CLIMATE
POLICY

CIimate-ResiIient INITIATIVE
Debt Clauses (CRDCs)

Contractual clauses embedded in debt instruments that pause principal and/or interest payments for
1-2 years after a defined natural disaster (e.g., hurricane, flood, earthquake). They function as terms that
can be included in debt contracts to create a state-contingent instrument where they identify a set of
conditions (or triggers) under which debt service is temporarily ‘frozen,’ and the repayments postponed
according to a pre-agreed schedule.

By providing immediate liquidity without triggering cross-default or a credit downgrade, CRDCs buy
governments time to respond to disasters while maintaining creditworthiness.

RISKS ADDRESSED

= Liquidity risk: By suspending debt service, CRDCs help preserve hard currency (foreign exchange)
reserves that governments would otherwise use for debt payments, freeing up these funds for urgent
post-disaster needs such as emergency imports and reconstruction.

= Credit Risk: Avoids the technical default of missing scheduled repayments during or immediately
following a disaster.

APPLICATION AND IMPACTS

= Sovereign finance: Particularly suited for climate-vulnerable economies such as small island states and
disaster-prone EMDEs.

= Cross-sectoral impact: Provides fiscal breathing space that enables governments to redirect funds to
health, infrastructure, agriculture, energy, and disaster response immediately after a crisis.

= Considerations: Works best as part of a wider disaster risk financing strategy (alongside CAT bonds,
parametric insurance, and contingency funds).

TYPE OF INSTRUMENTS & PROVIDERS

A. Commercial providers

* Investment banks and legal advisors: Support governments in structuring CRDCs for private debt
markets. They advise on clause drafting, pricing implications, investor consultations, and legal reviews
(e.g., cross-default, pari passu clauses).

* Insurance and risk pools : Offer insurance-linked CRDCs where debt deferral is triggered in parallel with
a parametric insurance payouts. These structures combine the fast liquidity of insurance with contractual
payment pauses, ensuring quick fiscal relief.
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B. Concessional / public providers

Multilateral development banks (e.g., World Bank, IDB, AFDB, EBRD): Offer sovereign and sub-
sovereign loans with embedded CRDCs that allow for automatic deferral of debt service (typically 1-2
years) following disasters. These clauses are now being systematically integrated into new lending
operations.

Bilateral creditors (UKEF, JICA, Paris Club): Official creditors such as the UK's UKEF and Japan's JICA
are piloting CRDCs in bilateral loan agreements, particularly with climate-vulnerable countries (e.g., the
Pacific Islands). These instruments mirror MDB designs but may offer more flexibility in negotiation and
political alignment.

Climate funds (e.g., GCF, CIF, Adaptation Fund): Exploring how to incorporate CRDCs into concessional
finance packages. These actors may offer grants or highly concessional loans that include CRDCs,
particularly in support of broader climate resilience goals.

C. Key Technical Assistance Providers:

Multilateral development banks (e.g., World Bank, IDB, EBRD): Embed CRDCs in lending operations and
provide legal and operational support.

Investment banks and legal advisors: Advise on structuring, trigger design, and fiscal impact modeling.

International Capital Market Association (ICMA): Provides standardized clauses and market-aligned
legal guidance.

DEBT SUSTAINABILITY

Direct effect: Temporary standstill on debt service reduces short-term repayment pressures, freeing
fiscal space when disasters strike.

Indirect effect:
= Preserves sovereign credit ratings by avoiding technical default.
= Reduces reliance on costly emergency borrowing, lowering debt distress risk.

Helps governments protect development spending (health, social safety nets, infrastructure) rather than
diverting scarce resources to creditors.

Long-term Implications: If integrated across portfolios, CRDCs can enhance overall debt sustainability
frameworks, but careful design is needed to prevent overuse or excessive risk premia.

Example: Barbados' CRDC operation unlocked USD 125 million in fiscal savings for climate resilience
(GCF 2025)

INTERNAL CAPACITY REQUIREMENTS FOR MOFS/USERS

A. Minimum requirements:

Authority to contract contingent clauses into debt instruments.


https://thedocs.worldbank.org/en/doc/6857abe91ef32973cfab7f689e9f00fe-0340012023/original/CRDC-Product-note-EN.pdf
https://www.iadb.org/en/how-we-can-work-together/public-sector/financing-offerings/climate-resilience-debt-clause
https://www.afdb.org/en/news-and-events/press-releases/cop28-african-development-bank-international-partners-commit-climate-resilient-debt-clauses-67000
https://www.ebrd.com/news/2023/ebrd-to-offer-climate-resilient-debt-clauses-in-sovereign-municipal-loans.html
https://www.greenclimate.fund/news/barbados-launches-worlds-first-debt-climate-resilience-conversion
https://www.iadb.org/en/how-we-can-work-together/public-sector/financing-offerings/climate-resilience-debt-clause
https://www.ebrd.com/news/2023/ebrd-to-offer-climate-resilient-debt-clauses-in-sovereign-municipal-loans.html
https://www.lazard.com/media/4bbozlrj/climate-and-sovereign-debt-vulnerabilities-some-practical-solutions.pdf
https://www.icmagroup.org/assets/Chairs-Summary-UK-Chaired-Private-Sector-Working-Group-Sub-Group-on-CRDCs.pdf
https://www.greenclimate.fund/news/barbados-launches-worlds-first-debt-climate-resilience-conversion
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Basic debt management office capacity.

Disaster monitoring capacity (meteorological service, finance-disaster agency coordination).

B. Requirements for full integration:

Integration of CRDCs across the portfolio.

Technical expertise for parametric trigger design and loss modeling.

Coordination with central bank and disaster risk management systems.

0

. Pathways:
= Phase 1(0-2 years): Legal review, staff training, pilot clauses with MDB partners.

* Phase 2 (2-5 years): Expand CRDCs across debt portfolio, integrate disaster monitoring systems,
strengthen coordination with central bank and MoF.

= Phase 3 (5+ years): Develop parametric triggers and advanced loss modeling; provide TA to peer
countries; participate in international standard-setting.

REGULATORY CAPACITY REQUIREMENTS

A. Minimum:

* Legal authority for MoF/Parliament to approve automatic deferrals; coordination between MoF and
central bank.

B. Requirements for full integration:

= Clear governance rules for independently assessing and declaring triggers, audit capacity to verify
application, and communication protocols with creditors.

C. Pathways:

* Phase 1(0-12 months): Conduct legal gap analysis; consult with creditors, regulators, and civil society;
adapt international best practices.

* Phase 2 (1-3 years): Approve new legislation authorizing CRDCs; establish operational protocols for
activation; initiate regional coordination.

= Phase 3 (3-7 years): Create comprehensive governance frameworks with independent audits; harmonize
regional standards; provide TA to peer countries.

FINANCIAL MARKET READINESS

A. Shallow markets

* Characteristics: Reliance on MDB/official lending; weak debt management institutions; limited private
investor participation.

= Constraints: Creditor reluctance; limited legal/technical expertise; high borrowing costs.
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= Applicable solutions: MDB-led CRDCs with standardized clauses; grants for TA and implementation;
simple, transparent triggers (e.g., hurricane windspeed thresholds monitored regionally by independent
third parties).

* Readiness pathways:
* Year 1-2: Capacity assessment + MDB pilot.
= Year 3-5: Expand to more creditors with standardized terms.

* Year 5+: Regional pooling to lower costs (e.g., Caribbean/Pacific models).

o

. Emerging markets

= Characteristics: Growing investor participation; moderate debt management capacity; partial
institutional resilience.

= Constraints: Higher risk premia; investor unfamiliarity with CRDCs; technical complexity of triggers.

= Applicable solutions: Gradual rollout via new issuances; intensive investor education; regional
coordination to align standards.

* Readiness pathways:
= Year 1-2: Capacity assessment + MDB pilot.
* Year 3-5: Expand across debt portfolio; develop regional standards.

*  Year 6-10: Innovation leadership in clause design and data systems.

C. Mature markets
= Characteristics: Deep, liquid markets; sophisticated investors; strong legal/regulatory frameworks.

= Constraints: Complex investor base; high documentation requirements; expectation of advanced trigger
mechanismes.

« Applicable solutions: Market leadership in innovation; integration with green/sustainable bond markets;
ICMA-standardized clauses.

* Readiness pathways:
*  Months 1-6: Market consultations + ICMA guidance adoption.
* Months 7-18: Legal/regulatory approval.
* Year 2-3: Pilot MDB-backed CRDC bond.

* Year 4-5: Expand to broader commercial market + provide TA to EMDE peers.
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PRICING CONSIDERATIONS

* Costs: 10-25 basis point premium in commercial markets; negligible or no additional cost in MDB loans.
= Drivers of cost: Trigger design, length of deferral, creditor type.
= Role of concessional support: MDBs and climate funds can absorb costs or subsidize premiums.

* Economic value: Avoids austerity and costly emergency borrowing. Example: Grenada's 2015 hurricane
clause suspended USD 12m in interest (11% of bond value) after activation.

AVERAGE TIMEFRAME TO DEPLOY

* MDB lending: 12-24 months (legal framework + operational integration).
* Bond issuances: 2-4 years (market consultation + legal prep).
= Bilateral lending: 2-3 years (legislative approvals).

* Regional harmonization: 5-8 years (requires political agreement + technical standards).

KEY CHALLENGES TO UPTAKE

= Technical: Objective trigger design, data reliability, independent verification.
= Market: Investor unfamiliarity, uncertainty from rating agencies.
= Legal: Interaction with pari passu clauses, collective action clauses, cross-default provisions.

= Political: Concerns over moral hazard, debt sustainability, and precedent-setting.

HOW TO ADDRESS KEY CHALLENGES

A. Practical steps for Ministries of Finance (MOFs)
* Conduct legal gap analysis.

= Start with MDB pilots.

= Develop clear disaster data systems.

*  Map creditor willingness.

B. Role of donors/DFls

Provide TA for legal and trigger design.

* Fund regional disaster data hubs.

Subsidize premiums.

Promote international standardization (ICMA, G20, Paris Club).



C. Examples
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* Trigger & Data Reliability: Example: The CCRIF uses independent weather data to trigger payouts;
linking this to CRDCs would ensure objectivity.

* Creditor Acceptance & Pricing: Example: EBRD's adoption of a 2-year CRDC deferral for municipal
lending has set a precedent without major pricing penalties.

* Legal & Institutional Barriers: Example: Grenada's 2015 hurricane clause avoided a cross-default

event by embedding objective criteria; ICMA guidelines now provide standardized terms.
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KEY TERMS

AfDB African Development Bank

CAT bonds Catastrophe Bonds

CCRIF Caribbean Catastrophe Risk Insurance Facility

CIF Climate Investment Funds

CPI Climate Policy Initiative

CRDC Climate-Resilient Debt Clause

DFI Development Finance Institution

EBRD European Bank for Reconstruction and Development
EMDEs Emerging Markets and Developing Economies

JICA Japan International Cooperation Agency

GCF Green Climate Fund

ICMA International Capital Market Association

IDA International Development Association

IBRD International Bank for Reconstruction and Development
NDCs Nationally Determined Contributions

UKEF UK Export Finance



https://www.ccrif.org/sites/default/files/publications/technical-materials/Technical_Paper_1_CCRIF_Policies_March_2015.pdf
https://www.climatepolicyinitiative.org/publication/climate-resilient-debt-clauses-a-primer-for-fics-members/
https://www.icmagroup.org/assets/Chairs-Summary-UK-Chaired-Private-Sector-Working-Group-Sub-Group-on-CRDCs.pdf
https://www.icmagroup.org/assets/Chairs-Summary-UK-Chaired-Private-Sector-Working-Group-Sub-Group-on-CRDCs.pdf
https://www.greenclimate.fund/news/barbados-launches-worlds-first-debt-climate-resilience-conversion
https://www.afdb.org/en/news-and-events/press-releases/cop28-african-development-bank-international-partners-commit-climate-resilient-debt-clauses-67000
https://www.ebrd.com/news/2023/ebrd-to-offer-climate-resilient-debt-clauses-in-sovereign-municipal-loans.html
https://www.afdb.org/en/news-and-events/press-releases/cop28-african-development-bank-international-partners-commit-climate-resilient-debt-clauses-67000

