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Close dialogue and interaction on certain finance flows was sustained during this work
with a number of organizations active in these areas, including, in alphabetic order, Asian
Development Bank, Agence Francaise de Développement, AidData.org, Bloomberg New Energy
Finance, Chatham House, Development Bank of Southern Africa, Ecofys, European Bank for
Reconstruction and Development, European Climate Foundation, E3G, Global Canopy, Global
Environmental Facility, International Finance Corporation, KfW Entwicklungsbank, McKinsey
& Company, Overseas Development Institute, Organisation for Economic Co-operation and
Development, Stockholm Environmental Institute, The Nature Conservancy, UNEP, UNFCCC
Secretariat, World Resource Institute, and the World Bank. Experts in these organizations
were critical in helping us better understand the available data, and our work has benefited
substantially from the many discussions. The authors would like to acknowledge the helpful
comments from Philippe Ambrosi, Julia Benn, Alexis Bonnel, Jessica Brown, Jan Corfee-Morlot,
Pierre Forestier, Liz Galagher, Valerie Gauveau, Kirsty Hamilton, Jochen Harnisch, Ari Huthala,
Celine Kaufmann, Johanna Lutterfelds, David McCauley, Ariane Meier, Chantal Naidoo, Charlie
Parker, Clarisse Kehler-Siebert, Martin Stadelman, Stacy Swann, Dennis Tirpak, Guy Turner, Eric
Usher, Delia Villagrasa, Christiane Weber, and Ming Yang. Finally the authors would like to
acknowledge comments and internal review from CPI staff (Juliano Assuncao, Ruby Barcklay,
Keven Brough, Sandra Fernandez, Tom Heller, Anne Montgomery, Valerio Micale, David Nelson,
Karsten Neuhoff, Kath Rowley, Tim Varga, and Qi Ye).

Note that this landscaping exercise is a work in progress - we aim to provide the best possible
information, but cannot claim to have captured everything. Comments and clarifications on both
the numbers and tracking organizations are very welcome.
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Executive Summary

Climate finance has been a key topic in recent international climate negotiations, resulting in a
significant commitment to increase the flow of climate finance from developed to developing
countries to USD 100 billion per year by 2020. Building a comprehensive picture of climate
finance flows is essential to this effort. Understanding how much and what type of support
is being made available to advance action on low-carbon, climate-resilient development, how
these types of support correspond to countries’ needs, and whether financial resources are
being spent productively, is critical to building trust among countries and ensuring the effective
use of the available financial resources.

Inthis paper we assess the current status of the climate finance landscape, mapping its magnitude
and nature along the life cycle of finance flows, i.e. the sources of finance, intermediaries involved
in distribution, financial instruments, and final uses. After presenting estimates of current flows
based on available data, describing the methodology, and discussing the sources of data, we
offer recommendations to improve future data-gathering efforts.

To gain a comprehensive picture of the landscape of climate finance, it is necessary to compile
data from a wide range of sources, from international organizations like the OECD, to private
sector sources like Bloomberg NEF, as well as NGOs like the ODI. We conducted a detailed
review of the available data, recognizing the wide variety of definitions and the gaps in data
gathering. Our extensive year-long effort went to great lengths to cover all data sources and
make them comparable to the extent possible. While the timeframes covered by these sources
differ, our data mostly relate to flows in 2009/2010.

We used three major sources of information: 1) existing databases, tracking initiatives, and studies
compiled by various organizations; 2) third-party expertise, when official numbers were lacking
or did not appropriately portray the related flow; 3) our own estimates, when no satisfactory
official / third-party numbers were available.

The Global Climate Finance Landscape

Our research suggests that at least USD 97 billion per annum of climate finance is currently
being provided to support low-carbon, climate-resilient development activities.

An optimist might suggest that the USD 97 billion total in climate finance is close to the USD 100
billion promised by developed countries in the Copenhagen Accord. Yet, we have to recognize
that this might not be correct for multiple reasons:

* Not all of the USD 97 billion is necessarily additional to climate finance available prior
to the Copenhagen Accord. The reality is that while climate finance has increased
quickly over the past 10 years, a significant share of the USD 97 billion was already being
provided prior to the Summit.

* Many countries and commentators have interpreted the USD 100 billion climate finance
to originate from public sources, rather than partially provided by the private sector
(although the Copenhagen Accord does mention private sources).

* Many have also argued that the finance provided should cover incremental costs rather
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than capital investment.
* Furthermore, the USD 97 billion total includes some developing countries and domestic
sources, although to a limited extent.

Figure ES-1 - the ‘spaghetti diagram’ - illustrates the current landscape of climate finance flows
along their life cycle. The width of the arrows in the diagram represents the relative size of the
flows. The diagram distinguishes between ‘incremental costs’ and ‘capital investment’. The
former refers to financial resources provided to cover the difference between a less costly, more
polluting option and a costlier, more environmentally-friendly and/or climate-resilient one. The
latter refers to tangible investment in mitigation or adaptation projects. Incremental costs are
like revenues to recipients, whereas capital investment needs to be paid back. Incremental costs
often make the difference in the final investment decision, influencing where investors decide to
put their money, and are generally funded by public climate finance resources.

Figure ES-1. Current climate finance flows (in USD billion)

» : 1 itali = 77 Capital investment NE: Not estimated
Public money - Private money Offset money - Intermediated money |:| Capital investment L J and incremental costs ot estimate
Sources Intermediaries Instruments Channels Uses
Carbon market ) NE - NE 4
revenues” (ETS Policy incentives Adaptation
auctions, AAU sales)
2 . L REDD_
7 1 ? Risk management
Carbon taxes™ Domestic public
budgets
N
7 2
Carbon offset flows
NE 2
General tax revenues
4
NE Grants
! 13
Concessional loans : 3
__________ B Different
disbursement Mitigation
channels
Offset markets 2 Offset brokers
(Gov't & private) Carbon funds Y
Market rate loans
Voluntary/
Philanthropy <1

Global capital

markets

Equity
Private finance

Source: Climate Policy Initiative (CPI)

Notes: Figures presented are indicative estimates of annual flows for the latest year available, 2009/2010 (variable according to the data source). Figures are ex-
pressed in USD billion and are rounded to produce whole numbers. Estimates spanning multiple years are adjusted to produce annual-equivalent estimates. Where
ranges of estimates are available, the mid-point is presented. Al flows are incremental except for those identified as full or partial ‘capital investment’. Most data
presented relate to commitments in a given year, due to limited availability of disbursement data. *Estimated carbon pricing revenues indicated are not necessarily
wholly hypothecated for climate finance.
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SOURCES

The amount of private finance is almost three times greater than public finance. Out of the
estimated USD 97 billion in global climate funding, on average USD 55 billion is provided by the
private sector, while at least USD 21 billion is provided by public budgets. Private funding is in
the form of direct equity and debt investments, to which bilateral and multilateral agencies and
banks also contribute another USD 20 billion by leveraging the public funding they receive. A
relatively small share - less than USD 3 billion - is provided by carbon markets and voluntary
/ philanthropic contributions. Public finance is raised through carbon market revenues, carbon
taxes and general tax revenues.

The relatively small role of the public sector compared to the private sector is remarkable, in light
of the debate in the global climate change negotiations where many have emphasized the need
for developed countries to fund mitigation and adaptation in developing nations. The role of the
private sector in our figures is a reminder of the fact that capital investment is crucial for any
mitigation and adaptation activities. Many developing countries lack developed capital markets
- i.e. a well functioning banking system, a public debt market and/or a public equity market -
requiring them to rely, instead, on international capital investments. The poorest countries must
rely on development banks.

Carbon finance plays only a small role in climate finance. The relatively small role of carbon
finance (USD 2 billion out of USD 97 billion) stands in contrast with the high ambitions for
carbon markets when the Kyoto Protocol came into force. After rapid growth in the generation of
CDM (‘Kyoto") carbon credits, the offset markets have leveled off at roughly 160 million credits
per annum, as the European Union Emissions Trading System (EU ETS) proved to be the only
significant source of demand.

INTERMEDIARIES

Intermediaries such as bilateral and multilateral financial institutions play a key role in
distributing climate finance, around USD 39 billion a year (40% of the total). Most climate
finance is not distributed directly by governments to end-users, as is generally believed, but
is distributed through government agencies and development banks. Agencies mostly rely on
public money, while banks typically leverage public money with debt financing.

Bilateral institutions distribute a greater share of finance than multilateral agencies. While
there has been a lot of attention recently on the development of a global ‘green fund’ to catalyze
international climate finance, the reality is that most of public climate finance (USD 24 billion)
is currently provided by bilateral institutions (those sponsored by one nation) rather than
multilateral institutions (like World Bank / IFC, EIB, EBRD, AfDB, AsDB, IDB), which distribute
USD 15 billion a year. The remainder of climate finance either flows directly through the capital
markets, or is provided directly by governments.

Dedicated climate funds, typically managed by bilateral and multilateral institutions, channel
a small but growing portion of finance (currently USD 1.1-3.2 billion).
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INSTRUMENTS

Most climate finance, USD 74-87 billion out of USD 97 billion, can be classified as investment
or more generally including ownership interests. Around USD 56 billion is in the form of market
rate loans; of this amount, USD 18 billion is through bilateral and multilateral institutions like IFC
and EIB while USD 38 billion is through the private sector. Another USD 18 billion is provided as
equity, of which USD 16 billion comes from the private sector. Because these loan and equity
instruments must be paid back to investors over the investment horizon, they are technically not
considered ‘aid".

Concessional loans (USD 13 billion) are typically provided by bilateral and multilateral banks.
While the principal loan amount needs to be paid back, the interest rate payments are significantly
discounted. The discount can be characterized as ‘aid’. Concessional loans can therefore be
considered as both incremental and investment contributions and include ownership interests
where public bodies take on risk-return positions that a private investor would not bear.

The remainder of climate finance, between USD 8 and 21 billion, is comprised of instruments
such as policy incentives, risk management facilities, carbon offset flows and grants. These types
of financing that do not have to be (fully) paid back or incur a reduced interest rate can be seen
as ‘aid’ in the technical sense of the word. Approximately USD 8 billion is provided in the form
of grants (USD 4 billion), carbon offset flows (USD 2 billion) and risk management mechanisms
(USD 1 billion). Policy incentive instruments are increasing in importance but their magnitude is
not estimated as information tends to be fragmented.

The role of investment / ownership finance is striking. One can explain the large investment
component in international climate finance as due to the lack, in many developing countries, of
developed capital markets required to raise investment capital.

UsEs

The large majority of climate finance (USD 93 billion out of USD 97 billion) is used for
mitigation measures; only a very small share goes to adaptation efforts. This large share of
mitigation finance is mostly the result of significant capital investments in mitigation measures
like renewable energy. Adaptation receives USD 4.4 billion, mostly in the form of incremental
cost payments.

A detailed assessment of the sources for adaptation and mitigation shows that adaptation is
predominantly financed through bilateral institutions (USD 3.6 billion out of USD 4.4 billion),
followed by multilateral institutions (USD 475 million) and voluntary / philanthropy (USD 210
million). A relatively small share (USD 65 million) is provided by dedicated funds. It is surprising
to see that multilateral funds like the Adaptation Fund, which has attracted a great deal of
attention, play a relatively insignificant role compared to bilateral adaptation funds.

Mitigation finance is provided by a wider range of sources, with most (USD 55 billion out of
USD 93 billion) coming from the private sector in the form of capital investment. Bilateral and
multilateral institutions provide significant sums for mitigation, USD 19 billion and USD 14 billion
respectively. Funds contribute USD 2.4 billion. While most of those sources provide capital
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investment, the offset market provides USD 2.2 billion of incremental cost financing. Voluntary

/ philanthropic contributions are estimated to provide USD 240 million, slightly more than their
contribution to adaptation.

The split between mitigation and adaptation (95:5) contrasts with some of the rhetoric in global
climate change negotiations where many countries and commentators have remarked that
climate finance should be split 50:50 between adaptation and mitigation. The following points
are worth considering:

One could argue that it makes sense to invest in mitigation now, while climate change
can still be avoided, and that the world should only start to focus on costly adaptation
measures once climate change is truly unavoidable and irreversible. One could see our
data as proof that the world is acting rationally now.

Many mitigation efforts are part of the business-as-usual economic activity and have
rationales beyond climate change. For example, energy or resource productivity can be
justified based on the savings achieved. Renewable energy can also be justified based
on energy security and local environmental concerns (rather than global climate change
concerns). This makes those activities more likely than adaptation activities.

Mitigation activities tend to have more private sector participation, as they offer stronger
incentives through established business models. Adaptation, on the other hand, is often
a public good and needs to be provided through public sector accounts.

Key issues and recommendations for climate finance tracking

Our analysis of current climate finance flows highlights a number of key issues in climate
finance tracking and suggests that there are multiple improvements required to overcome these
challenges:

The complex nature of climate finance and lack of agreed-upon definitions hamper
tracking efforts. Inconsistencies in labeling and definitions of what constitutes climate
finance exist. There needs to be a common set of definitions spanning all types of climate
finance in order to allow data tracking and comparison.

The various objectives of climate tracking efforts complicate the analysis. Various goals
often require specific methods of analysis. Transparency and clarification regarding the
objectives of specific climate finance tracking systems help to focus analytical and data-
gathering efforts for global climate finance tracking.

While there is a wealth of data on elements of the climate finance landscape, there is
limited coordination and some gaps in data gathering. An expansion of our and others’
efforts and a platform to bring existing tracking initiatives together could support a
close dialogue between organizations active in this area, and improve the consistency,
comprehensiveness, and overall quality of data.

Several information gaps impede a better understanding of what is needed to enhance
the effectiveness of climate finance. Inaccessible and inconsistent data on private
finance flows, limited information on domestic and ‘South-South’ flows and a lack of
data at the instrument, disbursement and use levels limit our understanding of the scale
and effectiveness of climate finance efforts. New efforts to fill in those gaps are required.

A CPI REPORT

THE LANDSCAPE OF CLIMATE FINANCE



OcTOBER 2011 THE LANDSCAPE OF CLIMATE FINANCE

A comprehensive picture of climate finance flows is essential for the success of international
climate policy. Our study provides a first overview of the climate finance landscape and stimulates
thinking and action on next steps in developing a comprehensive tracking system that ultimately
helps countries learn how to spend money wisely.
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1 An overview of current
climate finance flows

Finance is a key ingredient of the global response
to climate change. The success of low-carbon
and climate-resilient development depends on
the quantity and type of finance made avail-
able to support these efforts. In the Copenhagen
Accord, developed countries pledged to collec-
tively support developing countries’ transitions to
low-carbon futures with an annual USD 100 billion
of ‘new and additional’ public and private finance by
2020, a commitment now included in the UNFCCC
following the recent Cancun negotiations.

A number of organizations and initiatives actively
monitor, track and analyze different pieces of
climate finance, and since Copenhagen, these
efforts have multiplied. Nevertheless, it remains
difficult to obtain a clear picture of how much
climate finance is flowing, where it is flowing from
and to, and what types of finance are flowing. The
availability of good data is essential for assessing
the adequacy and productivity of climate finance,
as well as for monitoring donor commitments.

Against the background of financing needs', this
paper describes the current landscape of climate
finance, by identifying, comparing, and evaluat-
ing existing databases and initiatives that track
finance.

Out of this process emerges a comprehensive
overview of the landscape of climate finance flows,
including flow pathways - from donor pledges,
through intermediaries and instruments, to end
recipients - and the key actors involved in tracking

1 Estimates of climate finance needs vary, according to the assump-
tions and parameters applied in individual studies e.g. the geographic,
sectoral, and activity coverage, the timescale and phasing, and the
desired target. World Bank (2010a) estimates that additional invest-
ments needs for mitigation interventions in developing countries
could range from USD 140 billion to more than USD 175 billion per an-
num by 2030 (with related financing requirements of USD 265 to USD
565) while, adaptation financing needs could range between USD 30
to 100 billion per annum. Several organisations have proposed other
estimates including: McKinsey 2009, IEA ETP 2008, UNCTAD 2007,
UNDP HDR 2008, Stern 2007.

these flows. As such, the paper also serves to
identify gaps and the subsequent improvements
needed to enhance the quality, completeness,
transparency, and consistency of current climate
finance-tracking.

Thus, the objective of this study is three-fold:
(i) to identify and quantify, to the greater extent
possible, the main categories or dimensions of
climate finance, (ii) to highlight key emerging
issues and gaps in the tracking processes for the
current landscape, and (iii) to point to remedies
that will ensure that climate finance meets the
expectations of being sufficient, transparent and
productive.

A definition of climate finance

The lack of an internationally-acknowledged defini-
tion of what qualifies as climate finance, or even
more narrowly what qualifies as a climate project,
presents a major challenge to understanding the
scale of financial flows; there is no established
basis for a methodology or measurement system
for tracking climate finance flows. Discussions with
many experts in the area? have indicated that the
meaning of climate finance is continually evolving,
and captures the following aspects:

* Financial support for mitigation and
adaptation activities, including capacity-
building and R&D, as well as broader
efforts to enable the transition towards
low-carbon, climate-resilient development

* Financial flows from developed to
developing countries (North-South)

* Financial flows from developing to
developing countries (South-South)

* Financial flows from developed to
developed countries (North-North)

* Domestic climate finance flows in
developed and developing countries

* Public, private, and public-private flows

2 These discussions where kicked-off during the “The State of Interna-
tional Climate Finance: Is It Adequate and Is it Productive?” workshop
organized by CPl in Venice in October 2010. Key takeaways from the
workshop can be downloaded from the CPI web site at: http:/www.
climatepolicyinitiative.org/our-work/publications.
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* Incremental cost and investment capital®:
an understanding of the incremental
cost can help identify where flows come
from, while ultimately it is the investment
cost that forms the greatest portion of
expenditures

* Gross flows and net flows* that shed light
on the level of mobilized international
investments and the net contribution of
countries

For the purpose of this study, finance flows are
limited to ‘climate-specific finance', referring
specifically to capital flows that target low-carbon
and climate-resilient development. Note that this
excludes a broader set of capital flows from devel-
oped to developing countries that will influence,
directly or indirectly, emissions and/or vulner-
ability to climate change in developing countries;
these are typically referred to as ‘climate-relevant’
finance (see Corfee-Morlot et al, 2009, and
Buchner et al., 2011)°. ‘Climate-specific’ finance

3 Incremental costs refers to financial resources provided to cover the
difference - or “increment” - between a less costly, more polluting op-
tion and a costlier, more environmentally-friendly (GEF, 2010) and/or
climate-resilient one. Incremental costs are like revenues to recipients.
Investment capital, instead, refers to tangible investment in mitiga-
tion or adaptation projects which needs to be paid back. Incremental
costs often make the difference in the final investment decision, and
are generally covered by public climate finance resources.

4 Climate finance can be measured in terms of ‘gross’ or 'net’ metrics
(AGF, 2010). Under the gross approach, flows would represent the fi-
nancial flows transferred to countries in any given year (these include
grants, concessional and non-concessional loans mobilised through
the bilateral and multilateral institutions, private capital flows and
flows from GHG offset projects). Under the net approach, amounts
repaid by the recipient countries would be deducted (e.g. repayments
of loan principal, repatriation of capital).

The 'gross and net approaches serve different purposes, and there are
different perspectives on whether finance should be measured on a
gross or net basis, particularly regarding private and non-concessional
flows, as highlighted in discussions of the High-level Advisory Group
on Climate Change Financing (cf. AGF, 2010). The on-going controver-
sies make it difficult to recommend a specific choice, but suggest that
both ways should be considered depending on the specific finance
flow taken in consideration. It is important to clarify what metrics are
being used when tracking finance flows, to avoid a mixture of both
which would lead to inconsistent aggregate results. OECD-DAC statis-
tics - explained in the following sections - make data available only on
a gross basis.

5 'Climate-relevant' finance targets development and economic growth

may be either international public or private
financing flows, and thus may be either conces-
sional (public) or non-concessional flows (where
the latter concerns private - as well as some forms
of public - finance flows). It can have direct or
indirect greenhouse gas mitigation or adaptation
objectives/outcomes.

The study focuses on gross flows in order to
highlight the overall scale of international invest-
ment, though net flows are also an important lens
on climate finance that need to be explored further.
Both incremental costs and investment capital are
taken into account. While ‘North-South’ flows
are the main focus of this study, ‘South-South’
and domestic climate finance flows in develop-
ing countries are included to the furthest extent
possible (for some insights on the potential scale
see Box 1V), however our understanding as of yet
is rudimentary, due to a limited availability of data
for quantifying these flows at present.

Taxonomy

A comprehensive picture of climate finance is
multidimensional, involving many pieces of infor-
mation both on the type of finance and how
finance flows from the donor to the recipient and,
ultimately, within the recipient structure.

Two dimensions can help structure and system-
atize this information:

* A horizontal dimension that represents the
life cycle of finance flows. How is finance
flowing from the source to the final use?
How are these flows assembled by source
of finance and country of origin? How are
they transferred and disbursed?

* A vertical dimension that describes what
types of financial flows and intermediary
channels are being used. Are they public
finance, private finance or public-private
finance flows? Climate-specific vehicles
or general bilateral flows? Flows managed
by International Finance Institutions

in key emitting sectors or in sectors affecting vulnerability to climate
change. These flows influence climate change outcomes, but possibly
in a negative manner (i.e. by increasing emissions) unless the capital is
backing low-carbon or climate-resilient investments.
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or directly by the government/private these dimensions.
sector? Incremental finance, or investment
finance? Based on this broad structure, the following

t f climate fi t iesi d
Figure 1 illustrates this framework, highlighting (i:anfchz:r Z;z”;azeoﬁ)a'nceca SgOrIes 15 propose

more information on the possible categories along

Figure 1. The dimensions of climate finance

Sources Intermediaries m Recipients

; carbon climate and adaptation /
Public . : -
. market bilateral investment mitigation
finance revenues policies (or relevant

tax

Public- IS multilateral
private
offset
MEWGCS
Private global
finance capital

markets

Source: Buchner et al., 201

* Sources of climate finance disbursed,

both existing and potential: this category
captures where money currently comes
from, and where additional climate finance
money could come from. Current sources
for climate finance include carbon market
revenues and carbon-related mechanisms,
general tax revenues, voluntary and philan-
thropic contributions, and capital markets;
possible, innovative future sources could,
for example, come from international
transport fuel revenues, the removal of
fossil fuel subsidies, redirecting fossil fuel
extraction royalties/licenses, or a financial
transaction tax (AGF, 2010).

Type of finance e.g. public concessional
(ODA and OOF), public non-concessional,
private capital or investment.

sectors)

offset
finance specific uses
(e.g. sector
endpoint,
project type)

concession
al loans

* Intermediaries of climate finance: this
category tracks specific patterns and
channels for climate finance. Some finance
flowsareintermediatedforvariousreasons,
ranging from the expertise and network
of the intermediary, legal requirements
of finance, transparency concerns, confi-
dentiality, diversification, or for pooling
resources to benefit from economies of
scale. In addition, these intermediaries
are able to leverage a significant amount
of co-financing. The principal intermediar-
ies through which finance is transferred
are bilateral or multilateral banks and
agencies as well as climate funds. Regional
and national development banks also play
arole.

* Instruments of climate finance: this
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category identifies the mode by which
mitigation and adaptation projects and
programmes are supported. Instruments
used to distribute funds include specific
policy-based incentives, risk instru-
ments, and financial instruments (e.g.,
grants, loans, domestic policy support,
guarantees, and other risk and financial
instruments).

* Disbursement channels: this category
identifies  the organizations and
mechanisms that are used to allocate the
capital in the recipient country or region.
Disbursement channels and mechanisms
depend on the national context, but may
include local or international NGOs, private
sector entities, or public agencies such as
national, bi- and multi-lateral development
banks.

* Recipients and uses of climate finance: this
category refers to the recipients (country
or organization) and end uses of climate
finance flows, covering the general purpose
area (such as mitigation, REDD, adaptation
or other) as well as the mitigation /
adaptation sectors (renewables, agricul-
ture, etc.) or technology targeted (onshore
wind, methane capture, etc.).

Current climate finance flows

Our research suggests that at least USD 97 billion
of climate finance is currently provided per annum.
Thisis based onadetailed review of existing climate
finance literature and information gathered from
various efforts underway to track climate finance
components. While sources differ in their timing,
our data mostly relate to 2009 and 2010.

Figure 2 - the ‘spaghetti diagram’ - illustrates
the current landscape of climate finance flows
along their life cycle - according to the taxonomy
outlined above - including the key categories of
climate finance and the linkages between them, as
well as estimates of their magnitude. The width of
the arrows in the diagram represents the relative
size of the flows.

The diagram distinguishes between ‘incremental
costs’ and ‘capital investment’. The former refers

to financial resources provided to cover the differ-
ence between a less costly, more polluting option
and a costlier, more environmentally-friendly
and/or climate-resilient one. The latter refers to
tangible investment in mitigation or adaptation
projects. Incremental costs are like revenues to
recipients, whereas capital investment needs to
be paid back. Incremental costs often make the
difference in the final investment decision, influ-
encing where investors decide to put their money,
and are generally funded by public climate finance
resources. Most figures presented include admin-
istrative costs incurred as finance passes from
source to recipient, which are primarily organiza-
tional set-up costs.

'Fast-start finance’ is not specifically captured
in this landscaping exercise® since the objective
is to provide an overview of the overall climate
finance available for supporting the transition to
green growth, without necessarily distinguishing
between short and long-term finance. However,
several organizations are leading initiatives to
track and analyze ‘Fast-start finance’, including
the UNFCCC, the WRI, Project Catalyst and the
Government of Netherlands (with support from
other countries’ governments, UNDP, and other
UN agencies)’.

Sources

The amount of private finance is almost three times
greater than public finance. Out of the estimated
USD 97 billion in global climate funding, on average
USD 55 billion is provided by the private sector,
while at least USD 21 billion is provided by public
budgets. Private funding is in the form of direct
equity and debt investments, to which bilateral
and multilateral agencies and banks also contrib-
ute another USD 20 billion by leveraging the public
funding they receive. A relatively small share - less
than USD 3 billion - is provided by carbon markets
and voluntary / philanthropic contributions. Public

6 Indeed, some bilateral data presented in the landscape is from 2009,
outside the 'Fast-start finance' years.

7 The web sites of these initiatives are as follows: http://unfccc.int/
cooperation_support/financial_mechanism/fast_start_finance/
items/5646.php;  http:/www.wri.org/publication/summary-of-devel-
oped-country-fast-start-climate-finance-pledges; http://www.project-
catalyst.info/; http://wwwdfaststartfinance.org.
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Figure 2. Current climate finance flows (USD billion)
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those identified as full or partial ‘capital investment’. Most data presented relate to commitments in a given year, due to limited availability of disbursement data. “Estimated carbon pricing revenues indicated are

not necessarily wholly hypothecated for climate finance.
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finance is raised through carbon market revenues,
carbon taxes and general tax revenues.

The relatively small role of public sector compared
to the private sector is remarkable, in light of the
debate in the global climate change negotiations
where many have emphasized the need for devel-
oped countries to fund mitigation and adapta-
tion in developing nations. The role of the private
sector in our figures is a reminder of the fact that
capital investment is crucial for any mitigation and
adaptation activities. Many developing countries
lack developed capital markets - i.e. a well
functioning banking system, a public debt market
and/or a public equity market - requiring them to
rely, instead, on international capital investments.
The poorest countries must rely on development
banks.

Carbon finance plays only a small role in climate
finance. The relatively small role of carbon
finance (USD 2 billion out of USD 97 billion)
stands in contrast with the high ambitions for
carbon markets when the Kyoto Protocol came
into force. After rapid growth in the generation of
CDM (*Kyoto") carbon credits, the offset markets
have leveled off at roughly 160 million credits per
annum, as the European Union Emissions Trading
System (EU ETS) proved to be the only significant
source of demand.

Intermediaries

Intermediaries such as bilateral and multilateral
financial institutions play a key role in distributing
climate finance, around USD 39 billion a year (40%
of the total). Most climate finance is not distributed
directly by governments to end-users, as is gener-
ally believed, but is distributed through govern-
ment agencies and development banks. Agencies
mostly rely on public money, while banks typically
leverage public money with debt financing.

Bilateral institutions distribute a greater share of
finance than multilateral agencies. While there
has been a lot of attention recently on the devel-
opment of a global ‘green fund' to catalyze inter-
national climate finance, the reality is that most of
public climate finance (USD 24 billion) is currently
provided by bilateral institutions (those sponsored

by one nation) rather than multilateral institutions
(like World Bank / IFC, EIB, EBRD, AfDB, AsDB,
IDB), which distribute USD 15 billion a year. The
remainder of climate finance either flows directly
through the capital markets, or is provided directly
by governments.

Dedicated climate funds, typically managed by
bilateral and multilateral institutions, channel a
small but growing portion of finance (currently
USD 1.1-3.2 billion).

Instruments

Most climate finance, USD 74-87 billion out of USD
97 billion, can be classified as investment or more
generally including ownership interests. Around
USD 56 billion is in the form of market rate loans; of
this amount, USD 18 billion is through bilateral and
multilateral institutions like IFC and EIB while USD
38 billion is through the private sector. Another
USD 18 billion is provided as equity, of which USD
16 billion comes from the private sector. Because
these loan and equity instruments must be paid
back to investors over the investment horizon, they
are technically not considered ‘aid".

Concessional loans (USD 13 billion) are typically
provided by bilateral and multilateral banks.
While the principal loan amount needs to be paid
back, the interest rate payments are significantly
discounted. The discount can be characterized as
‘aid’. Concessional loans can therefore be consid-
ered as both incremental and investment contribu-
tions and include ownership interests where public
bodies take on risk-return positions that a private
investor would not bear.

The remainder of climate finance, between USD
8 and 21 billion, is comprised of instruments such
as policy incentives, risk management facilities,
carbon offset flows and grants. These types of
financing that do not have to be (fully) paid back
or incur a reduced interest rate can be seen as ‘aid’
in the technical sense of the word. Approximately
USD 8 billion is provided in the form of grants
(USD 4 billion), carbon offset flows (USD 2 billion)
and risk management mechanisms (USD 1 billion).
Policy incentive instruments are increasing in
importance, but their magnitude is not estimated
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as information tends to be fragmented.

The role of investment / ownership finance is
striking. One can explain the large investment
component in international climate finance as due
to the lack, in many developing countries, of devel-
oped capital markets required to raise investment
capital.

Uses

The large majority of climate finance (USD 93
billion out of USD 97 billion) is used for mitigation
measures; only a very small share goes to adapta-
tion efforts. This large share of mitigation finance is
mostly the result of significant capital investments
in mitigation measures like renewable energy.
Adaptation receives USD 4.4 billion, mostly in the
form of incremental cost payments.

Adetailed assessment of the sources for adaptation
and mitigation shows that adaptation is predomi-
nantly financed through bilateral institutions
(USD 3.6 billion out of USD 4.4 billion), followed
by multilateral institutions (USD 475 million) and
voluntary / philanthropy (USD 210 million). A
relatively small share (USD 65 million) is provided
by dedicated climate funds. It is surprising to see
that multilateral funds like the Adaptation Fund,
which has attracted a great deal of attention, play
a relatively insignificant role compared to bilateral
adaptation funds.

Mitigation finance is provided by a wider range of
sources, with most (USD 55 billion out of USD 93
billion) coming from the private sector in the form
of capital investment. Bilateral and multilateral
institutions provide significant sums for mitiga-
tion, USD 19 billion and USD 14 billion respectively.
Funds contribute USD 2.4 billion. While most of
those sources provide capital investment, the
offset market provides USD 2.2 billion of incre-
mental cost financing. Voluntary / philanthropic
contributions are estimated to provide USD 240
million, slightly more than their contribution to
adaptation.

The split between mitigation and adaptation
(95:5) contrasts with some of the rhetoric in global
climate change negotiations where many countries

and commentators have remarked that climate
finance should be split 50:50 between adapta-
tion and mitigation. The following points are worth
considering:

* One could argue that it makes sense to
invest in mitigation now, while climate
change can still be avoided, and that the
world should only start to focus on costly
adaptation measures once climate change
is truly unavoidable and irreversible. One
could see our data as proof that the world
is acting rationally now.

* Many mitigation efforts are part of the
business-as-usual economic activity and
have rationales beyond climate change.
For example, energy or resource produc-
tivity can be justified based on the savings
achieved. Renewable energy can also be
justified based on energy security and
local environmental concerns (rather than
global climate change concerns). This
makes those activities more likely than
adaptation activities.

* Mitigation activities tend to have more
private sector participation, as they offer
stronger incentives through established
business models. Adaptation, on the other
hand, is often a public good and needs to be
provided through public sector accounts.

An optimist might suggest that the USD 97 billion
total in climate finance is close to the USD 100
billion promised by developed countries in the
Copenhagen Accord. Yet, we have to recognize
that this might not be correct for multiple reasons:

* Not all of the USD 97 billion is necessarily
additional to climate finance available prior
to the Copenhagen Accord. The reality is
that while climate finance has increased
quickly over the past 10 years, a significant
share of the USD 97 billion was already
being provided prior to the Summit.

* Many countries and commentators have
interpreted the USD 100 billion climate
finance to originate from public sources,
rather than partially provided by the
private sector (although the Copenhagen
Accord does mention private sources).
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* Many have also argued that the finance
provided should cover incremental costs
rather than capital investment.
Furthermore, the USD 97 billion total
includes some developing countries and
domestic sources, although to a limited
extent.

The sections that follow provide a detailed look
at the methodology adopted in composing the
overview, as well as the sources used. The paper
closes with a review of key existing issues, and
subsequent recommendations for improvement.

Table 1. Estimated volume of mitigation and adaptation finance (USD million and in percent)

Total” Adaptation Mitigation Adaptation Mitigation

(USD m) (%) (%) (USDm) (USDm)
Bilateral 22,767 16% 84% 3,641 19,127
Multilateral 14,361 3% 97% 475 13,886
Funds 2,492 3% 97% 65 2,428
Offsets* 2,250 0% 100% 0 2,250
Philanthropy** 450 47% 53% 210 240
Private finance 54,600 0% 100% 0 54,600
Total 96,920 5% 95% 4,390 92,531
Source: Climate Policy Initiative (CPI)
Notes:

“This column contains the mid-point of estimates where ranges exist.
* The Adaptation Fund is covered under the ‘Funds' category and not under carbon offset flows.
“*Philanthropy figure includes an estimated USD 240 million from voluntary carbon markets (OTC transactions).
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2 Methodology

Following the taxonomy laid out in the previous
section, we provide estimated climate finance
flows for most of the entries in the diagram. To
make things relevant and comparable, we used
the most recent year (2009/2010) or an average
of the most recent years (depending on which was
the most representative), and all figures are stated
in USD billion.

We use three major sources of information: 1)
existing databases, tracking initiatives, and studies
compiled by various organizations; 2) third-party
expertise, when official numbers were lacking or
did not appropriately portray the related flow; 3)
our own estimates, when no satisfactory official /
third-party numbers were available.

The resulting set of estimates of the climate
finance landscape includes existing databases,
tracking initiatives, and studies compiled by the
various organizations working on certain elements
of climate finance.

Nevertheless, we acknowledge that there remains
ample room for improvement, often due to the
lack of readily available, consistent data sources.
In particular, the following caveats need to be
highlighted: first, the figures presented in this
study are predominantly based on climate finance
commitments, given that data on disbursements
is lacking at various stages. This aspect needs
to be kept in mind as it potentially gives rise to a
distorted picture of average annual climate finance
flows. Commitments are likely to be considerably
higher than annual disbursements, particularly
because committed amounts often spread over a
number of years (e.g. climate funds). In addition,
commitment data are usually not adjusted ex-post
for cancellations or amendments to the actual
value of support provided, leading to potential
overestimates of financial amounts?.

8 For example, guarantees and lines of credit may not be called upon

Second, the estimates presented are often based
on multiple years, sometimes mixing annual
estimates of climate finance from different years.
This is due to the different accounting method-
ologies applied by the various data sources, and
although estimates from different years cannot
necessarily be added together, a comparable basis
was utilized to meet the overall goal of our work,
i.e. highlighting the scale of current climate finance
flows. Future studies should aim for consistency
in reporting years and definitions to allow trend
analysis.

Third, only a selection of bilateral and multilat-
eral development banks is currently included in
our estimates. Additional ones could significantly
improve the quality of our estimates, as well as
shed light on the extent of the so-called ‘leverage
effect’®. Moreover, this measure could help clarify
the contribution of global capital markets to climate
finance through bilateral and multilateral agencies
and climate funds, which has not yet been quanti-
fied due to data availability and methodological
difficulties'.

and as such present an overestimate when considered on a commit-
ment basis.

9 The concept of 'leverage effect’ typically refers to the ability of public
sector finance interventions to ‘crowd in' private capital (AGF, 2010).
At present, there is neither uniform definition nor methodology to
calculate leverage ratios of public versus private finance. Brown et
al,, (2011) - that presents a survey of leverage ratio methodologies
that have been used by various institutions and for different types of
finance - highlights the coexistence of a narrow and a broad definition
of leveraging. The former - used in generic financial terminology - re-
fers to the ratio of debt to equity financing for an investment; the latter
is applied instead to a wide array of instruments made available by
financial entities that stimulate and mobilize other public and private
contributions, by mitigating investment risks, or increasing returns at
the sufficient scale to attract private financers. See Box VI for addi-
tional information.

10 When dealing with reported prices or using third-party data based on
prices, it was sometimes impossible to disentangle costs and margins
or embedded instruments from final reported prices.
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3 The landscape

This section describes each of the categories
highlighted in the climate finance taxonomy,
presenting both the available data on financial
flows, and the organizations active in tracking
different elements.

3.1 Sources

Current sources of climate finance include:

Annual Flow
Source

(2009/2010, USD bn)

Carbon market revenues (EUAs

auctioning, AAU transactions) 20

Current climate finance
comes from many sources.
The dominating source is
the private sector, which
provides as much as
USD 72 billion in climate
finance (out of USD 97
billion). Domestic public
contribute a

budgets
significant amount as well,

around USD 21 billion.

Carbon-related mechanisms

(e.g. carbon taxes) 7.0

Carbon markets and
voluntary / philanthropic

General tax revenues Not Estimated

contributions provide the

remaining small share
(less than USD 3 billion).

Offsets markets 2.3
Voluntary / Philanthropy 0.5
Global capital markets Not Estimated
Private finance 37-72.2

This paragraph provides an overview of current
sources of climate finance. Sources include both
public money from general taxes or carbon pricing
mechanisms and private finance. Building upon
available information, existing data for each source
are reviewed and discussed in order to provide a
reliable range of estimates.

These various sources have multiple connections
to each other. Most importantly, money collected
from the first three sources flows to domestic
public budgets. There is also a strong link between
capital markets and private finance flows.

While the present study focuses on current flows,
it is useful to keep potential future sources of
climate finance in mind to understand how the
current situation might move ahead. The most
discussed ones include:

* Revenues from international

fuels

transport

* Revenues generated by removing fossil
energy subsidies in developed countries

* Revenues generated by fossil fuel

extraction royalties/licenses

* Revenues from a financial transaction tax
(FTT)ON.

11 Cf. AGF (2010). See Box | for additional information.
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Carbon market revenues

Carbon market revenues comprise proceeds from
sales and auctions of carbon assets to cap-and-
trade compliance buyers, and originate from
carbon constrained economic sectors or countries.
The current scale of these revenues can be
estimated taking into account auctions organized
in countries with cap-and-trade systems (most
importantly the EU Emissions Trading System, EU
ETS in short) and sales from Assigned Amount
Units (AAUs) between countries bound by the
Kyoto Protocol.

Data sources include governments' press releases,
information from the European Commission on the
EU ETS's current phase and studies by carbon
market analysts (suchasthe Deutsche Bank, Orbeo,
CDC Climat, World Bank)™. Based on the available

12 The EC provides a summary of auctioning of Phase Il allowances on

http://ec.europa.eu/clima/policies/ets/auctioning enhtm  including

national allocation plans. It also provides information on countries
National Allocation Plans for the current phase.

13 A potential candidate for this was also the EEA annual report on the
application of the EU ETS Directive, ("Application of the Emissions

data, we estimate that carbon market revenues
reached USD 1.98 billion in 2010, USD 1.40 billion
of which derive from EU ETS auctioning' and USD
0.58 billion from AAU transactions. These flows
are part of the ‘domestic public budget’ category.
A more elaborate estimate would include revenues
from the proceeds of additional cap-and-trade
auctions (i.e., RGGI, NZ ETS, untapped national
reserves in the EU ETS), indicating that the figure
we provide establishes the lower bound of current
carbon market estimates. As a general trend, this
source is expected to increase over time, due to
the shift towards expanded and additional national
emission trading systems (e.g., the aviation sector
in the EU, expected introduction of pilot systems
in China and elsewhere) and a gradual increase of
auctions within these systems (most importantly,
the EU ETS).

Trading Directive by EU Member States”) but the report for 2009
seems to be months overdue: http://www.eea.europa.eu/publications/
technical report 2008 13.

14 Some 67 million allowances are auctioned on average per annum,
multiplied by an average price of EUR 15.80 per ton in 2010 implies
revenues of USD 140 billion.

Source
* EUAs auctioning: USD 1.4 bn
* AAU transactions: USD 0.6 bn

Estimated flow

USD 2.0 bn

Destination

100% domestic public budget

Carbon market revenues comprise proceeds from sales and auctions of

ETS)

Description carbon assets to cap-and-trade compliance buyers, and originate from
carbon constrained economic sectors or countries
* Expanded and additional national emission trading
systems (e.g. aviation in the EU, expected introduction of
Outlook ’ pilot systems in China and elsewhere)

* Gradual increase of auctions within these systems (EU

Primary data sources

* Governments' press releases
* Information from the EC on the EU ETS's current phase
* Studies by carbon market analysts

Issues and future

These flows are part of the ‘domestic public budget’ category, therefore
rendering an exact earmarking of proceeds for climate finance uses difficult.

A more elaborate estimate would include revenues from the proceeds of

analysis additional cap-and-trade auctions (i.e.,, RGGI, NZ ETS, untapped national
reserves in the EU ETS), indicating that the figure we provide establishes the
lower bound of current carbon market estimates.
A CPI REPORT 11
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Carbon-related mechanisms

Carbon-related mechanisms comprise all climate-
related revenues raised by governments - except
carbon market revenues - ranging from explicit
and implicit carbon taxes to charges on carbon
markets assets transactions.

CARBON TAXES

Carbon taxes can be both explicit (i.e., applied
on GHG emissions) and implicit (e.g., energy
taxes or fuel taxes). Useful data on the countries
that have implemented carbon and energy taxes
can be found on the OECD / IEA Climate Change
database®™. Yet, no recurrent effort to aggregate
figure of carbon or energy taxes revenues and
earmarking has been identified so far, as revenues
of these taxes are frequently being redistributed,
impeding their entry into domestic public budgets.

The EC (EC, 2010) estimates that 2007 carbon
taxes revenues as a percentage of GDP were
0.3% in Denmark, 0.81% in Sweden and 0.29% in
Finland'™. According to CEC (2011)", annual carbon

15 OECDYIEA Policies and Measures Database, available at http://www.

iea.org/textbase/pm/?mode=cc.

16 Carbon taxes were set at: EUR 12 per tonne of CO, in Denmark, EUR
108 in Sweden and EUR 20 in Finland.

17 CEC (20M). Study available at: http://www.chaireeconomieduclimat.

tax revenues from Finland, Norway, Sweden,
Denmark, Switzerland and Ireland are estimated
to be close to USD 7 billion. For energy-related
taxes, only the share accruing to carbon taxes was
retained in this estimate.

A study by Vivid Economics (2010) shows that the
implicit price of carbon, driven by various policies
imposed on the electricity sector, varies consid-
erably across the six countries covered by study:
from USD 28/tCO, in the UK, to USD 8/tCO, in
China, USD 5/tCO, in the US, USD 4/tCO, in Japan
and USD 2/tCO, in Australia. With USD 0.5/tCO,
South Korea has the lowest carbon price. Still as
much of this is delivered through regulation or
subsidies, no revenues are being raised.

In sum, revenues from carbon-related mecha-
nisms currently amount to approximately USD
7.0 billion, and flow - partly earmarked for climate
finance - into domestic public budgets. Given the
assumptions adopted, this figure represents a
lower bound.

org/wp-content/uploads/2011/02/11-02-12-FLM-n20-Elbeze-De-
Perthuis.pdf and based on data from the Ministries of Environment
of the aforementioned countries (http://www.ymparisto fi/default.
asp?contentid=377126&lan=EN for Finland for instance).

Destination
100% domestic public budget

Both explicit (i.e., applied on GHG emissions) and implicit (e.g. energy taxes or
fuel taxes) carbon taxes. For energy-related taxes, only the share accruing to

carbon taxes was retained in the estimate.
and carbon tax proposals on top of emissions trading schemes

“ (UK and France notably)

* Chaire Economie du Climat (2011) based on data from the Ministries of
Environment of the covered countries

Estimated flow
>USD 7.0 bn

Source

Taxes levied on households and corporates

Description

Additional climate policies envisaging carbon taxes as an option
Outlook

Primary data sources

. Collected taxes can be redistributed to tax payers.
Issues and future analysis ) ) ) )
There is no single data collection point for carbon taxes.
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GENERAL TAX REVENUES

Government tax revenues generally pass through
domestic public budgets before being allocated to
particular objectives, such as international climate
finance. As such, it is difficult to precisely calcu-
late the extent of general tax revenues directed
towards international climate finance. A rough
estimate could be obtained based on the differ-
ence between domestic public budgets (allocated
for climate finance) and specific carbon-related
revenues (e.g., carbon market revenues and
innovative finance mechanisms), but it would
assume that all carbon-related revenues are set
aside for international climate finance, with any
shortfall met using general tax revenues. Given
this strong hypothesis, this study refrains from
providing an estimate for this source.

Transactions on European carbon markets give
rise to charges such as value-added tax (VAT). We
initially attempted to estimate the annual value
of such charges for transactions on European
Union Allowances (EUA) and secondary credits
from the Clean Development Mechanism (CERs).
Only spot transactions are subject to VAT, so we
excluded futures or forward transactions, where
EUAs or CERs were the underlying assets. To
estimate potential contributions of VAT to climate
finance we kept in mind some of the peculiarities
of cap-and-trade mechanism (i.e. an allowance,
is created free of charge and allocated at a given
time, then surrendered and cancelled at a second
stage) and that VAT is not a sales tax. We found
that no value was actually being created or added
along the way, only maybe temporarily depending
on prevailing carbon prices. EU Member States are,
in general, not expected to derive revenues from
net VAT collection on carbon assets' transactions.
The VAT fraud that interrupted the flow of VAT
collection'™ suggests that countries had foregone

18 Consider that in year 'n" an allowance is created and allocated for
free to an installation. No VAT is being collected. Then, at some point
in time this installation sells the allowance to another installation for
say EUR 10. Assuming a VAT rate of 20%, the first installation would
collect EUR 2 on top of the price. This can continue depending on
prevailing market prices (going up and down) until the allowance is
surrendered in year 'n+1" where no value is created, but is rather de-
structed - so no VAT involved. Overall, all the flows collected offset
each other's - it's only when this offsetting is interrupted (with VAT
fraud for instance) that there can be some valuable revenues leak-

revenues. Other elements that could create some
temporary VAT revenues relate to the lack of
harmonization of VAT rates and VAT collection
timing mismatches between EU Member States,
but are ultimately deemed insignificant.

ing. We acknowledge that the picture becomes more complex when
transaction occurs between Member States.
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Box |. INNOVATIVE POTENTIAL FUTURE SOURCES OF CLIMATE FINANCE

A number of institutions have recently focused on potential new sources of climate finance that could be
used to scale up funds on the scale needed to address mitigation and adaptation objectives.

Among the others, the UN Secretary General's High-level Advisory Group on Climate Change Financing
(AGF, 2010) recommended the following":

CARBON PRICING FOR INTERNATIONAL AVIATION AND MARITIME TRANSPORTATION

The AGF estimates that revenues generated from international transport fuel taxation (so-called ‘bunker
taxes’) on international aviation and shipping emissions could raise approximately USD 10 billion per
annum?. This would imply the establishment of a levy on maritime and aviation fuels, an ad-hoc emission
trading scheme for such sectors, or an aviation tax on passenger tickets of international flights.

The AGF acknowledged difficulties in implementing the above-mentioned tax - including incidence on
developing countries and national sovereignty. Indeed, no agreement has yet been reached through the
UNFCCC process on addressing bunker emissions.

REMOVAL OF FOSSIL FUEL SUBSIDIES
The AGF estimates that revenues generated through the removal of fossil energy subsidies in developed
countries could rise up to approximately USD 8 billion per annum in Annex Il countries?.

REDIRECTION OF FOSSIL FUEL EXTRACTION ROYALTIES/LICENSES

The AGF did not provide a precise estimate of potential revenues that could be generated by redirecting
(part of the) royalties collected by some developed countries on fossil fuel production towards climate
finance purposes - rather, it simply reported that it could perhaps provide USD 10 billion a year.

FINANCIAL TRANSACTION TAXES (FTT)
The AGF estimates that revenues generated through a tax levied on international financial transactions
could range between USD 2 billion and USD 27 billion in 2020.

The IMF Report to the G20 (IMF, 2010) states that a 1 basis point FTT charged at the global level on stock,
bonds and derivative transactions could raise USD 200 billion ca. per year. A financial transactions tax in the
form of a ‘Tobin Tax' on foreign exchange transactions of 0.5 basis point on spot and derivative transactions
in the four main trading currencies, instead, has been estimated to generate USD 20-40 billion.

The European Commission (EC, 2010) estimates that a FTT of 0.1% could generate between USD 72 billion
and USD 80 billion* whereas a currency transactions levy of 0.005% applied on Euro and British Pound, for
instance, could raise approximately USD 16 billion per year.

The share of revenues generated by a FTT to be dedicated to climate change-related activities will be,
however, a policy issue.

Special Drawing Rights (SDRs)* are an additional alternative financing mechanism that has attracted a
great deal of attention in the past few years. The IMF (2010b) proposed to use them - along with developed
countries' reserve assets - as the initial capital base for a Green Fund that could mobilize private and other
flows by issuing low-cost green bonds on the global capital market. The Fund could have been capitalized
with the SDRs allocated to developed countries in 2009, which amounted to USD 176 billion. The AGF
(2010), which also examined their potential among instruments that might deliver financing in the medium
to long term, highlighted political acceptability issues related to the lack of consensus on the role of SDRs in
the international monetary system.

1 See AGF (2010) for information on the methodology and assumptions.
2 Adjusted for any incidence in developing countries.
3 According to [EA's estimates, global annual subsidies for fossil fuels account to more than USD 500 billion (UNDP, 2011).

4 See EC (2010) for additional information.
5 A definition is provided in the Glossary of Terms.
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DOMESTIC PUBLIC BUDGETS

Destination

Estimated flow

Source
Bilateral and multilateral financial
intermediaries  (46%/54%) and
directly to Policy Incentives and
Equity instruments

= Carbon market revenues: USD 2 bn
* Carbon taxes: USD 7 bn
* General tax revenues: Not Estimated

>USD 21.2 bn

Proceeds from carbon market revenues and national taxes - general and carbon-
related ones - flow through domestic public budgets and may or may not be
hypothecated for climate finance purposes. North-South general budget support

Description could represent an additional outflow of climate finance from domestic public
budgets. Domestic flows include provision of policy incentives and direct flows to
capital instruments in the case of direct government ownership and state-owned
banks.

This category is highly dependent on the health of donors, as well
Outlook 7 as political and policy decisions e.g. with regard to the introduction/

expansion of national emission trading systems, taxes etc.
* UNFCCC 5" National Communications
* OECD Development Database on Aid Activities: Creditor Reporting System
* OECD Trade and Agriculture Directorate (TAD) Export Credits Database

Shortcomings of current ‘Monitoring, Reporting, and Verification' systems of
climate finance prevent a clearer and comprehensive overview of these flows,
their sources, trends, and purposes. Significant uncertainty is related to the figure
presented, which we considered to be an underestimate. In particular, data is
lacking on flows of climate finance from domestic public budgets to multilateral
organizations.

Primary data sources

Issues and future
analysis

The best systematic source of data on public
North-South flows of climate finance is the
OECD'’s Creditor Reporting System Aid Activities
database (see Box Il). A range of estimates can
be derived from this dataset. A conservative
approach, that would count only commitments

All of the sources discussed in the previous section
flow through government budgets in developed or
developing countries (i.e. finance from national
taxes, including traditional taxes, and from
carbon pricing mechanisms and sovereign bond
issuances). Moreover, general budget support -

which by definition is not earmarked in any way
- could represent a potential additional source of
climate finance.

Climate finance originating from domestic public
budgets can flow through intermediaries (i.e. bilat-
eral and multilateral agencies, banks or climate
funds), or flow directly to policy incentives’” and
to capital instruments in the case of direct govern-
ment ownership and state-owned banks active in
climate finance investments.

19 The Nature Conservancy has noticed, for instance, that many devel-
oping countries are exploring environmental fiscal reforms to finance
climate mitigation and adaptation efforts (Personal Communication,
TNC, 201).

which donors mark as principally aimed at ‘climate
change only’ (i.e., not including projects with dual
impacts on non-climate objectives), provides an
estimate of USD 5.4 billion for bilateral aid from
DAC countries in 2009. Including both 'princi-
pal' and ‘significant’ data, instead, increases the
figure to USD 7.4 billion for ‘mitigation only" and
to USD 9.5 billion?° for all climate-related catego-
ries (including projects which have an effect on
biodiversity and desertification objectives as well
as climate change). Compared to 2008, the 2009

20 Data from 22 OECD DAC member countries are included (Luxembourg
does not mark any of its aid with Rio Markers); data from the Neth-
erlands refer to 2008 given that 2009 ones were not available. Data
from the US is thought to be ‘under-marked'. Source: OECD (2011a).
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Box Il. OECD DEVELOPMENT ASSISTANCE COMMITTEE CREDITOR REPORTING SYSTEM
(DAC CRS) AID ACTIVITIES DATABASE

The OECD's Creditor Reporting System (CRS) is the most comprehensive source of data on bilateral and
multilateral Official Development Assistance (ODA) and Other Official resource Flows (OOF) in existence
at present. Data are publically available in the Creditor Reporting System (CRS) Aid Activities database,
which covers more than 90% of all aid funds flowing from OECD countries and multilateral organizations
(OECD, 20100).

Since 1998, the OECD has monitored climate change mitigation-specific aid using a policy marker system,
the so-called Rio Markers. Donors are required to mark each funded project as either (i) targeting climate
change as a ‘principal objective’ or (ii) a ‘significant objective’, or (iii) not targeting the objective. In 2009 the
DAC approved and introduced a new marker to track contributions aimed at adaptation interventions, which
will be applied from 2010 onwards.

The Rio Marker system therefore allows for a range of estimates of climate finance to be extracted according
to the extent to which a project is focused on climate change-related objectives. It aims to highlight the order
of magnitude and the trends in climate-related funding rather than exactly quantifying amounts. Despite its
strengths, the DAC CRS system has some weaknesses, which require improvements'. For instance, at the
moment the system tracks only concessional finance targeting mitigation; it is however being extended to
cover non-concessional finance. There is also limited usage of Rio Markers for OOF flows. In 2009, IBRD
was the only institution to mark OOF flows.

Inline with OECD's analytical use of the marker data (e.g., Corfee-Morlot et al., 2009), this report follows this
least conservative approach, including data marked as both climate change ‘principal’ and ‘significant’ and
including projects with dual impacts on biodiversity and desertification. Likewise, we present ‘commitment’
data extracted from the CRS database as opposed to ‘disbursement’ data, on advice from OECD experts
regarding use of Rio Marker data and also to maintain consistency with other data presented throughout
this paper. It should be stressed, however, that commitment data almost certainly provide an inflated
picture of the real annual flows arriving in developing countries. Future tracking should focus on improving
disbursement level data.

In addition to bilateral aid, the OECD DAC database also monitors donor core contributions to multilateral
organizations (multilateral development banks (MDBs) and UN agencies). However, the Rio Markers are
currently not applied to this aid. The OECD CRS database does however provide for voluntary reporting by
multilateral development institutions on their outflows to climate-related projects, using the Rio Markers.
In recent years, only the EU Institutions, the International Development Association (IDA), the International
Bank for Reconstruction and Development (IBRD) and the Nordic Development Fund have reported climate-
marked data.

OECD DAC CRS database data for 2009 is used repeatedly throughout this report (OECD, 2011a). Data in
current 2009 USD are used.

1 See Buchner et al., (2011) for additional information.

data show a large increase in aid marked with the
climate change Rio Marker (e.g. 406% increase
for Australia, 269% increase for Sweden and 317%
increase for Switzerland) (OECD, 2011a).

The OECD also monitors a further piece of the
outflow from domestic public budgets, namely
export credits.

Export credits support export transactions by
hedging risks for investors. They can be provided
by or on behalf of governments, and take the

following three forms: (i) official direct support
(loans); (ii) private export credit with repayment
insurance; (iii) private export credit with repay-
ment guarantee (Buchner et al., 2011).

Through these three flows - generally referred to
as ‘official or officially supported export credits’
- OECD governments have provided an annual
average of USD 18 billion to developing countries
between 2002 and 2009, 87% of which lie in
the 'mitigation-relevant™' sectors. Yet, ‘mitigation-

21 Corfee-Morlot et al. (2009) define ‘mitigation-relevant support' to
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specific®? export credits might be much less. The
OECD (2011b) estimates that support for renew-
able energy and co-generation/district heating
account for an annual average of USD 0.2 billion
over the period 2002-2009.1n 2009 only, the share
of export credits directed to these clean energy
sectors rose to USD 0.7 billion (OECD statistics
on export credits, 2010, as cited in Buchner et al.,
201).

It is worth noting that (ii) and (iii) are paid to the
exporter and therefore technically represent a
North-North flow. They can however play a key role
in stimulating private low-emission investments in
developing countries and are therefore counted in
the landscape of climate finance. Export credits
are further discussed in Section 3.3, dedicated to
financial ‘Instruments’.

Other sources of information on domestic public
budgets allocated to climate finance include
governments themselves and governmental
reporting to the UNFCCC. Financial contributions
made by Annex Il Parties to multilateral institutions
over the 2005-2010 reporting period, as reported
in 5t National Communications, total USD 44
billion, while bilateral financial support totals
USD 12.4 billion for mitigation and USD 1.9 billion
for adaptation (UNFCCC, 2011a). Aggregated
data are not available on an annual basis due to
differences in reporting periods/years (UNFCCC,
20Ma)?4,

include funding for development in key sectors that will shape emis-
sions in developing countries and thus mitigation potential. Instead,
‘mitigation specific support’ aims to achieve greenhouse gas mitiga-
tion in developing countries as its main objective.

22 |.e., those going to 'low-carbon energy technologies' including nucle-
ar, hydro, geothermal, solar, wind, tidal and biomass (cf. Corfee-Morlot
et al, 2009).

23 Among the key reporting issues, the UNFCCC (2011) highlights that ap-
proximately 70% of Annex Il countries reported on financial resources
dedicated to multilateral institutions and programmes. Some of them
have difficulties in identifying the share of multilateral contributions
addressing the implementation of the UNFCCC's objectives, and only
few countries provided detailed information on such shares. Worth
noting that Parties contributions to multilateral institutions over the
2005-2010 period increased markedly compared to 1998-2000 (USD
175 billion) and 2001-2003 (USD 19.6 billion) ones, as reported in the
39 and 4" National Communications (UNFCCC, 2011).

24 In the present paper we estimated the average annual financial contri-

National Communications also report Annex Il
countries contributions to the GEF?°, which over
the 2005-2010 reporting period amounted to a
total USD 3.2 billion (UNFCCC, 2011a). Non-Annex
| countries are also requested to provide infor-
mation on the support received from the GEF,
developed (Annex II) countries or bilateral and
multilateral institutions (UNFCCC, 2007b).

The UNFCCC Secretariat's Finance Portal for
Climate Change - launched in June 2011 - provides
information on the financial resources reported
by Parties through their 4" and 5% National
Communications®. At present, however, due
to the inconsistencies in reporting approaches
mentioned above (e.g. variable reporting years,
currencies and levels of aggregation)?’, data cannot
be used for a detailed comparative analysis.

Based on the available data, the volume of the
annual domestic public budget flowing into the
climate finance system is estimated to be at least
USD 21.2 billion, a rough estimate based on donor
reporting of contributions to multilateral institu-
tions in the 5" UNFCCC National Communications
and bilateral contributions reported through
the OECD CRS system?®, plus an estimate of the
volume of green export credits.

bution by dividing by four (number of years) the total figures provided
by UNFCCC (2011) for multilateral and bilateral flows respectively. Al-
though the UNFCCC study indicated that the reporting period spans
from 2005 to 2010, Annex Il Parties made their submissions to the
UNFCCC at the end of 2009 or at the beginning/during 2010, reporting
data mainly for the period 2005-2008/2009. Hence, we considered
only 4 years to estimate the average annual contributions. While ac-
knowledging the simplistic approach, it allows us to provide an idea of
the reported flows.

25 It refers to contributions to the GEF Trust Fund, the Least Developed
Countries Fund (LDCF) and the Special Climate Change Fund (SCCF).

26 An additional module on ‘Fast-start finance" contributions is also
available and an additional module on funds managed by the Global
Environment Facility will be launched in late 2011. The Portal can be
found at the following link: http://unfccc.int/cooperation support/fi-
nancial_mechanism/finance _portal/items/5824.php.

27 UNFCCC (2011) like UNFCCC (2007b) highlight data gaps and incon-
sistencies in reporting approaches adopted by Parties and suggest
that aggregated data should be interpreted with caution.

28There is a risk of double counting if donors have not used the same
definitions under both reporting exercises for ‘bilateral’ and ‘multilat-
eral’ contributions.
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VOLUNTARY / PHILANTHROPY

Destination

Source Estimated flow
« US foundations: USD 0.21bn
* Voluntary carbon market: USD 0.24 bn

Philanthropic contributions from US-based foundations to climate change-

47% grants and 53% carbon

USD 0.45 bn offset flows

Description related interventions and voluntary over-the-counter transactions sourced
from developing countries

Several efforts are currently underway to improve the

Outlook ’ tracking of private voluntary contributions. Hence, current

estimates could be revised upwards.

* Private organization and research centers e.g., California Environmental

Associates and Foundation Center

Primary data sources * Ecosystem Marketplace and Bloomberg New Energy Finance

* The World Bank Group

These flows are part of the ‘private finance’' category. Current tracking
systems cover mainly US foundations, hence they do not allow a compre-
hensive perspective on the flows made available by private giving, which
might be significant. In fact, the Hudson Institute (2011) estimates that in
2008/2009 private donations reached USD 50 billion.

In addition, to provide a more appropriate estimate of ‘North-South’ flows,
voluntary carbon offsets tracking should provide data at the country-level.

Issues and future analysis

Estimates of global philanthropic donations to
tackle climate change in developing countries are
not yet available?®. In fact, only US foundations are
requested to release annually detailed information
on the activities supported (Foundation Center,
2010).

A 2007 report by California Environmental
Associates (CEA) estimated that US foundations
provide approximately USD 210 million per annum
towards climate change-related interventions
(CEA, 2007). The Foundation Center estimates
that 2008 giving by US foundations for the same
purposes accounted for USD 894 million®°.

29 The OECD-DAC CRS database has a section dedicated to 'private
grants' provided for international purposes, but reporting is not
exhaustive - not all DAC countries report information - and little is
known on recipient countries and purposes (World Bank, 2010b).

30 Foundation Center web site: http://maps.foundationcenter.org/gpf/
climatechange2010.php. Foundation Center data include all active
U.S. grant making foundations as well as a large sample of foundation
grants.

Also the Hudson Institute Center for Global Prosperity collects infor-

mation on sources and magnitude of private giving to the developing
world inits “Index of Global Philanthropy and Remittances"”. However,

However, this figure includes a USD 500 million
commitment from the Hewlett Foundation which
will be spent over five years. Moreover, it includes
resources not directed to developing countries,
which would appear to be approximately 13%
(USD 115 million) of the total.

The Bill & Melinda Gates Foundation started
reporting to the DAC CRS database, but not yet
in regards to their climate change-related inter-
ventions®. This recent effort, along with other
concerted initiatives®, help to improve under-
standing of the potential contribution of this source
to climate finance.

Along with voluntary / philanthropic donations,

data presented are not focused on climate-related giving specifically.

31 The Bill & Melinda Gates Foundation first data submission is related
to 2009 contributions, and is available in the OECD CRS database
(OECD, 20Ma). These data, however, are mainly (two-thirds of their
total) related to health programme. On 2010 contributions they are
expected to report also on other programs e.g. climate change.

32 E.g, according to the Foundation Center (2010) a number of entities -
the Foundation Center included - are currently working to enhance the
information available on global international philanthropy.
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private companies’ Corporate Social Responsibility
(CSR) initiatives can also have climate change-
related benefits and can therefore be considered
part of the climate finance landscape. Coherent
and aggregate data on business climate initia-
tives are not currently available (Stadelmann et al.,
201).

Alongside pre-compliance activity, CSR is one of
the main drivers of the voluntary carbon market,
an additional dimension of the climate finance
landscape. In 2010, organizations’ and individuals’
purchases of voluntary carbon offsets - known as
Voluntary Emission Reductions (VERs) - contrib-
uted to ‘North-South’ climate finance flows of
approximately USD 240 million (Ecosystem

OFFSET MARKETS

Marketplace, 2011)%.

We therefore estimate voluntary / philanthropic
contributions flowing in the climate-finance
landscape to be at least USD 450 million per
annum.

33 Ecosystem Marketplace (2011) estimates that 58% of the total USD
414 million credits transacted on the voluntary over-the-counter
(OTC) market were sourced from developing countries in 2010 (please
note that Ecosystem Marketplace divides world's Regions using the
United Nations classifications (http://unstats.un.org/unsd/methods/
m49/m49regin.htm) hence, the developing countries share can in-
clude countries like Japan and Korea).

Also the World Bank's annual review of the global carbon market
tracks voluntary markets transactions. In World Bank (2011) estimates
2010 voluntary OTC for USD 393.5 million.

Destination

Estimated flow

Source

Directly to carbon offset flows or

* CDM: USD 1.9-2.0 bn : .
intermediated by brokers and carbon

* JI: USD 0.3 bn

USD 2.2-2.3 bn

funds
Public and private money dedicated to compliance with emission reduction
Description commitments or with voluntary objectives by investing into various offset
projects.
Outlook ? Uncertainty on a successor to the CDM but new offset mechanisms
. (REDD) and use of offsets in new markets (California, Australia, etc.).

* Reported primary offset prices by the World Bank based on surveys of
market participants

* Reported / estimated issuance of CERs by IGES and the UNFCCC

Incomplete information on the contractual terms of offset purchases makes
it difficult to provide a precise value to the flows and to attribute the flow to

Primary data sources

Issues and future analysis

specific end users.

‘Offset markets' as a source aggregates public
and private money that support emission reduc-
tion commitments or voluntary objectives through
various offset projects. Most of these projects
are currently related to the Kyoto Protocol’s
Clean Development Mechanism (CDM) and Joint
Implementation (JI). Apart from actors on the
voluntary market, main players are compliance
companies in regional and national systems (such
as the EU Emissions Trading System - EU ETS - and
the JVETS), but also countries with Kyoto commit-
ments. Offset buyers can acquire offsets directly,
via carbon offset brokers or via carbon procure-

ment funds. This source comprises all offsets
markets in which primary carbon offsets can be
purchased for cash. Note that only the incremental
cost linked to carbon offsets is reported here, not
the investment costs of corresponding emissions
reduction projects.

As a first indication, we estimate the value of
carbon offset finance flow between USD 2.234 and

34 Based on (1) CDM: USD 14.09/ton (the average primary CER price
of the past 3 years in 2010 - using World Bank (2010b) data) and
1324 million CERs issued in 2010 according to the UNFCCC and (2) JI:
USD 13.49/ton (the average primary ERU price of the past 3 years in
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USD 2.3% billion in 2010. This range is based on
available data from the World Bank, the UNFCCC
and IGES. Surveyed average annual primary carbon
offset prices?® are applied to the annual volume of
offsets issued?’.

Itis worth noting that this estimate conceals several
disparities in offset transactions. First, close to
four out of five CERs issued in 2010 are related to
projects in China (62.5%), South Korea, and India
(Point Carbon, 2011). Second, CDM projects tend
to be concentrated around three major groups
of methodologies. Therefore, in 2010, indus-
trial processes (61.1%), renewables, and energy
efficiency accounted for more than 85% of the
issued offsets (ibid.). Projects types are neverthe-
less diversifying over time. Third, on the buying
side for primary CERs, European countries (both
country-level Kyoto compliance and installation-
level EU ETS compliance) accounted for circa 86%
and Japan 13% (JVETS compliance buyers).

2010 - using World Bank (2010b) data), and an estimated issuance of
ERUs of 23.4 million in 2010 (based on IGES issuance figures for track
2 projects and expected issuance of track 1 projects).

35Based on (1) CDM: USD 14.09/ton (the average primary CER price of
the past 3 years in 2010 - using World Bank (2010b) data) and 143.2
million CERs issued in 2010 according to IGES and (2) JI: USD 13.49/
ton (the average primary ERU price of the past 3 years in 2010 - using
World Bank (2010a) data) and an estimated issuance of ERUs of 23.4
millionin 2010 (based on IGES issuance figures for track 2 projects and
expected issuance of track 1projects).

36 The details of actual purchase prices are confidential and included
in ERPAs,

37Estimates for unit prices of primary carbon offset include the World
Bank (2010b),news and analytics providers (IDEAcarbon pCER index
- http://www.ideacarbon.com/services/pcerindexnew.htm and Point-
Carbon - www.pointcarbon.com). Data on the amount of offsets is-
sued can be found in the UNEP/RIS@, IGES and UNFCCC Registry data-
bases (http://cdmpipeline.org/, http://www.iges.or.jp/en/cdm/report.
html, and http://cdm.unfccc.int/Registry/index.html, respectively).
While the first database gives a clearer overall picture of projects in
the pipeline, the second one is supplemented with additional data-
bases focused on more investment-related data. Estimates could be
refined by looking at the contracting date of specific projects. Actual
financial flows through the CDM primary market are thus estimated as
the sum, for all projects with issuance, of volume of CERs issued times
contract price.

GLOBAL CAPITAL MARKETS

Global capital markets raise money from institu-
tional and individual investors through various
forms of investment vehicles (equity, debt and
structured finance), thereby providing capital
to governments, MDBs, BFIs and multinational
companies (including those labelled ‘private
finance’, specifically investing in climate finance).
In other words, it is a market for financial securi-
ties, where both individual investors and institu-
tions can raise long-term funds.

Our framework includes the following linkages to
the global capital markets:

* Lending money to governments and
corporations: domestic public budgets
(sovereign bonds, etc.) and private finance
(corporate borrowing)?®;

* Providing money to MDBs and bilateral
banks' major borrowing programmes
(green bonds, more general purpose
bonds and medium-term notes);

* Purchasing tranches of MDB-syndicated®
or A/B loans“?, etc.

Estimating global capital markets' contributions
to climate finance flows is difficult because of
confidentiality aspects* and because of the large
amount of information needed.

Data sources include major financial data provid-
ers like Bloomberg and Reuters.

38 This can be extended to money invested in private corporations.

39 A syndicated loan consists of a structure in which a financial institu-
tion exercises leadership in a credit operation and brings together a
group of banks and/or other institutions to respond to the needs of a
client under the umbrella of a single loan. Under this structure, credi-
tors share the same rights and obligations (pro rata).

40 A/B loans preserve the concept of pro rata, but change the capacity
of each creditor to enforce those rights.

41 E.g., who purchased tranches from MDBs.
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PRIVATE FINANCE

Source Estimated flow Destination
* Global capital market (equity and
debt): external sources of funding 0 0
USD 37.0-72.2 bn 70% to market rate loans and 30%

* Cash flows from operations to equity

« Cash flows from divestments

Private money injected in the global system to invest in mitigation- and adapta-

Description tion-related projects in developing countries.
Depends on demand for mitigation projects, technology costs,
Outlook e i .
country- and technology-specific incentives and access to capital.

* The lower bound (USD 37.0 bn) is a top-down estimate of ‘Green’ Foreign
Direct Investments (FDI) in developing countries based on UNCTAD FDI

. database.
Primary data sources . .
* The upper bound (USD 72.2 bn) is a bottom-up estimate of renewable

energy projects in developing countries based on Bloomberg BNEF database
(itself based on corporate communications and reported transactions).

There is confidentiality on the terms of several projects.

Several instruments and incentives might be incorporated in reported
investment amount.

There are conflicting definitions of private finance in the climate finance sphere

Issues and future analysis (what is ‘green’?).

Bottom-up and top-down estimates cannot be reconciled: the FDI estimate
is multi-sector but excludes national flows, and the BNEF estimate considers
foreign flows (both from the North and the South) and national flows but

considers only renewable energy mitigation projects.

There is no agreement on what exactly counts as
private climate finance, given that profit-making is
the main objective and outcome of private sector
activity and capital flows. However, key outcomes
and objectives can also include greenhouse
mitigation and climate adaptation, and capital
flows to activities with such outcomes should
be counted as climate finance. This includes, for
instance, investment in renewable energy, energy
efficiency, and sustainable forestry or agriculture
on the mitigation side. An important component to
private climate finance is the flows which are lever-
aged by the public sector.

In the present study, the ‘private finance' source
consists of private money being injected in the
global system to invest in mitigation- and adapta-
tion-related projects in developing countries.
Finance stems from private entities like corpora-
tions and financial institutions, and includes both
equity and loans dedicated to specific projects.
‘Global capital markets’ aim at financing the

‘private finance’ category, lending money or buying
equity at the corporate level.

Dedicated systems to track private climate finance
are not currently in place. Hence, we consider
‘green’ Foreign Direct Investments (FDIs) estimates
and investments in the renewable energy sector as
proxy for private finance flows.

FDIs are defined as investments made by a resident
entity in one economy (the direct investor) with
the objective of establishing a long term interest
in an enterprise (the direct investment enterprise)
located in another economy (UNCTAD, 2010;
OECD, 2010a). By referring to climate change-
relevant North-South financial flows Buchner et
al., (2011) and OECD (2011c) states that FDIs
represents the biggest source of financing across
private and public sources, and can play an impor-
tant role in addressing climate change by favouring
the transfer of environmentally-friendly technolo-
gies and know-how.
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The UNCTAD Foreign Direct Investment online
database and the OECD database on ‘International
Direct Investment Statistics’ are the two main
sources that provide information on global FDIs
flows*2. Other organizations maintain databases
(the World Bank, the Financial Times and the
CIA“3) and compile data on FDlIs (i.e. Eurostat, the
European Central Bank and the IMF*4), but do not
provide the same level of detail as that of UNCTAD
or the OECD, or are not based on primary data
collection (Buchner et al., 2011). However, ‘green’
FDI statistics are not readily available, particularly
due to a lack of an internationally agreed definition
and comparable data (OECD, 2011c; Buchner et al.,
201; OECD, 2010a).

Following UNCTAD (UNCTAD 2010) and Eurostat,
the OECD Investment Committee (OECD, 20T71c;
2010a) proposes a two-dimension definition of
‘green’ FDI, distinguishing between a) FDls in
environmental goods and services (ESG) and b)
FDIs in environmental mitigation processes®,
i.e. use of cleaner and/or more energy-efficient
technologies.

OECD (2071c) attempts to measure the magni-
tude of FDI flows in each of these two dimensions.
With regard to a), it estimates global FDI flows in
the order of USD 40 billion ca. annually over the

472 Buchner et al. 2011) highlights key strengths and weaknesses of these
two databases. The UNCTAD Interactive Database Division on Invest-
ment and Enterprise is available at: http://unctadstat.unctad.org/
ReportFolders/reportFolders.aspx?sRF_ActivePath=P5,27&andsRF
Expanded=,P5,27&andsCS ChosenlLang=en; UNCTAD also maintains
a database with detailed FDI country-specific information: The World
Investment Directory, available at: http://www.unctad.org/templates/
Page.asp?intltem|D=3199&lang=1. The OECD International Direct In-
vestment Statistics database is available at: http://www.oecd.org/doc
ument/8/0,3746.en_2649 33763_40930184 11 1.1,00.html.

43 World Bank Group “World Development Indicators & Global Develop-
ment Finance” database: http://databank.worldbank.org/ddp/home.
do?Step=1&id=4; the Financial Times FDilntelligence database: www.
http://www.diintelligence.com/; the CIA World Factbook database:
https.//www.cia.gov/library/publications/the-world-factbook/index.
html.

44 Eurostat: http://epp.eurostat.ec.europa.eu; the IMF: http://www.imf-

statistics.org/imf/.

45 The definition focus on ‘environmental-relevant' FDIs aimed to reduce
environmental harm, instead of ‘mitigation-specific' ones.

2005-2007 period*® (2.8% of total FDIs); with
respect to b), it estimates global FDI flows in the
order of USD 600 billion ca. over the 2005-2007
period¥. The gap between the two is very wide.

According to UNCTAD (2010), from 2003 to 2009
global FDI flows in renewable electricity genera-
tion, recycling, and manufacturing of environmen-
tal technology products (such as wind turbines,
solar panels and biofuels)*® reached a cumulative
USD 344 billion of which, USD 90 billion occurred
in 2009. Developing countries attracted approxi-
mately 40% of these green FDI flows during the
2003-2009 period. In our estimates, we hence
consider 2009 North-South ‘green’ FDIs to be in
the order of approximately USD 37 billion.

OECD (2011c) highlights the limited ability of
developing countries to absorb significant green
FDIs resources, due to inadequate policy and
administrative frameworks.

To complement this estimate, which depends criti-
cally on the bottom-up approach adopted to track
sector-specific clean energy investment flows, we
considered additional data from Bloomberg New
Energy Finance (NEF)#*°. While not free of certain
weaknesses®°, detailed information on developed-

46 Due to FDIs classification issues, this dimension is proxied with FDIs
in energy, gas and water sector (EGW category as defined by ISIC
classification). However, OECD (2011c) warns that this FDIs category
includes electricity generated by conventional sources, and does not
consider some environmental non-infrastructure services and prod-
ucts.

47 This figure considers a broad definition of ‘environmentally-relevant’
sectors, assuming that agriculture, manufacturing, mining, forestry,
transport, construction and energy are included.

48 |dentifiable in the database of greenfield projects. In its analysis,
UNCTAD also examined and considered FDI data from cross-border
M&A operations in renewable electricity generation.

49 An alternative and related approach would be to use databases track-
ing climate-related incremental costs like CDM and JI pipelines and
use underlying project investment cost data. Still, not all projects in
these databases feature the project investment cost as the project's
additionality need not be demonstrated by a financial criteria. Note
that other commercial databases could add further information, nota-

bly the ones managed by Dealogic. See http://www.dealogic.co.uk/en/
marketdata.htm for further information.

50 Issues regarding the methodology used to aggregate investment fig-
ures from sector, various sources, timing of investments or holes in
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to-developing country flows and developing-to-
developing country flows (both domestic and
international) on clean energy investment figures
provide an important element for the overall
estimate.

A recent study prepared by UNEP and Bloomberg
NEF (2011) suggests that renewable energy invest-
ments in developing countries amounted to USD
72.2 billion®" in 2010 (from developed countries,
other developing countries and private investment
from national investors). Removing available data
relative to public equity markets (IPOs, seasoned
equity offering, etc.) would result in a USD 66.2
billion flow®2. We therefore consider a range of
USD 66.2-72.2 billion.

Based on available data, we therefore estimate
private finance to be between USD 37.0-72.2
billion®. It thus represents the largest component

existing databases.

51 This figure includes asset finance, capital rising by companies from
venture capital, private equity and also public market investors. It is
unsure to what extent this amount features public money, given the is-
sue of state-owned investors. Data reported for China, India and Brazil
only, suggest that public market involvement amounted to USD 6 bil-
lion, which have been deducted from the USD 72.2 billion to provide a
better estimate of private finance flows. Of the USD 72.2 billion, China
attracted more than two-third (or USD 48.9), mainly thanks to strong
increase in asset financing. India accounted for USD 3.8 billion while
Brazil for USD 6.9 billion. Renewable energy investments in Africa, in-
stead, reached USD 3.6 billion.

At a global level, instead, 2010 total investment in renewable energy
reached USD 211 billion or USD 186.9 billion if only the following cat-
egories are considered: venture capital (USD 2.4 billon), private equity
(USD 31billion), asset finance (USD 121.8 billion) and small distributed
capacity (USD 59.6 billion); (i.e. excluding: government R&D, corpo-
rate RD&D, public markets and asset finance re-invested in equity).
Source: UNEP and Bloomberg NEF (2011).

52 The reason why we consider excluding “Public Markets" is that the
money raised this way also covers overhead costs, can cover a single
element of a renewable technology's value chain (solar PV cells), can
go to R&D, can support investment in developed countries, can sup-
port refinancing operations, etc..

53 Stadelmann et al. (2011), estimate private climate finance flowing
North-South to range between USD 60-160 billion (years 2008-
2010). In the private finance category they consider the following:
carbon market payments (ca. less than USD 2 billion p.a.), investments
leveraged by carbon market payments (USD 15-30 billion p.a.), low-
carbon FDIs (ca. USD 30-40 billion p.a.), investments leveraged by
developed countries’ public funds (USD 20-90 billion p.a considering
a private-to-public leverage ratio of 2-4.), Voluntary offsets and pri-

in today's climate finance landscape, and directly
flows into the ‘capital’ instrument categories
(market rate loans and equity).

It is worth mentioning that pension funds are
showing a greater interest towards investments in
environmentally-friendly infrastructure projects,
and are currently viewed as one key source of
potential additional flows towards climate objec-
tives. Given their low risk tolerance, pension funds
are typically not participating in direct equity
investments®, but prefer alternative investment
vehicles such as: green bonds (rainforest bonds,
green corporate bonds, climate bonds, etc.), struc-
tured green products (asset-backed securities),
or green infrastructure funds. It is usually difficult
to identify the ratio of investments by individual
pension funds in the climate change sector as a
number of them are not required, by local legisla-
tion, to be transparent.

Given that engaging private sector financiers at
scale has recently become the key issue around
which many climate finance discussions are
focusing on - e.g. in the context of the Green
Climate Fund (BNEF, 2011a) - new initiatives,
strategies and financial instruments are being
developed. Among recent initiatives, for instance,
the Chatham House Renewable Energy Finance
Project and the Institutional Investors Group on
Climate Change (IIGCC) can be cited*®. By directly
engaging financers - including some pension funds
- they aim to catalyze greater investments towards
the clean energy sector®®.

vate levies for climate finance (USD 0.25 billion p.a.). Other voluntary
flows such as migrant remittances (USD 150-200 billion) and private
donations (USD 50 billion p.a.) should be included, but climate-related
data are not available.

54 Worth noting two pioneering direct investments in clean-tech proj-
ects located in North Europe recently undertaken by PensionDanmark
and PKA, two of Denmark's biggest pension funds.

55 One recent remarkable development relates to countries prioritizing
environment, social and governance (ESG) factors in the asset alloca-
tion process. UK and South Africa both have specific legislation gov-
erning this, and at least South Africa has guidance that 10% of assets
under management should be focused on ESG assets.

56 See the following web sites http://www.chathamhouse.org/research/
current-projects/renewable-energy-finance-project and http://www.
iigcc.org/ for additional information.
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Box lll. GEOGRAPHIC BREAKDOWN OF CLIMATE FINANCE SOURCES

The geographic dimension of the climate finance landscape is important as it helps us to understand who are
the main contributors and recipients at present and how flows might need to be redirected in the future. In the
absence of a comprehensive data source showing the geographic source and destination of flows, this box (and
a corresponding box on recipients in Section 3.5) brings together some high level findings from the various
sources consulted. A more detailed analysis is required to gain a better picture of the source and destination of
flows at the country level. Further work is also required to fully reflect South-South and domestic flows, which
are captured only to a limited extent in our landscaping exercise, as well as smaller flows of finance such as
voluntary, philanthropy and climate funds. For further data see Appendix H.

PRIVATE FINANCE

Our landscape includes two estimates of the scale of private finance: the first estimate is derived top-down
using UNCTAD FDI data and the second estimate is derived bottom-up using BNEF renewable energy project
data. UNCTAD FDI data provides minimal information on the geographical breakdown of private finance
sources. At the highest level, we know that cumulative FDI in low-carbon business areas over 2003-2009
in developing countries originated mostly from developed countries (77%), followed by developing countries
(21%) and South-East Europe and CIS (1%). It is not possible to determine how much investment came from
individual countries or indeed how much came from companies in the same developing country. The BNEF
database tracks projects and gathers as much information as possible. However, investors and lenders often
prefer to remain unidentified for various reasons. Thus, it is difficult to track sources of private finance.

BILATERAL FLOWS

Data on the geographical source of bilateral aid is relatively easy to obtain using the OECD CRS database and
due to the fact that individual BFI funds are linked to single countries. Japan (33%), France (18%) and Germany
(17%) were the highest contributing donors to the 2009/2010 bilateral flows presented in this landscape paper.
It should be noted however, that flows from the development banks of these three countries are included in the
landscape, while most of the others are not covered. Interestingly, China ranks fifth (3%) with flows from the
China Development Bank included in the landscape.

MULTILATERAL FLOWS

Data on the geographical source of multilateral aid is available from the UNFCCC finance portal however, data
is cumulative for the 5" NC reporting period, which covers several years (2005-2010). Furthermore, data is
only available to download individually by donor and data is in multiple currencies. No other data documenting
the source of multilateral climate finance contributions has been located so far. When aggregated, the data
shows that 44% of the climate finance reported in 5t National Communications was provided by the USA, 10%
by Sweden and 7% by both Belgium and the UK. However, it is not clear to what extent these results reflect
actual flows or variable approaches to reporting among Parties.

CARBON OFFSET FLOWS

Kyoto carbon offset flows are being captured by CDM and JI pipelines. Looking at those pipelines and offset
issuances from the UNFCCC, it is possible to obtain additional information on the sources and destinations of
those flows. Carbon flows mostly originate from compliance buyers or agents thereof - i.e. developed countries
only (European countries but also Japan). Obtaining a more elaborate country-level breakdown is more complex
as (1) while buying parties are reported at the project level, the quantity that each purchases is not known and
(2) when the flow is intermediated, information on the final user of the offset is not known.
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3.2 Intermediaries

The principal intermediaries of climate finance Intermediaries play
are bilateral banks and multilateral banks and a key role in climate
agencies. Several information systems currently finance, distributing
track the portions of climate finance that flow around USD 39 billion

through these intermediaries. a year. The principal
intermediaries of climate
finance are Bilateral and

Annual Flow

Intermediary Multilateral Institutions,
(2009/2010, USD bn) which distribute USD

Bilateral financial Institutions 22.8 24 billion and USD 15
Multilateral financial Institutions 12.2-16.5 billion respectively. The
Climate Funds 11-32 remaining climate finance
- either  flows directly

Carbon Funds Not Estimated through capital markets
Note: The estimated range for climate funds presented here cannot be oris provided directly by

aggregated with BFI and MFI flows due to double counting issues. We es-
timate the additional contribution not accounted for in BFI and MFI flows
to be USD 2.4-2.6 billion.

governments.

Source (inflow) Estimated outflow Destination

47% concessional loans, 33% non-concessional
> USD 23.7-24.0 bn | loans, 13% grants, 4% equity, 3% risk management;

84% mitigation, 16% adaptation

* Domestic Public Budgets: USD 9.5 bn
* Global Capital markets: Not Estimated

Bilateral Financial Institutions (BFIs) and Bilateral Funds belong to or are governed by individual

Description countries. They channel largely public money, but some also raise money on global capital
markets.

This category depends on the health of donor economies as well as on

Outlook ’ political decisions about overseas support and export programs. There is,

however, evidence of increased bilateral aid initiatives.

« Self-reporting and database updates by Bilateral Financial Institutions and Funds
* OECD Development Database on Aid Activities: Creditor Reporting System
Primary data * UNEP Climate Change Working Group for Bilateral Finance Institutions
sources * ODI/HBF Climate Funds Update website
* Bloomberg New Energy Finance Desktop and Analysis
* OECD TAD Export Credits Database

Our estimate is derived from a blend of primary and secondary data sources, some of which
focus on a limited number of sectors. This provides a partial picture of the involvement of BFls in
the global climate finance landscape. Some BFls are not included in our analysis. A more compre-
hensive estimate could be attained by directly engaging all bilateral development cooperation
agencies and institutions in reporting on climate finance. Such an approach would benefit from
a mutually defined and agreed upon methodology to account for climate finance interventions.

Issues and future
analysis

More research is also needed to understand and capture the magnitude of South-South flows.
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Bilateral Financial Institutions (BFls)

This category includes bilateral development
cooperation departments and agencies of individ-
ual countries and bilateral banks. We define
Bilateral Financial Institutions (BFls) and Bilateral
Funds as institutions or funds primarily belonging
to or governed by individual countries®.

The OECD DAC collects data from donor govern-
ments about bilateral ODA and OOF in their CRS
Aid Activities database (see Box ). Note that
projects executed by multilateral institutions or
non-governmental organizations on behalf of DAC
members are also classified as bilateral aid, since
it is the donor country that effectively controls the
use of funds. Care must be taken to ensure that
this flow is not counted twice in estimates of multi-
lateral finance flows.

The CRS database provides an estimate for climate
change-related bilateral aid of USD 9.5 billion® in
2009 (OECD, 2011a).

In 2009, the United Nations Environment
Programme (UNEP) started an annual initiative
to report bilateral climate change flows under
the UNEP Climate Change Working Group
for Bilateral Finance Institutions. Through the
initiative, selected BFIs report on their financial
commitments to developing countries for climate
change mitigation and adaptation activities,
including non-concessional official flows. In the
first report, Atteridge et al. (2009) define a BFI
as “a financial institution created and directed by
a national government for the purpose of giving
aid or investing in targeted development projects
and programs in developing countries or emerging
markets”. In the latest report, the definition is
broadened: “'bilateral’ means that beneficiaries or
clients of these institutions are not direct shareholders”

57 This definition follows that of the World Bank, amongst others: “Mul-
tilateral and Bilateral Development Agencies,” available at: http://web.
worldbank.org/WBSITE/EXTERNAL/EXTABOUTUS/O,.contentMDK:
20040612~-menuPK:41694~pagePK:51123644~piPK:329829-theSite
PK:29708,00.html.

58 Data from 22 OECD DAC member countries are included (Luxem-
bourg does not mark any of its aid with Rio Markers); data from the
Netherlands refer to 2008 given that 2009 information was not avail-
able; data from the US is thought to be ‘under-marked'. Source OECD
(20Ma).

(UNEP, 2010). In line with UNFCCC, OECD, and
WB classification, the present study adopts the
former definition. According to the report, total
committed institutional spending on climate
change by the French Development Agency (AFD),
the German Development Bank (KfW), and the
Japan International Cooperation Agency (JICA)>®
amounted to USD 11.4 billion in 2009, including
both ODA and non-ODA finance (UNEP, 2010). In
addition, JICA and KfW provided USD 217 million
of climate finance to Eastern and Southern Europe.

While OECD DAC member reporting includes
finance channeled through BFIs®®, the volumes
of climate finance reported to the OECD by the
three BFls above were found to be significantly
lower than the volumes reported separately by
the BFls themselves. In our calculations, we thus
replace OECD DAC data related to flows through
these BFIs with self-reported data®. Together
with estimates of climate finance flows through
the Brazilian Development Bank (BNDES), China
Development Bank, the Indian Renewable Energy
Development Agency (IREDA), and the Overseas
Private Investment Corporation, we estimate
climate change spending by these seven BFls to be
on the order of USD 17.5 billion per annum, split
approximately 80:20 between North-South and
South-South flows®2,

Additional estimates of bilateral financial support
are available from the National Communications
of Annex 163 Parties to the UNFCCC. The bilateral
financial support provided over the 2005-2010
reporting period, as stated in the 5% National
Communications, totals USD 12.4 billion for mitiga-

59 EIB is also included in UNEP's report. We however include the EIB's
data in our section on multilateral intermediaries.

60 Including SIDA, NORAD, DFIF, AusAlID, AfD, JICA, KfW and NZAid.

61 Sources: UNEP 2010 for JICA Transitional Committee for the Design of
the Green Climate Fund (2011) for KfW and AFD (2011a,b).

62 Additional information is available in Appendix A. It is possible that
other BFls, not specifically included in our analysis, are also providing
significant volumes of climate finance. For instance, the Danish Inter-
national Development Agency (DANIDA), and the United States Agen-
cy for International Development (USAID), which could be included.

63 Australia, Austria, Belgium, Canada, Denmark, EEC, Finland, France,
Germany, Greece, Iceland, Ireland, Italy, Japan, Luxembourg, Nether-
lands, New Zealand, Norway, Portugal, Spain, Sweden, Switzerland,
UKand US.

A CPI REPORT

26



OcTOBER 2011

THE LANDSCAPE OF CLIMATE FINANCE

tion and USD 1.9 billion for adaptation (UNFCCC,
2011a).

Project Catalyst (2010) estimated current bilat-
eral flows to be on the order of USD 7 billion. The
estimate is based on an assessment of the portion
of ‘Fast-start finance' pledges allocated through
bilateral agencies plus an estimate of other sources
of public climate finance in the 2010-2012 period.

AidData also maintains an online database of devel-
opment finance flows - largely based on OECD
CRS data - supplemented with data from individ-
ual donors’ annual reports, project documents,
personal communications, and web-based data.
This database includes information on loans
provided at market rates, non-DAC donor and
non-development bank bilateral donors. However,
non-DAC finance commitments included in the
AidData database (from 20 countries) with mitiga-
tion-relevant ‘activity codes’ totaled just USD 9
million in 2008%4,

More research is needed, however, to capture and
fully understand non-DAC finance flows, especially
support from emerging economies for mitigation

64 Nominal commitments marked with an activity code related to en-
ergy conservation, nuclear, CHP, renewables, afforestation, or public
transportation. Database accessed December 2010 using Research
Release 19.2.

and adaptation activities (South-South flows, see
Box V).

Finally, while some of the data sources mentioned
above include information on climate funds that
are being set up or managed by BFls, additional
data is needed to capture the full extent of recent
flows through climate funds. Using information
from the ODI/HBF Climate Funds Update portal®®
and from individual funds themselves, we estimate
additional bilateral climate finance delivered
through climate funds to be somewhere in the
range of USD 1to 1.2 billion per annum (for further
details see the paragraph dedicated to ‘Climate
Funds' below and Appendix B).

Based on OECD CRS data for bilateral aid (OECD,
2011a), the data of individual BFls where avail-
able, an estimate of the additional contribution
from climate funds, and an estimate of green
export credits, we estimate that the climate
finance currently flowing from bilateral sources is
between USD 23.7 billion and USD 23.9 billion per
annum. Note that these figures include both ODA
and non-ODA data, mitigation and adaptation
commitments, and the most recent data available.
A detailed breakdown of the amounts is presented
in Appendix A.

65 The portal can be consulted at the following web site: www.climate-
fundsupadate.org.

Box IV. SOUTH-SOUTH FLOWS

In recent years, several studies have estimated South-South development assistance flows, but few have
provided estimates of the proportion of aid directed specifically to climate finance. A 2008 report published
by the UN Economic and Social Council (ECOSOC, 2008), for example, tracked development assistance
from 18 non-DAC countries and several MDBs using a variety of sources (e.g. DAC statistics, annual reports
from developing countries’ development assistance programs, and direct contact with government officials
and NGOs). It estimated flows of between USD 9 and 12 billion from the selected non-DAC donors in 2006
(between 7.8% and 9.8% of total aid flows) and predicted that flows would surpass USD 15 billion by 2010.
The World Bank (2010b) also reports that aid from non-DAC countries reached USD 5.6 billion in 2007

and is following an increasing trend. Saudi Arabia alone accounted for approximately 40% of that amount.

Meanwhile, a New York University Study (Lum et al., 2009) estimates that Chinese foreign aid and support
to projects in Africa, Latin America, and South-East Asia grew from less than USD 1 billion in 2002 to USD
25 billion in 2007.

Brazil and India, generally referred to as ‘emerging non-OECD donors’, also play a significant role in the aid
landscape (The Economist, 2010), with Brazilian contributions amounting to USD 437 million in 2007 and
Indian contributions reaching approximately USD 610 billion in 2008/9 (OECD DAC, 2010). In addition,
India is planning to set up its own aid agency to disburse USD 11 billion in national resources within the next
5-7 years (The Economist, 2011).
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While none of the aforementioned reports provide information about climate finance specifically, Ballesteros
et al. (2009) estimate that in 2006 developing country contributions to the Global Environmental Facility
alone totaled USD 52.8 million.

In 2010, Brazilian, Indian, Chinese, and South African Ministers of Environment communicated their
willingness to foster and strengthen South-South cooperation on a wide range of issues, including the

support of adaptation measures. During the meeting, the creation of a joint fund to address adaptation
issues was proposed (Tirpak et al., 2010; Colitt 2010). In April 2010, at the 16" South Asian Association
on Regional Cooperation (SAARC), Indian Prime Minister Manmohan Singh announced the creation of an
“India Endowment for Climate Change in South Asia”, with the objective of supporting the members of the
Association in addressing their adaptation and capacity building needs (Tirpak et al., Singh 2010).

Multilateral Financial Institutions

Source (inflow) Estimated outflow Destination

* Global Capital

* Domestic Public Budgets: USD 11 bn

74% non-concessional loans, 9% conces-
sional loans, 8% grants, 6% equity, 4% risk

Markets: Not USD 13.6'17.0 bn management;

Estimated 96.7% mitigation, 3.3% adaptation
Multilateral financial institutions and funds have multiple governing members, including
. both borrowing developing countries and developed donor countries. They raise money
Description . i . s .

from a variety sources, including capitalization from governments and borrowing

programs, as well as income from loans.
This category depends on the health of donor economies and
the appetite of capital markets, as well as on political and policy

Outlook

decisions about the use of multilateral agencies.

Primary data
sources

 Self-reporting and database updates by Multilateral Financial Institutions and Funds

UNFCCC Annex Il National Communications

OECD Development Database on Aid Activities: Creditor Reporting System
* UNEP Climate Change Working Group for Bilateral Finance Institutions
ODI/HBF Climate Funds Update website

Bloomberg New Energy Finance Desktop and Analysis

Issues and future
analysis

Our estimate is derived from a blend of primary and secondary data sources, some of
which focus on a limited number of sectors and provide only a partial picture of the
involvement of MFls in the global climate finance landscape.

Several issues arise when aggregating data from different sources, ranging from incon-
sistency in methodologies and reporting periods to double counting. Efforts to improve
tracking and reporting methodologies are underway, and the inclusion of additional
MFls in the figures presented could lead to higher estimates.
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Multilateral Development Banks (MDBs), regional
development banks, and UN agencies fall under
this category. More precisely, we define multilat-
eral financial institutions and multilateral funds
as institutions or funds with multiple governing
members, including both borrowing developing
countries and developed donor countries®®.

Money that flows to MDBs includes (1) the
proceeds of major borrowing programs, (2) gross
income from loans, investments, and sharehold-
ings, and (3) direct contributions from donor
countries to specific disbursement programs®’.
Finance raised by MDBs on capital markets can
come from a mix of public and private investors
(banks, corporate, central banks, official institu-
tions, fund managers, pension funds, insurers,
etc.)®®. Sources of finance vary from bank to bank,
according to their mandates®’.

The 5th National Communications of Annex Il
parties to the UNFCCC report a total contribu-
tion from domestic public budgets to multilateral
institutions of USD 44 billion’® over the reporting
period 2005-2010 (UNFCCC, 2011a).

Project Catalyst (2010) estimates that the flow of
climate finance from domestic public budgets to
multilateral agencies is on the order of USD 3.7
billion per annum, based on an estimate of the
share of ‘Fast-start finance' pledges to be allocated

66This definition follows that of the World Bank, amongst others: “Mul-
tilateral and Bilateral Development Agencies,” available at: http://web.
worldbank.org/WBSITE/EXTERNAL/EXTABOUTUS/O,.contentMDK:
20040612~-menuPK:41694~pagePK:51123644~piPK:329829-theSite
PK:29708,00.html.

67 These are supplemented by capital increases in certain years.

68 Investors who purchased IBRD green bonds between 2008 and 2010,
for example, included the State of California, public pension funds,
NGOs, private banks, and life insurance companies (World Bank data-
base, available at: http://treasury.worldbank.org/cmd/htm/GreenBon-
dllssuancesToDate.html).

69 Further research into each bank's funding structure is required to
determine the portion of inflows from capital markets, domestic
budgets, and reflows from lending. Disaggregated data may not be
available to enable this to be done in isolation for climate finance. At
present, our landscaping exercise does not map out self-financing or
money raised on capital markets.

70 It refers to contributions to the WB, IFC, AfDB, AsDB, EBRD, IDB,
UNDP, UNEP, UNFCCC and others.

through multilateral funds. The OECD DAC
database also tracks data on government core
contributions to multilateral institutions, but these
contributions, which are not earmarked, cannot
by definition be marked for climate relevance’'.
Instead, the OECD DAC database encourages
multilateral financial institutions to report their
outflows to climate related projects, applying the
Rio Markers. In recent years, only the EU institu-
tions, IDA, IBRD and the Nordic Development
Fund have reported climate marked funding, which
totaled USD 5.8 billion in 2009.

Highlighting the key role played by development
banks in supporting the clean energy sector during
the aftermath of the economic and financial crisis
- and hence their contribution to low-carbon,
climate-resilient development - BNEF (2011)
estimates that MDB project finance (loans and
equity) investments in renewable energy projects’?
totaled approximately USD 7.6 billion”? in 2010.

Public databases are available on most MDB web
sites’™, but their degree of user friendliness and
comparability varies (Tirpak et al., 2010). Not only
that, butitis sometimes difficult to extract informa-

71 The climate-specific portion of multilateral ODA could be imputed
using the percentage of multilateral flows represented by climate-spe-
cific flows, which is specified by the Rio Markers. Indeed, in its latest
presentation of CRS data, the OECD uses this approach to estimate
member contributions to the Montreal Protocol, GEF, and IDA (OECD,
201d)

72 BNEF (2011) considers project finance loans and equity contributions
only. Investments in large hydro, supply chain (e.g. component manu-
facturing, feedstock production, and recycling), and energy efficiency
projects are excluded from the BNEF calculations, as well as those in
renewable energy companies. Loans from commercial lenders and eg-
uity provided by other investors are also excluded. Data are based on
deals recorded on the BNEF Desktop and on deal disclosures in annual
reports; for additional information on the methodology followed by
BNEF, see BNEF (2011). BNEF data is not split according to final desti-
nation and therefore includes both North to South flows and North to
North flows in some cases.

73 MDBs considered in this estimate include: the European Investment
Bank; the Asian Development Bank; the African Development Bank;
the World Bank Group; the Inter-American Development Bank; and the
European Bank for Reconstructions and Development.

74 The IADB, the World Bank, the AsDB, and the GEF, for example, main-
tain aid databases that provide information on a project-by-project
basis. Some organize aid by sector and subsector or by theme.
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tion on climate-related funding. Donor databases
also provide a wealth of quantitative and qualita-
tive information about funded projects, including
project descriptions, information on conditionality,
and the tying status’® of aid. An ongoing exercise
by the MDBs to improve and standardize their
reporting could significantly improve the value of
this information’®.

We apply a bottom-up approach to estimate the
scale of climate finance channeled through multi-
lateral institutions, aggregating latest available
estimates from the individual institutions, where
available. This approach is applied to calculate
the climate finance outflows from multilateral
agencies, to add the most recent data on climate
funds, and to specify how much money from
MDBs flows to specific instruments’”.

Using information from the ODI/HBF Climate
Funds Update online platform and from individ-
ual funds themselves, we estimate that climate
funds provide an additional volume of multilateral
climate finance to developing countries on the
order of USD 1.4 billion ca. per annum (for further
details see the ‘Climate Funds' paragraph below
and Appendix B).

There are, however, several issues that arise
when aggregating data from different sources.
First, considerable effort is required to prevent
the double counting of finance flowing between
multilateral agencies or from bilateral institutions
to multilateral institutions’®. We aim to minimize

75 Tying status’ refers to limitations put on the procurement of goods
or services to the donor country or to a group of countries which does
not include substantially all developing countries (adapted from OECD
Glossary of Statistical Terms).

76 Joint MDB Climate Financing Report, Preliminary version (June 2010).
77 The outflow to specific instruments is presented in Section 3.3.

78 For example, the Global Environmental Facility Trust Fund involves a
multitude of actors that may or may not report on related funds under
their management, which means there is a risk of double counting if
individual institutions' data are aggregated. GEF actors include (1) ten
multilateral development agencies that manage project proposals and
implementation, (2) the World Bank, which acts as fund trustee and
administrator, (3) donor nations, and (4) funding recipients and co-
founders (themselves from a diverse range of institutions, including
GEF Agencies, governments, multilateral and bilateral organizations,
NGOs, the private sector, and project participants).

double counting to the extent possible (depend-
ing on the granularity of data available) through
detailed analysis of project level data. Second,
definitions of climate finance and years for which
data are available are not consistent across organi-
zations. Third, data is more often available on a
commitment basis rather than a disbursement
basis, and annual commitments are likely to be far
larger than average annual disbursements. Last,
co-financing by borrowing countries and other
entities should be captured, but detailed informa-
tion is often difficult to obtain and is therefore not
included in our estimates’®.

Based on available data sources, we estimate the
scale of climate finance flowing through multilat-
eral financial institutions and funds to be between
USD 13.6 billion and USD 17 billion® per annum.
Additional details are presented in Appendix A.

79 See BOX VI focuses on the ‘leverage effect’ for further information.

80 The lower bound of the range is based on estimates from the IFC,
IBRD, IDA, the AsDB, the AfDB, EIB, EU institutions, EBRD, IDB, the
Nordic Development Fund, and the Nordic Investment Bank, plus an
estimate of additional finance channelled through multilateral climate
funds. Note that the EIB estimated that it provided an additional
USD 1,218 million of climate finance to Eastern and Southern Europe
in 2009 (UNEP, 2010). The upper bound estimate is taken from the
preliminary version of the Joint MDB Climate Financing Report (June
2010) and refers to 2009 MDB mitigation financing. Detailed informa-
tion is presented in Appendix A.
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Additional intermediated flows
CLIMATE FUNDS

Source Estimated flow Destination
* Domestic Public Budgets: Not Estimated 39 % equity, 37% non-concessional
. i . i loans, 17% concessional loans, 7%
Global Capital Markets: Not Estimated USD 141 - 3.2 bn o 0 o
« Bilateral and Multilateral  Financial g '

Institutions: Not Estimated 97% mitigation, 3% adaptation

Existing climate funds are typically multi-donor, with one or more bilateral
or multilateral organizations providing Trustee and administrative services.

Description Funds tend to have finite lifetimes and a specific sectoral focus, e.g.
renewables, adaptation, forestry, etc.

Most existing climate funds are fairly new and have not

Outlook ’ yet disbursed large volumes of finance. A plethora of

new climate funds is under development.

Primary data sources

* Self-reporting by Funds
* ODI/HBF Climate Funds Update website

Issues and future analysis

There is a growing desire on the part of recipient countries to have enhanced
ownership, or ‘direct access’, to climate funds. This may reduce the role of
multilateral agencies in such funds in the future. However, the modalities
for ensuring donor satisfaction and effective operation of funds are still
under development.

Note: The estimated range for climate funds presented here cannot be aggregated with BFI and MFI flows due to double counting issues. We
estimate the additional contribution not accounted for in BFl and MFI flows to be USD 2.4-2.6 billion.

In recent years, a number of bilateral and multi- Fund, Global Climate Change Alliance);

lateral organizations have set up climate-specific
funds. These funds are typically multi-donor, with
one or more bilateral or multilateral organizations
providing Trustee and administrative services to
manage the funds ‘off-balance sheet’. The Climate

3. Regional recipient funds managed by regional
development banks such as AfDB® (Congo
Basin Forest Fund) and BFls such as BNDES
(the Amazon Fund); and

Funds included in this study can be grouped into 4. National recipient funds managed by BFls

four categories:

such as BNDES (the Mata Atlantic Initiative)
and, in some cases, with a multilateral institu-

1. Global donor funds established by UN agencies tion acting as trustee (the Indonesia Climate

including the UNFCCC (the Adaptation Fund,
the GEF Trust Fund, the Least Developed
Countries Fund, the Special Climate Change
Fund, the Strategic Priority on Adaptation
Programme), the World Bank (the Clean
Investment Funds, the Forest Carbon Partner-
ship Facility), the UNDP, the UNEP and the FAO
(the UN-REDD Programme, MDG Achieve-
ment Fund - Environment and Climate Change
thematic window);

. Global donor funds managed by EU institu-
tions (Global Energy Efficiency and Renewable

Change Trust Fund, the Guyana REDD+
Investment Fund)®&2.

81 In July 20M, African leaders announced that the AfDB will establish
and manage an additional fund - the “Clim-Dev Africa Special Fund”
- aimed at supporting Africa’s access to and management of flows
from the forthcoming Green Climate Fund. The AfDB has set aside a
budget of USD 145 million for its establishment. Source: UNDP, 2011;
UNDP Cambodia web site: http://www.un.org.kh/undp/what-we-do/
projects/cambodia-climate-change-alliance; Climate News at http://
climate-news.com/environment/tag/african-development-bank; FIN
24 web site at: http://wwwfin24.com/Economy/Africa-to-set-up-
own-climate-fund-20110703.

82 In order to attract innovative sources of domestic climate finance,
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In addition to the money pledged specifically
to these funds, many of them claim to leverage
significant sums of co-finance®3. One of the most
comprehensive sources of information on climate
fundsisthe ODI/HBF Climate Funds Update portal,
which tracks money flowing through dedicated
climate change funds, as well as through several
bilateral and multilateral initiatives®.

The National Communications of Annex Il Parties
report - to varying levels of detail and aggregation
- contributions made to funds under the manage-
ment of the Global Environmental Facility® and to
the Climate Investment Funds, which amounted to
USD 3.3 billion and USD 0.3 billion respectively in
the 2005-2010 reporting period.

Based on the ODI/HBF Climate Funds Update,
research by SEI (UNEP, 2010), and reporting by the
organizations managing the funds themselves, we
estimate annual commitments from climate funds
and initiatives to range from approximately USD

some developing countries are also establishing or are about to estab-
lish national climate funds. In December 2009, for instance, Cambodia
established a multi-donor financial facility called “Cambodia Climate
Change Alliance Trust Fund” and an associated Support Programme
to create a unified engagement point for donor countries - while
minimizing transaction costs - and to provide a demand-driven grants
facility for adaptation and mitigation projects. The programme was
officially launched in February 2010 and total contributions from the
EU, UNDP, the Danish International Development agency (DANIDA),
and the Swedish International Development Agency (SIDA) currently
amount to USD 8.9 million (total contributions to the Cambodia Cli-
mate Change Alliance to which the Fund belongs).

83 For example, the GEF reports that since its inception it has lever-
aged additional investments of approximately USD 20 billion while
investing USD 3 billion in climate change mitigation, adaptation, and
enabling activities (GEF, 2010).

84 The ODI/HBF Climate Funds Update, http://www.climatefundsup-
date.org, presents data and information on 21 bilateral and multilateral
climate funds and bilateral initiatives that have been set up in the last
few years, including Germany's International Climate Initiative - which
receives funding from the sale of tradable emission certificates - Aus-
tralia's International Forest Carbon Initiative, Japan's Hatoyama Initia-
tive, and the UK's International Climate Fund (formerly, the Environ-
mental Transformation Fund). The Climate Finance Options platform
- an initiative led by the UNFCCC and the UNDP/World Bank Group
- also presents snapshot information on key climate funds, though
limited quantitative information is presented.

85 The GEF Trust Fund, the LDCF, and the SCCF (UNFCCC, 2011).

1.05 billion® to USD 3.2%7 billion. Note, however,
that there are strong overlaps with bilateral and
multilateral donor reporting, and the aggregation
is subject to various methodological difficulties,
including different definitions and reporting years.
Therefore, this range should be considered as
indicative only of the scale of climate funds within
the broader scope of bilateral and multilateral
finance.

In order to estimate the scale of additional
climate finance coming from climate funds, we
have surveyed the main climate funds for poten-
tial reporting overlaps with other climate finance
flows, in particular with bilateral and multilateral
flows reported in the OECD CRS database and
with reporting by BFIls and MFls. As a result of
this survey, we add USD 1.4 billion to our estimate
of multilateral flows and between USD 1 to 1.2
billion to our estimate of bilateral flows. Details
of our assumptions and sources are presented in
Appendix B.

Important changes to the landscape of inter-
mediaries are anticipated, however, as recipient
countries increasingly seek to access sources of
climate finance more directly and to limit the role
of intermediaries. The Adaptation Fund, in partic-
ular, is pioneering a model of ‘direct access’, by
gradually enabling National Implementing Entities
to access project funds directly. Other bilateral
funds are also exploring ways to increase national
ownership while maintaining adequate checks and
balances. The foreseen benefits of strengthened
national control include enhanced ownership and
responsibility for delivering results, the integra-
tion of climate finance into the national policy-
making process, improved coordination of donors
and funds, and flexibility in fund management, all
of which minimize transaction costs and increase

86 The lower bound estimate is taken from a UNEP (2010) report that in-
cludes: the Climate Investment Funds 2009 commitment of USD 0.47
billion; USD 0.24 billion channelled by the GEF for climate change;
USD 015 billion made available by the Special Climate Change Fund
and the Least Developed Countries Fund; and a lower bound estimate
for commitments from other international specialized funds dedicated
to climate change of USD 019 billion.

87 Details of the calculation behind the upper bound estimate can be
found in Appendix B.
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Box V. GREEN CLIMATE FUND

One of the key achievements of the 16t Conference of the Parties (COP) held in Cancin in December 2010
was the establishment of a multilateral climate fund, the so-called Green Climate Fund (GCF).

‘Designated as an operating entity of the financial mechanism of the Convention under Article 17', it will aim to
provide scaled-up, predictable, and adequate funding to support projects, programs, policies, and other
climate-related activities in developing countries, using thematic funding windows'.

The Green Climate Fund is expected to become a pivotal instrument for financing adaption and mitigation,
including REDD+ interventions, in a balanced manner. It remains to be seen, however, what portion of the
USD 100 billion per year by 2020 that was committed by developed countries will be channeled by the
fund.

Learning from the good and bad practices of previous climate- and non climate-related funds?, the GCF
should aim to fill gaps in the existing funding landscape, foster complementarities, and bring added value
to other bilateral, regional, and multilateral funding mechanisms and institutions.

The design of the Fund has been assigned to a Transitional Committee composed of 40 high-level members
from both developed and developing countries. The Committee must propose an effective design for the
new fund in time for approval during the UN Climate Change talks in Durban, South Africa, in December
2011.

At the Second Meeting of the Transitional Committee (July, 13-14 2011, Tokyo) members discussed -
among other topics - finance entry points and the accessing of finance. Members highlighted the need
for the GCF to be able to handle a broad array of financing sources - generated both by government and
non-government contributions - as well as the need to develop a strategy/platform for promoting private
sector engagement. In addition, to ensure delivery at the necessary scale, members discussed the need for
the fund to use a range of instruments to disburse finance, including grant and non-grant financing?.

1 E.g., mitigation, adaptation, REDD+, as well as geographic window (Least Developed Countries or Small Islands States, etc.). Source: UNFCCC

Web site at . Transitional Committee

Second Meeting, June 2011, Work stream |,

2 See, for instance, the “Background note: Comparison of relevant funds and institutions” prepared within Workstream | for the Second Meet-
ing of the Transitional Committee, June 2011. Available at the following link:

3 Sources: UNFCCC press release available at:
» Summary of co-facilitators Workstream |II:
» Germanwatch (2011), Report on the 2nd meeting of the Transitional Committee to design the Green Climate Fund. Additional information
can also be found on the UNFCCC web site.

opportunities for attracting additional resources
from local and/or external entities (Muller, 2011).

Climate Finance tracking and reporting systems
need to be ready to capture flows channeled
through the ‘direct access’ approach.

CARBON FUNDS AND BROKERS

Much of the carbon offset business is interme-
diated, through public and private carbon inter-
mediaries. On the public side, carbon funds (like
IFCs) played a pioneering role in securing the very

first carbon deals and in making several parties
tag along (Kyoto-bound governments, develop-
ment banks, and private entities). On the private
side, carbon offset brokerage houses, such as
EcoSecurities, Tricorona, and Camco, act as inter-
mediaries, investing in primary offset projects
or purchasing secondary offsets from carbon
markets on behalf of potential buyers. Much of
this business is being captured by intermediaries
who are able to set up carbon procurement funds
and can guarantee confidentiality and flexibility
to their clients. While the UNEP/RIS@ and IGES
databases confirm brokers' participation in specific
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UN-endorsed offset projects, the scale of this
participation is unknown, as the quantity of offsets
bought and on behalf of whom is confidential.

More information is available on carbon funds
(i.e. carbon procurement vehicles) that purchase
carbon credits generated by project mechanisms
(primarily through the Kyoto Protocol's CDM and
JI schemes) but also through AAUs and other
Green Investment Schemes. Note that multilateral
and bilateral institutions are active players on the
carbon market and are involved in the purchase of
carbon credits generated mainly from CDM and JI
projects®,

Carbon funds can be categorized as follows:

* Public funds established primarily by
industrialized countries seeking to offset
their emissions in order to comply with
Kyoto Protocol obligations. To a lesser
extent, they have also been established by
non-Annex B countries seeking to promote
the development of project mechanisms.
Some may also have been established for
purposes of financial gain (e.g. Austrian JI/
CDM programme, Belgian JI/CDM tender,
etc.).

* Private funds established by private
investors, including compliance buyers
(industrial and energy companies) and
financial investors attracted by the
potential for financial gains (e.g. European
Clean Energy Fund, Climate Change
Capital Carbon Fund, etc.).

* Public-private funds aimed at raising and
promoting the use of public and private
sector capital through a single legal entity
(e.g. BioCarbon Fund, KfW Carbon Fund,
etc.)®. This category includes the more
than twenty climate funds managed by
multilateral development banks with over
USD 4 billion in committed capital.

88 The World Bank is one of the most active players among multilat-
eral institutions, but also in the carbon market in general. It manages
twelve carbon funds and facilities on behalf of Government and pri-
vate investors.

89 We followed the categorization of Alberola and Stephan (2010).

In addition to these main categories, and despite
the uncertainty surrounding the CDM and JI
mechanisms, the most recent trend in the carbon
market is the establishment of post-2012 compli-
ance funds, such as the EIB's Post-2012 Carbon
Credit Fund. These funds, by assuming the
post-2012 regulatory risk, are signaling their confi-
dence in the emergence of a post-Kyoto regime
and encouraging the development of a post-2012
market.

In 2010, Carbon Finance (Environmental Finance,
2011) profiled 97 operational carbon funds and
five planned funds, which disclosed a total capital-
ization of USD 15.22 billion, slightly less than what
was reported in 2009 (USD 15.68 billion). Given
the difficulties in identifying an annual financial
flow through these intermediaries to the carbon
offset finance instrument, we do not include a
specific figure in our overview of current finance
flows.

We therefore estimate that approximately USD
35.7-40.3 billion of climate finance is intermedi-
ated (by bilateral & multilateral banks and carbon
funds & brokers) annually (or around 40% of
estimated sources).
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3.3 Instruments

Seven major categories of instrument have been
identified: (i) policy incentives; (ii) risk manage-
ment; (iii) carbon offset flows; (iv) grants; (v)
concessional loans; (vi) market rate loans; and
(vii) equity. While not necessarily comprehensive,
these categories aim to capture the key instru-
ments used to deliver climate finance at present.
Financial support can either be given directly
to specific projects and/or local implementing
agencies, using a variety of instruments, or it can
assist national policy efforts.

Bilateral and multilateral agencies, in particular, use
a wide range of instruments (grants, loans, debt,
equity, credit lines, etc.) to support mitigation and
adaptation interventions in developing countries
depending on specific project and recipient country
needs. Adaptation, for instance, is predomi-
nately financed through grants and concessional
loans while mitigation is predominantly funded
through concessional and non-concessional loans.
Bilateral and multilateral financial institutions also
adopt so-called ‘climate change policy loans/, i.e.
development policy lending instruments used to
support countries in the development, improve-
ment and implementation of their public climate
change policy and action plans and/or to further
mainstream climate into development strategies.

Climate funds are also increasingly being used
by IFls as concessional finance alongside other
sources. Qur estimates of climate finance
channeled through each instrument are derived
from bottom-up calculations based on reporting
by individual financial institutions and on informa-
tion the OCED CRS database, but they also include
a range of assumptions (as detailed in Appendix
O.

Policy Incentives

This category includes resources directed at
regulatory reform and income-enhancing mecha-
nisms, such as feed-in tariffs, tradable certificates,
tax incentives, and clean energy subsidies, which
are most commonly funded domestically.

Many emerging economies, in particular, have

Most climate finance - USD
87 billion out of USD 97
billion - can be classified as
investment or more generally
instruments  that include
ownership interests. Key

instruments to for delivering
these investments include
USD 56 billion in the form

of market rate loans, USD 18
billion in equity and USD 13
billion in concessional loans.
Instruments, such as policy
incentives, carbon offset
flows and grants make up
the remainder of climate
finance.

Instrument LULTEIR Y

(2009/2010, USD bn)
Policy Incentives Not Estimated
Risk management 1.2
Carbon offset flows 2.5
Grants 4.5
Concessional loans 12.6
Market rate loans 56.1
Equity 18.0

started to use income-enhancing mechanisms
to stimulate clean energy investment. In India,
for example, the Central Electricity Regulatory
Commission (CERC) will be administering a new
feed-in tariff scheme to underpin India's National
Solar Mission, which aims to deploy 22,000
MW of solar power by 2022 (DBCCA, 2010a)°°.
In addition, the Ministry of New and Renewable

90 Indian solar is also an area of activity under the Critical Mass Ini-
tiative, a platform convened by the World Economic Forum, the In-
ternational Finance Corporation and United Nations Foundation. This
Initiative aims to identify what is needed across different geographies
to attract private investment at-scale for renewables and energy ef-
ficiency projects and to kick start activity by supporting large-scale,
first-mover projects (FT, 2010; WEF, 2011).
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Energy has launched a USD 0.01/KWh incentive
for grid-connected wind projects. Meanwhile, the
Chinese government has introduced 50% invest-
ment subsidies for large-scale, grid-connected PV
systems, and 40% of the RMB 4 trillion (USD 585
billion) multi-year economic stimulus package has
been directed at clean energy technology provid-
ers (TCG, 2009).

In addition to national data sources, Deutsche
Bank's Climate Change Policy Tracker (2010)
provides a useful summary of recently proposed
and implemented incentive schemes.”’ However,
the value of support provided by these schemes is
generally not available for multiple years.

There is thus a great deal of information avail-
able on policy support in developing countries,
but it tends to be fragmented. Further research is
therefore required to estimate the value of such
domestic flows.

Risk Management

OFFICIAL LONG-TERM EXPORT CREDITS

As mentioned in Section 3.1, export credits
provided in the form of direct loans, insurance,
or guarantees, are financial arrangements aimed
at facilitating exports in riskier overseas markets.
Entities that deal with export credits are known as
Export Credit Agencies (ECAs) and can be govern-
mental departments or external institutions. The
OECD Trade and Agriculture Directorate (TAD)
maintains a database of the export credits®?
provided officially by OECD members to devel-
oping countries with repayment terms of 5 years
or more (long-term credits). These OECD statis-
tics provide information on ECA support by end
sector with the same level of disaggregation as the
data on ODA; however, the purpose codes have

91 For example, renewable feed-in tariffs in Malaysia, the Philippines,
Serbia, Jordan, Taiwan, and Thailand; tax incentives for low carbon
vehicles in Bangladesh, Brazil, and South Africa; a carbon tax on elec-
trical appliances in Mauritius; a cap and trade scheme and/or feed-in
tariffs in South Korea and a loan scheme for renewable energy proj-
ects Bangladesh.

92 See: http://www.oecd.org/department/0,3355,
en_2649 34169 1.11.1.1,00.html. OECD (2011e); OECD (2011f);
OECD (2010b).

been slightly modified from those used by OECD
DAC. As with bilateral ODA in the CRS system,
this allows mitigation-relevant export credits to
be distinguished, but makes it harder to differen-
tiate credits that enhance GHG reduction from
those that counteract it (cf. Corfee-Morlot et al.,
2009). It is possible, however, to identify support
provided to the renewable and energy efficiency
sectors, thus partially capturing overall ‘clean’
flows (Buchner et al., 2011).

Accordingtothe OECD data (OECD, 2011b), ‘official
or officially-supported’ export credits flowing from
North to South were estimated at USD 18 billion per
annum (average) between 2002 and 2009, with
87% directed toward ‘mitigation-relevant’ sectors.
Yet, ‘'mitigation-specific’®® export credits might be
much less: estimates of export credits directed at
renewable energy and co-generation account for
an annual average of just USD 0.2 billion over the
period 2002-2009 and USD 0.7 billion in 2009
(OECD statistics on export credits, 2010, as cited
in Buchner et al., 2011)%4.

While an important element in the overall
landscape of climate finance, OECD export credit
data have limitations, as highlighted by Corfee-
Morlot et al. (2009). First, access to the database
is restricted to governments and, at present, data
are publically available up to and including the year
2005 (OECD, 2007a; Buchner et al., 2011). Second,
sectoral disaggregation of the data for individual
developing countries is weak, making it difficult
to identify the mitigation-relevant portion. Third,
some export credits are not considered within the
OECD's arrangement on reporting of official export
credits and are therefore not captured in their
database (Buchner et al., 2011: OECD, 2010a,b).
Data on private export credits are not currently
available in aggregated form (Buchner et al., 2011).

93 le, those going to “low-carbon energy technologies”, including
nuclear, hydro, geothermal, solar, wind, tidal, and biomass (cf. Corfee-
Morlot et al., 2009).

94 1t should be noted that loans and repayment insurance are paid to
the exporter and therefore technically represent a North-North flow.
They can however play a key role in stimulating private low-emission
investments in developing countries and are therefore counted in the
landscape of climate finance. Furthermore, in the case of export cred-
its with repayment insurance and guarantees, no financial transfer (re-
payment flow) will occur unless contractual provisions are exercised.
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GUARANTEES

Guarantees are used to mitigate the risks
involved in clean investments (e.g. risks related
to non-payment, technology performance, or the
fulfillment of obligations by government and affili-
ated agencies vis-a-vis a given project). Based
on our review of donor reporting, we estimate
annual guarantees in support of climate mitigation
and adaptation to be at least USD 347 million®,
(estimates were only available from the IFC, the
AsDB, and climate funds)®®.

The Multilateral Investment Guarantee Agency
(MIGA) - a member of the World Bank Group -
also plays a role in facilitating clean investments
by providing political risk insurance guarantees for
FDIs in developing countries. In 2010, the Agency
issued a total of USD 1.5 billion in investment
guarantees (15% of which were in the oil, gas,
and mining sectors). However, data on the portion
of guarantees related to clean investment is not
available.

FINANCE-ENHANCING

Finance-enhancing instruments help improve the
attractivenessof mitigationand adaptation projects
by generating better credit ratings and reducing
the cost of capital. This instrument category
notably includes Power Purchase Agreements
(PPA) set up with local utilities and power grid
management companies. Details of these PPAs,
including the identity and creditworthiness of the
payer of last resort in the case of default and limits
on potential recourses to sponsors, are typically
factored into the credit analysis and influence both
the willingness of banks to lend and the terms
of lending. While not specific to climate finance,
traditional credit improvement instruments would
fit this category as well (e.g. letters of credit). It
is also worth mentioning the recent development
of climate-specific products to offset risk within
the insurance sector (thereby enhancing credit
quality)?”.

95Ibid. 6.

96 IFC web site (https.//www.ifc.org), accessed on December 2010;
AsDB web site (http://www.adb.org/). See Appendix C for additional
information.

97 Performance guarantees and warranties for renewables in particular.

No quantitative data for the flow through this
instrument is currently available.

Carbon offset flows

Carbon offsets are financial instruments that aim
to reduce GHG emissions. As described in Section
3.1, offsets can be bought directly on carbon
markets via carbon offset brokers or via carbon
procurement funds.

Between USD 2.2 and USD 2.3 billion flow though
this instrument, including all sources of offsets
markets®®,

It should be noted that 2% of CERs issued are
transferred to the Adaptation Fund (AF) and are
subsequently monetized on secondary carbon
markets by its trustee to provide financial flows
to adaptation projects and programmes in devel-
oping countries. So far, almost 13 million CERs®®
have been set aside for the AF. According to the
Adaptation Fund Ethics and Finance Committee
(2011), proceeds generated from the beginning of
the monetization program in May 2009 to January
2011 amounted to USD 138.2 million. During
2010, the first completed available year, proceeds
reached USD 100.2 million'™®.

Payment for Ecosystem Services (PES)

Mercer, Cooley, and Hamilton (2011) define PES as:
“Formal and informal contracts in which landowners
are remunerated for managing their land to produce
one or more ecosystem service; PES transactions must
consist of actual payments between at least one willing
buyer and one willing seller to produce or enhance a
well-defined ecosystem service or bundle of services.”

In the context of climate change, PES schemes are
aimed at maintaining or enhancing natural carbon

98 Ibid. 34;35.

99 646.7 million CERs had been issued as of June 30, 2011. Source: UN-
FCCC at: http://cdm.unfccc.int/Registry/index.html. .

100 See Adaptation Fund Ethics and Finance Committee (2011) for ad-
ditional information. Document available at: http://adaptation-fund.
org/system/files/AFB.EFC_.4.10.Rev_.2%20Financial%20Status%20
Report.pdf. According to the World Bank (2010d), USD 300 million
to USD 600 million could be raised through the 2% levy on CDM over
the medium-term (2008-2012). This will depend on the carbon price.

A CPI REPORT

37



OcTOBER 2011

THE LANDSCAPE OF CLIMATE FINANCE

sinks and the natural capacity of ecosystems
to adapt to climate change. Transactions in this
emerging marketplace may include government
conservation incentive programs, the exchange
of mitigation credits in voluntary or regulatory
markets, cash payments, and in-kind compensa-
tions'®". These transactions support a broad array
of activities (e.g. capacity-building, technical assis-
tance, etc.) and funders, including governments,
businesses, and consumers.

A number of developing countries already have PES
schemes in place, including Costa Rica, Mexico,
and Indonesia'®. The UNDP (2011) identifies six
types of ecosystem market, which have estimated
values that range in the billions:

1. Biodiversity offset and compensation programs
(estimated global market: USD 2.4-4.0 billion
per annum - Madsen et al., 2011);

2. Payments for watershed services and quality
of water trading (estimated total transaction
value of watershed management programs in
2008: USD 9.3 billon - Stanton et al., 2010);

3. Sustainable fisheries (USD 5-10 billion - UNDP,
2010);

4. Green commodities (USD 42 billion - UNDP,
2010);

5. Bio-prospecting contracts (USD 0.4-1.9 billion
- UNDP, 2010);

6. Reducing Emissions from Deforestation
and Forest Degradation (various estimates
presented in Section 3.5).

Parker and Cranford (2010) have estimated total
current flows of finance for ecosystem services
and biodiversity in developing countries to be
approximately USD 16 billion per annum, the
majority of which is directed toward the forestry

101 Debt-for-nature swaps have also resulted in developing country gov-
ernments funding forest conservation programmes. The U.S. govern-
ment and Indonesia have recently agreed on a debt-for-nature swap,
which will generate USD 28.5 million for forest conservation action
in Indonesia and aims to reduce carbon emissions by 2 Mt per year
(TNC, 20m).

102 Stanton et al. (2010) provides insights on watershed payments, as
well as a map of active protection programs.

sector. However, it is not possible to determine
what portions of these PES payments have climate
mitigation or adaptation (co-) benefits, nor to
what extent the values overlap with other climate
finance flows presented in this paper. The World
Bank (2008) has called for efforts to better under-
stand the potential of PES schemes and how they
can be effectively designed and implemented.

Grants

Grants are transfers in cash or in kind for which
no legal debt is incurred by the recipient (OECD,
2007b). Grants also include knowledge manage-
ment programs (e.g. technical assistance, capacity
building, knowledge hubs, etc.)'®*. There is no
single source of information on the volume of
climate finance provided through grants. Instead,
estimates must be taken from the reporting of
individual sources, including international finance
institutions.

According to the OECD CRS database, 43.6%
of bilateral climate funding committed by DAC
countries in 2009 was directed to ODA grants.
In addition to OECD reporting (OECD, 2011a),
individual BFlIs provide information on the amount
of their funding that is given as grants, as do
individual multilateral agencies'®*. We also assume
that philanthropic sources of climate finance are
channeled entirely through grant instruments.
Based on available data, we estimate that annual
climate finance flows delivered as grant instru-
ments amount to approximately USD 4.5 billion.

The current estimate, however, lacks data on the
grant contributions of developing country govern-
ments' to domestic clean energy developments.
Deutsche Bank's Climate Change Policy Tracker
(2010b) provides a useful summary of recently
proposed or implemented public financing
schemes'®, but, as discussed above, this summary

103 For more details on this refer to Stadelmann and Michaelowa (2011)
available here: http://www.climatestrategies.org/research/our-re-
ports/category/71/325.html.

104 See Appendix C for additional information on this regard.

105 Examples include the Renewable Energy and Energy Efficiency Fund
in Jordan, investment in green buildings by the South Korean govern-
ment, and USD 786 million of investment by the Taiwanese govern-
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is mostly without financial values. Country
co-financing for projects supported by IFls could
further increase the value of grants, though this
might also come from the usual leveraging by IFls.

Concessional loans

Concessional loans, also referred to as soft loans,
include debt provided at an interest rate below the
prevailing market rate.

An ODA loan is defined as a concessional loan
that conveys a grant element above 25% and has
an interest rate below the prevailing market rate. In
some cases, the ‘grant element’ needed to catalyze
a project may be below 25%. For some donors
this has meant re-thinking what the ODA defini-
tion means in the context of their contributions to
some private sector activities. Minimal conces-
sionality is critical for engaging the private sector
in order to avoid over-subsidization, to increase the
value obtained for public money.

Concessional loans can be measured as either the
total volume of finance provided at concessional
rates or as the grant equivalent value'©® of the
concessional loan, reflecting the financial terms
of the finance provided. However, comprehensive
estimates of the grant equivalent value of conces-
sional climate finance are not available, due at least
in part to methodological difficulties. This paper
therefore presents gross financial flows without
taking into consideration the level of concessional-
ity involved.

As in the case of grants, there is no central-
ized source of information about financial flows
provided through concessional instruments.
Accordingly, we base our estimate on the same
individual donor reports as we did for the previous

ment in renewable energy and energy efficiency projects over the next
five years.

106 Also referred to as ‘concessionality level, which is a measure of the
‘softness’ of credit, reflecting the benefit to the borrower compared to
aloan at market rate. Technically, it is calculated as the difference be-
tween the nominal value of a Tied Aid Credit and the present value of
the debt service at the date of disbursement, calculated at a discount
rate applicable to the currency of the transaction and expressed as a
percentage of the nominal value (OECD Statistical Glossary, available
at: http://stats.oecd.org/glossary/).

instrument. Based on available data, we calculate
annual concessional loan flows to be around USD
13 billion per annum.

Note that DAC donors report on the finan-
cial terms of aid to the OECD CRS Aid Activity
database, including loan repayment terms
(maturity, grace period, interest rate). This allows
the DAC Secretariat to calculate and publish the
grant element of total ODA and ODA loans (see
Appendix D). The grant equivalent value of conces-
sional climate finance can therefore be calculated
to assess the overall concessionality of donors'’
support. However, the grant equivalent does not
constitute a ‘flow" in itself nor can it be calculated
for equity investment, export credits and private
flows more generally because at market terms the
grant component is by definition zero.

Capital: market rate loans and equity

The ‘capital” instrument category tracks the trans-
formation of capital contributions into shareholder
ownership (equity), creditor claims (debt, loans,
bonds, etc.), and hybrid capital instruments. Any
entity categorized as a source or intermediary may
contribute capital. Capital contributions are regis-
tered in specific mitigation and adaptation invest-
ment project balance sheets. Capital is returned to
contributors in two forms: first, as dividends and
changes in the market value of the shares held for
equity holders, and second, as coupons or interim
interest payments and return of principal for debt
holders. In order to make the instrument catego-
ries mutually exclusive, any amount categorized
as ‘capital’ should be free of any form of support
from other instruments (subsidies, carbon offsets,
etc.) and should only represent the net ‘capital’
dedicated to investments.

Among debt instruments, the provision of credit
lines is an alternative to construction debt. In this
case, a lending institution will make funds avail-
able, but these will not be lent until the credit line
beneficiary specifically requests them. Lines of
credit guarantee that funds will be made available,
but the financial asset does not exist until funds
are actually advanced’.

107 OECD Glossary of Statistical Terms available at: http://stat.oecd./
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While we acknowledge the important distinction
between market rate loans and equity, as illustrated
in Figure 2, the current data makes it challenging to
disentangle the various capital contributions made
by all actors from the broader capital class. Basic
information is often confidential or not readily
available, and complex ownership structures add
further complications.

Our estimates of loans and equity are based on
information about the two main contributors to
these instruments: IFls and private finance.

* Approximately USD 20 billion flows from
multilateral and bilateral institutions and
funds to capital, and this flow is composed
primarily of market rate loans and other
official flows (particularly from IBRD)™8,
Just USD 1.6 billion of the outflow goes
toward equity.

* USD 37-72.2 billion is presumed to flow
from private finance into capital instru-
ments. Yet, the sources of these figures do
not provide any breakdown between loans
and equity, largely because of confiden-
tiality concerns. As a proxy, we therefore
apply a project finance debt-equity ratio of
70:30'°°, recognizing that this assumption

glossary. In practice, lines of credit attract a commitment fee from
the recipient country, irrespective of whether funds are drawn down
or not. Atteridge et al. (2009) discuss credit lines provided by BFls
to commercial actors, governments, and local banks for clean energy
projects. For example, the EIB's “Risk Sharing Finance Facility, signed
in 2007, makes available up to EUR 10 billion over the period 2007-
13, with a maximum EUR 50 million per project. This facility provides
credit lines in the form of loans and guarantees to local financial in-
stitutions to be used for lending to European corporations for R&D,
focusing on both large companies and SMEs. This finance is able to
support projects with climate change benefits, for instance it has pro-
vided a EUR 50 million loan to a solar thermal power station project
in Spain. By the end of 2008, total finance of €1.48 billion had been
requested, 30% of which was for energy sector projects”.

108 IBRD reports commitments of USD 4.6 billion to climate related
projects in the form of OOF (non export credits) in 2009 (CRS, 2011).

109 This estimate is based on a survey of financial experts. The panel
provided a range from 60% to 80% of debt. It was highlighted that
the gearing level depended on several parameters relative to risks and
returns (countries, sector, technologies, and investment stages nota-
bly). Moreover, this range would rather relate to renewable energy
projects and might distort a bit other mitigation projects (energy ef-

has a significant impact, because the
private finance flow is the largest in the
landscape. Based on this approach, USD
26-51billion is estimated to flow to market
rate loans and USD 11-22 billion to equity
instruments.

* |t should be noted that there may also be
a flow of finance from domestic public
budgets to capital instruments, i.e. in the
case of direct government ownership
and state-owned banks that are active
in climate finance. No central source is
available for this data, and this flow has not
yet been quantified.

Given the difficulties involved in disentangling
market rate loans from equity, we estimate that
capital instruments channel USD 57-92 billion in
climate finance overall; a very rough proxy suggests
that USD 44-69 billion of this is channeled through
market rate loans and the remainder through
equity.

3.4 Channels

Disbursement channels are those organizations
that work directly to disburse funds for climate
mitigation and adaptation projects, including those
from the public sector, public-private partnerships
(PPPs), multilateral organizations, NGOs, and civil
society. They may be local, regional, national, or
international organizations. The disbursement
channels through which Australian bilateral climate
finance flowed in 2009, for example, included Care
Australia, AusAlID, the Commonwealth Scientific
and Industrial Research Organization, Melbourne
Health, the Ministry of Education (Kiribati), and
the University of New South Wales, among others
(OECD, 2011a).

There are few aggregated estimates of the split of
finance by type of disbursement organization. The
OECD CRS database is an exception, as it provides
details of the name and type of disbursement
channel for each project listed in the database.
The split by disbursement organization type for
all climate finance committed in 2009 is shown

ficiency investment for instance) or climate change adaptation.
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Box VI. LEVERAGE EFFECTS

While there is broad consensus on the need to leverage the extent of private sector involvement, the term
‘leverage’ is used loosely. There is uncertainty about how best to leverage and how to quantify its extent and
therefore a need to get a better sense of what leveraging actually means.

Leverage effects are found at multiple levels of the climate finance diagram. While the concept of a leverage
effect typically reflects the ability of a public sector finance intervention to ‘crowd in’ private sector capital
(AGF, 2010), there is neither uniform definition nor methodology, rendering it difficult to make comparisons
across institutions, instruments, and interventions.

According to generic financial terminology, leverage is measured as the ratio of equity to a blend of debt and
specificinstrument categories (equity, carbon offsets, etc.). Financial institutions, particularly those interested
in capturing the multiplier effect of leveraging, calculate it as the ratio of public to private co-financing. The
GEF also considers the leveraging that occurs beyond its intervention, i.e. project replication or financing that
would not have been spent in the absence of the GEF project (Brown et al., 2011). The World Bank (2010c)
- an active player in the carbon market - measures it as the ratio of the whole capital investment needed
for a project to the net present value of primary CER (Brown et al., 2011). In the field of development finance
institutions, the level of grant element that is integrated into the loan defines the leverage effect.

At the source- and intermediary-levels, leverage refers respectively to:

* The funding of sources and intermediaries of climate finance by issuing bonds and borrowing from
global capital markets. Bilateral and multilateral banks and other financial organizations/initiatives
routinely raise money on capital markets (and with domestic and commercial banks) or through returns

on loans as opposed to through government transfers. The size of leverage depends on each bank'’s ratio
of equity to debt finance.

Co-financing (syndicated loans and A/B loans). The focus of leverage is on the ability of a specific
intermediary or group to catalyse other public and/or private investors. A number of specific estimates
of leveraging ratios are available, ranging from calculations by the IFC to those of banks themselves. The
information provided suggests a leveraging ratio between 1:3 and 1:8. Accordingly, a single dollar flowing
from bilateral and multilateral banks could leverage between USD 3 to 8 dollars from other banks, global
capital markets, and/or governments along the way.

At the level of specific instruments, sponsors or trustees communicate the ability of specific mechanisms
and instruments to attract private finance into investment in climate mitigation and adaptation projects.

At the project-level, leverage effects can vary greatly according to factors, such as the host country, the
technologies, and the partners involved.

In light of the existing pressure on public finance and the international call for greater engagement of the
private sector in climate-related interventions, the multiplier role played by public flows has the potential
to deliver significant financial resources. The importance of the leveraging effect in addressing the global
climate finance challenge was also emphasised by the AGF's (2010) report, which highlighted the role of
public financing instruments in mitigating the risks of climate investments (AGF, 2010). What is needed is an
exploration of how public money can be invested efficiently and wisely to leverage private sector involvement
in low-emission investment, as well as a better sense of what leveraging actually means.
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in the table below™, showing the dominant use of ~Source-channel relationships could be investi-
public sector channels to disburse bilateral funds. gated further to determine the types of partner-
ships being formed to deliver climate finance.

110 The multilateral agencies included are: EU Institutions, IBRD, IDA, and
the Nordic Development Fund. Data on the Netherlands is from 2008
as 2009 data was not available (OECD, 2011a).

Table 2. Disbursement channels used by DAC countries and multilateral agencies in 2009

NGOs Public-Private

::cbtl; & Civil Partnerships On:lualril:::i;ar:s Other d:‘f)i:: d
Society (PPP) e
DAC countries 78% 4% 12% 6% 0%
Multilaterals 5% 2% 3% 3% 88%

Source: OECD, 2011a

3.5 Recipients

Climate finance is directed toward both mitiga-
tion (energy efficiency, renewable energy, forestry
and agriculture, transport, industrial processes,
and waste) and adaptation (water manage-
ment, sanitation, forestry and agriculture, health,
fishing, disaster prevention and preparedness, and
capacity building) activities. In line with Article 2
of the UNFCCC, the OECD DAC defines climate
change mitigation-related aid as activities that
contribute “to the objective of stabilization of GHG
concentrations in the atmosphere at a level that
would prevent dangerous anthropogenic interfer-
ence with the climate system by promoting efforts
to reduce or limit GHG emissions or to enhance
GHG sequestration”, while climate change adapta-
tion-related aid is defined as activities that aim
“to reduce the vulnerability of human or natural
systems to the impacts of climate change and
climate-related risks, by maintaining or increasing
adaptive capacity and resilience” (OECD, 2010c¢).

There are few estimates available of the portion
of total climate finance going to mitigation versus
adaptation, or of the portions going to individual
sectors of the economy. Sectoral data, where
available, is instead spread across a range of differ-
ent organizations that are each tracking differ-
ent elements of the climate finance picture. This
necessitates lengthy aggregation efforts in order
to establish a macro picture. In addition, donors
have independently developed their own sectoral

Mitigation activities
attract the large majority
of climate finance - USD
93 billion out of USD 97
billion. This is largely the
result of significant capital
investments in mitigation
measures like renewable
energy. REDD is also gaining
its place, though it is still
a tiny piece of the overall
end use of climate finance.
Adaptation receives USD
4.4 billion, primarily in the
form of incremental cost
payments.

Recipient Annual Flow

A CPI REPORT

(2009/2010, USD bn)
Mitigation 92.5
- REDD 0.7-1.9
Adaptation 4.4
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nomenclatures and criteria for defining whether
finance is used to address climate change adapta-
tion, mitigation, or traditional development objec-
tives. As aresult, there is considerable variability in
reporting between donors, which renders compar-
isons and aggregations difficult.

The OECD CRS database allows users to extract
sectoral totals for climate mitigation-marked data,
as well as data split by purpose codes. Appendix F
presents detailed data for 2009 for 21 DAC donors,
plus EU Institutions, IBRD, IDA, and NDF. This data
highlights the focus of finance on the transport and
storage, general environmental protection, energy,
water supply and sanitation, and forestry sectors.

The recent expansion of the OECD CRS Rio Marker
system to incorporate an additional marker for
Climate Change Adaptation will - from 2010
donor reporting onwards - provide a useful indica-
tion of the split between mitigation and adaptation
funding.

The UNEP (2010) reports a 69:31 ratio between
mitigation and adaptation in total climate finance
channeled through AFD, JICA, KFW and the EIB in
2009. The report also includes a detailed sectoral
breakdown for both mitigation and adaptation
funding, showing that the former is focused on the
energy (44%) and transport (40%) sectors (as
well as providing policy loans), while the latter is
focused on water supply and treatment (73%).

Bilateral financial support reported by Annex Il
Parties in the 5th National Communications for
2005-2010 is dominated by spending on mitiga-
tion: USD 12.4 billion compared to USD 1.9 billion
for adaptation (UNFCCC, 20011a).

While carbon offset finance is directed entirely
toward mitigation projects, a share of the proceeds
from the Clean Development Mechanism provides
the main source of funding for the Adaptation
Fund.

Using information provided by climatefundsup-
date.org, Project Catalyst (2010) estimates that
more than 80% of climate fund commitments
through the end of 2009 have been directed

toward mitigation (including REDD) and less than
20% to adaptation.

Finally, estimates from work commissioned by
Development Bank of South Africa (DBSA) indicate
that roughly 85% of global climate finance is
directed to mitigation and roughly 15% to adapta-
tion activities.

Overall, there is limited comprehensive data avail-
able on the split of finance provided in support of
climate change mitigation versus adaptation, but
the limited estimates that are available point to
the dominance of spending on mitigation, includ-
ing REDD. Recently, however, pressure has been
mounting for donors to redress this imbalance,
following numerous studies that have estimated
the need for large-scale adaptation financing,
particularly in the absence of stringent mitigation
targets (see e.g. World Bank, 2010d and UNFCCC,
2008). The Commonwealth countries have
already responded by pledging to allocate 50% of
their climate finance to adaptation, 20% to REDD,
and 30% to other mitigation activities.

The first attempt by the Conference of the Parties
(COP) to address this imbalance came with the
requirement to deliver ‘Fast-start finance’ with
a "balanced allocation between adaptation and
mitigation”, including forestry. With the aim of
increasing transparency, it also invited devel-
oped country Parties to submit information to the
Secretariat on the resources used to fulfill their
commitments, including the ways in which devel-
oping countries access these resources (UNFCCC,
2011b).

In the absence of a comprehensive data source on
the volume of finance directed to mitigation and
adaptation respectively, we estimate the allocation
between the two by:

* aggregating the reports of individual BFls
and MFIs (including climate funds) on
the portion of finance directed to each,

* assuming that all private finance outflows
and carbon offset flows (including finance
generated on the voluntary carbon

A CPI REPORT

43



OcTOBER 2011

THE LANDSCAPE OF CLIMATE FINANCE

markets) are directed to mitigation, and

* assuming that philanthropic contributions
are directed to adaptation.

Thus, we estimate that approximately USD 92.5
billion is spent annually on mitigation and USD 4.4
billion on adaptation (a ratio of 95%:5%,).

The resulting estimates are shown in Table 3 and
underline the overwhelming dominance of current
spending on mitigation.

Finally, an attempt has been made to estimate the
scale of climate finance currently being directed
to Reducing Emissions from Deforestation and

Table 3. Estimated volume of mitigation and adaptation finance

Total” Adaptation Mitigation Adaptation Mitigation

(USDm) (%) (%) (USDm) (USDm)
Bilateral 22,767 16% 84% 3,641 19,127
Multilateral 14,361 3% 97% 475 13,886
Funds 2,492 3% 97% 65 2,428
Offsets® 2,250 0% 100% 0 2,250
Philanthropy** 450 47% 53% 210 240
Private finance 54,600 0% 100% 0 54,600
Total 96,920 5% 95% 4,390 92,531

Source: Climate Policy Initiative (CPI) analysis based on different sources

Notes:

*This column contains the mid-point of estimates where ranges exist.
* The Adaptation Fund is covered under the ‘Funds' category and not under carbon offset flows.
“*Philanthropy figure includes an estimated USD 240 million from voluntary carbon markets (OTC transactions).

forest Degradation, the sustainable management
and conservation of forests, and the enhancement
of carbon stocks (known as REDD+ schemes).
REDD+ investment is needed both for the creation
of an enabling environment (e.g. capacity and
institution building and regulatory reform) and
for the implementation of mitigation projects
(e.g. compensation schemes, ecosystem restora-
tion, programs to enhance industrial productivity,
and programs to create alternative livelihoods).
Current flows of REDD+ finance come largely from
governments in the form of grants - to capacity
building programmes, in particular - with smaller
but growing contributions from NGOs, philan-
thropic, and private sector sources. Private sectors
motivations include carbon market compliance and
pre-compliance; Corporate Social Responsibility
including voluntary carbon market participation.

Various sources of data on REDD+ financing are
available, but these lack quality, consistency, and/

or completeness (Simula, 2010), which makes
it challenging to estimate the overall volume of
finance currently flowing to REDD+ activities.
Selected estimates of bilateral, forest carbon
market, and REDD+ fund flows are presented in
Appendix G to give a sense of the possible scale
of current annual commitments. The data suggest
that current REDD+ flows could be in the region
of USD 0.7 billion per annum. Other organiza-
tions have, however, produced larger estimates.
The World Bank (2008), for example, estimated
annual bilateral and multilateral flows to forests
to be approximately USD 1.9 billion in 2005-07™,
and data reported by donors in the Voluntary
REDD+ Database (VRD) suggests that funding

M This represents an increase of almost 50% over 2000 levels, particu-
larly due to increased multilateral activity, which accounted for USD
0.8 billion in 2005-07). In the same study, Foreign Direct Investment
(FDI) to forest industries were estimated to be approximately USD 0.5
billion in 2003-05, however such flows are not necessarily related to
mitigation activities.
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could have been as much as USD 1.8 billion in
2010"2, Meanwhile, Simula (2010) estimates
the cumulative REDD+ commitments to be USD
7.2 billion from 2008 onwards™. Simula (2010)
also points to domestic funding as an important
source of REDD+ implementation, citing reports
by Cameroon, Honduras, Nigeria, and Papua New
Guinea in the VRD database, as well as data from
China that suggests that annual financing for affor-
estation and reforestation there could be as much
as USD 10 billion.

While these flows are relatively small at present,
particularly incomparison with various estimates of
the scale of funding required for REDD+", finance
is expected to rise rapidly in the coming years with
the development of various REDD+ mechanisms
inside and outside the UNFCCC process.

112The Voluntary REDD+ Database (VRD) contains information on
agreed and planned REDD+ funding, voluntarily submitted by coun-
tries and institutions, including both funders and recipients. Detailed
annual data is not available. Reporting by recipients is much lower,
at USD 0.85 billion in 2010, highlighting differences between pledges
and disbursement.

113 This figure is largely based on the Voluntary REDD+ Database (VRD)
where some commitments stretch as late as 2015, and includes USD
19 billion through multilateral activities, USD 0.4 billion through inter-
national and regional activities and USD 4.8 billion through bilateral
activities. Simula also presents data on REDD+ related 'Fast-start fi-
nance’ (during the period 2010-2012) bilateral commitments totaling
approx. USD 4.3 billion.

114 The Eliasch Review (2008), for instance, estimates that USD17-33
billion per year would be required to achieve a 50% reduction in emis-
sion from deforestation by 2030.
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Box VII. GEOGRAPHIC BREAKDOWN OF CLIMATE FINANCE RECIPIENTS

Note that a corresponding box on the geographic split of climate finance sources is presented in Section 3.1.
For further data see Appendix H.

PRIVATE FINANCE

Our landscape includes two estimates of the scale of private finance: the first estimate is derived top-down
using UNCTAD FDI data and the second estimate is derived bottom-up using BNEF renewable energy project
data. No information on the destination of FDI flows is available in the UNCTAD data. The BNEF database
typically reports the location of the project. Data available for 2010 flows points to the concentration of
activities in a small number of large emerging economies: 68% of the renewable energy investments were
located in China, 10% in Brazil and 5% in India.

BILATERAL FLOWS

It is difficult to obtain an overview of the different regions receiving bilateral funds due to variable geographic
groupings used by different institutions in their reporting, particularly with respect to Asian regions. Our
quick analysis therefore uses only one category for Asia which includes both China and India. The data
shows that Asia (40%), Latin America (25%) and the MENA region (14%) were the dominant recipients
of the 2009/2010 bilateral flows presented in this landscape paper. A more detailed analysis is required to
bring together country level data reported in the OECD CRS database and by individual BFls.

MULTILATERAL FLOWS

Data on the geographic location of recipients can only be determined using a detailed bottom-up approach,
surveying individual MDB (climate) finance reporting. While our study has not attempted to undertake a
detailed review of the destination of multilateral climate finance, we do however estimate the following
regional split based on data reported in the OECD CRS database for IDA, EU institutions, NDF and IBRD; in
UNEP (2010) for the EIB, as well as assumptions about the recipients of EBRD (Europe and CIS region), AsDB
(Asia), AfDB (Africa) and IDB (Latin America) funding. Difficulties are encountered in aggregating different
geographic regions used by different institutions in their reporting. This data suggests that recipients are
predominantly located in Asia (26%), Latin America and the Caribbean (23%) and Europe/Commonwealth
of Independent States region (19%). Country level data is also available in the OECD CRS and IDB databases.
For further data see Appendix H.

CARBON OFFSET FLOWS

Kyoto carbon offset flows are being captured by CDM and JI pipelines. Looking at those pipelines and offset
issuances from the UNFCCC, it is possible to obtain additional information on the sources and destinations
of those flows. Looking at carbon flow destinations, it is possible to determine, by looking at the pipelines,
which countries hosted CDM or JI projects. UNEP-Risa CDM pipeline figures indicate that China hosts
projects that will generate 55% of CERs by 2012, India 15%, Brazil 6% and South Korea 4%. Similarly, UNEP-
Risg JI pipeline figures Russia hosts projects that will generate 52% of CERs by 2012 and Ukraine 28%.
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4 Main actors tracking
o . Many actors compile and
CIImate flnance ﬂows collect data on climate

finance, including countries,
international  institutions,
international financial
institutions, private
institutions, non-profit
research organizations, and
the academic community.
Most tracking efforts focus
on the sources of climate
finance. The closer one
moves towards the final
uses of climate finance,
the less data is available.
The biggest information
gap relates to information
on climate finance
effectiveness.

A number of organizations track components of
the climate finance landscape. Figure 3 provides an
overview of who is currently tracking which areas;
additional information is presented in Appendix E.

As reflected in the taxonomy we use to track
climate finance, we want to understand who
is tracking public and private climate finance,
from the sources to the recipients. We also want
to know who monitors whether the financial
resources are being spent effectively - the final
goal of climate finance. In addition, due to the
importance of proper monitoring, reporting and
verification (MRV) of climate finance, we also ask
who is working on methodological issues related
to this topic. Buchner et al. (2011) focuses on
an MRV system for climate finance, and offers
two proposals on how to build an integrated,
comprehensive and  consistent  framework and those who collect and verify primary data to
for such a system. To get a comprehensive under- make it more accessible and comparable to other
standing of whois active in tracking climate finance, ~data sources, in support of their analytical efforts.
we consider both actors who compile primary data

Figure 3. Who is tracking what?

International e
Countries S Finance Non-profit Academics Private
institutions S
Institutions
OECD, WRI, ODI/HBF,

Track finance Country UNFCCC, AidData, SEA Commercial data
sources -  governments, UNDP, UNEP V Ecosystem Marketplace V providers (e.g. Envt
public($) EC (Riso, SEFD), Project Catalyst, Finance), McKinsey

Funds CDC, TCG, IGES
UNEP

. BNEF, Dealogic, DB,
(Riso, SEFI), FT, PointCarbon, Env.

Track finance Sovereign UNFCCC, V Finance, GS, CRAs
sources- LT e OECD, IMF, REN 21, CDC, IGES V CEA, McKinsey,

private ($) UNCTAD, Foundations, Pension
CIA, Funds,
Funds, Reuters
Eurostat
Track finance Sustainabilit
; Y CPILTNG, ...
effectiveness reports of IFls

Source: Climate Policy Initiative (CPI)
Note: This table includes both actors who track the primary data of climate finance and those who collect, verify and analyze the data.
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Public finance

Climate finance from public sources is the area
where most data is available. A range of different
organizations and actors tracks different parts of
public climate finance.

Countries themselves, e.g. governments, and in
the case of the European Union, the European
Commission, are a first source of this data.
Development agencies of governments, such as
USAID or EURADA™, are a further resource for
information.

International institutions such as the OECD, UN
agencies such as the UNFCCC, UNDP, and UNEP
as well as their initiatives (e.g., Risg and SEFI) are
very important data sources, due to the connec-
tions they have to governments and international
financial institutions. The International Monetary
Fund (IMF), another UN agency, also keeps various
data sets that are useful to the analysis of climate
finance.

International financial institutions, including both
bilateral and multilateral banks and agencies, are
important sources of information, particularly due
to the deep understanding they have of the charac-
teristics of climate finance projects. Key players in
this area are the World Bank and other MDBs, as
well as bilateral and regional development banks.

Non-profit research organizations play an impor-
tant role across the whole landscape of climate
finance. They invest a lot of resources in working
with publicly available data, collecting and verify-
ing them, and putting data into comparable
formats. Active players include the Heinrich
Boll Foundation, ODI, Stockholm Environment
Institute (SEI), the World Resources Institute
(WRI), AidData, Project Catalyst (an initiative
of the ClimateWorks Foundation), The Climate
Group (TCG), Ecosystem Marketplace, and CDC
Climat". Organizations active in the develop-

115 The European Association of Development Agencies (EURADA) has a
membership of about 150 regional development agencies from across
the European Union. Agencies from almost all the Member States of
the EU are EURADA members.

116 Web sites: http://www.boell.de/; .http://www.odi.org.uk/; http.//sei-
international.org/; wwwwriorg/; http://www.aiddata.org/home/in-

ment aid space such as the Center for Global
Development (CGD) are also a source of impor-
tant information. The academic community adds
to the work of non-profit research organizations
across the landscape.

Finally, private organizations such as McKinsey
and Environmental Finance also track parts of
public climate finance.

Private finance

Private finance represents the largest share of
financial flows by far. Given confidentiality issues
- as well as definitional issues (e.g. FDI) - the
real scale and details of private finance are hard
to grasp; nonetheless, a range of organizations
provide information on parts of private climate
finance.

Private institutions are clearly in the best position
to track private climate finance. Active players
include Bloomberg New Energy Finance, Dealogic,
Environmental Finance, Point Carbon'”, Deutsche
Bank, McKinsey and Goldman Sachs. Further
sources of information are credit rating agencies
(e.g., Standard & Poor's). However, much of the
information collected is not publicly available.

International institutions shed some light on private
climate finance flows. UNEP and its initiatives (e.g.,
Ris@ and SEFI) and IGES provide project data, while
UNCTAD and OECD, collect mainly data on FDI.

In addition, OECD also tracks ‘net private grants’
provided internationally, but little is known about
the objectives and recipient countries of these
grants.

Multilateral and bilateral banks have informa-
tion on the private co-financing of projects, thus
providing information on an important piece of
private climate flows.

dex; http://www.project-catalyst.info/; http://www.theclimategroup.
org/; http://www.ecosystemmarketplace.com/; http://www.cdcclimat.
com/.

117 Web sites: www.bnef.com; www.dealogic.com; www.environmental-
finance.com; www.pointcarbon.com. Additional efforts to be men-
tioned include, for instance, California Environment Associates (CEA)
(http://www.ceaconsulting.com/).
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Additional information resides with large investors
such as Sovereign Wealth Funds (which are state-
owned investment funds that invest globally) or
pension funds (which are important shareholders
of listed and private companies) or might be found
in government or financial market regulators such
as the UK Financial Services Authority.

Finally, non-profit research organizations such as
CDC Climat and REN21 collect project-level data
while academics gather private finance data. For
example, international business schools usually
have many case studies on private investments.

The effectiveness of climate finance

The effectiveness of climate finance is an area
that has received less attention than the overall
tracking of public and private finance flows. The
exceptions are sustainability reports of multilateral
and bilateral finance institutions, such as a recent
report by the Independent Evaluation Group of the
World Bank Group (IEG, 2010).

In addition, non-profit organizations (e.g. The
Nature Conservancy) and the academic commu-
nity provide bottom-up case studies on some
specific climate finance flows. EDF, Brookings,
CPI, and the Overseas Development Institute are
currently collaborating on a landscape review
of climate finance effectiveness methodologies,
applied across a range of private and public actors
(report forthcoming in 2011).

Increasing awareness of the importance of climate
finance effectiveness is also manifested in the
recent efforts of a number of countries and multi-
lateral institutions to add this issue to the agenda of
the High Level Forum on Aid Effectiveness, which
will take place in Busan in late November 2011, and
manifested in forthcoming climate finance effec-
tiveness work by the OECD and AfDB on several
country case studies’®,

118 See the following web site http://www.oecd.org/document/12/0,374
6.en 2649 3236398 46057868 111 1,00.html for additional infor-
mation.

MRYV of climate finance

The monitoring, reporting, and verification of
climate finance are critical to ensure consistent
and transparent data; it is currently approached
in a piece-meal, inconsistent way. Several organi-
zations are working on methodological issues in
order to improve this system.

International organizations such as the OECD and
[EA (through the DAC and the Climate Change
Expert Group™), multilateral as well as bilateral
finance institutions that conduct their own MRV,
non-profit research organizations such as WRI,
the International Institute for Environment and
Development (IIED)™?°, AidData, SEI, the PEW
Center on Global Climate Change, and academics,
are active in this area.

A significant number of organizations are now
tracking the various components of climate
finance, partly due to anincrease in efforts over the
last years. However, much more is needed to bring
these pieces together and produce a more consis-
tent, comprehensive, and transparent picture of
climate finance.

19 Climate Change Expert Group (CCXG) on the UNFCCC, more detailed
information are available at the following web site: http://www.oecd.
org/document/44/0,3746.en 2649 34361 1904108 11 1 1,00.html.

120 lIED web site, available at: http:/www.iied.org/.
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5 The main issues in
tracking and assessing
climate finance

The analysis of current climate finance flows has
generated a number of key insights. It has also
highlighted the gaps and challenges involved in
gaining a good overview of the climate finance
landscape. This section summarizes the four main
issues in tracking and assessing climate finance
that emerged from this exercise.

Issue 1: The complex nature of climate
finance and lack of agreed-upon defini-
tions hamper tracking efforts

The complex nature of climate finance

The nature of the emerging climate finance system
is complex. There are a number of dimensions that
add to this complexity, including:

* Direction of flows: North-South, South-
South, domestic versus international

= Status: Commitment versus disbursement

* Nature of flows: incremental cost versus
investment capital

* Terms of flows: net versus gross flows
* Multiple sector of activity: public finance,

development banks, private capital,
carbon finance

* Multiple  uses: mitigation  versus
adaptation, REDD+ as an emerging
additional category

* Multiple instruments: grants, market

based instruments, debt, equity

Additional complicating factors are the political
economy of climate finance and how various forms
of finance are packaged together to realize individ-
ual activities. The categories of instruments are
also not always clear-cut due to the nature of flows
(i.e., incremental costs can be covered though a
variety of instruments). These many dimensions
mean that a significant amount of information is
needed to judge whether money is being directed
to the most productive uses, complicating the

The picture of climate
finance remains patchy.
The lack of comprehensive
information on climate

finance is an impediment
to negotiation, analysis and

improvement of climate
finance. The biggest gap
in today's climate finance
landscape is related to
information on climate
finance effectiveness.

tracking effort. Lack of an internationally agreed-
upon definition of climate finance

There are significant inconsistencies in the labeling
and definition of climate finance throughout the
finance lifecycle. The main differences relate
to how ‘climate-specific’ and ‘climate-relevant’
finance is labeled in databases and reports, how
multilateral and bilateral finance is defined (e.g.
whether actors are labeled as influencing the
purpose of the transaction or only as an intermedi-
ary delivery channel), the status of climate finance
tracked (e.g. pledged amounts versus committed
amounts versus disbursed amounts), and whether
it is possible to clearly identify mitigation or
adaptation as the end use of specific projects and
technologies. It is important to understand each
system'’s caveats to ensure the best use of the
available data (cf. Buchner et al., 2011). This can
often involve making judgments. As such, caution
needs to be applied when comparing or aggregat-
ing data.

A harmonization of labeling used by actors who are
directly engaged in and thus have a better under-
standing of the relevant support (e.g. bilateral and
multilateral institutions or research organizations
that put a lot of effort into this area), could provide
a more accurate picture of climate finance. Indeed,
there is no agreed-upon methodology for tracking
the share of funding dedicated to mitigation and
adaptation - and often it is challenging to disen-
tangle development and climate spending (partic-
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ularly in the context of adaptation)™'.

A further area that requires more work to move
towards enhanced climate finance effectiveness
is the definition of effectiveness itself. In particu-
lar, it would be useful to understand how ‘effec-
tiveness' could be defined along numerous levels
and dimensions, taking into account the motiva-
tions and incentives for the climate finance flows.
Linking the purpose and impact of the various
flows to the objective(s) deemed relevant for
effectiveness would improve the understanding of
climate finance effectiveness and result in better
advice for policymakers and stakeholders.

Issue 2: The various objectives of climate
finance tracking efforts complicate the
analysis

There are a number of different objectives driving
the need to track climate finance flows, some of
which require different types of analytics. These
various objectives for tracking climate finance
include:

* Creating transparency in the overall
system, to get a consistent, comparable
and accurate overview of climate finance
flows, trends, directions and purposes;

* Tracking public finance commitments as
well as disbursements, to enable account-
ability about how countries are collectively
and individually progressing;

* Assessing the extent of climate action, to
understand our collective progress towards
a low-carbon, climate-resilient future and
to build trust amongst countries;

* Assessing the effectiveness of specific
climatefinancemechanisms/instruments/
projects;

* Assessing the effectiveness of spending,
to help countries to use available financial
resources more productively and thus to
direct them more efficiently;

121 Note that the OECD Rio Markers provide an approximate way of
quantifying the contribution of funding to address climate change,
allowing for multiple goals, which in the light of the broader goal of
green growth also has its rationale.

* Facilitating learning, by providing needed
information in a timely manner and identi-
fying where progress could be made.

The multiple objectives of climate finance tracking
require different levels of information and lead
to different tracking systems. To understand
whether the various objectives are being met and
to increase the ability to effectively plan, resource,
and report on climate interventions, different types
of analysis are required, complicating the under-
taking of tracking and gleaning lessons on how to
spend resources wisely.

Issue 3: While there is a wealth of data
on elements of the climate finance land-
scape, there is limited coordination and
some gaps in data gathering.

Many organizations are tracking aspects of the
climate finance picture, developing both databases
and reports. These organizations are aware of the
challenges related to the availability and quality of
dataandhave engaged invarious efforts to improve
estimates of selected flows. These efforts have
accelerated since the Copenhagen conference.

Individual components of a comprehensive
tracking system reside in several UN and non-UN
sources, including the UNFCCC, the OECD,
MDBs, UNCTAD, research bodies, and the private
sector.”?> However, many flows are not system-
atically measured, reported, or verified, and the
granularity and consistency in which the details
are tracked varies (cf. Buchner et al., 2011). There
is also a lack of systematic coordination among the
various systems, where several existing systems
overlap and existing systems are sometimes
inconsistent. As a result, information on the extent

122 International financial institutions including both bilateral and mul-
tilateral organizations have the granular information that helps clarify
the scale and characteristic of finance that flows through these in-
termediaries. Note that only a selection of data based on reporting
by these institutions is currently included in our estimates, additional
ones could significantly improve the quality of our estimates, also by
shedding light on the extent of the leverage effect. Moreover, this
measure could help clarify the contribution of global capital markets
to climate finance through bilateral and multilateral agencies and cli-
mate funds, which has not yet been quantified due to data availability
difficulties

A CPI REPORT

51



OcTOBER 2011

THE LANDSCAPE OF CLIMATE FINANCE

of support is difficult to access and interpret.

Centralized reporting systems do not exist, even
for public finance data and, as mentioned, available
data is not consistent or regularly reported. There
is no integrated international system for storing
and accessing financial data. Sometimes, there
is also an overlap in and inconsistency of existing
systems, due to differing approaches to tracking
financial flows. The picture of climate finance thus
remains very patchy and the lack of comprehen-
sive information on all climate finance sources is an
impediment to negotiation, analysis and improve-
ment of climate financing, potentially slowing the
delivery of additional climate interventions.

Issue 4: Several information gaps impede
a better understanding of what is needed
to enhance the effectiveness of climate
finance

Private finance plays a crucial role, but data
is lacking

In the overall landscape of climate finance, private
capital far outweighs public finance. However,
estimating private climate investment using
existing sources proves to be difficult. The lack
of consistent data on private climate finance
flows, often due to confidentiality requirements
and the existence of scattered, private initiatives
that provide limited access to information make
it particularly difficult to measure the volume and
effectiveness of these flows.

An additional complicating factor relates to the
issue of leveraging finance. While there is broad
consensus on the need to leverage the extent of
private sector involvement, the term ‘leverage’
is used loosely. There is uncertainty about how
best to leverage and how to quantify its extent
and therefore a need to get a better sense of what
leveraging actually means.

Climate finance flows in many directions;
domestic and “South-South” flows, which
are sometimes difficult to track, are
increasing in importance

The role of developing countries’ flows in climate

finance has significantly increased over time. Most
of the costs of moving towards green growth will
be borne by individual developing nations, many of
whom are already directing national public funds
to climate issues, primarily for economic devel-
opment reasons. This evolutionary change in the
traditional North-South paradigm is also evidenced
by the recent proliferation of national public funds
related to climate issues.

However, due to difficulties in obtaining the neces-
sary data, limited information has been included
so far on flows from developing countries (i.e. both
South-South flows and domestic flows including
policy support, direct financing, and co-financing
of internationally supported projects).

To understand the overall adequacy of finance
against the challenge of long-term decarboniza-
tion, domestic and “South-South” flows must
be considered alongside the traditional “North-
South” flows. Along the same lines, direct budget
contributions will become increasingly important
in the future and must be considered in tracking
climate-relevant flows'?,

The biggest gap - information on climate
finance effectiveness

The international community has a very limited
understanding of the effectiveness of climate
finance efforts for a number of reasons: thereis a
lack of aggregated data, particularly at the instru-
ment, disbursement, and use levels, making it diffi-
cult to quantify finance near end use; there is a lack
of baselines for climate finance, so it is difficult to
assess whether funding is sufficient; and evolving

123 In 2010 the International Budget Partnership (IPB) though its Open
Budget Initiative published the "Open Budget Survey", a broad and
comprehensive survey that evaluates budget transparency and ac-
countability around the world. The report shows that national budgets
of 74 out of 94 countries assessed, did not meet basic standards of
transparency and accountability, giving room for inappropriate an in-
efficient use of public resources.

The IPB is a global initiative that collaborates and actively engages
with the civil society in order to increase budget transparency and
accountability hence, ultimately, improve governance and outcomes.
On the organization web site (http:/internationalbudget.org/i) are
available case studies that highlight budgeting-related issues and
undertaken actions.
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goals of climate finance complicate questions
about whether funds are ‘additional.’

Most importantly there is a lack of information
on the disbursement and end uses of finance.
Commitments are likely to be considerably higher
than annual disbursements, particularly because
committed amounts often disbursed over anumber
of years. In addition, commitment data are usually
not adjusted ex-post for cancellations or amend-
ments to the value of support provided, leading
to potential overestimates of financial amounts'?*.
This calls for better monitoring of disbursed climate
finance to understand how donors’' commitments
translate into action. The lack of adequate and
consistent data on disbursed finance flows and
on end use projects is a barrier to understand-
ing where and how finance is being spent. These
challenges are reinforced by a limited understand-
ing of what constitutes effective climate finance,
as indicated above. As a consequence, efforts to
track and evaluate climate finance effectiveness
have been limited and fragmented.

The lack of baselines for climate finance also makes
evaluations of the sufficiency of countries’ climate
funding very challenging. A particularly controver-
sial issue in this context relates to the interface
between ODA and climate finance in setting the
baseline, i.e. whether climate finance flows can be
considered ‘additional’ if a country's ODA commit-
ments have not yet been met. However, the
question of whether finance counts for develop-
ment or for climate change seems to be obsolete
in light of the need to fold climate change into
national plans, as part of countries’ development
agenda and the integration of climate risk and
opportunities. These issues, which are embodied
in the emerging green growth paradigm, call for
a re-conceptualization of ODA and focus on total
investment needs rather than incremental costs or
additional investment.

124 For example, guarantees and lines of credit may not be called upon
and as such present an overestimate when considered on a commit-
ment basis.
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6 Conclusions

A comprehensive picture of overall climate finance
flows is essential for the success of international
climate policy. Understanding how much and what
type of finance is being made available to support
low-carbon, climate-resilient development, how
finance corresponds to countries’ needs, and how
funds are being spent, is critical to building trust
among countries and ensuring that money is being
spent wisely.

This study provides a snapshot of the current
climate finance landscape, describing ongoing
efforts and activities related to climate finance,
reviewing existing databases and initiatives that
track finance flows, and categorizing and evaluat-
ing these efforts and databases. To harness what
is already being done, we draw on a wide variety of
these tracking initiatives and information systems
to estimate the possible scale of current finance
flows, mapping the spending path from sources
through the intermediaries and instruments to end
uses and making the data comparable wherever
possible.

This effort suggests that close to USD 97 billion
per annum of climate finance is currently flowing
to developing countries?®, with more than half
coming from private sources,. While climate
finance is clearly flowing, its exact scale is hard to
quantify and it is difficult to link finance flows to
actual end uses and results. The fragmentation in
today's tracking systems and the resulting lack of
comprehensive information on all climate finance
flows is an impediment to negotiation, analysis and
improvement of climate finance.

Next steps

To address the gaps and four key issues emerging
from this analysis, several actions are needed,
most importantly to enhance the understanding
of the effectiveness of climate finance efforts. The
following action items call for priority treatment.

125 Including predominantly North-South flows in 2009/2010.

Improve the definition of climate finance

To improve standardized tracking of international
climate finance flows, efforts should aim for
consistency in reporting years, clear definitions of
climate finance, spanning both public and private
sources, and a better understanding of instrument
categories This calls for a more frequent update
of climate finance tracking across the landscape
and collaboration across actors, including donors
and recipients. While consensus on one defini-
tion is unlikely given the various goals and specific
circumstances, transparency on definitions used
and best practice sharing is needed.

Clarify the objectives of tracking climate
finance

To enable the most appropriate and comprehen-
sive analytical and data-gathering work, current
tracking systems need to be mapped to countries’
goals, including effectiveness, efficiency, transpar-
ency, and accuracy.

Move towards a more comprehensive
system of monitoring, reporting and veri-
fication (MRV)

There is no integrated, comprehensive system for
storing and accessing financial data, and monitor-
ing systems call for improvements'?®. A compre-
hensive picture of climate finance may not be
possible unless the entire spectrum of climate
finance is included in reporting and information
systems, going beyond the current focus on public
finance to also cover private sector finance and
include the many details of bilateral and multilat-
eral contributions.

To address the large uncertainties surrounding
estimates of the magnitude of existing climate
finance flows, a comprehensive, transparent
and reliable MRV framework for climate change
finance is needed, building upon existing infor-
mation systems and reporting mechanisms.

126 Buchner et al., (2011) analyze today's various information systems
and suggest straw man proposals to advance a more rigorous, trans-
parent and comprehensive climate finance tracking system.
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The recent decisions in the Cancun negotiations
contain several elements of a more comprehen-
sive MRV framework, such as enhanced report-
ing requirements for both donors and recipients
of climate finance, but to substantially improve the
understanding of the climate finance landscape,
there is a need to:

 track finance flows from source to final use
to enhance traceability and transparency;

* provide advice on the development of
straw man proposals on how organizations
engaged in climate finance tracking could
join forces to improve the consistency,
comprehensiveness and overall quality of
data (see Buchner et al., 2011);

* improve the currently weak verification of
reported financial flows'’;

* provide aplatformto bring existing tracking
initiatives together in order to cover the
whole spectrum of climate finance.

Address the major information gaps

Shed light on the scale of private finance

Private finance provides the majority of low-carbon
investments, but its exact scale is hard to measure
due to methodological and confidentiality issues.
To help understand the role of private finance,
there is a need to:

» develop proxies'?® to measure the scale of
private finance;

* improve the representation of private
flows in tracking initiatives'?®;

127 Buchner et al. (2011) point to various options that exist to advance
this situation, including (i) an appropriate design of the new vehicles
introduced in the Cancin Agreements - e.g, the registry and the en-
hanced review of national communications, (ii) the design of review
procedures based on experiences in the context of Annex | national
communications and GHG inventories, and (ii) lessons from informa-
tion sources that reside outside the UN system, such as the OECD DAC
CRS.

128 For example, the Carbon Disclosure Project provides valuable infor-
mation by disclosing voluntary company data.

129 Buchner et al. (2011) suggests as a first step to extend existing
reporting to include a basic reporting of private climate finance. A
minimum level of information could be ensured by requesting public
finance sources to report on leveraging ratios and by streamlining the
reporting on finance flowing through carbon markets and by system-

* engage the private sector to disclose what
they can; and

* get a better sense of what leveraging
actually means.

Improve tracking of domestic and “South-South”
flows

Domestic and “South-South” flows are essential
to ensure progress towards a low-carbon, climate-
resilient development future. To this end, stronger
tracking efforts are required to appropriately
highlight their scale. There is a need to:

* include domestic and South-South flows
in the definition, tracking, calculation, and
evaluation of climate finance;

* encourage and support developing
countries to track their influx of climate-
related finance, as well as expenditure’°;

* explore ways of designing public funds
that are effective and ensure complemen-
tarity of international and national flows;

* pay more attention to tracking direct
budget contributions.

Improve the understanding of climate finance
effectiveness

The biggest gap in today's climate finance
landscape is the lack of a sound understanding
of how effectively financial flows are being used,
and whether they address the challenges posed
by climate change and the needs of countries. To
address this gap, there is a need to:

* develop common methodologies for calcu-
lating disbursement data at the recipient
end of climate finance and for assessing
the effectiveness of finance;

* encourage organizations to broaden
their tracking initiatives to systematically
embrace disbursement data;

* enhance the absorptive capacity of
recipient countries in order to ensure an

atically tracking FDI flows that are indisputably green e.g. renewable
energy, energy efficiency and waste management projects.

130 In this context, there is the need to invest in creating and strength-
ening institutional capacity for tracking, as is for example fostered
in UNEP's Fit for Funds initiative. For more information see http://fs-
unep-centre.org/sites/default/files/project/1/ncfisp-june_0.pdf
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effective and efficient allocation of climate
finance in countries; and

* build up an evidence-based, bottom-up
database of success and failure stories
related to climate finance.

Rigorous monitoring and reporting can aid learning,
planning and budgeting at the country level and
drive effectiveness improvements.

Towards an effective balance of public
and private capital

Against the background of financing needs, our
estimate of current climate finance suggests
that more is needed. To unlock sufficient climate
finance for a low carbon, climate resilient transi-
tion, it is essential to understand the optimal
balance is between public and private capital.

The private sector already provides the bulk of the
infrastructure investments essential to the trans-
formation of the energy and land use systems that
drive climate risks, and is expected to contribute
even more in the future. Public, multilateral, and
bilateral sources are vital complements to these
private flows and, given their scarcity, need to be
used skillfully to ensure maximum impact, often in
combination with private flows and policy reforms
led by host governments.

To spend public money so that it leverages low
emission investment from the private sector, there
is a need to:

* identify the reasons for investment of
public financial resources to better direct
its use (i.e., identify those risks that should
reside with the public and those which
should reside with the private sector, and
understand how the scale of these risks
depends on the nature of the investments);

* understand the best instruments for
delivering public finance, against these
motivations (i.e., identify ways of risk-
sharing, including innovative public
policies and mechanisms such as export
credits, government-funded green
investment banks, national development
banks, public-private partnerships, and
other types of insurance or guarantees

that may be better aligned with the goals
for public funding);

« comprehend how international and
national public investment flows align
with each other and with private invest-
ments, to best support country needs
and achieve the most effective balance of
different financial resources; and

* ensure learning from these flows and
current financing structures for use in
new vehicles at national, sub-regional
and global levels, including the Green
Climate Fund.

A better understanding of these issues can provide
a proxy of the optimal scale of climate finance,
indicating how much public money is needed to
put the world on a pathway towards a low-carbon,
climate-resilient future.

This study highlights a wide range of funds,
funding programs, and investments related to
“green” objectives. This variety is essential to have
competition amongst funding models and learn
the lessons from ongoing financing practices.
Valuable insights about different ways of inject-
ing public money and about different options of
aligning public and private incentives in the portfo-
lio composition, governance, and implementation
are emerging, showcasing instruments that align
incentives, manage risks, and coordinate among
a number of actors over time. To ensure learning
from this experimental phase, we must apply new
thinking to glean lessons from the evolving practice
in the field and explore how knowledge can be best
shared and exchanged.
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The role of CPl in the cli-
mate finance landscape:
helping decision-makers
spend their money wisely

October 2010 marked the beginning of the CPI
Climate Finance Project, based in Venice. As
climate finance issues will not be solved at the
technical level alone, the project's goal is to
provide analysis on climate finance for policymak-
ers and the private sector, to help them make the
best decisions in support of low-carbon growth.

The success of international climate policy
depends on how much and what type of finance is
available to support low-carbon, climate-resilient
development. CP| seeks to address the question
of whether international green, low-emissions
finance is adequate and productive.

The CPI Climate Finance Project focuses on:

* Landscaping and categorization of
activities related to green, low-emissions
finance

* Evidence-based analysis of the effective-
ness and productivity of international
finance flows

* Events bringing together public and private
sector actors in climate finance to share
information and increase collaboration

Its added value is:

* Breadth. We work across the range of
funds, funding mechanisms, and interme-
diaries around the world.

* Depth. We look at the entire value chain,
from the sources of funds to the execution
and implementation of projects.

* Real-time learning. We provide decision
makers with timely feedback on what
works and what doesn't.

* Incentive alignment. We explore how
public policies support private investment.

* National and international flows. Our
work helps to ensure an efficient, globally
integrated allocation of funds.

Our findings will also be used to improve existing
funding instruments and inform the development
and implementation of new vehicles, such as the
Green Climate Fund.
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Index of acronyms

AAU Assigned Amount Unit FTT Financial Transaction Tax
AsDB Asian Development Bank GCCA Global Climate Change Alliance
AF Adaptation Fund GEEREF Global Energy Efficiency and Renewable
AFD Agence Francaise de Développement Energy Fund
AfDB African Development Bank GEF Global Environmental Facility
AGF High-Level Advisory Group on Climate GHG Greenhouse Gas Emissions
Change Financing HBF Heinrich Boll Foundation
AusAID Australian  Agency  for  International IBRD International Bank for Reconstruction and
Development Development
BFI Bilateral Financial Institution ICI International Climate Initiative
BNDES Brazilian Development Bank IDA International Development Association
BNEF Bloomberg New Energy Finance IDB Inter-American Development Bank
CCXG Climate Change Expert Group IEA International Energy Agency
CDC Caisse des Dépots IFC International Finance Corporation
CDM Clean Development Mechanisms IFCI International Forest Carbon Initiative
CEA California Environmental Association IFl International Financial Institutions (we include
CER Certified Emissions Reductions both bilateral and multilateral institutions)
CGD Center for Global Development 1GCC International Center for Climate Governance
CIF Climate Investment Fund IGES Institute for Global Environmental Strategies
CRS Creditor Reporting System IED International Institute for Environment and
i ; Development
DAC Development Assistance Committee MF ntenational Monetary Fund
DB Deutsche Bank ) Jn .e;r:a |o|na :T ary T
DBSA Development Bank of South Africa oIt Tmprementation
. JICA Japan International Cooperation Agency
European Bank for Reconstruction and
EBRD Development JVETS Japan Voluntary Emissions Trading Scheme
ECA Export Credit Agency KFW KFW Entwicklungsbank (German
EDF Environmental Defense Fund Development Bank)
LDCF Least Developed Countries Fund
EEA European Energy Agency
. . MDB Multilateral Development Bank
EEC European Economic Community
MFI Multilateral Financial Institution
EIB European Investment Bank VRV ¥  Report Verificat
ERPA Emission Reduction Purchase Agreement NDF N ee:js.ur;merll GDOZ ;:ng;n erfication
ETS Emission Trading Scheme ordic Pevelopmertt T
. NFE National Funding Entities
EU European Union NZ ETS New Zealand Enission Trading Sch
EUETS European Union Emissions Trading System = e e s e
. ODA Official Development Assistance
European  Association of Development
EURADA Agencies ODI Overseas Development Institute
FCPF Forest Carbon Partnership Facility OECD Organization for Economic Co-operation and
. Development
FDI Foreign Direct Investment
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0T1C Over-the-Counter
PES Payment for Ecosystem Services
PPA Power Purchase Agreement
pCER Primary Certified Emission Reduction
REDD Esil;iigigli?;;;iggs from Deforestation and
RENZ] Ez:f:\r/;ble Energy Policy Network for the 21st
RGGI Regional Greenhouse Gas Initiative
SCCF Special Climate Change Fund
SDR Special Drawing Rights
SEI Stockholm Environment Institute
TCG The Climate Group
TNC The Nature Conservancy
UNDP United Nations Development Programme
UNEP United Nations Environment Programme
United Nations Environment Programme
UNEP-Riss  Risg Centre on Energy, Environment and
Sustainable Development
UNFCCC glrilri;[]zfe Eljgr(])gz Framework Convention on
VAT Value-Added Tax
VER Voluntary Emissions Reductions
WB World Bank
WRI World Resource Institute
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Glossary of terms

Additionality

Within the climate finance context, ‘additionality’ refers to financial resources raised for climate change objectives
which are over and above funds that governments earmarked for other objectives. The ‘additionality’ criteria aims
to ensure that climate finance does not substitute or divert funding intended for other purposes such as economic
and social development.

Operationally, it refers to financing above and beyond the ODA target (Brown et al., 2010a'; UNDP, 2011).

Particularly in the context of ‘Fast-start finance’, donor have come under scrutiny as to whether their climate finance
contributions are 'new and additional’ - that is, over and above previously pledged aid commitments.

Annex |

Industrialized countries that were members of the OECD in 1992, plus countries with economies in transition,
including the Russian Federation, the Baltic States, and several Central and Eastern European States are included in
the Annex | of the UNFCCC.

Concessional
loan

In line with the ODA definition by the DAC, a concessional loan is characterized by a grant element above 25%
and with concessional interest rates. They also present longer repayment periods than typical or standard market
or multilateral loans and are generally provided to poorest countries. Concessional loans and guarantees are also
provided to the private sector by the private sector arms of the MDBs using funding from the climate funds.

CRS

The Creditor Reporting System is the DAC database on individual aid activities, which contains detailed quantitative
and descriptive data on individual aid projects and programs. It enables analysis of the sectoral and geographical
breakdown of aid for selected years and donors.

DAC

The Development Assistance Committee is the committee of the OECD which deals with development co-operation
matters. At present, there are 24 members of the DAC: Australia, Austria, Belgium, Canada, Denmark, Finland, France,
Germany, Greece, ltaly, Ireland, Japan, Korea, Luxembourg, the Netherlands, New Zealand, Norway, Portugal, Spain,
Sweden, Switzerland, the United Kingdom, the United States, and the European Commission.

EA

Enabling Activities: activities to help countries prepare national strategies and action plans in fulfillment of their
obligations to global environmental standards.

ERPA

Emission Reduction Purchasing Agreement - ERPA, is the agreement governing the sale and purchase of project-
based emission reduction credits.

Export Credit

Loans or loan guarantee designed for the purpose of trade, and which are not represented by a negotiable instrument.

‘Fast-start

The Copenhagen Accord obliges developed countries to collectively provide ‘Fast-start finance' to developing
countries in the amount “approaching USD 30 billion for the period 2010-2012", for enhanced action on mitigation

finance' (including Reducing Emissions from Deforestation and Forest Degradation, REDD), adaptation, technology
development and transfer, and capacity building.
The Global Environment Facility is an independent financial organization that provides grants and concessional
loans to developing countries and countries with economies in transition (UNDP and World Bank-eligible countries)
GEF for projects related to biodiversity, climate change, international waters, land degradation, the ozone layer, and
persistent organic pollutants.
The GEF would provide new and additional grants and concessional funding to cover the ‘incremental’ or additional
costs associated with transforming a project with national benefits into one with global environmental benefits.
Grant Transfers made in capital, goods, or services for which no repayment is required.
G Green Investment Scheme (GIS) is a mechanism developed in the framework of the Emission Trading scheme for
reen ‘greening” AAUs, ie. recycling revenues from the sale of ‘hot air'" AAU carbon allowances into projects that further
Investment . , , . . . .
Scheme reduce emissions. ‘Greened’ AAUs are in fact intended to address concerns that the former Soviet bloc of Countries

would sell the so-called ‘hot air' allowances to companies and government without taking steps to reduce emissions.
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Incremental Cost

Incremental costs refer to financial resources provided to cover the difference between a less costly, more polluting
option and a costlier, more environmentally-friendly and/or climate-resilient one. Incremental costs are like revenues
to recipients, as opposed to capital investment which refers to tangible investment in mitigation or adaptation
projects that needs to be paid back.

Joint
Implementation
an

Track 11 Simplified approval process for JI projects where the host Party is considered to fulfill all the eligibility
requirements of the Kyoto Protocol on emission reporting.

Track 2 JI Parties that have not met the Kyoto Protocol requirements on emission reporting can carry out JI projects
under a more rigorous approval regime.

Non-Annex |

Mostly developing countries. Certain groups of developing countries are recognized by the Convention as being
especially vulnerable to the adverse impacts of climate change, including countries with low-lying coastal areas
and those prone to desertification and drought. Others (such as countries that rely heavily on income from fossil
fuel production and commerce) feel more vulnerable to the potential economic impacts of climate change response
measures.

ODA

Official Development Assistance is defined as those flows to developing countries (countries and territories on the
DAC List of ODA Recipients) and to multilateral agencies in the form of grants or loans, which are: provided by the
official sector; aimed to promote economic development and welfare; given at concessional financial terms (if a
loan, having a grant element of at least 25%). In addition to financial flows, technical co-operation is included in aid.

0OF

Other Official Flows represent transactions by the official sector with countries on the DAC List of ODA Recipients
which do not meet the conditions for eligibility as Official Development Assistance, because they have a grant
element of less than 25% or because they are not primarily aimed at development.

PES

Mercer, Cooley and Hamilton (2011) defined PES as: “Formal and informal contracts in which landowners are
remunerated for managing their land to produce one or more ecosystem service; PES transactions must consist
of actual payments between at least one willing buyer and one willing seller to produce or enhance a well-defined
ecosystem service or bundle of services".

PPA

Power Purchase Agreements are contracts between two parties: one who generates electricity for the purpose
of sale (the seller), and one who is looking to purchase electricity (the buyer). There are various forms of Power
Purchase Agreements—these are differentiated by the source of energy harnessed (e.g., Solar, wind, etc.).

REDD+

REDD+ goes beyond deforestation and forest degradation, and includes the role of conservation, sustainable
management of forests, and enhancement of forest carbon stocks.

RIO MARKERS
(RMs)

The Rio Markers (RMs) are indicators of the degree of relevance of a given activity in addressing the objectives
of the three "Rio Conventions” (the United Nations Convention on Biological Diversity (CBD), the United Nations
Framework Convention on Climate Change (UNFCCC), and the UNCCD). The screening of an activity against the
objectives of a Convention will result in the following scores:

0 (not targeted): means that the activity is found not to be targeted to the Convention;

* 1 (significant): means that targeting the objectives of the Convention is an important but secondary
purpose of the activity (i.e. not one of the principal reasons for undertaking the activity);

« 2 (principal): means that targeting the objectives of the Convention is an explicit objective of the activity
and fundamental in its design (i.e. the activity would not have been undertaken without this objective);

* 3 (Action Programme/AP-related): for desertification only. It means that the activity was
undertaken to combat desertification/land degradation as a principal objective and in
support of an action programme (NAP. SRAP or RAP) to implement the UNCCD.

Special Drawing
Rights (SDRs)

Special Drawing Rights is an international reserve asset created by the IMF to supplement its member countries’
official reserves. Their value is derived from a basket of four key international currencies: US Dollar, the Euro, the
Japanese Yen and the UK Pound. IMF allocates SDRs to member countries in proportion to their quotas, which are
based on a country's relative weight in the world's economy (IMF),

Transaction
Costs

Transaction costs are charges levied by intermediaries in return for financial services. The Adaptation Fund for
example caps implementing entities’ management fees at 8.5% of total costs.
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Appendix A

Details on climate finance flows from “intermediaries"”

Table 1. Bilateral Financial Institutions (BFls) climate finance contributions

Bilateral Financial Institutions (US;(r)r‘rli(l)Iion)
AfD - French Development Agency 3,717
BNDES - Brazilian Development Agency 3,149°
China Development Bank 600"
IREDA - Indian Renewable Energy Development Agency 115°
OPIC - Overseas Private Investment Corporation 95°b
JICA - Japan International Cooperation Agency 6,418¢
KfW - German Development Bank 3,451¢
Total 17,545

a. Transitional Committee (2011) and AFD (2011 a, b). Data refer to climate finance commitments. Of the
USD 3,717, USD 3,450 was dedicated to mitigation projects and USD 518 to adaptation interventions
(USD 265 million of which having both co-benefits for mitigation and adaptation). Mitigation inter-
ventions are directed towards the following countries: Sub-Saharan Africa, Latin America, Asia and the
Pacific, The Caribbean, Middle East and Northern Africa, Multi-countries. In 2010, more than a third of
commitments was focused in the Latin America region. Adaptation interventions are directed towards
the following countries: Sub-Saharan Africa, Latina America, Asia and the Pacific, The Caribbean,
Middles East and Northern Africa. 46% of the 2010 commitments were focused in Asian countries.

b.  BNEF (2011). Data represent project finance loans and equity contributions to renewable energy
projects only. Investments in large hydro, supply chain (e.g. component manufacturing, feedstock
production and recycling), and energy efficiency projects are excluded from the BNEF calculations, as
well as those in renewable energy companies. Loans from commercial lenders and equity provided by
other investors are also excluded. Data are based on deals recorded on the BNEF Desktop, and deals
disclosures in annual reports; for additional information on the methodology followed by BNEF see
BNEF (2011).Chinese Development Bank contributions are likely to be higher than those reported. In
fact, although USD 600 million was confirmed, the Bank announced USD 36 billion in credit lines to
low-emitting energy manufacturers.

c¢. UNEP (2010). Data are for 2000.

d. Transitional Committee (2010).
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Table 2. Bilateral climate finance outflows per source

Total climate

Bilateral Sources finance
(USD million)
DAC countries 2009 4,522°
BFls 2010 17,545
Green Export credits 2009 700¢
Bilateral climate funds  Various 972-1,208¢
Total 23,739-23,975

a. OECD (20Ma); DAC countries reporting excluding data for three BFls
for which separate estimates are available i.e. AFD, KFW and JICA.

b. See Table 1above.

. OECD Statistics on Export Credits (2010); Buchner et al., (2011).

d. See Appendix B for detailed sources.
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Table 3. Climate finance outflows from multilateral financial institutions

Multilateral Financial Institutions

WB

* |FC International Finance Corporation 1,680°
* |IBRD International Bank for Reconstruction and Development 4,629°

* |IDA International Development Association 466°

EU institutions 691°

EIB European Investment Bank 1,515¢

EBRD - European Bank for Reconstruction and Development 482¢
AsDB Asian Development Bank 1,770¢
AfDB African Development Bank 108¢
IDB Inter-American Development Bank 846

Nordic Development Fund 25°

Multilateral Climate Funds 1,402¢
Tot - Lower Bound 13,614

Tot - Upper Bound" 17,000

a. Transitional Committee (2011). The figure is referred to FY 2010 climate operations.

b.  OECD CRS database data with Climate Change Rio Marker (OECD, 2011a). EU Institutions figure consists of projects by the Commis-

= 0Q

sion of European Communities and the European Development Fund only.
UNEP (2010).

. BNEF (2011). Data represent project finance loans and equity contributions to renewable energy projects only. Note: given that

EBRD financing focuses on Central and Eastern EU countries, the figures presented do not refer to “North-South” flows only, but
may include those directed towards countries now part of the European Union (e.g. Poland, Slovakia and Slovenia). We consider
BNEF numbers as a lower-bound estimate of EBRD climate financing, given that since the launch of their Sustainable Energy Initia-
tive (SEI) in 2006 - aimed specifically at mitigating climate change and improving energy efficiency - they demonstrated a growing
engagement in energy efficiency and clean energy related sectors as well as in the development of the carbon market. In 2010, SEI
financing reached almost EUR 2.2 billion. Source: EBRD (201).

With regard to AfDB, bottom-up calculations based on AfDB (2011) suggest that climate-focused projects in the energy sector ap-
proved in 2010 account for approximately USD 53.2 million. Some of these projects may have multiple objectives. AfDB is showing
a growing commitment in helping African countries cope with climate change. For instance, in 2009 it developed its Strategy of
Climate Risk Management and Adaptation (CRMA), which resulted in a 2011-2015 action plan that includes investments of approxi-
mately USD 8 billion by 2015. The plan envisaged the contribution of AfDB's partners, multilateral and bilateral entities as well as the
private sector. Source: AfDB web site: http://www.afdb.org/.

. AsDB (2011). 2010 data include USD 1.76 billion of clean energy investments (renewable energy and energy efficiency activities)

and USD 10 million related to the replenishment of ADB's own Climate Change Fund.

IDB online project database accessed December 2010. Includes approved amount totals for projects approved in 2009 in the
“Climate Change and Renewable Energy" Topic Area, supplemented with additional 2009 projects that do not appear in this topic
area but are referenced in the 2009 Annual Report, or appear in a database search on the keyword: climate change (data on these
projects are also taken from the project database).

. Figure is indicative only, aggregating data from a number of different time periods. See Appendix B for detailed sources.
. Joint Multilateral Development Bank Climate Finance Report, Preliminary version (June 2010); UNEP (2010).
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Appendix B

Note on integration of climate fund money
into bilateral and multilateral finance
flows

We define Bilateral Financial Institutions and
Bilateral Funds as institutions or funds primarily
belonging to, or governed by, individual countries,
including national development banks. We define
Multilateral Financial Institutions (or Multilateral
Development Banks) and Multilateral Funds as
institutions or funds governed by multiple countries
(including both borrowing developing countries
and developed donor countries), typically through
a multilateral institute'™'.

There is a risk of double-counting if the value of
bilateral and multilateral funds or initiatives is
aggregated with other reported flows of bilat-
eral and multilateral climate finance. In order to
estimate the potential scale of additional climate
finance money coming from climate funds, we
have surveyed the main climate funds for potential
reporting overlaps with other climate finance flows
presented in the landscaping exercise. In doing so,
we paid particular attention to bilateral and multi-
lateral flows reported in the OECD CRS database
(OECD, 2011a) and by multilateral and bilateral
development banks themselves. As a result, from
the climate funds and initiatives reviewed, we add
a net total of USD 1,402 million to our estimate of
multilateral flows and a range of USD 972 -1,208
million to our estimate of bilateral flows. Details
of our assumptions and sources of estimates are
presented in the following paragraphs and in Table
1. Overview of approach to integration of Climate
Fund finance below.

Climate Fund reporting in the OECD
CRS database

While the OECD CRS database may become a
useful future resource for tracking donor contri-

131 Following the categorisation also used by the UNFCCC, OECD and
WB  (http://webworldbank.org/WBSITE/EXTERNAL/EXTABOUTUS/
0,.contentMDK:20040612~menuPK:41694~pagePK:51123644~piPK:3
29829-~theSitePK:29708,00.html) among others.

butions to multilateral climate funds, we find
that there is currently insufficient information for
tracking, and it is unclear to what extent donor
reporting in the database includes money commit-
ted to climate funds.

The CRS Reporting Directives infer that money
directed by DAC donors to climate funds admin-
istered by multilateral institutions should be
reported by those DAC donors as bilateral aid, and
thus reported in the CRS database™?.

In such cases, CRS entries should include the
multilateral institution through which the fund
money is channeled, or the name of the fund itself
in the ‘channel of delivery’ field. The latest list of
channels of delivery™ (used for both DAC and
CRS reporting) from a 2011 report on 2010 flows
includes several but not all of the climate change
related funds listed in Table 1:

Added pre-2008:

* Global Environment Facility Trust Fund
(2003)

* Multilateral Fund for the Implementation
of the Montreal Protocol (2003)

= UNFCCC

Added 2008:

* Central European Initiative - Special Fund
for Climate and Environmental Protection
(added 2008)

* Adaptation Fund (added 2008)
* Global Energy Efficiency and Renewable

132 'DAC Members' reporting to the CRS covers their bilateral ODA only.
Their multilateral aid i.e. contributions to the regular budgets of the
multilateral institutions (also called core funding) is excluded. Financ-
ing of specific projects executed by multilateral institutions (“non-
core funding”, also called "extra-budgetary funding”) is classified as
bilateral. These projects are reportable in the CRS", [OECD, 2007b, p.
8 CRS Reporting Directive] “If [...] the donor effectively controls the
disposal of the funds by specifying the recipient or other aspects of
the disbursement (e.g. purpose, terms, total amount, reuse of any re-
payments), then the contribution should be classified as bilateral and
allocated to the appropriate recipient Country”, [OECD, 2007b, p. 8
CRS Reporting Directive].

133 The list is available at www.oecd.org/dac/stats/crs/directives.
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Energy Fund (added 2008)

Added 2010:
* Global Environment Facility - Least
Developed Countries Fund
* Global Environment Facility - Special

Climate Change Fund

* Global Climate Partnership Fund

Upon examining climate marked data reported
in CRS for 2009, however, we find relatively little
(total USD 437 million) explicit reporting by
DAC donors on the climate funds listed in Table 1
(either reporting the fund name under the channel
of delivery or in any other fields such as project
descriptions), suggesting that some donors may
be under-reporting on their contributions to these
funds. In addition, donors may be reporting contri-
butions to these funds but not labeling them as
such. Indeed, an additional USD 235 million of
bilateral finance is channeled through the follow-
ing international organizations, and could be
related to some of the funds considered: WBG,
WB, WBI, IFC, AfDB, AsDB, EBRD, IDB, UNDP,
EU Institutions, GEF, GEEREF IBRD, UNDP, UNEP,
FAO, UNIDO and IFAD. We therefore remove
USD 235 million from our estimate of additional
finance provided through bilateral climate funds to
produce a lower bound estimate.

It should also be noted that multilateral agency
reporting on their outflows in the OECD CRS
database does notinclude extra-budgetary funding
or special funds under their management'4,

Inclusion of climate fund estimates

We find a large discrepancy between our estimates
of the potential scale of finance channeled annually
through the climate funds included in Table T,
and the estimates of climate fund money poten-
tially included in the OECD CRS database (OECD,
20M1a). As such, we have tried to replace the

134 "Data on aid activities financed from multilateral institutions' regular
budgets are included in the [CRS] Database” [p. 9 CRS Reporting Di-
rective, emphasis added] i.e. not climate fund money. Indeed, we do
not find multilateral reporting in the CRS database related to climate
funds (except one entry by EU institutions (included as a multilateral
institution in the CRS database) related to the GCCA, leading to poten-
tial double counting of inflows to the fund and outflows from the fund.

OECD CRS reporting - which is potentially related
to funds - with estimates of the scale of the funds
derived from a range of other sources. We are not
able to replace data in this manner in all cases, due
to data availability for different time periods and
definitional differences. However, the aim is not
to produce an accurate annual figure for a specific
year, but instead to provide a rough estimate of the
potential scale of current climate finance flows,
including the additional contribution of the main
climate funds.

In order to do this we also looked at several other
areas of potential double counting with other
estimates of climate finance included in our report,
including reporting by multilateral and bilateral
development banks.

We reviewed each fund individually to assess the
extent to which the estimated annual fund value
should or should not be aggregated with other
estimates presented in the paper. Four groups
emerge:

1. Risk of overlap, but no overlaps found at
present.

In future years, however, it is assumed that
donors will report contributions to such
funds in their CRS reporting of bilateral aid,
which means that the value of these funds
should not be added to other flows, as this
would lead to double counting. While we
aggregate the value of reported bilateral
and multilateral climate finance flows in
2009 with the value of selected climate
funds to provide an estimate of the scale
of climate finance, we recognize the short-
comings of combining data from multiple
years and stress that we cannot necessar-
ily assume that the current level of annual
climate finance is equal to the value of
reported bilateral and multilateral contri-
butions in 2009, plus the value of climate
funds. Available information is insufficient
to determine the additionality of such funds
to regular climate finance aid flows.

We also place the Adaptation Fund into this
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category, due to the fact that its primary
source of funding is non-donor based.
However, donors provide voluntary contri-
butions to the fund, giving rise to the poten-
tial for overlap in the future.

2. Risk of overlap (between donor reporting
of contributions to the funds and reporting
by implementing agencies involved in the
fund), and overlaps found.

We assume that any commitments reported
in the OECD CRS database that are related
to the funds represent deposits into the
fund and do not relate to funding approved
for specific projects, as there is usually a
time lag between money being deposited
and money being disbursed to projects. We
assume that estimates of annual project
funding approved provide a closer approxi-
mation of annual flows from the funds
than do commitments into the funds. We
therefore remove any commitments to the
funds reported in the OECD CRS database
and replace them with the estimates of
annual approved spending under each fund.
Included in this category are UN-REDD,
ClIFs, FCPF, GEEFEF, GCCA, GEF and the
Congo Basin Forest Fund. We remove a total
of USD 437 million from the CRS database.

As mentioned above, however, it is possible
that donors have reported money commit-
ted to these funds but have not labeled it
as such. This may include some portion of
the money reported as channeled through
the multilateral agencies involved in admin-
istering these funds. Total commitments in
2009 reported as channeled through the
following multilateral organizations (over
and above the aforementioned USD 437
million, which is explicitly related to funds)
is USD 235 million: WBG, WB, WBI, IFC,
AfDB, AsDB, EBRD, IDB, UNDP, EU insti-
tutions, GEF, GEEREF, IBRD, UNEP, FAO,
UNIDO and IFAD.

3. No potential overlaps between the fund and
the flow. BNDES Mata Atlantica initiative

fits this category as a result of the domestic
source of funding. The value of the fund is
added to the bilateral flow data.

4. Clear overlaps exist in the reporting of the
value of some bilateral funds or initiatives,
and donor reporting in OECD CRS or
elsewhere. Estimates of the value of these
funds are therefore not aggregated with the
overall estimate of bilateral climate finance
flows. Included in this category are the ICI
and IFCI.

In general we use estimates of annual funding
‘approved’ for projects rather than ‘disbursed’ to
projects, in order to be consistent with estimates
of other climate finance flows presented in the
landscape paper, which tend to relate to commit-
ments to, rather than disbursements to, specific
projects or programmes (the latter being less
readily available).

The Global Environmental Facility

In this paper, the annual value of GEF funds
committed for climate projects has been obtained
using data provided to us directly by the GEF
Secretariat. We choose to use these data instead
of GEF Project Online Database and other official
documents of the Trust Fund because:

1. as highlighted by the GEF Evaluation Office
(GEF Evaluation Office, 2010), the information
provided by the Project Online Database are
still not completely reliable.

2. other official documents of the Trust Fund do
not allow annualizing committed funds.

3. it allows us to select projects which have
been fully approved in a given year (“CEO
Endorsed”/“"CEO Approved” stage of the GEF
project cycle®™).

135 Projects in the previous stages were not considered in the figure
presented due to the high risk of not being approved or for the long
time frame - up to 22 months - they can take to get from one stage
to the other. This is particularly the case for projects at the “Council
Approved" stage that is the stage preceding the “"CEO Endorsed/CEQ
Approved” one. Detailed information on the GEF's project cycle are
available at the following link: http://www.gefcountrysupport.org/re-
port_detail.cfm?projectld=211. Please note, this link shows the process
for full-size projects. On the right hand side of the page is possible to
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Thus, the figure presented includes only funds
earmarked for projects that reached the “CEO
Endorsed”/“CEO Approved” stage in 2010. At this
stage funds cease to be legally under the control
of the GEF Trust Fund, and ownership is in the
process of being transferred to the respective
Implementing Agency by the Trustee (the World
Bank). The actual transfer of funds to Agencies will
be made subsequently, after the Agencies’ govern-
ing body final approval.

In addition to the GEF Trust Fund, our figure
includes financial resources related to the Least
Developed Countries Fund (LCDF) and the Special
Climate Change Fund (SCCF).

Datainclude aflat10% Agency fee. All GEF projects
are subject to a flat 10% Agency fee, which covers
their services in assisting the countries in prepar-
ing and implementing projects.

Co-financing - which in 2010 accounted for USD
2.7 billion - is not included, due to the risk of
overlap with other data presented in the report.

Only projects classified under the Climate Change
focal area have been taken into consideration.
However, it should be noted that according to
the GEF Evaluation Office (GEF Evaluation Office,
2010) a significant proportion of funding linked to
climate change is registered under the Multi-focal
area.

view it for Medium size projects and Enabling activities.
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Table 1. Overview of approach to integration of Climate Fund finance

Source and details
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Assumptions for integrating funds into bilateral or multilateral intermediary flows

Cumulative total approved spend
up to 31 January 2011- assumed to
be representative of annual spend
given recent start date (2009)

Source: "Financial Status of the
Adaptation Fund Trust Fund (as at 31
January 2011)", WB, December 2011.

Adaptation Fund
Multilateral[1]
Grants
34.5[2]

YES

The Adaptation Fund's main source of revenue is a 2% levy on CERs issued by CDM projects [3], plus
voluntary donor contributions which amounted to USD eq 85.59 million as of January 2011. It is assumed
that flows generated by the CDM levy are not included in reporting by bilateral or multilateral agencies.

Double counting could however arise in relation to the voluntary contributions of donors. In CRS 2009 two entries
related to the AF were found: (1) disbursements by Sweden labelled “contribution to the chair” and therefore

not related to disbursements from the fund and (2) a commitment by Spain channeled through the World Bank
totaling USD 62.6m and labelled “ADAPTATION FUND OF PARTIES CONFERENCE (KYOTO)". We thus deduce that
there is a high risk of overlaps between the value of this fund and reporting by Spain under OECD CRS 2009. We
assume that Spain’'s commitment to the fund represents a deposit into the fund and does not relate to projects
approved. We therefore remove the figure of USD 62.6 million and add instead USD34.52 million. The interim
Trustee is the IBRD. No reporting related to the Adaptation Fund was found in IBRD CRS 2009 reporting.

[4]1n 2009, in the CRS database, a specific channel code for the Adaptation Fund (47111) has been added. Donors
should then report any contributions to the Fund using this code.This code will be available for 2010 data onwards.

[1] Countries can access resources directly, through National Implementing Agencies (NIEs) or using the services of a multilateral implementing entity (MIEs). According to Brown et al., (2010b) “Direct Access to the Adaptation Fund:
realizing the potential of National Implementing Entities”, out of 22 project funding proposals to the AF by November 2010, 21involved MIEs (18 of which UNDP). Based on this information, we can classify the fund as multilateral.

sociated to the Adaptation Fund ranges between USD 0.5 to 2 billion.

[2] Including in this cumulative funding decision also the project concepts endorsed - the figure rises of USD 53.3 million. Note alternative estimate: According to “2010 DAC Report on Multilateral AID", the estimated annual value as-

[3] The World Bank serves as the Funds Trustee, monetize CERs and manage the proceeds. In 2010 the World Bank Treasury arranged CERs sales for USD 100.23 million. The CERs were sold at an average price of EUR 1217 per ton. The
inaugural sale of CERs took place in the third week of May 2009. Source: http://treasury.worldbank.org/cdm/htm/AdaptationFundinaugural.html.

[4] Indeed, in the document “Role and responsibility of the AF Trustee, 2008" it is said that: "the Trust Fund resources will be kept separate and apart from the asset of the WB, but may be commingled with other trust fund asset main-
tained by the WB for admin and investment purposes. The WB will keep separate records and accounts for the resources held in the Trust Fund".
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Global Environmental Facility The GEF is funded by donor countries and co-financed by GEF Agencies, government contributions (counterpart
commitments) and other funding provided by multilateral and bilateral organizations, NGOs, private sector, and
project participants. There is a risk of double counting if the value of the fund is aggregated with reporting by
donors (OECD CRS) and GEF implementing agencies. However, data for GEF commitments are reported by the
GEF Secretariat whereas data on GEF disbursements are reported by each GEF implementing agency.[7] IDB,
IBRD, ADB, AfDB, UNDP, UNEP, UNIDO, IFAD or FAO have acted as implementing agencies for projects approved
in 2010. Estimates of climate finance channeled through IDB, IBRD, ADB and AfDB only are included in this paper
(although for different years) and therefore give rise to potential overlaps. The IDB project database does not
mention GEF in any titles of projects listed in the climate change and energy focal area. GEF is listed several times

2010. Grants only. in the IBRD project information included in the OECD CRS database (which only goes to 2009) but flows are

Source and method: GEF “other official flows" so likely refer to co-financing rather than GEF grants. No project level information is available

Secretariat internal data in the source used for AfDB and ADB climate finance estimates so any double counting cannot be determined.

According to OECD/DAC Room document No. 8, GEF Trust Fund is listed in the CRS database as “channel
of delivery” under multilateral ODA. In 2009, LDCF and SCCF were also added on the list of multilat-

eral agencies who can receive ODA (In CRS 2008 some contributions to LDCF and SCCF where chanelled
through the “GEF channel” code 47044; but also through the "UNFCCC Channel - code 41118).

In CRS 2009, we found a total of USD 19.6 million channelled through or related to GEF, LCDF and SCCF
including core contributions devoted to the LDCF and the SCCF from Finland. We therefore removed USD
19.6 million from the bilateral flows to avoid double counting with the GEF fund estimate. There are in
addition, several mentions of GEF in the project descriptions in CRS 2009 but it is assumed that these
flows of finance represent co-funding provided to GEF projects rather than the grants themselves.

GEF Trust Fund
Multilateral

Multilateral
YES*

Countries Fund
301.6

Least Developed

Multilateral

Change Fund

Special Climate
commitment of in-kind support and other specified types).

(Note that co-financing can take the form of grants; loans,
concessional or market-rate; credits; equity investments;

GEF contribution in the form of grants

) It is assumed that this amount is included in the GEF total above and is not therefore included separately.
Related to new investments approved by o ) ) ) ) )
GEF between July 1, 2008 and June 30, The Strategic Priority on Adaptation was initially a 3-year pilot programme aimed to show how adaptation

2009. The SPA 2010 Evaluation Report, planning and assessment could be practically translated into full-scale projects. This pilot project provided USD
states that approximately USD 20.8 50 million to help fund adaptation in the developing world (its portfolio consists of 26 projects and programs
million (43%) of the SPA funding was amounting to USD 48.35 million implemented through GEF-3 and GEF-4). The pool of funds has now been fully
committed under GEF4 (2006-2010). allocated and the funded adaptation projects have been initiated. It was financed by GEF and it also received
co-financing from other GEF Focal Areas, as well as from other sources for a total of USD 780 million.

The UN-REDD Programme is a Multi-Donor Trust Fund managed by FAO, UNDP and UNEP. The fund was
established in July 2008 and allows donors to pool resources. Contributions received so far are from Norway,
Jan 2010 to December 2010 Denmark and Spain. In the CRS 2009 database Norway reports a USD 46 million contribution to the Fund and
Approved budget - projects. Denmark reports a USD 14 million contribution to UN-REDD, CIF/FIP and FCPF combined. We thus deduce
Source: http;//mdtf.undp.org. that there is a high risk of overlaps between the value of this fund and reporting by bilateral donors under
OECD CRS. We assume that the commitments to the fund represent deposits into the fund and do not relate
to projects approved. We therefore remove the figure of USD 60 million and add instead USD 50.7 million

[71 So far, in the Creditor Reporting System database, GEF disbursements cover activities implemented by the World Bank, (2000 onwards), UNDP (2008 onwards), and IFAD (2008 onwards). Source: http://stats.oecd.org/Index.
aspx?DatasetCode=CRSNEW.

fori
on Adaptation
Multilateral
Grants
3.5
NO

Strategic Pr

UN-REDD Programme
Multilateral
Grants
50.7
YES *




MDG Achievement Fund -

Fund name

Environment and Climate

Change thematic window

Multilateral
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Grants

Estimated latest

year value

325

intermediary

YES

Source and details

Jan 2010 to December 2010 Approved
budget - projects in the Environment
and Climate Change thematic window.

Source: http://mdtf.undp.org.

Assumptions for integrating funds into bilateral or multilateral intermediary flows

All financing through the MDG Achievement Fund is considered ODA and will take the form of
grant-based aid. Funds are channeled via the UNDP Multi-Donor Trust Fund to the Participating
UN Organizations. There is a risk of overlaps in donor reporting (OECD CRS) and implementing
agencies. A search in the OECD CRS 2009 database however reveals no mention of the fund.

Climate Investment Funds

(CIFs) including the Clean

Technology Fund and the

Strategic Climate Fund

Multilateral

Grants, concessional loans,
loans and guarantees

1,015.0 [8]

YES

Source: Trustee Reports on Financial
Status of the CTF and SCF, March
2010 (data on projects approved as
of Jan 31, 2010) and June 2011 (data
on projects approved as of March
2011). Data on approved projects over
the 14 month period are compared

to determine the value of projects
approved during the 14 month period.

There are risks of overlaps between fund reporting and reporting by donors (in OECD CRS), imple-
menting agencies (AfDB, AsDB EBRD and IDB) and the trustee (WBG). Regarding donors, a search of
2009 data in the OECD CRS database reveals no mention of the funds. Regarding the trustee (WBG),
asearch of IDA and IBRD's project data reported in 2009 in the OECD CRS database reveals no
mention of the funds. Regarding implementing agencies, the funds are not listed in the project titles
of IDB's project database for 2009 and no information is available on the projects included in AfDB,
AsDB and EBRD's estimates of climate finance so any double counting cannot be determined.

Forest Carbon
Partnership Facility

Multilateral

Grants

1.5

YES*

Cumulative total approved
spend - assumed to be repre-
sentative of annual spend given
recent, mid-2008, start date.

Source: www.climatefundsupdate.org

Various donors report commitments to this facility in 2009 in the OECD CRS database: Norway
(USD 40m) and Australia (as part of their International forest Carbon Initiative) (USD 16 million).
We assume that these contributions represent deposits into the fund and do not relate to projects
approved. We therefore remove the figure of USD 56 million and add instead USD 11.52 million.

Another potential area for overlap is reporting by delivery partners: the World Bank, AfDB, AsDB, IDB,
FAQ, UNDP and UNEP. We report climate finance estimates for the WB, AfDB, AsDB and IDB only.

No information is available on the projects included in AfDB and AsDB's estimates of climate finance
s0 any double counting cannot be determined. A search of the IDB's project database and IBRD and
IDA's project data reported in 2009 in the OECD CRS database reveals no mention of the fund.

Congo Basin

Forest Fund

Multilateral

Grants

174

YES*

Cumulative total approved
spend - assumed to be repre-
sentative of annual spend given
recent, mid-2008, start date.

Source: www.climatefundsupdate.org

Potential overlaps include donor reporting and reporting by the fund manager, the AfDB. Norway reports

an USD 0.02 million commitment to this fund in 2009 in the OECD CRS database. There are a number

of other disbursement entries from Norway and the UK. We assume that the commitment represents a
deposit into the fund and does not relate to projects approved. We therefore remove the figure of USD 0.02
million and add instead USD 1742 million. No information is available on the projects included in AfDB and
AsDB's estimates of climate finance used in this report so any double counting cannot be determined.

[8] An alternative estimate is provided in WB Issue Brief 3 (2010) “Beyond the Sum of Its Parts. Combining Financial Instruments for Impact and Efficiency” http://beta.worldbank.org/sites/default/files/documents/DCFIB3-web.pdf
which estimates CTF (2009-12) at USD 4.4 billion over 4 years or USD 11 billion per year.
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> We assume that there is a high risk of overlap between the reported value of this fund and reporting by
S o bilateral donors under OECD CRS (in 2009,commitments to the fund from Norway and EU Insitutions
m s T = Funds disbursed to date - assumed total USD 30.4 million commitment to GEEREF) and EIB reporting in UNEP (2010) although no informa-
= W M 2 ..m. & o to be representative of annual spend tion on specific funding initiatives of the EIB is available in the report. We assume that the bilateral donor
g & 3 £ = ~N > given recent, 2008, start date. contributions represent deposits into the fund and do not relate to projects approved. We therefore remove
.Ea m B = Source: www.climatefundsupdate.org the figure of USD 30.4 million and add instead USD 29.93 million. In the CRS database there is a specific
] channel for GEEREF, code 30015. It was moved to this channel category, which fells under the Public-
© Partnership Initiatives, in 2010. It moved from "Other Multilateral Institutions” and code 47114 deleted.
° o o = Cumulative total approved spend - A total of USD 95.9 million of commitments from EU Institutions related to the GCCA is reported
SR »g £ £ 0 oA assumed to be representative of annual  QECD CRS database for 2009. We assume therefore that there is considerable risk of double
© E s .8 = S Te) i . . . . .
C5S5= = S N > spend given recent, 2008, start date. counting if these figures are aggregated with the fund value. We therefore remove the figures
= Source: www.climatefundsupdate.org of USD 95.9 million, replacing them with the total approved spend of USD 25.8 million.
Projects approved to date - assumed to
° be representative of annual spend given
.m recent, 2009, start date. Converted from USDT2 ) from N Brazilrelated of the A Fund in 2009
M = = " BRL using average exchange rate over 3 on commitments from Norway to Brazil related ot the BNNS .:: in . are
£ & 5] ] 2 P - recorded in the OECD CRS database. We assume therefore that there is considerable risk of double
SR = 5 L 2 the lifetime of the fund (oanda.com). e - > ’
c B = S e > } . counting if these figures are aggregated with the fund value. We therefore remove the figures
m < Amazon Fund website, mo.Enm. of USD 112 million, replacing them with the total approved spend of USD 104.95 million
m http://www.fundoamazonia.gov.br/
FundoAmazonia/fam/site_pt/Esquerdo/
Projetos/carteira_projetos.html
° BNDES website listed approved projects
= - http:
|5 — (30 mnnmmm& 23/02/20T: hitp:fwww It is assumed that there is no overlap with other contributions included in the landscaping exercise
S E I 0 bndes.gov.br/SiteBNDES/bndes/bndes_ - e o s
s E 5 € o Q . . because the source of the funding is the Bank's Social Fund (comprised in part by the institu-
Qs 5 IS -~ w pt/Areas_de_Atuacao/Meio_Ambiente/ ., ) A . . o . : .
a.e = S ) ) tion's profit). The initiative's focus is on forest restoration projects in conservation units and public
= E e Mata_Atlantica/projetos_aprovados. S S ! )
] b . property, as well as in riverine vegetation (i.e. it is not labeled by BNDES as climate finance).
= tml. R$ converted using average
exchange rate for 2009 (oanda.com).
110 million € p.a. used for climate o o ) -
2 . protection projects in developing >_%_4.o:m_4 funds come from a new source A.mﬁ_o:_:m of German emissions :m.a_:m certificates), the German
E g 4 countries, converted to USD using Ministry for the Environment reports that it implements a substantial part of its Fast-start funds through
M ..m M .m .Im o ° Oanda exchange rate on 11/02/20T. International Climate Initiative A_n_w and Fast-start is accounted as o_u>. We assume ﬁ:m@ﬂoa that spending
5 b = 2 = . onby th through the ICl would be reported in the OECD CRS database. A brief search of projects in the databases
®E 3 £ m - Source: E.mm.m:a.:o: yt m.mm:jm: of the OECD and BMU highlight some potential overlaps e.g. the Coral Triangle Initiative project in Asia and
.m m ﬁ&ma_ z_z._mg @ the m=<_833w3_ several projects in Brazil including Refrigerator recycling system, Programme of Activities (PoA) for Energy
= _”mmﬁ.ma:. ::m:mm Workshop, British Efficiency Improvement in Buildings, Master Plan to Harness Biogas Potential in Rio Grande do Sul.
Embassy in Berlin 311.2010.
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s .m ° _ Cumulative total approved spend - ) " o . i hanelled through
SE 2 g 2 © ° assumed to be representative of annual It mm mwmcamg.gm.:. ere may be m_.mq;_nma ﬁ.u<mﬂ._% between reporting on finance chanelle :o:m
sY = = G ~ = . this bilateral initiative and Australia's reporting in the OECD CRS database. Indeed, 2009 entries
E 5B = S < spend given recent, 2008, start date. . ) ) . . - . L
£ eg= @ } in the OECD CRS database include various entries which explicitly mention the Initiative.
=2 Source: www.climatefundsupdate.org
- de _ Cumulative total approved spend - d bt din CRS for 2009 o dthat d
m E _..m._ g B - " assumed to be representative of annual zn.u o:oﬂno::_.cﬁ_gmma a.co:m _: x. or ._._.o<<m<2.; _mmmmcalm that donors
§2% 5 r.u.m i W spend given recent, 2010, start date. <<___.Euoﬂ.ﬁ nosz_v::o:m to this fund in their CRS q.mco;_:m of bilateral aid _:E:.:m years, at
£ E = @ ) which point the figures should not be added as this would lead to double counting.
5 Source: www.climatefundsupdate.org
+
(=
2 2 s £ No project das yet
2 ET® g = = o o projects approved as yet.
g8 = 5 © = Source: wwwlcd
s = = S ource: www.lcds.gov.gy
= E
o

Cumulative total approved spend (as

of April 2010) is USD 5.32bn, USD 2.91
billion is considered ODA and 2.41 OOF,
Other Official Sources. Estimated private
sector contribution: 27% or USD 1,413m.

The Initiative was announced in
December 2009 at the Copenhagen

While the Hatoyama Initiative appears to provide a significant increase in climate finance
from Japan, there is considerable risk of double counting between the Hatoyama Initiative,

X X Japan's contributions to the CIFs and bilateral donors contributions (under the preceding Cool
Summit andis planned to Earth Partnership) reported in the OECD CRS database and by JICA in UNEP, 2010.

operate from 2010 to 2012.

Considering that Japan pledged “climate
finance” for USD 15 bn by 2012, we can
assume that approx. USD 5bn will be
committed/spent annually. Source: www.
climatefundsupdate.org; WRI; JICA's
Cooperation for Climate Change http://
wwwi.jica.go.jp./english/pubblications/
brochures/pdf/climate_change.pdf

Bilateral

We therefore add only an estimated annual value of intended contributions from the private
sector (based on the expected 27% contribution, applied to the cumulative total approved
spend). Note: It should be noted that, as also remarked by the Climate Funds Update web
site, there is lack of clarity between “approved” and “disbursed" financing.

Hatoyama Initiative
Loans and Equity (Concessional loans and grant aid through JICA, overseas
1,413.0 [9]
PARTIALLY

investment loans by JBIC, export credit insurance to cover trade risks
by NEXI, and private finance loans and investments. Assume 50:50 split

of private sector contribution between MR loans and equity)v

[9] According to the www.climatefunds.org web site, USD3.6 billion comes from the government budget and USD 1.36 billion from private funding sources. Info based on MOFA, 22 July, 2010.




Appendix C

Details on the instruments used to channel climate finance via bilateral and multilateral institutions and funds

Table 1. Climate finance outflows from bilateral and multilat-
eral financial institutions and funds, by instrument

Bilateral

Source of allocation by
instruments

The allocation by instrument presented relates to the full
amount of climate marked data, i.e. USD 9.5 billion (OECD

DAC countries contributions 4,522 43.6% 56.2% 0.2%  CRS 2009 database). This is applied to the value adjusted
to exclude data for three BFIs for which separate estimates
are available i.e. AfD, KfW and JICA (USD 4.5 bn).
AfD - French Development Agency 3,717 15%  67.0% 31.5% UNEP (2010). However, TC (20 indicates that AID also provides
climate finance in the form of guarantees and risk sharing among others.
The allocation by instrument was obtained by applying to
BNDES - Brazilian Development Agency 3,149 96.5%  3.5% the BNEF (2011) estimate the average split between market
rate loans and equity adopted by the other IFls .
The allocation by instrument was obtained by applying to
China Development Bank 600 96.5%  3.5%  the BNEF (2011) estimate the average split between market
rate loans and equity adopted by the other IFls .
. The allocation by instrument was obtained by applying to
_h_vﬂmm/\wp_:%___mm:ﬂ Mm:mmkwc_m Energy 15 96.5%  3.5% the BNEF (2011) estimate the average split between market
P gency rate loans and equity adopted by the other IFls .
JICA 6,418 7.5%  92.5% UNEP (2010).
Kfw 3,451 19.8% 12.3% 67.8% UNEP (2010) and Personal Communication with KW, October 2011.
The allocation by instrument was obtained by applying to
OPIC 95 96.5%  3.5% the BNEF (2011) estimate the average split between market
rate loans and equity adopted by the other IFls .
Green Export credits 700 100% OECD Statistics on Export Credits 2010; Buchner et al. (2011)
Sum (USD million) 22,767 700 3192 1,397 7,332 147




Source of allocation by

instruments

Multilateral
World Bank

Estimated from annual and financial reports for 2009 and 2010 reporting
* |FC International Finance Corporation 1,680 28.0% 55.0% 17.0% related to all commitments. Note that IFC also reports provision of
climate finance in the form of grants and blended instruments (TC, 2011).

OECD CRS 2009 database. All finance is reported as 'Other

* |BRD International Bank for

. 4,629 100% Official Flows (non export credit)’ which we assume is
Reconstruction and Development . .
delivered through non-concessional loans only.
* |DA International Development Association 466 9.0% 91.0% OECD CRS 2009 database.
EU Institutions 691 91.0% 9.0%  OECD CRS 2009 database.
EIB European Investment Bank 1,515 100% UNEP (2010).

The allocation by instrument was obtained by applying to the BNEF
(20M) estimate the average split between market rate loans and

482 96.5%  3.5% equity adopted by the other IFls . However, TC (2011) indicates that
EBRD also provides climate finance in the form of grants, performance
fees and incentives, guarantees and risk sharing instruments.

EBRD - European Bank for
Reconstruction and Development

Estimated from annual and financial reports for 2009

1 0, [0) 0] [0) [0)
AsDB Asian Development Bank 1,770  2.6% 9.1% 14.5% 72.4% 1.4% and 2010 reporting reated to all commitments,
. The allocation by instrument was obtained by applying the
0, [0)
AfDB African Development Bank 108 96.5%  3.5% average among the other IFls to the BNEF (2011) estimate.
IDB Inter-American Development Bank 846 2.7% 59% 82.5% 89% Ownreportingin IDB online project database.
Nordic Development Fund 25 100% OECD CRS 2009 database.
Sum (USD million) 12,212 517 879 731 9,616 469
Climate funds (%) 0% 7% 17% 37% 39%  Basedonareview of individual fund financing profiles.
Climate funds (USD) (upper bound) 2,610 0 194 445 956 1014
Total bilateral, multilateral and funds (USD) 37589 1,217 4,266 12,573 17904 1,629

Total bilateral, multilateral and funds (%) 3% 1% 33% 48% 4%




OcTOBER 2011 THE LANDSCAPE OF CLIMATE FINANCE

Appendix D

ODA Grant Element

Table 1. Average grant element of total ODA and ODA loans by DAC
donors in 2008-2009

Grant element of
total ODA (%)  Grant element of

Norm: 86%* ODA loans (%)

2008-2009
Australia 100 87.4
Austria 100 0.0
Belgium 100 83.6
Canada 100 0.0
Denmark 100 0.0
Finland 100 30.1
France 89 54.9
Germany 93 47.0
Greece 100 0.0
Ireland 100 0.0
Italy 99 82.4
Japan 86 73.1
Korea 90 81.8
Luxembourg 100 0.0
Netherlands 100 0.0
New Zealand 100 0.0
Norway 100 0.0
Portugal 96 72.2
Spain 926 67.5
Sweden 100 33.0
Switzerland 100 0.0
United Kingdom 100 0.0
United States 100 0.0
TOTAL DAC 96 67.1

Source: OECD 2010d

(*) Countries whose ODA commitments as a percentage of GNI is below the DAC
average are not considered as having met the terms target. This provision disquali-
fied Greece, Italy, Korea and the United States in 2009.Source: Statistical Annex of
the Development Co-operation Report (Table 20 - Financial Terms of ODA Commit-
ment) (OECD, 2010d). In accordance with the 1978 Terms Recommendation of the
DAC, the annual average grant element of total ODA commitments should be at least
86% (for Least Developed Countries, the targets are at least 86% over three years
for each country, or 90% annually for the group). (Source: OECD User's Guide to the
CRS Aid Activities database).
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Appendix E

Existing climate finance tracking databases and major ongoing initiatives

TRACKING PUBLIC CLIMATE FINANCE:
African Development Bank Group (AfDB) online project database, available at: http://www.afdb.org/
en/projects-operations/project-portfolio/#c10693

AidData Development Finance and Foreign Aid Portal, available at: http://aiddata.org/home/index.

Ecosystem Marketplace/Bloomberg New Energy Finance Voluntary Carbon Market data, avail-
able at: http://moderncms.ecosystemmarketplace.com/repository/moderncms _documents/
vcarbon 2010.2.pdf.

GEF project database, available at: http:/www.gefonline.org/.

German National Climate Initiative online project database, available at: http:/www.bmu-klimaschut-
zinitiative.de.

Inter-American Development Bank (IDB) online project database, available at: http://www.iadb.org/
en/projects/projects,1229.html

ODI/Heinrich Boll Foundation Climate Funds Update, available at: http:/www.climatefundsupdate.

org/.

OECD Creditor Reporting System (CRS) Aid Activities database, available at: http://www.oecd.org/
dataoecd/50/17/5037721.htm.

UNCTAD FDI database, available at: http://stats.unctad.org/fdi/.

UNDP ‘Fast-start finance’, available at: www.faststartfinance.org

UNDP/GEF Small Grants Programme project database, available at: http://sgp.undp.org/index.cfm?mo
dule=Projects&page=AdvancedSearch

UNFCCC Finance Portal for Climate Change, available at: http://unfccc.int/cooperation_support/finan-
cial_mechanism/finance portal/items/5824.php.

World Bank / OECD Aid flows, available at: http://siteresources.worldbank.org/CFPEXT/Resourc-
es/299947-1266002444164/index.html

World Bank / UNDP Climate Finance Options database, available at: www.climatefinanceoptions.org/
cfo.

World Bank Project Portfolio database, available at: http://web.worldbank.org/WBSITE/EXTERNAL/
PROJECTS/0,.menuPK:51563~pagePK:95873~piPK:95910~theSitePK:40941,00.html

WRI Summary of Developed Country ‘Fast-Start’ Climate Finance Pledges, available at: http:/www.wri.
org/stories/2010/02/summary-developed-country-fast-start-climate-finance-pledges.
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TRACKING PRIVATE FINANCE:
Bloomberg New Energy Finance Industry Intelligence / Desktop: http://bnef.com/services/industry-
intelligence-slash-desktop/

CIA World Factbook database https://www.cia.gov/library/publications/the-world-factbook/index.
html

Dealogic ProjectWare and Loan Analytics: http://bnef.com/services/industry-intelligence-slash-

desktop/

Environmental Finance Carbon Funds Directory: http://www.environmental-finance.com/books/
view/11

Eurostat FDI Statistics: http://epp.eurostat.ec.europa.eu

Financial Times "FDi Intelligence” database:. http:/www.fdiintelligence.com/

Foundation Centre research database: http://foundationcenter.org/findfunders/statistics/

IMF International Financial Statistics Online database: http:/www.imfstatistics.org/imf/.

Institute for Global Environmental Strategies (IGES) CDM Programme database: http:/www.iges.or.jp/
en/cdm/report_cdm.html

OECD International Direct Investment Statistics database: http:/www.oecd.org/document/8/0,3746,
en 2649 33763 40930184 1 1 1 1,00.html.

Point Carbon - Carbon Project Manager, Carbon Market Trader EU: http://www.pointcarbon.com/

trading/

Reuters Trader for Commodities Advanced: http://thomsonreuters.com/products_ser-
vices/financial/financial_products/commodities_energy/energy/trader_commodities
advanced?parentKey=619468

Thomson Reuters Eikon for Energy: http://thomsonreuters.com/products services/financial/yourei-
kon/commodities/energy

UNCTAD Interactive Database Division on Investment and Enterprise: http://stats.unctad.org/fdi/

UNCTAD World Investment Directory:_http://www.unctad.org/templates/Page.
asp?intltemID=3204&lang=1

UNEP-Risg CDM/JI Pipeline Analysis and Database: http://cdmpipeline.org

UNFCCC CDM and JI Project Activities databases: http://cdm.unfccc.int/Projects/projsearch.html

World Bank Private Participation in Infrastructure (PPI) Project Database: http:/ppi.worldbank.org/
index.aspx

World Bank, World Development Indicators and Global Development Finance, http: http://databank.
worldbank.org/ddp/home.do?Step=1&id=4.
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Appendix F

Sectoral breakdown of flows

Table 1. Sectoral breakdown of OECD CRS climate-marked data, 2009

Sector Name USD million
|. SOCIAL INFRASTRUCTURE & SERVICES 1,052.2
[.1. Education 74.3
[.2. Health 43.7

|.3. Population Pol./Progr. & Reproductive Health

[.4. Water Supply & Sanitation 874.0

I.5. Government & Civil Society 49.5
[.6. Other Social Infrastructure & Services 5.3
[1.1. Transport & Storage 2,906.7
[I.3. Energy 1,593.5
[l.4. Banking & Financial Services 56.4
[I.5. Business & Other Services 5.6
[ll.1.a. Agriculture 255.8
[ll.1.c. Fishing 12.3
[1l.2.a. Industry 47.7
[11.2.b. Mineral Resources & Mining 0.2
[11.2.c. Construction 6.7
[1l.3.a. Trade Policies & Regulations 1.1

[11.3.b. Tourism

VI.1. General Budget Support 110.4
V1.2. Dev. Food Aid/Food Security Ass. 10.8
VI.3. Other Commodity Ass. 0.0

VII1.1. Emergency Response 25.0
VIII.2. Reconstruction Relief & Rehabilitation 58.5
VIII.3. Disaster Prevention & Preparedness 83.2
IX. ADMINISTRATIVE COSTS OF DONORS 0.2

X. SUPPORT TO NGO'S 4.2

XI. REFUGEES IN DONOR COUNTRIES 0.0

XIl. UNALLOCATED/UNSPECIFIED 13.7

Source: OECD 2011a
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Appendix G

REDD+ Flows
Table 1. Financial flows for REDD+

Estimated annual

commitments
(USD million)

Jan 2010 to December 2010 Approved budget for projects.
UN-REDD Programme 50.7
Source: http://mdtf.undp.org
World Bank Forest Carbon .5 Cumulative total approved spend.
Partnership Facility ' Source: www.climatefundsupdate.org
Cumulative total approved spend.
Congo Basin Forest Fund 17.4 ) PP P
Source: www.climatefundsupdate.org
Amazon Fund 105.0 Cumulative total approved project spend.
Source: Amazon Fund.
A e Projects approved to date.
BNDES Mata Atlantica initiative 3.9
Source: BNDES.
Funds disbursed to investment plans to date.
Forest Investment Program 0.7 .
Source: www.climatefundsupdate.org
) Phase | contribution equals USD 30 million, however
Norway-lndonesg 0.0 no funds have yet been disbursed to projects.
REDD+ Partnership
Source: Norway (2010)
USD 30 million deposited to the fund as of April 2011,
Norway-Guyana REDD+ 0.0 however no funds have yet been disbursed to projects.
Investment Fund
Source: WB (2011)
Macqueen (2010) estimate of forest related
Global Environment Facility 55.0 activities in the fifth replenishment the GEF,
divided by four years of the replenishment.
International Tropical
Timber Organization 4.0 Macqueen (2010
Bilateral climate marked commit- 365.0 OECD DAC database data for 2009 (OECD, 2011)
ments in the forestry sector
Forest Carbon Market 125.0 Ecosystem Marketplace (2011)
Total 738.2
Notes:

* The following donor funds are excluded from the table above due to their interaction with other funds presented: Australian International Forest Carbon
Initiative (USD 47.6 million cumulative in approved total spending, according to www.climatefundsupdate.org), German International Climate Initiative
(USD 85.4million approved for REDD projects to date according to www.climatefundsupdate.org), Norwegian Climate and Forest Initiative (USD 2,250
million according to Parker et al.,, 2009), Japanese Hatoyama Initiative.

* Inmost cases, annual data for funds is not available. We therefore use cumulative total approved spending for projects, assuming that annual flows will
ramp up over the first few years of the fund's operation, and therefore that the first one or two years of operation can be expected to be roughly equal
to future annual flows.

* Ecosystem Marketplace (Diaz et al., 2011) estimates the total value of transactions in the forest carbon market in 2010 to be USD 178 million, up
considerably from USD 37.1 million in 2008 (Hamilton et al., 2010). The estimate includes voluntary markets (USD 126.9 million) and regulated markets
(USD 133.4 million) including the clean development Mechanism, the New South Wales GGAS and the New Zealand ETS. A very rough adjustment of
the estimate to include only project activities executed in developing countries brings the total value to around USD 125 million, far greater than the
equivalent estimation for 2008 of USD 17.5 million. Diaz et al., (2011) reveal that forest carbon transactions represented more than 40% of the total
voluntary OTC carbon market by volume in 2010. They also point out a growing trend towards local purchasing of credits in Asia and Latin America,
indicating that this flow of finance may increasingly become South-South as opposed to North-South.
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Appendix H

Geographic breakdown of sources and recipients of bilateral and multilateral finance

Table 1. Sources of bilateral finance (2009/2010) Table 2. Recipients of bilateral finance (2009/2010)
usbD uUsD

Donors million % Recipient Region milion %
Japan 7,283 33% Asia 8,660 40%
France 3,815 18% Latin America 5,355 25%
Germany 3,608 17% North Africa and Middle East 3,028 14%
Brazil 3,149 14% Other Africa 2,558 12%
Norway 629 3% Oceania 182 1%
China 600 3% The Caribbean and Central America 155 1%
United Kingdom 581 3% Europe 84 0%
Spain 556 3% America 32 0%
Australia 318 1% Transregional / Unspecified 1,620 7%
Denmark 299 1% Total 21,674 100%
Finland 183 1% Source: See Appendix A for detailed sources
India 15 1% latest data due to absence of splits in latest data.

Korea 102 0%
Belgium 20 0%
Sweden 81 0%
Canada 72 0%
Switzerland 50 0%
Italy 43 0%
Austria 29 0%
Greece n 0%
Portugal 3 0%
Ireland 1 0%
New Zealand 1 0%
Total 21,768 100%

Sources: See Appendix A for detailed sources

Note: excludes funds and export credits; allocates BFI
money to location of BFI while some money may have
been raised from alternative sources.
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Table 3. Sources of multilateral finance (cumulative, 5" NC Table 4. Recipients of multilateral finance (2009/2010)
reporting period)

Recipient Region USD miillion %

Donors USD miillion % Asia 2,742 26%
USA 19,474 44% Latin America and Caribbean 2,402 23%
Sweden 4,448 10% Europe and CIS 1,987 19%
Belgium 3,250 7% North & Central America 1,566 15%
UK 3,182 7% MENA 1,055 10%
France 2,840 6% Africa 435 4%
Canada 1,975 4% Oceania 55 1%
Finland 1,419 3% Unspecified 219 2%
Italy 1,394 3% Total 10,460  100%
Japan 1,285 3% Source: See Appendix A for detailed sources
Portugal 1,221 3% Note: excludes climate funds and IFC for which no geographic breakdown was
Switzerland 1,094 2% readily vailable
Greece 869 2%
Ireland 288 1%
Australia 249 1%
EEC 239 1%
Luxembourg 238 1%
Spain 185 0%
New Zealand 135 0%
Norway 14 0%
Denmark m 0%
Iceland 20 0%
Netherlands 86 0%
Austria 2 0%
Grand Total 44,186 100%

Source: UNFCCC Finance Portal for Climate Change
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