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ABSTRACT

The Role of the 2015 Agreement in Mobilising Climate Finance

Shifting public and private investment from “brown” to “green” is an essential part of climate change. The
post-2020 climate agreement to be agreed at COP 21 in December 2015 has the potential to play a
significant role in signalling the importance of such a shift.

This paper explores how the 2015 agreement could spur further mobilisation of climate finance by
examining the current state of play regarding existing financing environments and mechanisms. These
include examining the existing international institutional arrangements under the UNFCCC to see how
balanced financing, co-ordination, streamlining and complementarity between institutions could be
achieved. The paper also highlights the key role that in-country enabling environments can play in further
mobilising public and private climate finance, and discusses how the 2015 agreement could enhance both
“pull” and “push” factors for mobilisation. In addition, the paper also discusses how the agreement could
facilitate the broad use of a spectrum of financial instruments and the further development of an enhanced
system for measurement, reporting and verification of climate finance.

JEL Classification: F53, 044, Q54, Q56, Q58
Keywords: climate finance, mobilisation, UNFCCC, climate change, 2015 agreement

RESUME

Le role de I’accord de 2015 dans la mobilisation de financements climatiques

Faire passer les investissements publics et privés du « brun » au vert » est un aspect essentiel de la lutte
contre le changement climatique. L’accord sur le climat post-2020 qui doit &tre adopté a la COP21, en
décembre 2015, peut jouer un grand réle dans ce contexte en mettant en lumiere I’importance d’une telle
réorientation des investissements.

Ce rapport étudie comment I’accord de 2015 pourrait stimuler une mobilisation accrue de financements
climatiques. Pour ce faire, il dresse un état des lieux des environnements et des mécanismes de
financement existants, en passant en revue les dispositifs institutionnels internationaux en vigueur dans le
cadre de la CCNUCC afin de déterminer comment obtenir des financements équilibrés, une coordination,
une organisation efficace et une complémentarité entre les institutions. Le rapport met également en
évidence I’importance d’un environnement propice a I’intérieur des pays pour intensifier la mobilisation de
financements climatiques publics et privés, et examine dans quelle mesure I’accord de 2015 pourrait
renforcer les facteurs d’attraction et d’incitation en matiére de mobilisation des capitaux. Le rapport décrit
également comment I’accord pourrait faciliter un large recours a toute une panoplie d’instruments
financiers et faire progresser la mise au point d’un systeme amélioré de mesure, de notification et de
contrle des financements climatiques.

Classification JEL: F53, 044, Q54, Q56, Q58
Mots clés : financement climatique, mobilisation, CCNUCC, changement climatique, accord de 2015



FOREWORD

This document was prepared by the OECD and IEA Secretariats in 2014 in response to a request from the Climate
Change Expert Group (CCXG) on the United Nations Framework Convention on Climate Change (UNFCCC). The
CCXG oversees development of analytical papers for the purpose of providing useful and timely input to the climate
change negotiations. These papers may also be useful to national policy-makers and other decision-makers. Authors
work with the CCXG to develop these papers in a collaborative effort. However, the papers do not necessarily
represent the views of the OECD or the IEA, nor are they intended to prejudge the views of countries participating in
the CCXG. Rather, they are Secretariat information papers intended to inform Member countries, as well as the
UNFCCC audience.

Members of the CCXG are Annex | and OECD countries. The Annex | Parties or countries referred to in this
document are those listed in Annex | of the UNFCCC (as amended by the Conference of the Parties in 1997 and
2010): Australia, Austria, Belarus, Belgium, Bulgaria, Canada, Croatia, Czech Republic, Denmark, the European
Community, Estonia, Finland, France, Germany, Greece, Hungary, Iceland, Ireland, Italy, Japan, Latvia,
Liechtenstein, Lithuania, Luxembourg, Malta, Monaco, the Netherlands, New Zealand, Norway, Poland, Portugal,
Romania, the Russian Federation, Slovakia, Slovenia, Spain, Sweden, Switzerland, Turkey, Ukraine, the United
Kingdom of Great Britain and Northern Ireland, and the United States of America. As OECD member countries,
Korea, Mexico, Chile, and Israel are also members of the CCXG. Where this document refers to “countries” or
“governments”, it is also intended to include “regional economic organisations”, if appropriate.
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Executive Summary

Shifting public and private investment from “brown” to “green” is an essential part of addressing climate
change. A new international climate change agreement to be adopted at COP 21 in 2015 has the potential
to play a significant signalling role by underlining to countries and private investors the intent to shift to a
low-carbon development pathway. There is widespread recognition that further scaling up of climate
finance will be a necessary component of global efforts to limit increases in global average temperature to
2°C above pre-industrial levels, and to support adaptation to climate change in vulnerable countries.

Building on previous OECD studies and other relevant literature, this paper explores the possible role of
the 2015 agreement in promoting further mobilisation of climate finance for developing countries in the
post-2020 period. Any finance-related provisions in the new agreement therefore need to facilitate such a
mobilisation, and also need to be dynamic enough to reflect the evolving circumstances of countries and
learning from experiences in mobilising and scaling up climate finance.

This paper explores how the new agreement could spur further mobilisation of climate finance by
examining the current state of play regarding existing financing environments and mechanisms. These
include: (i) the existing international institutional arrangements, (ii) in-country enabling environments, (iii)
financial instruments and tools, and (iv) transparency in climate finance tracking and an enhanced MRV
system of finance.

International institutional arrangements

International institutional arrangements under the UNFCCC have helped to mobilise international climate
finance, while also recognising the importance of financial flows relating to climate that are not directly
overseen by the Convention. The current landscape of the Financial Mechanism (FM) of the Convention is
significantly different from its early years. The Green Climate Fund (GCF) is likely to play a major role in
the FM in the future and its initial capitalisation is currently underway. With the emergence of the GCF,
climate finance channelled through the UNFCCC’s FM is likely to increase, although the level of finance
that the GCF will manage is still unclear.

While the current capacity of the FM may not be sufficient for managing increased climate finance flows
in the post-2020 period, some Parties have also raised concerns about duplication of work and mandates in
the existing and emerging international institutional arrangements. Thus, improved co-ordination between
and greater coherence of the existing and emerging institutional climate finance arrangements are key
issues for the 2015 agreement. Indeed, the GCF and the Standing Committee on Finance (SCF) have
already started this discussion. Thematic and geographic balance in mobilisation and/or allocation of
climate finance also remains an issue.

This paper explores how the 2015 agreement could help to mobilise further climate finance by examining
how balanced financing, co-ordination, streamlining and complementarity between institutions could be
achieved. The main priorities are:

e  Encouraging consideration for thematic and geographic balance in mobilising and/or allocating
climate finance, as well as how such balance is defined.

e Facilitating better co-ordination and co-operation amongst climate finance institutions to
minimise duplication of work and maximise the synergies between different institutions.

e Streamlining the climate finance allocation processes by entities operating under the Convention
to improve efficiency and effectiveness of managing and disbursing climate finance.

e Enhancing synergies and complementarity between institutional arrangements outside and inside
the Convention.



In-country enabling environments

Enhanced in-country enabling environments play a key role in further mobilising public and private
climate finance in all countries. The discussion of in-country enabling environments in this paper is
structured around two major factors, namely “pull” and *“push”. Pull factors are used here to mean that
policies and regulations within a country help to attract investments and ensure successful implementation
of programmes and projects. Push factors are used to mean that policies, regulations and instruments in
contributing countries help to mobilise climate finance and investments for use in recipient countries.

For the pull factors, the 2015 agreement could encourage Parties to work together on enhancing predictable
and stable in-country policy and regulatory frameworks to help attract financing to support the transition to
low-carbon climate-resilient pathways. Examples of policies that enhance in-country enabling
environments include coherent and stable carbon pricing schemes and clear adaptation policies and
priorities. In-country enabling environments might be made more durable and flexible, by incorporating
feedback loops informed by monitoring and evaluation. This might allow revisiting and updating policy
goals and instruments in a more cost-effective way over time. But time-consistency and transparency of
public policy, particularly around support for clean technologies, is important. Co-ordination among
domestic institutions within a country can also strengthen the pull factors. The 2015 agreement could
possibly enhance pull factors by:

e Encouraging Parties to establish predictable, transparent and responsive in-country enabling
environments, which could include: predictable and stable policy goals; using a range of policy
instruments; aligning climate finance interventions with national development goals; monitoring
and evaluating the results, and adjusting the intermediate goals and policies aimed at achieving a
low-carbon resilient economy in the light of evolving scientific, technological and economic
factors.

e Urging Parties to put a price on greenhouse gas (GHG) emissions in a coherent, stable and
sustainable manner with mechanism(s) that increasingly reflect the social costs of GHG
emissions and to phase out inefficient subsidies for fossil fuels.

e Encouraging Parties to better co-ordinate their domestic institutions to access, manage and use
climate finance in an effective manner.

e Encouraging Parties to collaborate to enhance fiduciary, environmental and social standards to
enable the greater use of their domestic systems to channel and deliver climate to the final user,
which in turn could enhance ownership of international climate finance.

e Encouraging Parties to set timelines for improving the pull factors for enabling environments in
the 2016-2020 period.

For the push factors, previous studies and experience of development partners to date show the importance
of reducing fragmentation of development co-operation (e.g. by donors) (GCCA 2013; OECD, 2012) and
co-ordination among different ministries within a contributing country (e.g. Pickering et al. 2013). Further,
an enhanced use of innovative sources of climate finance could also be a push factor to further mobilise
climate finance (AGF, 2010). The 2015 agreement could enhance push factors by:

e Stressing the need to reduce fragmentation of international climate finance by reiterating the
provision in the agreement on the Global Partnership for Effective Development Co-operation,
agreed during the 4™ High Level Forum on Aid Effectiveness, Busan (2011).



o Encouraging Parties to facilitate inter-agency co-ordination within and between contributing
countries.

e Encouraging Parties to further use innovative sources of climate finance in addition to
“conventional” public climate finance sources such as Official Development Assistance (ODA).

Financial instruments and tools

A variety of financial instruments and tools are available for supporting climate actions in developing
countries. Which instruments or tools are best suited to specific climate activities varies among different
countries, technologies and project types. For instance, grants are particularly useful for capacity building
and mobilising financial support for adaptation in the most vulnerable countries, or countries with limited
institutional capacities or resources. On the mitigation side, grants could support feasibility studies, or the
demonstration and dissemination of proven technologies that are not widely used. Concessional loans
could improve risk-return profiles of projects with large up-front investment requirements. Other
instruments and tools are better suited for encouraging private sector finance in more financially mature
markets, such as de-risking, green bonds and equity investments.

Which instruments or tools are best suited for particular purposes is highly case-specific. Thus, detailed
provisions in the 2015 agreement regarding the use of specific financial instruments and tools are unlikely
to be helpful. Nevertheless, the agreement could contribute to facilitating the broad use of a full range of
financial instruments and tools by:

o Explicitly encouraging the use of the full range of relevant financial instruments, tools and
vehicles.

e Providing opportunities for information-exchange on the use of financial instruments and tools
(especially newer or innovative ones), which could build greater confidence among private
investors.

e  Encouraging the further involvement of multiple financial instruments/tools and multiple actors
(e.g. financial intermediaries, technical experts, civil society organisations and other public and
private entities) in financing and implementing a climate action.

Enhanced transparency and MRV of finance

Efforts to enhance transparency of climate finance are being made by Parties, as well as other actors
working on mobilisation, channelling or use of climate finance. Obtaining more consistent and comparable
information on climate finance could help build trust among various stakeholders including governments
and investors. Increased availability of information on international climate finance flows and impacts
could also help improve the effectiveness and efficient use of international climate finance, and thus
potentially mobilise further international climate finance flows. Examples of such information include: the
progress made towards scaling up climate finance; ways in which climate finance is accessed, managed
and used; and its outcomes.

Measurement, reporting and verification, MRV, is an essential element to ensure transparency. However,
there are still remaining challenges and gaps concerning MRV provisions and methodologies — both
regarding the mobilisation and use of international climate finance. Such challenges relate to a lack of
common understanding or definitions of climate finance, the range of methodologies for measuring and
monitoring climate related finance flows across institutions, difficulty in tracking private and adaptation



finance, difficulties in attributing specific climate finance flows to particular countries, and capacities of
countries in implementing more rigorous MRV provisions for climate finance.

Ensuring the transparent and accountable use of climate finance would be needed throughout the
timeframe from initialising pledges and commitments to disbursing finance. Further, information obtained
through domestic and international MRV processes could also be useful for governments and private
investors when they make financing decisions. In this regard, enhanced transparency on climate finance
under the 2015 agreement could contribute to mobilising increased levels of climate finance in the
following ways.

e Providing further information on international public climate finance provided to developing
countries, as well as the amount of private climate finance that this has mobilised, could help
build trust between countries that climate finance is flowing at significant levels and identify
promising ways of scaling up climate finance.

e Using MRV as a tool to generate and disseminate information on results from particular climate
finance interventions, instruments or funds. This could facilitate a learning process on how
climate finance can be accessed, managed and used in an efficient and effective manner, which in
turn may encourage increased use of successful approaches, and therefore greater mobilisation of
climate finance.

e Encouraging a balance between costs of and benefits from implementing MRV.
Concluding remarks

The paper highlights several ways in which the 2015 agreement could facilitate the mobilisation of further
climate finance both directly and indirectly. Direct ways could include mandating the operating entities of
the Convention, or encouraging Parties, to prioritise the funding for certain objectives where climate
finance is rarely allocated autonomously. Such objectives could include technology transfer, readiness, and
actions in countries with limited capacities. Indirect ways could include encouraging Parties to enhance:
enabling environments for climate finance investments; co-ordination at various levels within each
country; co-ordination among international institutions; and transparency of climate finance mobilised and
used.



1. Introduction
Background and the aim of the paper

The global financial system needs right signals to redirect financial flows from “brown” to green”
investment to prevent dangerous human interference with the climate system. A new international climate
change agreement to be adopted at the twenty-first Conference of Parties in 2015 (COP 21) has the
potential to play a significant role in sending such signals to governments and private investors, as well as
to civil society more broadly. At COP 16, developed countries formalised their commitment to collectively
mobilise USD 100 bn p.a. by 2020 from a range of sources to address the needs of developing countries
(UNFCCC, 2009). However, there is widespread recognition that, to limit the increase in global average
surface temperature to 2 °C above pre-industrial, shifting financial flows from brown to green will be
necessary.

Climate finance is a means to an end but not an end in itself. Previous studies by the Climate Change
Expert Group (CCXG) and the Organisation for Economic Co-operation and Development (OECD) have
looked into possible ways in which developed countries could effectively, accountably and efficiently
mobilise and scale up climate finance'. While many of the issues analysed in those studies have also been
actively discussed under the UNFCCC negotiation tracks, how the issues on climate finance can be
included in the 2015 agreement is still unclear.

The climate finance element in the 2015 agreement needs to help Parties to accelerate the transition
towards low-carbon and climate-resilient (LCCR) economies. For this purpose, the agreement may benefit
from referring to and/or learning from on-going practices in order to address challenges regarding: (i) the
current international institutional arrangements, (ii) in-country policy and regulatory environments, (iii)
financial instruments and tools, and (iv) methodologies for transparency. This paper explores the possible
role of the 2015 agreement in promoting further mobilisation of climate finance.

To date, the majority of public climate finance (as well as private climate finance) has been committed and
delivered outside of the institutional arrangements under the UNFCCC. Indeed, a number of public and
private international climate funds, multilateral and bilateral development banks, and private investors play
the important role in mobilising and delivering climate finance. Moreover, mobilising climate finance
supports not only mitigation and adaptation activities under the UNFCCC, but also the broader climate
aims of shifting investments from ‘brown’ to ‘green’, and enhancing climate-resilient economic
development. Nevertheless, institutions under the UNFCCC (such as the Green Climate Fund) are likely to
have a crucial role to play in supporting the mobilisation of climate finance in the post-2020 climate
regime.

Outline of the paper

This paper outlines and analyses the current state of play of a range of aspects relating to international
climate finance. Sections 2, 3 and 4 examine: the international institutional arrangements, in-country
enabling environments, and available financial instruments and tools respectively. These sections also
discuss how the 2015 agreement could play a role in mobilising climate finance in each of these areas.

Subsequently, section 5 discusses issues on transparency in committing, administering, disbursing and
using climate finance. In particular, this section discusses how the current measurement, reporting and
verification (MRV) of climate finance could be further enhanced and how enhanced MRV could encourage
further mobilisation of climate finance in the post-2020 period. The paper concludes by discussing several
ways in which the 2015 agreement could facilitate the mobilisation of further climate finance both directly
and indirectly.

! Examples include, among others, Kato et al. (2014), OECD (2014b), Caruso and Ellis (2013), Ellis et al. (2013),
Kaminker et al. (2013), Clapp et al. (2012), Corfee-Morlot et al. (2012) and Buchner et al. (2011).
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2. International institutional arrangements

International institutional arrangements under the UNFCCC have helped, and can further help, mobilise
international climate finance, while recognising the importance of international and domestic arrangements
for climate finance that are not directly overseen by the Convention. The Financial Mechanism (FM) has
been the main platform for the international climate financing arrangements under the Convention, and is
currently in the process of a significant change.

Since the Global Environmental Facility became an operating entity of the FM in 1990, the mechanism has
been evolving in response to the varying landscape of international climate finance. The current
circumstances of the FM are significantly different from its early years. There are differences in terms of
the development levels of countries, contributors of finance, capacities of international organisations such
as UN agencies and the World Bank group, the number and capacities of financing entities (e.g. the GCF,
the GEF and MDBs) and the sources and types of finance available (Gomez-Echeverri and Miiller, 2009).

2.1 Overview of institutional arrangements relating to the Financial Mechanism

The current international institutional arrangements for climate finance under the UNFCCC involve a
multitude of bodies, operating entities and funds (Figure 1). However, the circumstances around the
international climate finance are changing relatively rapidly (e.g. establishment of GCF, change in
providers of finance as well as destinations), and are likely to continue to change. Thus, arrangements
under the FM will also need to remain responsive to such changes.

In terms of contributors of climate finance, fast-growing middle-income countries have a unique role to
play between providers and recipients of climate finance?. They have possibilities to self-finance some
portion of their climate change activities, and possibly contribute to financing activities in other countries
with greater needs. Indeed, CPI (2013) finds that in 2012 climate investment was split almost evenly
between developed and developing countries (USD 177 bn and USD 182 bn respectively), with USD 131
bn (72%) of investment in developing countries provided from domestic sources.

Further, the current capacity of the FM may not be sufficient for managing increased mobilisation of
international climate finance flows in the post-2020 period. Given the commitment by developed countries
to mobilise USD 100 bn p.a. of climate finance by 2020, the amount of climate finance to be mobilised
(and channelled via the UNFCCC’s FM) is expected to scale up substantially in the coming years. On the
other hand, Parties have also raised concerns about duplication among tasks of existing and emerging
institutional arrangements (e.g. SCF, 2013). Co-ordination and coherence among existing and emerging
mechanisms and institutions are key issues to address, given that there have already been a range of
financing mechanisms and institutions as well as related arrangements, and that the GCF is taking the final
steps to become fully operational®.

2 For instance, Indonesia and South Korea have announced pledges to contribute to the GCF. Likewise, the gross
concessional flows for development co-operation from some of BRICS countries (Brazil, China, India, South
Africa) have also increased (see Figure 3 in section 3.1)

% As of June 2014 (GCF, 2014) https://unfccc.int/files/bodies/awg/application/pdf/adp2-5_gcf 20140613.pdf
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Figure 1: International institutional arrangements for climate finance under the UNFCCC
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Note: Abbreviations (in alphabetical order): AC (the Adaptation Committee), CMP (the Conference of the Parties serving as the
meeting of the Parties to the Kyoto Protocol ), CTCN (Climate Technology Centre and Network), COP (the Conference of Parties),
GCF (the Green Climate Fund), GEF (The Global Environment Facility), LDCF (the Least Developed Countries Fund), LEG (the Least
Developed Countries Expert Group), PSF (Private Sector Facility), SCF (the Standing Committee on Finance), SCCF (the Special
Climate Change Fund), SPA (Strategic Priority for Adaptation), TEC (The Technology Executive Committee), and WP on LTF
(the work programme on long-term finance)

The Green Climate Fund

In the Cancun agreements, Parties decided to establish the Green Climate Fund (the GCF) as an operating
entity of the FM of the UNFCCC. The Copenhagen Accord stipulates that a “significant portion” of
funding should flow through the Green Climate Fund (UNFCCC, 2009). It will therefore play a key role in
mobilising climate finance under the UNFCCC in the post-2020 period. The GCF has established the
Green Climate Fund Board (the GCF Board) which governs and supervises the GCF and is also fully
responsible for its funding decisions. The GCF Board has been requested to enhance complementarity
between the activities of the GCF and those of other funding mechanisms and institutions at “bilateral,
regional and global” levels (GCF, 2014a). The Fund has also decided to have 50:50 thematic windows for
mitigation and adaptation (ibid).
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The Global Environment Facility

The Global Environment Facility (the GEF) was established in 1991, i.a. to address an increasing concern
over global environmental issues (including, but not limited to climate change), and to formulate financing
solutions to these problems. Donor countries provide funding for the GEF, pledging funding every four
years through a process known as the GEF replenishment. The GEF focuses on the use of a limited number
of financial instruments and tools, particularly grants. It is one of GEF’s principles to use these instruments
to leverage co-financing to assist developing countries and economies in transition take actions that
address critical threats to the global environment* (GEF, 2002).

Regarding the funding mobilised, the GEF has approved more than USD 13 bn from its pilot phase to the
GEF-5 replenishment (GEF, 2013). Under GEF-5 (2011-2014), the GEF Trust Fund, the Least Developed
Countries Fund and the Special Climate Change Fund have utilised USD 2880 m, 480 mand
136 m respectively (ibid). The GEF-6 replenishment concluded in April 2014 with USD 4.43 bn® pledged
for the period from 1 July 2014 to 30 June 2018 (GEF, 2014b).

The Adaptation Fund

The Adaptation Fund (AF) was established in accordance with Article 12.8 of the Kyoto Protocol (UN,
1998) to “assist developing country Parties that are particularly vulnerable to the adverse effects of climate
change to meet the costs of adaptation”. Therefore, the AF operates under the guidance of the Conference
of the Parties serving as the Meeting of the Parties (CMP), unlike the GEF, the GCF - and the Adaptation
Committee (established under the Cancun Adaptation Framework) which are operating under the guidance
of the Convention. The Adaptation Fund Board (AFB) was established in 2007 as the operating entity to
supervise and manage the Adaptation Fund, under the authority and guidance of the CMP (UNFCCC,
2007). The Adaptation Committee provides advisory guidance for, among others, the AFB. As the AF is
under the Kyoto Protocol, it is unclear whether and how the fund will be anchored in the 2015 agreement.

The AF is much smaller than the GEF: its income since its inception is almost USD 400m- approximately
half from donations, and the remainder from a share of the proceeds from CDM credits (AFB 2014). It has
disbursed USD 225m (AFB 2014). The AF has employed Direct Access as a method to allocate its fund
(UNFCCC, 2007). National or regional agencies within eligible developing countries® can apply for
funding, and administer the resources allocated by the AF. Such agencies are called National Implementing
Entities (NIES) or Regional Implementing Entities (RIES), and the AF aims for 50% or more of its fund to
be allocated via NIEs and RIEs (AFB 2012). The Direct Access modality has shown certain benefits such
as increased capacity of institutions, preparation for project implementation and motivating further South-
South co-operation (AF, 2012). However, despite such benefits, more than 73% of the cumulative funding
has been channelled through Multilateral Implementing Entities, such as MDBs, rather than NIEs or RIEs
(WB, 2013a).

* Specifically, the GEF supports the issues related to not only climate change, but also biodiversity, international
waters, land degradation, depletion of the ozone layer and persistent organic pollutants.

® In GEF-6, donors agreed to new financing in support of the Minamata convention on Mercury that was signed in
2013.

® The eligibility is decided by the Adaptation Fund Board (AFB).

" The 12th meeting of the Adaptation Fund decided that not more than 50% of budget allocation should be directed
towards MIEs.
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The Standing Committee on Finance

As part of the Cancun Agreements, Parties decided to establish the Standing Committee on Finance (SCF)
“to assist the COP in relation to the FM of the Convention”. The SCF’s work includes improving
coherence and co-ordination of climate change financing, as well as improving mobilisation of climate
finance. As a non-financing entity, the SCF reports and makes recommendations to the COP on all aspects
of its work concerning the FM. More specifically the SCF has been mandated to review the FM under the
UNFCCC. The SCF has initiated the fifth review of the financial mechanism and further amended the
guidelines for the review of the FM. The SCF is also mandated to work on the biennial assessment and
overview of climate finance flows as well as other measurement, reporting and verification (MRV) of
support under the UNFCCC. Further, the SCF is also requested to conduct its work in a coherent manner
with work by the SBI, the operating entities and other thematic bodies (e.g. the Adaptation Committee and
the Technology Executive Committee).

The Technology Mechanism

The Technology Mechanism (TM) was established in 2010 at COP 16 to facilitate enhanced action on
technology development and transfer to support action on mitigation and adaptation. The main components
of the TM are Technology Executive Committee (TEC) and Climate Technology Centre and Network
(CTCN). They are mandated to facilitate the full implementation of the TM (UNFCCC, 2010), so as to
develop, demonstrate, transfer and deploy environmentally sound technologies to developing countries.
Discussion on linkage between the TM and the FM (specifically, the SCF) has already started so as to
enhance coherence of their work. For instance, the TEC agreed in March 2014 to summarise its work that
is of relevance for the FM, and to organise a thematic dialogue on climate technology financing (TEC,
2014).

International institutional arrangements outside of the Financial Mechanism

A number of international initiatives outside of the Financial Mechanism (FM) of the Convention have
emerged in the past decades both multilaterally and bilaterally, and are playing important roles in
mobilising climate finance. As outlined in Box 1, such initiatives have a wide range of purposes and
activities. For instance, some are driven by the interests in technology transfer, research and development,
while others focus more on establishing financial measures to increase investment in low-carbon and
climate-resilient activities.
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Box 1: Examples of international institutional arrangements outside the FM

One example of multilateral initiatives at a global level is the Climate Investment Funds (CIFs), housed
at the World Bank. The CIFs have four funding windows, of which the Clean Technology Fund (CTF) is
the largest. CIFs are designed to help developing countries pilot low-emissions and climate-resilient
development by financing a range of programmes. In 2008, CIFs were originally launched to 'bridge’ the
financing gap until the agreement of a post-2012 global climate change regime. Under the UN Secretary
General’s initiative, the Sustainable Energy for All (SE4ALL) initiative was launched in 2011 to bring
governments, business and civil society together with the aim of enhancing access to modern,
sustainable energy. Likewise, the UN-REDD® programme was established in 2008, and has been one of
the leading primary multilateral initiatives capable of providing early support to countries in developing
REDD+ activities and MRV systems (UNEP, 2010).

The Partnership for Climate Finance and Development was launched at the 4™ High Level Forum on Aid
Effectiveness in Busan, Korea, in 2011, to shape the “building block™” on climate finance. It aims to
promote the access, management and use of climate finance at country-level through coherence and
collaboration among climate change, finance and development co-operation communities at the country,
regional and global levels (Partnership for Climate Finance and Development, 2011). To date,
30 countries and institutions are supporting the Partnership.

There have also been a number of regional climate finance initiatives. For example, the European
Commission established the Global Energy Efficiency and Renewable Energy Fund (GEEREF), Global
Climate Change Alliance (GCCA) and the Global Climate Financing Mechanism (GCFM); these have
been managing a number of mitigation projects (For further discussion, see e.g. Butzlaff et al. 2013;
Balsiger 2012; De Coninck et al. 2008). For adaptation, the African Risk Capacity (ARC) is a pan-
African drought risk facility, to which donors and member African countries pay annual premiums. In
case satellite weather indexes indicate that a response to a severe drought is needed, the ARC will make
payments to insured governments (Clarke and Hill, 2013). The table below provides examples of
regional initiatives and agreements outside the UNFCCC that mobilise or channel climate finance.

Technology, research and e Carbon Sequestration Leadership Forum

development  Methane to Markets Partnership (M2M)

e Mediterranean Climate Change Initiative

e Mekong River Commission Climate Change and Adaption
Initiative

e ASEAN Multi-Sectoral Framework on Climate Change

e Asia Pacific Partnership on Clean Development and Climate
Pacific Climate Change Science Program

Finance e The Global Energy Efficiency and Renewable Energy Fund

¢ Global Climate Change Alliance

e Global Climate Financing Mechanism

¢ Regional REDD initiatives

Trade e Common Market for Eastern and Southern Africa Climate
Initiative

e North American Agreement on Environmental Cooperation

e Commission for Environmental Cooperation

Source: summarised from Butzlaff et al. (2013)

® REDD stands for Reducing Emissions from Deforestation and forest Degradation.

14



2.2 The role of the agreement in strengthening international institutional arrangements

Building on the current landscape of international institutional arrangements under the Convention, this
section discusses how the 2015 agreement could strengthen them in order to further mobilise climate
finance. Possible areas in which the agreement could contribute are set out below, followed by more
detailed discussion later in this section.

Box 2: What could the 2015 agreement do to strengthen international institutional
arrangements to mobilise effective climate finance?

e Encouraging consideration for thematic and geographic balance in mobilising and/or allocating
climate finance, as well as how such balance is defined.

e Facilitating better co-ordination and co-operation amongst institutions financing climate
interventions in order to minimise duplication of work and maximise the synergies between
different institutions.

e Streamlining the steps in climate finance allocation processes by the operating entities under the
Convention to improve efficiency and effectiveness of managing climate finance.

« Enhancing synergies and complementarity between institutional arrangements outside and inside
the Convention.

Consideration for thematic and geographic balance in mobilising and allocating climate finance

(i) Thematic balance

There have been several calls within the international climate negotiations to balance mobilised climate
finance between adaptation and mitigation. Experience to date shows that achieving such a balance is
difficult — particularly for mobilised private climate finance, which tends to focus on revenue-generating
mitigation activities (Kato et al 2014). For example, adaptation funding in Fast-Start Finance accounted for
around 18% of overall pledge, with the large bulk of the remainder being allocated to mitigation
(Nakhooda, 2013). This is despite balanced allocation being explicitly mentioned in the Cancun
agreements with regard to Fast Start Finance.

The 2015 agreement could call for mobilised climate finance to be allocated in a balanced manner.
However, there is no clear understanding to date of what “balanced” mobilisation of climate finance is. In
practice, mitigation and adaptation activities are to some extent intertwined (Klein et al, 2007), and some
interventions (particularly in the forestry and agricultural sectors) may lead to both mitigation and
adaptation. Thus, extracting the adaptation portion of climate finance mobilised tends to be practically and
technically difficult (see section 5). Furthermore, definition(s) of adaptation can be diverse and can include
actions such as addressing drivers of vulnerability, building response capacity, managing climate risk and
confronting climate change (McGray et al., 2007). In addition, there are significant data gaps regarding
adaptation climate finance (see e.g. Caruso and Jachnik 2014). This means that significant improvements
in data availability are needed to quantify current levels of mobilised climate finance for mitigation and for
adaptation.
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The lack of a definition on what balanced mobilisation means has made it difficult to send a clear signal to
governments and other actors on how this can be achieved. For instance, Montes (2012) shows the
difference in the amount of finance needed between mitigation and adaptation based on the (still evolving)
estimates by the WB (2010), UNFCCC (2009), UNDESA (2011) and Parry et al. (2009) (see Figure 2).
Given the fact that mitigation would require a greater level of finance, the allocation of the FSF, for
instance, might be considered more “balanced” than it looks, depending on the timing at which the needs
for individual mitigation and adaptation actions occur.

Figure 2: Estimated financial needs for mitigation and adaptation

1200
Mitigation
USD500 to 1 100 bn
p.a. (until 2030)

600

Adaptation
USD100 to 450 bn
p.a. (until 2030)

0

Source: Based on Montes (2012)

The 2015 agreement could request a body, or bodies, such as the SCF, to elaborate on methodologies to
estimate more detailed financial needs for adaptation and mitigation. There have already been processes by
which information on financial needs can be collected. Such processes include the Biennial Assessment
and overview of climate finance flow (BA) under the SCF, the Technology Needs Assessments (TNAS),
Nationally Appropriate Mitigation Actions (NAMASs) and National Adaptation Plans (NAPs) (TEC,
2013b). The 2015 agreement would need to ensure that those processes are elaborated in ways that
improve understanding of mitigation and adaptation financing needs, and that are mutually reinforcing.

The 2015 agreement could include a process for consultation and periodic adjustment of such needs
estimates, to better respond to changes in the international climate finance landscape. The estimates of
thematic needs for mitigation and adaptation finance can vary as circumstances of countries can change
over time. In addition, methodologies to estimate the financial needs may also be improved in the future
and may affect the estimates of thematic balance.

(i) Balance between countries or regions

Historically, there have also been difficulties in achieving the balance in mobilising and allocating climate
finance between countries or regions. An unequal flow of climate finance (particularly from the private
sector) to different countries is not surprising, given variations between countries in response options, their
risks and costs. Approximately 45% of the FSF has been directed to lower-middle-income countries such
as Indonesia, Vietnam and India, while about 16 % of the portfolio has been towards Least Developed
Countries (LDCs), Land-locked Developing Countries (LLDCs) and Small Island Developing States
(SIDS) (Nakhooda, 2013). This geographical imbalance is similar to the difficulty that ODA has
historically faced, that is, it has been difficult to provide public financial support for countries whose
absorptive capacity for such finance is limited. Mobilising private finance for such countries seems even
more difficult as the private sector tends to have lower risk tolerance for (e.g.) country risks and policy
uncertainty.
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The 2015 agreement could also prioritise a certain portion of public finance for mitigation and adaptation
actions in countries with limited capacities (e.g. LDCs, LLDCs and SIDS). The GCF has also been
required to take geographical balance into account, and started to consider how the Fund could manage
access to its resources in a balanced way across countries (GCF, 2014a).

However, as discussed above, the geographical balance of mobilised climate finance is unlikely to be
improved unless there is appropriate support for developing institutional capacities in some particular
countries. Thus the windows for countries with limited capacities and resources such as LDCs, LLDCs and
SIDS could better function if they come with specific funding (or windows) to develop appropriate
institutions for enhancing enabling environments, as well as institutional and personal capacities to access,
manage and use the international climate finance. This will be elaborated further in section 3.

On the other hand, the 2015 agreement might also need to bear in mind historical relationship of existing
financing modalities (i.e. ODA) and legal background between the contributing and recipient countries.
While existing historical relationships may have advantages in terms of effective implementation of
climate finance, focusing future climate finance on such historical relationships could further geographical
imbalance of climate finance allocation.

The 2015 agreement could also reiterate the importance of the capacities of operating entities (e.g. the GCF
Board) in co-ordinating both thematic (adaptation and mitigation) and geographical windows. In practice,
there have already been an increasing number of multi-focal projects with both mitigation and adaptation
focuses. Setting funding windows to focus solely on specific themes might lead to greater fragmentation
unless there is sufficient co-ordination between the windows as well as strong capacity of the operating
entities in the oversight for such co-ordination. The capacity of the Board might be complemented by
establishing sub-committees for individual windows. Yet, this could also risk greater transaction costs
accruing due to greater needs for communication between the Board and the sub-committees.

Co-ordination among the international institutional arrangements

Each of the institutions outlined in section 2.1 has an important role to play in mobilising and channelling
climate finance. However, the more complicated the institutional arrangements become, the less clear it
can be who is in charge of what, and how scarce resources should efficiently be allocated (Chuffart, 2013).
The importance of co-ordination among the existing institutional arrangements under the FM has already
been discussed under the Convention (e.g. SCF 2014a; GCF 2013a). For instance, Parties have started
discussion on enhancing the linkages between bodies or entities such as the GCF, the SCF, SBI, SBSTA,
the AC, the TEC and CTCN (GCF, 2013a).

The COP under the 2015 agreement could mandate an entity, or entities, to facilitate collaboration among
the operating entities and thematic bodies. While this would not directly influence decision making
processes by the operating entities, the 2015 agreement could recommend several steps to gradually
strengthen such co-ordination. Based on meeting documents as well as discussion under the current
UNFCCC negotiations, possible options for the steps are outlined as follows. For more discussion, see also
Briner, Kato and Konrad (2014).

e  Cross-participation in the meetings of the relevant bodies, including co-organising workshops
and events on issues of common interest.

e Inviting inputs to support the planning and implementation of particular activities from other
bodies or entities which are conducting similar or related work.
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o Inviting the other bodies or entities to contribute to developing guidance, modalities and other
related documents prepared by a body or an entity with regard to the relevant work.

e Inviting relevant bodies or entities to provide technical input to financial decision making
processes conducted under an operating entity such as the GCF and the GEF.

Streamlining climate finance allocation

Allocation of international climate finance has been evolving over the last few years, with an increased role
of direct access, or enhanced direct access (see e.g. Kato et al 2014). The 2015 agreement could encourage
further steps in this direction by reiterating that the steps in planning, committing, and disbursing climate
finance should be streamlined to the extent possible while ensuring effectiveness from economic,
environmental and social perspectives. Indeed, the GEF has evaluated its project cycle as “notoriously
slow”, with an average implementation period of five years (GEO, 2013). Outside the FM of the
UNFCCC, Asian Development Bank (2010) analyses that project cycles in its “non-delegated” funds are
excessively long, taking 19 additional steps compared to the funds whose allocation decisions are
delegated to recipient governments.

The GCF Board has already requested the GCF Secretariat to develop streamlined programming and
approval process to enable timely disbursement (GCF, 2014c). Whilst relevant processes could be
developed under the GCF for the post-2020 period, the agreement could propose some guidance to help
streamline steps in planning, administrating and disbursing climate finance through institutional
arrangements under the Convention.

While the 2015 agreement is unlikely to include specific provisions for guidance for streamlining climate
finance allocation processes, it could set a basis for such work in subsequent COP decisions. Such
guidance could for instance include a more standardised check list whereby project developers could
clearly understand what criteria they need to meet and how. Such a check list could also be useful for the
Secretariat of operating entities, particularly the appraising and evaluation staff. This is because objective
and concrete criteria could minimise the necessity for staff to interpret the guidance and confirm the
relevance of their judgment. Involving relevant actors (e.g. operating entities and implement agencies) in
developing such guidance could also help to ensure their usability. At the same time, the 2015 agreement
could also recognise that project developers may need support in preparing proposals, which could save
time and human resources required for appraising project or programme eligibility.

Enhancing synergies and complementarity between institutions outside and inside the UNFCCC

It is not clear how the multilateral and bilateral climate finance institutional arrangements outside the FM
could relate to the 2015 agreement. Some initiatives (e.g. the CIFs and the GCFM) have specifically aimed
to bridge the period until new international climate finance arrangements (e.g. the GCF) had been
formalised and implemented. However, even for those initiatives and funds it is unclear how the 2015
agreement could collaborate with them to further mobilise climate finance.

Nevertheless, there could be interaction between the institutional arrangements for climate finance inside
and outside the UNFCCC’s FM. First, the 2015 agreement could request entities under the Convention
(e.g. the SCF and the GCF Board) to monitor climate-relevant financial flows channelled outside the FM.
This could help Parties to identify financing gaps. This would, however, also need an enhanced MRV
system to collect information on climate finance flows (discussed further in section 5). Therefore, care will
be needed to strike the right balance between the costs of enhancing MRV systems and the benefits
obtained from them.
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The second option would be slightly more normative. The 2015 agreement could urge financial institutions
and development agencies to apply certain principles for mobilising climate finance when they make
(public climate finance) funding decisions. For example, major multilateral development banks (MDBs)
have endorsed the MDB Principles to Support Sustainable Private Sector Operations, such as
“additionality, crowding-in, commercial sustainability, reinforcing markets and promoting high standards”
(EBRD, 2013). Text in the 2015 agreement could influence these kinds of principles or guidance set by
institutions outside the Convention, when the relevant institutions revisit and update their principles or
activities as necessary.

Regardless of whether initiatives are implemented under the Convention or not, strong enabling
environments and the efficient use of a wider range of financial instruments and tools would benefit
mitigation and adaptation activities. The 2015 agreement could play a role in enhancing enabling
environments, as well as facilitating the efficient use of financial instruments and tools; these two areas are
discussed in the next two sections.

3. In-country enabling environments

Political will is necessary, but not sufficient, to mobilise climate finance at the scale needed. To efficiently
and effectively mobilise climate finance at scale, enhanced domestic enabling environments within a
country play a key role in further engaging providers of climate finance, particularly from the private
sector.

3.1 Overview of in-country enabling environments (the push and pull factors)

In this paper, discussion on in-country enabling environments in all countries is structured around two
major factors, namely “pull” and “push” factors. The working definitions of these factors as used in this
paper are as follows:

o  Pull factors mean domestic policies and regulations in all countries, which help to (i) attract and
absorb international climate finance, and (ii) ensure effective and accountable use of the finance.

e Push factors mean policies, regulations and instruments mainly in contributing countries, which
help mobilise climate finance and investments for use in recipient countries.

In the context of push factors, it is noteworthy that the landscape of international climate finance is
evolving. For instance, some “developing” countries, such as South Korea and Indonesia have announced
pledges to contribute to the GCF. In the field of development assistance, there has also been an increasing
South-South foreign assistance from emerging economies such as Brazil, China, India, Turkey and South
Africa (Figure 3).
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Figure 3: Gross ODA-like flows from emerging economies (USD million)
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Note:
i) ODA-like flows mean gross concessional flows for development co-operation from OECD key partners (Brazil, China, India, South
Africa). Data on Turkey is its ODA outflows. Turkey is an OECD member country and an Annex | Party to the UNFCCC.

ii) Data available for Brazil from 2005 to 2010, China from 2007 to 2011, India from 2005 to 2010, South Africa from 2005 to 2010,
Turkey from 2005 to 2011.

Source: Based on the data from OECD “Statistics on resource flows to developing countries” Table 33a. Estimates of
gross concessional flows for development co-operation ("ODA-like" flows) from OECD Key Partners, and the Global
Humanitarian Assistance programme.

3.2 The role of the agreement in enhancing the pull factors

The roles that the 2015 agreement could have in enhancing the pull factors that could help attract and
absorb international climate finance in an effective and accountable manner are outlined below. All Parties
can and need to enhance domestic enabling environments at both policy and project/programme levels. In
order to mobilise further finance, investors need the stability, clarity and coherence of policy goals and
action across regions in which they operate (IIGCC et al., 2010). Further, it is also necessary to support and
enhance countries’ capacities to develop a pipeline of bankable projects and programmes for mitigation
and adaptation (Watson et al., 2013).

Box 3: What could the 2015 agreement do to help Parties enhance the pull factors?

e Encouraging Parties to establish predictable, transparent and responsive in-country enabling environments,
which could include: predictable and stable policy goals; using a range of policy instruments; aligning
climate finance interventions with national development goals; monitoring and evaluating the results, and
adjusting the intermediate goals and policies aimed at achieving a low-carbon resilient economy in the light
of evolving scientific, technological and economic factors.

e  Urging Parties to put a price on greenhouse gas (GHG) emissions in a coherent, stable and sustainable
manner with mechanism(s) that increasingly reflect the social costs of GHG emissions and to phase out
inefficient subsidies for fossil fuels.

e Encouraging Parties to better co-ordinate their domestic institutions to access, manage and use climate
finance in an effective manner.

e Encouraging Parties to collaborate to enhance fiduciary, environmental and social standards to enable the
greater use of their domestic systems to channel and deliver climate to the final user, which in turn could
enhance ownership of international climate finance.

e Encouraging Parties to set timelines for improving the pull factors for enabling environments in the 2016-
2020 period.
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Feedback loop process for enhancing enabling environments

The 2015 agreement could encourage all Parties to work on enhancing enabling environments. Further, the
2015 agreement could stress the importance of developing feedback loop processes which include and
sequence: stable policy goals, regulatory and policy frameworks and instruments, monitoring and
evaluation frameworks, and aligning these elements with countries’ national development goals. Building
domestic institutional capacities is also an essential element of enabling environments. Feedback loops
could also be effective in this respect since strengthening institutional capacities is not one-off support but
needs a long-term engagement (UNEP, 2006).

Given different national circumstances, it is unlikely that the agreement would provide specific guidance
about what policies would be needed in particular countries. However, the agreement could facilitate
discussion within and among countries by facilitating discussion on what actions would be needed and how
these could be implemented.

Figure 4 outlines such a possible feedback loop process for enhancing enabling environments for in-
country mobilisation of further climate finance. Such a process could start with establishing long-term and
stable policies, and associated goals (Corfee-Morlot et al 2012). A range of policies would need to be
formulated and implemented such as: climate-related policy instruments; domestic investment policies for
levelling the playing field of green vs brown investments. In addition, capacity development for both
human resources and domestic institutions for absorbing and channelling climate finance would be needed.
The process could better reflect feedback from on-going practices of implementing climate policy
instruments, investment policies, capacity building, and revisit and update policy goals and instruments.
Aligning climate policies with other domestic policy goals is also important, since exploring synergies and
co-benefits among multiple domestic policies allows for more coherent and cost-efficient policies, and
improves their chances of being implemented. For instance, the choice of transport infrastructure impacts
GHG emissions, but also congestion, local air quality and associated health impacts; this in turn is related
to economic development, transport accessibility and social equity, and road safety (Corfee-Morlot et al.,
2012).

The exact form of enabling environments needed for attracting and absorbing climate finance might vary
over time, as a country’s national circumstances change. Periodically revisiting and updating policies
implemented, results achieved and possible ways forward would make domestic policies more functional
and flexible. Monitoring and evaluating the effectiveness of policy actions, as well as review processes on
the policies, would provide essential feedback for the next round of policy formulation. Nevertheless, this
can be challenging: demonstrating the effectiveness of longer-term outcomes from enhancing enabling
environments is generally less straightforward and quantifiable than that of more concrete and shorter-term
activities at a project or programme level (Ellis et al, 2013). Moreover, time-consistency and transparency
of public policy, particularly around support for clean technologies, is important so that the changes will
not give excessive shocks to the market.
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Figure 4: Framework for a reiterating process for enhancing enabling environments
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et al. (2012)

To enhance enabling environments, the 2015 agreement could build on, or learn lessons from, the existing
institutional arrangements under the Convention and the Kyoto Protocol. For instance, such lessons could
be drawn in terms of (i) financing activities to enhance enabling environments and (ii) exchanging
information across regions, countries and sub-national jurisdictions.

Regarding the former, the Least Developed Countries Fund (LDCF) managed by the GEF has specifically
financed the preparation and implementation of National Adaptation Programs of Action (NAPAS) by
LDCs. Lessons learned from the LDCF include: need for sufficient data on adaptation, importance of
enhancing co-ordination across ministries for co-financing between the LDCF and in-kind support within a
country, complexity in processes caused by different formats and procedures provided by different actors
involved, and slow disbursement of funds by implementing agencies (LEG, 2012). Further, the GCF Board
has noted that the funding windows are not limited to adaptation and mitigation, implying that there can be
windows for readiness (GCF, 2014a). Thus, it would be worth considering whether, and to what extent, the
agreement could urge Parties to earmark specific funding for improving enabling environments (or more
detailed sub-themes such as technology development, capacity building and support for legal and policy
system development).
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With regard to exchanging information, the 2015 agreement could build on current fora on knowledge
sharing. For instance, the ADP’s ongoing Technical Expert Meetings include sessions on policies,
practices and technology. Durban Forum on Capacity-building also facilitates dialogues about issues on
capacity building, and collects and shares relevant information that tends to be fragmented and is often not
readily available. Such fora would enhance communication channels among countries to share best
practices and challenges.

The 2015 agreement could also encourage countries to better link international-level discussions with
national- and sectoral-level activities. For example, the Sustainable Energy for All (SE4ALL) initiative
illustrates how a global initiative might influence domestic policies. This initiative of the UN Secretary
General sets three concrete objectives on which all stakeholders are expected to take action. Such
objectives are: (i) ensuring universal access to modern energy services, (ii) doubling the global rate of
improvement in energy efficiency, and (iii) doubling the share of renewable energy in the global energy
mix (UNECE, 2014). There have already been concerted efforts by governments, international agencies,
civil society and private sector to mobilise financing to achieve its objectives under the SE4ALL initiative,
such as delivering universal access to modern energy services (WB, 2013b). Such actions include lighting,
clean cooking solutions and power for productive purposes in developing countries, as well as scaled-up
energy efficiency, especially in the world’s highest-energy consuming countries®.

Carbon Pricing

The 2015 agreement could also have a provision relating to carbon pricing, since putting an appropriate
price on carbon would send a strong policy signal to international and domestic investors to shift
investment from ‘brown’ to ’green’. Such a provision could also reaffirm a political agreement by G20 at
its 2009 Pittsburgh meeting to “phase out and rationalize over the medium term inefficient fossil fuel
subsidies while providing targeted support for the poorest” (G20, 2009). Some financial assets may
become stranded as policy and market signals lower the economic value of natural resource and carbon-
intensive investments (UNEP, 2014), which could help to redirect financial flows to green investment.
Mechanisms for carbon pricing consist of multiple policies. These include explicit pricing such as emission
trading schemes and carbon taxes, and implicit pricing such as feed in tariff schemes, standards and grants
— which can also be cost-effective ways for carbon pricing (but can also have other aims, such as bringing
down technology costs) (OECD, 2013c) (Figure 5).

° Norway has committed to support renewable energy and energy efficiency activities with about NOK 2 bn in 2014,
Bank of America announced that its Green Bond programme, as part of Bank of America’s 10-year USD 50 billion
environmental business commitment. The OPEC Fund for International Development announced a USD 1 billion
revolving fund for energy access. The United Nations Development Programme announced the creation of a Hub
for Bottom Up Energy Solutions to advance energy access at country level. The World Bank Group’s Energy Sector
Management Assistance Program has launched a City Energy Efficiency Transformation Initiative covering
50 cities worldwide. (WB, 2013b)
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Figure 5: Examples of measures for carbon pricing mechanisms
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Source: Based on OECD (2013d), (Kossoy et al., 2014).

Pricing mechanisms need to be credible, stable and sustainable over time in order to inspire the confidence
to invest in the technologies and infrastructure needed to realise the shift to low carbon and climate
resilient society. (OECD, 2013d). Despite the weak international carbon markets, an increasing number of
developed and developing countries have started implementing or planning carbon pricing. According to
the World Bank, 40 national and 20 sub-national jurisdictions, in both developed and developing countries
already have or are considering explicit carbon pricing (Kossoy et al., 2014). Moreover, those countries
where carbon pricing is already established have been extending the coverage of their GHG emission
sources (e.g. the New Zealand Emission Trading Scheme).

As a major tool for carbon pricing, carbon markets could potentially have an important role to play in the
2015 agreement. Indeed, the Kyoto Protocol and its Clean Development Mechanism has catalysed a
number of mitigation projects in developing countries. However, discussions between Parties on New
Market Mechanisms (NMM) and Framework for Various Approaches (FVA) have not yet managed to
identify a way forward. The 2015 agreement could play a role in improving effectiveness of carbon
markets including NMM and/or FVA, and other (international) emission trading schemes. For instance, the
agreement could set out the fundamental rules for generating and trading units to be used to meet
countries’ mitigation contributions (see Marcu (2014), De Sepibus et al. (2013), and Prag et al. (2012) for
further discussions).

Co-ordinating domestic institutions to effectively use climate finance

The 2015 agreement could also encourage countries to improve co-ordination among relevant domestic
institutions that engage in mitigation and adaptation activities in the countries. One of the difficulties that
contributing governments, implementing agencies and other development partners face in the efforts for
development co-operation is to identify who is the main counterpart in the partner country to work with.
Therefore, co-ordination among domestic institutions in the countries could facilitate accessing, managing
and using international and domestic climate finance resources in an efficient and effective manner. Better
inter-agency co-ordination would help contributing countries and private investors to build greater
confidence for scaling up finance in the recipient country.

There have been already some good practices for the inter-agency co-ordination for absorbing climate

finance. For example, Indonesia has established the Ministry of National Development Planning
(Bappenas) as a central government institution which is responsible for formulating national development
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planning and budgeting. Colombia, for instance, has created direct links between institutions involved in
climate change adaptation and development (OECD, 2014a).

The 2015 agreement could also encourage co-ordination among local financial institutions and relevant
actors in a country especially for effectively catalysing domestic investments. A local bank can also be a
hub to connect and co-ordinate those who seek finance with financiers, experts on particular technologies
and local authorities as well as local civil society organisations. Channelling finance through local banks
would be effective since they tend to have significant advantages in acquiring knowledge of the local
business environment (Lindenberg, 2014).

Co-operation to enhance fiduciary, environmental and social standards in recipients for their ownership of
accessing, managing and using climate finance

Any climate finance institutional arrangements under the 2015 agreement could also urge Parties to further
collaborate on enhancing fiduciary, environmental and social standards of recipients of international
climate finance. Enhancing such standards could facilitate trust building between contributors and
recipients. This could in turn enhance ownership of accessing, managing and using climate finance by
institutions in developing countries. Such standards can also be prerequisite for ensuring the direct access
to climate finance (as for the Adaptation Fund), which allows funding to be delivered through recipient
country institutions. Indeed, experiences of ODA show that development efforts can have a greater impact,
when support is aligned with country development plans (Brown et al., 2013). OECD (2014a) and Brown
et al. (2013) stress that strengthening country ownership would help to maximise development impact by
aligning international support with country development plans and priorities.

Developing provisions in the 2015 agreement regarding country ownership could build on the experience
of various on-going multilateral initiatives, especially those under the Adaptation Fund (AF), as well as
international agreements such as the Paris Declaration (2005) and the Global Partnership for Effective
Development Co-operation (2011). For instance, the UNEP’s Direct Access Support Programme for
National Implementing Entities (NIEs) under the AF has already made progress in improving the
supported countries’ fiduciary standards. The approaches taken in the programme include (i) raising
awareness about anti-fraud policies, (ii) preserving institutional knowledge and enhancing internal
management such as documentation skills, and (iii) facilitating co-ordination and communication across
different government ministries (AF, 2012).

Encouraging a timeline for improvements in pull factors

The period to 2020 will be especially important to develop enabling environments to prepare for the post-
2020 period. More climate finance is likely to flow to countries with better enabling environments (OECD,
2012). Thus, enhancing in-country pull factors could help countries obtain a better share of the USD 100
bn p.a. by 2020 that has been committed by developed countries (Arias, 2014).

Further, the 2015 agreement could recognise the importance of allocating dedicated funds to capacity
building and policy support for particular countries. This is because some countries, especially LDCs and
SIDS, may not have sufficient domestic resources to develop their enabling environments. Such finance
could be channelled through the GCF. Indeed, the Fund has already decided that it will provide resources
for readiness and preparatory activities and technical assistance for low-emission development strategies™
(GCF, 2014a).

95ych activities and supports will include the preparation or strengthening of low-emission development strategies or
plans, NAMAs, NAPs, and NAPAs.
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3.3 The role of the agreement in enhancing the push factors

Enabling environments also need to be enhanced in terms of ways in which contributing countries provide
climate finance support for the use in recipient countries (“push” factors). Specifically, previous studies
and experience of development partners to date show the importance of co-ordination at various aspects
such as reducing fragmentation of support (e.g. donors) (GCCA 2013; OECD, 2012) and inter-agency co-
ordination among different ministries within a contributing country (e.g. Pickering et al. 2013; OECD
2011; Djankov et al. 2009). Further, enhanced use of innovative sources of climate finance could also be a
push factor to further mobilise climate finance (AGF, 2010). The discussion at the LTF raised a point that
“clarity on the expected levels of climate finance” could facilitate mobilising climate finance in the 2014-
2020 period (LTF, 2014a). However, it is also unclear to what extent the clarity could be provided for the
longer-term, given that developed countries may be constrained (e.g. by domestic, annual budget cycles) in
making further commitments beyond the USD 100 bn p.a. by 2020 (see also Tyndall, 2014).

Box 4: What could the 2015 agreement do to help Parties enhance the push factors?

e Stressing the need to reduce fragmentation of international climate finance by reiterating the
provision in the agreement on the Global Partnership for Effective Development Co-
operation, agreed during the 4™ High Level Forum on Aid Effectiveness, Busan (2011).

e Encouraging Parties to facilitate inter-agency co-ordination within and between contributing
countries.

o Encouraging Parties to further use innovative sources of climate finance in addition to
“conventional” public climate finance sources such as Official Development Assistance
(ODA).

Stressing the need for reducing fragmentation of international climate finance

The 2015 agreement could take note of, or reiterate, the provision in the agreement of the Global
Partnership for Effective Development Co-operation to reduce fragmentation (OECD, 2012). Some
research shows that fragmentation of support could result in negative consequences of aid effectiveness
(Djankov et al. 2009), and destabilise recipient countries’ institutions (Knack and Rahman, 2007).
Experience of the Fast Start Finance (FSF) also shows that a lack of donor co-ordination (together with the
weak capacity of some of the governments) made it difficult for some recipient countries to manage new
inflows of finance effectively. This is because of the sometimes extensive administrative and reporting
requirements to access funding (Pacific Calling Partnership, 2011).

Although Parties have agreed that a significant portion of climate finance will be channelled through the
GCF, ways in which the finance is mobilised in a co-ordinated manner are still unclear. Diverse channels
including bilateral financing and multilateral financing through international financial institutions are likely
to remain in the post-2020 period. In this case, donor co-ordination will also remain important after 2020.

Inter-agency co-ordination within a contributing country
The 2015 agreement could also encourage Parties to enhance co-ordination among government

departments and agencies within a partner country, as well as between donor countries. Making public
funding decisions on climate finance often engages a range of ministries and other governmental agencies
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such as ministries of environment, energy, climate change, finance, economy and industry, and foreign
affairs. Thus understanding and co-ordinating intra-governmental dynamics in a contributing country
regarding financial decision-making can be an important step to efficiently and effectively mobilise climate
finance.

However, it also remains unclear whether or not there could be a specific role for the 2015 agreement in
helping Parties co-ordinate work across different agencies, other than providing general encouragement for
countries to do so. An analysis by Pickering et al. (2013) shows that different views and interests across
public agencies within a contributing country often lead to the disagreement on thematic (i.e. mitigation
and adaptation) and geographical balance in mobilising climate finance'’. For instance, development
ministries tend to be in favour of more adaptation funding given the close links between adaptation and
development objectives as well as disaster risk management. On the other hand, environment or economic
affair ministries are prone to focus more on mitigation which they could more easily justify on the basis of
their own expertise and the interest of industrialised countries in reduced emissions in developing countries
(Pickering et al., 2013).

In addition, thematic prioritisation by the 2015 agreement (or specific windows under the FM) on
particular objectives of support (e.g. adaptation, capacity building and LDCs/SIDS) might also streamline
lengthy discussion among ministries within a contributing country on funding decision making. This is
because such prioritisation could be a *“guide” for the governmental agencies, which more explicitly shows
where more climate finance would be expected to flow. A range of studies show that in general political
institutions tend to be “path dependent” because they make alternative actions that deviate from their
original mandates more costly over time. Yet, such institutions are more likely to change when they are
under external pressures (see also Ovodenko, 2014; Mahoney and Thelen, 2010).

Encouraging the use of innovative sources of climate finance

Innovative sources of climate finance could also be a push factor to further mobilise climate finance. The
2015 agreement could therefore encourage the use of innovative sources of climate finance. In 2010, the
UN Secretary General’s High-Level Advisory Group on Climate Finance (AGF) examined various
possible innovative sources of climate finance, and concluded that new public sources have the potential to
generate flows of “tens of billions of dollars annually (AGF, 2010)".

Studies based on the AGF’s recommendations have also proposed several potential innovative sources of
climate finance. For instance, Conservation International (2012), the WB et al. (2011) and Weaver (2011)
suggest and analyse following sources:

o  Redirecting fossil fuel subsidies in developed countries.

e  Carbon pricing policies that also aim to raise funds for climate finance.

o  Market-based instruments in international transport (e.g. aviation and maritime traffic).

o  Offset markets — depending on the level of mitigation ambition in countries.

e  Financial Transaction Taxes (FTTs) and Currency Transaction Taxes (CTTSs).

e  Special Drawing Rights.

e Private finance sources.

' Pickering et al. (2013) conducted the interview survey on inter-agency dynamics and differences in funding
decision-making processes in Australia, Denmark, Germany, Japan, Switzerland, the United Kingdom, and the
United States.
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The agreement could recommend Parties to explore opportunities to obtain funding from innovative
sources. This could partly contribute to increasing the outflows of climate finance from contributing
countries, in addition to “conventional” climate finance sources such as ODA and concessional loans.
However, there are also issues to be addressed for the innovative sources to be taken into account in the
new agreement. For instance, political acceptability of using particular types of innovative sources might
be an issue for some countries. There might also be a definitional issue on what types of innovative sources
could be counted to fulfilment of developed countries financing goals (for further discussion on those
issues, see Conservation International 2012; Weaver 2011).

3.4 Enabling environments for technology transfer

Creating enabling environments for transfer of environmentally-sound technology is a prerequisite for such
transfer, and will involve a wide range of actors from public and private sectors. A report by the IPCC
stresses that delays in technology development and transfer could lead to a lock-in of high emission
systems for decades to come (Halsnas et al., 2007). Technology transfer includes several aspects such as
research, development, demonstration and deployment of technologies.

Barriers to technology transfer and diffusion can be caused by multiple issues including economic and
market circumstances, regulatory framework, human capacity and awareness of relevant actors. A
synthesis report™ by the SBSTA based on Technology Needs Assessments and National Communications
found that economic and market factors as well as human resource factors were the most frequently
identified barriers to technology transfer (UNFCCC, 2013). In the dialogue on enabling environments for
technology transfer, organised by the TEC in 2013, the World Business Council for Sustainable
Development highlighted certain market drivers for the private sector, which include scale of the market,
well-developed legal framework (for protecting intellectual property, legal redress if needed etc.) and the
capacity to deliver technologies (e.g. supply chains) (TEC, 2013a).

The 2015 agreement could encourage both developed and developing countries to enhance
environmentally-sound technology transfer. Technology transfer involves various actors including private
manufacturers that develop and produce technologies, international and national public development
institutions, institutions that manage intellectual property right issues, public and private financial entities,
and governments at various levels, which support research and development. Therefore, the extent to
which provisions in the 2015 agreement could directly influence the promotion of technology transfer
might be limited. However, the agreement could also indirectly promote technology transfer by
encouraging Parties to take the following actions that could enhance enabling environments.

2" The report is based on 70 Technology Needs Assessments (TNAs) and 39 National Communications from non-
Annex | parties.
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Box 5: What could the 2015 agreement do to enhance technology transfer?
i) Directly contributing to technology related issues

e Encouraging Parties to consider dedicating certain bilateral or international climate funds for
building capacity in developing countries for both (i) absorbing and deploying technologies
transferred and (ii) developing and commercialising their own endogenous technologies.

ii) Indirectly contributing to technology transfer at a national policy level

o Encourage Parties to establish, implement and improve domestic legal frameworks and
policies needed for giving private entities sufficient confidence to transfer their technologies
(e.g. the enhanced rule of law, technical codes, certifications and standards).

e Co-ordinating multiple stakeholders (e.g. financial institutions, manufacturers, research
institutions, local stakeholders and CSOs, and public authorities) to develop efficient and
effective strategies for large-scale demonstration schemes and roll-out of key technologies.

iii) Indirectly contributing to technology transfer through international institutional arrangements

e Further elaborating the inter-linkages between Technology Needs Assessment (TNAs) and
other processes for Nationally Appropriate Mitigation Actions (NAMASs), National
Adaptation Plans (NAPs) and National Communications (NCs) (e.g. exchanging quantitative
and qualitative information, outputs and policy recommendations from TNAS).

To date, the issue of Intellectual Property Rights (IPRs) have been a sticking point in the UNFCCC climate
negotiations. Thus, any text on technology transfer in the 2015 agreement could benefit from being
informed by further empirical analyses on possible influence of IPRs on technology transfer. Some
developing countries have claimed that IPRs are a barrier to transferring environmentally-sound
technologies (e.g. Zhuang, 2011). On the other hand, some developed countries consider that robust policy
frameworks to manage IPRs in recipient countries are an enabling factor to technology transfer and
innovation (Dechezleprétre et al. 2013).

4. Financial instruments and tools

A variety of financial instruments and tools are available for supporting mitigation, adaptation and other
climate-related activities such as capacity building, and enhancing enabling environments and
transparency. In the context of the international negotiations, the 2015 agreement could encourage the use
of all relevant financial instruments and tools since which instruments are best suited to targeted types of
climate activities can be highly case-specific. Some instruments, such as grants, are particularly useful for
capacity building and mobilising financial support for adaptation in the most vulnerable countries.
Concessional loans could improve risk-return profiles of projects with greater risks such as large up-front
investment requirements. Other tools are better suited for generating interest from the private sector
finance in more financially mature markets, such as green bonds and equity provision.

A potentially important tool in the context of the UNFCCC, de-risking interventions can help mitigate risk
for investment in developing countries. De-risking can include a wide array of government interventions,
including credit enhancement and mitigating currency fluctuations or the risk of default on an investment.
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Several recent studies have provided an overview and discussion of financial instruments that are being
used to channel and disburse climate finance (e.g. Kaminker, et al. 2014; Lindenberg 2014; Caruso & Ellis
2013; and Venugopal 2012). Building on this previous work, this section considers the application of
financial instruments to climate project types, within the context of the UNFCCC climate finance
discussions.

4.1 Overview and targeted application of financial instruments and tools

The overarching objective of climate finance in the context of the UNFCCC is to mobilise climate finance
for mitigation and adaptation in developing countries. Embedded within this objective, several nuanced
aims can be extrapolated (UNFCCC, 2014a), including:

e Targeting adaptation of the most vulnerable countries.

e Enhancing climate-resilient development and climate-risk management.
e Encouraging private finance flows.

e  Shifting of investments from *brown’ to ‘green’.

Some of these nuanced objectives may require a unique set of financial instruments and tools to address
them. The range of available financial instruments and tools is reviewed in table 1, according to how it
may be applied to meet climate finance objectives, from the early stage of establishing a local market to the
more advanced stage of a mature local financial market. The targeted application notes the project types,
country types and technological maturity where the instrument may be the most beneficial. Additional
considerations such as transparency and interaction with the private sector are also included in the table. In
the early phase of establishing a market for financing of climate action, more direct government
intervention may be required, e.g. through the provision of grants of concessional loans for technical
assistance and development assistance. Public sector grants and concessional loans are referred to as
Official Development Assistance (ODA). These instruments are useful for targeting climate projects where
the private sector is not very active, such as capacity building, adaptation activities, and action in the least
developed and most vulnerable countries. ODA (grants and concessional loans) to developing countries is
transparently measured and monitored through donor reporting to the OECD’s Development Assistance
Committee (DAC) Creditor Reporting System, which makes publically available project-level information
for every climate-related aid commitment.

Public finance could be usefully provided to mobilise further domestic climate finance in developing
countries. Indeed, a recent OECD analysis shows that both bilateral and multilateral development finance
has a positive and significant effect on mobilising private finance flows, as have domestic policies (Has¢i¢
et al., 2014). Official development finance can directly attract private co-financing for climate activities,
support policy reform processes and build local capacity and conditions for sustained climate finance

(OECD 2013).

As markets mature for project types, de-risking interventions by the public sector can help attract private
sector finance. Examples of de-risking interventions include insurance, credit-enhancement, currency de-
risking, and guarantees. The threshold for public sector de-risking interventions is relatively low: because
up-front capital is not required for de-risking, it may be easier to sway government decision makers to take
actions. However, there is little transparency on how much private sector finance is leveraged through such
actions at a global scale. At a project-level, some specific information is available to calculate leveraging,
although a variety of definitions and methods are used in practice (Caruso and Ellis, 2013).
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When a more mature market exists, traditional financial instruments such as debt and equity are applicable.
Projects such as established mitigation technologies in emerging economies might be a suitable target for
such instruments. Both debt and equity instruments can attract a significant degree of private sector
finance. Determining the amount of private sector finance mobilised, and to which actors it can be
attributed, is complex (Caruso and Ellis, 2013). Further, there is a lack of consistent data to track private
sector finance (Clapp et al., 2012).

There are a variety of ways in which these instruments can be combined to provide financial support to
climate projects. For example, the public sector can play an active role in de-risking debt instruments. A
combination of grants or concessional loans with de-risking interventions has been shown to be effective to
mobilising private finance in a variety of case studies (Buchner et al., 2012).

Although financing through green bonds is only a fraction of the total bond market, the outstanding value
of green bonds is currently 45 billion USD - a value greater than annual ODA for climate-related activities
(CBI, 2014a & 2014b). The burgeoning use of green bonds is an interesting application of an instrument
for climate and environmental actions that combines elements of public and private sector interactions.
Green bonds can be issued by either a public or private sector entity. Governments also have a strong role
to play in de-risking bonds, including providing guarantees and supplementing credit ratings. In the current
market, 75% of green bonds are government-backed (CBI, 2014b). See Box 2 for further discussion on the
application of green bonds in developing countries.
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Table 1: Financial Instrument Overview

COM/ENV/EPOC/IEA/SLT(2014)7

Local
Financial Instruments | Mitigation or | Focus of project financial s Technologica . .
Type . ment level of . Considerations
and Tools adaptation types market . | maturity
. countries
maturity
Other -Grants Both, but may |Projects with low/no With limited - Can contribute to enhancing readiness to unlock
- : o Early stage |.
(for be more critical |tangible profits or | Early market| institutional of investment
projects/programme) |for adaptation |revenue streams; phase capacities or - Can cover/reduce up-front or operating costs, and
development . .
resources country contexts, which are too risky
- De-risking Both - Difficult to determine leveraging of private sector finance
interventions (for tracking purposes)
- Limited public resources might constrain the extent to

Debt -Loans . Both which climate finance provision is increased

(Concessional)

-Direct public

financing

(for tools such as,

guarantees and

insurance)

-Loans (Non- Both Projects with large - Many debt securities offer fixed returns for a set period

concessional) up-front investment of time, thus are attractive for institutional investor

requirements - Bonds can be applied to an array of projects across

-Debt securities sectors, thus faciliate scaling up (similar to programmatic

(e.g. Bonds) approach).
Equity - Stock and equity Mainly Larger mitigation - Higher investor risk than other instruments

rovision mitigation rojects with high . With greater - Can be more complicated to track
P 9 p J 9 Established | . . g . Mature/ P
risk-return profile institutional
market . proven
capacities &
phase *)
resources

* Equity finance can also be provided for early stage technologies through (e.g.) venture capital funds.

Source: Based on Kaminker, et al. (2014), Lindenberg (2014) and Buchner et al. (2013).

Note: This table represents a selection of financial instruments and tools most applicable to climate activities.
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Box 6: The application of green bonds in developing countries

Since the inception of the green bonds with the first World Bank issuance in 2007, the market has grown
rapidly. Green bonds have already doubled in issuance in the first half of this year. However, only a fraction of
the total bond market - 0.04% - could currently be considered green (Clapp, 2014). If the green bond market is
developed with environmental integrity, there is an interesting potential to apply green bonds for financing
climate action in developing countries.

Development banks have played a major role in establishing the market to target climate activities in developing
countries. Multilateral development banks have dominated the market to date, with issuers including the African
Development Bank, the European Bank for Reconstruction and Development, and the World Bank Group.

Green Bond Issuance by Type
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Another promising application of green bonds is at the municipal level. Several green bonds have been issued
by cities, municipalities, and municipal banks. Although most of the local government bond issuance has
occurred in Europe and North America, the city of Johannesburg issued its first green bond in 2014 (equivalent
to USD 138 million).

For some adaptation project types, financing through a green bond may be a possibility, if the risk/return profile
is attractive to investors. However, the majority of green bonds have targeted mitigation activities, with the
exception of the development banks. Recently a bond targeting regional adaptation through water management
was issued by the Netherlands Water Bank. Thus, for adaptation or climate-resiliency projects in developing
countries that are less profitable, other financial tools such as grants are likely to be more appropriate.

As a relatively new adaptation of a financial instrument, green bonds also face a number of challenges. Large
institutional investors are calling for increased liquidity in green bonds to enable trading on a larger scale. From
an environmental perspective, the biggest challenge is the lack of green definitions and environmental oversight.
There are several institutions that are active in environmental due diligence and working towards definitions and
environmental standards in the green bond market. Approximately 60% of the green bonds issued have
undergone a 3" party review of potential environmental impacts of the investments, while the remaining 40% of
the market are ‘self-labelled’ green by the issuer (CBI, 2014b).
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4.2 The role of the agreement in using the full range of financial instruments and tools

Considering the full basket of climate activities that need financing in developing countries, financial
instruments and tools need to be applied where they can be the most effective in mobilising finance. For
adaptation and mitigation activities in least developed countries, the public sector has a strong role to play
in providing technical assistance, capacity building and project finance through grants and concessional
loans. In the emerging economies, and particularly for mitigation projects, the public sector can facilitate
the private sector to take a more active role through the de-risking of financial instruments and tools, and
catalysing further domestic investments.

However, it would not be straightforward to consider how the 2015 agreement could stipulate provisions
relevant to the use of financial instruments and tools. This is because which instruments are best suited
with particular purposes highly depends on targeted types of climate activities as well as the level of
market maturity. Nevertheless, the agreement could contribute to the use of the full range of financial
instruments and tools by the following

Box 7: What could the 2015 agreement do to encourage the use of full range of financial
instruments and tools?

o  Explicitly encouraging the use of the full range of relevant financial instruments, tools and
vehicles.

e Providing opportunities for information-exchange on the use of financial instruments and tools
(especially newer or innovative ones), which could build greater confidence among private
investors.

e  Encouraging the further involvement of multiple financial instruments/tools and multiple actors
(e.g. financial intermediaries, technical experts, civil society organisations and other public and
private entities) in financing and implementing a climate action.

Explicitly encouraging the use of the full range of financial instruments, tools and vehicles

If all types of the financial instruments and tools in Table 1 can be counted as mobilised climate finance,
governments might further pursue a wider range of public interventions to promote the diverse use of those
instruments and tools. For this reason, the 2015 agreement could have a provision that explicitly
encourages the use of the full range of financial instruments and tools, in addition to “a wide variety of
sources, public and private, bilateral and multilateral, including alternative sources of finance” that was
already taken note of at COP15. The wider range of financial instruments and tools may include grants and
non-concessional loans in early-stage projects/programmes, and the wider use of de-risking tools to
improve the risk/return profile of projects. Moreover, it might also be argued that leaving “climate finance”
undefined in terms of financial instruments used could also contribute to a use the full range of them.
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Opportunities for information and knowledge exchange

One option is that the agreement could encourage Parties to share information and knowledge on the
utilisation of the financial instruments and tools. For instance, strengthening an institutional arrangement or
a forum for such information exchange would benefit countries and private sector investors in terms of
understanding in which situation a particular instrument functions effectively. Further knowledge on the
cost-effectiveness and associated risks of the instrument (especially newer or innovative instruments) could
also inform private sector investors or their gatekeeping investment managers of enhanced opportunities
for investment.

In order to facilitate such information sharing, the provisions in the 2015 agreement may be developed on
the basis of existing institutional arrangements. These would include the common tabular format for the
UNFCCC biennial reporting guidelines for developed country Parties and the guidelines for preparation of
biennial update reports from non-Annex | Parties to the Kyoto Protocol. Further, the existing environments
for knowledge sharing such as the Long Term Finance in-session workshops, the SCF forums and the
Technical Expert Meetings under the ADP could also be a basis for institutional arrangements in the 2015
agreement. Such arrangements would help to share policies, practices and technologies and to identify the
most relevant finance instruments.

Encouraging the active involvement of multiple financial instruments/tools and multiple actors

The 2015 agreement could also explicitly encourage the involvement of multiple financial
instruments/tools and multiple actors in planning, financing and implementing projects or programmes.
Case studies on climate finance interventions that have been scaled up or replicated illustrate that the
interventions are most likely successful, if they accurately identify and target all key barriers by involving
multiple stakeholders, and if they use multiple financial instruments and tools to deploy environmentally
sound goods and services (Kato et al., 2014). For instance, the CHUEE® project in China supported by the
IFC and the GEF combined grants and loans to establish and implement a partial guarantee scheme for
energy efficiency projects.

There are also cases of scaled up interventions where different types of financial instruments or tools are
effectively combined with other forms of public interventions. Those interventions include: among others,
information exchange and capacity development (e.g. tea sector energy efficiency and renewable energy in
India, and adaptation projects in African and Latin American countries), technical assistance (e.g. energy
efficiency programme in China, and geothermal projects in Indonesia), and building and enhancing
networks between different actors at different levels (e.g. solar home systems in Bangladesh). For further
details of the cases, see Kato et al. (2014).

International financial institutions (IFIs) such as multilateral development banks and bilateral financial
institutions are a cornerstone of channelling climate finance (CPI, 2013) through utilising a range of
financial instruments and tools. Such instruments include grants, concessional and non-concessional loans,
bonds and public direct spending for financial tools (e.g. guarantees and insurance). IFIs are also a ‘hub’
that connects and co-ordinates different climate funds and institutions. Further, large IFIs may have in-
house expertise that allows them to properly analyse risks of promising but unproven technologies or
pioneer innovative, through relatively more complex, structured financial products.

3 The CHUEE (the China Utility-Based Energy Efficiency Finance Program) is an energy efficiency intervention
that includes establishing an institutional set-up for energy efficiency lending in the participating Chinese banks.
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5. Enhanced transparency and possible roles of MRV of finance

Increased transparency regarding what levels of climate finance have been mobilised, where it is directed,
and the impacts that it has, can help identify successful approaches. This in turn can help identify
intervention types with an attractive risk-return profile, and thus help to increase mobilisation of climate
finance. An analysis of the Fast-Start Finance also shows that transparency is key to building trust amongst
countries (Ballesteros, 2012).

Measurement, reporting and verification, MRV, is an essential element to ensure transparency.
Measurement is a technical and political process that can include making definitions on what climate
finance flows are to be measured, and identifying and collecting relevant data. Reporting relates to the
formats and the processes that make relevant financial information reported by providers of finance
available individually or collectively to third parties. Verification covers evaluation activities to ensure that
the reported data is correct and accurate and that errors like double-counting are prevented. (GIZ, 2014).

5.1 The current state of play on MRV under the UNFCCC

At present, MRV of climate finance is patchy: there is no definition of the project types, flows and
interventions that climate finance encompasses (Clapp et al 2012). Further, not all types of mobilised
climate finance (e.g. climate finance leveraged by multilateral funds) are required to be reported (Caruso
and Ellis 2013). Reporting of climate finance received is also very patchy (Caruso and Ellis 2013). In
addition, there are large data gaps on climate finance flows, particularly for private adaptation finance.
Furthermore, methods used by different organisations to track climate finance flows differ, particularly for
private climate finance (Caruso and Jachnik 2014, SCF 2014b). Further, the point of measurement of a
specific flow is counted as public or private, as well as its geographical origin (Caruso and Jachnik 2014).
Moreover, estimating and attributing mobilisation of private finance to specific public interventions and
countries raises complex methodological questions. (Caruso and Ellis, 2013; Srivastava and Venugopal,
2014; Has¢i¢ and al. 2014)

Thus, despite progress made in the Cancun Agreements (which strengthened MRV provisions, including
for MRV of support), there are still remaining challenges and gaps. In order to facilitate MRV-related work
for support, the SCF has been mandated by COP to prepare a biennial assessment and overview of climate
finance flows (BA). The SCF is also meant to work on the issue of MRV of support beyond the BA given
the close inter-linkage between those two issues (SCF, 2014b).

Outside the SCF, work on MRV of support provided under the Convention has been conducted under SBI
and SBSTA. For example, work has been done by the Adaptation Committee on the monitoring and
evaluation of adaptation, and the Technology Executive Committee has monitored the finance flows with
regard to technology transfer and enabling environments (SCF, 2014a).

5.2 The role of an MRV system in the 2015 agreement

The 2015 agreement would need to facilitate the effort by all countries to develop methodologies on what
financial flows need to be measured, reported and verified under the 2015 agreement. Such efforts could
also influence how it could contribute to mobilising climate finance in the post-2020 period. Ensuring the
transparent and accountable use of climate finance would be needed throughout the timeframe from
financial commitment to disbursement. Further, information obtained through international and domestic
MRV processes itself could also be useful resource for countries and private investors when they make
financing decisions. In this regard, an enhanced transparency under the 2015 agreement could contribute to
mobilising climate finance in the following different, but possibly interlinked, ways.
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Box 8: What could the 2015 agreement do to enhance transparency?

o Encourage further reporting of information on international public climate finance provided to
developing countries, as well as the amount of private climate finance that this has mobilised,
could help build trust between countries that climate finance is flowing at significant levels and
identify promising ways of scaling up mobilised climate finance.

e Using MRV as a tool to generate and disseminate information on results from particular climate
finance interventions, instruments or funds. This could facilitate a learning process on how
climate finance can be accessed, managed and used in an efficient and effective manner, which in
turn may encourage increased use of successful approaches, and therefore greater mobilisation of
climate finance.

e Encouraging a balance between costs of and benefits from implementing MRV.

Further elaboration on methodologies MRV of climate finance flows

Contributing countries generally would like to ensure that public climate finance has been used
accountably and effectively. Thus, enhancing accurate and cost-effective methodologies especially for
measuring and reporting international climate finance flows and their effects would help to build
confidence among providers of finance. In addition to the relevant institutions under the UNFCCC, the
OECD™ and other institutions (e.g. MDBs and the Climate Policy Initiative) measure and monitor climate
finance from public sources and are working to do so for private sources. An element of MRV in the new
agreement could build on the progress in methodological development made by those institutions inside
and outside the Convention.

Using MRV as a tool to generate and disseminate information

In order for MRV of support to enable mobilising further climate finance, the 2015 agreement could also
encourage Parties to develop the MRV system as a tool not only for measuring and monitoring finance
flows but also for communicating useful information on enabling environments. Verification could also
help Parties to see whether financial resources have been used effectively and efficiently to support low-
carbon and climate-resilient development, in addition to the importance of verifying accuracy and
correctness of information (GI1Z, 2014; Buchner et al., 2011).

Using MRV as a tool to exchange information may substantially expand the current scope of MRV, thus
the progress in this function may be incremental. However, a better MRV system that helps
communication could facilitate learning about what and how climate finance interventions or activities are
effectively and efficiently implemented. Such MRV system could contribute to aligning the international
support and private finance flows with domestic needs of recipient countries. (e.g. Buchner et al., 2011;
Berliner et al., 2013)

Y For further information, see OECD/DAC’s work on measuring and monitoring climate-related aid

http://www.oecd.org/investment/stats/rioconventions.htm , and details of the Joint ENVIRONET-WP-STAT
Task Team on improvement of the Rio markers, environment and development finance statistics
http://www.oecd.org/dac/environment-development/statistics.htm#taskteam and
http://www.oecd.org/env/researchcollaborative/ on the OECD-coordinated Research Collaborative on tracking
private climate finance.
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The higher level of accountability supported by greater transparency under the 2015 agreement could also
help contributors make decisions on allocating the next round of public funding. For instance,
implementing agencies and bilateral financial institutions need to report on the rational use of their tax
payers’ money, which is needed to justify future funding. An enhanced MRV system could provide
decision makers with a wider range of information (in terms of quantity or quality, or both) on
effectiveness of the climate finance interventions, which could be a trigger for deciding on allocating
further climate finance. Moreover, such information would facilitate discussion on inter-agency and inter-
donor co-ordinations as discussed in sections 3.2 and 3.3.

Finally, how information on climate finance should be communicated can be different, depending on who
uses the information (LTF, 2014b). For instance, the main interest of contributing country governments
may be information on progress towards fulfilling the countries’ financial goals. On the other hand,
practitioners (e.g. project developers, implementing agencies and investors) may be more interested in
specific information such as, sources, purposes of interventions, design and plans of activities, and
channels through which the money flows (ibid).
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The balance between cost and benefits of implementing MRV

As MRV requires resources, an enhanced system for MRV of support would need to be carefully designed
so that it avoids perverse incentives and high administrative burdens that can impede efficiently accessing,
managing, and using further climate finance. The 2015 agreement could reiterate the necessity for
supporting countries, especially LDCs, LLDCs and SIDS to develop capacities to implement MRV. Those
countries often lack the sufficient institutional capacity to collect necessary data. Experience from country-
led evaluations of aid effectiveness illustrates that, to overcome issues caused by insufficient capacity,
some projects and programmes indeed earmarked funding for data collection to monitor and evaluate the
initiative (Bedi et al., 2006). Further, the OECD (2013e) also suggested that the SCF further discuss
reporting guidelines for financial support received so that the guidelines could play an integral role in a
future MRV system.

Given the increasing inter-connectedness of private sector flows (e.g. due to joint ownership of entities),
the 2015 agreement may need to recognise that some information may only be able to be estimated at a
collective level. For example, (Caruso and Jachnik, 2014) highlight that several databases relevant to
climate finance generally do not allow for analysis of private finance simultaneously across multiple
dimensions (e.g. sector, public or private, geographic origin and destination) without investing significant
time and effort to combine, reconstruct, and re-process data at the level of individual transactions. In some
cases (e.g. adaptation finance), even such “post-processing” may not be enough to accurately determine the
level of international climate finance mobilised.

6. Initial insights

The majority of climate finance that has been internationally mobilised is private sector finance. Those
financial flows may be difficult for the UNFCCC and national governments to influence directly, although
both can provide significant indirect influence. Thus the key challenge of climate finance within the
context of the international climate negotiations is to consider how the UNFCCC can support mobilisation
of climate finance at scale, including to keep the increase in global average temperature below 2 °C above
pre-industrial levels, and to support adaptation to climate change in vulnerable countries.

The 2015 agreement could encourage this support in both a direct and indirect manner. In terms of direct
support, the 2015 agreement could mandate the operating entities under the Convention (such as the GCF
and the GEF), or encourage Parties, to prioritise a certain portion of their funding to specific countries,
regions or issues where climate finance is rarely directed autonomously. Such objectives include
adaptation, technology transfer, readiness, and actions in countries with limited institutional capacities (e.g.
LDCs, LLDCs and SIDS). Indeed, the GCF has established thematic windows for mitigation and
adaptation, and started to consider the specific funding for readiness (GCF, 2014a). Indirect ways of
contributing to mobilising climate finance could include: encouraging Parties to take up specific policies
(e.g. carbon pricing) or to reduce others (e.g. fossil fuel subsidies), encouraging Parties to strengthen
enabling environments, encouraging better co-ordination at various levels (e.g. donors, ministries and
institutional arrangements), and improving transparency by enhancing MRV systems.

Mobilising climate finance by strengthening enabling environments

In-country enabling environments are an essential basis for attracting and incentivising investment in low
carbon and climate resilient development. Therefore the agreement would need to facilitate countries’
work on strengthening the push and pull factors for enabling environments. A range of policy and
regulatory frameworks can be employed, aligned with national development strategies and sequenced over
time. A feedback loop process for periodically revisiting, evaluating and updating policy goals and
instruments would help ensure enabling environments remain appropriate and effective. Strengthening
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enabling environments may have only indirect effects on mobilising climate finance, since the agreement is
unlikely to be specific about what domestic policies that Parties would need to establish. However, these
aspects are likely to have positive knock-on effects.

The agreement could also encourage Parties to develop and improve explicit and implicit carbon pricing
policies. The former includes emission trading schemes and carbon taxes, while the latter includes feed-in-
tariff schemes and phasing out inefficient fossil fuel subsidies. An increasing number of developed and
developing countries have introduced carbon pricing policies. In order to help Parities to shift the incentive
structure from “brown” to “green”, the agreement could urge Parties to ensure stability of carbon pricing
policies and to improve policy coherence across countries.

Mobilising climate finance by enhanced MRV for trust building and information exchange

Enhancing transparency through developing the MRV system under the 2015 agreement is important for
building mutual trust between countries. Yet, it would be necessary to strike a balance between the benefits
from but costs of MRV. For instance, methodologies to track private climate finance flows are less
developed to date, thus the 2015 agreement could urge Parties to strengthen this aspect so as to enhance
transparency. Yet, tracking private climate finance mobilised for developing countries is challenging both
at the level of individual entities and at the level of individual countries, as it is difficult to define and
attribute ownership of many private (or mixed public/private) companies who mobilise such climate
finance (Caruso and Jachnik, 2014).

The 2015 agreement could also encourage Parties to develop MRV provisions for obtaining and sharing
information on climate finance readiness in countries. Such information could include: what enabling
environments are put in place; what institutions are missing, duplicating or not sufficiently functioning;
who the main actors are; how they are (or can be better) co-ordinated; and what the effective use of
available financial instruments or tools is. The agreement could also encourage countries to highlight (e.g.
in their national reports to the UNFCCC) positive and negative lessons learned in climate finance
mobilisation and expenditure

The nature of mitigation and adaptation activities is very context-specific, which will affect the efficiency
and effectiveness of international climate finance. Thus, it would be important to design information
exchange environments or methods, or both, to disseminate and exchange information so that it could be
modified to suit with different contexts.

Mobilising climate finance by efficient institutional arrangements at various levels

All Parties in principle would like to spend money efficiently. The 2015 agreement could encourage
Parties to identify opportunities to improve efficiency in delivering climate finance. Examples could
include enhancing the inter-linkages of international institutional arrangements, inter-agency co-ordination
both within a recipient and within a contributing country, and donor co-ordination. Regarding donor co-
ordination, the 2015 agreement could stress the need for reducing fragmentation of co-operation, while
managing diversity of support, by reiterating the provisions in the agreement of the Global Partnership for
Effective Development Co-operation.

There are several existing international institutional arrangements for climate finance under the UNFCCC.
The 2015 agreement could encourage further interaction among these institutions (such as the GEF and
GCF) with other institutions active in mobilising or using international climate finance. This could help to
maximise synergies and minimise duplication of work.

In addition to the discussion on the possible provisions in the 2015 agreement, the process of how the new
agreement is developed is also important. There have been an increasing number of fora whereby Parties
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and practitioners meet and exchange their views and experiences related to climate finance (e.g. the SCF
forums, the Technical Expert Meetings, the Durban Forum on capacity building and the CIF partnership
forums). Increasing private sector voices in discussions, even informally, on developing the agreement
could help to ensure that private sector viewpoints are usefully taken into account.

Including flexibility in a finance element of the agreement to respond to the changing climate finance
landscape

The current circumstances of the Financial Mechanism of the Convention are very different since its early
years. There have been significant changes in terms of: the development levels of countries, contributors of
(and destinations for) international climate finance, the sources and types of funding available, and the
proportion of adaptation finance in public funding (e.g. Gomez-Echeverri and Miller, 2009). For example,
several Economies in Transition, as well as some higher-income Non Annex | countries have started to
provide climate finance to less developed countries, and South-South climate finance flows are also
increasing in some sectors (see e.g. Zadek and Flynn, 2013). There is also an evolution in the use of new
and innovative financial instruments and tools such as green bonds and risk-sharing facilities.

Therefore, it will be important that a finance element in the 2015 climate agreement is flexible enough to
reflect sometimes rapidly changing circumstances, and encourage and include new sources of, and
instruments or tools for, climate finance. This may mean focusing the text in the 2015 agreement itself on
issues that are unlikely to change significantly over time (such as the need for enabling environments,
transparency etc.), with other issues being covered in e.g. COP decisions.

Concluding remarks

The paper highlights several ways in which the 2015 agreement could facilitate the mobilisation of further
climate finance both directly and indirectly. Direct ways could include mandating the operating entities of
the Convention, or encouraging Parties, to prioritise the funding for certain objectives where climate
finance is rarely allocated autonomously. Such objectives could include technology transfer and diffusion,
readiness, and actions in countries with limited capacities. Indirect ways could include encouraging Parties
to enhance: enabling environments for climate finance investments; co-ordination at various levels within
each country; co-ordination among international institutional arrangements; and transparency of climate
finance mobilised and used.
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http://www.worldbank.org/en/news/press-release/2013/11/27/secretary-general-ban-ki-moon-world-bank-group-president-jim-yong-kim-outline-plans-mobilize-financing-sustainable-energy-for-all
http://www.unepfi.org/fileadmin/documents/South-originating_Green_Finance_01.pdf

AC
ADP
AF
AGF
AFB
BNEF
BA
CB
CBI
CCXG
CDM
CFAS
CHUEE
CIF
COoP
CPI
CSO
CTCN
CTF
FM
FSF
FVA
EBRD
EC
EIB
ETS
EUR
GCCA
GCF
GCFM
GEEREF
GEF
GHG
Glz
IFC
IFI
IPCC
IPR
JICA
Kfw

GLOSSARY

The Adaptation Committee

The Ad Hoc Working Group on the Durban Platform for Enhanced Action
The Adaptation Fund

The U.N. Secretary-General’s High-level Advisory Group on Climate Change Financing
The Adaptation Fund Board

Bloomberg New Energy Finance

A biennial assessment and overview of climate finance flows

Capacity building

Climate Bonds Initiative

The Climate Change Expert Group (of the OECD and IEA)

Clean Development Mechanism

Climate Finance Advisory Service

China Utility based Energy Efficiency financing programme (of the IFC)
Climate Investment Funds

Conference of the Parties (of the UNFCCC)

Climate Policy Initiative

Civil Society Organisation

The Climate Technology Centre and Network

Clean Technology Fund (of the CIF)

The Financial Mechanism of the UNFCCC

The Fast-Start-Finance

Framework for Various Approaches

European Bank for Reconstruction and Development

European Commission

European Investment Bank

Emission Trading Scheme

Euros

The Global Climate Change Alliance

The Green Climate Fund

The Global Climate Financing Mechanism

the Global Energy Efficiency and Renewable Energy Fund

The Global Environment Facility

Greenhouse gas

Gesellschaft furr Internationale Zusammenarbeit (German development agency)
International Finance Corporation

International financial institution

Intergovernmental Panel on Climate Change

Intellectual Property Right

Japan International Cooperation Agency

Kreditanstalt fur Wiederaufbau (German development bank)
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LCCR
LDC
LDCF
LEG
LTF
MDB
NDB
NMM
NIE
ODA
OECD

OECD DAC
PPCR

RIE

SBI
SBSTA
SCCF
SCF
SE4ALL
SIDS
SPA
TEC

TA
UNDP
UNECE
UNEP
UNFCCC
usb
WB
WBCSD

Low-carbon and climate-resilient

Least Developed Countries

The Least Developed Countries Fund

The Least Developed Countries Expert Group
The work programme on long-term finance
Multilateral development bank

National development bank

New Market Mechanism

National implementing entity

Official Development Assistance

The Organisation for Economic Co-operation and Development

The OECD Development Assistance Committee
Pilot Program for Climate Resilience (of the CIF)

Regional Implementing Entity

The Subsidiary Body for Implementation

The Subsidiary Body for Scientific and Technological Advice
The Special Climate Change Fund

The Standing Committee on Finance

the Sustainable Energy for All (initiative by the U.N.)

Small Island Developing States

Strategic Priority for Adaptation

The Technology Executive Committee

Technical assistance

United Nations Development Programme

UN ECONOMIC COMMISSION for EUROPE

United Nations Environment Programme

The United Nations Framework Convention on Climate Change
United States Dollars

The World Bank

World Business Council for Sustainable Development
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www.oecd.org/cc/ccxg.htm

www.iea.org
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