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Improving Korea’s Climate Finance for Developing
Countries: Policy Analysis of the Management of
Climate-Related Development Finance (CRDF)
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Abstract

No country can be free of global warming and incremental natural disasters.
This is true especially of developing countries, which are the most vulnerable
to climate change. Although developed and developing countries agreed to
mobilize USD 100 billion per year to support developing countries by 2020,
the Organization for Economic Cooperation and Development (OECD) has
transferred only about USD 58.5 billion, on average over 2015 to 2018, to
developing countries. Korea, one of the OECD’s Development Assistance
Committee (DAC) members, has a considerable gap between its contribution
and its target. This is due to several reasons such as the lack of official

development assistance (ODA) as a primary public resource for developing
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Abstract

countries, limitations of other forms of public climate finance, and the low
level of public-private partnerships (PPP) related to climate change.

This study analyzes Korea's climate finance, mainly climate-related
development finance (CRDF)) as a part of ODA. It suggests a strategy for

solving the issues faced by the Korean government with a policy analysis

approach.
\ J

Key words: Climate Change, Climate Finance, Official Development Assistance
(ODA), Climate-Related Development Finance (CRDF), Public Private
Partnership (PPP)
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I. INTRODUCTION

Every country faces global warming and incremental natural disasters, but
developing countries are more vulnerable to climate change. One of the main
concerns to deal with climate change issues is the lack of finance for developing
countries. While the annual mobilizing target is USD 100 billion, the current
average transfer from developed countries to developing countries is the only
USD 58.5 billion from 2015 to 2018. The Organization for Economic Cooperation
and Development (OECD) defines that Climate-related development finance
(CRDF) is comprised of official development assistance (ODA), other official
flows (OOF), and private investment for developing countries. However, in terms
of data collection issues, ODA is the most substantial part of the current CRDF
based on regular reports by Development Assistance Committee (DAC) countries.

Being the 8% largest CO; emitter globally, Korea does not fulfill its
responsibility for supporting developing countries in that respect. Besides, the
Korean government needs more cooperation with developing countries to meet
its Nationally Determined Contribution (NDC) goal by 2030. However, the
Korean government has not allocated a sufficient budget and could not adopt
appropriate interventions to cooperate with developing countries. So, the
Korean government needs a strategy to increase climate finance from public and
private resources by endorsing effective policy measures.

Considering the amount of CO, emissions of Korea, the Korean government
needs to set a long-term goal of contributing 0.3% of ODA per gross national
income (GNI), and 30% of CRDF/ODA, by 2030. These rates of goals are
approximately two times more than the results of 2018. However, there are
several problems to hinder the mobilization of climate finance with some root
causes: bureaucratic failure contributes to the fragmented implementation of
CRDF from ODA; diffusion of authority in climate change policy implementation
limits the government’'s capacity to manage public climate funds; while
information asymmetry and the problem of uncertainty hinder private climate
investment. This study analyzes Korea's climate finance, mainly CRDF as a part
of ODA, and suggests a strategy for solving the Korean government's issues with

a policy analysis approach.
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II. CONTEXT OF THE PROBLEM

1. Background

1) Developing countries’ vulnerability to climate change

Climate change is a common challenge of our time; however, it affects poor
and vulnerable people the most. The poor are more exposed to climate change
risks, and “climate shocks result in higher relative losses for poorer populations,
who are less equipped to recover from such extreme incidents” (OECD, 2018:
95). Furthermore, the losses from climate-related weather shocks will continue
to grow in the future because of the accumulation of people and assets in
high-risk areas, shocks that are more frequent and greater in scale, and the lack
of proper financial protection tools (Campillo et al., 2017: 7). For example, in
Peru, the occurrence of one additional natural disaster per year could cause a
regional poverty rate increase of 16%-20% (OECD, 2018: 96).

2) Development aid and climate finance for developing countries

The overall volume of the ODA on a cash basis in 2018 was USD 164.4 billion,
coming from member countries of the DAC, Arab countries, and non-DAC
countries (OECD, 2019b: 7). Net ODA from DAC countries reached USD 149.3
billion, 0.31% of GNI, representing a fall of 2.7% in real terms compared to 2017
due to the reduced spending on in-donor refugee costs for many DAC members
(OECD, 2019b: 2). In parallel, as climate change accelerates, the needs for
climate finance have increased. In the Paris Agreement in 2015, the countries
agreed that “developed country parties shall provide financial resources to assist
developing country Parties with respect to both mitigation and adaptation in
continuation of their existing obligations under the convention" in Article 9
(UNFCCC, 2015: 13). The Paris Decision reaffirmed the USD 100 billion goal,
which has been reached at the conference of parties (COP) in Copenhagen in
2009 (UNFCCC, 2015: 17).

However, USD 100 billion’s annual target to address climate change is quite

ambitious because the average transfer from developed countries to developing
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countries from 2015 and 2018 was the only USD 58.5 billion (Buchner et al.,
2019: 24). Considering that most developed countries have not met their target,
0.7% of ODA/GNI, countries could understand both goals of development aid
and climate finance are quite challenging at the current level. Also, developed
countries have been required to acknowledge climate finance as a “new and
additional” resources over the commitment of 0.7% because of the role that

developed countries played in causing current and forthcoming climate change
risks (Gupta, 2009: 210).

3) Overview of climate finance and CRDF

Climate finance has been one of the main issues under the United Nations
Framework Convention on Climate Change (UNFCCC). As a milestone of climate
finance negotiations, the establishment of the Green Climate Fund (GCF) as a
financial mechanism under the UNFCCC was endorsed, and in 2009 developed
countries agreed to mobilize USD 100 billion per year ‘new and additional”
funds by 2020 to assist developing countries (Cui & Huang, 2018: 173). Since
2010, the Standing Committee on Finance (SCF) under the UNFCCC has been
tracking both public and private climate finance flows (UNFCCC, 2018: 9).

According to the 2018 biennial assessment by the SCF, climate finance, which
is not only for developing countries but as a whole amount, flows increased by
17 percent in the period 2015-2016 compared to the period 2013-2014
(UNFCCC, 2018: 6). High-bound climate finance estimates increased from USD
584 billion in 2014 to USD 680 billion in 2015 and USD 681 billion in 2016
(UNFCCC, 2018: 6). The public climate finance includes the government
budgets, finance from the development finance institutions (DFIs), and climate
funds. The private climate finance consists of investment by corporate actors,
households, and project developers, including private equity, venture capital,
and infra funds (Oliver et al., 2018: 5). Also, the Climate Policy Initiative (CPI)
report shows that private climate finance has continuously been more
considerable than the public one since 2013 (Buchner et al., 2019: 3). Despite
the smaller scale of public sources to private investment, public sources are still
critical because it is possible to leverage private finance approximately with a
ratio of 1:5 (World Economic Forum, 2013: 7).
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According to the OECD, CRDF includes parts from ODA, OOF, private grants,
and private amounts reported by DAC and non-DAC members for developing
countries (OECD, 2018: 2). The most substantial proportion of CRDF is from
ODA, the public resource (See (Figure 1)). Although CRDF could not show all
the efforts by the country to mobilize climate finance for developing countries,

it would be inevitable to analyze the flow of climate finance at a country level.

4) Korea’s CRDF

The data of Korea's CRDF consists mostly of grants and a debt instrument.
These are concessional and developmental finance from the public sources, and
all amounts would be counted as ODAD. Since 2013, although Korea’s ODA has
increased continuously, the CRDF has fluctuated without an increasing trend in
terms of volume and proportion (See (Table 1)).

This data suggests the Korean government did not have a road map or a
specific plan to extend CRDF despite ODA’s rise for the last years. Also, there
was no particular allocation ratio between grants and debt instruments for CRDF
at a planning stage by the government. In 2014, both the amount of CRDF,
$144.80 million, and the ratio of CRDF to ODA, 6.1% are the lowest. There

(Figure 1) Scope of CRDF between ODA, OOF, and Climate Finance

OOF ODA

Public

Private

Climate Finance

CRDF, Climate—-Related Development Finance; ODA, Official Development Assistance;
OOF, Other Official Flows.

1) In this paper, only concessional funds are considered as CRDF for comparison with other
countries for years.
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(Table 1) Korea’s CRDF (2013-2018, current million $)

Year 2013 2014 2015 2016 2017 2018
Grants 142.24 134.80 176.45 185.19 22717 286.57
(% of total) (46.6%) = (93.1%) @ (48.0%) @ (561.3%) @ (56.4%) @ (82.3%)
Debt instruments 162.75 10 191.29 176.08 175.60 61.59
(% of total) (53.4%) (6.9%) (52.0%) = (48.7%) @ (43.6%) | (17.7%)
CRDF (Total)2) 304.99 144.80 367.74 361.27 402.77 348.16
ODA commitmentd) | 2,238.2  2,378.33 | 2,310.29  2,458.13 2,444.12 | 2,850.43
CRDF/ODA (%) 13.6 6.1 15.9 14.7 16.5 12.2

Source: Climate Change: OECD DAC External Development Finance Statistics, reorganized
by author.
CRDF, Climate—-Related Development Finance; ODA, Official Development Assistance.

might be some data collection issues because of the massive amount of

non-concessional funds, which is not consistent with other years’ data.
2. Significance of the Problem

Without contributing to climate finance for developing countries, Korea can
result in the "naming and shaming' situation in the global community as a
massive CO, emitter. Korea is the 8" largest CO, emitter in the world and the
4™ largest among OECD DAC countries in 2018 (Union of Concerned Scientists,
2020). In terms of per capita emission, Korea is the 6™ heaviest globally and the
4™ heaviest among OECD DAC countries (Union of Concerned Scientists, 2020).
As the socio-ecological model shows the relationship around climate finance
issues, the challenge of addressing climate change is complicated by the variety
of stakeholders (See (Appendix 1)). Korea has been ranked quite poorly in many
environment, and development indicators, for instance, as 57® out of 60
countries in climate change performance index (Germanwatch, 2018); 27" out
of 27 countries in the commitment to development index 2018 (Center for

Global Development, 2018); and ‘highly insufficient group,” in which the

2) Non-concessional funds, $155 million in 2014 and $18 million in 2015, are excluded from
the total.

3) For consistency with CRDF, the data of ODA is used in commitment level.
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government's policy could make global warming between 3C and 4T, not
consistent with Paris Agreement’s goal below 2T (Climate Action Tracker, 2019).
It means that Korea has a more significant responsibility not only to make an
effort to reduce CO, emissions but also to assist developing countries in
addressing the hazards of climate change. The burden-sharing framework for
climate finance, which is associated with historical responsibility, ability to pay,
and equity, suggested the required level for Korea between 1.6% and 4.5% of the
total. Still, Korea's contribution to the GCF has been only 1% of the total
resource (Moon, 2016: 228).

The Korean government needs more cooperation with developing countries to
meet its goal of NDC by 2030. The greenhouse gas (GHG) Mitigation Roadmap
by the 2030 year set the goal to reduce emission in total 37% compared to
business as usual (BAU), 32.5% from the domestic industries and the rest 4.5%
from the forest absorption and reduction in other countries (Government of
Korea, 2018: 5). According to Article 6 of the Paris Agreement, ‘some Parties
choose to pursue voluntary cooperation in the implementation of their NDC”
(UNFCCC, 2015: 7). To ‘hold the increase in the global average temperature to
well below 2C above pre-industrial levels”, every country should use various
approaches and cooperate. Korea also needs to meet not only its goal of NDC
but also global target through cooperation with other countries and should
contribute more climate finance and technology towards the efforts of
developing countries. However, the Korean government thus far has not
allocated sufficient budget resources and did not adopt appropriate cooperation
initiatives in developing countries. Therefore, the Korean government needs a
strategy to increase climate finance from both public and private resources by

endorsing effective policy measures.

3. Prior Efforts and Their Assessment

The Korean government has used CRDF as a primary public source to address
climate change issues in developing countries. CRDF is disbursed by the Ministries

and governmental aid agencies, such as the Ministry of Foreign Affairs (MOFA),

Ministry of Economy and Finance (MOEF), Korea International Cooperation
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Agency (KOICA), Export-Import Bank of Korea (Korea Eximbank), and other
agencies. KOICA implemented 338 grant projects with $76 million, and Korea
Eximbank managed $61 million for a project using debt instruments in 2018 (See
(Table 2)). While KOICA worked on 70.9% of total projects, with only 21.7% of
the total budget, other agencies implemented 24.7% of entire projects, with
45.4% of the total budget.

Within this structure, the Korean government sometimes initiates special
pledges on climate change. For example, the Korean government designated
KOICA as an operating agency for the East Asia Climate Partnership (EACP)
from 2008 to 2012, spending USD 200 million to deal with climate issues in
developing countries (Office for Government Policy Coordination, 2013). After
that, KOICA announced a plan to support climate change mitigation and
adaptation with USD 100 million from 2021 to 2025 in the 1st KOICA Climate
Action Partnership Forum (Wang, 2019). Furthermore, the Republic of Korea
president, Moon Jae-in, pledged that Korea doubles its contributions to the GCF
and hosts the second P4G Summit in 2020 (The president of Korea, 2019). P4G
is “a network of global leaders and innovators seeking breakthrough solutions
for green economic growth”; it “accelerates, funds and recognizes innovative
public-private partnerships” (P4G, 2019). However, such one-time commitment
is not a sustainable scheme to attract private investment for climate issues in
developing countries. Although the Korean government wants to develop

cooperation with the private sector through P4G, the scale of support is

(Table 2) Korea’s CRDF by implementing agency in 2018 (current million $)

Agency | Koica | _ Korea MOFA | MOEF = Other el
Eximbank agencies
Number of | 338 1 6 14 118 4717
projects | (70.9%) = (0.2%) (1.3%)  (2.9%)  (24.7%) (100%)
Amount 76 61 14 39 158 348
21.7%)  (17.7%) @.1%) | (11.1%)  (45.4%) (100%)
Source: Climate Change: OECD DAC External Development Finance Statistics, reorganized
by author.

CRDF, Climate—Related Development Finance; KOICA, Korea International Cooperation
Agency; MOFA, Ministry of Foreign Affairs; MOEF, Ministry of Economy and Finance;
OECD, Organization for Economic Cooperation and Development.
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relatively small because primary beneficiaries of the program are early-stage
companies.

On top of that, the CRDF could be increased through other public climate
financial resources. As (Figure 1) shows, incremental public climate finance
through emission trading schemes (ETS), green bonds, or a carbon tax would
bring more resources for cooperation with developing countries. The Korean
government has issued six green bonds of $2.05 billion by four issuers, but this
amount is still small compared to global needs (Climate Bond Initiatives, 2018:
4). Korea Eximbank was the first issuer to come to market in 2013 and the only
repeat issuer to date, accounting for 46% of total issuance (Climate Bond
Initiatives, 2018: 5). Since 2015, the Korean government has been operating ETS
to reduce GHG emissions. However, the Korean government did not have the
experience to use financial resources from the ETS because the allowance was
distributed free of charge to the participants in phase 1 from 2015 to 2017
(Asian Development Bank, 2018: 15). On the other hand, because 3% and 10%
of the allowances are auctioned, respectively, in Phase 2 (2018-2020) and Phase
3 (2021-2025) (IETA, 2016: 4), there would be an opportunity to use this revenue

for developing countries.

. PROBLEM ANALYSIS

There are three main reasons why Korea's climate finance is insufficient:
shortage of ODA and its fragmented implementation, lack of other public
climate finance, and low level of public-private partnerships (See {(Appendix 2)).
While there are various factors that contribute to the problem, its leading root
causes are the following: bureaucratic failure, diffusion of authority,

information asymmetry, and the problem of uncertainty.

1. Bureaucratic Failure Makes Fragmented CRDF Implementation

Korea has been the 8" largest country by GNI among 29 countries of the
OECD DAC in 2018 (The World Bank, 2019). However, ODA in 2018 on a grant
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equivalent basis is 15" as of USD 2,351 million, and the ODA per GNI is 0.15%,
ranked 24" (OECD, 2019b: 6). Although Korea's ODA has increased gradually
since 2010 (OECD, 2020b), it is substantially lower than its economic rank.
While the Korean government initially set up its ODA/GNI goal of 0.25% by 2015
(OECD, 2018: 351), the target was not achieved and was changed to 0.20% by
2020 (MOFA, 2015). However, it is expected that the second goal would not be
met by 2020 as well. The Korean government usually prioritizes domestic issues
over foreign policy concerns, and the ODA budget is easily sacrificed to urgent
domestic needs, which are more politically expedient for the administration.
This insufficient ODA could limit CRDF because a public source of CRDF comes
almost from ODA. In 2018, Korea’'s CRDF, USD 348 million, and CRDF per ODA,
12.2%, was lower than the average of DAC countries, respectively, USD 1,183
million and 22.2% (See {Table 3)).

On the other hand, Japan, Germany, and France are top donors of CRDF. For
comparison, the three countries would be good examples because they are top
donors and have similar ODA structures to Korea. Korea and the three countries
are the top five countries for high loan shares in gross bilateral ODA in DAC
countries (See (Figure 2)).

Also, in terms of CO; emissions, Korea was the fourth largest country in DAC
members right after Japan (2™) and Germany (3") and emitted more than France
did in 2018 (Union of Concerned Scientists, 2020). Korea's responsibility for
burden-sharing in climate change should not be much less than these countries.
However, Korea’'s CRDF, $348 million, is considerably lower than that of these
countries. A low proportion of debt instruments, 17.7%, could limit Korea's
CRDF, compared to Japan, 91.2%, Germany 50.0%, and France 65.8% (See (Table
4y). Compared to the proportion of more than 40% loans in the entire ODA, the
Korean government has committed climate-related projects with loans, only
17.7%. Still, Japan, Germany, and France have allocated more loans for
climate-related projects.

In addition to the limited scale of CRDF, the problem is rooted in fragmented
planning and implementation as a bureaucratic failure. First, Korea's
development agencies spent CRDF at the lowest proportion, 39.4%, compared to
Japan, 91.9%, Germany 88.7%, France 84.3%, respectively (See (Table 5)). It
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(Table 3) DAC countries’ CRDF and CRDF/ODA in 2018 (current $)

Country CRDF (mil.$) CRDF/ODA CRDF/ODA (rank)
1 Japan 10,673 0.553 1
2 Germany 8,841 0.350 4
3 United Kingdom 3,112 0.389 3
4 France 2,349 0.248 12
5 Sweden 1,683 0.403 2
6 United States 1,426 0.046 28
7 Netherlands 1,080 0.292 7
8 Canada 808 0.243 13
9 Norway 804 0.201 16
10 Switzerland 504 0.201 17
11 Australia 467 0.183 20
12 Iltaly 439 0.188 19
13 Denmark 387 0.234 14
14 Spain 367 0.304 6
15 Belgium 360 0.307 5
16 Korea 348 0.122 22
17 Finland 159 0.227 15
18 Austria 142 0.279 9
19 Ireland 90 0.170 21
20 New Zealand 84 0.201 18
21 Poland 77 0.288 8
22 Luxembourg 36 0.102 24
23 Portugal 15 0.093 25
24 Iceland 11 0.268 11
25 Czech Republic 11 0.106 23
26 Slovenia 10 0.276 10
27 Greece 6 0.085 26
28 Hungary 3 0.022 29
29 Slovak Republic 2 0.061 27
Average 1,183 0.222
Source: Climate Change: OECD DAC External Development Finance Statistics, reorganized
by author.

DAC, Development Assistance Committee; CRDF, Climate—Related Development Finance:
ODA, Official Development Assistance; OECD, Organization for Economic Cooperation and
Development.
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(Figure 2) Share of loans in gross bilateral ODA for loan giving DAC countries (2018)
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Source: OECD (2019), ODA 2018 detailed summary.
ODA, Official Development Assistance; OECD, Organization for Economic Cooperation and
Development.

(Table 4) Comparison of CRDF4 in 2018 (Korea, Japan, Germany, France)

Korea Japan Germany France
$ mil. (%) $ mil. (%) $ mil. (%) $ mil. (%)

Grants 287 944 4,318 702
(82.3%) (8.8%) (48.8%) (29.9%)

Debt instruments 61 9,729 4,421 1,546
(17.7%) (91.2%) (50.0%) (65.8%)
Equity& shares - - (11.83/0) (Ajgl@
CRDF (total) (r00% 160% (10090 (160
ODA commitment 2,850 19,287 25,248 9,466
CRDF/ODA 12.2% 55.3% 35.0% 24.8%

Source: Climate Change: OECD DAC External Development Finance Statistics, reorganized
by author.

CRDF, Climate-Related Development Finance; ODA, Official Development Assistance;
OECD, Organization for Economic Cooperation and Development.
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(Table 5) Comparison of CRDF by agency in 2018 (Korea, Japan, Germany, France)

Korea Japan Germany France

No. $ mil. No. $ mil. No. $ mil. No. $ mil.
(%) (%) (%) (%) (%) (%) (%) (%)

Development | 339 137 733 9,813 848 7,845 79 1,980
agencies® | (71.1%) (39.4%)  (87.5%) (91.9%) (59.1%) (88.7%) (8.8%) | (84.3%)

Other 138 211 105 860 586 996 823 369
agencies | (28.9%) (60.6%) (12.5%) (8.1%) | (40.9%) (11.3%) (91.2%) (15.7%)

477 348 838 | 10,673 | 1,434 | 8,841 902 2,349
(100%) = (100%) ' (100%) | (100%) @ (100%) (100%) (100%) | (100%)

Source: Climate Change: OECD DAC External Development Finance Statistics, reorganized
by author.

CRDF, Climate—Related Development Finance; OECD, Organization for Economic Cooperation

and Development.

Total

means that more of Korea's non-developmental agencies were involved in
spending CRDF. Although France's other agencies managed 91.2% of the total
projects, the amount is only 15.7%. However, Korea's other agencies imple-
mented 28.9% of the entire projects, with 60.6% of the total budget. It suggests
that development agencies do not mainly channel Korea's CRDF spending.

In Korea's ODA planning and budgeting system, bottom-up planning would
cause a low and unstable rate of CRDF per ODA. Korea's CRDF from 2013 to
2018 suggested that there was no consistent and overall plan to deal with
climate change issues for developing countries (See {Table 1)). MOFA and MOEF
are in charge of coordinating grants and concessional loans, respectively.
However, the specific projects and programs are usually organized from scratch
by the other 41 implementing ministries or governmental agencies. Although the
Committee for International Development Cooperation (CIDC) under the Prime
Minister tries to control the programs from 40 organizations, this coordination

is less efficient than that one or two leading development agencies plan and

4) For comparison, a part of CRDF, which is not concessional or not primarily developmental,
is excluded, but only France has six non-concessional projects with 415 million USD.

5) Each country's development agencies: (Korea) KOICA, Korea Eximbank, (Japan) Japan International
Cooperation Agency (JICA), (Germany) Kreditanstalt fiir Wiederaufbau (KfW), Bundesmini-
sterium fiir wirtschaftliche Zusammenarbeit und Entwicklung (BMZ), (France) Agence Francaise
de Développement (AfD) - French Development Agency, Proparco.
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implement most CRDF projects as Japan, Germany, and France do. Moreover,
due to climate-related projects identification without a top-down and
comprehensive strategy, Korea's CRDF per ODA ratio fluctuates every year. It
seems that the CIDC cannot control this fluctuation under the current

fragmented system.

2. Diffusion of Authority Limits Climate Financing

Even though ODA is the central public resource to support developing
countries, the other climate-related public resources are necessary to expand
assistance to developing countries. Also, Korea needs more public funds or
budget, USD 24 bn, to meet NDC of GHG emission by 2030 (Jin & Kim, 2016:
68). Low birth rate and aging population will lower the economic growth rate,
and the sources of public finance will be shrinking from the reduction of
population in the long term in Korea (Jin & Kim, 2017: 153).

For leveraging more private climate finance under the various conditions of
uncertainty, public climate finance should be managed by an integrated
framework. However, the Korean government has separate channels for
implementing climate change policy and energy policies. First, for climate
change policy, the Office for Government Policy Coordination under the Prime
Minister provides overall coordination, while the Ministry of Environment (MOE),
the Ministry of Trade, Industry and Energy (MOTIE), the Ministry of Land,
Infrastructure, and Transport (MOLIT), the Ministry of Agriculture, Food and
Rural Affairs (MOAFR) are responsible for managing the reduction of GHG
emissions in each sector. For Korea Fmissions Trading Scheme (KETS), the
MOEF and the MOE are the coordinating ministries, and the MOTIE, MOLIT,
MOAFR, and other ministries managed issues from each sector (Greenhouse Gas
Inventory and Research Center, 2019: 18). Besides, for energy policy, the MOTIE
manages the establishment of a national energy plan and other detailed action
plans.

Under the separate coordination structure, relevant budgets related to climate
change and energy are allocated through different decision-making channels.

Also, Korea's policy integration of public climate finance is low in terms of
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evaluation criteria such as inclusion, consistency, weight, reporting, resources,
and deliberation (Jin & Kim, 2016: 55). The governance structure needs to be
improved, and making an integrated and reliable channel would help to deal with

climate change policy and energy policy comprehensively (Jin & Kim, 2016: 72).

3. Asymmetry Information and Uncertainty Hinder Private Investment

For foreign direct investment (FDI) to developing countries, Korea was the 7th
largest country out of 29 OECD DAC countries in terms of the total amount from
2010 to 2017 (OECD, 2019). This rank is high, compared to the volume of ODA
(15th) and ODA per GNI (26th) in 2017. However, this potential private
investment is not linked to climate change projects because of poor risk
management and limited incentives provided for private actors by public finance.

Also, the Korean government could not control non-financial risks related to
information asymmetry, lack of experts, and inconsistent policy and planning
(KPMG, 2018: 22). Many citizens have poor understanding about climate finance
and environment industries, and poor analysis and evaluation of the relevant
projects cannot attract private investment. The government's response to
climate change is one of the primary administration’s plans, but separate
policies in each ministry deteriorate the whole government's consistency and
integrity (KPMG, 2018: 22). This policy uncertainty and lack of information leads
to immoderate risk aversion by investors towards renewable energies and
energy-saving technologies (G20 Green Finance Study Group, 2016: 11).

In the climate change sector, there is a discrepancy in demand and supply
between investors and investees, and this gap is a market failure due to the lack
of public finance safety net (Jin & Kim, 2016: 56). Investors want to get a high
return because climate-related projects are risky, but business operators can
make lower interest than investor's expectations (Jin & Kim, 2016: 44). Although
business operations in low carbon technology and renewable energy require
longer maturity of finance with a high upfront cost, private investors want lesser
periods of maturity (Jin & Kim, 2016: 58). Also, climate-related projects would
be implemented with other risk factors such as participation of small and

medium-sized companies, low credit of developing countries, and an unmatured
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level of technology (KPMG, 2018: 21). These factors could hinder private
investment in climate change projects in developing countries. If the Korean
government wants to mobilize more resources from private sectors, the

government needs to hedge them against risks with public sources.

IV. STRATEGY ANALYSIS

1. Relevant Experience from Other Countries

As problem analysis demonstrates, the Korean government needs to intervene
for mobilizing more climate finance in three domains: increasing ODA and
assigning more CRDF in ODA; raising other public climate financial sources; and
leveraging more private climate investment (See {Figure 3)). These sources are
all connected and affect each other.

The Korean government could benefit from lessons from Japan, Germany, and
France because the three countries are top donors of CRDF and have a relatively
similar ODA structure using a high proportion of loans like Korea. Also, the
three countries’ development agencies disburse more CRDF than total ODA in
terms of ratio (See (Table 6)).

It suggests the Korean government could increase CRDF by allocating more
budget to development agencies and using debt instruments even though the
entire ODA’s disbursement is not quite centralized. Beyond the high proportion
of development agencies’ CRDF spending, Japan, Germany, and France mobilize

public climate finance from various policy measures such as carbon tax, Joint

(Figure 3) Financial sources of CRDF

(Other public

source

Private
Investrment
TN
'
\_

CRDF, Climate—Related Development Finance.
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(Table 6) Comparison of Development Agencies’ disbursement proportion (%) of ODA
and CRDF in 2018 (Korea, Japan, Germany, France)

Korea Japan Germany France
Total ODA 52.7% 64.5% 64.7% 48.2%
CRDF 39.4% 91.9% 88.7% 84.3%

Gap (CRDF-ODA) -13.3%p 27.4%p 24.0%p 36.1%p

Source: OECD (2020), Development Cooperation Profiles 2020, External Development
Finance Statistics.

ODA, Official Development Assistance; CRDF, Climate—-Related Development Finance; OECD,

Organization for Economic Cooperation and Development.

Crediting Mechanism (JCM), ETS, and green bond. The Korean government
could adopt some policy options to increase climate finance from the three

countries experiences.

1) Japan

After the adoption of the "Basic Act on Global Warming Countermeasures,” the
Japanese government levied the global warming tax in addition to petroleum
and coal tax on fossil-fuel consumption, including electricity generation (KPMG,
2018: 58). The Japanese government uses the tax revenue not only for a
domestic purpose but also for the cooperation projects, JCM in developing
countries. The JCM is a system for cooperation with developing countries to
reduce GHG emissions, in which the result of the reduction is assessed as
contribution by both partner countries and Japan (Ministry of Foreign Affairs of
Japan, 2018). The main domains of JCM are renewable energy, energy reduction,
waste management, and transport. Since Prime Minister Abe’s announcement of
this initiative at the COP 21, the Japanese government has signed JCM with 17
countries, including those in Asia, Africa, Small Island Developing States (SIDSs),
Latin America, and the Middle East (Ministry of Foreign Affairs of Japan, 2018).
The Ministry of the Environment of Japan (MOEJ) and Japan International
Cooperation Agency (JICA) are the primary implementers for the JCM projects.

2) Germany

Germany has various programs to mobilize climate finance. Since 2008, the
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International Climate Initiative (IKI) of the Federal Ministry for the Environment,
Nature Conservation and Nuclear Safety (BMU) has been financing climate and
biodiversity projects in developing and newly industrializing countries, as well as
in countries in transition (Federal Ministry for the Environment, Nature
Conservation and Nuclear Safety, 2019). In the early years of the program, its
financial resources came from the revenues of auctioning allowances under the
ETS. For ensuring financial continuity, further funds were made available
through the Special Energy and Climate Fund (Federal Ministry for the
Environment, Nature Conservation and Nuclear Safety, 2019). The Initiative
emphasizes clearly on climate change mitigation and adaption, as well as the
protection of biological diversity. The uniqueness of the program is that the
German government uses revenues from ETS actively for cooperation with

developing countries.

3) France

France issued a green bond of 9.7 billion euros, which was the largest program
of that kind in Europe in 2017. Since the adoption of the “Act of Energy
Transition for Green Growth” in 2015, the French government has issued a
green bond to mobilize funds for implementing policies related to climate
change and the environment. Also, after the Paris Agreement in 2015, French
development agency, AFD, has set an ambitious goal — an activity that’'s “100%
Paris Agreement” (AFD, 2019). As a central development agency of the French
government, AFD committed 4.8 billion euros to the climate in 2018, and 50%
of the AFD Group's activity had co-benefits for the climate (AFD, 2019).
Moreover, AFD managed climate bonds for financing 128 projects with 3.5
billion euro in 2018 (AFD, 2018: 7). Renewable energy, energy efficiency, and
transport were the main sectors, more than 80% of the asset portfolio (AFD,
2018: 7).

2. Description of Alternative Options

1) Design of alternative options

From the problem analysis, root causes seem types of market failure (MF),
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limitation of the competitive framework (LCF), and government failure (GF).
Information asymmetry is a kind of MF, and uncertainty problem is a type of
LCF. Also, bureaucratic failure and diffusion of authority are representative GF.
Regarding every type of problem, there are some generic policy solutions in the
view of policy analysis. Despite more generic policies available in each category,
the most appropriate potential policies are setting rules and making insurance
and cushions (See {Table 7)).

As a result, four alternative options are composed of a combination of generic
policies. Alternative 1 is status-quo with no structural change in the
government. However, the current system needs to be used actively to fix the
identified types of MF and LCF. Alternative 2 suggests integrating the ODA
implementation system within the government based on the condition of
Alternative 1 because the ODA system is vital as a main delivery channel of
public climate finance to developing countries. Alternative 3 focuses on
changing the structure of the Korean administration related to climate policy
(CP), including elements of Alternative 1. This approach makes the government’s
decision-making system more efficient and predictable. Lastly, Alternative 4 is

a comprehensive combination of all elements of Alternatives (See (Figure 4)).

2) Alternative 1: Upgraded Status-Quo

Alternative 1 focuses on solving information asymmetry and uncertainty

(Table 7) Potential generic policies for improving Korea’s climate finance

Limitation of competitive

Market failure (MF) framework (LCF)

Government failure (GF)

Problems : : .
Information Problem of Bureaucratic failure and

asymmetry uncertainty diffusion of authority

® Rules: Setting a new law or regulation for|e Rules: Setting a new law to
_ private investors to share information and integrate ODA implemen-—
Generic facilitate their investment tation

policy | e |nsurance and cushions: Applying new financial

: ) , , o e Rules: Setting a new law to
solutions | instruments to lower private investors’ risks

change governance in climate
change policy

Source: (Weimer & Vining, 2017), reorganized by author.
ODA, Official Development Assistance.
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(Figure 4) Relationship and component of alternatives

(Alternative 1: Upgraded Status-quo)

) |
Alternative 2 Alternative 3

!

Alternative 4

ODA, Official Development Assistance.

problems of the private sector without a structural change of the government.
The Korean government uses the current system related to climate finance but
applies some modifications and improvements to each policy measure. That is
why Alternative 1 is called as upgraded status-quo. Korea's CRDF spending is
decentralized and more agencies are involved in, compared to Japan, Germany,
and France. However, although it is not an ideal model, the Korean government
has a coordination process between governmental bodies (Office for Government
Policy Coordination, 2020). KOICA and Korea Eximbank implement more ODA
programs, respectively 22.7% and 30.0% of the total, than other non-
developmental agencies (OECD, 2020b). If the Korean government allocates
more ratio of CRDF to KOICA and Korea Eximbank than that of the entire ODA
as Japan, Germany, and France do. In that case, Korea could leverage more
private climate finance with public sources.

Since 2018, KOICA has applied to be an accredited entity by GCF (Wang,
2018). Japan, Germany, and France already have GCF's accredited entities such
as JICA, GIZ, KfW, and AFD. If getting the accreditation, KOICA could have
more chances to work closely with various stakeholders related to climate
change issues. It means that KOICA could have more information to share with

private partners to solve information asymmetry for private investors. Moreover,
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if the Korean government wants to utilize the KOICA's accreditation fully,
KOICA needs more function to attract private investment for its program. A
separate  KOICA's climate change fund could play a significant role in
cooperating with private investors, supporting public-private partnership
projects with KOICA’s grants (Kim & Lee, 2019: 125). This type of guarantee for
private investment would work as insurance and cushions to reduce the
uncertainty problem.

On top of that, Korea Eximbank was not able to be an accredited entity by
GCF due to one of the organization’s characteristics, which is directly
supporting Korean companies business (Byun, 2016). However, as a bank,
Korea Eximbank has attractive measures to work with private investors. Korea
Eximbank has been one of the institutions to issue green bonds since 2013
(Climate Bond Initiatives, 2018: 5) and a public financial institution for market
stability and invigoration in KETS. Also, the Korean government has reviewed
how to increase Korea's contribution to international development by using
blended finance since 2016 (Korean Ministry of Economy and Finance, 2016).
Korea already reviewed or adopted some policy measures to increase
cooperation with private partners like Japan, Germany, and France, but the
Korean government did not fully utilize them. So, if the Korean government
improves some financial instruments to enhance the partnership, it will be an

upgraded status-quo as Alternative 1.

3) Alternative 2: Integrating the ODA implementation system

A leading financial resource of CRDF is the government budget considered as
ODA. Public climate finance is commonly set up for domestic use about climate
issues, but if the government uses a part of a fund to support developing
countries, the fund will be calculated as ODA. So, in order to improve Korea's
climate finance for developing countries, ODA implementation system should be
efficient. Also, the amount of ODA program budget is a critical part of having
effectiveness in developing countries. If the budget is quite small, the amount
could limit the effectiveness or affect the quality of the program. The efficient
ODA implementation system does not guarantee to increase the program's

budget itself, but the government could choose and focus on the programs with
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a considerable amount based on the efficient system. Moreover, the fewer
government agencies are involved in ODA implementation, the more effective is
its monitoring and evaluation.

The concern about fragmentation of Korea's ODA has been raised since the
beginning of the 2000s when ODA has surged (Prime Minister of Korea, 2018:
1). Under the CIDC, chaired by the Prime Minister, MOEF and MOFA are
coordinating ministries for each concessional loan and grants (Office for
Government Policy Coordination, 2020). Besides, there are more than 40
implementing agencies for grants, and transaction cost is high to coordinate
them and make the consistency of the annual ODA plan. Despite various
problem analyses and researches, there was no real progress in alleviating the
fragmentation of the ODA system.

Also, Japan, Germany, and France do not have a highly centralized ODA
implementation system like Korea (OECD, 2020a). However, the Japanese ODA
system is more centralized than that of others after establishing a new JICA,
merged between JICA and the Overseas Economic Cooperation Fund (OECF), in
2008 (JICA, 2020). The current JICA has a more efficient system to execute
projects with private partners because it has various financial schemes,
including grants, loans, other types of financial instruments. Nevertheless, the
reason for JICA's merge was not for better performance in spending ODA. There
was a political incentive of the Koizumi administration to reorganize public
financial institutions after the privatization of Japan Post (Han et al., 2015: 212).
Therefore, integrating the ODA implementation system would be necessary for
efficiency and effectiveness, but it is not easy to be accessible due to other
governmental bodies’ objections. Because the governmental organizations do
not want to lose their works and budgets, the ODA system’'s integration is

politically complicated.

4) Alternative 3: Changing governance in CP

To increase climate finance consistently, one needs to change climate
governance because it affects the decision-making process for mobilizing public
climate finance and participation of the private stakeholders. Although climate

change issues and finance are closely related to the energy sector, different
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Ministries are responsible for each issue (Jin & Kim, 2016: 71-72). For the GHG
emissions mitigation policy, a central coordinating Ministry is MOE. MOEF
manages KETS with the MOE, and MOTIE sets up the national energy plan and
electricity supply plan. The ministries have decided on each governmental plan
related to climate change and energy in different channels. Although the Korean
government has the Committee on Green Growth (CGG) under the Prime
Minister's office, the CGG has a low influence and a limited budget to
coordinate climate change issues between ministries (Jin & Kim, 2016: 74). So,
a governmental structure change would be one of the alternative options for
better coordination and decision-making process.

Some countries have precedents of establishing a comprehensive Ministry
responsible for climate change and energy policy together. United Kingdom
created the Department of Energy & Climate Change (DECC) first in 2008, and
the DECC had been evaluated positively in terms of consistency and efficiency
in policy implementation before its dissolution in July 2016 (Government of UK,
2016). The Australian government had the Department of the Environment and
Energy (DEE) between 2016 and 2020, but it was dissolved in February 2020 for
the reason of reducing the number of government departments from 18 to 14
(Prime Minister of Australia, 2020). In 2007, the Danish government established
the Ministry of Climate, Energy, and Utilities, which was responsible for national
and international efforts to prevent climate change in line with energy policy
(Danish Ministry of Climate, Energy, and Utilities, 2020).

However, while some countries keep the integrated Ministry, the others
changed it back to the previous system. Reasons would vary from a new
administration’s political decision to a different view of efficiency in climate
change issues and the whole government's management. Moreover, the
government structure in managing climate change issues does not directly affect
public climate finance rise. For example, Japan and Germany have separate
Ministries for environment and energy issues (Government of Japan, 2020)
(Federal Government of Germany, 2020), but they provide the highest CRDF per
ODA (See (Table 3)). Under the integrated Ministry (Government of France,
2020), France's CRDF per ODA is not that high, 12" out of 29 DAC countries

(See (Table 3)). Denmark’s case is also similar, and its rank is only 14" (See
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(Table 3)). Alternative 3 is acceptable to solve government failure issues, but the
impact is questionable to increase climate finance, mainly for developing

countries.

5) Alternative 4. Combination of all alternatives

As a combination of all alternatives, Alternative 4 is a conceptual and ideal
option. However, this option could be reviewed because the Office for
Government Policy Coordination covers both issues: international development
and climate change through the committees: CIDC and CGG. If the Korean
government changes the main points from all alternatives, Alternative 4 can
solve MF, LCF, and GF to improve Korea's climate finance for developing

countries.

3. Selection of Criteria to Choose among Alternatives

* Political Feasibility: The extent to which stakeholders accept and support a
policy proposal.
- The main stakeholders are the ministries, relevant governmental agencies,
and private investors and companies. Because alternatives have a part of
structural change between stakeholders, political feasibility is essential. The
weight is the highest, 40 out of 100.

* Administrative Feasibility: The likelihood that a department or agency can
implement the policy well.
- All alternatives are complicated in action with various stakeholders. The
weight of administrative feasibility is 20 out of 100.

* Effectiveness: The likelihood of achieving policy goals and objectives or
demonstrated achievement of them.
- All alternatives should be reviewed in the view of effectiveness. The weight
is 25 out of 100.

* Efficiency: The achievement of program goals or benefit to the costs, Least
costs for a given benefit or the most significant benefit for a given cost.
- Efficiency is one of the critical points to compare between policy

alternatives. The weight of 15 out of 100.
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4. Comparison of Future Consequences

Through the Criteria Alternative Matrix (CAM), the alternative options are
reviewed by criteria (weight): political feasibility (40), administrative feasibility
(20), effectiveness (25), and efficiency (15) (See {Appendix 3)). Each criterion
has a weight based on the importance of drawing a solution in the problem
context. Because the primary and influential stakeholders for alternatives are
almost the Ministries and public organizations (See {Appendix 4)), political and
administrative feasibility are more critical than the options’ effectiveness and
efficiency. So, more than half of the weights are assigned to political and
administrative feasibility. For instance, political feasibility has the highest weight
because alternatives should be accepted first by Ministries. Alternative options
require merging or detaching some functions between the Ministries or
governmental organizations. Because this change would affect each organization’s
structure or budget, every Ministry could be quite sensitive to check its benefit
or loss from each alternative. Also, there are values with a scale between 1 and
5 to check the extent of criteria in each alternative. After multiplication
between the weight and the scale, an alternative could be ranked from the
highest points, the sum of the multiplication.

Alternative 1, upgraded status-quo, gets the highest points of 375 and is
selected as the best option. Alternative 3, governance change in CP, is calculated
as the lowest point of 275. Alternative 2 and 4 are the second and third with the
points, 315 and 300, respectively. While Alternative 1 is positively evaluated in
political feasibility because there is no significant change in the status-quo,
Alternative 4 gets the lowest points due to the government's structural changes
in both areas: ODA and CP. For administrative feasibility, changing the
government system in Alternative 2, 3, and 4 is quite demanding, but Alternative
1, status-quo, is easier to handle. In terms of effectiveness, while Alternative 4,
a combination of all, gets the highest points ideally, Alternative 1 receives the
lowest. Between Alternative 2 and 3, integrating the ODA system, Alternative 2,
seems to be more effective because it is the delivery channel of climate finance
to developing countries. For efficiency, Alternatives 2, 3, and 4 are better options

than Alternative 1 due to decreased transaction costs between stakeholders.
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V. PROPOSED STRATEGY AND IMPLEMENTATION STEPS

1. A Vision of a Desirable Future

A vision of improving Korea's climate finance is enlarging contribution
significantly to prevent climate change and help developing countries adapt to
live in a better circumstance. For realizing the vision, specific targets are
necessary with a timeline. In 2018, Korea's CRDF and CRDF/ODA were ranked
16th and 22nd largest out of 29 DAC member countries. Considering the amount
of CO;, emissions, rated as the 4th largest in the DAC, the Korean government
should increase CRDF and CRDF/ODA. As a long-term goal by 2030, the Korean
government would set about 30% CRDF/ODA, the 5th most enormous amount in
DAC countries. If the Korean government keeps the target, ODA/GNI, to 0.3%
by 2030, according to the 2nd Framework Plan of International Development
Cooperation (Government of Korea, 2015: 4), the amount and impact would be

considerable.

2. Description of the Proposed Strategy

Upgraded status-quo, Alternative 1, is chosen as the best alternative option
from the strategy analysis. Without a profound change in the government, the
option seeks to find better ways: raise the efficiency of development agencies
in spending CRDF such as KOICA and Korea Eximbank; attract private
participation through sharing information and diversifying financial scheme for
private investors.

First, the Korean government could make development agencies spend more
CRDF. For example, the average proportion of CRDF disbursement by
development agencies in Japan, Germany, and France is 88.3%. Also, the average
rate of debt instruments by the three countries is 69.0%. If the Korean
government wants to improve efficiency based on the current situation, it could
set the goal, similarly with three states: 90% by development agencies and 70%

with a debt instrument. The baseline of disbursement proportion could be an
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average between 2016 and 2018 under the 2™ Framework Plan of International
Development Cooperation. It means that the disbursement proportion by Korea
Eximbank will increase from 36.7% to 70%, and the KOICA’s balance will
expand from 14.7% to 20% (See <(Table 8)).

Based on the projection of ODA and CRDF by 2030, in line with a vision and
goals: 0.3% ODA/GNI and 30% CRDF/ODA, the amounts of CRDF by Korea
Eximbank and KOICA in 2030 are 12.7 times and 9.3 times, respectively, larger
than the average of 2016-18 (See {Appendix 5)).

Second, to realize these goals, the Korean government could make development
agencies utilize actively new financial schemes. For example, with accreditation
by GCF, KOICA needs to launch a new revolving climate change fund, which
can guarantee private investment participation and reinvest benefits from the
previous project to the next projects. Also, Korea Eximbank needs to increase
not only loans related to climate projects from the government budget but also
a new financing method to leverage private climate investment. As the expected
leveraging effect of public finance to the private source is a ratio of 1:5 (World
Economic Forum, 2013: 7), this strategy could make the Korean government use

limited budget efficiently and attract considerable private investment.

(Table 8) Targets of CRDF disbursement by 2030

Baseline (2016-18 ave.) Target
Organization Proportion Amount = Proportion | Amount
(2016-18) (mil. $) (2030) (mil. $)
Korea eximbank (Debt) 36.7% 138 70% 1,749.74
Development! | oa' (Grants) 14.7% 54 20% | 499.93
agencies
Sub total 51.4% 192 90% 2,249.67
Others Others (Grants) 48.6% 179 10% 249.96
Total 100.00% 371 100.00% | 2,499.63

Source: Data from OECD DAC and the World Bank, projected by author.
CRDF, Climate-Related Development Finance; KOICA, Korea International Cooperation
Agency; OECD, Organization for Economic Cooperation and Development.
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3. Outline of Implementation Steps

The strategy focuses on spending more public climate finance through
development agencies. KOICA and Korea Eximbank need to increase their
disbursement for mitigation and adaptation issues, as Japan, Germany, and
France did. However, it might not be available without a proper plan and
practice. In particular, because this strategy will not change the decentralized
ODA system, the Korean government needs to set an additional plan with a
specific target of CRDF/ODA based on the 3™ Framework Plan of International
Development Cooperation for the period from 2021 to 2025 (See (Figure 5)).

After setting plans, the Korean government needs to allow KOICA and Korea
Eximbank to increase pilot projects by using a new financial scheme with the
private sector. That is an essential part of the implementation steps if the
Korean government wants to make the plan succeed. KOICA and Korea
Eximbank need more trial and error, and these mistakes should be accepted by
the government if there is no wrongful act. Although the Korean government
already has an advanced policy concept, many policies are not vitalized as
expected. If there is no buffer zone for the new trials, governmental agencies
will follow the path-dependent route, rather than seek an innovative way.

In the 4th Framework Plan period between 2026 and 2030, KOICA and Korea
Eximbank increase the scale of the project and expand partnership with private

investors, applying lessons learned from the period of the 3rd Framework Plan.

(Figure 5) Road to reach target by 2030

Adopting a

solution in a plan

— —,

* 4th Framework
Plan (2026~2030)

* 31 Framework
Plan (2021~2025)

_l » Launching a climate
fund by KOICA

 Setting specific + Expanding financial + Achieving the goal
goals of ODA and schemes, including by 2030
CRDF with an blended finance by (0.3% ODA/GNI &
action plan Korea Eximbank 30% CRDF/ODA)

y, \ -

ODA, Official Development Assistance; CRDF, Climate—Related Development Finance;
KOICA, Korea International Cooperation Agency.
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Despite the current decentralized ODA system, if KOICA and Korea Eximbank
enlarge the project size with an innovative financial scheme, disbursement of
CRDF by development agencies could be expanded toward the target without a
structural change in the ODA system. This strategy would support to meet the
target, 0.3% of ODA/GNI and 30% of CRDF/ODA by 2030.

4. Provisions for Monitoring and Evaluation

Regular monitoring and evaluation are critical measures to lead policy for
success. The Korean government has regular monitoring and evaluation cycle to
check the ODA performance. Every five years, the Korean government verifies
ODA'’s result and prepares the next five-year framework plan at the midterm
level. Moreover, an annual ODA implementation plan is established to check
each project’s progress and allocate a new fiscal year budget. With a more focus
on evaluation, the sub-committee of assessment in the CIDC sets an annual plan
and execute evaluation for the selected sector and projects.

To improve Korea's climate finance for developing countries, the Korean
government needs to use the above-mentioned regular monitoring and
evaluation as a practical tool. Besides, it is essential to check various factors

with scenarios affecting the results for meeting targets (See {(Table 9)).

(Table 9) Scenario analysis for optimistic, moderate, and pessimistic conditions

Scenario summary

Optimistic Moderate Pessimistic

Changing cells:

GNI growth rate (%) 4.6 2.5 1.0

ODA/GNI increase rate (%) 0.015 0.010 0.005

CRDF/ODA increase rate (%) 1.3 0.8 0.5
Result cells:

ODA (million $) 8,332.11 5,441.26 3,647.20

CRDF (million $) 2,499.63 1,360.32 802.38

Source: Data from OECD DAC and the World Bank, projected by author.

GNI, Gross National Income; ODA, Official Development Assistance; CRDF, Climate—
Related Development Finance; OECD, Organization for Economic Cooperation and
Development.
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The scenario is projected for the next ten years, from 2021 to 2030. The
baseline indicators in 2020 are set as 0.150% of ODA/GNI and 17.0% of
CRDF/ODA due to the data of recent years (See {Appendix 5)). The goals, 0.3%
of ODA/GNI and 30% of CRDF/ODA by 2030, are achievable under the
optimistic scenario with 4.6% of the annual GNI growth rate, which is 0.015%
of the yearly ODA/GNI increase rate, and 1.3% of annual CRDF/ODA increase
rate. The scenario summary shows how ODA and CRDF would be changed in the
moderate or the pessimistic scenario.

While the annual GNI growth rate is not controllable, the Korean government
could manage both ODA/GNI increase rate and CRDF/ODA increase rate. If the
Korean government checks and updates these figures in the regular monitoring
and evaluation process, the Korean government could efficiently manage annual

contributions against the targets.

5. Limitations and Potential Unanticipated Consequences

The Korean government could manage climate finance for developing
countries better if development agencies spend more CRDF through adopting
new financial measures with the specific target. However, as a traditional
limitation, most donor countries may not meet the goal even though they set
targets by themselves. For instance, The Korean government missed the
self-setting goals twice, 0.25% by 2015, and 0.20% by 2020.

Also, the considerable challenge comes from an ongoing pandemic,
COVID-19. Although both donor and recipient countries face difficulties
together, there are more potential casualties in donor countries such as the US
and European countries in terms of statistics. Now many states suffer in the
worldwide economic downturn. It means that donor countries, including Korea,
would lose interest and capacity to support developing countries.

Some scientists said that one of the reasons for pandemic diseases would be
climate change, which could destroy wild animals’ habitat, and people would
have more chances to contact virus-infected animals (Greenpeace, 2020). So,
donor countries, including Korea, could have more interest in addressing

climate change. However, with public health coming to the forefront of
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policymaking, the priority of climate change issues would most likely fall, and

CRDF could be shrunk in the dwindling ODA due to the economic downturn.

VI. CONCLUSION

To tackle climate change issues for developing countries, the Korean
government needs to mobilize more climate finance from three primary
resources: ODA, other public sources, and private investment. However, some
problems hinder the mobilization of climate finance: bureaucratic failure
contributed to the fragmentation of implementation of CRDF from ODA;
diffusion of authority in climate change policy implementation limits the
government's capacity to manage public climate funds; information asymmetry
and the problem of uncertainty hinder private climate investment.

In the strategy analysis, four alternatives are reviewed by four criteria: political
feasibility, administrative feasibility, effectiveness, and efficiency. Upgraded
status-quo, Alternative 1, is finally selected as a solution. Without a structural
change in the government, the alternative seeks to find better ways: raise the
efficiency of development agencies such as KOICA and Korea Eximbank in
spending CRDF; attract private participation through sharing information and
diversifying financial scheme for private investors. Japan, Germany, and France
would be good examples to draw the strategy because the three countries are
active in mobilizing climate finance globally with various policy options.
Moreover, the three countries’ ODA structure with relatively high proportions of
loans is comparable to Korea's ODA. The Korean government could learn from
the three countries’ experiences and apply practical measures to improve
Korea's climate finance.

This study suggests the Korean government has three implications for
improving climate finance for developing countries: setting specific goals in the
government plan, implementing new financial schemes for private partners, and
managing the whole process by regular monitoring and evaluation.

First, the CRDF spending ratio needs to be on par with Japan, Germany, and
France: 90% by development agencies such as KOICA and Korea Eximbank and

70% with a debt instrument. To realize this goal, the Korean government needs
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to set a specific target of CRDF/ODA in the 3rd Framework Plan of International
Development Cooperation from 2021 to 2025. In a draft of the 3rd Framework
Plan, “strengthening response and resilience to climate change” is a strategic
objective out of five main objectives. So, the Korean government had better
include the goals for CRDF in line with 0.3% of ODA/GNI and 30% of
CRDF/ODA by 2030. Moreover, the CIDC would assign a CRDF disbursement
ratio, 90% by development agencies, and 70% with a debt instrument, in an
annual ODA implementation plan for every fiscal year.

Second, the Korean government needs to ensure that development agencies
actively use new financial schemes such as climate change funds and blended
finance. KOICA and Korea Eximbank should increase pilot projects by using a
new financial scheme with the private sector. That is the most crucial part of
the implementation steps if the Korean government wants to make the plan
succeed. KOICA and Korea Eximbank need more “trial and error’ opportunities,
and these mistakes should be accepted by the government if there is no
wrongful act. Although some advanced policy options are identified, the Korean
government could not implement policies as expected. If there is no buffer zone
for the failure, governmental agencies will follow the path-dependent route
rather than seek innovative ways.

Lastly, regular monitoring and evaluation have a pivotal role in checking
progress to meet the goals. Also, scenario analysis helps understand the whole
picture and factors such as annual GNI growth rate, ODA/GNI increase rate, and
CRDF/ODA increase rate. While the annual GNI growth rate is not controllable,
the Korean government could manage both ODA/GNI increase rate and
CRDF/ODA increase rate. If the Korean government checks and updates these
figures in the regular monitoring and evaluation process, the Korean

government could efficiently manage annual contributions against the targets.
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{Appendix 1) Socio—ecological model (Improving Korea’s climate finance)
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UNFCCC, United Nations Framework Convention on Climate Change; GCF, Green Climate
Fund; PPP, Public Private Partnership.

(Appendix 2) Problem tree

Problem Tree

Why is Korea's e-related lopment finance insufficient?

Global Warming, Sea-level Rising, Hazardous Natural Disaster

Global Financial Gap to deal with climate change issues

Insufficient Korea's Climate-related Development Finance

Low financial

Low
pressure to
increase

Lack of
comprehensive
plan for CRDF

Limited
financial
sources

Low level of
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and climate
change

allocation for
activities
abroad Lack of public
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Inexperience _ Private
of PEP investment
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fareign
(developing)
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related to
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ODA, Official Development Assistance; CRDF, Climate—Related Development Finance .
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(Appendix 3) Criteria alternative matrix

Criterion Weight | 1. Upgraded | 2. Integration ' 3. Governance 4. Combination
(100) Status Quo |of ODA system change in CP of all
Political
feasibility 40 ° 2 2 1
Adm|n|.st.r.at|ve 20 4 3 3 3
feasibility
Effectiveness 25 2 4 3 5
Efficiency 15 3 5 4 5
Total 375 315 275 300
Ranking 1 2 4 3
Scale: 1-lowest and 5-highest.
ODA, Official Development Assistance; CP, Climate Policy.
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(Appendix 4) Stakeholder analysis

Stakeholder Type Stakes Resource/ influence Posi!st;oune on
Key stakeholders
. Better Hea_d. of .
Office for L decision—making
coordination _
Government _ . .| process, but many Promoter,;
. among ministries; | . ) )
Policy . ; issues driven by each | high power
. Public | effectiveness R ;
Coordination : ministry; less power | /high
. N between climate o .
(Prime Minister’s to the ministries than | interested
) change and . .
Secretariat) : the president office
development aid
(Blue House)
Ministry of Burden to allocate | Have an authority for | Neutral;
Economy and Public ' more budget to | planning budget of the | high power/
Finance ODA Korean government interested
. Better Coordinating ministry Promoter,
Ministry of .. . , . high power
. . Public | international for grants; cooperation |
Foreign Affairs : . /high
status of Korea | with UN agencies ;
interested
Ministry of Meet the goal of | Information about iiror:nogewr’er
sty Public | NDC; reduce CO, | environment and gh p
Environment T . /high
emissions climate change ;
interested
Primary stakeholders
Partnership with
More intervention | developing countries; | Promoter;
Korea International in climate change overseas offices over | medium
Cooperation Public | issues; 40 countries; applied | power
Agency contribution to to accredited entities | /high
the SDGs by GCF (2nd from interested
Korea)
Support Korean Involved in diverse ,
o : . Promoter:
companies climate finance nedium
The Export—Import Public activities with initiatives (green ower
Bank of Korea other countries; bond, EDCF (ODA 7hi \
contribution to loans), and a part of intSrested
the SDGs ETS)
Supbort Korean The only accredited Promoter;
Korea pport , entity by GCF in medium
. companies :
Development Public o . Korea; Development | power
activities with . . . .
Bank other countries: Financial Institute /high
" (DFI) of Korea interested
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(Appendix 4) Continued

: Positi
Stakeholder Type Stakes Resource/ influence osi|st|soune on
Expand .
. : Promoter,;
: investment and Some networks with
Korean Private . . . o low power
: Private | business in other companies in :
Companies developing developing countries /high
. interested
countries
Expand Promoter;
Korean Private investment and Resource for FDI, ow ovve,r
Financial Private | make more profit = Private finance for Jhi hp
Institutions from the investment /Mg
. interested
investment
Secondary stakeholders
Ministry of Trade, Keep . Direct influence on Neutral;
. competitiveness . .
Industry and Public Energy issues and high power
of Korean : :
Energy o Industry in Korea / interested
companies;
Better energy .
. . Some budget to Neutral;
Ministry of infrastructure for .
. . _ support farmers and | medium
Agriculture, Food | Public | farmers; . )
. . cooperation with other | power
and Rural Affairs adaptation issues : :
. countries / interested
in Korea
Energy
Ministry of Land, management . Neutral;
. Information about .
Infrastructure and | Public | system for sectors high power
Transport buildings and / interested
transportation
h N l;
. Strengt en Some budget support eu’;ra
Ministry of . capacity of medium
. Public for technology
Science and ICT Korean novation power
Technology / interested
External stakeholders
Meet the NDC _ Promoter:
. , Global Network:; low power
UNFCCC Public | goals; more . .
. . Supervision of NDCs | /high
climate finance .
interested
Meet the NDC Global Network, Promoter,;
. _ Information about the | low power
UNEP Public | goals; more . .
. ) whole environment /high
climate finance . .
issue interested
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(Appendix 4) Continued

: Position on
Stakeholder Type Stakes Resource/ influence - sue
| Meet the NDC Financial mechanism | Promoter,;
Green Climate Public | goals: more to cooperate between | low power
Fund (GCF) goals. M public and private /High
climate finance .
actors interested
Governments of Promoter:
Developed Contribution to Peer review and ow ovvér
Countries Public | SDGs and climate | pressure; share the Jh hp
(ODA Donor change issues experiences /Mg
. interested
Countries)
Governments of Need more Influence through Promoter;
Developing finance for : .
) . international low power
Countries Public | development and : . :
. : agreement like Paris | /high
(ODA Recipient climate change Adreement terested
Countries) (adaptation) 9
More aid and _
o Promoter;
activities to solve = Network among oW Dower
OECD DAC Public | development and | donors and recipients; Jhi hp
climate change information and data |/ 9
. interested
issues
Non-Korean Public I\/Iorg opportunity Experlences to. . Promoter;
Companies Jorivate to join the implement projects in | low power
projects developing countries | /interested
N.on—K_orean Public Better profit and Considerable size of Promoter;
Financial Jorivate performance from fund and network low power
Institutions P their investment /interested
. . P ;
International Reduction of Advocacy 1o the Iorv?/m(z;[\?vrer
Environment Private | GHG; better Y VP
. government /high
NGOs environment ;
interested
. " Introduce new Promoter;
Universities, . Research for .
Public ) . technology or policy | low power
Research : solving climate : :
Institutes /private chanae alternatives to deal /high
9 with climate change | interested

ODA, Official Development Assistance; NDC, Nationally Determined Contribution; GCF,
Green Climate Fund; FDI, Foreign Direct Investment; UNFCCC, United Nations Framework
Convention on Climate Change; UNEP, United Nations Environment Program; OECD,

Organization for Economic Cooperation and Development;

organization.

184 | FHIHLHH

NGO, non-governmental



(Appendix 5) Projection of Korea’s ODA and CRDF by 2030

GN ODA/GNI OPA ™ crpropa  , CRPF

Year (prolgcted, (target, %) (propcted, (target, %) (prolgcted,

mil.$) ’ mil.$) ’ mil.$)
2020 1,770,788.95 0.15 17 :
2021 1,852,309.35 0.165 3,056.31 18.3 559.3
2022 1,937,582.64 0.18 3,487.65 19.6 683.58
2023 2,026,781.59 0.195 3,952.22 20.9 826.01
2024 2,120,086.92 0.21 4,452.18 22.2 088.38
2025 2,217,687.67 0.225 4,989.80 23.5 1,172.60
2026 2,319,781.59 0.24 5,567.48 24.8 1,380.73
2027 2,426,575.52 0.255 6,187.77 26.1 1,615.01
2028 2,538,285.85 0.27 6,853.37 27.4 1,877.82
2029 2,655,138.89 0.285 7,567.15 28.7 2,171.77
2030 2,777,371.41 0.3 8,332.11 30 2,499.63

Source: Data from OECD DAC and the World Bank, projected by author.

ODA, Official Development Assistance; CRDF, Climate—Related Development Finance; GNI,
Gross National Income; OECD, Organization for Economic Cooperation and Development
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