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The aim of this brochure is to provide a short explanation of the conservation finance to readers outside 
of the finance space. There is an abundance of literature on conservation finance, the role and importance 
of public and private sectors, and a variety of instruments deployed. However, there is a growing need to 
understand and navigate this space, as the mastery of finance issues varies among the environmental 
professionals.  
 
The brochure also shows how the GEF, with its limited resources, can leverage private sector investments 
through grants and non-grant instruments. It is widely accepted that the private sector is crucial in 
conservation due to the potentially larger amount of funds available for environmental projects. Public sector 
also plays a critical role, as it provides grants for policy reforms and serves as a catalytic capital needed to 
leverage private finance at scale. The Global Environment Facility (GEF), being the largest public funder of 
projects to improve the global environment, has involved the private sector in its activities for well over two 
decades. During 2013-2014, the GEF provided US$175 million in blended finance operations, mobilizing 
about US$1.1 billion from the private sector, or around 6 dollars to each dollar invested. 
 

INTRODUCTION TO CONSERVATION FINANCE 

Currently, the predominant financial instruments in conservation finance are debt and equity. A nuanced 
understanding of financial instruments requires an understanding of their main features, such as legal 
aspects (different for equity and debt), level of seniority (junior equity versus preferred stock), the channel 
through which the flow of finance is arranged and the intermediary actors (types of investors and investment 
vehicles), the term of the agreement, the origin of funds, and whether the investor has a knowledge of the 
use of transaction proceeds. For the purposes of this brochure, we will only focus on few such characteristics 
related to debt, equity and guarantees. 
 

For more information on debt and equity instruments and their use in climate financing, see UNEP (2014) 
Demystifying Private Climate Finance 

 
Equity financing, often used in early stages of project or company development, is the method of investing 

capital in a company stock in return for the ownership interest in the company. Equity can be split by level 

of seniority - the order in which the returns on the equity are distributed to shareholders into two categories: 

common stock and preferred stock. In conservation finance we often see investments in junior equity, which 

normally refers to the common stock in a company. Junior equity is subordinated to preferred stock, while 

preferred stock is subordinated to holders of bonds (form of debt, see below). GEF investments can take the 

form of junior equity or first-loss position if justified. 

Debt financing, typically used at later stages of development and often in combination with equity, means 

lending money by investors to borrowers, who pay interest and principal while agreeing to strict 

conditions. Debt is more senior to equity and in the event of the liquidation of a company the obligations to 

creditors are settled before the owners (the providers of equity). More senior debt has a greater level of 

security (lower level of risk) and therefore attracts a lower return (interest payment) than more junior debt 

or subordinated debt. Publicly arranged debt normally takes the form of a bond. The key difference between 

bonds traded on public debt markets and loans provided through bank debt is that bonds tend to involve 

larger amounts of capital (typically US$100 million and above) and are open to the general public for 

investments. While bonds in the conservation finance field have been targeted more at qualified investors, 

certain types of notes (e.g., promissory or structured notes) have also been made accessible and affordable 

to retail investors due to the much lower required minimum investment amounts.  
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How much debt, and how much equity is right for a project or a company, varies by industry. Fast-growth 
fields with potential for high returns, such as software and biotech, attract equity investors more easily. 
Those companies also are often unable to borrow because their assets are intangible and their cash flow 
uncertain, hence making it difficult to forecast repaying debts. Capital-intensive industries with high costs, 
such as oil and gas development, construction, and mining, tend toward high use of debt in proportion to 
equity. Debt investments typically involve less risk than equity investments. However, they also typically offer 
a correspondingly lower potential return on investment. 
 
Debt and equity funds are prevalent financial vehicles in conservation finance. This is because they enable 
project and cash flow aggregation into one common financial vehicle, which combines several projects with 
the same level of maturity (early stage development vs proven concept vs mature) and uses distinct scaling 
strategy and risk mitigation strategy. Furthermore, funds typically allow for risk diversification among 
projects/investments, and mainstream investors are well acquainted and comfortable with their structure.  
 

For more information on typical conservation finance vehicles, see 

 UNEP (2014) Demystifying Private Climate Finance 

 Credit Suisse Group AG and McKinsey Center for Business and Environment (2016) Conservation Finance. From Niche 
to Mainstream: The Building of an Institutional Asset Class 

 
Investor often manage risk using loan/credit guarantees provided by the public finance institutions to 

protect the investors against default on their loan. This tool transfers part or all of the risk from the lender 

onto the loan guarantor. The intended impact is that the lender is then better positioned to charge a private 

investor a lower interest rate on the loan, thereby lowering its cost of capital and increasing its profitability.  

Similar to guarantees, there are other risk management tools used to leverage debt or equity investments. 

Policy insurance can be used by public finance to insure private investors against the risk of policy 

uncertainty. Foreign exchange liquidity facility can help reduce the risks associated with borrowing money in 

a different currency by creating a line of credit, which can be drawn on when the project needs money and 

repaid when the project has a financial surplus due to currency fluctuations. An alternative use of public 

finance is investing in subordinated equity, which would aim to leverage other equity investors by ensuring 

their first claim on the distribution of profit, thereby increasing their risk-adjusted returns.  

For more information on public tools to leverage debt and equity investments, see Overseas Development Institute 
(2011) Background Note: Leveraging Private Investment: the Role of Public Sector Climate Finance 

 

LEVERAGING PRIVATE FINANCE IN CONSERVATION 

The funding demand for conservation is currently unmet, and the financial gap can be addressed by 

leveraging private sector resources. Today, about $52 billion per year flows to conservation projects, the 

bulk of it in public and philanthropic funds. The best estimates are that $300-400 billion per year is needed 

to preserve healthy ecosystems on land and in the oceans, and with them the earth’s natural capital stock of 

clean air, fresh water and species diversity. The private sector has the ability to finance conservation projects, 

as more and more private investors seek new opportunities to invest their capital in a way that generates 

both a market-rate financial return and an environmental impact. Therefore the important question is how 

best to allocate the scarce public resources in order to mobilize the private sector investments to fill the 

existing conservation gap, and to achieve the greatest possible conservation impact.  

One of the main barriers for attracting investments into conservation is the perception of high financial 

risks and low returns. Credit enhancements can encourage the flow of capital to these investment 

opportunities by improving their risk-return profiles. Investors, who are interested in environmental and 

social impact projects, are using a broad range of tools for credit enhancements - letters of credit, over-

collateralization, insurance, reserve accounts and fist-loss capital. A number of recent transactions have 

incorporated, and benefited from, a catalytic first-loss capital. As name implies, this instrument is designed 

http://www.investopedia.com/terms/r/returnoninvestment.asp
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to absorb some of the risk, thus improving the risk profile for other investors to come. But it is not simply a 

“dumb money”. In fact, it has a great potential to leverage far greater volumes of capital, lay the groundwork 

for sustainable investment flows into new markets, and help improve the terms at which project developers 

can access capital. 

Grants, equity, guarantees, and subordinated debt are instruments commonly used as catalytic first-loss 
capital to leverage private finance. This can be done in the following ways:  
 Equity: By taking the most junior equity position in the overall capital structure, the Provider (public 

sector) takes first losses (but perhaps also seeks risk-adjusted returns); this includes common equity in 
structures that include preferred equity classes.  

 Grants: A grant provided for the express purpose of covering a set amount of first-loss 
 Guarantee: A guarantee to cover a set amount of first-loss 
 Subordinated debt: The most junior debt position in a company with various levels of debt seniority (with 

no equity in the structure). 
Providers of catalytic capital are typically foundations, high-net worth individuals, government, and 

Development Finance Institutions (DFIs); however any investor with the appropriate motivation and risk 

appetite can play this role.  

For more information on first-loss capital, see Global Impact Investing Network (2013) Catalytic First-Loss Capital 

 
Barriers for private sector capital are not simply required risk-return profile, but often the capacity of 

project developers to design an investable project that is scalable and replicable. Many investment 

opportunities suffer from a lack of information or track record on past performance, given the novelty of 

either the market or a particular type of investment opportunity. Other barriers on the project side are high 

search costs of suitable projects, lack of project developers with a track record in developing cash-flow 

generating conservation project and lack of monitoring of conservation impact. Additionally, scalability and 

replicability is one of the key concerns, as only a few projects are scalable beyond a US$5 million threshold 

(which is an attractive feature for a mainstream investor), and few conservation projects today are big 

enough to be structured as marketable standalone investment products. There is enormous opportunity for 

public and private investors to join forces - through blended finance - to address not only the project risk, 

return and impact, but to bring their respective strengths and expertise for overcoming the lack of capacity, 

proper design and replicability. 

ROLE OF GEF 

The GEF has a long history of catalyzing private sector investment, beginning with a revolving fund and risk 
guarantees in the early 1990s. In its evolution from relying primarily on grant financing to engaging the 
private sector, to the use of non-grant instruments, the GEF has followed the global trend in financing 
activities aimed at solving environmental problems. Initially, grant-based support is used to create the 
enabling environment for private sector investment. Thereafter, debt instruments, equity, and risk 
management products are used to ramp up private sector engagement in this area.  
 
Grants are the largest source of GEF funding and are used to overcome policy barriers, strengthen the 

institutional capacity or demonstrate innovative conservation approaches, laying the foundation for 

further investments. With support from the GEF and others, for example, the South African Government put 

in place new policy and regulatory frameworks to govern renewable energy markets, which helped South 

Africa become the G20 country with the fastest-growing clean energy market over the past five years. Among 

the GEF’s many examples of grant-funded support for innovation are its early support for concentrating solar 

power production, the groundbreaking support for payment for ecosystem services, and more recently the 

GEF CleanTech program. The program will support innovators and entrepreneurs through several channels, 

including training, mentoring, access to capital, and showcasing promising technology. The goal is to unite 
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stakeholders to find, fund, and foster entrepreneurs with solutions to address today’s most urgent energy, 

environmental and economic challenges. 

GEF non-grant instruments proved to be highly efficient in leveraging additional financing. GEF funding 
offers unique advantages, such as flexible risk positions, longer term lengths and concessional rates, which 
makes GEF investment an attractive addition to equity funds and other financial mechanisms. Coordinated 
actions by the GEF, other multilateral agencies, and bilateral funding agencies have resulted in versatile 
options for blending public and private resources and for using “basket funds”, where resources are collected 
from several institutions to create large pools of monies to engage with the private sector. We provide 
examples below. 
 
GEF investment in private equity proved especially attractive for supporting small scale clean energy 
projects and leveraging private finance. The GEF has provided $4.5 million to the Africa Renewable Energy 
Fund (AREF), managed by the African Development Bank (AfDB), in the form of Class A shares with return 
capped at 4 percent. AfDB and other donors provided additional $25 million. By accepting a capped return, 
the GEF enables net returns to other investors to increase by 2-3%, which will expand the range of potentially 
investable projects and reduce the need for enhanced policy incentives to make projects bankable. The 
equity funding provided by the GEF and other development partners is expected to attract at least $150 
million from public, institutional, and commercial partners, and significant additional private sector finance, 
primarily debt, for the actual project, with a pipeline already worth half a billion dollars. 
 
GEF provided subordinated, concessional debt of $16.4 million for energy efficient transport, with 

expected leverage of around $250 million in follow-on investments. The Green Logistics Program managed 

by the European Bank for Reconstruction and Development (EBRD) will improve efficiency and productivity 

of freight transport in the Black Sea Region by enhancing access to finance. GEF funding will provide 

subordinated loans at a concessional rate and security for investments made by the EBRD that promote 

energy efficiency and lower GHG emissions in the logistics sector. The availability of junior funding from the 

GEF will allow the EBRD to invest its own funds in projects that otherwise would be priced excessively, thus 

leveraging the EBRD’s capacity to deliver energy efficiency solutions in the logistics sector in the region and 

to help clients to introduce energy efficient practices. With the GEF funding, co-financing investments should 

be well over $155 million during the project period. Subsequent follow-on investments are expected to rise 

to $250 million after the project is completed. Estimated GHG emissions reductions are 9.1 million tCO2e. 

GEF provided guarantees and subordinated debt for land restoration. The Risk Mitigation Instrument for 

Land Restoration project, managed by the Inter-American Development Bank combines a GEF investment of 

$15 million with $120 million in co-financing to deploy innovative risk mitigation instruments to support 

public and private sector investment to restore degraded lands in Latin America. The private sector is 

increasingly seeking investments in the restoration of degraded lands as a means of bringing low productivity 

land into production. Such investments however, have longer payback periods and represent various types 

of high financial risk making them difficult to finance. GEF funds will be used to provide guarantees and 

subordinated loans, helping catalyze additional public and private sector investments by reducing perceived 

risk. The project will support land restoration and integrated natural resources management activities such 

as sustainable management for increased eco-system services; landscape regeneration; intercropping; 

shade-grown systems; high-value forest products; and silvo-pastoral systems yielding benefits on at least 

45,000 hectares. The enhancements to carbon stock in these investments are estimated to yield emissions 

reductions of 4.5 million tCO2e. 

For more information on GEF blended finance projects and non-grant instruments, see 

 https://www.thegef.org/topics/blended-finance 

 https://www.thegef.org/content/non-grant-instruments 

 GEF/C.47/06 document from https://www.thegef.org  
 

For comments and suggestions, please contact Olha Krushelnytska at okrushelnytska@thegef.org 
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