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REDD-PLUS INFORMATION -27-
Climate Finance Under the UNFCCC
By
U Sein Thet, Project Coordinator, ITTO-REDD+ Project

A major aim of the international climate change effort is to provide finance to help developing countries
undertake low-carbon development and adapt to climate impacts. Developed countries committed in the
United Nations Framework Convention on Climate Change (UNFCCC) to provide financial resources for
these efforts, and support flows through a variety of bilateral and multilateral channels. The UNFCCC includes
finance-related commitments and establishes a financial mechanism to deliver support to developing countries.

In Article 4.3 of the Convention, the developed countries included in Annex Il commit to “provide
new and additional financial resources to meet the agreed full costs incurred by developing country Parties”
in meeting their reporting obligations under the Convention. These include measures to both mitigate and
adapt to climate change. Both the 2007 Bali Action Plan and the 2009 Copenhagen Accord call for scaled-
up climate finance as a critical component of a stronger overall climate effort. The Bali Action Plan says
developing countries are to undertake “nationally appropriate mitigation actions. . .supported and enabled by
technology, financing and capacity-building. .. .” The Copenhagen Accord envisions a new multilateral climate
fund; commits developed countries to collectively provide$ 30 billion in fast-start finance in 2010-2012; and
setsa goal of mobilizing S 100 billion a year in public and private finance by 202(), *in the context of meaningful
mitigation actions and transparency on implementation.”

The only numerical finance goals established under the Convention are those contained in the Cancun
Agreements: a “fast-start” commitment of $30 billion in “new and additional” finance in 2010-2012; and a
goal of mobilizing $100 billion a year by 2020 “from a wide variety of sources, public and private, bilateral
and multilateral. including alternative sources.” and “in the context of meaningful mitigation actions and
transparency of implementation.” Climate finance to developing countries from both public and private sources
currently amounts to about $10 billion a year, with roughly 8() percent going to mitigation and the balance to
adaptation. Of the $8 billion a year in mitigation finance, about 40 percent is public finance delivered through
a variety of multilateral channels. The remaining 60 percent of mitigation finance is generated through the sale
of emission credits created under the Clean Development Mechanism (CDM). Adaptation funding is primarily
through public sources of funding and a new on CDM projects.

A number of funds have been established under the Convention and the Kyoto Protocol to provide
resources to developing countries. At the second Conference of the Parties (COP 2), UNFCCC parties
designated the Global Environmental Facility (GEF) as an operating entity of the financial mechanism. Originally
a pilot program of the Word Bank and United Nations Development Programme. the GEF now sits as a
separate institution serving as an operating entity of six conventions addressing a range of environmental
concems, including biodiversity and ozone-depleting substances. The GEF receives its funding through a
replenishment process which occurs every four years, The sixth replenishment of the GEF (GEF-6), completed
in April 2014, provided more than $3 billion in funding towards climate change activities, which the GEF
estimates can be leveraged to more than $30 billion. The GEF also manages two specialized climate funds
established by the UNFCCC. The Least Developed Countries Fund for Climate Change was established in
November 2002 to address the needs of the least developed countries especially vulnerable to the adverse
effects of climate change. The fund supports the preparation of national adaptation programs of action,
which identify priorities to increase resilience in these vulnerable countries. In 2004, parties established the
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Special Climate Change Fund to provide financing to developing countries for activities for activities, programs
and measures complementary to funding provided by the GEFE.

At COP13, Kyoto Protocol parties created a dedicated Adaptation Fund (AF) to finance activities
strengthening developing countries’ resilience to climate change. The Cancun Agreements established the
Green Climate Fund (GCF) as a new operating entity of the Convention’s financial mechanism. More than
$10 billion was pledged by developed and developing countries to the GCF in its first round of capitalization,
of which approximately $4 billion has been converted into formal contribution agreements. Climate investment
needs are expected to grow rapidly in developing countries, both to ensure that fast-growing countries adopt
low-carbon development pathways, and to help the poor countries most vulnerable to climate impacts.

The Standing Committee on Finance (SCF) was established pursuant to the Cancun Agreements as
a permanent institution to assist the COP on matters related to the financial mechanism of the Convention. The
composition of the fund’s board and its decision-making procedures are critical to its legitimacy in the eyes of
both donor and recipient countries. In the case of the GEF-operated climate funds, the governing councils
have balanced representation from developed and developing countries. Similarly, the trust fund committees
of the non-UNFCCC Climate Investment Funds (CIFs) have balanced representation from contributor and
recipient countries.

Historically, developing countries have accessed climate finance through a multilateral implementing
entity (MIE), a multilateral or regional development institution designated to serve as a project’s implementing
agency. MIEs provide essential capacity in many cases, and funds have also favored their use to help ensure
that fiduciary standards are met. The GEF’s implementing agencies include United Nations Development
Programme, United Nations Environment Programme, Food and Agriculture Organization, and the Word
Bank and other agencies. For the CIFs, the implementing entities are the World Bank Group and a number
of regional development banks. In recent years, developing countries have shown an increased interest in
“direct access" to finance as a way to take ownership and build capacities within their own borders. The
Adaptation Fund is unique among the climate funds in allowing funds to go directly to national implementing
agencies meeting its fiduciary standards and requirements for transparency, monitoring and evaluation.

Pursuant to Article 12.3 of the UNFCCC, Annex I parties report on their financial support to
developing countries in their national communications (NCs), which are submitted every four years, and in
their biennial reports (BRs). In their NCs, they provide a detailed narrative on their provision of new and
additional finance, assistance to developing countries especially vulnerable to climate change, and transfer of
technology. In their BRs, they provide detailed quantitative data on their contributions to multilateral funds,
including the GEF, AF, GCF, CIFs, MDBs, UN bodies and other funds, and via bilateral, regional and other
channels. The NCs and BRs undergo international assessment and review (IAR) conducted by the Subsidiary
Body for Implementation (SBI). This entails a country-by-country technical expert review, which includes an
examination of the provision of financial, technological and capacity building support detailed in BRs. Technical
review reports are made publicly available on the UNFCCC website. Developing countries report in their
NCs on financing gaps and needs and list projects for which they would like to receive financing. In their
biennial update reports (BURs), developing countries report on financing needs and on the receipt of climate
finance from Annex 11 parties, including the funding’s source. the type of financing (grants, concessional loans,
overseas development assistance, etc.), and how the support is used (financial, technology transfer, technical
assistance, capacity building).

An effective international climate change regime requires a strengthened financial architecture capable
of efficiently generating and delivering significantly scaled-up finance for mitigation and adaptation in developing
countries. In spite of the criticism that surrounded the summit, it produced the Copenhagen Accord, (December
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2009) the most substantial consensus on climate change since the Kyoto Protocol in 1997, In the Accord.,
countries agreed to limit temperature increases from pre-industrial levels to 2 degrees Centigrade; countries
adopted a differentiated approach to mitigation with developed countries adopted a differentiated approach
to mitigation with developed countries agreeing to undertake emission reduction targets and developing
countries agreeing to undertake nationally appropriate mitigation actions; and countries also agreed to a
process for verification of mitigation actions. Furthermore, developed countries committed to providing
USD 30 billion in fast-start financing and mohilizing up to USD 100 billion a year by 2020 from public and
private sources for developing countries. It was able to strike a delicate balance between the needs of the
developing and developed countries: on the one hand, developed countries insisted on establishing a process

to ensure transparency and verification of mitigation actions, and on the other hand, developing countries
stood firm on the need for international climate financing to be provided by developed countries.

New Climate Institute (2013) provides analysis on climate finance flows and develops policies
and instruments to maximize the impact of finance on the ground. Solving the climate challenge requires
redirecting investments towards climate compatible development options and supporting countries 1o integrate
climate concerns into their policies. They evaluate current climate finance flows and develop conerete proposals
on how climate finance can be applied most effectively from a funder’s as well as recipient’s perspective.
Combing practical experience from their in country work with their research and analysis of climate policies
and their impacts, they addresses the challenge from different perspectives. They also stated that, many
countries need financial support to implement green growth strategies. The Paris outcome (COP21) will
likely include a mix of instruments such as a core legal agreement, supporting COP decisions, and political
declarations. Depending on parties’ objectives, they could seek through these instrumenis to: establish new
or strengthen existing commitments; encourage scaling up available resources: enhance existing institutions:
strengthen the transparency of support; orenhance enabling environments.

References:- * Strengthening in International Climate Finance, Global Climate Change,
December 2010,
* Addressing Finance in A 2015 Climate Agreement. Centre for Climate and
Energy Solutions, June 2015.
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