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Divergence over financial issues

Bonn, June 8 (Meena Raman) - Divergence between developing and developed countries was clear as negotiations began over the issue of financing for climate change under the United Nations Framework Convention on Climate Change. 

The informal plenary under the Ad-hoc Working Group on Long-term Cooperative Action (AWGLCA) on 5 June began its first reading of a negotiating text on the issue of finance. The negotiating text was prepared by the Chair of the AWGLCA, Michael Zammit Cutajar of Malta.

Developing countries opposed the controversial proposals primarily from developed countries in the text that included the following: the application of the principles of aid effectiveness as set out in the Paris Declaration in relation to accessing climate funds under the Convention; the emphasis on private sector investments and the carbon markets in providing financial resources instead of the public sector being the major source of funds; and proposals for developing countries to contribute to funding to address climate change.  

Developed countries such as the European Union, Japan and the US showed reluctance for the establishment of  new institutional arrangements for a financial mechanism as proposed by the G77 and China, stressing that there was a need to be clear on what functions needed to be performed, before deciding what institutions were needed. 

Another area of disagreement was the issue of financial resources provided through mechanisms and institutions outside the 
Convention, which the G77 and China has made clear, will not be regarded as the fulfilment of commitments by developed country Parties under the Convention. Developed country Parties such as Japan insist that financial resources through bilateral, regional and other multilateral channels such as the World Bank should be taken into account in considering the contribution of developed countries under the Convention.

Philippines, speaking for the G77 and China made reference to the Group's proposal for a financial mechanism under the Convention. It said that the AGWLCA Chair’s text was scant despite the amount of proposals made and that some of the Group's proposals were taken out of context and mixed up with other ideas. There was  a need for proposals to be consistent with the Bali Action Plan (BAP) and the Convention. There was concern that the text made no reference to differentiated financing for mitigation and adaptation, noting that financing for mitigation is more easily available then for adaptation. Direct access to funding was important.  

The financial mechanism must be within a transparent form of governance. Coherence in the global financial architecture for financing under the authority and guidance of the Conference of Parties can achieve a reduction of fragmentation and also promote access to funds. The COP will develop the guidance for programme priorities. On the specific principles of the financial mechanism, it must be based on equity, common but differentiated responsibilities, have an equitable and geographically balanced representation of all Parties, enable direct access, be truly country driven with recipient country involvement. The Group expressed problems regarding the issue of the delivery of financial resources through co-financing and leveraging other resources, as this will be a problem for access to resources. [Paragraph 166 (g) of the Chair's text states that “Delivery of financial resources shall/should strive to leverage other financing {including private-sector financing through carbon markets and/or other measures}]. The Group said that carbon markets pose another hurdle in relation to access to financial resources. Financial resources must be new, additional and predictable.  

Accordingly, the Group proposed the deletion of paragraph 166 (i) which reads as follows: “{Mutual} accountability {with a compliance mechanism} and sound financial management {taking into account the principles of aid effectiveness as set out in the Paris Declaration on Aid Effectiveness}”.

(Curly brackets show variations among similar proposals submitted by Parties.)

With regard to option 1 in paragraph 167 that reads: “The public sector shall be the major source of funds, while market mechanisms and other private sector sources would play a complementary role in addressing climate change”, the Group called for the bracketing of words from  “market mechanisms” till the end of of the sentence. 

The Group found option 2 of paragraph 168 unacceptable, especially the last sentence that relates to the significant role of the carbon markets, as these involve offset mechanisms such as emission reductions made through investment in projects usually in developing countries that generate emission reduction certificates for developed countries. (Option 2 of paragraph 168 reads as follows: “Public finance shall be provided in areas that cannot be adequately financed by the private sector to leverage private investments and to provide incentives for additional efforts. Private funding will be, via appropriate policy frameworks, the main source of necessary invesments. Carbon market related support also has the potential to play a significant role in reducing emissions.”)

Option 2 in paragraph 170 was not acceptable to the Group as it introduces developing countries as providers of funds. It reads as follows: “The developed country Parties and other developed Parties included in Annex II to the Convention {and other Parties according to agreed eligibility criteria}{and other Parties in a position to do so} may also provide, and developing country Parties may avail themselves of, financial resources through bilateral, regional and other multilateral channels {with a robust system of measurement, reporting and verification of financial resources provided through these channels}”. (Annex II Parties are primarily developed country Parties that do not include those whose economies are in transition to a market economy.)

On the generation of financial resources, the Group in reference to “support for enhanced action on adaptation and mitigation” in paragraph 171 of the text, questioned if the words “enhanced action” meant imposing conditionalities on developing countries. It stressed that scaled up, new and additional financial resources should be over and above ODA. It also was concerned over language in the text that suggested that “other Parties according to agreed eligibility criteria, which shall be updated through a periodic review” shall provide the financial resources required, in addition to developed country Parties.    

In relation to paragraph 173, the Group was considering option 1.1 from among 8 options. Paragraph 173 reads as follows: “New and additional financial resources {shall} be generated through a combination of various sources, including:

Option 1 -

An assessed contribution from -

Option 1.1 - developed country Parties, based on the principles of equity, common but differentiated responsibilities and respective capabilities, {GDP}, {the polluter pays principle} {current emission levels} {historical responsibility}, amounting to {{0.5-1}{0.8}{2} per cent of gross national product} {0.5 -1 per cent of GDP}. 

Option 1.2 - all Parties except LDCs based on a set of criteria, including GHG emissions, GDP and population.

Option 2

The auctioning of {assigned amount units} {emission allowances} at international {and

domestic} level{s}. 

Option 3

{A uniform global levy of USD 2 per tonne of CO2 for all fossil fuel emissions, with a tax

exemption of {1.5}{2.0} tCO2 per inhabitant with an exemption for LDCs} {Taxes on carbon-intensive products and services from Annex I Parties}. 

Option 4

Levies on emissions from international aviation {and maritime transport}.

Option 5

An international air passenger adaptation levy/green levy on air fares {, except on journeys

originating in and destined for LDCs}.

Option 6

A share of proceeds of {2}{3-5} per cent on Clean Development Mechanism and {2}{4}{8}{10}{12} per cent on {joint implementation and emissions trading.} {market-based mechanisms under the Kyoto Protocol} {and new sectoral market mechanisms} {extended to other carbon market transactions}.

Option 7

A global levy on international monetary transactions.

Option 8

Penalties or fines on non-compliance of developed country Parties with their emission reduction and financial resources commitments.”

The Group said that it was still developing its thinking on all the other proposals and was interested in option 8. It placed a marker under paragraph 173, signaling that there is yet to be any agreement on the matter.  

As regards the section on institutional arrangements in the text, the Group said that option 1 under paragraph 174 contained parts of the Group's proposals that reads as follows, and that the Group would be providing further inputs:

“Option 1 - a {board} {executive body} accountable to the COP to manage the financial mechanism and the related facilitative mechanism and bodies, with the support of a secretariat {of professional staff contracted by the board} a scientific advisory panel, a monitoring and evaluating panel, and a trustee or trustees, to address all aspects of the means of implementation for developing countries, for both adaptation and mitigation.

Under the {authority and} guidance of the COP, the {board}{executive body} shall:

(a)  Establish, supervise and manage specialized funds and funding windows under its governance, and a mechanism to link various funds; 

(b) Establish a consultative/advisory group of all relevant stakeholders;

(c) Establish an independent assessment panel for transparent and efficient governance;

(d) {Be supportive of the existing national institutional arrangements to coordinate activities and financial resources} {Authorize the national entities of developing country Parties as designated by such Parties to approve activities, projects and programmes for funding, subject to the guidelines and procedures approved by the COP};

(e) Manage a registry and certification system for receiving financial resources in compliance with the financial commitments of developed country Parties under Article 4.3 of the Convention.”

On the issue of compliance, the Group said that it will develop further proposals. 

Barbados, speaking for the Alliance of Small Island States said that references to vulnerable developing countries must be consistent with the BAP. There was insufficient recognition of the financing challenges. It asked if there was a firm commitment from developed country Parties to bridge what funds are available with what is absolutely required. Issues of access are not fully addressed, which must be simple and direct. A firm commitment should be for new, additional and predictable resources that is a legally binding commitment and not an act of charity. The reference to the Paris Declaration for Aid Effectiveness is not relevant and financing should be conditionality- free. On sources of financing, an assessed contribution should be the core.  

South Africa, speaking for the Africa Group, said that assessed funding is important and that there should be an equitable governance regime. Public finance should be the main source of financing, while private financing is complementary. Funding from levies on emissions was not acceptable. 

Sierra Leone, for the LDCs said that there were a lot of gaps in the delivery system of funds especially to the LDCs. There was a need for a process for expedited delivery of finance on a massive scale outside of ODA that is new and additional. 

Colombia said that as regards the generation of new and additional resources, an assessed contribution of 2% of the GNP of the developed countries should be applied.  

Saudi Arabia said that proposals that suggest the notion that developing countries should also provide financial resources is inconsistent with the Convention and constitutes a transfer of the burden to the developing countries.   

India said that it was important not to mix up financial resources provided on a grant or concessional basis under the financial mechanism of the Convention and other financial resources through bilateral, regional and other multilateral channels which are not controlled by the financial mechanism of the Convention. Hence, references to other financial resources not under the financial mechanism must be deleted. References to the Paris Declaration on Aid Effectiveness are totally inappropriate and must be deleted. The extent of the financial support must cover the agreed full costs for their national communications and the agreed full incremental costs of implementing measures relating to mitigation and adaptation. Proposals that are inconsistent with the Convention in relation to the generation of financial resources and those which are outside the competence of the AWGLCA must be deleted.  

China said that developed country Parties should take full responsibility in ensuring public sector funding. The private sector and market-based mechanisms can only play a complementary role. Proposals that suggest the contribution of other Parties to contribute to financial resources in addition to developed countries should be deleted. It also called for the deletion of the 'polluter pays principle' in the text in relation to where the assessed contributions must come from, as this was not a principle of the Convention. 

The EU recognised the need to scale up financing. It said that it was important not to lose sight of what finance is intended to support, emphasising the link between actions and support. On the generation of resources, it wanted the text strengthened. It said that the role of the carbon markets was important. In relation to the institutional arrangements, it said that it was important to focus on the functions before discussing who will perform them.

Russia expressed caution in taking into account historical responsibilities in the generation of financial resources on the ground that this was a new concept. 

Japan said that financing should be derived from multiple sources and existing institutions must be utilised. The role of the private sector must be catalysed. It objected to option 1 in paragraph 169 in the negotiating text which states that financial resources provided through mechanisms and institutions outside the Convention shall not be regarded as the fulfilment of commitments by developed country Parties under the Convention and BAP. 

The United States said there was need for common and differentiated actions. It was disappointed with the text on common actions. The range of actions can include policies and regulatory environment for low carbon investments. Recognising the scale of the challenge, it was important to mobilise the private sector. There was a need to understand the functions of the financial mechanism before deciding on the institutional arrangements. There can also be a range of mechanisms for a broad array of funding sources. 
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