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Debate over public or private finance for climate change
Bonn, 2 April (Meena Raman)- Developing and developing countries debated over who is responsible for financing climate change at the Ad-Hoc Working Group on Long-term Cooperative Action (AWG-LCA) under the United Nations Framework Convention on Climate Change (UNFCCC).
 
Several developed countries emphasized the role of the private sector in generating the scale of financial resources needed, whilst developing countries stressed the commitments of developed countries under the Convention to meet the financial needs for mitigation and adaptation actions of developing countries. 
 
Luiz Machado of Brazil, the Vice-Chair of the AWG-LCA said that there were a number of proposals on generating new and additional resources for climate change. There were two broad types of sources – public finance and funds generated from economic mechanisms, such as the auctioning of emission allowance units, levies on airline travel and other proposals he said. (Switzerland had also proposed a global tax CO2.) 
 
Machado also said that there appeared to be some form of notion that when looking at funding for adaptation, it was from public financing, whilst funding for mitigation included both public and private sources. 
 
Philippines for the G77 and China said that the financial architecture proposed by the G77 and China allows for flexibilities in securing funding for adaptation with less conditionalities. 
 
Uganda for the LDCs reiterated that funding is a commitment and not a donation. Financing for climate change will remain public. Private sector can complement. 
South Africa for the Africa Group said that financing is a commitment and the starting point is on the means of implementation informed by core values. The extent of developing countries actions depend on the developed countries actions. The means of implementation is about technology, finance and capacity building. There is need to talk about what approaches will deliver the scale of funding needed and what kind of institutional mechanism is needed to deal with this. Need to get agreement on the institutional arrangement. 
 
Barbados for AOSIS said that the G77 and China proposal has proposed a Convention fund. On the Swiss proposal (see below for details), it said that it liked the idea of funding for insurance. It said that adaptation required large scale funding and this cannot be undertaken by the private sector. 
 
Norway explained its' proposal on generating funds through the auctioning of assigned amounts units (AAUs) which generates new and additional financing. (AAUs are assigned amount units of emissions allowed or allocated to each Annex I Party on the basis of their emission reduction targets under the Kyoto Protocol)
 
The proposal is to auction or sell part of the of the emission allowances. It said that the value AAUs are immense. If all Parties agree to limit the temperature rise to less than 2 degrees C, then, it is possible to generate $2,000 to 3,000 billion. The value of the asset (AAU) is $1,000 billion and 1% of that is $10 billion. If the agreement is to limit temperature rise to a 2 degree C, then the value of the AAU is $100 per tonne and if it is a 3 degree C rise, the price would be half. 
 
Norway said that it is the industrialised countries who will pay and those who would have had the allowances for free. In essence, it is the polluter who pays. 
 
Switzerland said that its' proposal concerns the financing of adaptation. It suggests a global carbon dioxide (CO2) tax. Switzerland's scenario was that $50 billion per year could be generated for adaptation. The idea is global levy on all CO2 emissions. The proposed level of the tax is $2 per tonne CO2. The proposal is based on the principle of common but differentiated responsibilities and the polluter pays principle. The money will go primarily to developing countries. The poorest who emit only 1.5 tonnes of CO2 would be exempted from tax. 
 
Mexico in reference to its' proposal said that there was a need for new and predictable funding and for institutional arrangements under the Conference of Parties (COP). It proposed a fund under the Convention where contributions are assessed based on a country's GDP, population and contribution to emissions. It is based on the principles of equity, efficiency, polluter-pays and capacity. It said that the Fund could mobilise 10 billion per a year. 
 
Brazil said that the level of ambition in the provision of finance and technology to developing countries has to be high and that this was a 'make-or-break' issue for the Copenhagen COP. In reacting to the proposals by Parties, it said that the Norwegian proposal was interesting and brings in a significant level of contributions. It said that the realities of what must be financed define the nature of the financing. On the Swiss proposal, Brazil expressed concerns over a global CO2 tax. The levels of current emissions are due to a historical responsibility. If the base of the financial contributions is on current emissions, then 'historical responsibility' is turned upside down. Countries that emitted in the past and achieved their development to allow them to reduce emissions would then contribute less than those who face the development challenge and who emit growing levels now based on current emissions. There is a need to look at historical responsibility, equity and polluter pays in that context. It stressed that Parties are dealing with commitments under the Convention and not a donor-recipient paradigm.
 
India said that financing from the private sector is in pursuit of commercial activities that have returns. This is not the case in mitigation or adaptation activities. The Convention deals with meeting the full costs of national communications of developing countries and the full agreed incremental costs for mitigation and adaptation. If the incremental costs are positive costs, and the initial upfront capital investment and lifetime costs of adaptation are positive, somebody has to recompense that. Which private sector will recompense this with no returns?, asked India. That is why the need for public money. 
 
There is a net cost that will be incurred in mitigation and adaptation. There is also a base cost. The base cost is funded by a multitude of resources and this forms part of development and adaptation Grants are interest free and non-repayable. Parties have to put to rest what is public and private. Funding incremental costs will primarily be public. The private sector has a role but a limited one. 
 
China said that it was important to look at the purpose of finance, the sources and then the governance. On the purpose, it was a matter of commitment of developed country Parties and implementation of the Convention. On the source, it from both public and private. It is more important to understand the role of the public and private sectors. They have different roles especially when addressing the global public good and an externality. There is a need to design a policy instrument for financial flows to flow where we want them to flow. 
 
Japan said that no single funding source can solve problem of the scale of resources need. In terms of technology financing, about 86% of the financing comes from the private sector. It found the G77 and China proposal and that of Norway interesting.
 
Australia said there was a need to avoid the proliferation of funding mechanisms. 
 
The EU said that both public and private funding is required and the role of the markets is important.


