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It has become equally important to seriously address the
scaling up of the delivery of climate finance between 2013
and 2020, and initiate a formal process that will assess the
sources and scale of long-term finance and to ensure the
capitalisation of the Green Climate Fund.

- South African President Jacob Zuma



|. THE GLOBAL CONTEXT

Floods, famines, wildfires, droughts... the climate crisis
is upon us all, but responsibility for climate change lies
mainly with developed countries. With less than 20 per
cent of the world’s population they have emitted almost
75 per cent of overall greenhouse gas (GHG) emissions
into the atmosphere. The effects of global warming,
however, fall disproportionately on countries of the glo-
bal South — countries that are least responsible for the
crisis, and have fewer resources to address the impacts.

Africa contributes less than four per cent GHG emissions,
yet it contains some of the regions that are most vulner-
able to climate change." It is projected that by 2020 rain-
fed agriculture in the region could be reduced by up to 50
per cent as a result of climate change, and 75 to 250 mil-
lion people across the continent could face severe water
shortages.” These impacts may mean increased hunger,
famine and disease.

At the UN climate talks in 2009,
wealthy countries pledged up to $30
billion between 2010 and 2012, and $100
billion per year by 2020 in
climate finance.

The economic impacts of climate change in Africa are es-
timated to be equivalent to 1,5 to three per cent of gross
domestic product (GDP) each year by 2030 - significantly
higher than in other regions.> The World Bank, UN Frame-
work Convention on Climate Change (UNFCCC) and oth-
ers put the cost of adapting and building resilience to
climate change in African countries at around $25 billion*
per year for the period 2010 to 2015, and up to $30 to $60
billion annually by 2030.5

At the same time, all developing countries will have to
balance the need to provide access to reliable energy
with a shift to low-carbon, sustainable development
models. The World Bank estimates that developing coun-
try mitigation of GHGs could cost $140 to $175 billion a
year over the next two decades.®

The idea of ‘climate debt’ encompasses the moral and le-
gal obligations of those most responsible for the climate
crisis to compensate those most impacted. The debt is
two-fold. For exploiting and substantially diminishing
the planet’s capacity to absorb GHG’s, making Southern
countries’ climb out of poverty more expensive, indus-

trialised nations owe an ‘emissions debt’. For the ad-
verse effects of these emissions they owe an ‘adaptation
debt’.”

As a way to repay part of their climate debt, wealthy
countries that have signed the UN climate convention
are legally bound to provide financial resources to devel-
oping countries for adaptation and to cover the costs of
shifting away from business-as-usual dirty energy path-
ways.

At the UN climate talks in 2009, wealthy countries
pledged up to $30 billion between 2010 and 2012, and
$100 billion per year by 2020 in climate finance. Since
then, countries have launched a Green Climate Fund
(GCF) to manage a significant portion of those funds (see
Brief 2: The Green Climate Fund and the role of the World
Bank),® but little money has actually materialised. At the
2011 climate summit in Durban, South Africa, countries
agreed to launch a work programme that includes a se-
ries of workshops on long-term finance, and a report of
potential sources of future climate financing.?

Discussing viable sources of climate finance that enable
developing countries to help mitigate the causes of cli-
mate change and adapt to its impacts will be crucial to
making progress on an agreement in the UN climate ne-
gotiations.

2. CRITERIA FOR FAIR AND
EFFECTIVE CLIMATE FINANCE

While development assistance must fund activities, poli-
cies and programmes that are coherent with the reality
of a climate-constrained world, climate finance must be
additional to existing commitments for official develop-
ment assistance (ODA). The following criteria have been
developed by members of the climate justice community
to determine whether various sources should ‘count’
toward developed countries’ legal obligation under the
UNFCCC to provide climate finance: ™

*  Adequate: Source raises volume of revenue consist-
ent with the scale of the need, in a manner that is ad-
ditional to pre-existing ODA and other pledges, and
with low transaction costs

* Predictable: Automatic, sustainable over time, not
easily evadable or subject to declining returns

e Public: Must be raised and contributed by govern-
ments



e Equitable: Source obtains money from those coun-
tries with the most responsibility for causing human-
induced climate change, as well as capacity to pay.
The mechanisms should not reinforce inequities in
both developing countries and developed countries

* ‘Do no harm’: Should in no way result in further im-
poverishment, disempowerment and discrimination
of marginalised people (South and North), nor cause
further destruction of the environment

* Transparent & accountable: Potential exists for citi-
zen input and oversight in monitoring how and from
whom revenue is raised

e Transformational: Promotes economy-wide reform
away from fossil fuel systems; promotes the transi-
tion to renewable energy sources and local control
of natural resources

*  Financially responsible: Helps curb speculation, in-
creases transparency of financial flows, limits trad-
ing in derivatives and other toxic financial products,
and moves towards a balanced and well-regulated
economy"”

3. LEADING PROPOSALS ON
SOURCES OF CLIMATE FI-
NANCE™

Several processes have been established to survey the
revenue-raising potential of traditional and innovative
sources of climate finance. In particular, the UN Sec-
retary General established a high-level advisory group
on climate finance (AGF) in early 2010 after developed
countries pledged to raise $100 billion annually by 2020.3
Several other surveys have been conducted since then
- from non-government organisation (NGO) reports
to a G20 (a group of the world’s 20 largest economies)
study commissioned by the World Bank. The following
are highlights of some of the most frequently discussed
proposals.

Direct budgetary contributions

The G77 plus China (a 132-member developing country
negotiating block) has called for defined national budg-
etary contributions of 0,5 to one per cent of developed
country gross national product (GNP). This proposal,
which is supported by the Africa Group of climate ne-
gotiators, could raise $200 to $400 billion per annum
through developed governments’ public spending. The
Cochabamba Peoples Agreement, which Bolivia officially
submitted to the UNFCCCin 2010, calls for wealthy indus-
trialised countries to commit six per cent of their GDP

to address climate change in developing countries, an
amount on par with their national defence budgets.”

This proposal, which is supported by
the Africa Group of climate negotia-
tors, could raise $200 to $400 billion
per annum through developed govern-
ments’ public spending.

The proposal has received little support outside the G77
and many parties view it as unrealistic because of the
scale of the request, the fact that even old promises of
ODA have not been met, and that developed countries
are themselves currently experiencing severe budget
shortfalls and economic austerity measures.” It is very
unlikely that developed country treasuries and/or parlia-
ments would agree to an international mandate to direct
budgetary contributions to the Green Climate Fund or
another climate finance mechanism. Owing to this lack of
political will, this option is seen by many as unpredictable
subject to national budgetary processes on an annual ba-
sis. Nevertheless, the AGF has argued that direct budget
contributions will continue to play a role as they have in
the past and as determined by national circumstances.
While it is in the interest of African — and all developing
- countries to maximise budgetary contributions from
industrialised countries, this source will realistically have
to be complemented by other public sources of climate
finance.

Shipping and aviation fuel and emis-
sions levies

Draft studies from the World Bank and the Gates Founda-
tion commissioned by the G20 on innovative sources of
development and climate finance come out strongly in
favour of mechanisms that implement levies on shipping
and aviation fuel.” For the international maritime sector,
this would mean that a limit would be set on greenhouse
gas emissions along with a fixed carbon price based on
international consensus. Maritime carriers would either
purchase these credits as emission offsets or pay the tax
on fuel used. (Others have proposed a maritime fuel tax
without the offset option.) The AGF pegs potential rev-
enues at $2 to $19 billion a year. Oxfam and the World
Wildlife Fund (WWF) have developed a proposal for a $25
levy per ton of maritime fuel that could raise at least $25
billion a year. ®

A major point of contention is whether the tax rate
would be universal or whether there would be differ-



ential treatment for developing countries. The US op-
poses differentiating between developed and develop-
ing countries, but the AGF has outlined a rebate system
that would add no burden to developing countries. The
Oxfam/WWEF proposal calls for part of the revenue to be
directed to poor countries to offset higher import costs
($2 on every $1,000), and at least $10 billion a year to be
deposited in the Green Climate Fund. The International
Maritime Organization, a UN agency, would oversee
the process.

Revenue generated from the shipping
and aviation sectors could be benefi-
cial to countries in Africa if levying
schemes differentiate between devel-
oping and developed countries and/
or include carefully designed rebate
mechanisms that ensure no net
incidence.

In the aviation sector, the European Union (EU) has made
changes to its Emission Trading Scheme (EU ETS) to cap
emissions and auction carbon offset credits at an inter-
national market-based price. The new aviation directive
would cover all aircraft operators entering and leaving
the EU - including planes from the US.* This proposal has
sparked pushback from the US congress and the aviation
industry.?® Additional criticism points to the fact that the
sector will receive 85 per cent of pollution permits free,
and that the scheme emits pollutants other than carbon
dioxide (CO2).”

The Maldives, on behalf of a group of less-developed
countries, has proposed a formula based on the existing
French aviation levy of $6 on all international economy-
class flights and $62 on all business-class flights. The levy
would be collected by airlines from their passengers at
the point of sale, with some of the revenue returned to
airlines for the costs of administering the system. The
Maldives estimates that the levy could raise near-term
revenue of $10 billion per year. World Bank estimates
suggest that a value added tax of five per cent globally
would bring in about $20 billion. The AGF puts revenue
estimates at between $1 and $6 billion a year.?? An avia-
tion levy is considered fiscally progressive because it will
mainly impact the less than five per cent of the world’s
population that engages in international tourism.?

Revenue generated from the shipping and aviation sec-
tors could be beneficial to countries in Africa if levying

schemes differentiate between developing and devel-
oped countries and/or include carefully designed rebate
mechanisms that ensure no net incidence. In addition,
levies should not be tied to carbon markets in these sec-
tors, as carbon offsets can actually result in increased
GHG emissions, further subjecting vulnerable communi-
ties in Africa to the impacts of global warming.

Financial transaction tax

A financial transaction tax (FTT) is a small tax on each
trade of stocks, derivatives, currency and other finan-
cial instruments. According to a recent European Parlia-
ment report, a broad-based tax at the low rate of 0,01 to
0,05 per cent could raise as much as $650 billion per year
globally in new revenue.** Global campaigners generally
call for a quarter of that to go toward climate finance in
developing countries. In a June 2010 report for the G20,
the International Monetary Fund (IMF) confirmed the
administrative feasibility of FTTs.> A second IMF techni-
cal paper pointed out that most G20 countries (including
South Africa) have already implemented some form of
transaction tax, and offered useful information on how
to design the taxes to make them most effective. The
paper also noted that while an international FTT with
broad geographic and sector coverage was preferable,
FTTs could be implemented unilaterally or regionally.?® In
other words, developing countries could still enjoy the
benefits of revenue generation in developed countries
for the purpose of international climate finance, global
financial stability, and incentives for long-term foreign in-
vestment that come with an FTT without having to imple-
ment the tax themselves.

According to a recent European Parlia-
ment report, a broad-based tax at the
low rate of 0,01 to 0,05 per cent could
raise as much as $650 billion per year

globally in new revenue.

Global champions of an FTT, including French President
Nicolas Sarkozy (2011 chair of the G20) and German
Chancellor Angela Merkel, have moved forward the pro-
posal for a ‘coalition of the willing’ countries to imple-
ment a regional FTT in Europe. Ethiopia, South Africa,
the African Union, Spain, Brazil, Argentina and the EU
Parliament have supported this proposal. Over 1 000
parliamentarians and 1 000 economists from around
the planet have supported the implementation of an
FTT. In April 2011 finance ministers from Francophone
African countries strongly supported the rapid adoption




of an FTT covering ‘the widest possible range of trans-
actions’.?® Government FTT proponents are bolstered
by a strong and growing international campaign that
has brought together labour unions, and environmen-
tal, global health, and other groups.” The US recently
dropped its outright opposition to any taxes on financial
transactions by other countries, but does not support
the proposal at home.°

Special drawing rights>'

Special drawing rights (SDRs) are reserve assets created
by the IMF and allocated to member countries in pro-
portion to their quotas, which are based on a country’s
relative weight in the global economy. The purpose of
SDRs has mainly been as a unit of account within the IMF,
but they can represent a potential claim on IMF member
countries’ non-gold foreign exchange reserve assets,
which are usually held in US dollars, Japanese yen, UK
pounds and euros.

There are several proposals for how SDRs could be
used for climate finance, but the basic idea of many of
the proposals is that developed countries transfer a
portion of the $176 billion in SDRs they were allocated
in 2009 to the Green Climate Fund to underwrite green
bonds for mitigation3* (some groups, like the Center for
Global Development, calculate that ten per cent of the
SDRs of developed countries could leverage around
$75 billion in green bonds). A variation on this proposal
is that developed countries would convert a portion
of their SDRs into hard currency for making grants
for adaptation, or that all countries convert SDRs to
cash, with developed countries paying the interest
rates incurred at conversion. The IMF could also issue
new, regular allocations of SDRs worth $100 billion per
year.33 With provisions in place that guarantee that de-
veloping countries pay nothing in the conversation of
SDRs to cash, this proposal is one that would benefit
African countries.

Use of SDRs to support climate mitigation and adaptation
is supported by a growing body of developing countries
in the UNFCCC negotiations, including the Africa Group
of countries, and has increasing support from financiers,
and development agencies.3* Climate campaigners like
the Pan African Climate Justice Alliance (PACJA) support
the proposal,® but point out that the IMF should have
no power over the governance and use of the funds. The
lack of industry opposition to SDRs in some ways greatly
increases their political feasibility compared to other in-
novative finance proposals.

Shifting fossil fuel producer subsidies
Developed countries prop up their fossil fuel industries
with subsidies worth around $100 billion each year.3® Fossil
fuel subsidies in the US alone have been estimated to be
as high as $49 billion a year.” While many of these subsi-
dies are for domestic production, a significant proportion
is made up of direct transfers from developed country
governments to northern-based multinational companies
involved in the global extraction, processing and distri-
bution of fossil fuels.3® Institutions like the World Bank,
regional development banks and national export credit
agencies like the US Export-lmport Bank — supported
by public dollars - give billions annually to the fossil fuel
industry.?®

...shifting fossil fuel subsidies to clean
energy, like carbon taxes, creates a
double impact - raising revenue while
reducing GHG emissions.

Generally, proposals for this source of climate finance
call for developed country governments to eliminate tax
breaks, subsidies and other supports to the fossil fuel in-
dustry and channel the equivalent amount of funds into
the Green Climate Fund. To conform with the principles of
equity and the ‘polluter pays’ principle it is important to
make the distinction between producer subsidies, which
benefit already profitable energy companies, and con-
sumer subsidies, which make energy and transportation
more accessible to the poor (countries in the G20, for ex-
ample, have committed themselves to ending fossil fuel
subsidies, but have made no such distinction).

Global leaders, including UN Secretary General Ban Ki
Moon, Sir Nicholas Stern, and Al Gore, have spoken out
against subsidising fossil fuels with public funds. And
shifting fossil fuel subsidies to clean energy, like carbon
taxes, creates a double impact - raising revenue while re-
ducing GHG emissions.*°

Carbon taxes

Carbon taxes would raise revenue by placing a fee on
each ton of CO2 emitted — having the dual impact of driv-
ing down emissions and raising government revenue. The
amount of revenue raised by a carbon tax would depend
on the rate, coverage and market response to specific pro-
posals. For example, the Swiss government has outlined
a global carbon adaptation tax of $2 per ton of CO2 on
all fossil fuel emissions, which could generate $40 to $50
billion for adaptation per year.* The AGF more conserva-



tively estimates potential revenues of $10 billion per year
from a $1tax on 11 to 13 Gt of energy-related emissions.*

Besides generating revenue, a carbon
tax set high enough could disincen-
tivise dirty energy, industry, trans-
portation and land use, thus lowering
emissions and reducing the threat of
climate change and its impacts.

This proposal has been criticised for using a uniform tax
which does not account for historical emissions. Howev-
er, countries could align more closely with the ‘polluter
pays’ principle by implementing a higher tax rate in coun-
tries with greater historic emissions.# Exemptions can
also be made for countries with extremely low levels of
emissions. The Swiss proposal applies a floor of 1,5 tons
of CO2 per capita, essentially exempting least developed
countries.* Only if exemptions, rebates or other design
elements for no net incidence in developing countries
and poor families were put in place would a carbon tax
be an equitable source of climate finance. Besides gener-
ating revenue, a carbon tax set high enough could disin-
centivise dirty energy, industry, transportation and land
use, thus lowering emissions and reducing the threat of
climate change and its impacts.

While carbon taxes have been criticised as being a politi-
cal non-starter, fundamental tax reforms are being con-
sidered in many developed countries to address struc-
tural budget deficits. However, it is fairly unlikely that
governments would give up democratic control over
taxation and agree at an international level to a global
tax regime or, if collected through national treasuries,
direct the majority of revenue to the Green Climate Fund.

Multilateral development banks

There has been a move by some governments and bod-
ies (like the AGF and the World Bank) to define multilat-
eral development banks (MDBs) as a ‘source’ of climate
finance because of their ability to use public money to
leverage additional financial resources. For example,
the Advisory Group estimated that, for every $10 billion
of public money contributed to development banks, the
MDBs could mobilise between $30 billion and $40 billion
in grants and loans. However, a recent study by experts
from the University of Zurich funded by the Swedish
Energy Agency and Swiss Secretariat for Economic Af-
fairs found claims of public finance’s ability to leverage
private finance to be exaggerated.* For example, the

World Bank’s Clean Technology Fund self-reported an
8.4 leverage ratio, while the report’s authors calculated
a ratio of 2.6.

Proponents of significant MDB involvement in climate
finance point to their provision of technical assistance
and capacity building; support for developing countries
in implementing international carbon offset projects
and developing their own domestic carbon markets;
provision of guarantees against policy risk; and ability to
hedge carbon price risk as ways to mobilise large addi-
tional investments from the private sector.* Again, the
University of Zurich study found that the ability of the
Clean Development Mechanism (CDM), the compliance-
based international carbon offset programme of the UN-
FCCC, to leverage private money was about half of what
is generally claimed.¥

Critics are concerned that MDBs could place conditions
on money that they leverage — such as having an active
lending programme with the institution, fiscal policies on
debt and interest rates, and structural reforms that fa-
vour the privatisation of public goods and services. This,
they point out, creates a parallel governance structure
that falls outside of the UN-based international negoti-
ating process. Many have argued that money flowing
through MDBs for climate-related programmes that are
not subject to the guidance of or accountable to the UN
climate convention should not count toward developed
country climate finance commitments.

Critics are concerned that MDBs could
place conditions on money that they
leverage - such as having an active
lending programme with the institu-
tion, fiscal policies on debt and inter-
est rates, and structural reforms that
favour the privatisation of public goods
and services.

Meanwhile, the environmental record of most develop-
ment banks leaves much to be desired. The energy pro-
gramme at the World Bank, for example, remains heav-
ily slanted toward fossil fuel production even as it vies
for a central role in the Green Climate Fund.®® For these
reasons, African countries should be very sceptical of the
role of MDBs as a source or a channel of climate finance.

Carbon markets (also see Brief 3: Carbon Trading in Africa)
The UN AGF estimated that between $8 and $14 billion




could be generated per year by selling carbon offsets on
the global carbon market (although that appears to be
an overestimate as, according to the World Bank, current
revenue flow in the primary credit market is only $1,5 bil-
lion).* Revenue potential depends on the demand for
carbon offsets (which is falling, as the future of mecha-
nisms such as the CDM created by the Kyoto Protocol is
uncertain®®), the price of carbon and the rules that gov-
ern who gets paid for transfers.*"

While carbon markets are a favourite mechanism for de-
veloped countries that want to reduce their emissions
cheaply, and large developing countries that can attract
large-scale mitigation projects, this mechanism does lit-
tle to provide climate finance for African countries. Less
than two per cent of CDM projects are hosted in Africa,
and these projects represent less than 1,5 per cent of car-
bon credits generated. The figures for sub-Saharan Africa
outside South Africa are 0,9 per cent of projects globally
and 0,005 per cent of credits issued to date.>

In addition to leaving out the poorest countries, carbon
markets fail to finance transformational sustainable de-
velopment - only 11 per cent of carbon credits are pro-
jected to come from renewable energy sources such as
wind and solar.?* Planned and registered solar projects
account for a mere 0,02 per cent of CDM credits issued.
This may change somewhat in the future, but likely only
insofar as new projects entering the pipeline meet condi-
tions for energy export potential to meet EU renewable
energy targets, or where significant additional subsidies
are available.>*

Carbon trading is an unpredictable source of financing
because revenues fluctuate with the price of carbon,
which is made more vulnerable by the involvement of
speculators in the carbon market. Offset revenues also
fail the test of being ‘new and additional’. Developed
countries use the credits they purchase toward their
own mitigation commitments. Therefore, including
these payments as climate finance as well constitutes
double counting.

In the end, less than 30 per cent of revenue from carbon
trades goes to developing countries. The rest goes to
brokers, bankers, investors and consultants in rich coun-
tries, and to fees and taxes.>

One of these taxes is a two per cent levy on CDM pay-
ments, which funds the Adaptation Fund. Payment via
thislevy leaves the Adaptation Fund’s account vulnerable

to the unpredictable whims of the carbon market. South
Africa advocates extending the carbon market-based
levy to other Kyoto mechanisms. But the fee comes out
of the revenues that developing countries would other-
wise receive for sale of offset credits, and thus is func-
tionally a contribution to the Adaptation Fund made by
developing countries themselves.>

Private sector

Because the scale of the need for climate finance is so
great, and the political will to move resources through
national budgets is so lacking, many developed coun-
try governments are calling for a significant role for the
private sector in climate finance. The AGF estimates
that the potential revenue from private finance could
be as much as $500 billion in 2020. Some proposals
have gone so far as suggesting that the Green Climate
Fund should be limited to administering the smallest
possible subset of grants, investments or guarantees
required in order to mobilise a diverse set of private
sector instruments through a flexible Green Climate Fi-
nance Framework.*

It is important to note, however, that private finance will
gravitate towards more profitable investments, result-
ing in a strong bias towards middle-income countries and
towards mitigation projects. Because many low-carbon
technologies still present higher costs than high-carbon
alternatives they will likely not attract significant private
investment without public subsidies. Adaptation activi-
ties, which rarely generate profit, will be even less attrac-
tive. Positive development outcomes and environmental
integrity are lower priorities to the private sector than
returns on investments.

It is important to note, however, that
private finance will gravitate towards
more profitable investments, resulting
in a strong bias towards middle-income
countries and towards mitigation
projects.

Friends of the Earth (FOE) has identified several criteria
to which resources channelled to or from the private sec-
tor should adhere, including that resources that:

* Make a demonstrable contribution to sustainable,
vibrant local economies in developing countries
that stimulates local entrepreneurship, including in
low-income countries



* Areresponsive to country need and equitable geo-
graphic distribution

e Can be accompanied by the application of rigorous
environmental and social safeguards and the high-
est standards of transparency and accountability

In addition resources should have no links to carbon mar-
kets and should exclude risky financial instruments.

FOE also argues that prior to any operationalisation of
private sector leveraging as a function of the Green Cli-
mate Fund, a better understanding of its efficacy in gen-
erating pro-poor, climate-friendly investment is neces-
sary.® African governments should be wary of promises
and projections made about the possibility of the private
finance making a significant contribution to climate ad-
aptation and mitigation that is fair and effective to local
communities, and should therefore develop stringent cri-
teria for its use.

4. CONCLUSIONS

Public sources first and foremost: At least the initial
$100 billion dollars to capitalise the Green Climate Fund
should come from public sources. While developed
countries claim there is no money, resources have been
found to bail out big banks, subsidise dirty energy and
industry, and pay for war. Using traditional and innova-
tive mechanisms - such as taxes, levies and SDRs - gov-
ernments can raise funds to transfer into the coffers of
the global fund. Ultimately mobilising public resources is
a matter of political will. The private sector has a role to
play in supporting renewable energy, clean companies
and sustainable business models, but it must be regulat-
ed to uphold climate integrity and social development
objectives.

Avoid carbon markets: Carbon markets have demon-
strably failed to meet the climate finance needs of Af-
rican countries. Carbon offset mechanisms have not
been found to contribute meaningfully to the transfer
of clean technologies to Africa or to increase access to
renewable energy. While carbon offsetting is not de-
signed to reduce GHG emissions (it can, at best, keep
them at the level of a cap), it can lead to increasing
emissions when credits are earned for spurious projects
in the global South but equivalent pollution is still emit-
ted in the global North. The potential to increase glo-
bal warming is in conflict with the interests of African
countries.

Equitable and transformative climate finance: The sourc-
es of climate finance as well as the rules and institutions
that manage the flow of resources should be part of our
transformation into low-carbon economies. In addition,
raising climate funds (through, for example, FTTs) can be
one tool for redistributing resources that are increasingly
concentrated in the hands of the super-rich in the fight
against growing wealth inequality. Climate finance can
therefore be used to support a just transition and sus-
tainable development.
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