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Preliminary Views on Workstream III: Operational Modalities 

Pertaining to Sub-workstream III.1: Finance Entry Points 
 
 

Contributions made by Friends of the Earth US, Global Alliance for Incinerator Alternatives, 
Heinrich Boell Foundation, and the Institute for Policy Studies 

 
 
We thank you for the opportunity to submit our preliminary views on the scope and substantive issues 
to be addressed in Sub-workstream III.1: Finance entry points. The reflections in this document come 
from a number of organizations concerned about the need to ensure adequate and predictable sources of 
climate finance, substantial public finance, and environmentally and socially responsible financial 
practices.  
 
The short time provided to submit input has substantially limited our ability to comprehensively treat 
the many questions raised and therefore this document should be treated as a work in progress. We see 
this as an important opening to a deeper conversation with members of the Transitional Committee 
(TC). In order to ensure broad and high quality stakeholder engagement in the future, we strongly urge 
the Transitional Committee to give at least three weeks� notice for submissions to subsequent 
deliberations.   
 
 
1. Overall comments 
 
Below, we have outlined responses to the posed questions. However, we have two overall concerns 
about the sequencing of the design process, and the over-emphasis on private finance. 
 
The international community must first determine its climate finance priorities before the TC begins 
designing the �financial instruments that the Fund can use to achieve its priorities.� Focusing first on 
financing modalities and instruments has serious implications for, and can significantly bias, unfinished 
debates about climate finance priorities, including the critical question of what a �balanced� allocation 
between adaptation and mitigation really means. The private sector will only become involved in 
profitable activities, yet many of the most important activities that the Green Climate Fund (GCF) 
should finance (both adaptation and grassroots-led mitigation) do not commonly generate revenue. 
Therefore, the GCF should first identify the needs and priorities of recipients and pursue financing 
modalities (both for the capitalization of the fund and the disbursement of resources) that can best meet 
those needs. Without clarity on needs and priorities, developed through analyses at the national, 
regional, and, in a limited way, the international levels, Workstream III risks merely developing a 
general listing of financing options. 
 
Second, by emphasizing the desire to leverage private finance (through loan guarantees, publicly-
provided insurance, or other risk sharing instruments) the GCF runs the risk of putting too much power 
into the hands of profit-driven interests � whether they be financiers or financing recipients. This could 
have the effect of financing projects that are suboptimal from a climate effectiveness perspective, while 
turning the GCF into a mechanism to transfer public monies into private coffers. As a public institution, 
the GCF should be primarily funded through public sources (including innovative mechanisms) and 
should be deployed for the greatest common good, rather than private gain. As an institution created in 
the context of climate equity, GCF financing should not be used in ways that exacerbate developing 
country debt.  
 
We have suggested questions below that Workstream III should address to help correct these biases. 
Furthermore, while we understand that these questions are focused on finance entry points, we expect 
the Transitional Committee to give equal weight to the remaining four sub-groups in Workstream III, 
including the critical issues of ensuring appropriate expert and technical advice and mechanisms to 
ensure stakeholder input and participation, and explicitly articulate the links with issues treated in 
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Workstreams I, II and IV. We look forward to the opportunity to provide substantive input on these and 
other components of the design of the Green Climate Fund. 
 
 
2. Modalities for contributions to the Fund 
 
In order for the Green Climate Fund to manage funding from a variety of sources at levels that match 
developing countries� adaptation and mitigation needs, there should be robust processes to ensure 
effectiveness and the proper use of funds.1 While we support the implementation of multiple innovative 
sources of public financing, it should be noted that the more varied the sources and modalities of GCF 
funding, the more complex the management systems will become. For example, a fund that relies 
heavily on capital market financing requires a much more sophisticated treasury function than one that 
relies mostly on government capitalization.  
 
Systems must be put in place to ensure complete transparency of funding sources, including a publicly 
available registry of all funds received, and disclosure of contributors� involvement in other aspects of 
the Fund�s activities in order to discourage potential conflicts of interest. For example, it should be 
publicly disclosed if a private entity or multilateral development bank is a fund contributor and is also 
implementing GCF-financed activities. 
 
Reflective of the fact that the GCF is not based on traditional donor-recipient relationships but rather on 
the UNFCCC principle of common but differentiated responsibilities, it would be inadvisable for 
contributions from developed countries to be made in the form of tied aid grants. If the GCF were to 
receive tied aid grants, clear rules must be put in place to prevent donors from having undue influence 
on decisions from which they may financially benefit. 
 
There are also concerns that the GCF�s trustee, currently the World Bank (on an interim basis), can co-
mingle the GCF�s assets with the World Bank�s assets for investment purposes. This could allow the 
GCF�s assets to be used for investments in fossil fuel industries, projects that promote significant 
changes in land use, and other projects that may contribute to climate change and harm local 
communities and environments. As described in more detail below, commingling could also lead to the 
utilization of the GCF�s assets in questionable financial transactions through financial intermediaries, 
such as hedge funds and investment funds. 
 
The Green Climate Fund should accept grants from the public and private sectors. For comments on 
whether the GCF should consider loans and other debt-based finance, please see section 6.  
 
Clarity must quickly be gained on whether the GCF is meant as an umbrella of other existing funds or 
whether it will rationalize some or all of the existing funds into the GCF. In either case, structures must 
be developed to avoid duplication of roles and competition for funds, and to bring coherence and 
cohesiveness to the climate finance regime. 
 
Additional questions should be asked about how the Fund manages its money (which should be 
initially discussed in the first workshop in Bonn to lay the groundwork for Sub-workstream III.2: 
Managing finance) 

• Should the GCF prioritize early action, spending heavily at an early date, knowing that early 
intervention is more effective, and trusting that capital will be replenished?  

• Should the Fund conserve capital to preserve its independence and ensure long-term 
functioning?  

• How much can the GCF spend on overhead, its own operations, monitoring, and enforcement 
of its own policies? 

                                                 
1 The GCF must have sturdy environmental and social safeguards and mechanisms for redress regardless of the sources drawn 
from. 
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• What rules are needed to ensure that funds delivered through the GCF stay in developing 
countries and contribute to sustainable development and in-country capacity building, and are 
not repatriated to developed countries through contracts and payments to firms, organizations 
and agencies from industrialized countries?   

 
 
3. Sources and processes for raising funds 
 
The Green Climate Fund must be able to rely on and manage predictable, dependable, and substantial 
sources of funding in addition to assessed and voluntary contributions. Therefore, we were surprised to 
find a lack of questions that explicitly mention innovative sources of finance, which have the potential 
to generate substantial revenue from diversified streams. Proposed innovative sources include  special 
drawing rights, financial transaction taxes, redirection of fossil fuel subsidies, and mechanisms in the 
shipping and aviation sector (each described briefly in Annex I).  While it is not in the mandate of the 
Transitional Committee to choose between or decide on innovative sources of climate finance, it is 
important that the Transitional Committee ensure that the Green Climate Fund has the capacity to 
assess, collect and audit finance from innovative mechanisms. In addition, �automatic� forms of finance, 
such as assessed annual contributions based on a fixed percentage of GDP or other economic indicators, 
should be seriously considered. 
 
Given the lack of ambition exhibited by developed countries to deliver climate finance, and the 
overwhelming need of developing countries for resources to address adaptation and mitigation, there is 
little utility in comparing the relative merits of periodic versus regular finance � both are needed. The 
GCF should strive to avoid the pitfalls of replenishment mechanisms, as demonstrated by such entities 
as the World Bank�s International Development Assistance and the Global Environment Facility, and 
ensure pledges are fulfilled promptly and completely and contributions are transparently recorded and 
reported.  
 

Additional questions 
• What is the optimal balance between public and private finance? As many developing countries 

have advocated, if the majority comes from the public sector and innovative sources, how can 
the private sector be best used as a supplement? 

• What are the distinctive roles and responsibilities of public and private finance? What climate 
actions are unlikely to be funded by private investments? 

• What actions and measures have been consistently and severely underfunded in existing climate 
funding instruments, and how does the answer to this question link to the issues under 
deliberation in Workstream I: Scope, guiding principles, and cross-cutting issues? 

• What systems, capabilities, and governance structures are required to ensure that the delivery of 
public finance to the GCF is more effective than the delivery of fast start financing? How can 
the GCF (as an entity of the UNFCCC) ensure participation and contribution of all 
industrialized countries, and ensure that their pledges translate into deposits in a timely and 
complete manner?   

• What is the role of the multilateral development banks and other international financial 
institutions in sourcing climate finance? 

 
 
4.  Methods to mobilize and leverage private sector finance, both foreign and domestic 
 
As mentioned in the introduction, it is inappropriate to evaluate the utility of various methods of 
mobilizing financing at a stage when the purpose, priorities and scope of the GCF have yet to be 
determined, and the types of activities it may support remain undefined. While assessment of the need 
for specific programs, policies and activities must be country-led, we are concerned that design 
decisions about financing made by Workstream III of the TC would necessarily prejudice the outcomes 
of discussions of the Fund�s priorities and modalities. 
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The questions under consideration by Sub-workstream III.1 focus heavily on mobilizing the private 
sector, yet  many of the critical activities that the Fund should support - including adaptation, 
grassroots-led mitigation, national planning, and capacity building � are not revenue generating and 
would remain under-resourced in a global scheme that prioritizes private sector finance. For example, 
the GCF could provide credit guarantees to an energy project in Laos to facilitate its access to 
commercial loans. However, it raises the question of whether the GCF should devote scarce resources 
to lowering the costs of near-profitable mitigation activities, or, rather, to funding communities in Laos 
to adapt to climate change.  
 
Private finance can be usefully paired with public support to cover the costs of some cleaner 
development projects and programs, but financing needs will vary by transaction. For example, a large 
water infrastructure project to counter saltwater intrusion in Bangladesh due to sea level rise may not 
generate revenue, and, therefore, should receive grant or concessional financing. Wastepickers in 
Bogota developing biogas applications for methane-producing organic waste might require an equity 
investment. A community-level mini-hydro energy project might be best served through a revolving 
concessional loan fund. The attention to mobilizing and leveraging private finance, if divorced from a 
context of concrete adaptation and mitigation proposals, runs the risk of fetishizing �financial 
innovation.�  
 
While adaptation should be grant-based, it is also important to note that thus far there has been limited 
success in mobilizing private sector finance for mitigation, particularly from the carbon markets (for 
more information see section 6), and the funds mobilized have benefitted mainly a few emerging 
market countries.2 Moreover, according to the organization Carbon Retirement, less than thirty percent 
of all funds received for CDM offset credits actually stays in developing countries for direct use in 
mitigation projects. The majority of the remaining funds go to the carbon trading industry, banks, 
project investors and company shareholders.3 
 
Finally, with respect to public-private engagement, the TC must also learn lessons from existing 
international financial institutions. For example, the International Finance Corporation has increasingly 
relied on financial intermediaries as a mode of disbursing development finance. Though this may have 
the effect of leveraging private finance, putting intermediaries such as private equity funds in charge of 
development finance makes it much more difficult to ensure development effectiveness and compliance 
with environmental and social safeguards. As the TC explores ways to leverage private finance, it 
should avoid �outsourcing� to the financial sector, which has little ability or willingness to ensure the 
climate effectiveness of investments or the implementation of relevant social and environmental 
procedures and standards. 
 
 
5. Engaging stakeholders 
 
Non-business stakeholders, such as climate-affected populations, grassroots communities, civil society 
organizations, Indigenous Peoples organizations, and informal sector workers, do not need �incentives� 
to engage in the design, activities, governance and evaluation of the GCF. They need frequent, open, 
and accessible means of engagement, support for their participation, and predictable, timely access to 
information in their own languages. 
 
                                                 
2 Over 80 per cent of CDM projects are concentrated in four countries (China, India, Brazil and Mexico), with only a handful 
in sub-Saharan Africa and LDCs, see http://cdmpipeline.org/cdm-projects-region.htm . This is a symptom of the considerable 
institutional and technical barriers discouraging private investment in least developed countries (where, in any case, low 
historical emissions put limits on the scope of �mitigation� investments). Proposals to expand the scope of such mechanisms 
tend to be focused on the forestry and agriculture sectors, but these exhibit considerable potential obstacles. See, for example, 
Friends of the Earth International, REDD: the realities in black and white, 
http://www.foei.org/en/resources/publications/pdfs/2010/redd-the-realities-in-black-and-white 
3 Sarah-Jayne Clifton for Friends of the Earth International. (November 2010). Clearing the air: Moving on from carbon 
trading to real climate solutions. http://www.foei.org/en/resources/publications/pdfs/2010/clearing-the-air/view 
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It is important that the Fund learn from the past experiences of international financial institutions and 
refrain from dictating national policies that lead to interventions that are disconnected from the 
economic, social and political realities of each country. The question of incentivizing engagement of the 
private sector raises concerns that Transitional Committee members may consider giving the Green 
Climate Fund a role in shaping the policy environment within developing countries, which is the 
sovereign responsibility of each country. Policy changes designed to encourage private sector 
participation could well be part of policy-based mitigation measures that are funded by the GCF, but 
such plans should be developed through national processes that are inclusive, participatory and 
democratic.  
 
Additional question 

• What concrete systems at the local, national, and international levels should be put in place to 
encourage active and transparent engagement of non-business stakeholders in the GCF? 

 
 

6. Capital markets, bonds, and other instruments to raise funds 
 
As a fundamental premise, the GCF should design and adopt operational modalities that avoid further 
indebting developing countries. The use of bonds and loans in the context of mobilizing climate finance 
through the Green Climate Fund risks transforming a public obligation primarily funded by 
industrialized countries, into a new source of debt to private creditors on the part of developing 
countries. Thus, while leveraging the private sector may mean providing instruments to reduce risk for 
private investors, GCF funds should not leave developing country borrowers similarly exposed, for 
example, through requiring counter-guarantees.  
 
The TC should carefully consider whether the possible use of loans or bonds as a capital base for the 
GCF is an appropriate option at this time. Debt-based finance would unduly compel the Fund to focus 
its slate of financing activities on loans rather than grants, biasing funding toward mitigation rather than 
adaptation. This decision should be made independently and prior to determining financing sources. 
Exceptions might include the use of short-term loans to smooth cash flows, or securitizing publicly-
provided funds (such as revenues from a bunker levy) in order to fund timely, priority adaptation 
projects.  
 
However, it is riskier for the GCF to engage in activities that promote the securitization of revenue 
streams expected from a diverse bundle of commercially viable GCF projects. We also caution against 
the use of �exotic� investment structures such as parceling bonds into complex derivatives or using 
carbon credits, verified reductions from offsets, or sectoral carbon credits issued in Southern countries 
as collateral on bond issues.  
 
Additional questions 

• If bonds were to be secured, who would pay in the case of default? 

• Would the GCF issue bonds to raise money on capital markets? Or would it be inviting 
Southern countries to issue bonds, with the GCF as some kind of supervisory body? 

 
 
7. Linkages to carbon markets 
 
There are various reasons why carbon market linkage is a poor �modality� in relation to the aims of the 
GCF. Clean Development Mechanism (CDM) financing has shown itself to be an unstable and 
unpredictable financial mechanism for developing countries, exacerbating inequalities and undermining 
environmental integrity. At a regional level, cap and trade in the EU has generated significant subsidies 
for polluting companies, and failed to cut emissions. At a global level, offsetting (notably the CDM) has 
shifted responsibility for mitigation from industrialized countries to developing countries and increased 
overall emissions levels.4 
                                                 
4 For an expanded elaboration of these points, see Tamra Gilbertson and Oscar Reyes, Carbon Trading: how it works and why 
it fails, http://bit.ly/9m2S45;  Larry Lohmann, Carbon Trading: a critical conversation on climate change, privatisation and 
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Atmospheric carbon is a peculiar commodity, since there is no single corresponding real-world asset 
against which its price is indexed. As such, the market price has a record of arbitrary volatility (which is 
compounded by the reliance of the supply side on political decisions), which makes it a poor driver of 
long-term investment. The intangibility of carbon as an asset also makes it particularly susceptible to 
fraud and gaming. The TC should explicitly examine these risks in considering how to mobilize 
finance. 
 
In the case of offsets, the impossibility of adequately measuring �additionality� compounds this 
problem. One indicator of the paucity of such schemes is that the projects with the highest number of 
credits issued are those that are more likely to have happened anyway (projects that need funding are 
generally too risky to attract funding). �Corrections� to address this problem - CDM delivery insurance 
or bonds secured against credits � move the problem rather than solving it. Offset insurance or issuing 
bonds secured against credit issuance would be an inefficient use of GCF funds, diverting GCF 
resources from mitigation activities to bailing out project developers.  
 
While it is not clear what forms of carbon market �linkage� are envisaged, we are concerned that these 
may include revenues from European Trading Scheme emissions allowance auctions, potential 
shipping/aviation emissions trading schemes, or offset levies. These schemes first require the creation 
and sale of �permits to pollute,� and accord de facto property rights to atmospheric space. This factor 
should be reflected upon within the broader framework of equity and historic responsibility.  
 
Moreover, financing mitigation and/or adaptation actions in developing countries through carbon 
markets poses a significant threat of �double counting.� The obligation to provide climate finance is 
independent from the obligation of wealthy countries to reduce emissions. When wealthy countries buy 
developing country carbon credits, they are paying to avoid making their own reductions. That payment 
should not count as climate finance, even if CDM projects are theoretically supposed to help achieve 
the same goal of developing country mitigation. 
 
 
8. Climate finance and developing country financial markets 
 
The Green Climate Fund has little reason or mandate to create or to support infrastructure to develop 
new financial markets. The Green Climate Fund should focus attention on providing mitigation and 
adaptation finance in line with its priorities, and on supporting grassroots approaches to addressing 
climate change. In regions with poorly developed financial markets, it would be a mistake for the GCF 
to rely heavily on these as a conduit for climate finance. Similarly, in countries with poorly developed 
local banks and capital markets, it would make little sense to depend on local financial markets to play a 
major role in delivering funds. 
 
 
9. Direct Access Modalities 
 
The question of how funds are delivered, and to whom, is separate from the question of where they 
come from and how they are raised. There is a real danger that the former will be subsumed by the 
latter. Thus, we are glad to note that elements of sub-workstream III.3: Accessing finance will be 
initially discussed in the first TC workshop at the end of May.  
 
It is critical that direct access apply not only to national governments but also to subnational 
governments and civil society groups, including Indigenous Peoples. There are several reasons to 
broaden direct access to include subnational governments and civil society. First and foremost, many 
new and innovative approaches to tackling climate change (both on the mitigation and adaptation side) 
arise from local initiatives. Many of these are either replicable and/or scalable, but face barriers because 
                                                                                                                                                           
power, http://bit.ly/iJtUie ; Sarah-Jane Clifton A Dangerous Obsession, http://bit.ly/2L3wXy and Jutta Kill et al, Trading 
Carbon, http://www.fern.org/tradingcarbon  
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they are not yet recognized at the national level. Relatively small amounts of funding could encourage 
the growth of these activities until they find their place within broad, policy-based climate plans.  
 
Funding that supports bottom-up, broad-based, democratic initiatives can help prevent the unintended 
consequence of increasing centralized control over natural resources, financial benefits, and 
development capacities in developing countries. Further, channeling the large sums of money that the 
GCF proposes to mobilize and distribute through a single national entity could create bottlenecks, 
particularly if care is taken to provide accountability and prevent corruption. Delivering a portion of 
these sums directly to subnational agencies can relieve some of this pressure and ensure that funds flow 
in a timely manner without compromising accountability standards. For example, a city may be able to 
move quite quickly in establishing the necessary financial controls and devoting funds to a project while 
the creation of a national implementing entity (NIE) and/or national climate plans are still in motion. 
 
It is important to emphasize that direct access by subnational governments and civil society groups is 
not an alternative to direct access by national governments but rather a parallel track. Just as some funds 
will presumably flow to multilateral agencies, and others will flow to NIEs, some can be allotted to 
subnational agencies. �Competition� between NIEs and subnational agencies could serve to improve 
climate finance plans at all levels. 
 
 
 
Annex I: Four Innovative Mechanisms to Generate Public Climate Finance  

 
Special Drawing Rights (SDRs): SDRs are reserve assets created and issued by the International 
Monetary Fund at no cost.  As available capital, SDRs can be made available immediately.  There are 
various ways that SDRs can be used for climate finance. For example, developed countries could 
transfer some or all of their SDRs from the most recent 2009 allocation in order to form a capital base 
for the Green Climate Fund.  Alternatively, developed countries could take a portion of their already 
allocated SDRs and convert those SDRs to hard currency to be used for climate adaptation.  Although 
SDRs were not originally intended for financing purposes, climate change represents an unprecedented 
crisis that requires a new application for SDRs for mitigation and adaptation financing.  
 
Financial Transaction Tax: The financial transaction tax (FTT) would be levied on all financial 
market transactions, including stocks, bonds, foreign exchange, and derivatives. It could generate 
annual revenues between $100-400 billion per year, depending on the scope of transactions covered and 
the extent to which the tax changes market behavior. The feasibility of administering national financial 
transaction taxes has already been established and the administrative costs of collecting a financial 
transactions tax could be relatively low.  
 
Redirection of Fossil Fuel Subsidies: Building on the agreement at the G20 to remove fossil fuel 
subsidies, countries could further agree to redirect producer subsidies, particularly in developed 
countries, towards clean energy, adaptation, and forest protection. For years, fossil fuel subsidies have 
generated significant amounts of waste, drained national treasuries, and impeded the development of 
new markets in energy efficiency and renewables.   
 
International Aviation and Shipping Mechanisms:  Mechanisms in the shipping and aviation sectors 
can be structured so as to reduce emissions from these unregulated sectors and also raise significant 
funding for climate change.  According to the High Level Advisory Group on Climate Finance (AGF), 
mechanisms in the shipping and aviation industries could generate up to $24 billion per year (up to  half 
of which would go to climate finance in the AGF scenario).5  There are various ways to structure 
mechanisms in the shipping and aviation sectors, including fuel levies, efficiency measures, passenger 
levies, and, while we do not favor them, emissions trading schemes.  
 
                                                 
5 Report of the High-level Advisory Group on Climate Change Financing. 
 http://www.un.org/wcm/content/site/climatechange/pages/financeadvisorygroup/pid/13300 
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