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Abstract

:

This article investigates the institutional innovations within the Green Climate Fund (GCF), a new international organization that finances climate mitigation and adaptation in developing countries. In particular, donor–recipient parity in decision making, civil society participation and private sector involvement are explored. The aim of this study is to lay the institutional groundwork for a larger study that will be analyzing the effect of these institutional innovations on the design and result of the fund’s projects. An exploratory qualitative case study approach is used that includes the review of the secondary literature, official sources from the GCF, participant observation and semi-structured interviews. This article concludes that the GCF indeed implemented important institutional innovations that are unique for a major international organization. At the same time, this article reveals that these innovations have created some important challenges for the functioning of the fund. For example, donor–recipient parity, in combination with consensus orientation, initially led to gridlock. It is also difficult for the GCF to balance the goal of transparency and civil society participation with the need for secrecy of private contracts and a speedy process demanded by the private sector.
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1. Introduction


Fighting climate change is not just a technical and technocratic problem but also—and maybe even primarily—an institutional and political problem. While natural scientists and engineers have developed technologies to create energy from renewable resources and build higher levees to protect coastal areas from rising sea levels, social scientists have so far struggled to understand why these technological fixes fail to materialize in a timely, effective and equitable way. The Global South is the most vulnerable to climate change and, at the same time, promising when it comes to effective climate mitigation. Reducing greenhouse gas emissions in developing countries offers considerably more bang for the buck compared with developed countries that have gradually been increasing their carbon efficiency since the 1970s. Renewable energy is cheaper to produce in the Global South and, because of its decentralized character, it can avoid costly investments in centralized power plants and the necessary power grid [1]. In this sense, renewable energy could be similar to the mobile internet, which helped developing countries to leapfrog expensive landline infrastructures [2]. At the same time, developing countries are more vulnerable to severe weather events related to climate change. Unfortunately, many countries and communities in the Global South lack money, technology and governance structures for successful climate adaptation and mitigation. In order to support developing countries in planning and financing climate adaptation and mitigation, the Green Climate Fund (GCF) was set up at the UNFCCC COP15 conference in Copenhagen in 2009 in a decision by 194 countries. It started its operation based in Songdo, South Korea, in 2010, and the first projects started in 2015. The goal of the GCF is to raise new and additional funds of USD 100 billion per year to finance climate change-related projects in developing countries. The intention is that the funds be evenly divided between climate adaptation and mitigation projects.



While the GCF is just one of many players in the field of climate adaptation finance, it is very important to study because it is a major new global player with an innovative institutional system reflecting experiences and debates in international organizations and development cooperation over the last decades. In particular, it reflects the critique of the World Bank for being undemocratic, secretive and dominated by donors, and for having little civil society participation. At the same time, the GCF reflects the neoliberal discourse on private sector participation that sees development cooperation not just as aid but also as a business opportunity. From this perspective, the public sector should use public funds to mobilize additional private capital and outsource not just the implementation but also the design and governance of projects to the private sector.



This paper argues that the GCF is indeed a major innovation when it comes to international organizations (IOs). It addresses many of the critiques of traditional IOs, such as donor orientation, lack of democracy and lack of civil society participation. Instead, the GCF is based on donor–recipient parity, consensus orientation, civil society participation and transparency. At the same time, this paper identifies four major problems. First, the fund has faced various gridlocks in board meetings due to its principle of consensus orientation. Second, while civil society participation is much stronger than that in other IOs, it is limited to a watchdog function, while the expertise of civil society groups is not systematically integrated in the design of projects. Third, private sector involvement is much more developed institutionally than in other IOs, but the GCF struggles to attract risk-averse private investments. It is also not clear how the promise to equally weight adaptation in the fund will be realized because, unlike the situation for climate mitigation, there is no persuasive business plan for adaptation projects. Fourth, the different institutional innovations are partly contradictory. As we demonstrate, recipient ownership focusing on quick disbursements frequently clashes with an active civil society that expects stakeholder participation and accountability. The focus on transparency also clashes with expanding the role of the private sector, which has a strong interest in protecting proprietary information and private contracts.




2. Institutional Innovations in International Organizations


Textbooks on the study of international organizations are dominated by the discourse between (neo-)“realists” that see IOs merely as a reflection of power struggles between nation states and (neo-)institutionalists, arguing that international institutions alter choices and behavior of states and are able to nurture long-term cooperation [3]. Both camps, however, agree on the dominant role of nation states and governments in IOs in which member states are either formally equals (like in the UN general assembly) or where there is a clear hierarchy (such as the dominance of donor countries in the World Bank). While these mainstream concepts might have reflected the roles of IOs until the 1990s, the emergence of a multipolar world, economic globalization and the rising importance of polycentric governance fundamentally changed the context in which IOs operate. The rise of important players from the Global South (such as China, India and many more) has weakened the leading role of the US and “the West” in IOs. Economic globalization meant that the economic interests of multinational corporations play an increasing role in IOs. Private businesses are now not just seen as contractors implementing projects decided by intergovernmental organizations, but as investors and partners [4]. Finally, actors below the national government levels such as transnational city networks [5] and civil society organizations (CSOs) now play an increasing role in the global political arena [6]. Amid the growing complexity of international relations, IOs are not simply agents anymore that “do what states want” but they deserved to be studied in their own right [7] (p. 2). Consequently, the success or failure of IOs not just depends on the willingness of states to cooperate but also on the way these IOs adapt to the changing reality and integrate different stakeholders.



Unfortunately, IOs are more known for their path dependency than their ability to change. The UN and the World Bank, for example, still largely reflect the state of international relations of the late 1940s when they were founded. Change comes in very incremental ways such as adding consultation with civil society and private sector or the long delayed and very timid quota reform in World Bank and the International Monetary Fund (IMF) to reflect the economic rise of East Asia [8] (pp. 86–87). Such gradual institutional innovations can be the result of adaptation and learning within organizations [9]. Unlike established institutions, new IOs such as the GCF can be more innovative in the attempt to reflect changed realities. Unlike in the World Bank, decisions would not be dominated by donors but decided based on the communication between donors and recipients as formally equal partners. CSOs and the private sector would be included in the process as additional stakeholders in the deliberation and decision-making process. While it is far from clear if these innovations will succeed—as this paper shows—there are important lessons to be learned for current and future IOs from this kind of institutional experimentation.



In the GCF, instead a purely intergovernmental approach, the attempt was made to reflect new polycentric realities in the international relations by becoming more “polycentric” itself. The advantages of polycentric governance were described for the local level by Ostrom [10] and later expanded to include the international level as well [11,12]. “Polycentric systems are characterized by multiple governing authorities at differing scales rather than a monocentric unit” [13] (p 552). Polycentric governance is seen as most useful where there are a lot of actors at different levels as is the case in the global climate crisis. Successful climate policies demand action not just from different levels of governments but the private sector and civil society as well. This focus on interaction and communication between diverse stakeholders has the potential to facilitate experimentation, build trust and improve cooperation over time [14]. While polycentricity highlights interaction between actors and organizations, it also has an influence on the organizations themselves as they adapt to a polycentric environment. The GCF operates within such a global “polycentric approach to climate governance” [12]. This polycentric environment facilitated certain institutional innovations as the GCF adopted a multi-stakeholder approach [15]. The GCF adapted this polycentric approach in the sense that it is primarily driven neither by powerful individual member states nor by a central hierarchy but through the interaction of different stakeholders at different levels from design, decision and implementation of policies and projects.



While the literature on the GCF is growing, there is so far still little research on the GCF as a working institution. Previous research tends to be focused on the process of setting up the GCF until 2015 [15,16,17,18,19,20] and the GCF in the larger context of climate justice [18] or development cooperation [19]. This is partly because the fund started to operate in 2010, but the first projects were only approved in 2015. The more recent studies that investigate the GCF at work have a rather narrow focus, for example, on the issue of country ownership [21] or the role of intermediaries [22]. This narrow focus limits their ability to understand how the different rules and institutions interact. Only by studying the interdependence of different institutional elements, such as donor–recipient parity, country ownership and private sector engagement, is it possible to evaluate the effect of these institutions on the work of the GCF. In fact, the GCF itself laments that it still lacks an independent evaluation of its work, as was highlighted numerous times at the 20th Board meeting of the GCF in Korea in July 2018 [23].



Recent challenges faced by the GCF have also not been properly reflected in the academic literature. The GCF has come under attack as US President Trump called the GCF “another scheme to redistribute wealth out of the United States … to developing countries all on top of America’s existing and massive foreign aid payments” [24]. While the US did not leave the GCF, it announced that it will not fulfill the pledges from the Obama administration and not provide additional funding [25]. In the GCF board meeting in July 2018, US board member Geoffrey Okamoto distanced himself from a polycentric operation of the fund and highlighted the importance of a donor-driven approach [26]. While (recipient) country ownership and civil society involvements are criticized by the Trump administration, private sector involvements are criticized by civil society groups. Scholars criticize greenwashing business as usual (BAU) projects and subsidies to private companies [17,27] and more generally problematize the commodification and financialization of the environment as such [28].



Finally, the academic discourse on climate politics reflects a certain Northern bias. Mitigation—the main interest of the North—takes the center stage, while adaptation—the primary focus of the Global South—has taken a backseat. To date, most research on adaptation has focused on national or bilateral projects without specifically looking at multilateral institutions [29,30,31,32,33]. The literature on climate adaptation projects is less abundant, often focusing on issues of the legitimacy of project planning and not the projects themselves [34].




3. Materials and Methods


This article is part of the first stage of a larger research project on the GCF that we are currently planning. This first stage lays the foundation for future research by helping to identify problems and develop research questions and hypotheses (see the section on future research in the conclusions). For this purpose, we follow an explorative qualitative case study approach [35,36] to investigate institutional innovations in the GCF. The strength of exploratory approaches is that they help to develop research questions and hypotheses for future research without the need to rely on elaborate theories that might offer a too narrow perspective on a new topic. While an approach that deducts hypotheses from an existing theory and then tests them empirically is appropriate where theories are established and data is reliable, the strength of an explorative approach is to inductively generate new theories. While not a comparative study of international institutions, this research puts the GCF into a broader context of international cooperation by comparing it with international organizations such as the UN, the World Bank and the GEF that also deal with climate mitigation and adaptation in developing countries. Such a most similar comparative study perspective is suitable for identifying and highlighting the distinct features of the GCF as an institution.



The described exploratory approach seems appropriate as the GCF is a relatively new institution that is still evolving and on which there is still limited existing research. In addition to the limited secondary literature, this paper relies on the GCF’s website and its data portal (https://www.greenclimate.fund) as the main source of data. In particular, the proceedings and decisions made at the board meeting as well as the live streams and videos of board meetings provided on the website were used. The website provides a database where all relevant documents and data for the GCF projects can be accessed. In addition, a questionnaire with open-ended questions was send to GCF staff and a limited number of semi-structured interviews with civil society representatives and experts were conducted. The purpose of the questionnaire and the interviews was not primarily to generate data for the analysis but to explore problems, hypotheses, opinions and discourses on the work of the GCF. Finally, the method of participant observation [37,38] was also employed, as the main author participated in GCF board meetings as a passive NGO observer. Participant observation is an established qualitative research method that allows to gain a deeper understanding of the context in which institutional mechanisms are at work. Such observations are particularly useful for explorative research as questions and problems that would remain undiscovered in theory-led deductive approaches or research purely based on official data and interviews.




4. Institutional Innovations and Their Problems in the GCF


4.1. The GCF as an Innovative International Institution


The GCF is a public international organization that differs substantially from other international organizations, such as the UN, IMF and World Bank, in at least four major aspects (see Table 1). First, the GCF maintains a parity of donor and recipient countries in the governing council, differing from the donor-dominated shareholder model of the World Bank (and the IMF). The GCF is governed by a 24-member board that consists of 12 members from developed (donor) countries and 12 developing (recipient) countries [39]. Country ownership is a guiding principle in order to ensure that projects are in line with national climate plans of recipient countries (“no objection procedure”). When it comes to the decisions on projects, we can even attest that they are recipient-driven (see Section 4.2). Second, the GCF embraces a multi-stakeholder approach that includes the regional level and civil society participation (see Section 4.3). While it took the Word Bank and other international institutions decades to acknowledge the importance of civil society participation, the GCF has built in civil society involvement from the beginning. Currently (October 2020), 296 CSOs are registered as observers at the GCF, and two representatives of the CSOs (one from a developed and one from a developing country) can participate in GCF meetings, although they are not eligible to vote [40]. Board meetings are also streamed on the internet to increase transparency of the fund’s operation. Third, the GCF takes cooperation with the private sector to a new level (see Section 4.4). While country ownership is a guiding principle, the GCF simultaneously emphasizes an aim to “maximize fund-wide engagement with the private sector” [41] (p. 62). The private role goes far beyond raising capital in financial markets and includes a Private Sector Facility in which the private sector takes the lead. Currently, about 40% of the GCF project funding is classified as “private sector”. The Private Sector Advisory Group (PSAG) ensures that private sector interests are included in the planning stages of projects. The private sector can be involved at any stage, from the planning of financing to the implementation of projects, although the degree varies substantially from project to project. The GCF is thus part of a general trend of at least partly privatizing development cooperation, where projects are not just seen in terms of their contribution to the public good but also from the perspective of private investors and with respect to their profitability. Fourth, the GCF embraces not just multi-stakeholder governance but also a polycentric implementation of projects. GCF projects are not implemented by the GCF itself but by 71 accredited institutions (as of October 2020), which include public development agencies, regional development banks and NGOs, as well as private companies, banks and investment funds [42]. At the same time, the GCF funds a broad variety of projects, from big projects to small and micro-projects, and is thus also polycentric in the spirit of Elinor Ostrom [10]. The GCF also offers a simplified approval procedure for small and micro-projects and distinguishes itself from the traditional orientation of development cooperation towards big donor-driven projects.



The international organization that is most related in purpose and institutional framework is the Global Environmental Facility (GEF), which is part of the World Bank but functionally independent with its own decision-making process. In the GEF, developing countries represent half of the council (16 out of 32), while developed countries (14) and transition economies (2) fill the other half. The GEF makes decisions strictly based on consensus, and even one council member can block projects. When it comes to the participation of NGOs, the GEF is stronger than in other IOs but weaker than in the GCF as CSOs participation largely outsourced to consultations before the council meetings that not all council members attend [15]. The more state-centered orientation in the GEF is even more pronounced when it comes to private sector involvement.



In sum, the GCF embodies a compromise between recipient countries that want more country ownership, the profit-seeking private sector seeking business opportunities and the civil society sector pressing for a multi-stakeholder approach. The GCF is arguably the first major international organization that was set up by governments but, at the same time, embraces transnational polycentric governance and, in particular, an integral role of the private sector in all aspects of the fund’s operation from the beginning. The tension between country ownership, the strong role of the private sector and civil society participation are an interesting and important area of research that is relevant far beyond the GCF and climate finance.




4.2. The Challenges of Donor–Recipient Parity and Consensus Orientation


Various challenges have arisen from institutional innovations within the GCF. Consensus orientation is a laudable objective, but the necessity to reach a consensus to make decisions has led to various gridlocks on the GCF board. There are numerous conflict lines that are not just between donors and recipients but also more generally about the purpose of the fund. Those in favor of funding proposals will always try to display them as mere technocratic projects, while, in fact, most decisions are political and set precedence for future decisions. A common reason for objections is “Doubts about sufficient transparency and disclosure of potential negative environmental and social impacts for high-risk sub-projects and their management and implementation in compliance with GCF requirements” [43]. As a young organization, setting precedence is a major concern of board members, which makes decisions more difficult. Any project decision will influence future decisions and standards concerning transparency and accountability for future projects without the exact consequences being known to the decision makers. The need for consensus can also aggravate conflicts, as geopolitical conflicts can spill over into GCF decisions. For example, the trade conflict between the US and China played a role in the US objection to the Chinese project “Catalyzing Climate Finance (Shandong Green Development Fund” (GCF FP.82). The US feared that GCF funding would be used for research and development for commercial products and thus increase Chinese competitiveness [43]. Potentially, the need for a consensus could undermine operations by leading to a tit for tat, where decisions are made based on past voting behaviors of others and not based on the issue at hand.



The low point of GCF governance and the most serious gridlock happened in the 20th board meeting in July 2018 when it took two of the four meeting days to agree on the agenda; in the remaining time, not a single project was approved, and executive director Howard Bamsey resigned [26]. In the meeting, it became clear that the GCF would not be governable with consensus orientation alone. Governance reform was discussed from the beginning, but while developed countries and vulnerable developing countries were in favor of a governance reform that would speed up project approval, less vulnerable developing countries, such as Saudi Arabia, Egypt and Iran, were opposed [44]. Only the collapse of the 20th board meeting made it possible to ultimately achieve a consensus on establishing a voting system in the GCF. Finally, at the 23rd board meeting in July 2019, a procedure of decision making in the absence of a consensus was agreed upon. The board decided that if all attempts to reach a consensus are exhausted, then decisions can be made with a qualified majority of 2/3 (GCF B.23/09). The procedure was used for the first time on the abovementioned Chinese project FP82 at the 24th board meeting in November 2019 (GCF B.24/09). Japan and the United States—two of the largest donors—voiced objections, but in the resulting vote, the project was approved, and these countries were overruled by a qualified majority of 19 members, with two against and one abstention. It remains to be seen how the US will react to this defeat, and it is not unlikely that, in the case of the reelection of President Trump, the US will leave not just the Paris Agreement but also the GCF.



The establishment of a voting process is an important step for the GCF to improve its ability to make faster decisions. The established voting procedure, however, will not overcome the more fundamental cleavages in the board and, in particular, the fundamentally different interests of donors and recipients. Recipients are interested in a growing fund with a fast disbursement of money to projects that offer the broadest benefit to their constituency. Donors are interested in the effectiveness and transparency of projects that are narrowly focused on climate goals. These conflicts do not necessarily need to lead to gridlock. On the contrary, as both sides have good arguments, projects need to address concerns from both sides, leading to better project designs and more transparency and accountability. An important advantage of the GCF is that, unlike in other international organizations, recipient countries have a strong presence in the board meetings. In the World Bank and IMF, similar to a commercial bank, the donors decide on the conditions of grants and credits. Recipients only have the choice to take it or leave it. In the GCF, recipients do not just have parity in the board: they also have superior knowledge of the projects that they propose (often in consortiums with aid agencies). Consequently, recipients tend to have the upper hand in project approvals, while donors can merely block proposals that they consider inadequate. When it comes to replenishment, however, donors naturally have the upper hand. In this sense, US board member Okamoto was right when he stated in 2018 that replenishment is a donor-driven process [45] because additional commitments to funding need to be decided by the governments of donor countries and not by the GCF. In the replenishment, donor countries can demand changes to the rules of operation and insist on strict performance evaluations. It remains to be seen if the ongoing first replenishment in 2020 will succeed in raising enough funds, particularly since it is unlikely that the US will ever release the originally pledged amount, let alone make additional pledges. It also remains to be seen how the performance of ongoing projects will influence replenishments. As more and more projects will be evaluated over time in this still-young organization, donors are expected to gain more information and thus leverage over recipient countries.



While recipient countries have an unprecedented influence in the GCF board compared with other international organizations, and recipients have a stronger position in the project approval process, these institutional innovations are not sufficient to empower the Global South in a broader sense. First, as mentioned above, recipient countries are divided on several issues, from governance reform to funding priorities. Additionally, institutional innovations have given developing countries a voice and decision-making power, but this has not led to necessarily stronger ownership by the Global South in the projects themselves. Most GCF projects are dominated by international institutions and not national entities in recipient countries, not to mention local ones that are closest to the communities. In fact, 86% of all projects are run by these so-called international access entities, and only 14% are managed by local access entities. All local entities together implement fewer projects than the largest international entity, the European Bank for Reconstruction and Development (EBRD), which alone manages 18% of all approved GCF funding [43]. Institutionally, small and subnational organizations are explicitly included as partners in a polycentric framework but in practice, stringent requirements and extensive reporting demanded by the GCF and donor countries make it difficult for those small players to become involved. Readiness activities by the GCF have helped to improve the ability of “national designated agencies” (NDAs) within the government of recipients but the inclusion of subnational stakeholders remains a major challenge [21].




4.3. Civil Society: Participation without Representation


The degree of civil society engagement is an important part of the GCF’s work. In most intergovernmental organizations, civil society participation is virtually non-existent (e.g., NATO), very limited (IMF, World Bank, WTO) or outsourced to separate civil society summits (G20). The GEF is a partial exception, although, even here, CSO participation was only later added by a GEF council decision [46]. The observer status in the GEF is only granted by the CEO “in consultation with the Council” [47], implying that the CSOs depend on the goodwill of the CEO and all council members. In all of these established intergovernmental organizations, civil society participation was included later. Often, this reluctantly happened as a reaction to public protests against summit meetings, starting with the IMF/World Bank annual meeting in Berlin in 1988 and the protest against the WTO in Seattle in 1999. In the case of the GCF, civil society participation was an integral part from the beginning. CSO participants are divided into active and passive observers. Two active observers (one from a developed country, one from a developing country) and two alternate observers (same) participate in the board meetings. A large number of passive observers follow the board meeting in a separate room while being in touch with “their” active observers through electronic communication. In addition, all board meetings are streamed live on the internet, where observers and the interested public can follow them. To what degree active observers have the right to actively participate in board meetings is still controversial and evolving. While it is obvious that observers do not have the right to vote, it is unclear what exact rights they have and if they are, for example, entitled to speak. The rules of procedure of the board (GCF B.01-13/12: VI) state that “Active observers may, upon invitation of the Co-Chairs, participate in the proceedings of the Board.” The formulation “participate in the proceedings of the Board” implies that the GCF members want the civil society participants to be more active than simply being able to observe the proceedings. However, the term “upon invitation” could be understood to mean that active observers are only allowed to speak upon the invitation of the co-chairs. Over time, however, it has become customary, although not undisputed, that CSO representatives are able to contribute to all discussed items. It also remains unclear what the CSO rights are outside the board meetings and if they are, for example, able to demand documents from the secretariat. The ability to work with the secretariat between board meetings would be crucial not just to effectively participate in the proceedings but also to be able to hold the secretariat accountable for their work. So far, however, the ability of observers to participate actively depends on the goodwill of the co-chairs or the support from at least one board member with voting rights that is demanding the observers’ input.



In the GCF board meetings, the role of civil society has become very important in the discussions of the board and its role in overseeing the work of the secretariat. Through their networks in recipient countries, civil society representatives are often very well informed about the downsides of projects or the reputation of entities seeking accreditation. On the one hand, many board members appreciate this input, as it allows them to more effectively monitor the work of the secretariat and get a bigger picture of pending decisions. There have been several cases in which board members with voting rights used the input of civil society representatives to demand further clarifications from the secretariat. There are, however, also cases in which board members voiced discontent with the role of civil society and demanded to go ahead with a decision without seeking the clarifications demanded by the civil society. Ultimately, civil society groups depend on building alliances with voting board members, and it would be particularly helpful to coordinate the work of civil society observers and voting board members between the board meetings. While civil society groups from donor and recipient countries are remarkably unified in their position, they sometimes side with board members from recipient countries, and sometimes they support positions from the donor’s side. In sum, civil society actors support recipients when it comes to replenishment and a broad mandate for the fund. At the same time, they are in favor of more transparency and accountability, which is a position favored by donors.




4.4. The Difficulties of Private Sector Involvement


Private sector involvement has been an important priority for the GCF. Amid the lack of commitment from governments, large parts of the USD 100 billion annual spending goal would have to come from the private sector. Thus, the systematic inclusion of the private sector is an institutional innovation where the GCF has gone much further than any other comparable intergovernmental organization. The private sector is not merely seen as an executor of projects but is supposed to be included directly in the design and application of projects (see above). Similar to civil society representatives, the private sector also sends two active observers to the board. The GCF takes cooperation with the private sector to a new level. While country ownership is a guiding principle, the GCF simultaneously emphasizes an aim to “maximize fund-wide engagement with the private sector” [41] (p 62). The Private Sector Advisory Group (PSAG) ensures that private sector interests are included in the planning stages of projects. The private sector is involved at any stage, from planning and financing to the implementation of projects, although the degree varies substantially from project to project. The GCF is thus a part of a general trend of at least partly privatizing development cooperation, where projects are not just seen in terms of their contribution to the public good but also from the perspective of private investors and with respect to their profitability.



The private role goes far beyond raising capital in financial markets and includes a Private Sector Facility in which the private sector takes the lead. Currently, there are 26 private sector projects, with a total volume of USD 8.6 billion, which is about 36% of all GCF projects. Of the 8.6 billion, about 1.9 billion comes from the GCF, with USD 6.7 billion of co-financing. While it seems that private sector involvement is substantial, a closer look at the projects reveals that only parts of the co-financing are actually coming from private sources. In many private sector projects, large parts of the co-financing come from other public entities, such as the EBRD. In fact, in some of the “private sector projects”, 100% of financing comes from public entities (e.g., FP.25, FP.39). The reason that these projects are classified as private sector is, for example, because they have the goal of “scaling up private sector climate finance” (FP.25) in the future. In addition, as the plan is often to raise private funding through equity participation, a project approval does not automatically mean that the funding is already available because the GCF and the accredited entities first need to find those additional private investors. As equity investments carry a particularly high risk, this is often a bigger problem than expected. Consequently, it seems that funding from private sources is much lower than the aggregated numbers of the GCF imply.



So far, the promised mobilization of private funds has fallen far short of the ambitious goals because businesses are concerned about scrutiny during the accreditation process and remain averse to taking risks in a challenging business sector. In particular, climate adaptation projects are shunned by the private sector because they inherently lack a profitable business model. While solar or wind energy parks can no doubt be run as a profit-generating business, such a perspective is far less obvious for levees or for adapting existing businesses or infrastructure to withstand severe weather events. The strategy of the GCF goes far beyond mere climate projects, as it highlights its aim to use public resources to develop new businesses. In fact, it is an explicit goal of the GCF to help companies develop profit-generating projects. The goal of private sector involvement is not limited to climate mitigation and adaptation, but it openly supports private sector development. In this sense, the GCF is not just an international environmental organization but also active in development cooperation.



The strong emphasis on including the private sector could be promising to the support of sustainability and development, but it also has drawbacks. First, scarce public resources are used to facilitate private investments by reducing risk for the private sector. Thus, less resources are available for public sector projects. While, in theory, the mobilization of private funds might sound like a sound investment of taxpayers’ money, in reality, it seems difficult to achieve. Even if it worked, it remains controversial why the public sector should take the risks while private companies reap the profits (that, in theory, are supposed to be the reward for risk-taking). It is questionable whether these projects would not be better carried out by the public sector, with the private sector limited to implementation. Mixed experience with public-private partnership (PPP) projects in developed countries [48,49] also calls for careful scrutiny of such GCF projects, as the public sector is already weaker in the developing world. PPP projects funded by international organizations might also further undermine public sector capacity in these countries and thus the country ownership goal of the GCF. In addition, private sector involvement has a certain tension with the GCF goal of transparency and accountability that is taken very seriously by donors and civil society. By definition, the private sector (lat. privatim = not public, confidential) is not transparent and based on private (i.e., confidential) contracts. A partnership between public and private sectors will thus always include some kind of trade-off with transparency. In the PPP logic, demands for transparency and accountability will always be seen as a discouragement and obstacle for private sector involvement.



While it is too early for a full assessment of private sector involvement, some tendencies are expected and can already be observed to some degree. First, given the above-described risks and contradictions, the public sector is hesitant to be involved. Second, the role of the private sector in the GCF might be one reason that there is a certain bias for mitigation projects because there is so far no plausible plan for how to design profitable adaptation projects. Finally, a major issue for the private sector is the accreditation process to become an entity entitled to apply for and/or implement projects. Naturally, the accreditation process is comprehensive because the GCF needs to ensure that only credible entities can become partners. As taxpayer’s money is spent, such scrutiny is necessary and will also reduce the risk of scandals that may undermine the legitimacy (and replenishment) of the GCF in the future. The problem is that small companies and NGOs will find it difficult to fulfill all requirements of the accreditation process. In addition, businesses want to avoid closer scrutiny of their business models by an organization that, unlike private banks, prides itself on its transparency.





5. Conclusions


5.1. Institutional Innovations and Their Problems


The GCF is a new international organization with many institutional innovations. The GCF reflects a world in which the Global South has a stronger voice. The institution has learned from critiques such as undemocratic decision making, dominance of donors and lack of country ownership associated with the IMF and World Bank. The GCF is more democratic, and there is a parity between donors and recipient countries in decision making. Country ownership is highlighted, while voices from civil societies are included systematically in the decision-making process and the monitoring of the secretariat. The GCF is more transparent than other institutions, with board meetings streamed live and documents available on the website. At the same time, the GCF has embraced the broad involvement of the private sector and has gone much further in this respect than other intergovernmental organizations. The GCF does not just systematically include the private sector in project design and implementation: it also sees the private sector as a partner to raise capital and generate profits. The GCF is thus much more than a climate agency but is deeply involved in developing economies in the Global South through public–private partnerships. As a result of the institutional innovations, there are substantial tensions between partly conflicting goals. Donor–recipient parity makes replenishment more difficult, while consensus orientation undermines ambitious spending goals. Transparency and civil society participation discourage private sector involvement, while the latter undermines the objective to channel half of the fund’s spending to climate adaptation projects. Given the short history of the GCF, however, it is necessary to study these contradictions and the effect of these institutional innovations in more detail.




5.2. Future Research


This first stage of research presented here had the goal of exploring the GCF as an institution and identifying problems and research questions for a larger future research project. In this future research project, currently under preparation, we want to study more systematically how the institutional innovations of the GCF influence the design and performance of projects. Such a project would compare the current (August 2020) 141 climate projects managed by the GCF. We would like to answer the following questions:




	
How does the polycentric structure of the fund work in practice, and what kind of challenges does the GCF meet?



	
How does the tension between country ownership and private sector participation play out in the operation of the fund? How are private sector engagement and civil society consultation integrated into the operation of the GCF? Where do business and civil society interests work together, and in which cases do they clash which each other?



	
How do different ways of financing (grants/loans/public/private), scales (micro/small/medium/large) as well as implementation agencies (multinational/national/local/public/private/CSO) affect the planning and the outcome of the projects? Which of the above factors is most successful when it comes to achieving the goals of the GCF? Most importantly, which projects are most successful in reducing emissions (mitigation) and protecting the most vulnerable from the effects of climate change (adaptation)?



	
How does the GCF ensure that it mobilizes additional private funds that do not crowd out private investments? How does the GCF ensure that GCF funds are not misused to subsidize private companies? How does the GCF support climate adaptation mainstreaming while ensuring that climate adaptation is not used for greenwashing business as usual (BAU) projects? What roles do civil society organizations play in ensuring transparency and accountability of private sector projects?
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Table 1. International organizations from a comparative perspective.
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	UN
	World Bank/IMF
	GEF
	GCF





	IO type
	Intergovern-mental
	Intergovern-mental
	Intergovern-mental
	Polycentric-intergovern-mental



	Decision making
	Majority
	Majority
	Consensus
	Consensus-oriented and voting



	Voting principle
	One country one vote
	Shareholder principle (one dollar one vote)
	16 developing, 14 developed, 2 transition
	Donor–Recipient Parity



	Decisions are
	Member-driven
	Donor-driven
	Recipient-driven (project proposal)
	Recipient-driven (project proposal)



	Veto
	In security council
	15% (for major decisions)
	Consensus
	1/3 of vote



	Civil society participation
	Weak
	Weak
	Moderate
	Strong



	Private sector involvement
	Weak
	Weak
	Weak
	Strong
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