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The Institute for Agriculture and Trade Policy is pleased to be able to submit its views in advance 
of the Transitional Committee (TC)�s second technical workshop on operational modalities for 
the Green Climate Fund (GCF). We hope to be able to submit more detailed comments to future 
workshops as the TC gives more advanced notice of its meetings and deadlines for requested 
comments.  IATP, together with several other accredited civil society observers, recommends a 
three week minimum of advance notice. 

General comment: The TC should perform rigorous due diligence on carbon markets as a 
purported source of predictable and adequate Green Climate Fund finance 

IATP believes that in view of developed country capacity to rescue the global financial services 
industry, there is ample evidence of public sector capacity both to be the dominant source of 
finance for the GCF and to play the lead role in climate finance design. Transitional Committee 
delegates and observers should not allow the public sector�s role in the GCF to be reduced to 
providing policy guidance and financial incentives and subsidies to attract private finance. Nor 
should the design of the GCF be based on proposals to use the public sector to reduce risks to 
private investors for developing country failure to meet environmental performance targets of 
green sectoral bonds.1  

Annex I Parties to the Kyoto Protocol and other developed countries have repudiated so-called 
�top down� commitments to reduce GHGs. Without such binding commitments, there will be no 
steady supply of emissions permit credits even to make a cap and trade system possible. 
However, developed countries continue to embrace carbon emissions markets, the principal KP 
financial mechanism, as the principal GCF financial mechanism. Public money continues to be 
used to �prime the pump� of private investment in carbon market �readiness� projects.2 Rather 
than simply assume the primacy of carbon markets in GCF design, TC delegates and observers 
should perform due diligence exercises on both the primary markets of government issued carbon 
pollution permit credits and the secondary market of carbon emissions derivatives.  

At the risk of stating the obvious, time is not on our side. The record high production of 
greenhouse gases in 2010, most recently estimated in unpublished data of the International 
Energy Agency (IEA),3 with its economic, environmental and diplomatic consequences, brings 
yet more urgency to the TC�s work. Although the worst economic recession in 80 years did not 
reduce GHGs globally, as had been predicted, this recession has affected the fiscal capacity of 
governments that bailed out the private sector, above all the financial services industry. For 
example, accordingly to recently released U.S. Federal Reserve Bank data, the �the Fed bailed out 
the foreign exchange markets with $2.9 trillion in October 2008 alone.�4  Given the  fiscal state of 



 

 

developed country governments, UNFCCC Parties have been advised by the UN Secretary 
General�s High Level Advisory Group on Climate Change Finance (AGF) that climate finance 
will depend to a great extent on the private sector and above all on carbon emissions market 
revenues. IATP has previously criticized some of the AGF�s assumptions and projections,5 and so 
will not review them here except to say that the assumption that carbon emissions markets will 
deliver U.S. $30-50 billion per year for mitigation of and adaptation to climate change is unduly 
optimistic. The TC should not consider the AGF projected revenue streams to be authoritative, 
but just as one more input for the TC to review critically in its due diligence reporting as to 
whether revenue streams identified will be �scaled up, new and additional, predictable and 
adequate� as required by Decision 1/CP.16.6 

To be pragmatic, such a due diligence exercise would have to begin with the European Union�s 
Emissions Trading System (ETS), the origin of 97 percent of the demand for carbon credits 
according to the World Bank.7 Common crimes associated with the ETS, such as marketing and 
accounting fraud and theft of carbon credits, are well known. Yet more central to this due 
diligence exercise is whether an EU energy services directive will result in both GHG emissions 
reductions, and a drop in demand by facilities for pollution permit credits, with a consequent drop 
in carbon prices, and hence carbon offset credit revenues for developing countries.8 The TC 
would be remiss in not analyzing whether ETS generated revenues for developing country 
mitigation and adaptation projects will be �predictable and adequate� following the 
implementation of the energy services directive. The TC will, of course, want to consult with EU 
officials about the timeline for when the ETS may be able to generate carbon prices sufficiently 
high to both induce major facility investments in GHG reducing technologies and to finance GCF 
projects.  However, the TC�s due diligence should also include a review of non-governmental 
organization studies of the ETS9.  

The necessary regulatory structure to implement a transparent carbon derivatives market does not 
yet exist. Both carbon credits and offset credits are underlying assets for a potentially very great 
array of derivative financial products, e.g. bundling offset credits of differing degrees of financial 
risk in a �securitized� product.10  However, legislation and regulation concerning the vast, 
unregulated Over the Counter derivatives market, on which much carbon is traded, remain to be 
agreed. The Financial Stability Board, advising the Group of 20 financial ministers, doubts that 
the G-20 Heads of State deadline of end-2012 for pushing standardized (e.g. standardized volume 
of a commodity, standardized contract language) derivatives on to regulated exchanges will be 
met.11 More controversial G-20 commitments, e.g. concerning High Frequency Trading of 
commodity and financial derivatives, have yet to be even publicly discussed. Furthermore, carbon 
derivatives dealers, like other derivatives dealers, often claim they are offering �customized� 
products that should be exempt from regulation. The TC should seek advice on whether and how 
proposed derivatives market regulations and exemptions from regulation will affect carbon 
emissions prices, revenues and trading practices. Sources for this advice should include 
commodity market regulators, NGOs and academics, as well as carbon traders.  

Finally, although the upcoming TC workshop concerns �finance entry points,� we would 
encourage the TC to keep uppermost in mind the kind of projects that these entry points are to 
serve. The design of the GCF�s operational modalities should not enable a replication of the 
dangerous project funding imbalance tilted towards mitigation and reported,  for example, of 
Global Environmental Fund investments: �[T]he GEF has invested $U.S. 3 billion to support 
climate change mitigation projects in developing countries and economies in transition, of which 
$1 billion was during the 2007-2010 period. . . The GEF also supports adaptation, initially 



 

 

providing $50 million for measures that addressed local adaptation needs . . . The GEF 
administers two special adaptation-focused funds with US$270 million in resources.�12 Even 
though adaptation projects are generally of a smaller scale than mitigation projects, the 
momentum of climate change (the �climate commitment�) under the reigning Business As Usual 
practices requires a far greater investment in more numerous adaptation projects. As of 
September 2010, the UNFCCC Adaptation Fund could only budget a mere $52 million for the 16 
AF Board approved projects,13 not all of which are directed to the most climate-vulnerable 
Parties.  

IATP trusts that because GCF revenues will not depend, as does the AF, on a levy on Clean 
Development Mechanism revenues for funding, the GCF�s operational modalities will ensure a 
great expansion in the number and variety of adaptation projects funded.  IATP has anticipated, in 
a comment in May to the TC on work stream I (scope, cross-cutting issues), that a large portion of 
adaptation projects in the most climate-vulnerable Parties will be directed to agriculture. 
Agricultural adaptation projects may require their own thematic window in the GCF design, in 
order to ensure that proposed projects are reviewed by GCF staff with on-the-ground experience 
in agricultural adaptation to facilitate project design communication with applicants for project 
financing.   The TC should also outline the design of a quick disbursal window for small-scale but 
urgently need adaptation projects in the most vulnerable Parties, projects that will likely include 
agricultural adaptation.  

Modalities for contributions to the fund 

First, the terms of the Decision 1CP/16 leave it unclear as to whether the GCF will subsume 
existing public climate finance funds or whether it will co-exist with other funds. The TC should 
clarify the status of the GCF relative to other climate finance funds, not only to avoid replication 
of projects and competition with other funds for finance for like projects, but also to enable a 
clear assessment of developed country Party GCF contributions that are not co-mingled with 
contributions to other climate finance initiatives. The fundamental platform for contributions 
should be annual assessments from developed country Parties that should be new and additional 
to their Official Development Assistance payments. To ensure that these contributions do not 
become double-counted, e.g. by considering that purchase of Clean Development Mechanism or 
other offset credits constitute contributions to annual climate finance assessments, a separate and 
transparent register of assessments should be established according to criteria to be proposed by 
the TC to UNFCCC Parties.  

The GCF must provide flexible funding adapted to the specific needs identified by the Parties. 
Contributions should not be tied to the purchase of goods or services by donor countries or to 
specific policy agendas or infrastructural requirements stipulated in proposed grants by private 
foundations or companies. For Parties to truly �own� the projects that are approved within the 
national programs for mitigation and adaptation, recipients should have discretion about the 
sources of goods and services they require to implement these projects, subject to GCF technical 
review and to compliance with fiduciary standards proposed by the TC, as amended and approved 
by the Parties. 

 With regard to �processes and sources� for raising GCF funds, the GCF will likely have to rely 
largely on annual assessments from developed country governments until innovative financing 
sources can be agreed and operationalized. It is crucial that the GCF not become another UN 
voluntary fund where the funding is neither predictable nor adequate and where a fundraising 



 

 

mechanism has to be restarted, at great cost and loss of precious time, in response to emergencies. 
Once the positive feedback loops of climate change intensify, responding to the underlying causes 
of climate emergencies will become the new �normal.� 

Methods to mobilize and leverage private sector finance, both foreign and domestic 

It is in the economic self-interest of the private sector to contribute directly to the GCF. The U.S. 
Securities and Exchange Commission now requires publicly traded companies to report annually 
on their climate change related liabilities. Climate change liability exposure for both publicly and 
privately held companies, including the financial services industry, is still a matter of rough 
calculation, and so these liabilities are likely to be underestimated. The TC should consult with 
insurance companies and actuarial experts on how to better estimate these liabilities.  Better 
estimates could be used by the GCF to propose annual private sector contributions to offset the 
cost of the scale of mitigation and adaptation projects that would exceed the cost of individual 
firm liabilities.  

As noted above, reforms to the financial and commodity derivatives markets are far from agreed 
in G-20 countries and even further from implementation and enforcement.  IATP believes 
therefore that GCF resources should not be deployed to raise money on capital markets, e.g. in 
bond issues by developing country members. The mostly likely collateral for such bonds, carbon 
offset credits, still lacks sufficient environmental integrity to be a reliable underlying asset for use 
as bond collateral. Furthermore, the GCF itself could be liable to the bondholders for failed GHG 
reduction projects financed by the bond under terms over which Parties would have little, if any, 
influence.  

Conclusion 

Making annual Party assessments, under the principles of historic responsibility and common but 
differentiated responsibilities, the principal way of financing the GCF, will likely meet significant 
political resistance among some Parties. Towards impressing upon the Parties the urgency of 
predictable and adequate funding for the GCF, the TC should consider proposing to the 
Conference of Parties that they authorize the Secretariat to compile studies estimating the cost of 
Business as Usual among the Parties. In effect, a compilation of such studies for the 17th CoP 
would update in a Party specific or regionally specific way the projected loss and damage 
estimates of the Fourth Assessment of the IPCC.   For example, for the United States alone, just 
the costs of climate change related hurricane damage, real estate losses and disruptions to water 
and energy supplies under the current �business as usual scenario� have been estimated at $271 
billion (in 2006 constant dollars) annually by 2025, accelerating to a conservatively estimated 
$1.9 trillion annually by 2100.14  As studies on future loss and damage take into account more 
sectors and non-sector specific affects such as environmental migration, armed conflicts over 
water, etc. annual GCF assessments can be calculated more precisely and comprehensively, in 
part in terms of the mitigation and adaptation project costs to prevent estimated future loss and 
damage.   
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