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Introduction

Small Island Developing States (SIDS) are a group of
countries with smaller territorial size and higher remoteness
than other countries in the world. They face unique eco-
nomic vulnerabilities that arise from their small domestic
markets, limited number of skilled workforce, and narrow
natural resource base. According to the Economic Vulnera-
bility Index (EVI), SIDS are the most economically vulnera-
ble among developing countries, particularly to exogenous
and environmental shocks.5!

SIDS are increasingly facing a combination of risks
driven by climate change and commodity price volatility. On
one hand, having most of territorial surface only 3-4 metres
above mean sea level makes small islands vulnerable to suf-
fer a cascade of impacts from global sea level rise expected
to occur between 43 cm to 84 cm by 2100.52 On the other
hand, SIDS rely heavily on food and fuel imports which ex-
pose them to price spikes and supply shortages of essential
commodities.53 The latest IPCC Climate Change Report has
documented all scientific facts evidencing the growing food,
water and energy security threats facing small islands.54

Financing climate and economic resilience in SIDS be-
comes then paramount to provide them with coping means
to withstand the multiple external shocks they face. This is
crucial given that small islands are only responsible for 1%
of global carbon dioxide emissions, and have about 65 mil-
lions of inhabitants at risk of increased food and water inse-
curity.5s Facilitating SIDS’ access to finance for climate ad-
aptation and mitigation projects also fosters the productive
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capacities these countries need to achieve structural trans-
formation and meet the Sustainable Development Goals.

SIDS are increasingly vulnerable to natural
hazards

SIDS have unique geographical conditions that makes
them acutely vulnerable to natural disasters and climate
change. According to the International Disasters Database
(EM-DAT), the occurrence of natural disasters and their as-
sociated economic damages have been increasing at an
alarming rate over the past half of century.

Before the 1990s, SIDS tended to experience less than 15
major natural disasters per year. Starting the 2000s, SIDS
have been hard hit by up to 25 severe climate hazards annu-
ally. Economic damage resulting from natural disasters can
be in between 1% and 9% of SIDS’ GDP each year.5¢ The
amount of damages could be exorbitant in some geograph-
ical regions, such as the Caribbean where natural hazards
cause annual assets damage worth of USD 12.6 billion in as-
sets damage.5” As SIDS are mostly affected by sea level rise,
they experience a range of coastal hazards, including sub-
mergence of land, enhanced flooding and erosion of land
and beaches, among others.58

Recent studies have documented that such occurrence of
climate events lies on the effect greenhouse gas (GHG) emis-
sions have in altering ocean and coastal habitat in SIDS. For
example, UNFCC’s 2019 Special Report on the Ocean and
Cryosphere in a Changing Climate, stresses that SIDS like
Maldives, Kiribati, Tuvalu and the Marshall Islands are un-
der threat from sea level rise which could be of 0.43 m, 1.8
m and 2 m above sea level on average for each country re-
spectively by 2100.59
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The role of climate finance in strengthening resilience-building efforts in SIDS

Building climate resilience in SIDS is of significant con-
cern because natural disasters cause enormous damages to
physical infrastructure, economic activities and livelihoods.
The EM-DAT database documented that SIDS bore a direct
damage worth of USD 22.7 billion from all major natural
disasters they experienced over the past two decades. With
SIDS being at the front line of the climate emergency, their
65 million inhabitants are in danger of experiencing growing
food and water insecurity.6°

Climate finance for SIDS is very small compared
to the climate burden they bear

Enhancing resilience against increased occurrence and
intensity of natural disasters requires SIDS to mobilize more
domestic and foreign resources into climate adaptation and
mitigation processes that develop climate-proof infrastruc-
tures, systems and policies. As SIDS rank the highest in the
Economic Vulnerability Index (EVI) due to the multiplicity
of economic and climate shocks they face, their public fi-
nances are often tenuous and constrained by multiple allo-
cation needs.®

Climate finance then becomes an avenue for SIDS to cre-
ate additional windows for funneling resources into climate-
specific priorities. As climate finance instruments blend fi-
nancing from a variety of sources, these can offer SIDS with
increased abilities to attract investments in resilience build-
ing projects that require low perceived risks and high finan-
cial viability.

Despite SIDS contribute the least to global carbon diox-
ide emissions and are among the most vulnerable to climate
hazards, they receive the lowest amounts of climate finance.
According to the latest climate finance data released by the
Organisation for Economic Development and Co-operation
(OECD), SIDS had access to USD 1.5 billion in climate funds
in 2019 — a stagnant amount that only represents 10% and
2% of climate finance mobilized to least developed countries
(LDC) and developing countries respectively.52

Climate finance can be more available to SIDS
through tailored facilities and alternative
instruments

Access to climate finance is challenging for SIDS because
they have limited fiscal space to borrow money and face
higher transaction costs for receiving cross-border financing
and attracting foreign investment.63 Improving lending
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conditions for climate resilience purposes becomes then
crucial for SIDS to manage competing allocation priorities.

One way for enabling more financial access is by creating
financing facilities that diversify risk exposure associated
with SIDS’s financing needs.54 For example, SIDS can learn
from the case in South Africa where the Green Climate Fund
supported the first Climate Finance Facility in Africa, which
increases private investment in climate-related infrastruc-
ture projects.®s

Another avenue for supporting climate finance efforts in
SIDS is by using debt-for-climate swaps. These instruments
consist of an exchange between bilateral or multilateral debt
forgiveness and debtor commitments to use outstanding
debt service payments for national climate action pro-
grams.®¢ This is an initiative that many regional bodies have
proposed in the Caribbean. In Belize, for example, benefits
from a debt-for-climate swap issued in 2001 included USD
8.5 million forgiven in debt service payments, 300 thousand
acres of rainforest under conservation, and 48 grants dis-
bursed for managing protected areas, among others.¢7

Climate finance plays a role in fostering
resilience and structural transformation in SIDS

Climate finance can enable SIDS to strengthen resilience
building efforts and achieve structural transformation re-
quired to meet the Sustainable Development Goals. While
climate finance instruments target adaptation and mitiga-
tion actions in response to environmental risks, it also offers
a pathway for SIDS to enhance their productive capacities
needed for developing resilience-proof infrastructures, eco-
nomic systems and institutions.

Climate finance can offer an avenue for domes-
tic and international actors to amplify resource
mobilizations into sectors with productive capac-
ity gaps to become climate resilient. While some
SIDS have been able to utilize climate finance in-
struments to a degree, most of them do not have
proper access to these instruments. Increasing cli-
mate financing opportunities for SIDS should,
therefore, be at the forefront of current and future
resilience building initiatives in SIDS.
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