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SUMMARY
There is growing recognition that tackling the climate crisis 
and related social and environmental challenges will require 
fundamental changes in human systems. Since 2017, the 
Transformational Change Learning Partnership (TCLP) has advanced 
thinking and practice on transformational change in the context of 
climate change programs and projects. This paper focuses on the 
role of the climate finance community. Concerted efforts are needed 
to make climate finance a catalytic force in mobilizing large-scale 
investment in climate action, while also ending subsidies on fossil 
fuel use and other destructive activities and realigning global 
financial flows with a vision for inclusive, equitable, resilient, and 
sustainable development.

Building on the five dimensions of transformational change 
highlighted by prior TCLP work—relevance, systemic change, speed, 
scale, and adaptive sustainability—the paper identifies seven 
guiding principles for transformational climate finance: 1) focus 
on varied needs and contexts; 2) be actively inclusive; 3) unlock 
systems change; 4) provide de-risked, small, and decentralized 
solutions; 5) streamline processes; 6) work collaboratively to 
mobilize finance; and 7) create robust systems for monitoring, 
evaluation, and learning. The document also frames key pathways 
for action to advance transformational climate finance, setting the 
stage for expanded activities by TCLP and other partners.

GUIDING 
PRINCIPLES 

Focus on varied needs 
and contexts

Be actively inclusive

Unlock system change

Provide de-risked, 
small and decentralized 
solutions

Streamline processes

Work collaboratively to 
mobilize finance

Create robust systems for 
monitoring, evaluation 
and learning
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1.	 INTRODUCTION

A growing array of science-based assessments of 
climate change, biodiversity loss, environmental 
degradation, and associated social impacts point 
to the need for profound and rapid changes in the 
fundamental economic, technological, social, and 
political systems that mediate the relationships 
between people and planet.1 Last November at 
the Sharm el-Sheikh Climate Change Conference 
(COP27), countries reaffirmed the urgent need for 
transformational change across key systems and 
sectors if we are to fulfill Article 2 of the Paris 
Agreement and limit the global average temperature 
increase to 1.5°C.2

The COP27 outcome also reiterated the vital role of 
climate finance—investment levels of at least US$4–6 
trillion per year—to support a global transformation 
to achieve net zero emissions by 2050 in ways that 
are socially just.3 Scaled-up investment is also 
needed to enable societies to adapt quickly and build 
resilience to accelerating climate change impacts, 
and to address the losses and damages already being 
experienced by many countries.

There is a pressing need to apply transformational 
change thinking and practice to climate finance 
and global financial systems and investment flows.4 
Concerted efforts are needed to make climate 
finance a catalyst for mobilizing large-scale climate 
investments around the world, shifting public and 
private capital flows within countries and globally to 
advance climate solutions and deliver them to the 
people who need them most. Recent studies have 
found that 10- to 20-fold increases in annual financing 
are needed to successfully transition to low-carbon, 
climate-resilient economies.5

At the same time, it is crucial to halt the massive 
subsidies and financing flows that perpetuate the 
use of fossil fuels and other economic activities that 
harm natural systems. The recent State of Finance 
for Nature report found that public expenditure on 

environmentally harmful subsidies is three to seven 
times greater than public and private investment in 
nature-based solutions.6

More broadly, we must align climate finance and 
broader global financial systems and flows to 
simultaneously advance pathways supporting 
inclusive, equitable, resilient, and sustainable 
development that centers on the needs and well-
being of all people, with particular attention to 
vulnerable populations, Indigenous communities, 
children, and women.

This is a major endeavor and requires a clear 
vision for enabling and managing transformational 
change within financial systems toward sustainable 
development pathways. This paper proposes seven 
guiding principles for transformational climate 
finance. It takes stock of ongoing discussions and 
provides a structure for more detailed exploration of 
challenges, barriers, and solutions. 

The ideas and analysis presented here build on 
concepts developed by TCLP to support partners of the 
Climate Investment Funds (CIF) and other stakeholders. 
TCLP brings together a broad community of experts 
to advance thinking and practice on transformational 
change in the context of the global climate crisis. 

Recognizing the urgent need for transformation in 
climate finance, TCLP has launched a workstream 
on transformational climate finance, in line with 
CIF’s mandate and ambition for transformational 
change. This paper, which is informed by CIF and 
TCLP knowledge-building activities on climate 
finance, provides a foundation for collaboration and 
discussions on transformational climate finance with 
CIF’s multilateral development bank and country 
partners and across the TCLP network. It is intended 
for the climate finance community, but materials will 
be developed in the future to foster engagement with 
other stakeholders.
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2.	WHAT IS TRANSFORMATIONAL 
CLIMATE FINANCE?

The term “climate finance” spans a broad range of 
financial flows—public and private, from the local 
to the global scale—to support actions to mitigate 
and/or adapt to climate change.7 In order to be 
transformational, it must also align with TCLP’s 
working definition of transformational change for 
climate action: “a fundamental change in systems 
relevant to climate action with large-scale positive 
impacts that shift and accelerate the trajectory of 
progress toward climate-neutral, inclusive, equitable, 
resilient, and sustainable development pathways.”

Transformational climate finance must thus do more 
than support effective climate action: it must be 
catalytic, mobilizing much larger financial flows to 
match the scale of the climate crisis, and it must 
break through entrenched systems to shift financial 

flows away from harmful practices and toward 
climate-neutral, inclusive, equitable, resilient, and 
sustainable development pathways. The resulting 
investments will themselves be transformational 
if they address the root causes of climate change 
and the socio-economic structures that drive 
marginalization, inequality, and vulnerability.

Our resulting definition of transformational climate 
finance is:  
 
An approach to financing climate action that 
prioritizes catalytic investments, promotes systemic 
changes in financial systems to align financial flows 
with the Paris Agreement, and delivers resources 
to climate investments that are climate-neutral, 
resilient, inclusive, equitable and sustainable.
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2.1. Normative goals for 
transformational climate finance
Before we can promote transformational change, 
we must first have a clear objective: What are we 
changing toward? The definition above incorporates 
several normative goals; it is important to examine 
each in turn and ask:

	y What would climate finance look like if we took 
these normative goals seriously?

	y Do current or proposed investments support 
these normative goals?

	y How do financial flows need to change to align 
with these goals and address the underlying 
causes of climate change, exclusion, inequality, 
vulnerability, and environmental harm?

Climate-neutral: The Paris Agreement aims to reduce 
greenhouse gas emissions to net zero by mid-
century. Actions to achieve net zero must avoid other 
negative environmental impacts, and the effort must 
be shared with recognition of differences in needs, 
responsibility, and capacity both between countries 
and within countries.

Inclusive: Climate action—from planning, to 
implementation, to evaluation—must include all 
affected people. Less powerful populations are often 
harmed more severely by climate change impacts and 
responses, may have insight into more regenerative 

solutions, and play key roles in combatting climate 
change. Inclusiveness should enhance both justice 
(e.g., social justice, intergenerational justice) and 
efficiency (e.g., greater levels of support).

Equitable: Climate change and associated responses 
affect people differently, based on power dynamics 
and intersecting factors such as gender, race or 
ethnicity, caste, and socio-economic status. Some 
interventions can be “threat multipliers,” worsening 
existing vulnerabilities and inequalities. Equity 
therefore requires differentiated interventions based 
on both need and justice (including restorative 
justice) to ensure that all countries, and all segments 
of society, can equally participate and benefit.

Resilient: Climate action must not only help ensure 
that people and natural systems can “bounce back” 
after a shock (e.g., a storm or flood), but also be 
proactive and anticipate risks. Recognizing that many 
situations are already untenable—and others may be 
after the next crisis—climate action must also help 
people “bounce forward” to create new pathways for 
change and regeneration.

Sustainable development pathways: It is crucial 
to align climate action with the Sustainable 
Development Goals (Agenda 2030), while also 
progressively moving toward more inclusive, 
equitable, and resilient human systems that thrive 
within healthy and productive ecosystems.
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3.	CURRENT BARRIERS TO 
TRANSFORMATIONAL CLIMATE 
FINANCE

Recent TCLP discussions and many studies have 
identified a wide array of challenges and barriers 
that inhibit the transformational potential of climate 
finance.8 This section provides an overview, pointing 
to specific needs that we must address if we wish to 
realize that potential. 

Limited mobilization of financial flows towards the 
goals of the Paris Agreement: Progress to channel 
financial resources towards the goals of the Paris 
Agreement remains slow.9 Developed country efforts 
to jointly mobilize US$100 billion per year in climate 
finance by 2020 have fallen substantially short.10 Many 
low- and middle-income countries’ own capacity to 
invest in climate action is severely constrained by 
debt, including from development finance, which 
limits the availability of public sector resources. 

Mechanisms to support the alignment of multilateral, 
public, and private sector investments with climate 
goals are in the early stages of development and 
implementation. For example, the past absence of 
established green taxonomies for climate action 
has been a barrier for identifying and aligning 
investment opportunities.11 Public and private sector 
systems for disclosure and reporting on climate-
related risks and opportunities are disjointed and 
complex and have a way to go to fundamentally shift 
global investment flows.12

Historically fragile enabling environments, including 
policy and regulatory frameworks: Aligning financial 
flows with climate goals will require substantial work 
to strengthen country-level and subnational enabling 
environments.13 Centuries of exploitation and the 
legacy of colonialism in many developing nations 
have historically hindered efforts to establish strong 

political, social, and economic institutions. Powerful 
vested interests continue to benefit from extractive 
economic systems that often thrive in the context of 
limited institutional capacities and weak policy and 
regulatory frameworks and may actively promote 
instability. 

This can create a negative feedback loop, where weak 
enabling environments in many developing countries 
have heightened perceived risks of investing and 
increased risk premiums for climate solutions, thus 
driving investment flows to developed countries.14 
Weak and misaligned policies and regulations, 
including financial regulations, legal frameworks, 
information transparency and disclosure instruments, 
and permitting requirements, make it difficult for 
climate-aligned projects to compete with conventional 
projects that benefit from the short-term bias of 
mainstream economic and financial decision-making. 

Limited capacity at multiple levels to support 
transformational climate finance: Experts often 
observe that there is insufficient capacity within 
many institutions to effectively support needed 
transformations in financial structures and markets 
to support climate action.15 Capacity challenges 
extend to financial sector actors and intermediaries 
and down into local jurisdictions and communities. 
Capacity challenges often include limited or changing 
personnel, insufficient skills, knowledge, or training, 
as well as the presence of weak institutional 
structures that inhibit people’s ability to perform in 
environments that are safe, predictable, secure, and 
free from corruption. 

Local stakeholders may be challenged with 
complicated requirements for accessing financing 
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mechanisms (if there are financing mechanisms that 
adequately respond to their needs), or to develop 
the financial skills needed to meet certain standards 
of financial management. In this light, perhaps the 
most significant overall “capacity challenge” is that we 
expect a diverse set of agents in developing countries 
to align themselves to standards and practices 
prescribed by donors and investors in developed 
countries. These actors in developed nations also 
need to enhance their capacity to be flexible, agile, 
and more attuned to local contexts.

Perceived risks that constrain investment in new 
pathways and actors: CIF program experience 
has demonstrated that there are many untapped 
opportunities to de-risk investments in climate 
solutions in ways that attract commercial and private 
finance.16 However, risk management in climate-related 
projects often lacks adequate mechanisms to mitigate 
risk aversion from national and international donors, 
reinforcing the focus on “bankable” opportunities. 

Perceptions of risk lead investors to favor larger 
projects—and, in the power sector, on-grid, not off-
grid renewable energy projects or other decentralized 
solutions. The risk perceptions of powerful 
stakeholders also reinforce their technological 
preferences, stifling innovation and excluding smaller 
decentralized projects and developers that could be 
more transformative in the long term.17

Concerted efforts to mitigate perceived and actual 
risks related to financing climate solutions are 
imperative to unlocking much larger public and 
private investment. At the same time, expanded grant 
funding is needed to address needs that market-based 
financing will not take up and to strengthen capacities 
and track records that can attract broader investment 
over time. Risk and uncertainty also limit financial 
flows to resilience- and adaptation-focused programs. 
For example, the lack of adequate credit rating systems 
for adaptation and resilience interventions limits their 
ability to compete for financing, as illustrated by the 
large financing gap for adaptation-focused solutions 
relative to mitigation solutions.18

Insufficient attention to justice, equity, and gender in 
climate finance: COP27 affirmed global commitments 
to implementation pathways for just transitions that 
are attentive to sustainable economic development 
and poverty eradication.19 However, attention to 
inequities in power, justice, equity, and gender in 
climate finance is emergent, is not a core driver of 
decisions, and lacks broadly held principles and 
practices to guide needed transformations at scale.20

The fact that developing countries with very 
limited historical responsibility for climate change 
are disproportionately suffering from its impacts 
is a powerful framing concept in climate justice 
discussions and underlying calls to rapidly scale 
climate finance flows to developing countries. 
However, climate finance for just, equitable, and 
gender-responsive solutions goes further, recognizing 
that more resources flowing through the current 
mechanisms will not fully achieve just and equitable 
low-carbon transitions. 

In fact, injustices may be exacerbated by current 
climate finance investment flows at all levels—
from the macro-level capital flows to different 
countries and sectors down to the micro-level ways 
in which ownership decisions are made. Existing 
power structures can constrain procedural justice 
and inclusion as well as equitable distributional 
outcomes, including by favoring certain financing 
mechanisms, business models, technologies, 
and projects.21 A growing number of studies have 
elevated the importance of a gender lens and gender 
responsiveness in investments and financial policies 
for transformational climate action, both in terms of 
equity and increased impact.22

Governance trends and practices that concentrate 
decision-making power and limit inclusion: 
Governance structures for climate finance mechanisms 
at the global, country, and subnational levels often 
struggle to include many types of actors—particularly 
subnational and non-state actors—who could benefit 
from access to climate finance. This can give outsize 
influence to actors with power and resources. 
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As climate finance investments are deployed to 
leverage broader financial markets and flows, 
governance structures and decision-making processes 
often further weaken inclusion and influence of actors 
who can champion just and equitable climate action. 
For example, research indicates that the expansion 
of climate finance into market-mediated forms of 
blended finance, as well as debt-based financing, can 
shift and concentrate decision-making power with 
financial fund managers.23 Innovative, decentralized, 
polycentric governance structures, which can more 
effectively reach actors who are directly implementing 
climate solutions, are nascent and need field-
testing, particularly for adaptation and nature-
based solutions. Recent discussions, such as those 
resulting in the 2022 Bridgetown Initiative for the 
reform of the global financial architecture, are also 
drawing attention to reforms that include governance 
dimensions at international financial institutions.24

Ongoing subsidies for fossil fuel assets: The financial 
sector continues to fund and is highly exposed to 
carbon-intensive assets in the energy and industrial 
sectors.25 Direct fossil fuel subsidies amount to about 
US$340 billion per year, and when all costs and forgone 
revenues are considered, may reach US$5.9 trillion per 
year—completely eclipsing subsidies for renewable 
energy and other climate solutions.26 Fossil fuel 
subsidies distort markets and price signals, making 
it more difficult for climate solutions to compete for 
public and private financing. This has created a path 
dependency, since many developing countries still rely 
on fossil fuels to generate revenues and subsidize their 
production, perpetuating the activity. This has allowed 
the planning of new fossil fuel assets that are likely 
to be stranded in the future, which will undermine 
the economic and political feasibility of low-carbon 
transitions over the coming decades. 

Insufficient attention to mechanisms for financing 
transformational resilience, adaptation, and 
nature-based solutions: Climate finance and other 
investments to resilience, adaptation, and nature-
based solutions substantially lag behind investments 
in low-carbon energy. For example, the United Nations 
Environment Programme (UNEP) estimates that 

international adaptation finance flows to developing 
countries are one-fifth to one-tenth of the estimated 
need, and the gap is widening. Estimated annual 
adaptation needs are US$160–340 billion by 2030 
and $315–565 billion by 2050.27 More interest and 
innovative mechanisms are needed to attract and 
channel investments to diverse projects across many 
landscapes. There is also a need for willingness to 
include other indicators beyond profitability to ensure 
the sustainability of adaptation and nature-based 
solutions projects.28

Limited transparency and accountability to support 
rapid learning and improvement: Monitoring, 
evaluation, verification, reporting, and disclosure 
mechanisms connected with climate finance and 
broader financial flows are often insufficient to 
support transparency, accountability, and learning. 
Information and transparency gaps can prevent 
investment from flowing to climate solutions outside 
of traditional, larger-scale projects. Opaque financial 
flows can also hinder visibility to investments that 
undermine low-carbon and resilient development 
transitions. Improvements are needed to enhance 
transparency and consistency in measurement; 
enhance consistency and coverage in reporting; and 
support both formal and informal (including both 
quantitative and qualitative) verification.29 Finally, the 
urgency of transforming climate finance will require 
new and strengthened mechanisms to support rapid 
learning and diffusion of insights and compelling 
financing models which can support adaptive 
management and innovation.

The wider community working with climate finance 
will agree that these challenges are not new and 
there is still much to be done to tackle them. The 
following sections in this working paper explore how 
to address this need by proposing a set of principles 
to drive transformational change to climate finance, 
linking them to the dimensions of transformational 
change proposed in the TCLP framework, and using 
these principles and dimensions to chart new 
pathways to tap into the transformational potential 
of climate finance.
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4.	PRINCIPLES FOR 
TRANSFORMATIONAL CLIMATE 
FINANCE

With our normative goals in mind, we present seven 
guiding principles for transformational climate 
finance. As noted at the outset, the purpose of these 
principles is to support further thinking, discussions, 
and actions to advance transformational climate 
finance supported by CIF, its partners, and the broader 
climate finance community.

1	 Focus on varied needs and contexts: Keeping 
the global temperature increase below 1.5°C, as 
envisioned by the Paris Agreement, will require 
reducing global greenhouse gas emissions by 43 
percent by 2030.30 However approaches must take 
cognizance of the historical emissions and wealth 
accumulation of developed countries, and the 
national and subnational development needs and 
contexts of low- and middle-income countries. 
Focus centers on addressing the root causes of 
climate change and vulnerability.

2	 Be actively inclusive: Proactively engage with 
marginalized communities and vulnerable groups 
to incorporate their ideas, needs, and priorities 
in meaningful and sustained ways into the 
design and implementation of climate finance 
programs. Expand and shift finance to enable 
access by local communities, supporting radically 
different ownership models, promoting long-
term support, promoting effective participatory 
approaches, addressing power dynamic 
imbalances, and strengthening governance and 
capacities. Programs should work to build and 
aggregate demand for climate solutions and 
assert power dynamics that emphasize local 
ownership and keep resources circulating in local 
communities in regenerative ways.

BOX  1.  PRINCIPLES IN PRACTICE:

The Dedicated Grant Mechanism for Indigenous People 
and Local Communities (DGM) is a US$80 million 
CIF initiative that supports community-led, context-
specific programs that draw on local expertise to 
advance sustainable forest management and elevates 
local voices in climate action.

The County Climate Change Funds in Kenya are a 
pioneering mechanism to facilitate climate finance 
to county governments while empowering local 
communities. It is a practical example of how climate 
finance can support climate-resilient development and 
effective participation as set out in the Paris Agreement.

The Adaptation Benefits Mechanism from the African 
Development Bank is an innovative mechanism for 
mobilizing new and additional public and private sector 
finance for enhanced climate change adaptation action. 
It has the potential to speed up transformation to low 
carbon resilient and sustainable development by giving 
value to resilience.

The International Guarantee Trust Fund for Renewable 
Energy (iTrust) is an innovative and customizable 
guarantee package solution to de-risk private 
investment in renewables in developing countries. The 
funds come from donors, multilateral development 
banks, and institutional and private investors, as well 
as the countries supported.

The Southeast Asia Clean Energy Facility (SEACEF) is 
an innovative blended finance facility that provides 
catalytic capital and development support to early-
stage clean energy projects and businesses in a 
market-responsive manner across the region.

The IDB and The Nature Conservancy supported a 
debt conversion in Barbados, backed by a US$150 
million guarantee, allowing the country to reduce 
borrowing costs and use savings to finance a long-
term marine conservation program. The unique deal 
underscores the country’s innovation in mainstreaming 
climate sustainability and biodiversity into its fiscal 
management agenda.

https://www.dgmglobal.org
https://www.iied.org/g04415
https://www.afdb.org/en/topics-and-sectors/initiatives-partnerships/adaptation-benefit-mechanism-abm
https://www.energygreenmap.org/itrust
https://www.seacef.org
https://www.iadb.org/en/news/barbados-places-climate-financing-firmly-agenda-idb-nature-conservancy-support
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3	 Unlock systemic change: Instead of making one-
off investments, take a programmatic approach 
to strengthen the enabling environment for 
change and to overcome barriers. A programmatic 
approach also makes it more feasible for climate 
finance to catalyze and support action to tackle 
the root causes of environmental harm, inequality, 
and vulnerability, such as power inequities, 
entrenched poverty, and marginalization. 

4	 Provide de-risked, small, and decentralized 
solutions: Finance programs clarify and 
mitigate perceived and real risks associated 
with innovative climate solutions. Perceptions 
of risk and higher transaction costs associated 
with community-based initiatives need to be 
reconsidered in relation to the value created by 
responsive and inclusive climate action and how 
this addresses power inequities.

5	 Streamline processes: Given the urgency of the 
climate crisis climate finance programs need to 
mobilize and shift mainstream investment flows 
faster and more efficiently towards relevant 
sectors and areas. This will require reducing 
access and implementation barriers, using 
innovative approaches that balance established 
financial practices with measures designed to 
address systemic injustices that inhibited access 
to climate finance. 

6	 Work collaboratively to mobilize finance: A 
key way to scale up climate finance flows and 
maximize their impact is to bring together public, 
multilateral, private, and philanthropic capital 
through innovative partnerships and other 
mechanisms for cooperation. Such approaches 
also benefit from the different partners’ unique 
strengths and networks, while building power 
and influence for transforming finance for climate 
solutions. 

7	 Create robust systems for monitoring, evaluation, 
and learning: Transformational climate finance 
requires transparent, easy-to-use, and robust 
systems for monitoring, evaluation, reporting, 
and learning. These are essential both for 
accountability and to enable continuous 
improvement, drawing on new insights to identify 
ways to improve programs, close capacity 
gaps, and address the needs and concerns of 
stakeholders.
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5.	EXPLORING 
THE PRINCIPLES 
THROUGH THE 
LENS OF THE 
TCLP CONCEPTS

Mapping the transformational climate finance 
principles to the transformational change dimensions 
developed by TCLP can be helpful for understanding 
how the principles may relate to one another and 
how they can be mutually reinforcing to enhance their 
transformational potential.

Relevance
This dimension invites us to compare what is needed 
with what is planned to ensure that the two are 
aligned and we are on track to achieving our desired 
outcomes. In the case of transformational climate 
finance, principles focused on responsiveness 
to needs and context, and inclusiveness help to 
align financial systems with the Paris Agreement 
commitment to keep the global temperature increase 
below 1.5°C while responding to the social and 
economic needs of all people.

Systemic change
This dimension helps us to consider the fundamental 
change needed across interconnected environmental, 
social, and economic subsystems. It also highlights 
the need to consider whose interests are served 
by these systemic structures. A systems-change 
perspective—including de-risking smaller and 
decentralized solutions—should contribute to 
climate-neutral, inclusive, equitable, resilient, and 
sustainable development pathways. This also requires 
new socioeconomic models, where value is given 
to sustainable industries, such as the protection of 
biodiversity and forests.

Speed
This dimension recognizes that, given the urgency of 
the climate crisis, time is of the essence in climate 
finance. If emissions must be at or near net zero by 
2050, then investments in fossil fuels and harmful 
environmental practices must be rapidly curtailed 
and investments in clean, renewable, and sustainable 
solutions must be rapidly scaled. The costs and 
challenges of these transitions will grow substantially 
as climate impacts intensify, heightening the need 
for speed. To accelerate these transitions, it is crucial 
to streamline climate investment processes and 
mechanisms to deliver finance more quickly to where 
it is needed and support transition processes that are 
equitable and just.
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Scale
This dimension calls for ensuring that the magnitude 
of action and impact of climate finance match the 
scale of the challenge. Shifting financial flows away 
from harmful activities, as noted above, is an urgent 
priority, as they remain far larger than investments 
in climate solutions. This requires that subnational, 
national, and international structures, policies, and 
actors (in terms of both numbers and orientation) 
need to be realigned to deliver progress relative 
to the Paris Agreement. Transformational climate 
finance requires a fundamental change in the core 
cooperative structure and operations of local, 
national, and international financial institutions and 
systems to reach sufficient scales of impact.

Adaptive sustainability 
This dimension highlights the need for climate 
action—and finance—to continue to evolve and 
improve as we face climate change and learn from 
experience. Faster learning based on higher degrees 
of disclosure, transparency, and cross-sectoral 
engagement is required. Governments need to 
be explicit about how their financial policies and 
investment decisions achieve climate goals, while 
simultaneously requiring that financial actors report 
on progress in ways that are time-bound and in line 
with the trajectory of limiting climate change to 1.5°C. 
This will require building the capacity of the financial 
sector, business, civil society, government, and labor 
to allocate and track investment flows in ways that 
align with climate science, both in terms of impact 
and timelines, and drive accountability for progress.

FIGURE  1.  Transformational Climate Finance Principles and the Five Dimensions of Transformational Change

ADAPTIVE SUSTAINABILITY

SCALESPEEDSYSTEMIC CHANGE

RELEVANCE

1. Focus on varied needs 
and contexts

2. Be actively inclusive

3. Unlock systems change
4. Provide de-risked, small, 
and decentralized solutions

5. Streamline processes 6. Leverage cooperative 
structures to mobilize finance

7. Foster accountability, fast 
learning and adaptation
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6.	DEVELOPING PATHWAYS TO 
ACHIEVE TRANSFORMATIONAL 
CLIMATE FINANCE

What will it take to operationalize the 
transformational climate finance principles outlined 
above? What will it take to break the inertia of 
the current system that is failing to deliver on 
commitments and to jump start new patterns 
of transformational finance and action? These 
questions are vital to guide the work ahead as the 
TCLP and its partners forge new pathways to achieve 
transformational climate finance. The opportunities 
outlined below will likely be important to this journey.

BRIGHT SPOTS: Find bright spots to rapidly learn 
from and scale. Recognize that compelling solutions, 
mechanisms, models, and practices exist already. For 
example, the Adaptation Benefits Mechanism (ABM) 
being pioneered by the African Development Bank and 
partners may offer a compelling model for connecting 
finance with local climate resilience and adaptation 
projects. Work to identify, characterize, assess, and 
learn from them, communicating how these models are 
working to advance transformational change. Engage 

champions from these bright spots to support learning, 
diffusion, and scaling opportunities.

CREATIVE INNOVATION: Foster innovation, creativity, 
and unconventional partnerships. Catalyze 
breakthrough ideas and approaches by encouraging 
innovation, new thinking, and partnerships that 
connect with new actors and in new ways. Creative 
innovation is needed on many levels, including the 
governance and processes of global and national 
financing institutions and cross-sectoral investment 
models that recognize and strengthen mutually 
beneficial outcomes. New approaches to financial 
intermediation for climate solutions and financing 
mechanisms that strengthen local ownership and move 
resources to vulnerable and underserved communities 
and households are also needed. Focus innovation 
efforts on areas of emergent need, such as financing 
for labor force transitions and addressing the social 
and economic implications of just transition initiatives 
and financing for resilience and adaptation solutions.
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ACTIVE INCLUSION: Take bold steps to engage 
and include diverse stakeholders and to broaden 
and shift climate finance beneficiaries to include 
vulnerable and underserved groups. Focus on 
rapid expansion of inclusion in both procedural and 
distributional benefits of climate finance in a way that 
local communities and Indigenous peoples benefit 
directly and support change. Deeply internalize 
the phrase “nothing about us without us,” and take 
bold steps to include relevant constituencies in 
planning, design, and selection processes relevant to 
climate finance. Be particularly attentive to creative 
approaches to involving local-level and community 
actors. Map and communicate on progress on 
inclusion in processes and distributional outcomes of 
climate finance and related investment programs to 
foster accountability and incentivize change.

ALIGNMENT: Ensure rapid alignment of financial 
flows with the Paris Agreement goals. Support and 
accelerate current efforts by climate and development 
finance institutions to work with stakeholders to clarify 
the amount of finance required and the potential 
sources of funding (including their respective roles). 
Develop a clearer line of sight between investments 
and climate change benefits and risks. Support recent 
COP27 commitments by governments and international 
financial institutions to align all investment programs 
with Paris Agreement goals through both technical 
assistance and accountability pressures. Consider 
alignment across a range of areas, such as policy 
(development and implementation, which enables 
vertical scaling); geographic expansion (linkages and 
expansion across developed and developing nations to 
support horizontal scaling of financing for solutions); 
and support for institutions and individuals (education 
on impact of investment decisions and opportunities 
for transformation to deeper understanding and 
support (“depth scaling”). Embed transformational 
change thinking into all climate finance, with an eye 
towards influencing broader financial flows.

ALLIANCES FOR SYSTEMS CHANGE: Build alliances 
and partnerships that approach financing for climate 
solutions with a systems change perspective. 
Encourage climate and development finance and 
investment actors to take more programmatic, holistic, 

integrated, and systemic approaches to interventions 
and investments. Encourage and incentivize financial 
actors to participate in coordinated alliances and 
partnerships with diverse actors to plan these 
programmatic approaches to investments. Work 
collaboratively to strengthen enabling environments 
that incentivize economy-wide climate-smart 
investments by enhancing predictability, efficiency, 
and access. Enhance the use of blended finance 
structures, where appropriate, that braid different 
types of capital in ways that leverage their unique 
attributes and risk tolerances. Build and strengthen 
mechanisms that allow donors and international 
financial institutions to collaborate in an organized 
and efficient manner, contributing towards systemic 
change that does not saddle low- and middle-income 
countries with unsustainable debt burdens.

PROCESS OPTIMIZATION: Streamline climate finance 
processes to move resources quickly and efficiently 
while being inclusive and sensitive to complexity 
and the need for just transitions. Develop processes 
and mechanisms that are sufficiently flexible to 
accommodate national and local capacities and 
that reinforce the development of stronger enabling 
environments over time. Remove obstacles to process 
streamlining and develop inclusive participation 
opportunities that are more strategic and influential 
than transactional. Explore innovative approaches to 
aggregate demand and projects to reduce transaction 
costs and attract affordable investment at scale.

LEARN AND ADAPT: Invest in monitoring, reporting, 
accountability, and learning as the foundation for 
ongoing adaptation and transformation towards 
increasingly sustainable development pathways. 
Connect and align monitoring and evaluation 
activities to support transparency, accountability, 
and learning within and across countries. Build 
nimbleness and adaptive capacity into climate 
finance programs and mechanisms to allow iterative 
cycles of improvement based on learning. Use 
evidence, data, and transparency to build political 
will for change and action.
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6.1. A Call to Action

Adequate financing for climate solutions at all levels 
is vital to addressing the climate crisis and building 
robust and resilient sustainable development 
pathways. However, humanity is not currently on track 
to mobilize and shift the financial investment flows 
away from destructive, extractive practices towards 
generative climate solutions at the pace and scale 
needed. Incremental changes will not get us where we 
need to be. 

Transformative climate finance is needed to disrupt 
existing patterns and practices and to jump-start new 
ways to finance climate solutions and align financial 
systems with sustainable development pathways. We 
need innovation, meaningful inclusion, and a focus on 
systems change in how we fund and what we fund to 
advance climate solutions.

This paper aims to generate discussion within 
the TCLP and beyond, and to catalyze broad and 
accelerated principles and practices to characterize 
and advance transformational climate finance. As we 
strive towards the ambitious goals set for climate 

finance in the Paris Agreement, as well as in the COP27 
Sharm El-Sheik Implementation Plan, collaboration is 
key to create powerful and innovative pathways that 
align climate finance—and global financial systems—
with the needs of people and planet. 

We plan to continue building on this foundational 
piece by developing:

	y Examples and insights: Continue to identify 
examples that illustrate the principles in practice 
and what would it take to operationalize them;

	y Recommendations: Develop specific 
recommendations for CIF, its partners, and other 
climate funds;

	y Tools and resources: Develop products, tools, 
and resources to both communicate bright 
spots, foster learning, and catalyze change 
among broader actors, such as philanthropy, 
governments, and the private sector;

	y Strategic convenings: Bring together change 
makers within and adjacent to the climate finance 
community to explore solutions, advance thinking, 
and catalyze change.
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THE  
CLIMATE 
INVESTMENT 
FUNDS

The Climate Investment Funds (CIF) is one of the 
largest multilateral climate funds in the world. It 
was established in 2008 to mobilize finance for low-
carbon, climate-resilient development at scale in 
developing countries. 15 contributor countries have 
pledged over US$11 billion to the funds. To date CIF 
committed capital has mobilized more than $64 
billion in additional financing, particularly from the 
private sector, over 70 countries. CIF’s large-scale, 
low-cost, long-term financing lowers the risk and cost 
of climate financing. It tests new business models, 
builds track records in unproven markets, and boosts 
investor confidence to unlock additional sources of 
finance. Recognizing the urgency of CIF's mission, 
the G7 confirmed its commitment to provide up to $2 
billion in additional resources for CIF in 2021.  
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