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Amid the rising damage and escalating 
costs associated with climate change, U.S. 
leaders increasingly recognize the need for a 
comprehensive national response. It will take 
trillions of dollars, both public and private, to 
modernize the nation’s electric grid, construct 
new manufacturing facilities, and retrofit enough 
buildings to dramatically reduce the country’s 
carbon footprint and protect people and physical 
assets from an increasingly unstable climate.1  

While the federal government and many state and 
local governments are launching historic climate 
investments, they cannot meet these challenges 
alone. The private sector has an immense role 
to play. Banks, investment funds, insurers, and 
other financial institutions are adept at moving 
large amounts of capital, with speed, to almost 
every corner of the country. Financial institutions 
serve as the matchmakers between savers and 
investors seeking returns on their capital and 
project developers who require upfront funding. 
Put differently, financial markets help convert the 
country’s climate intentions into climate action. 

But even if they can move money quickly, financial 
markets are not nearly as adept at advancing 
broader social objectives. The most profitable 
projects often do not align with the most urgent 
climate challenges or social needs, leading to 
over-development of some kinds of projects, 
under-development of others, and exposure to 
heightened economic and financial risk.2 Climate 

risks are especially pronounced for the most 
vulnerable people, businesses, and places, many 
of whom already face relatively large climate 
impacts like extreme heat and costly disasters, as 
well as localized pollution from emissions-intensive 
activities.  

Despite the bold pledges and commitments by 
many government actors and businesses, the 
specific policies and processes by which U.S. 
investors choose and execute on projects are, in 
many respects, out of sync with climate equity: 
the goal of ensuring that all peoples—irrespective 
of their identity, location, or background—are not 
adversely impacted by climate change and that 
they have equal opportunity to benefit from climate 
policies.3 If stakeholders want to meet those 
pledges and commitments, they need a sober 
assessment of what is limiting both aggregate and 
targeted investment in vital climate action. 

This report examines the barriers to financing 
projects that could deliver more equitable climate 
outcomes across five key sectors: buildings, 
transportation, energy, industry, and agriculture. 
Each of these sectors is a major contributor to 
national greenhouse gas (GHG) emissions and each 
is experiencing the impacts of a changing climate in 
significant and costly ways. In other words, each of 
these massive, capital-intensive sectors is pivotal 
for progress on climate mitigation and adaptation. 
More detailed context is available in sector-specific 
briefs.
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FIGURE 1

General flow for climate investments in the U.S., including relevant stakeholders

SOURCE: Brookings’ analysis of climate financing across different built environment sectors 

Across all these sectors, a consistent theme 
emerged through the in-depth interviews with over 
30 experts and the extensive literature review we 
conducted: public policy has not done enough to 
incentivize climate investments at the scale needed 
to address long-term environmental and social 
costs.  

Unleashing private capital to scale up and speed 
up project delivery, then, requires addressing 
underlying market and policy failures to better 
align with and respond to climate risks. This report 
identifies nine pain points that limit more equitable 

climate investment, organized into three main 
categories: information, pricing, and governance. 
While each of these pain points matters in and of 
itself, the complex interplay between them also 
explains why private investors are not yet delivering 
all that they can. 
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Information pain points
PAIN POINT 1: CLIMATE ACCOUNTING IS IMMATURE

Many in the financial sector recognize the need for improved accounting methods for tracking companies’ 
and government actors’ total emissions and physical risk exposures. Yet even with greater attention, 
the lack of consensus about how to quantify climate benefits and costs makes it more difficult to 
fundraise for mitigation- and resilience-focused projects, particularly for climate-related social projects 
where traditional financial accounting would underestimate their benefits. Conversely, a lack of climate 
accounting standards also creates openings for greenwashing, a practice where asset owners and 
investors overstate the climate-related benefits of their projects or financial assets.

FIGURE 2

Share of companies issuing climate-related disclosures by global region
Fiscal year 2022

SOURCE: Data from FSB Progress Report on Climate-Related Disclosures (2023).

https://www.fsb.org/2023/10/progress-report-on-climate-related-disclosures-2023-report/
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PAIN POINT 2: THE CURRENT INFORMATION ENVIRONMENT POSES 
DISADVANTAGES TO SMALL ACTORS.

Climate analytics is a growing field, with rapid improvements and the near-constant introduction of new 
products to track environmental risk, emissions, sustainable investment opportunities, and more.4 Yet 
there are real barriers to acquiring and using this data among public and private actors alike, including 
financial cost, data management proficiency, and the expertise needed to understand each product’s 
advantages and disadvantages. That sort of information environment inherently favors larger companies, 
investors, public agencies, and research institutions that can commit the human and financial resources 
required to use climate data effectively.

PAIN POINT 3: LIMITED GOVERNMENT CAPACITY INCENTIVIZES NEGATIVE 
OUTCOMES.

Local, state, and federal government staff are involved in all the major economic sectors that need to 
physically transform to address climate change. Yet after decades of underfunding, especially when it 
comes to human capital, many public agencies are not prepared to effectively manage more climate-
focused projects, let alone equipped to embed climate equity considerations into their financing, 
construction, or long-term maintenance and operational plans. Instead, limited staff knowledge can make 
it easier for maladaptive projects to advance, creating the potential for negative externalities for vulnerable 
groups or regions.
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Pricing pain points
PAIN POINT 4: CLIMATE-RELATED BENEFITS AND COSTS ARE UNDERPRICED, 
AND IN SOME CASES THEY ARE UNPRICED, PARTICULARLY DUE TO A LACK OF 
ESTABLISHED COST-OF-CARBON METRICS OR SIMILAR MEASURES.

Economists, regulators, and some business leaders have long argued to use better pricing, supported 
by smart and fair pricing policies, to address such market failures.5 Yet even with past successes like the 
Acid Rain Program and tax credits for renewable energy generation projects, pricing policies are not yet 
comprehensive. Stopgap solutions like first-loss capital and other impact investing techniques do support 
some projects, but they are dependent on the highly specific preferences of particular asset owners and 
their willingness to run reputational and other risks, as recent public debates around environmental, social, 
and governance policies have underscored.6 

PAIN POINT 5: CURRENT FINANCING MODELS OFTEN FAVOR GHG-EMITTING 
PROJECTS THAT USE ESTABLISHED TECHNOLOGIES.

Since capital projects often are in operation for decades—and have high upfront construction costs—
lenders want deals that give them a high degree of confidence that these projects will work as intended 
and that the developers can comfortably repay their debt over long time periods. That kind of financing 
environment inherently favors projects using well-established technologies and asset owners with 
well-established credit, even if the proposed projects also generate higher emissions than alternative 
proposals. The term most frequently used among insiders is bankability: emissions-saving projects 
typically do not have an expected profitability advantage over more polluting projects.
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FIGURE 3

Total private finance flows for climate mitigation and adaptation in the U.S. and 
Canada
In billions of dollars, 2021-2022

SOURCE: Brookings’ analysis of Climate Policy Initiative data. 

PAIN POINT 6: INSURERS, COMMUNITIES, AND OTHER PARTNERS ARE NOT YET 
CAPTURING REVENUE STREAMS TO ACCELERATE ADAPTATION PROJECTS. 

The core issue is a lack of revenue, or agreed-upon cost savings (revenue by another name), associated 
with adaptation projects.7 While such projects aim to reduce future damage by improving environmental 
resilience, avoiding future damage is not the same as creating new, present-day revenue—and investors 
need long-term revenue streams to finance projects.8 Instead, governments and insurers tend to wait until 
damage occurs and then fund rebuilding efforts. The result is that such proceeds disproportionally flow to 
the wealthiest households and businesses (since they experience the greatest on-paper losses), the long-
term repayment burden is dispersed across society, and many low-income communities are still left most 
at risk.9 
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Governance pain points
PAIN POINT 7: FRAGMENTED POLITICAL AUTHORITY OVER PROJECTS OFTEN 
CLASHES, CREATING UNCERTAINTY AMONG PRIVATE INVESTORS. 

With the need to reduce emissions everywhere, the patchwork policies that have emerged make it harder 
to deploy private financing in the locations that need it the most. Regulating emissions is one area of legal 
contention between different levels of government, as is seen from California’s long-standing authority to 
set air quality standards that exceed those in the federal Clean Air Act. Real estate markets suffer from 
a different set of regulatory and policy complexities, with each level of government having distinct yet 
interacting responsibilities, all of which create friction in the pursuit of decarbonization and adaptation.

PAIN POINT 8: PUBLIC DEBATES HAVE STRUGGLED TO BALANCE THE NEED FOR 
NEW CLIMATE INVESTMENTS WITH ONGOING DEMANDS TO FINANCE ESTABLISHED 
ECONOMIC ACTIVITIES WHERE CLEAN TECHNOLOGIES ARE NOT YET AVAILABLE.

America’s climate debates are overly reductive, missing critical nuances in the phasing and location of 
climate-related project financing.10 For example, even if the entire country agreed on an aggressive vehicle 
and home electrification strategy, the economy still would need investment in the oil and gas industry for 
use in sectors as they transition, plus some uses that may never transition.11 Where such fossil fuel–related 
industrial transitions will occur, it is especially important to consider how to support career transitions for 
the workers and households who depend on these industries.
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MAP 4

Concentration of fossil fuel employment by county
2023

SOURCE: Brookings’ analysis of Lightcast data. 

PAIN POINT 9: POLITICAL TIMELINES—WHETHER RELATED TO ELECTION RESULTS 
OR TERMS OF OFFICE—OFTEN MISALIGN WITH PROJECT DELIVERY TIMELINES.

Officials win elections by promising to solve problems, and they stay in office—or earn higher offices—
when they have a clear record of achievement. Yet many climate-related projects take years to show 
results, so it is little wonder that elected officials are far more likely to deliver climate pledges than 
to commit serious public dollars to building or financing such projects.12 Policy reversals are an even 
more egregious example of political misalignment, as evidenced by recent presidential administrations 
flip-flopping on global climate agreements. Such political volatility introduces market volatility, forcing 
investors to question whether they should adhere to today’s policy environment or imagine future 
scenarios.
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CONCLUSION

Climate change is a truly wicked problem. When 
trying to capture the scale of the challenge, it is 
not enough to point out that it will cost trillions of 
dollars to retrofit entire economic sectors or that 
the dollars needed for such investments should 
be mobilized within a relatively tight time frame to 
avoid or manage climate change’s most dramatic 
impacts. These efforts are made far more difficult 
by the fact that climate change is not just one 
problem to solve and that there is no one set 
of public policies or market failures to address. 
Instead, an amalgamation of factors—including the 
nine pain points presented here—vary significantly 
depending on the economic sector being assessed 
and the community confronting risks. 

Still, there are reasons for optimism: the general 
public recognizes the threats that climate change 
poses, many private investors continue to bet 
on climate-focused projects, and governments 
continue to implement climate action strategies. If 
public and private leaders want to mobilize even 
more private capital for public good, it is imperative 
to address these pain points head on. 
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