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Do we have enough monei' to
equitably pay for the climgte crisis?

Executive Summary

As the climate crisis continues to wreak havoc on our planet and communities, two things
are clear: 1) its impacts disproportionately affect low-income and communities of color,
and 2) the amount of money needed to scale green technology and on-the-ground
solutions is falling short.

This is why innovative climate financing is needed. Communities that are most impacted
by climate change also tend to be afflicted by perceived financial risks and barriers. These
challenges make it difficult to attract the capital needed to deploy transformative climate
projects.

Alternative financial institutions, public-private partnerships, and blended financing are key
strategies to help close the finance gap. Capacity building is needed across the board, for
communities, local governments, and private sector entities, in order to collaborate
effectively. Not-for-profit entities that can act as middlemen are needed to connect
stakeholders and translate priorities across sectors.

For this guide, the focus is on the United States and its current political context. However, it is
necessary to note that in a global context, the U.S. has demonstrated even more severe
shortcomings. In April of 2023, the Administration approved a mere $1B to go towards

climate finance in developing countries despite promises of at least $11B committed
annually. Significant increases in financial flows to developing nations are essential to help
prevent catastrophic consequences from a crisis largely fueled by wealthier, developed

countries.
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https://www.whitehouse.gov/briefing-room/statements-releases/2023/04/20/fact-sheet-president-biden-to-catalyze-global-climate-action-through-the-major-economies-forum-on-energy-and-climate/

Introduction & Background

Climate change refers to the long-term shift in temperatures and weather patterns felt on
a global scale. Human activities have ‘unequivocally’ been deemed the cause of this crisis,

primarily driven by the fossil fuel industry and its emission of greenhouse gasses that trap
heat in the atmosphere. In the past 20 years, estimates for damages caused by climate
change have reached nearly $3 trillion, and are only expected to increase. From heat waves
to wildfires and floods to tropical storms, climate change is intensifying rapidly, becoming
more destructive and costly every year.

As a response, billions of dollars of public and private capital have been directed towards
the clean energy transition. Many states have developed climate action plans, set
greenhouse gas reduction targets, or passed legislation to address climate change in their
jurisdictions. In the private sector, thousands of for-profit companies have made net zero

commitments.

2022 was a year of historic progress for climate change with the passage of the Inflation
Reduction Act (IRA), the largest climate bill to be made into law in the United States. The IRA
contains a minimum of $369 billion in investments to spur climate and clean energy
projects across the country. The far majority ($270B+) of these investments will be delivered
in the form of tax incentives for clean energy, clean transportation, and energy efficiency
projects. Because these incentives are uncapped, this estimated number could be
exponentially higher.

But is all of this enough to stop the climate crisis from becoming a catastrophe?
Research from the Intergovernmental Panel on Climate Change (IPCC) shows that global

temperatures are continuing to disproportionately rise. The need for more urgent and
impactful actions is increasingly apparent, yet the current state of climate finance reflects

significant shortcomings.



https://www.ipcc.ch/assessment-report/ar6/
https://www.nature.com/articles/s41467-023-41888-1
https://www.cesa.org/projects/100-clean-energy-collaborative/guide/table-of-100-clean-energy-states/
https://www.ipcc.ch/report/ar6/syr/

‘Climate Finance' refers to funding that is drawn down from public and private sources to
support climate mitigation and adaptation efforts. Climate mitigation seeks to lessen the
severity of climate impacts by proactively reducing and preventing the continued increase
of greenhouse gas emissions, while climate adaptation is the process of adjusting to
changing climate conditions, reducing vulnerability, and enhancing the ability of
communities and systems to both cope with and recover from the impacts of climate
change. These efforts work together to lessen the felt impacts of the crisis. To avoid severe
consequences, the United Nations Intergovernmental Panel on Climate Change states that
climate finance for both mitigation and adaptation must increase dramatically over the
next decade. Currently, research by the Rockefeller Foundation and Boston Consulting
Group shows that only 16% of climate finance needs are being met.

To achieve the U.S. Administration’s 2050 net-zero economy goal, Rockefeller estimates the

need for over $3.8 trillion in annual climate investments by 2025. McKinsey projects that
approximately $27 trillion in climate investments will be needed through 2050 for successful
large-scale deployment of climate solutions. The International Energy Agency anticipates

that it will take $4 trillion in annual investments by 2030 to reach the same goal. Despite the
existence of data gaps around how to accurately measure finance flows, there is
consensus that without increased climate financing, the U.S. risks falling short of its goals,
leading to global-scale damages and loss of life due to climate disasters.

To accelerate progress on reaching climate goals and to prevent the finance gap from
further widening, the current approach to climate finance must be altered. Rather than
continuing to work and fund solutions in silos, our approach must embrace what is known
as “blended finance,” that is the public and private sectors combining financial forces to
catalyze change.

This means that the Inflation Reduction Act is just the beginning for the U.S. The IRA should
be seen as a down payment meant to strengthen public-private partnerships and reduce
perceived risks in order to increase private sector investments in sustainable solutions at
scale.
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https://www.ipcc.ch/report/ar6/syr/
https://www.rockefellerfoundation.org/wp-content/uploads/2022/11/Climate-Finance-Funding-Flows-and-Opportunities-What-Gets-Measured-Gets-Financed-Report-Final.pdf
https://www.whitehouse.gov/briefing-room/statements-releases/2023/04/20/fact-sheet-president-biden-to-catalyze-global-climate-action-through-the-major-economies-forum-on-energy-and-climate/#:~:text=Putting%20the%20Power%20Sector%20on%20a%20Path%20to%20Net%20Zero%20Emissions&text=President%20Biden%20has%20set%20an,by%20no%20later%20than%202050.
https://www.rockefellerfoundation.org/wp-content/uploads/2022/11/Climate-Finance-Funding-Flows-and-Opportunities-What-Gets-Measured-Gets-Financed-Report-Final.pdf
https://www.mckinsey.com/capabilities/sustainability/our-insights/navigating-americas-net-zero-frontier-a-guide-for-business-leaders
https://www.iea.org/reports/net-zero-by-2050

Major Climate Finance Players & Financing Mechanisms

Public sector funding stems from the government - whether federal, state or publicly
funded entity - while private sector funding comes from financial and philanthropic
institutions. Subawards and pass-through funding often form natural bridges between
public and private entities. The following sections will break down major public and private
stakeholders, the roles that they play in the world of climate finance, and the specific

financing mechanisms associated with each.

Federal, state, and local governments, along with publicly funded agencies in certain
capacities, all provide funding for climate-related activities. This financing can come in the
form of grants, prize competitions, cooperative agreements, rebates, loans, tax credits, and

more.

Funding can flow from the federal government to state and local governments through
formula grants to disperse within their own jurisdictions, or directly to eligible recipients
such as nonprofit organizations. Formula grants, or mandatory funding, are disbursed to
recipients, typically either state or local governments, according to a fixed set of criteria -
most often based on population size of a state or locality. These funds are pre-determined,
so are not competitive. Funding can also originate from state and local governments
themselves, and their associated agencies, to go directly to recipients.

Government funding, particularly in the form of grants, typically has more restraints, strict
and in-depth reporting requirements, and set timelines by which a project must be
completed. Discretionary, or competitive, grants go to awardees who are chosen from a
pool of applicants based on a review process that involves a set of criteria specific to each
program, agency or Request for Proposal. State and local governments and their agencies,
private for-profit companies, nonprofits, labor unions, and institutes of higher education are
all examples of eligible recipients for competitive grants, though each program will differ.
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Government challenges and prizes (collectively known as prize competitions) are
competitions meant to engage civic innovators, entrepreneurs, businesses, communities,
nonprofits, and citizen scientists to solve problems in areas of national priority. For climate

and energy-related technologies, prize competitions are typically run and administered by

the National Renewable Energy Laboratory (NREL) on behalf of the Department of Energy.

Prizes have defined goals and defined timelines, and are meant to increase the number of
problem-solvers addressing a critical issue. The main difference between grants and
prizes is that grants require applicants to submit a plan of action, whereas prizes are
awarded based on work that is already completed or in progress.

These agreements facilitate the transfer of something of value from federal agencies to
states, local governments, and private recipients for a public purpose or benefit. They differ
from grants in that they include substantial involvement between the awarding agency or
pass-through entity and the non-federal entity carrying out the purpose of the agreement.

REAL WORLD IMPACT

Dream.Org received an American-Made Clean Energy Coalition Prize to build out climate-

related projects in disadvantaged communities across the country. These projects will be
built out by Dream.Org’s Dream Entrepreneurship Network which consists of all Black and
Brown CEOs of companies in the green sector. These companies work in a vast array of
areas, including electric vehicle charging infrastructure, energy efficiency retrofits, solar
energy technology, climate resilience technology, and more. Moving money for climate
projects to communities most impacted by poverty and pollution, and through Black and
Brown businesses will help to create lasting change and both work and wealth-building
opportunities.


https://www.challenge.gov/about/
https://www.nrel.gov/about/compete.html
https://obamawhitehouse.archives.gov/administration/eop/sicp/initiatives/prizes-challenges
https://americanmadechallenges.org/challenges/cleanenergycoalition

Rebates are cash-back refunds given to a customer when they make a specific purchase,
and are meant to incentivize purchases of specific goods or services. For climate resilience,
the IRA set aside funding for two rebate programs - the Home Efficiency Rebates and the

Home Electrification and Appliances Rebates. Both programs are meant to encourage

energy savings, especially in energy-burdened communities, and reduce indoor air
pollution through efficiency and electrification upgrades. Both will be created and
implemented by state energy offices and will include point-of-sale rebates for energy-
efficiency home retrofits like insulation, heat pumps, electric stoves, and more. The Home
Electrification Rebates program is exclusively for low and moderate-income households.
The Home Efficiency Rebates are available to any household, but rebate amounts will be
doubled for low and moderate-income households.

Loans are pools of funding that are expected to be paid back, unlike grants. In some
instances, agencies are also able to provide loan guarantees, which reduce the risk of a
project by having the Federal agency agree to assume the debt should the borrower
default. The Department of Energy’s Loan Programs Office (LPO), which received significant
funding through the IRA, operates programs to provide financing for clean and advanced
energy production and clean vehicle manufacturing projects; the LPO is able to offer lower-
cost loans, more flexible financing options and remains involved in the project for its
lifetime.

Tax Credits and Deductions provide incentives to adopt certain technologies by reducing
the amount of taxes due or the amount of taxable income. Tax incentives are typically
reserved for entities that have a tax burden - but with many of the IRA tax credits, tax-
exempt entities like local governments and nonprofits will also be able to take advantage
of them through a ‘direct pay’ option by receiving refunds equal to the credit in the
following tax season. For the IRA, bonus credits can be added on top of existing credits by
meeting prevailing wage and apprenticeship requirements, or by building specified

projects in low-income or energy-burdened communities.
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https://www.energy.gov/scep/home-efficiency-rebates
https://www.energy.gov/scep/home-electrification-and-appliance-rebates

%); DID YOU KNOW?

DEER

The Inflation Reduction Act is a major source of funding flowing through the

public sector. It contains a minimum of $369 billion in investments to spur
climate and clean energy projects across the country. However, the majority of
these investments will be delivered in the form of tax incentives for clean energy,
clean transportation, and energy efficiency projects. Because these tax
incentives are uncapped, this estimated number could be exponentially higher
especially if the private sector, specifically for-profit entities, take advantage of
these credits to follow through on net zero commitments.

Philanthropy

Philanthropic entities primarily distribute funding through grants and have an important
role to play alongside public capital to further catalyze private-sector investment. In
comparison to government funding, philanthropies are nimble, responsive, and risk-
tolerant. Because of these qualities, philanthropies can provide early and flexible funding
for novel strategies and technologies. According to Bridgespan, philanthropies can provide
“risk capital that encourages and enables experimentation and creativity, which can later
scale.” Furthermore, they can help significantly in the successful implementation of
government-funded programs by deploying funding to pass-through entities like
nonprofits that have more capacity to directly serve disadvantaged communities and local
governments. These nonprofits can provide direct aid and technical assistance to
community-based organizations to assist them in applying for public sector funding and
designing equitable and strategic projects to match their needs. In this way, philanthropy
can help address barriers to applying for federal funding and be a bridge between the
public and private sectors.
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https://www.bridgespan.org/insights/winning-on-climate-change-how-philanthropy-can-spur-progress
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REAL WORLD IMPACT

This year, Dream.Org’s Transformative Communities Team was able to deploy quick
turnaround grants to 6 community-based organizations (CBOs) in disadvantaged census
tracts to support their efforts in applying for Environmental Protection Agency program
funding. After submitting applications, grantees received funding from Dream.Org in as
little as two weeks. The funding was used by CBOs to build their capacity, primarily through
bringing on grant writers and research support. This example demonstrates how
philanthropy can further its influence and increase nimbleness by funding pass-through
entities that are already in partnership with communities in need.



https://www.aspeninstitute.org/wp-content/uploads/2023/03/Funding-Climate-Action-Executive-Summary-March-2023.pdf
https://www.mckinsey.com/capabilities/sustainability/our-insights/its-time-for-philanthropy-to-step-up-the-fight-against-climate-change

Financing Entities

The following section will outline different types of financing entities that are collectively
working to address climate finance gaps alongside government and philanthropy.

The biggest source of catalytic climate funding created from the IRA is the Greenhouse Gas
Reduction Fund, a grant program that will provide billions in funding to 2-3 private financial
institutions. These financing entities will use said funding to expand the lifeline of every
public dollar invested, transform markets, and increase private sector investments by
minimizing risk. Importantly, they will also have a targeted focus on disadvantaged
communities across the country. The GGRF evolved from a decade-long effort to create a
‘national green bank.’

Over 20 green banks exist across the country with more being created, and together their
collective existence has mobilized over $14B in clean energy investment. Green Banks

perhaps more accurately described as loan funds, are mission-driven financing institutions
that utilize traditional financing mechanisms to catalyze the transition towards a clean
energy economy. Unlike traditional banks, green banks are not private for-profit entities.
Instead, they can follow a public, quasi-public, or nonprofit structure. Since green banks are
not-for-profit entities, they can play a big role in connecting stakeholders to drive market
change and enabling the financial health of critical stakeholders to better serve low-
income and disadvantaged communities. Green banks deliver money through direct,
market-based lending to support projects by providing loan guarantees to minimize risk for
the private sector, and by co-lending alongside private investors. Green banks are
incredibly unique and impactful entities due to their role in leveraging partners (different
levels of government, private lenders and investors, nonprofits and community
organizations, developers, utilities, other green banks, and more) to catalyze market
change.
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https://www.greenbankmovement.org/map
https://coalitionforgreencapital.com/what-is-a-green-bank/

Community Development Financial Institutions, or CDFls, are another type of mission-driven
lender that aims to provide fair and responsible financing to communities that traditional
banking institutions often overlook. The 4 major types of CDFIs include community
development banks, credit unions, loan funds, and venture capital funds; each of these
have slightly different business models but share the same overarching goals. In the words
of the Opportunity Finance Network, “CDFIs see people and opportunity where others see
risk.” Nearly 1,400 CDFlIs exist across the country to serve underinvested communities,
increase economic potential, and build wealth. Nationwide, the CDFI industry manages over
$222B. While CDFIs do not by definition have to have a climate focus, community and
economic development often go hand in hand with climate resilience infrastructure. With
the passage of the IRA, more CDFls are developing climate portfolios.

Minority Depository Institutions (MDIs) are banks and credit unions that are primarily owned

and operated by and serve minority communities. According to the Federal Deposit

Insurance Corporation, MDIs “play a unique role in promoting economic viability in minority
and low-income communities.” Across the country, MDIs make up over 140 banks and 510
credit unions. They share a goal of supporting communities of color and closing the vast
racial wealth gap in America. Similar to CDFls, MDIs do not inherently have a climate focus,
but bring an essential racial equity lens to the climate conversation. Similar to CDFIs and
green banks, MDIs function as specialized lenders.

REAL WORLD IMPACT

Collaborations between green banks and CDFls have the potential to successfully tackle
the significant need for targeted investments in communities that are both under-

resourced and overburdened by pollution across the country. CDFls work deeply in

communities on a long-term scale, garnering trust, while also bringing the essential

economic development viewpoint that is often missing from climate conversations.
Meanwhile, green banks provide climate infrastructure and technology expertise that is not
inherent to all CDFls. Both CDFIs and Green Banks have a multiplier effect - in which they
recycle money repaid from borrowers’ loans back into the community to new borrowers -
essentially multiplying the effect of each dollar on local economies. The $20B GGRF
investment represents an opportunity for these two alternative financing institutions to

work together to meet the moment and multiply impact in both of their priority areas.



https://cdfi.org/about-cdfis/cdfi-types/
https://www.fdic.gov/regulations/resources/minority/mission-driven/2-overview.pdf
https://www.fdic.gov/regulations/resources/minority/mission-driven/2-overview.pdf
https://www.nerdwallet.com/article/banking/socially-responsible-banks#cdfiid

Challenges

To meet vast climate financing needs, multiple gaps need to be addressed - knowledge

and information gaps, financing gaps, market and technology gaps, and capacity gaps.
Currently, financing is being approached through uncoordinated and isolated efforts. To
reach our goals, coordination across the public and private sectors will be necessary.

Public private partnerships can help address financing gaps by blending capital and
recycling investments to expand each dollar's lifetime. At the same time, monetary support
for innovative technologies and businesses from finance entities can help directly address
market and technology gaps, but for disadvantaged communities working to advocate for

their own local climate projects, the situation becomes much more complex.

Community-based organizations in disadvantaged and under-resourced communities
face difficult barriers to apply to any sort of climate funding. The world of governmental
funding is complex, with information not being readily available or organized in an
accessible way. Lack of efficient and effective communication of government agencies
means that grant opportunities are not consistently coommunicated down to a community
level. Once a grant opportunity is found, it can take months to be vetted and officially
registered in the application system. Once the organization is in the system and applying
for funding, they may struggle with a lack of capacity for grant-writing. If after all of that
they succeed and receive a grant award, not only must they front the cash themselves to
be refunded by the government down the line, but they also must adhere to strict reporting
requirements.

For these communities, there are gaps in knowledge and information, financing, and
capacity that collectively combine to form a huge roadblock which is difficult to overcome
without external assistance. This inherent barrier in applying for federal assistance has
exacerbated the racial wealth gap and created even further extremes in resource
allocation in communities.
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https://greenbankmovement.org/

Today’s traditional financing institutions like commercial banks are highly susceptible to
perceived risks around both the clean energy transition and minority communities. This in
part is a consequence of the legacy of redlining, where financial services were denied to
residents located in certain neighborhoods and often primarily based on race or ethnicity.
Unfortunately, the impacts of policy decisions made in the past often continue to persist to
this day. For example, although not legal, lending discrimination does continue to prevent

disadvantaged communities from accessing funding. Consider a bank's underwriting
process - if the individuals’ evaluated creditworthiness dictates that a loan would be at a
high risk for default, the loan would be denied.

Green banks and alternative financial institutions like CDFIs and MDIs play an important role
in providing affordable and accessible financing to underserved communities because
their underwriting processes undertake different variables for consideration. For green
banks in particular, 99.62% of loans in the U.S. have been repaid to their green bank lender,

an impressively low default rate of 0.38%.

Solutions

PPPs, defined as interactions between public and private entities for the delivery of climate
finance, are a key way to bridge gaps and support climate projects.

PPPs are typically made up of the following three elements:

1) A formal partnership that defines the roles and responsibilities of all involved entities;
2) Shared risk between entities;

3) Financial reward for both parties.

Public sector entities are primarily government and quasi-government agencies (which
can include green banks) who play the role of providing initial resources to mitigate risk for
the private entity. Private sector entities can be alternative financial institutions that then
provide additional financing at more flexible/affordable rates, as well as businesses that
can provide the innovation, technology, or expertise to physically build out the project.
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https://www.investopedia.com/the-history-of-lending-discrimination-5076948
https://www.brookings.edu/articles/an-analysis-of-financial-institutions-in-black-majority-communities-black-borrowers-and-depositors-face-considerable-challenges-in-accessing-banking-services/
https://coalitionforgreencapital.com/ny-green-bank-shows-the-way-for-private-capital-to-follow/

One of the outcomes of public-private partnerships can be combined funding strategies to
collectively and more holistically support community-based climate projects. Blended
finance is a strategy that can be used intentionally to scale up climate funding by using
initial public resources to attract private capital for projects that may have otherwise been
perceived as too risky. In this way, public dollars can be used as a downpayment to
mitigate risks and help close the finance gap.

Building bridges between historically discrete entities is difficult work, and requires added
capacity and expertise for all stakeholders involved. Not-for-profit entities in the space can
play a role both in connecting public and private sector financiers to each other, as well as
to community-based organizations themselves. For example, Dream.Org focuses on
translating and representing key perspectives between sectors. This involves being a
resource for green banks to incorporate equity and community development principles,
and community development institutions to create climate portfolios. Dream.Org’s Climate
Investments team has been actively working to bring together public and private
stakeholders to influence the creation of equitable financing strategies that support
underserved communities and businesses. On September 20, 2023, Dream.Org’s Climate
Investments team held a roundtable on “Innovative Financing Mechanisms for Climate
Resilience” which brought together representatives from government agencies, advocacy
organizations, financial institutions, green businesses, and more to discuss the complexities

of actually getting projects off the ground in disadvantaged communities.




The conversation stressed the importance of public-private partnerships to fully take
advantage of investments from the Inflation Reduction Act and catalyze private sector
involvement to support transformative, community-led climate projects. The following
visual shows the variety of public and private stakeholders in the room:

Private Sector 28.6%

Electric utility company,
Certified Minority Business
Enterprise, engineering
and technology sector,
solar developer, financial
technology, electric
vehicle charging
infrastructure solutions,
cleantech company, solar
energy finance, and

Non-Profit 39.3%

philanthropic organization,
non-profits, green banks.
Clean air and action
advocacy organizations,
resedrch institutions, think
tanks, environmental and
conservation advocates,

development firms

Public Sector 32.1%

State and federal
government agencies

To better serve communities, nonprofit capacity can be utilized to play an essential role in
facilitating combined funding strategies on the ground. They can help communities
navigate funding environments, build relationships with funders and stakeholders, increase
project buy-in, identify feasible projects, and coordinate the process of blending finance to
support a project. This is an approach that Dream.Org’s Transformative Communities team
has embraced. By directly working with community-based organizations to facilitate
connections and add capacity, they have been able to tailor technical assistance in the
pre-implementation and implementation phases of project deployment to meet the
unique context and needs of each community.
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Conclusion & Key Takeaways

In order to prevent the most severe and destructive consequences of climate change, our
efforts to finance climate mitigation and adaptation deployment must increase
significantly. The current climate financing gap is large and will require a multifaceted and
multi-sectoral approach to reach climate goals on an accelerated timeline. Public dollars
cannot fill this gap on their own, which is why blended finance is needed. The private sector
is needed to increase investments in climate solutions and further spur the transition to a
green economy. Philanthropy can play a role by providing early and flexible funding for
innovative projects, while also funding pass-through entities that are directly connected to
communities. Innovative financing strategies between historically disconnected sectors
require knowledge expansion and overcoming learning curves on all sides to collaborate
effectively. For this reason, not-for-profit entities that are mission-driven, such as green
banks and nonprofit organizations, are key to adding capacity all the way from government
to finance institute to community.

To tackle this crisis in a strategic way that includes key stakeholders, an all-hands-on-deck
approach is pivotal. From all levels of government to community-based organizations to
issue-area experts to innovators and to funders, everyone has a role to play to ensure that
transformative climate projects come to fruition to bring health, wealth, and resilience
opportunities to the places and people that need them most.
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