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It is encouraging that the proposed pilot program focuses on addressing the financing needs of
MSMEs in developing countries as a way of engaging key actors for a transformational shift in
private sector engagement. However, more clarity is heeded on private sector actors and their
role. There is no clear definition provided of what is meant by an SME, meaning it is unclear
which types of domestic private sector enterprises will qualify for concessional funding. There is
also no clear time-line for the duration of the pilot program or any process for lessons learned
and upscaling In paragraph (d) of the Decision, such a timeline for a review of the performance
of the whole programme should be added, with a view to extending it beyond the “pilot” phase
if it proves successful.

In paragraph (a) of the decision, and subsequently, the programme should explicitly refer to
micro enterprises: MSMEs rather than SMEs. That is consistent with earlier elaborations (the
Barbados paper). The exclusion of micro enterprises is a serious shortcoming. Any definition
would also need to take account of the informal sector, as informal MSMEs in some developing
countries outnumber formal MSMEs many times over.

The MSME Pilot Programme, as described, seems to be mostly geared towards supporting SME
efforts to “green” operations of MSMEs. There should be at least an equal emphasis on helping
MSMEs build out their mitigation and adaptation product / service offerings, and to incentivize
entrepreneurship and small business growth around providing mitigation and adaptation
solutions, for example in distributed renewable energy or community water systems. This could
be a unique way for the GCF to add value, and prevent a main focus on only greening existing
operations of enterprises, which is likely to apply mostly to medium-size enterprises.

A disproportionally high share of MSMEs in developing countries are operated by women
entrepreneurs in both the formal and the informal sector. The engagement of MSMEs therefore
has the potential to become the main vehicle through which the PSF successfully
operationalizes a gender-sensitive approach. The pilot program must pay particular attention to
the gender dimension of lack of access to appropriate financial service provision (such as
cultural bias of loan officers, collateral requirement etc.) It is estimated that more than 70
percent of women-owned MSMEs in developing countries are un-served or underserved by
financial institutions.

In thinking through private sector support for adaptation services, it is important to keep in
mind that the vast majority of adaptation work is unlikely to be revenue generating.

Given the importance of the MSME sector, both formal and informal, in developing countries,
the proposed MSME program cannot be a pilot program “fig leaf” but needs to be of substantial
size, and focus predominantly on grants and highly concessional loans. Terms and conditions
need to be included to ensure that intermediaries do not employ the high interest rates that
have plagued many microfinance approaches in the past.



The term “pilot program” should not be taken to imply that MSMEs will occupy a minority
position in the orientation of the GCF's private sector work. A wide swath of NGOs has recently
taken a position on this in a letter to the Board, asking that at least 75 % of the GCF resources
directed toward the private sector should be allocated to developing country MSMEs based on
gender-responsive, participatory, needs-based processes.

The MSME programme must prioritize support for local (village level) MSMEs both in the formal
and informal sector over nationally operating actors. The contribution of MSMEs to their local
communities and their enhancements to local and traditional livelihoods, income diversification
and local employment must be the program’s focus, not their contribution to the supply chains
of corporations or governments or their focus on the export of services or products.

The suggestion (in annex II section 6) that “commercial feasibility” should be a key criteria
should be loosened, as this could exclude many worthwhile enterprises that can't necessarily
prove such a track record.

The Fund must exercise caution in relying on financial intermediaries — such reliance brings with
it serious challenges, as extensive evidence from the International Finance Corporation suggests
and can result in inadequate monitoring and transparency on account of commercial
confidentiality and possible regulatory requirements, has the potential for compromised
environmental and social standards and often lacks the accountability to affected communities
and other local stakeholders. Any project financed by the GCF through financial intermediaries,
including through the MSME pilot program, must be held to the same environmental, social,
fiduciary and transparency standards as other projects outside of the program directly financed
by the GCF.

The program should address the issues of accountability of the intermediary to the local
community; for that reason local financial service providers like credit union or cooperatives
should be prioritized over nationally operating private financial actors such as investment and
commercial banks. .

The terms under which intermediaries are engaged should be refined. At present, Annex II
(section V) contains the possibility that intermediaries may simply request a line of credit that
they may blend or on-lend to SMEs.” But this “line of credit” option should also specify rules
according to which a line of credit facility is offered, rather than simply appearing to outsource
responsibility to the implementing entity concerned. There should be a further definition of the
terms under which lines of credit are offered (similar to that listed if intermediaries act simply as
administering agents of the Fund)

The US$100 million figure in paragraph (a) of the Decision should be seen as a floor rather than
a ceiling. A better approach, rather than introduce an artificial limit to the pilot program of USD
100 million (which under the current proposal could be captured by just two intermediaries),
the total allocation for the pilot program should be determined by how many high quality
proposals are submitted, taking a diversity of proposals and geographic balance into account
with a view to a significant upscaling.



The focus on capacity building in the pilot program should be strengthened with a higher
portion of funding allocated for this purpose — for example, the limit cold be increased to at
least 30 percent instead of the 10 percent currently proposed. At least 50% of such increased
capacity building funding under that program should go toward MSMEs in SIDS, LDCs and
Africa. The Fund should focus on helping MSMEs that engage in climate-relevant activities to
develop to a point where they have the capacity to secure funding on their own, not just give
them one-off resources.

Lastly, we want to note that while the MSME program is planning to help with highly
concessional finance to address some of the concrete finance access needs (via paying down
transaction costs), it does not address necessary changes in the policy and regulatory
environment that are also needed to support and strengthen MSMEs in many developing
countries.



