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Disagreement over financial architecture for climate actions
Bangkok, 7 October (Chee Yoke Ling) - The financial architecture for the full, effective and sustained implementation of the UN Framework Convention on Climate Change is another area of major difference between developing and developed countries in discussions on Monday and Tuesday.

Developing countries want a comprehensive structure that is in line with the Convention and directly governed by the Conference of the Parties (COP), on the basis of their negative ground experience with the existing system where the financial mechanism is operated by an entity outside the Convention. The Group of 77 and China were the first to table a detailed proposal on this last year.

On the other hand, developed countries want to rely on existing institutions such as the Global Environment Facility (GEF) and the World Bank. A number of developed country Parties suggest that some reform of existing institutions may be needed but developing countries contend that attempts in the past few years have not worked resulting in the continuing gaps in effective implementation of the Convention.

The issue of direct access to funding under the Convention was stressed by many developing countries over both days, including Barbados (on behalf of AOSIS), Uganda (on behalf of Least Developed Countries), Tanzania, Bangladesh and India and they cited the Kyoto Protocol Adaptation Fund as a good model and precedent.

The United States and the European Union have also proposed that developing countries (except for Least Developed Countries) become financial contributors in the new financial architecture. China objected saying that there is a wrong assumption that funds should be from all Parties as this is not in line with the spirit and provisions of the Convention (where only developed countries have legally binding financial commitments). Developing countries reiterate that funding for the Convention must be mainly from public sources while developed countries place growing importance on the private sector and the market (including the carbon market). 
Parties in the Contact Group on Enhanced Action on the Provision of Financial Resources and Investment commented on and responded to the non-paper #13 prepared by Mr. Luiz Machado, Vice-Chair of the Ad hoc Working Group on Long Term Cooperative Action (AWG-LCA), on Monday afternoon and Tuesday morning. Mr. Machado also chairs the finance Contact Group (CG).

He clarified that the non-paper is to assist Parties to compare the different proposals they have submitted, though new proposals can still be made.
The AWG-LCA Chair Mr. Michael Zammit Cutajar held informal consultations last Saturday on the placement of issues in the various Contact Groups. It was agreed that questions on “what” to be financed will be taken up in the respective thematic Contact Groups. This is to avoid duplication of consideration of issues. The questions related to the “how” of financing will be addressed in the finance CG.

Section 4 of the non-paper sets out options on how funds should be generated and how they will be provided. Section 5 on what to fund will be addressed by the respective thematic contact groups.

During the ongoing talks in Bangkok, the finance CG discussion will focus on Section 6 titled: “[Institutional arrangements, including funds][Institutional Structure] with the square brackets indicating no consensus on the section title. It will move into “informal work” from Wednesday (7 October) morning and this will be conducted in a fully transparent and open-ended manner, said Mr. Machado.
Parties will work on the 3 paragraphs in section 6: 

· Paragraph 17 on the functions for the institutional arrangements for the operation of the financial architecture; 

· Paragraph 18 on the periodic review of the institutional arrangements to assess its fulfilment of these functions; 

· Paragraph 19 with ten options on the institutional arrangements for the operationalisation of an effective mechanism/framework under the COP in accordance with Article 11 of the Convention that defines the financial mechanism.

[Article 11.1 states that the mechanism is for the provision of financial resources on a grant or concessional basis, including for the transfer of technology and sets out the terms and requirements.]

Mr. Machado urged Parties to try to combine parts of the paragraph 19 options that are similar, and make it clearer what proposals can work together so that the number of options in the non-paper can be reduced as Parties move toward common understandings as well as clearly identify areas of differences. 
In introducing the streamlined non-paper on Monday, Mr. Machado explained that it contained part of the core elements in the reordered and consolidated revised negotiating text of the AWG-LCA (Annex IV, FCCC/AWGLCA/2009/INF.2), with some supporting annexes that are an integral part of, and should be considered in conjunction with, the main body of the text. The non-paper has a summary of the key elements of the proposals made by Parties with detailed information on the full proposal being put as an annex. He said that not all options have annexes because they are simple and self-contained and so do not need an annex to expand on them.

He stressed that the non-paper does not replace any other documents including the two information documents (the revised negotiating text, and the reordered and consolidated revised negotiating text). In response to the Philippines speaking on behalf of the G77 and China he said that the annexes were of equal footing with the main body of the text.

The non-paper has 2 new options on institutional arrangements in paragraph 19, from the US (option 5) and Australia (option 10) which the two Parties explained on Monday.  

At the Tuesday morning session Parties provided their analysis and comments, especially on the paragraph 19 options.

The Philippines speaking for the G77 and China spoke on the Group’s proposal that has been on the table for more than one year now. It believed that there are very clear proposals on the table that come from very different ideologies or thinking.

It said that the Group’s proposal is entirely coherent and consistent with the Convention and COP decision, and built upon the experience of the Group. It is developing countries that use the funds unlike other Parties that fund. So the Group’s experience is used as the basis of its proposal.

The structure on institutional arrangements would be best suited to be based on the mandate in Article 7.2(h) of the Convention which states that the COP as the supreme body of the Convention shall seek to mobilize resources in accordance with Articles 4.3, 4.4, 4.5 and 11. This is the channel through which provision of finance and technology transfer can be fully implemented. There are specific gaps in implementation in these 2 areas so the Group’s proposal is fully consistent with Convention; its proposal covers all aspects – what it calls the architecture – that is under the Convention. 

It said that for the past 15 years, financing through the financial mechanism outside the Convention has been fully inadequate, unpredictable and subject to many conditionalities that are difficult to meet.

All developing countries need to take actions but concomitant with that are the means and this is in Article 4.7. Developing countries are ready to act – what is needed is new and additional, adequate and predictable financing. Predictability is needed for long term planning. The past and existing financing is highly inadequate (loans from the World Bank, bilateral assistance etc).

It is not from lack of trying that we have been trying to get the financial mechanism outside of Convention to conform to COP guidance but they don’t because it is a question of governance. The result is confused, complicated, complex, untimely provision of funds.

The Group reiterated that it would present its proposal – among the options in paragraph 19 of the non-paper, option 1 is closest to its proposal. It expressed concerns over a number of the other options, mainly for being inconsistent with the Convention.
Argentina said that its proposal in option 2 is clearly based on the G77 and China proposal on finance and technology transfer, with a twist. The difference is that its proposal integrates in a coherent way, technology transfer and capacity building around the financial structure. 

It is based on 2 main pillars, adaptation and mitigation. The structure is under the COP and allows for integrating schemes outside the Convention but those schemes should be related to the Convention and institutional arrangements are provided to create those links.

It said that an Executive Body and Adaptation Fund exist now and its proposal is the same as that one. The basis for funding would be adaptation plans. A Mitigation Fund (with public funding and also market funding) governed by an Executive Board would be new. Developing countries would submit national mitigation action plans indicating clearly the needs for implementing those actions and where an enabling environment needs to be set up first. Depending on the type of action that needs funding a country can go for public funding or the market.

India supported the statement of the Philippines on behalf of the G77 and China and said that the financial mechanism should be newly set up under relevant provisions of Article 4, and be under the guidance or and accountable to the COP. It said that the Adaptation Fund finalised in Nairobi is a good model.

On direct access and multilateral intermediaries at the international level, it drew from its experience over several years with the GEF and said that it is not workable and not in line with streamlined access. 

Resources available to the financial mechanism must be new, additional and predictable and there should be an assessed contribution based on historical responsibility and respective capabilities. This should be 1.5 to 2% of GDP of Annex 1 countries, and it is a matter of their own sovereign decision on how to mobilise that.

India said there could be other sources such as Annex 1 countries’ additional funding, instruments such as the Tobin tax, etc. but only financing through the financial mechanism will be counted towards meeting the financial obligations of the Convention’s Annex II countries.

It said that the operating entity of the mechanism should be chosen through open competition – if existing multilateral organisations are good they could compete.

Barbados for the Alliance of Small island States explained the five elements in its litmus test: governance, scale, access, financial priorities, early operationalisation.
On governance, it is seats at the table for SIDS and LDCs, with also fair geographical representation. Any new financial mechanism or arrangement must be under the authority and guidance of COP. This must be a priority for all of us as the COP’s role is a vital aspect of all proposals.
On scale, the Alliance supported Philippines (for G77and China) and India, and said funding sources and scale must meet the requirements of developing countries for both adaptation and mitigation.
On access this must be direct and there is no need to reinvent the wheel as we already have the Kyoto Protocol Adaptation Fund.  Barbados said that all of us but one have agreed and we just need to bring what we have agreed already on direct access. It proposes the creation of a Convention Adaptation Fund.
It stressed that priority for SIDS and LDCs is not at the expense of other developing countries; it is recognition of our lack of capacity and resources and there is major disparity in the funds disbursed so far. 

According to Barbados, many proposals are quite vague on when operationalisation will be – we don’t want after 5-6 years to still negotiate when to operationalise. The Copenhagen outcome must clearly state when we finalise and operationalise the new institutional arrangements and so it must be quite detailed and draw on previous experiences. 
It said that if these five elements were applied, many proposals would fall short. Its option 6 fits neatly with the G77 and China proposal, with the current Kyoto Protocol Adaptation Fund and also activities not covered by that Fund, said Barbados.
China expressed its full support for the comments of the Philippines (on behalf of the G77 and China) and said that some options in the paper are against the spirit of the Convention. These wrongly assumed that funds should be from all Parties which is not in line with the Convention and Bali Action Plan.

Regarding paragraph 10(d), it stressed that the financial resources outside the financial mechanism under the Convention should not be regarded as fulfilment of the commitment of financial resources provision by developed country Parties.

It said that regarding paragraph 12, alternative 2 that states: “Developed country Parties and other Parties according to their capability” should provide financial resources, the definition of “other Parties” is not clear, and according to Article 4.3 of the Convention, the obligation of financial resources provision should be taken by developed country Parties. Therefore it did not support this option.

Regarding to paragraph 13, alternatives 2 and 3, it said that recent experience showed that the private sector and market sometimes have market failure, and cannot be the major resources for implementation of the Convention. When there was financial crisis, the private sector and market themselves even need public finance to bail them out. In addition, the precondition for expanding a carbon market is that developed countries target for deep emission cut post-2012. Without carbon demand, how does a carbon market exist? Therefore, China thinks that public finance from developed countries should play a leading and major role in the financial mechanism under the Convention.
 
Based on the above analysis, it was not in favor of paragraph 15, option 3 and paragraph 19, options 4, 5 and 7 of the non-paper. 

Uganda speaking on behalf of LDCs said we have not quite got the answers on how to make financial institutions more responsive and less expensive. There are some things that they cannot change because they take instructions from their own supervisors. For example, we were all excited over the LDC Fund but today there is very little money in the basket. The first round of projects has been approved but there is no funding. 43 countries have completed NAPAS and only 8 are on the ground. It is necessary to have reform. Direct access has been placed in the Adaptation Fund.

On governance it said that (in the Convention) there is transparency and participation whereas Uganda would not be invited to Major Economies Forum meeting.

Bangladesh said it has set up a national fund and approved a Climate Action Strategy Plan. It reiterated its support for the proposal by G77 and China in option 1 with a number of funds to be established. 

It said that regarding sources of funding, it should be at least 1.5% of GDP from public sources of Annex 1 countries.

Japan said there is need for finance to flow smoothly and speedily to needs in the field and not to spend funds on creating new, sophisticated financial mechanisms. It had concerns with options 1 to 4 and option 6. It said to avoid over lapping. 

It expressed support for option 5 (US proposal) and said that using some existing schemes and organisations with necessary reform would be most effective way.

Sweden on behalf of the EU said it is useful for Parties to engage in exploring all the different options. There may well be a lot of common ground, while others require choices. It said that on “who contributes” three options (4,5,7) include the notion that all countries contribute while options 4 and 5 explicitly exempts LDC. This in line with the EU: that all countries should contribute in line with their capability. The notion of ability to pay and responsibility for emissions is in options 4,5,7 and to some extent in option 1, according to Sweden.

It said that it is important to have predictability – some form of assessed contribution   is needed, as we cannot rely on traditional pledging.

It said there are already a number of institutions and we should build on experience and improve them.

It proposed a coordinating mechanism for mitigation actions and a register. Funding sources go beyond public funding.
Lastly, there should be more technical support and a separation between political (guidance) and technical (professional and technical) aspects.
The EU agreed with Barbados (on behalf of AOSIS) about starting early and getting going, especially between now and the next couple of years to make sure the COP agreement we get can be implemented promptly.

It said that its reference to an agreement is a general reference as we are still discussing the nature and legal form of that (Copenhagen) outcome. Clearly the Convention is the basis and the modality of the legal decision, the relationship between the Kyoto Protocol and the Convention in financing etc may be what we need to work on.

Canada raised several questions. Is it better to consider arrangements that are better designed functionally (e.g. technology trans, capacity building) or sectorally (technology for transport, or technical expertise on energy)?

It questioned integration into a single institution and said it cannot be assumed that bigger is more effective. It also questioned the delivery system for different scales of projects and different sizes of countries.

The US, when introducing its proposal on Monday, said it was a good faith effort in response to the interests of its partners (Convention Parties). It wants to build on existing arrangements by reaffirming the GEF as an operating entity of the Convention’s financial mechanism that will take on enhanced activities. It said a new operating entity is consistent with Article 11 of the Convention and proposes the establishment of the Global Fund for Climate (in addition to the GEF) that operates with an existing multilateral financial institution as its trustee.

It said that contributors to the new Fund would be all Parties except for LDCs and such contributions would be according to capabilities, not mandatory but commensurate with Parties’ global standing.

The range of financial instruments, where appropriate, would include grants, loan guarantees and insurance- the form of finance would fit the function.

On the form of contributions, the US said this should be guided by countries’ respective capabilities. The US has high capacity and is prepared to do so according to appropriate national circumstances and is prepared to scale up its own contributions. However, while agreeing to increased predictability of funding the US said it was not practical to have a mandated level. A more open model enables us to provide much larger sums.

Philippines on behalf of G77 and China said that whole [US] proposal turns Article 4.7 of the Convention on its head. It is entirely the opposite of Article 4.7.

[Article 4.7: The extent to which developing country Parties will effectively implement their commitments under the Convention will depend on the effective implementation by developed country Parties of their commitments under the Convention related to financial resources and transfer of technology and will take fully into account that economic and social development and poverty eradication are the first and overriding priorities of the developing country Parties.]

Tanzania said that a balanced governance and access to financing structure for adaptation is already in place in the Kyoto Protocol Adaptation Fund. Almost the same Parties are involved in terms of process. It did not see why we need to reinvent an adaptation structure and take another 2-5 years to mimic what we already have in place rather than moving from there.

Australia at the Monday discussion explained its proposal for a Facilitative Platform as a response to a post-2012 world that should be flexible. A register would be established on actions and strategies, finance, technical and capacity building support. Public and private sector advantages will be garnered. The Convention Secretariat would manage the Platform as the interim operating entity.

It said that the proposal is not the whole of the solution but one of many parts for a coherent system.

The issue of the level of funding was also discussed on Monday.

Papua New Guinea said that we need to develop ambition for finance but we are very timid here. We should not only have mitigation targets, but also have clear and financial targets because we won’t succeed if we don’t mobilise financial resources. We have to crystal clear about that. We don’t spend much time in this [non-paper] on how to mobilize financial resources.

Antigua and Barbuda speaking for AOSIS supported Papua New Guinea and said that information needed [exactly how much we need] to make decisions is not here. 
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