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Context: The Global debate on climate change financing 

 
The question of climate change financing is one of the five pillars of the Bali Action Plan (BAP) 
currently on the international climate change negotiation table for a post-2012 agreement. It is in 
fact a cross-cutting issue since it covers all of the main areas of climate change including 
technology transfer, mitigation and adaptation1. Climate financing refers to the challenge that 
climate change presents in a context of financial resources needed to cover the cost of adaptation, 
mitigation and technology transfer. The binding commitments for the reduction of greenhouse 
gas emissions under the Kyoto Protocol and the question of meeting the target of cutting global 
emissions by half before 2050 throw a whole new light on the underlying financial issue. 
Furthermore, the Stern review followed by the UNFCCC report “Investment and Financial 

Flows to Address Climate Change (2007)”, highlighted the huge financial gap at stake and 
brought the issue on the agenda of the international negotiations on climate change.  
 
In order to reduce drastically greenhouse gas emissions in developed countries and to enable 
developing countries to adapt to the adverse effects of climate change and achieve sustainable 
development, the mobilisation of significant financial flows will be necessary both from the 
public and private sectors. Cost estimates predict a need for additional financial resources that 
amount to hundreds of billions to fund mitigation measures, technology cooperation, capacity 
building as well as adaptation measures in developing countries.  
 
Owing to the importance of the future financial flows estimated to be needed for combating 
climate change especially in developing countries, as revealed by the UNFCCC report mentioned 
above, it became urgent both to explore viable options for generating additional funds, and to 
consider the creation of a new financial mechanism or the reform of the existing operating entity, 
the Global Environment Facility (GEF), who seems inadequate in the changing context2.  
 
The GEF was initiated in 1990 and became the interim mechanism for the UNFCCC and the 
Biodiversity Convention in 1992 before being given a permanent status in 1994, subject to a 
review every four years. The World Bank is one of the implementing agencies and controls most 
of its funds which are mobilized through voluntary contributions of donor countries. With the 
need to act now and urgently on the climate change challenge, its architecture and governance, as 
well as its reliance on voluntary contributions and narrow mandate to fund only incremental 

                                                 
1 Nanasta, D. et al, 2007 
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costs, make it clear that it inadequate for the mobilization of the resources that are needed, the 
delivery of the resources and the creation of a conducive environment. 
 
 Future Financial Mechanism: African concerns and principles 

 
It is in this context that the discussions on the future funding mechanisms are taking place within 
the “Ad-hoc Working Group on Long –term Cooperative Action (AWG-LCA)” and the “Ad-hoc 
Working Group on the Kyoto Protocol” also known as the 2nd review of the Kyoto Protocol. The 
AWG-LCA is mandated under the BAP to enable “the full, effective and sustained 
implementation of the Convention through long-term cooperative action, now, up to and beyond 
2012”3. An agreed outcome in the form of a binding treaty is expected at the 15th Conference of 
the Parties (COP) to the UN Framework Convention on Climate Change (UNFCCC) in 
Copenhagen late this year. Under the AWG-LCA work programme related to finance, the 
conceptual thinking focuses on a well organised finance system to combat climate change and 
which is based on the UNFCCC principles because as mentioned above, there will be a move 
from relatively modest financial flows to huge investments in favour of mitigation and 
adaptation. This future financial mechanism must be established to operate on a fair, equitable, 
transparent basis and developing countries would want to have their say. A number of funding 
options are thus being discussed which altogether have the potential to fill the financial gap 
identified earlier. These options put forward a number of guidance principles and concerns that 
have some implications.  
 
The submission of the G77 and China, on behalf of the developing countries including the 
African Group, presented the views of the group regarding finance insisting on the guidance and 
principles of the Climate Change Convention, the Kyoto Protocol and the Bali Action Plan 
(BAP) as well as the related decisions. These instruments set out the rights and responsibilities 
for financial resource transfers. Thus, the UNFCCC makes it clear that the provision of 
adaptation funding to developing countries must be new and additional to the Overseas 
Development Assistance, ODA (UNFCCC Article 4.3 and BAP 1e). Article 4.4 of the 
Convention makes it clear also that this funding is mandatory. For the G77 and China, the 
implementation of these articles should be enhanced in accordance with article 11 of the 
UNFCCC which creates a ‘financial mechanism’ for the implementation of convention and 
which is to function under the guidance of the Conference of the Parties (COP) and be 
accountable to it. Under Article 11(1), the COP is to decide on the financial mechanism’s 
policies, programme priorities and eligibility criteria relating to the convention.  
 
This proposal that was first presented at the first contact group on “delivering on technology and 
financing, including consideration of institutional arrangements” taking place in August 2008 in 
Accra, Ghana, identified a set of five principles to guide an enhanced financial mechanism under 
the Convention4. It sets out that the future financing mechanism must be:  
 

1. Underpinned by the principle of equity and common but differentiated responsibilities;  
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2. Operate under the authority and guidance of, and be fully accountable to, the Conference 
of the Parties;  
 

3. Have an equitable and geographically-balanced representation of all Parties within a 
transparent and efficient system of governance;  
 

4. Enable direct access to funding by recipients countries; and  
 

5. Ensure recipient country involvement during all stages of identification, definition and 
implementation, rendering it truly demand-driven. 

 
From the recent declarations of the African Group and the G77 and China made during the Bonn 
1 Talks, the provision of climate change funding should be scaled up, new and additional, 
adequate, predictable and sustainable. And the two areas of particular importance to fulfill if the 
current negotiations are to be continued are on the one hand equity and on the other hand, article 
4, which details all the obligations of developed countries. 
 
Although these obligations and those issues are as old as the Convention and are key to the 
acceptability of an international climate change funding mechanism by developing countries at 
large, there have been some heated debates on some of the notions. And even if these issues are 
solved and accepted by developed countries, these will also spell out their demands in return. 
The underlying and most important question is how these criteria5 will affect, influence or 
determine the funding options on the table of the negotiations.  
 
Scaled up: Despite the uncertainty to come up with accurate figures on the amount of money 
needed for mitigation and adaptation efforts, all of the experts and studies recognize the need to 
significantly increase the needed amount of money for mitigation and adaptation.  
 
New and additional: Parties have clearly pointed out that any assistance provided by developed 
countries under climate change needs to be additional to existing Official Development 
Assistance (ODA). However, this issue is also contentious since the promise of meeting the 
ODA level of 0.7 % has not been met by developed countries. The question is whether the 
finance from those countries is additional. In addition, financial flows such as the World Bank’s 
Climate Investment Funds are not reckoned by the G77 and China as additional funds. 
 
Equity: The preamble of the Convention calls for “the widest possible cooperation by all 
countries and their participation in an effective and appropriate international response, in 
accordance with their common but differentiated responsibilities and respective capabilities and 
their social and economic conditions”. More importantly, Article 3.1 of the Convention calls on 
Parties to protect the climate system for the benefit of present and future generations of mankind, 
on the basis of equity and in accordance of their common but differentiated responsibilities and 
respective capabilities. 
 

                                                 
5 These criteria derived from the proposal are similar or the same as those used by Muller, B., 2008. 
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Although this is a central principle of the Convention, the latter does not specify the means to 
quantify and differentiate between levels of action. The only differentiation in the Convention is 
the division of Annex I and non Annex I countries.  
 
Adequate: In the context of the Convention and the current debates, adequate funds refer to the 
funds being sufficient to cover climate needs. However, there is a great deal of uncertainty 
relating to the current financial gap in the presence of various estimates. Various studies propose 
various figures. The only way out is to consider whether a funding mechanism would be able to 
generate significant funds in tens of billions of US dollars.  
 
Predictable: The predictability of a funding source refers to whether the flow can be predictable, 
that is, sustainable in the long-term. In this regard, national funding sources from developed 
countries will be a problem since governments will not be able to sustain the transfer of national 
funds in the long-term. This criteria is more appropriate for unconventional funding sources such 
as carbon-based funding. 
 

Analysis of some options 

 
It seems interesting to use the criteria described above to make a quick SWOT analysis of the 
most prominent proposals, in order to identify their strengths, weaknesses, opportunities and 
threats. The following summary of the analysis is proposed here below to allow negotiators to 
make a choice. 
 

1. The G77 and China Proposal 
 
This proposal presents two strengths. First, it envisages raising about $200 billion per year. It is 
also meant to cover both mitigation and adaptation activities. However, its major threat is that is 
based on pledges from public funds. It means that it can be jeopardize it existence. Furthermore, 
it lacks predictability as the same time. The proposal does not say how and on what basis 
developed countries will continue in a sustainable way their contributions. 
 

2. The Mexican Proposal 
 
This proposal is about the creation of World Climate Change Fund that would initially raise at 
least $10 billion per year. It is an hybrid funding that may be stuck by the fact that it combines 
ODA form of financing and others. Its weakness therefore is that it cannot be predictable, in the 
absence of any enforcement system. It offers however a huge opportunity in terms of adequacy, 
since it has the possibility of increasing its amount. Another strength is also that it is equitable. 
 

3. The Norwegian Proposal 
 
This proposal aims to generate funds through the auctioning of AAUs. It could be seen as a 
candidate to participate in the Adaptation Fund. The estimated amount of money that it can raise 
is not clear but this proposal could be combined with another one which makes it an opportunity. 
Another positive aspect that can be seen as strength is its predictability since it is based on 
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auctioning of AAUs. This is new and additional, another strength. However, it does not 
differentiate Annex I and Annex II, so equity is a threat here. 
 

4. The Swiss proposal 
 
This proposal aims to raise funding for adaptation through uniform tax on CO2 emissions. The 
tax would be progressive with a differentiation between countries and regions. The funding 
amount is estimated at $48.5 billion which offers an opportunity in terms of adequacy. Revenues 
from taxes will be first collected through national treasury before its transfer into a multinational. 
Its strength is therefore that it is new and additional, but its predictability can be seen as an 
opportunity (if not a threat). Equity also is a threat since part of the generated funds will have to 
originate from developing countries. 
 

Possible options for Africa 

 
From a strategic point of view and following the controversial discussions and eventually refusal 
of the developed countries to approve the extension of the Clean Development Mechanism 
(CDM) levy on the other flexible mechanisms under the Kyoto Protocol in Poznan, Poland in 
December last year, it will be important for the African Group lead by Algeria to define their 
positions on the future financing options with realism and pragmatism. 
 
Based on the discussion of the specific concerns above, the proposals put forward by parties will 
be discussed with regard to their compliance with those African concerns. This discussion will 
help determine which best-second or third option for Africa can be supported. The discussion 
here will focus particularly on set of funding sources as proposed by parties: resources derived 
from the auctioning of emission allowances (Norwegian proposal), resources from international 
carbon tax (Swiss), resources determined from contributions (G77 and China), and multilateral 
climate change funding (Mexico). 
 
In order to better conceptualize the underlying issues that can result in the poor predictability and 
low level of the proposed funds which are important criteria in view of the G77 and China 
identified principles, it is important to note that climate change funding can be generated by two 
main sources. The first source is funds that can be raised through an international scheme 
without passing through a national treasury. These include international levies. The second 
source of funding is the funds generated through national budgets. These include funds raised 
through national commitments, national budget contributions, earmarked taxes or revenues.  
 
To paraphrase Benito Muller (2008), by definition, funds that are collected internationally 
bypassing national budgets are additional to conventional funding and owing to the fact that 
existing international mechanisms do not deal with certified emissions reduction (CERs) except 
the CDM levy, they can be deemed as new. In addition, these can be seen as predictable and 
stable.  
 
On the other hand, funds that rely on national sources in particular those that are generated 
through domestic levy are usually considered as nationally owned. This means that their 
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disbursement is not always guaranteed. These funds can create “domestic revenue problem”6 and 
so carry the seeds of uncertainty. Being considered as national resources their predictability and 
reliability can be questioned. They can be politicized very quickly and their availability are 
subject to national authorities, national circumstances, etc.  
 
Thus, the Swiss proposal as well as the G77 and China proposal that rely on national funding are 
unfortunately not viable in terms of availability of funds (Benito, 2008) because they do not 
avoid the domestic revenue problem. They lack predictability. Furthermore, with regard to the 
G77 and China proposal, although it is in line with the common but differentiated responsibilities 
principle and it should be able to raise tens of billions of dollars, past experience with ODA with 
the voluntary commitment in 1970 of developed countries to provide 0.7 % of their Gross 
National Product (GNP) to developing countries did not work much. Only very few countries 
have reached that target.  
 
Another example of lack of predictability is the Special Climate Change Funds (SCCF) and the 
Least Developed Countries Fund (LCDF) that are funded only through voluntary contributions 
from developed countries. Their pledges depend on national budget decisions and are usually 
counted as ODA, which means that the expected revenues are highly unpredictable. 
 
With the current economic crisis, it may even be more difficult to get governments and 
parliaments in the North to release their public revenues for international objectives. Actually, 
for a national commitment on public revenues to be successful, it needs to be agreed within a 
legally binding framework, with an appropriate system of enforcement with sanctions. 
 
As far as international funding sources are concerned, the Norwegian proposal of an international 
auction of Assigned Amount Units (AAU) is likely to raise significant amount of funds. It has 
the potential to generate adequate, new and additional, appropriate, and predictable funding.  
 
The Mexican proposal that is massively rejected by the G77 and China on the grounds that it is 
unfair in terms of the revenue burden sharing would have two sources. The primary source of 
funding would be the contributions from participating countries national budgets. There is also 
the possibility of using international levies as another funding source. This hybrid funding 
proposal has the benefit of not being completely dependent of the domestic revenues.  
 
In general, proposals that rely on domestic revenues to address climate change at the 
international level can generate adequate, new and additional funds. On the other hand, proposals 
that bypass national budgets are more predictable and provide new and additional resources. 
However, there are clear potential synergies between proposals that mobilize resources from 
different sources. In this regard, the Norwegian proposal would be compatible to be combined 
with all of the other proposals analysed in this document. 
 
Main Issues of concern to Africa 

 

                                                 
6 Muller, 2008. This concept used to characterize funds that enter national budgets and that are considered as 
nationally owned. 



7 
 

Although Africa as a whole continent contributes to less than 4 percent of the total global 
greenhouse gas emissions around the world, the continent is among the most vulnerable to 
climate change in the world. The continent’s vulnerability derives from multiple stresses, 
coupled with a very low capacity to adapt to the adverse effects of climate change. In its Fourth 
Assessment Report (AR4), the Intergovernmental Panel on Climate Change (IPCC) clearly 
indicates how Africa’s major economic sectors will be affected and how current development 
challenges will be exacerbated by climate change and variability. With this warning in mind, 
various efforts are being made to contribute to the reduction of the greenhouse gas emissions, the 
adaptation measures and the integration of climate change into development programmes and 
strategies at national and regional levels. 
 
In April 2007, the fortieth session of the ECA Conference of African Ministers of Finance, 
Planning and Economic Development held in Addis Ababa, Ethiopia concluded with the 
adoption of resolutions and a Ministerial Statement, in which Ministers noted with concern the 
effects of climate change across the continent, including African countries’ vulnerability to 
natural disasters, the threat to future economic growth and development, and the major challenge 
climate change poses to reducing poverty. Ministers requested African governments to integrate 
climate adaptation and mitigation measures into their national development strategies with 
support from development partners and the Regional Economic Communities, RECs7. 
 
Thus, as part of the comprehensive framework of programmes to be developed, and with the 
support of relevant organizations on the continent, African representatives have started a process 
of building consensus over the complex issues of climate change and sustainable development on 
the continent. The process is launched towards the development of an African common position 
as part of the African Roadmap to Copenhagen, and for the enhanced implementation of the 
UNFCCC and the Kyoto Protocol now, up to and beyond 2012. 
 
Further to this ongoing process and the recent climate change negotiation session held in Bonn, a 
number of issues of concern to Africa related to climate change finance can be identified and 
highlighted.  
 
It should be noted that Africa’s first and overriding priorities are development, supported by 
economic growth, poverty alleviation, and measures to achieve the Millennium Development 
Goals (MDGs) such as food security, access to energy, water and sanitation. In view of the 
unprecedented challenges of climate change and variability to all of the economic sectors, social 
infrastructure, agriculture, health and other areas, an increased financial assistance, sound 
investments and the transfer of environmentally sound technologies are of great importance. In 
this regard, adaptation needs to be given equal importance as to mitigation. 
 
In developing and consolidating their common positions, the following concerns directly related 
to the negotiations process on finance can be highlighted: 
 

- In view of the fragmentation of funding currently, there is need for coherence in the 
international climate change financial architecture. That is why the African Group supports the 
five principles identified by the G77 and China and mentioned above (equity and common but 

                                                 
7 ECOSOC, 2008. 
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differentiated responsibilities, fully accountable to the COP, equitable and geographically-
balanced within a transparent and efficient governance system, direct access to funding, country-
driven involvement); 

- Africa has received very little amount of the climate change money so far. There is a need to 
massively up-scale the funding in particular for adaptation which is the area of paramount 
concern to the continent. The future climate regime is thus expected to include a balance of 
finance for adaptation and mitigation, with a particular attention to vulnerable countries for their 
concrete adaptive projects. This funding must be new, additional and must not be diverted from 
existing ODA; 

- Although the private sector is also concerned by the climate change issue, and it will have an 
important role to play, the public sector needs to play a central role in setting the tone, including 
dedicated large scale public investment. It is expected that the major source of funds is the public 
sector; 

- The question of the destination of the funds. African countries need a tailored package relating 
to technology, finance and capacity building that corresponds to the priorities of the continent. 
 
Other issues of importance related to finance include the creation of carbon market opportunities, 
capacity building and the integration of climate change in development policies and programme. 
In this regard, the development of a comprehensive framework of African Climate Change 
Programmes can be highlighted. This framework is intended to integrate all Africa’s initiatives 
and programmes in the area of climate change in a consolidated framework that ensures 
coordination and coherence in the implementation and review of climate change initiatives and 
sustainable development plans.  
 
 
Concluding remarks 

 
Although the African Group seems to have reached consensus on the above, one question cannot 
be ignored and deserve further attention. This is about national capacity of absorption. Given that 
the estimates of the financial flows needed for both mitigation and adaptation, are in tens of 
billions de dollars, are Africa countries ready to absorb all this amount of money? 
 
With the financial crisis in mind, it is unlikely that the negotiations will be limited to a single 
source of funding for climate change adaptation and mitigation. The G77 and China and the 
African Group will be well advised to consider multiple sources of funding and these should 
include AAUs that seem to be more predictable. In general, African countries need to keep 
putting pressure on developed countries to honour their commitments within the Convention. 
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