management, capital mobilization and deployment. Secondly what the constraints that MICs and LICs 
operate with in regards to capital assets actually entails. The way I go about this is by utilizing a literature 
review of the policy suggestions in the climate finance architecture which represents the dominant strains 
of climate finance. Simultaneously we build a theoretical lens/framework which captures the seminal points 
of development economics finance and post keynesian macroeconomic structuralism. With both of these 
components established the results of the literature review is to be contrasted to the theoretical framework 
which will in turn net us with relevant insights. The results from the comparison can then be viewed in 
relation to relevant empirical data to see if there is validity to the points raised in the theoretical framework, 
which will in turn either confirm or reject our hypothesis. See chapters 3.6 and 3.7 on details pertaining to 
the literature review and theoretical framework respectively.  

3.3 Limitations 

This thesis does operate with some limitations regarding what it concerns, these limitations are put in place 
in order to limit the scope of the paper and keep it manageable. Firstly this thesis primarily concerns the 
“financial mechanism” which exists at the heart of climate finance delivery and it’s associated instruments, 

not the effectiveness of climate finance endeavors as a whole or certain climate finance delivery instruments 
i.e. Is climate finance delivery the key to “success”, are grants more preferable than debt instruments 

etcetera. The exclusion of an instrument/mechanism “review” should not be conflicted of the risks certain 
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instruments carry which is included and is an integral part of this paper. Secondly is the role and function 
of financialization, financialization is a considerable point of contention and whilst this thesis draws on it 
to a certain extent as it’s shared with the greater post-keynesian macroeconomics literature. This thesis does 
not concern its political economy implications. Rather its use is strictly limited to finance and capital 
management.   

Thirdly, private and public climate finance are in many ways fundamentally intertwined, not completely 
separate as some would imagine, be it in co-financing projects or public finance being used for leveraging 
private finance. However the data on the prevalence and impact of this is severely lacking, this is due to 
most multilateral institutions who are prime actors in the leveraging of public assets not being overtly 
transparent. With multilateral actors often using different ways of accounting and classifications, a 
consequence of this is that most aggregate data sets are quite varying in their estimations. Because of this 
metric data on co-financing and leveraging is emitted. 

Fourth, this work very much operates on a macro level utilizing macro elaborations as it pertains to financial 
flows, issuing of financial instruments and so on. Implying a lack of micro level elaborations, which is not 
exactly correct. There are micro-level elaborations regarding the formation of investor behavior in the 
context of private and public climate capital flows, but this is the extent of it. Additionally, this paper 
excludes the use of econometrics and has a limited use of algebra. The reason for an exclusion of 
econometrics is because this paper is theoretically quite dominant and conducting econometric work as per 
pertaining to theoretically dominant climate finance would prove to be quite challenging. Incidentally there 
is limited need for econometric analysis. Algebraic elaborations are kept limited to make it simple and 
comprehensible for the reader but it is still included in chapter 4.  

3.4 Previous Research 

This paper maintains a somewhat unique disposition towards previous research into the topic it covers. This 
is due to this paper effectively being a fusion of climate finance and post-keynesian/development economic 
finance critiques towards the north-south financial architecture. There is plentitude of previous research into 
these two “topics” separately, most of the development economic literature details issues of north-south 
finance transfers and the post-keynesian literature tends to emphasize the viability/issues of various 
macroeconomic instruments. But both of their respective contributions to ecology are quite scarce (Fontana 
& Sawyer 2016). 

In terms of interplay between the two the amount of previous research is quite scarce. This however does 
not mean there is a lack of valuable material which has proven to be helpful for this work, contrary a large 
portion of the development economic literature is quite applicable due to the similarities between 
development and climate finance. Yet in light of said similarities and applicable crossover material this does 
not seem to have been identified by many authors situated in the field. Post-Keynesian macroeconomics 
whilst being quite devoid of ecological macroeconomics is in a similar situation to the development 
economists in that there is a surprising level of potential crossover particularly regarding investor behavior 
and how that impacts the utilization of several macroeconomic instruments. Commentary is slowly 
“catching up” with some interesting novel articles being published, yet the material is limited. As such I 
believe I have identified a research gap which has not been fully explored by researchers in their respective 
fields, granting a level of validity to my research. Table 3.1 showcases some of the papers and materials 
which have been quite beneficial for this paper. 
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Table 3.1 Selective Previous Research 

Authors Title Study 

Dafermos, Y. Nikolaidi, M.  Fiscal Policy and Ecological 
Sustainability: A post-Keynesian 
Perspective (2019) 

Utilizes a post keynesian 
perspective to expand upon the 
function and impacts of different 
climate fiscal policy instruments 

Cerutti, E. Stijn, C. Puy, D.  Push Factors and Capital Flows 
to Emerging Markets: Why 
Knowing Your Lender Matters 
More Than Fundamentals 

Analyzes the behavior of gross 
capital inflows in emerging markets 
and how lender conditions matter 
more than domestic fundamentals 

Bonizzi, B An Alternative Post-Keynesian 
Framework for Understanding 
Capital Flows to Emerging 
Markets (2017) 

Bonizzi develops a framework for 
analysis of international capital 
flows drawing on Minsky and 
Toporowski. 

Agenor, P.R. Montiel, P.J.  Development Macroeconomics: 
Fourth Edition (2015) 

A general good summary of 
development economics and 
development finance critiques of 
modern consensus macroeconomics 
and its impacts on developing 
countries following GFC 

 

3.5 Data & Material Acquisition 

Acquisition of data pertaining to theoretical elaborations was carried out via searches utilizing a series of 
academic search engines, these were the SOAS Library Catalogue, the Uppsala University Library database 
and JSTOR own database. Key search terms that were used in combination with one another were: Climate 
finance, climate finance architecture, green fiscal policy, climate capital mobilization/deployment, capital 
formation, climate finance transfers. When prospective material was found an overview of the abstract was 
done in order to ensure the potential relevance and quality of the prospective material.   

For acquisition of datasets or empirical data little in the way of searches were carried out, as when this paper 
was still in its planning phase there was an understanding that most relevant datasets that could be utilized 
would either be found via that of multilateral organizations, World Bank, IMF, UNCTAD. Additionally 
some revised and processed datasets were known off beforehand due to previous work experience.    

3.6 Theoretical Framework Design 

In assembling the theoretical framework it was decided to start in the new consensus macroeconomic nexus 
(NCM). Specifically its long-run equilibrium position. This was done as it allows for a brief commentary 
and expansion upon conventional views on capital flows. Following this I introduce the notion of liquidity 
preferences for investors and its implications for capital flows. This is subsequently expanded with the 
notion of currency hierarchies which is tied into a modified version of minsky's financial instability 
hypothesis. Lastly I bring in the aspect of asymmetry from the development economics literature. The reason 
for picking these elements from the post-keynesian and development economics literature was quite 
deliberate. They capture a satisfying amount of the post-keynesian criticism towards orthodox adherence 
regarding capital flow management and it does so in a concise package. Additionally the elements chosen 
are quite straightforward in their “amendments” to NCM theory and as such no additional algebra is needed 

in their explanation. 

Lastly with the theoretical framework established it’s tested in the results section by showcasing its 
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explanatory power via explaining global capital imbalances. This may seem strange as it gives the 
appearance of the theoretical framework being detached from the literature review but this is not the case. 
It’s not sufficient to lay out a theoretical framework and adhere to it. Its explanatory power and by extension 

its validity must be showcased, it also serves the dual purpose of answering our secondary research question.  

3.7 Literature Review Design 

The literature review in chapter 5 was carried out to examine the current policy suggestions and adherences 
in the climate finance architecture with an emphasis on capital flow management, capital mobilization and 
capital deployment. But as shown in chapter 2 the climate finance architecture is quite varied with different 
types of capital provisions originating with different actors with different motifs and adherences. This 
requires that the documents reviewed capture the heterogeneous climate architecture landscape or at the 
very least captures a significant enough portion of it so the results netted from the review can be seen as 
representative. As such the documents chosen to be included in the literature review are the one seen in 
table 3:6. The reason for this selection is that the documents chosen for review are quite expansive, covering 
multitudes of areas of responsibility ranging from multilateral, bilateral and private with a wide array of 
instruments and the role they are expected to fill. Furthermore the authors/issuing organizations of these 
documents have and are immensely influential in shaping the formation of the financial climate architecture, 
hence there is a certain level of security in using them as showcases of most instances of normative climate 
finance policies. An additional note regarding the inclusion of the UNFCCC Technical Assessments, the 
decision to include them was to observe climate finance implementation on regional scenes.       

Table 3.2 Selected documents for literature review 

Author/Issuing Organization Title Area  

UNFCCC Standing Committee 
on Finance 

Fourth Biennial Assessment and 
Overview of Climate Finance 
Flows. (2020) 

Multitude, public and private 

UNFCCC  Biennial submissions from 
developed country Parties on 
their updated strategies and 
approaches for scaling up 
climate finance from 2014 to 
2020 (2017) 

Multitude, public and private 

UNFCCC Technical Assessment of 
Climate Finance in the East 
African Community (2021) 

Regional Technical Assessment 

UNFCCC Technical Assessment of 
Climate Finance in South-East 
Asia (2021) 

Regional Technical Assessment 

UNEP, WEF, ELD, Vivid 
Economics 

State of Finance for Nature 
(2021) 

Multitude, public and private 

ODI, CPI, EDF Improving the Effectiveness of 
Climate Finance: A Survey of 
Leveraging Methodologies 
(2011) 

Technical, Private 

World Bank Joint Report on Multilateral 
Development Banks Climate 
Finance (2017) 

Bilateral MDBs, public and 
private primarily public 
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4. The Nominal points of contention in development finance 
and post keynesian structuralism regarding capital flows 

It’s been made clear that this paper utilizes a Structuralist development economics and post-keynesian 
macroeconomics perspective. But these are very “large” theoretical camps that pertain to a great deal of 

things outside the scope of this paper. But they are used specifically for their perspective on financial and 
capital flows. In new consensus macroeconomics (NCM) i.e. The orthodox macroeconomic position. The 
role and function of financial flows is relatively simple, being reduced to “real” variables like savings and 

investment (Taylor 2004), where focus lies on gross size of the flows. This is in contrast to Post-Keynesian 
Macroeconomics where the dynamics of the flow is the important piece, and the financial flow should be 
understood in relation to a host of financial choices (Bonizzi 2017). Structuralist development economics 
have a similar adherence in that the dynamics of any financial asset is heart and center and not just the size 
of gross flows (Di John 2020). And so in assembling the theoretical framework the focus lies on the 
“dynamics” of financial assets and investor decisions. An effective “starting” point is at the long run 

equilibrium in the NCM nexus.  

4.1 Capital flows in New Consensus Macroeconomics and 
formation of investor behavior 

The NCM model can be summarized utilizing three reduced form equations;  

(1)  

(2)  

(3)  

Equation (1) states that current output gaps are determined by representative agents' expectations about 
future conditions. it will be higher the higher expected output gap is and it will be lower if the expected real 
interest rate is higher than the LR equilibrium rate. Equation (2) states that current inflation depends on any 
future expected inflation and excess demand will also fuel inflation. Equation (3) is effectively the Taylor 
rule. Central banks and by extension monetary policy should be utilized counter cyclical to stabilize 
economic conditions around the long-run equilibrium. (Fine, Dimakou 2016; Gali 2015)  

Now this may look confusing but in actuality what it means is that the long run equilibrium position is 
determined when . Effectively relegating monetary 
policy to short-run stabilization purposes as money is neutral in the long-run. Now a couple of things are 
excluded from this model. Firstly, fiscal policy is mostly absent from this model as Ricardian equivalence 
and or crowding out arguments fill that role. Secondly the role of the financial system becomes a source of 
demand through leveraging of interest (Woodford 2010). Thirdly it creates a conflict in the short-run long-
run nexus regarding money and finance, as money is seen as effectively neutral the aspect of finance and its 
role in determining the level of investment is left unclear creating a bridge between the two. (Fine, Dimakou 
2016; Gali 2015)  

Consequently, in the NCM model there is no investment function, the role of investment and capital 
formation is left quite vague in relation to finance with investment instead being relegated to the standard 
consumption function; I.e. savings being used for either future consumption or investment. As such under 
NCM assumptions there is significant carry over to implications for capital flows between countries. The 
“carry over” implications being a reliance on basic Ricardian reasonings and a focus on a deregulatory/open 
approach to international trade and capital flows (Fine, Dimakou 2016). When we “open” this “model” what 

determines investor decision is chiefly three things, the aspect of intertemporal consumption, e.g. consume 
now or invest. The marginal product of capital (MPK) and national, domestic and global interest rates, 
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however money is seen as neutral in the long run and interest rates should therefore be at their equilibrium 
levels i.e. not distended or recessed, assuming proper policy adherence. Size of investment is endogenously 
determined by the rate of savings. These three things should therefore lead to an investment of capital assets 
from HICs to MICs and LICs. Resulting in a flow of finance for MICs and LICs which operate with poor 
endowments of capitals yet high MPK returns and lower interest rates enabling them to utilize the financial 
assets for various means (Bruton 1998), i.e. transferring surplus HIC capital to deficit units in MICs and 
LICs. The greater NCM nexus can and should also be viewed in relation to the Washington consensus as 
NCM theory was highly instrumental in formulating many of the base assumptions that the Washington 
consensus adhered to (Williamson 2003).    

4.2 Post Keynesian and Development Economics amendments 

One can directly see limitations in the NCM framework and it should be noted that the NCM framework 
has not been particularly successful at addressing cross country capital flows (Lucas 1990) or even 
macroeconomic instability (Woodford 2010). Although only the former is of particular interest for us. 
Therefore many amendments have been made to the aspect of investor behavior. However these 
amendments tend not to focus on the underlying elements of NCM theory i.e. the role or non role of 
monetary policy. Instead opting to focus on market imperfections or expansions on equilibrium interest rates 
and its effects on loanable funds (Tille, Wincoop 2010). Most amendments therefore still operate within the 
NCM nexus and are therefore staunch on using real variables for analysis and the intertemporal consumption 
choice of agents, ignoring and or limiting the aspect of monetary policy, and the aspect of asymmetric 
relationships between sender and recipient of financial resources (Bonizzi 2017). See portfolio theory as an 
example of this (Faboozi, Gupta, Markowitz 2002).    

4.2.1 The role of monetary policy and its impacts on financial outcomes 

Amending for the limited role of monetary influence we must incorporate the effects of monetary policy on 
investor behavior i.e. Making money matter. Which is achieved by rejecting the NCM conditions and 
utilizing changes in investor behavior via liquidity preference. Liquidity preference theory maintains that 
actors in markets demonstrate a preference to hold liquidity (Taylor 2004). Yet different assets have varying 
liquidity premia which is dependent on the assets ability to be utilized as a payment or maintainer of value, 
what determines the assets liquidity is its currency denomination. The currency denomination being relevant 
as different denominations have different abilities to store value and be used as an exchange medium. This 
is known as the currency hierarchy where hard currencies, USD, EUR, YEN, maintain a higher position on 
the hierarchy in contrast to the currencies of MICs and LICs which maintain low liquidity premiums (Fritz, 
de Paula, Prates 2018).   

What this entails is that MIC and LIC currencies will struggle to meet international transactions as their 
assets will carry a lower liquidity premium. As investor preference changes i.e. an increased want for 
liquidity the stability of the MIC and or LIC asset will decrease as the investor will “liquidate” their position 

in favor of assets with higher liquidity premiums resulting in the issued currency decreasing in value as 
capital flows out of the country. If the investor preference changes for a decreased want for liquidity then 
the adverse will occur with asset prices increasing alongside the currency as capital flows into the nation. 
Investor demand for increased or decreased liquidity is naturally not endogenously driven often it’s pro 

cyclical, instability brought on due to a exogenous supply shock for instance or the central bank of a hard 
currency emitter such as the federal reserve announcing a change in it’s nominal interest rate will both effect 

investor liquidity preference.  (Taylor 2004; Powell 2013; Turner 2014; Kaltenbrunner 2015 

This can be viewed in relation to Minsky's financial instability hypothesis and the role of Minskyan boom 
and bust cycles where in the context of prevailing market sentiments ex. Investor demand for low liquidity 
leading to increased rates of investment alongside greater financial risks as boldness of investors result in 
overinvestment eventually resulting in a “bust” as either the demand of liquidity increases or underlying 

issues emerge due to the level of overinvestment (Palley 2011). A parallel can also be made here to currency 
hierarchies, as investment increases in MICs and LICs by foreign investors, MICs and LICs now have an 
increased demand to meet outstanding obligations. Yet the need to meet outstanding obligations also 
exposes the recipient to greater risks to currency and financial stability in the face of changing liquidity 
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preferences (Kaltenbrunner 2015). This is very similar to the aspect of financialization i.e. the growth and 
increased importance of financial markets, which has proved to have little in the way of empirical evidence 
supporting economic betterment of MIC and LIC economic conditions (Sawyer 2016; Servaas 2018). 

 

4.2.2 Asymmetrical relationships between sender and recipient 
A final amendment to our theoretical framework is the role of asymmetrical relationship between the holder 
of capital assets and recipient of said assets. MICs and LICs require capital assets to undertake various 
projects, domestic availability especially for LICs is low as domestic capital markets whilst existent are 
limited in scope (Raj 1998). Mechanisms to generate capital i.e. systems of exchange and licensing controls 
are also limited and difficult to enact under current policy paradigms (Rodrik 2004; Rodrik 2008). In lieu 
of domestic capital resources there is a dependency on exogenous capital. In there being a dependency on 
foreign capital there is a disparity in leverage held by the different parties, it is the investor who holds the 
capital for investment not the MIC or LIC recipient. As such there is significant leverage in terms of 
dictating/formulating the nature of the “relationship” between the two this is also known as the flow of 

capital being supply side determinant. (Ahmed & Andrei 2014; Raj 1998) 

 

5. Results 

5.1 Capital flows with considerations of investor liquidity 
preference and supply side driven capital as an explainer of 
global capital imbalances and  the impact on MICs and LICs 

 “Not surprisingly, anxious policymakers across the South are focusing their attention on the actions of 
the United States Federal Reserve, on the decisions of commodity traders and on the predatory practices 
of hedge funds, with a growing realization that they have limited control over some of the key components 

of their economic future.” – UNCTAD TDR 2017. 
 
There is a global capital imbalance, conventional rhetoric holds that capital assets should flow from HDCs 
to MICs and LICs yet they don’t (Lucas 1990). Instead what is seen is an accumulation of MIC and LIC 

capital assets in MICs (ibid). This can be seen in figure 5.1 where HDCs operate with significant current 
account surpluses.   
 
Figure 5.1 Current account balances by advanced and emerging economies 2006-2020 (Usd bn) Adapted from (IMF 
2021) 
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The role of the financial system is quite straightforward, mobilizing savings internationally, channeling 
funds from surplus to deficit units, maintaining a transformation of funds into productive capital whilst 
providing liquidity and managing risks through diversification (Pilbeam 2013). On the recipient side MICs 
and LICs operate with poor endowments of capital (Bruton 1998) as such there is a need to acquire capital 
assets to finance various endeavors. The most optimal way of achieving this is via exogenous capital units 
as domestic capital markets often are unable to provide and international capital is cheaper than domestic 
capital under autarky (Raj 1998). Hence there should be a “win win” on the supplier and recipient end due 

to the aforementioned transfer of capital from surplus to deficit. Yet as we can see in figure 5.1 that’s not 

the case.  

Taking the element of investor liquidity preference (Taylor 2004; Fritz, de Paula, Prates 2018)  and supply 
side driven capital/asymmetrical sender-recipient relationships (Ahmed & Andrei 2014; Raj 1998) into 
account we can to a certain extent explain current global capital imbalances. The capital transaction 
described in the above paragraph is driven by investors on the supply side who desire higher risk adjusted 
returns out of their portfolio. Yet they will want an exit option, an exit option being a limited utilization of 
capital controls (Ahmed & Andrei 2014). Reflecting the currency hierarchy as from their perspective they 
are taking on financial products with higher risks (Fritz, de Paula, Prates 2018). As the capital flow is supply 
side determinant they have the leverage in creating such an environment. The result being that you have a 
local investment climate that is risk adjusted for investor preference i.e. higher returns and free entry and 
exit (Brandão-Marques et al 2015).  

By removing/limiting the barrier to entry/exit what has effectively been done is creating a system that 
incentivises large capital in and outflows which is supply side driven (Brandão-Marques et al 2015; 
Hoggarth, Carsten, Reinhardt 2016). What this now means because it’s supply side driven is that the will 

for investors to inject or withdraw capital resources becomes incredibly volatile and dependent on greater 
trends in the global financial system (BIS 2018). Trends such as the liquidity preference of investors, with 
the cost of entry/exit removed or greatly diminished the transaction cost to drop MIC and LIC low 
premium assets in favor or high premium assets becomes incredibly low which further incentives such 
changes in portfolio makeup. This is quite troublesome as it gives rise to pro-cyclical hot money flows and 
sudden stops (Forbes, Warnock 2012), which can result in asset bubbles forming due to a large influx of 
foreign capital resources, resulting in the swelling of domestic MIC/LIC asset markets (Shin 2013). Or 
BoP crisis occurring as capital resources are withdrawn resulting in large financial account deficits which 
cannot be matched in the current account (ibid). These “hot money” in and outflows can be seen in figure 

5.2 in the form of private capital flows. Regarding BoP crises the only effective way of preventing them in 
the case of sudden capital withdrawal and entrenchment is to stockpile foreign hard currency reserves to 
bolster one's current account (Pilbeam 2013) which we can see has been the case over the last 20 years by 
looking at figure 5.3. 
 
Figure 5.2 Private Flows from DAC members to global south constituents 2001-2019 (USD bn). Adapted from 
(OECD 2022) 
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An additional complexity that emerges is that changes in investor liquidity preference does not have to be 
pro cyclical. As liquidity preference is determined by the hierarchy and respective valuation of currencies 
actions that affect currency valuation will also impact the level of liquidity preference. Such as the FED 
announcing a decrease in its nominal rate, and so the nominal interest rate falls in the United States.  
Suddenly the profitability of global south capital assets increases, influx of capital resources and global 
south capital markets would increase in value. If the nominal rate increased you would see an exodus and 
so you have an volatile environment that can also be counter cyclical (Powell 2013: Shin 2013). This also 
has follow through effects in the instruments utilized to raise finance, equity is less viable as in the long run 
serious BoP issues may be looming. Foreign borrowing becomes more expensive as risk premiums may be 
added, decreasing the productivity of loans (Akyuz 2007; Wyplosz 2011). 
 

And so the FED a exogenous institution which should be unconnected to the doings of MICs and LICs has 
an enormous impact on driving investor behavior as they indirectly dictate the most profitable options 
which investors will chase, which consequently shown has drastic impacts on MICs and LICs. (Cohen et 
al 2008; Powell 2013; Chui, Emese, Philip 2016). 
 
Figure 5.3 Accumulation of reserve assets. Adapted from (IMF 2021) 

 

 

 

5.2 Literature Review Findings 

Following the review and assessment of the surveyed documents as outlined in chapter 3.7 it was observed 
that relevant findings pertaining to climate finance policy suggestions could be divided into three primary 
categories: Tracking and accountability for climate finance flows, Improved finance utilization for projects 
and Long term financing goals. A summary can be seen in table 5.1 

Table 5.1 Summary of literature review findings 

Document Finding 

Fourth Biennial Assessment and Overview of 
Climate Finance Flows. (UNFCCC 2020) 

Long term financing, Tracking and accountability, 
improved finance utilization 

Biennial submissions from developed country 
Parties on their updated strategies and approaches 
for scaling up climate finance from 2014 to 2020 

Long term financing 
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(UNFCCC 2017) 

Technical Assessment of Climate Finance in the 
East African Community (UNFCCC.b 2021) 

Long term financing 

Technical Assessment of Climate Finance in 
South-East Asia (UNFCCC.c 2021) 

Long term financing 

State of Finance for Nature (UNEP, WEF, ELF 
2021) 

Tracking and accountability 

Improving the Effectiveness of Climate Finance: 
A Survey of Leveraging Methodologies (ODI 
2011) 

Improved finance utilization 

Joint Report on Multilateral Development Banks 
Climate Finance (World Bank) 

Tracking and accountability, improved finance 
utilization 

 

5.2.1 Tracking and accountability for climate finance flows 

A current limitation in the global climate finance architecture that was recognized particularly by the 
UNFCCC standing committee on Finance biennial assessment (UNFCCC 2020) and World Bank joint 
report on multilateral development banks (World Bank 2017) is the element of improved tracking and 
accountability. Recognizing that current tracking systems, both in terms of assessing size of flows and how 
flows are structured is inadequate. This can be seen in the data uncertainty and data gaps, issues relating to 
uncertainty and gaps could be seen between reviewed documents with discrepancies in presented data 
although this could partially be explained via different classification systems being utilized.  

Tracking pertaining to private flows were aimed at improving understanding regarding amounts mobilized. 
But also via what financial instruments are utilized. A particular thing of note was that tracking relating to 
public-private co financing was/is quite vestigial with a distinction being made regarding private finance 
directly mobilized in adjunction with MDBs/NDBs and indirectly mobilized on its own. This distinction 
alongside the role and effectiveness of leveraging public investment for private investment was particularly 
present in the ODI report, “improving the effectiveness of climate finance: A survey of Leveraging 
Methodologies (ODI 2011). Now it should be noted that several advancements had been made in this regard 
as per the issuing organizations, UNFCCC, World Bank, UNEP and per their own admission the capacity 
in  tracking private climate has been greatly improved. 

The value of better tracking systems whilst presented as valuable onto itself was also emphasized in relation 
to improved accountability. A current issue as highlighted by the UNFCCC in their biennial assessment 
(UNFCCC 2020) and World Bank joint report on MDBs (World Bank 2017) is that there is an issue of 
climate finance being improperly utilized. With projects not entailing either mitigation or adaptation being 
able to access funds, this was however quite small in size of total flows. Hence by improving the level of 
tracking it’s assumed that accountability will also improve, preventing finance misallocation.    

5.2.2 Improved finance utilization 

The point of improved finance utilization effectively entails making present climate financial resources 
more efficient. Efficiency in this context ranges from reducing cost of operations to fast tracking 
accreditation procedures for institutions wanting to take part in multilateral and bilateral funds. But 
primarily it concerns two things: ownership and leveraging. Ownership entailing national country ownership 
in programming and designating national authorities to be involved in adaptation and mitigation actions 
with aligning national specific actors operating with one another i.e. A financial institution in Pakistan 
should work alongside civil society in Pakistan. The need for leveraging is detailed more in sub chapter 



 

18 
 

5.2.3 but leveraging in the context of improved utilization concerns what levels of leverage ratio of public 
funds in relation to private investments is most optimal concerning different projects. As to maximize the 
level of public investment to generate the greatest amount of secure private capital. This was prevalent in 
the ODI report where that specifically was detailed (ODI 2011). 

5.2.3 Long term financing goals 

The definitive long term goal which was observed across all documents reviewed was the element of making 
more finance available. As was made clear in figure 2.2 there is a need to increase the level of investment 
quite drastically and this is very much present in the documentation. Highlighting a need to increase both 
the level of public and private investment. Now with this being a long term goal detailed specifics in regards 
to projects plan were mostly emitted with more general approaches being used to visualize strategies on 
fund mobilization. Regarding such “general approaches plans” three unique ones could be observed across 

the surveyed documents. Although an important thing of note, none of the identified “approaches” detailed 

how to increase the level of public investment just stating the need for it to rise, all were related to how to 
further raise private funds.  

The first identifiable approach was utilizing public funds to further incentivize private flows via co 
financing. It was identified that private investors had a limited willingness to engage in a great deal of 
projects due to unfavorable risk reward ratios. Hence by blending financing i.e. Having public finance act 
as a sort of insurer private finance could be more effectively mobilized, this could be achieved via either 
blended finance projects or leveraging although it was noted that leveraging almost always ended up as co-
financing. The second approach regarded increasing the level of securitization and strengthening credit 
enhancement schemes, this much like the first approach was motivated on the basis of creating further 
private sector incentives. The third approach regarded the expansion of alternative investment vehicles, 
carbon markets, green bonds etcetera, creating further secondary and tertiary markets for private actors to 
generate funds through.        

A final “approach” that was identified but could not be properly categorized was specifically entailing LICs 
with limited developed capital markets. A identified limitation is that many LICs struggle to absorb climate 
financing be it public or private. Hence a focus for such LICs should be to strengthen capital markets to a 
point where functional stock and bond markets are present and operational.  This would then allow for 
greater finance absorption but also further development of credit enhancement mechanisms. This point was 
primarily noted in the UNFCCC regional technical assessments (UNFCCC.b 2021; UNFCCC.c 2021) 

 

6. Discussion 

6.1 Climate finance flows under MIC and LIC constraints 

Referring back to the research questions we can see that chapter 5.2 does well in answering research question 
A. And chapter 5.1 respectively answers question B alongside providing empirical validity. As was laid out 
in chapter 3.1 upon contrasting the two i.e. Relating the issues presented with finance flows to the findings 
of the literature review some rather clear cut tensions emerge. There is limited to no focus on issues that 
emerge when the effects of investor liquidity preference and supply side capital is introduced. Rather the 
formulation of investor reasoning is seemingly understood via a traditional adherence of risk vs reward 
approach i.e. conventional portfolio theory under which the mission objective becomes achieving better risk 
vs reward ratios. Which seemingly has little impact on ensuring that investment “stays put”. And so there 

is a limited accounting of investor behavior and it does not account for what can drive investor behavior i.e. 
Changes in the FED or any other hard currency central banks nominal rate. Implying a low consideration 
for MIC and LIC constraints. 

This potentially means that private climate finance assets placed in MICs and LICs are prone to the same 
volatility issues as traditional assets. This is worsened when one considers the makeup of instruments used 
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for climate finance delivery. I refer back to figure 2.4. The biggest instruments by size are debt instruments 
particularly market rate debt and equity financing. Both of whom are quite susceptible to volatility under 
the given conditions as laid out in chapter 4.2 and 5.1. Especially if the debt instrument is highly traunched. 
This then entails that climate finance assets can inflate and deflate quite rapidly due to exogenous conditions 
be it either pro or countercyclical. Making the effective utilization of climate finance for the global south 
quite limited. It can even be seen on the more extreme end as making MICs and LICs more prone to bouts 
of financial volatility by adding more volatile assets to their balance sheets. 

 

6.2 Accounting for size of conventional capital flows, public 
and blended finance 

Yet this style of analysis and approach has some limitations. Whilst climate finance flows have expanded 
quite significantly in size over the past decade, see figure 2.2. They are still dwarfed by “normal” capital 

flows. To put it into perspective whilst capital flows amount to some 640 billion USD the value of debt 
securities can be estimated at some 100 trillion USD. On a balance sheet a dollar is a dollar and as such 
climate finance flows simply due to their size are not going to incur financial crises via further driving of 
private investment for climate finance endeavors. Additionally whilst private funds make up a sizable 
amount of climate finance flows over half of raised funds are public. Public investors are not going to have 
a liquidity preference they are not even going to have a profitability motive. In the case of NDBs and MDBs 
investment will be targeted where it’s estimated to do most “good” hence the fact that over half of 

investment originates with public actors be they bilateral, multilateral or national will act as a significant 
insulator from shocks.  

The role of public funds directly ties into another seminal point which was featured very heavily in the 
literature review, namely blended finance, co-financing or leveraging. Mixing public and private finance 
can effectively or at least partially insulate an asset from experiencing a sudden downturn in value. See 
chapter 2.1.2.2. However it’s hard to comment on the prevalence of this as there is a data availability issue, 

something which was laid out in the limitations chapter, see chapter 3.3. But it is something to be considered. 
However the staunch prevalence of blended finance, co-financing and or leveraging in the literature review 
does pertain to a pretty interesting aspect. That being that it’s perfectly possible to understand the effects of 

volatility, hot-money and so on in the current financial architecture without necessarily ascribing it to 
liquidity preferences and supply side capital. And if one decides to read between the lines with a certain 
degree of sophistication one can observe that there is an understanding of this in the climate finance 
architecture which can be seen in the literature review.  

To elaborate, looking at the prevalence and importance placed on blended finance it becomes clear that it’s 

intended to be used as a “insurer” of sorts. This becomes more evident when we consider the focus on more 
effectively tracking private finance flows and instruments making clear to distinguish between private 
finance that had been jointly mobilized and indirectly mobilized. A third point which supports this view is 
the aspect of effective leveraging ratios. On some level there is an understanding that the provision of public 
finance is limited in scope, only so much of public funds can be mobilized, if one wishes to scale up climate 
finance flows, which is the single most important long term goal then there will inherently be a dependency 
on private sources. If you then wish to minimize potential issues of volatility whilst also incentivizing more 
private funding then the role of public finance should A; Act as an insurer of private flows and B; Be 
stretched as far as possible. Hence the focus on most effective leveraging ratios, which can be seen in the 
literature review. However a limitation of this is that this very much depends on the efficiency of utilizing 
public funds as a “insurer”, which in the context of climate finance is left a bit unclear but also outside the 

scope of this paper. Additionally whilst possibly obvious using blended finance as an “insurer” does not 

make it a blank check it would help to insulate assets not mitigate effects upon them.  

 



 

20 
 

6.3 The aspect of financialization and Minskyan financial 
instability 

Whilst the aspect of “public insurance” does add a level of theoretical safety to the climate finance 

architecture there are other limitations that have been observed. Specifically to one of the standings points 
on raising long term finance, that being the further expansion and development of LIC capital markets for 
the development of further credit enhancement mechanisms. Now developing and opening up financial 
markets for the express purpose of climate finance is unlikely to occur. Yet it’s a bit of a contentious 

argument. Recall the amended Minsky financial instability hypothesis. If there is an increased demand to 
meet outstanding obligations then the need to meet outstanding obligations also exposes the recipient to 
greater risks to currency and financial instability. If you wanted to develop these capital markets you would 
also incur greater risks on them, primarily because of aforementioned potential risks in climate finance 
flows but also conventional finance flows, you wouldn’t be able to develop a capital market that only caters 

to climate finance. Earlier it was mentioned that climate finance flows are quite small in relation to 
conventional finance flows, that argument is inverted here, granting the benefit of some 640 billion USD 
whilst incurring issues associated with 100 trillion USD of debt securities is not a particularly pleasant 
outcome for a LIC. This adds to the question of financialization as increased prevalence of capital markets 
will not itself ensure effective issuing of capital market instruments, i.e. You could just add risk without 
adding benefit. 

Minskyan analysis/rhetoric can also be extended to the climate finance architecture using the climate finance 
system as the principal agent instead of a specific country. If we think of the climate finance architecture as 
a somewhat insulated system due to various factors, level of public funds, blended finance etcetera then we 
can think of the outstanding obligations from the climate finance system to the remainder of the finance 
system as quite limited. But if the climate finance system is to be expanded via further private fund inflows 
then the level of outstanding obligations to the remainder of the financial system increases which can drive 
issues of financial instability as the climate finance system becomes more exposed and intertwined to 
conventional finance flows. Which as shown have issues of volatility in the context of MIC and LIC asset 
management.     
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7. Conclusion  

The purpose of this research paper was to clarify and determine what the current policy suggestions in 
climate finance pertaining to capital flow management and capital mobilization and deployment entailed. 
Alongside what the constraints that MICs and LICs operate with in regards to capital flow management and 
its subsequent effect on capital mobilization and deployment. Which would in turn provide us with an 
answer for our overarching question if there are theoretical and empirical limitations in the current climate 
finance architecture. Utilizing a post-keynesian understanding of drivers of investment behavior alongside 
issues of asymmetry between sender and recipient we showcased the limitations that MIC and LIC bear 
when dealing with international capital flows and its subsequent effect on their domestic markets. Validating 
the explanatory power of the post-keynesian/development economics framework. Which we then contrasted 
to the literature review. Showcasing that there are indeed theoretical limitations underpinning policy 
suggestions in the climate finance architecture but also fundamental aspects of the climate finance system 
that are potentially significant enough to pose a serious impact on the function of climate finance. 
Confirming the hypothesis laid out in chapter 3.1. These limitations range from not accounting for drivers 
of investment behavior to volatility of MIC and LIC assets to potential issues that may erupt if one wishes 
to upscale the size of climate finance flows. 

Simultaneously, we also recognize that there is a level of accounting for asset volatility in the climate finance 
literature via the extensive role of blended finance. Showcasing that there is an understanding of current 
issues in global capital imbalances and the greater aspect of north-south financial flows. When one considers 
the size of climate finance flows in relation to the size of conventional financial flows it becomes abundantly 
clear that climate finance will not be the catalyst in inducing financial shocks. However climate finance 
assets are still prone to shocks induced in the conventional finance system. This however seems to be 
understood to be mitigated via the role of blended financing, and so the effectiveness of blended financing 
in preventing private capital inflows from flowing out of the climate finance system by liquidating their 
position will play a crucial role. However this is difficult to comment on as the data availability regarding 
the effectiveness of blended finance for such endeavors in climate finance is scarce and data concerning the 
prevalence of the practice is quite inconsistent across different organizations. 

Issues regarding suggestions for LIC capital market development are also observed, with connections being 
made to issues of financialization and Minsky's financial instability hypothesis. Suggesting that enhancing 
the capital markets of LICs may very well incur greater financial issues from the conventional finance 
system. A final theoretical observation is made utilizing Minsky's financial instability hypothesis, that by 
further anchoring the climate finance architecture to the conventional finance architecture which if one 
wishes to upscale climate finance utilizing private flows will be a necessity, one will extend the outstanding 
obligations from climate finance to the conventional financial system which may drive financial instability. 

In conclusion we can observe some rather serious flaws and contentions present in the global climate finance 
architecture, however how impactful those flaws and risks can be is dependent on how effective blended 
finance, co-financing and leveraging is and will be in preventing private climate capital exodus from MIC 
and LIC markets. Making it necessary to further expand on the effectiveness, current level of utilization  as 
well as potential upper limits of blended finance, co-financing and leveraging in a context of upscaling 
climate finance flows.   
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