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The geographical and socioeconomic characteristics of small island developing 
states (SIDS) expose them to unique challenges. Climate change, in particular, 
poses a severe threat to SIDS, with rising sea levels, ocean acidification, 
and changing precipitation patterns negatively affecting their ecosystems, 
economies, and communities.1 This brief assesses the challenges faced by SIDS 

in accessing traditional climate financing and analyses the effectiveness of financial instruments 
pioneered by the SIDS within their blue economy frameworks.
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Introduction

Their remote locations, limited land area, and minimal human and capital 
resources make small island developing states (SIDS) highly vulnerable to 
the adverse impacts of climate change,2 such as rising sea levels that threaten 
their existence and extreme weather events (for instance, hurricanes and 
cyclones) that can cause widespread destruction, loss of life and property, and 

economic setbacks.3 Climate change also often affects SIDS’ water resources, agricultural output, 
and fisheries, directly impacting their food security, sustainable development, and economic 
agendas. Notably, climate change also impacts SIDS’ indigenous livelihoods, cultural heritage, 
and practices, causing economic marginalisation, discrimination, and unemployment.4

The COVID-19 pandemic exacerbated an already precarious situation for most SIDS, widely 
affecting society (particularly health) and the economy, and amplifying existing sustainability 
challenges.5 It also slowed the effects of climate change adaptation and mitigation in the SIDS 
and elsewhere,6 forcing the SIDS that had been pursuing climate-resilient strategies to divert 
already-scarce financial resources to support socioeconomic initiatives undertaken to combat the 
pandemic.7 The United Nations notes that carbon emissions around the world are returning to 
pre-pandemic levels, and greenhouse gas (GHG) concentrations are now at record-high levels.8 
Notably, SIDS are responsible for just under 1 percent of these GHG emissions.9

Given the challenges posed by their limited land area, small population sizes, reliance on 
natural resources, and the high vulnerability of their fragile ecosystems, SIDS have turned 
to their large ocean territory to attempt to control the adverse effects of a changing climate 
through the blue economy framework. 
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Pioneered by economist Gunter Pauli, the blue economy concept is rooted in the 
sustainable development of the ocean and seeks to balance social equity, economic growth, and 
environmental conservation.10 Although SIDS have lower emissions levels than more developed 
countries, they are disproportionately impacted by climate change. As such, the blue economy 
model seeks to offer these countries a framework for sustainable development. The model 
relies on a commitment to the sustainable use of ocean resources, such as sustainable fisheries 
(for example, a reduction of bycatch and increased science-based fisheries management) and 
responsible aquaculture (essentially, preserving marine biodiversity while ensuring a continuous 
food supply).11 The blue economy model can help chart a development pathway for a resilient 
and prosperous future for SIDS based on the principles of conservation and social equity. 
As such, it aligns with most of the Sustainable Development Goals (SDGs), particularly those 
related to poverty (SDG-1), food security (SDG-2), gender equality (SDG-5), energy (SDG-7), 
decent work (SDG-8), climate action (SDG-13), and life below water (SDG-14).12

As of February 2024, several countries, including some SIDS, have integrated blue economy 
principles into their development strategies.a For example, India and Seychelles—which have 
vastly diverse geographies, economies, and population sizes—have recognised the significance 
of their ocean space in driving economic growth, ensuring food security, and mitigating climate 
change.13,14 In these countries, the blue economy strategy is focused on sustainable fisheries 
management, harnessing renewable energy, leveraging marine biotechnology, promoting 
responsible aquaculture, and developing sustainable tourism.15 As such, the blue economy 
model can help SIDS and other coastal countries address climate change by promoting a 
sustainable and climate-neutral economy.

a These countries include Australia, Bangladesh, Belize, Brazil, Canada, Chile, China, Denmark, Fiji, France, India, Indonesia, Italy, 
Jamaica, Japan, Kenya, Madagascar, Malaysia, Maldives, Mauritius, Mexico, Mozambique, Namibia, the Netherlands, New Zealand, 
Nigeria, Norway, Papua New Guinea, Peru, Philippines, Portugal, and Seychelles.
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Climate Change Financing:  
A Persistent Challenge

Although promoting the blue economy is increasingly crucial for the sustainable 
development of SIDS, blue financing remains a significant challenge for 
these countries. Most SIDS struggle to secure adequate climate financing to 
implement mitigation, adaptation, or resilient strategies because their unique 
geographical and environmental characteristics often necessitate higher 

implementation costs.16   

Climate finance refers to international or local financing measures that seek to support 
climate change mitigation or adaptation actions. Several facilities exist to provide such financing 
to countries that are facing the impacts of climate change. For instance, the Global Environment 
Facility (GEF) has operated as a financial mechanism since 1994, and it manages two special 
funds, the Special Climate Change Fund (SCCF) and the Least Developed Countries Fund 
(LDCF), which were created to provide additional funding for SIDS and LDCs; the Green 
Climate Fund (GCF) came into existence under the Paris Agreement to channel finance to 
developing countries and is the world’s largest international fund dedicated to supporting 
climate action in developing countries;17 and the Adaptation Fund (AF) was created under 
the Kyoto Protocol in 2001 to provide financing to countries impacted by climate change.18 
Additionally, several multilateral and regional development banks and bilateral donors, such 
as the African Development Bank, the Asian Development Bank, and Climate Action, provide 
climate financing.19
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While the emergence of such funds since the early 1990s should have alleviated climate 
financing issues, it has remained a persistent challenge for developing countries and SIDS. A 
2022 report by the United Nations Office of the High Representative for the Least Developed 
Countries, Landlocked Developing Countries and Small Island Developing States noted that 
the current financing systems fail to consider SIDS’ unique needs and vulnerabilities, resulting 
in fewer funding options for these countries.20 SIDS’ access to such finance is also impacted by 
bureaucratic hurdles, complex application processes, high transaction costs, small project sizes, 
and data limitations for adaptation projects.21 Some SIDS—such as Aruba, Barbados, Puerto 
Rico, and Seychelles—tend to be ineligible for concessional financing due to their classification 
as high- or middle-income countries despite their severe climate, capacity, and structural 
challenges.22 However, all SIDS face a looming debt crisis, as their vulnerability to climate 
change increases the cost of borrowing to finance much-needed long-term investments.23

According to the United Nations, the annual cost for SIDS to adapt to climate change is 
estimated to be between US$22 billion and US$26 billion.24 As such, a critical financing 
challenge for most SIDS is differentiating between what is considered to be climate finance 
for adaptation projects and what is for investments in their development agenda independent 
of climate impacts. The lack of clear guidelines and methodologies to define these issues and 
estimate the benefits of climate financing puts SIDS at an inherent disadvantage.25 

Accessing climate impact 
finance is a vital tool in SIDS’ 
fight against climate change.
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Alternative Blue Financing 
Mechanisms

G iven the challenge of raising financing through the existing systems, SIDS are now 
adopting alternative and innovative financing mechanisms, including blended 
financing.26 Some of these mechanisms, and associated case studies reflecting 
their use and impact, are discussed below:

• Blue Bonds

Blue bonds allow SIDS to raise funds for environmentally sustainable and ocean-related projects. 
The funding can then be allocated towards supporting fisheries, marine conservation, renewable 
energy, and other sustainable blue economy sectors. These bonds attract socially responsible 
investors and provide a dedicated funding source for blue economy projects.

However, such bonds also have some disadvantages. The lack of a standardised framework for 
green and blue bonds can lead to challenges defining which activities qualify as environmentally 
sustainable. The bonds also have a limited market size and appetite. Additionally, robust 
monitoring and reporting are required to ensure that the funds from these bonds are used for 
their intended purposes.27

Nonetheless, blue bonds have gained increasing attention in recent years for successfully 
supporting the transition of marine protected areas, through initiatives such as marine spatial 
planning, coral reef restoration, and fisheries and tourism management.28 Currently, blue 
bonds are funding conservation trusts in Belize, Ecuador, and the Seychelles.29
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The Seychelles was the first country in the world to launch a blue bond, amounting to US$15 
million (see Figure 1). The bond was partially guaranteed by the World Bank by a sum of 
US$5 million and further subsidised by the GEF with a US$5 million concessional loan.30 The 
proceeds of the blue bond are administered by two bodies: US$3 million from the Seychelles’ 
Conservation and Climate Adaptation Trust (SeyCCAT) is used to provide grants, and US$12 
million from the Development Bank of Seychelles is used to provide loans.31 The Rockefeller 
Foundation was also involved as a donor, granting US$425,000 to assist with the transaction 
costs for the bond.

Six other countries (Belize, Fiji, Palau, Portugal, Barbados, and Indonesia) have adopted 
similar bonds.32

Figure 1: The Structure of Seychelles’ Blue Bond

Source: Blue Bond: The Seychelles Experience33
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• Debt-for-Nature Swap

This is a debt instrument that involves purchasing a developing country’s debt at a discounted 
rate and cancelling the debt in return for environment-related action. Debt-for-nature swaps 
are beneficial when the debt amounts are marginal. However, research has shown that debt 
swaps alone may not counter climate change or generate new capital; therefore, needs covered 
by sovereign debt must still be addressed.34 Nonetheless, the instrument has been promoted to 
generate greater awareness among policymakers on accelerating environmental degradation.35

In 2015, the Seychelles closed its first debt-for-nature swap. This finance swap, also known 
as the ‘dolphins for dollars deal’, now funnels a stream of the country’s repayments into the 
SeyCCAT trust to invest in schemes contributing to its blue economy strategy.36 In 2020, a 
third of Seychelles’ ocean territory was effectively declared a marine protected area. This was 
the result of the Seychelles Marine Spatial Plan, which was an output of the debt-for-nature 
swap.37 Seychelles has thus exceeded its commitment to protect 10 percent of its exclusive 
economic zone under SDG-14.5 (by 2020, conserve at least 10 percent of coastal and marine 
areas, consistent with national and international law and based on the best available scientific 
information).38

• Impact Investment Funds

In 2023, the International Institute for Environment and Development noted that the world’s 
most climate-threatened countries spent billions more to pay their debts than they received 
to tackle climate change.39 Private-sector investors have been providing blue sector companies 
(sectors relating to aquaculture, renewable energy, ports and shipping, and sustainable fisheries), 
and entrepreneurs with impact investments for their blue economy strategy and contributing 
capital towards projects with social and environmental impacts.40 Impact investments mobilise 
private-sector funding and expertise towards development finance that may be lacking through 
public-sector mechanisms, often aligning these investments to meet the SDGs.41 
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Several impact investment funds have gained attention in recent years, including the 
Sustainable Ocean Fund, which focuses on marine-related industries; the Ocean Assets Fund, 
which invests in companies working to use ocean resources sustainably; and the Blue Ocean 
Partners investment firm, which invests in companies working on the blue economy strategy. 

• Other Financing Avenues

Other forms of financing for the blue economy framework include public-private partnerships, 
which can involve joint investments, risk-sharing, and long-term commitments. Additionally, 
oceans and fisheries insurance provide financial protection against risks such as natural 
disasters, overfishing, and climate change impacts.42 SIDS can also explore opportunities to 
generate carbon credits through blue carbon projects, as seen through conserving mangroves 
and seagrass meadows. While the blue carbon offset market remains nascent, these credits 
could potentially be sold to climate-conscious entities seeking to offset their carbon emissions. 
The Blue Peace Financing Initiative launched by the United Nations and the Swiss Agency 
for Development also indicates the changing landscape of blue financing.43 For instance, the 
initiative proposes to transform global perceptions around water from a conflict-based resource 
into a peaceful instrument for multisectoral investment and promote access to capital for non-
sovereign entities.44 

To effectively promote the blue economy strategy in SIDS, a combination of these financial 
instruments, tailored to the specific needs and circumstances of each country, may be necessary. 
Additionally, enhancing financial literacy, governance structures, and regulatory frameworks 
can create an enabling environment for successful implementation.

Research, collaboration, and 
investments are needed to 

promote SIDS’ blue economy 
strategies.
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Conclusion

I nternational collaborations and national-level linkages will be crucial for SIDS to finance 
their blue economy agenda in a post-pandemic era. Notably, COP28 was viewed as a 
potential catalyst for global action that could support SIDS’ blue economy strategies 
by mobilising resources, fostering partnerships, and raising investments in fisheries, 
marine conservation, and resilience projects. 

In December 2023, the United Arab Emirates pledged US$30 billion to a new fund to invest 
in climate-friendly projects worldwide, with US$5 billion earmarked for the Global South.45 This 
followed the announcement at COP28 that the Loss and Damage Fund, a long-sought fund to 
help economically weaker countries deal with climate change, had received over US$726 million 
in contributions.46 However, this pledge is equivalent to less than 0.2 percent of the irreversible 
economic and non-economic losses that developing countries face from global warming each 
year.47 Additionally, pledges have fallen short of what is needed, with some estimates for the loss 
and damage incurred in developing countries from climate change thought to be greater than 
US$400 billion a year.48 

The GCF also received pledges of US$3.5 billion at COP28. This might help the fund establish 
a dedicated envelope for SIDS within its Enhanced Direct Access pilot, a programme that seeks 
to channel more immediate climate funding to developing countries.49 This recommendation 
comes from the need for a dedicated financing mechanism for SIDS and may present a solution 
that will also serve to facilitate access by building robust regional and country systems and 
strengthening institutional capacity.
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Still, SIDS are confronting the fallouts from climate change, which is testing their economic 
and social resilience.50 Notably, the theme for the upcoming Fourth International Conference 
on Small Island Developing States (scheduled to be held in May in Antigua and Barbuda) is 
‘charting the course toward resilient prosperity’. The SIDS are expected to collaborate to form 
a robust negotiation group to advance their joint interests by calling for an urgent and clear 
way forward. Despite ambitious nationally determined contributions, SIDS recognise that 
international collaboration on climate change financing will continue to be the cornerstone for 
resilience building. To that end, a more substantial and accessible framework that integrates the 
principles of international collaboration and efficient fund utilisation is required for SIDS to 
withstand climate impacts.

This report is published under the SUFIP Development Network. The SUFIP network is a joint collaboration between the 
Agence Française de Développement (AFD) and the Observer Research Foundation (ORF) aimed at fostering cooperation and 
knowledge exchange for strengthening responses to developmental challenges in the Indo-Pacific.
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