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Submission to Standing Committee on Finance:  

Biennial Assessment & Overview of Financial Flows, 20 January 2014 

 

We appreciate the opportunity to provide input to the Standing Committee on Finance’s first biennial 

assessment and overview of climate finance flows. The following submission is from Friends of the Earth 

U.S., Heinrich Böll Stiftung North America, Institute for Policy Studies, Interamerican Association for 

Environmental Defense, Jubilee South – Asia/Pacific Movement on Debt and Development, Pacific 

Environment and Third World Network. 

 

 Comments on the draft outline of the report: Are there any missing elements/aspects?  

The overview should take as its starting point the articulation of climate finance in Article 4 of the UN 

Framework Convention on Climate Change – including, that its purpose is “to meet the agreed full 

incremental costs of implementing measures that are covered by paragraph 1 of this Article” (including 

“measures to mitigate climate change”), to “assist the developing country Parties that are particularly 

vulnerable to the adverse effects of climate change in meeting costs of adaptation to those adverse 

effects” and to “finance, as appropriate, the transfer of, or access to, environmentally sound technologies 

and know-how to other Parties, particularly developing country Parties, to enable them to implement the 

provisions of the Convention.”
1
 

In addition to focusing on a quantitative description of flows, the report should also assess climate 

finance against a normative framework for the provision of climate finance based on the commitments 

taken on by Parties in various climate finance decisions since COP 15 in Copenhagen -- to provide new 

and additional, adequate and predictable climate finance in line with Parties’ “common but differentiated 

responsibilities and respective capabilities.”  Such a framework is qualitative as well as quantitative; 

must be based on democratic principles of accountability, transparency and public participation in 

decision-making; and must be in line with existing human rights and environmental obligations by 

Parties.
2
 

It should not be assumed that private sector finance automatically encompasses these attributes or 

contributes to these purposes. The assessment of private financing should include a thorough 

examination of what is meant by “leveraging” and by “additionality.” Defining and accounting for 

private sector leverage, mobilization and additionality are hotly debated, complex topics. With regards to 

leverage, there are multiple methods of calculating how much finance has been mobilized and 

evaluating its impacts.
3
 Reporting often conflates public and private finance, and can involve double 

counting. The correlation between leveraging and mitigation efficiency is often questionable.
4
 Moreover, 
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questions are increasingly being raised about whether highly leveraged finance -- where the public 

sector makes a much smaller contribution than the private sector -- is in fact better. Higher ratios usually 

entail significantly decreased direction from and influence by the public institution.
5
  

Under criteria for assessment, there should be an examination as to whether finance is “new and 

additional” (the methodology section should also consider definitions of these terms). “New” finance is 

that which has not been previously allocated, but many developed country Parties did not adhere to that 

definition in reporting on fast-start financing. An assessment of how “newness” was defined in practice, 

and recommendations for how this term should be defined in the future, should be discussed. 

Similarly, the meaning of “additionality” has been the subject of rigorous debate for many years, 

especially in development finance and more recently in climate finance commitments and flows, with 

questions raised about what it means and how it can be consistently measured.
6
 Additionality is 

frequently characterized by two main components:
7
 (1) Financial additionality: Would the private 

investment have happened anyway? This is the most common approach to defining additionality. 

Without financial additionality, instead of leveraging private finance, the public institution is simply 

subsidizing private financiers and companies, or competing with them. (2) Operational and institutional 

additionality: Is the resulting investment better aligned with the aims of the public institution backing it? 

Have there been improvements in, for example, the environmental or social performance of the 

investment as a result the public institution’s involvement? 

Finally, the assessment section of the report should consider impacts in relation to a 1.5 degree Celsius 

goal as well as a “2 degree goal,” as stated. Other scenarios may also usefully be considered here.
8
 

 Criteria for assessment: against which criteria the finance flows should be assessed and how 

this assessment should be done; and 

 Analyses of the experience of fast start finance. 

The biennial assessment should consider not only pledges and deposits, but also actual disbursement of 

funds and the financial instruments and conditionalities under which they are disbursed (loans, grants, 

guarantees, equity, results-based financing, devolved decision-making, budget support, etc.). It should 

record the time intervals between pledging and disbursement, as well as the extent to which 

disbursements have taken place. Further tracking should consider the geographical distribution of funds, 

the balance of mitigation and adaptation and the range of actors (by sector and/or sub-sector) receiving 

funds.  

Questions to consider: 

                                                                                                                                                                                                         
lower leverage ratios achieved better results than those with higher leverage ratios. See Stadelmann, M.; Castro, P. and 
Michaelowa, A. (2011) Op. Cit. 
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 To what extent is climate finance in a particular country benefiting the local economy? To what 

extent is it benefitting multinational corporations? What are these percentages globally? 

 Is climate finance, in effect, being exported back to developed countries? To what extent is climate 

finance “tied” to donor country-based procurement of goods and services? 

 What is the contribution of climate finance to sustainable, vibrant local economies in developing 

countries that stimulate local entrepreneurship and development of endogenous technologies? 

 To what extent is climate finance being directed and utilized according to a needs-based approach? Is 

it possible to quantify this as a percentage globally and country-by-country? 

 To what extent is climate finance driven by the desires and motivations of investors? To what extent 

is it driven by the needs of people in developing countries? How much overlap is there between the 

two? 

 To what extent is a return on investment expected from climate finance investments? How does this 

impact who/what benefits from such investment? 

 What percentage of climate investments is directed toward micro, small and medium scale projects? 

What percentage is directed toward large scale projects? How are micro, small, medium and large 

scale defined? 

 Left on its own, private finance will gravitate towards more profitable investments, resulting in a 

strong bias towards “middle income” countries and towards mitigation projects. Positive 

development outcomes and environmental integrity are lesser priorities, and sometimes not priorities 

at all. In an assessment of the International Finance Corporation (IFC), the World Bank’s 

International Evaluation Group diplomatically asserted in a recent report, “In the delivery of 

services, such as health, education, and sanitation, private companies may have difficulties 

addressing distributional and equity considerations, particularly where market failures are 

widespread (World Bank 2004, 2008).”
9
 How is public climate finance from developed countries 

shaping or responding to this imbalance? 

 To what extent does the delivery and utilization of climate finance comply with robust application of 

stringent social, gender and environmental safeguards, with clear policies and procedures that 

prevent social and environmental harm and gender discrimination? 

 To what extent does the delivery and utilization of climate finance maximize participation, 

transparency, accountability, equity and the protection of rights? 

 How can strong standards of transparency become the norm for climate finance, especially for 

private climate finance? How will transparency standards be implemented? 

 What is the relationship between climate finance and co-benefits?  How are climate-relevant co-

benefits (social, economic, development, other environmental benefits, etc.) integrated into 

measurements of climate finance effectiveness and results? [Current climate finance results 

measurements framework define mitigation effectiveness almost exclusively on the basis of cost 

effectiveness (i.e. least costly emission reduction) without sufficient consideration of other benefits.] 

 What is the risk profile of various climate finance investments? What measures have been and/or 

could be put in place to ensure that climate funds do not serve to privatize profits, while letting the 

public shoulder financial losses, making communities bear the brunt of environmental and/or social 

harms? 
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 To what extent are climate finance and investments linked to secrecy jurisdictions (i.e. tax havens)? 

[Domiciliation in such locales has led to the loss of billions -- and possibly trillions -- of dollars from 

developing countries through tax evasion and avoidance.]
10

 

 What is the relationship between the provision of climate finance from developed to developing 

countries and unsustainable debt burdens in some developing countries? 

 Has the emphasis on the use of public climate finance to mobilize private funds detracted from 

public investments, particularly in light of well-known financing gaps? 

 To what extent is climate finance reaching the informal economies of developing countries, which 

make up nearly 78% of businesses? 

 Technical and analytical studies on definitions of climate finance 

Carbon markets 

Since the purpose of climate finance is not to help Annex I countries meet their own mitigation 

obligations, funds used to finance carbon offset projects should not be counted as climate finance, 

particularly towards the $100 billion commitment. The existing carbon offset markets generate some 

financial flows to developing countries, most notably through the Clean Development Mechanism. 

However, a strict firewall must be erected between financial flows resulting from international offsetting 

schemes and the provision of climate finance for, and its use by, developing countries. Moreover, carbon 

markets have been heavily criticized for failing to address poverty and development, as well as for a 

serious lack of effectiveness in reducing or preventing greenhouse gas emissions. 

 

Public funds 

Developed countries should meet their obligation to annually provide $100 billion in climate finance (by 

2020) through funds originating from public sources in developed countries, including assessed 

budgetary contributions and public sources of innovative finance like financial transaction taxes. It is 

worth noting that $100 billion is well below the actual need of developing countries to adapt to and 

mitigate climate change;
11

 that developing countries bear relatively little responsibility for creating the 

climate crisis, yet climate impacts will hit the poorest first and hardest; and that developed countries are 

morally and legally obligated to provide climate finance for developing countries.   

Any private financial flows that may be mobilized/leveraged by public funds should not be considered 

as meeting developed countries’ $100 billion commitment. For loans, guarantees or other non-grant 

financial instruments through which public funds may be channeled as part of the $100 billion 

commitment, only the grant equivalent of public funds from developed countries – whether invested in 

the public or private sector in developing countries – should count toward the $100 billion.  

 Assessment of experience in mobilizing private funds using public finance 

 

The European Network on Debt and Development (Eurodad), www.eurodad.org, has done excellent 

analyses on the mobilization of private funds using public finance, largely in the context of development 

finance but, more recently, they’ve also looked at climate finance. Overall, it is difficult to track and 
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http://www.taxjustice.net/cms/upload/pdf/Price_of_Offshore_Revisited_120722.pdf  
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Estimates vary greatly depending on what assumptions are used, but range from several hundred billion per year to $1.5 
trillion.  
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measure private flows of climate finance, and even more difficult to prove these flows resulted from 

particular public actions. 

Under appropriate conditions, it is possible for public finance to mobilize private finance in a manner 

dictated by country needs, but that is very often not the case. The records of development finance 

institutions (DFIs) and export credit agencies (ECAs) clearly demonstrate a strong bias toward larger, 

“middle income” countries for larger-scale projects, where returns are likely to be higher. 

Correspondingly, such DFI and ECA investments tend to not be additional and tend to follow market 

trends.  This is a critically important consideration given the need to provide finance to lower income 

countries and the need for climate finance to be needs-based and country-owned. Climate and 

development impacts must be prioritized over higher financial returns.
 
 Many areas in need of funding, 

especially adaptation, will not turn a profit.
 
Thus, there is often a mismatch between public need and 

attainment of profit in utilizing public funds to mobilize private finance.
12

   

DFIs and ECAs tend to invest in multinational corporations and bypass developing country companies, 

especially micro, small and medium enterprises (MSMEs), which are the most important economic 

actors and provide most of the employment in developing countries. Further, DFIs and ECAs 

overwhelmingly bypass the informal economy, which represent nearly 78 percent
13

 of total businesses in 

developing countries. 

DFIs’ preferred solution to challenges in working with MSMEs is to work through financial 

intermediaries. We have similarly seen a strong emphasis on working through financial intermediaries at 

the Green Climate Fund. But extensive evidence demonstrates that a reliance on financial intermediaries 

frequently results in deeply inadequate monitoring and transparency, poor development outcomes, 

compromised environmental and social standards and serious deficiencies in accountability to affected 

communities and other stakeholders. A recent report looking at the debt and equity instruments used by 

six major DFIs — including the IFC, African Development Bank and European Investment Bank — 

found that they do not generally disclose any information about the final beneficiaries, the amounts 

invested and the standards they apply, and in the limited cases where disclosure did occur, it was only 

with the consent of the intermediary.
14

 Indeed, for high risk subprojects, the IFC provides information 

about the locations, sectors and names of the projects only once a year. No information is made public 

about medium risk subprojects. 

An audit conducted by the Compliance Advisor-Ombudsman (CAO)
15

 — the independent recourse 

mechanism of the World Bank Group’s IFC and Multilateral Investment Guarantee Agency — on the 

IFC’s financial market lending found that the IFC conducts “no assessment of whether the 

[environmental and social] requirements are successful in doing no harm,” and that, “The result of this 

lack of systematic measurement tools is that IFC knows very little about potential environmental or 

social impacts of its [financial market] lending.” In other words, the CAO criticized the IFC for focusing 

on financial intermediaries’ development of social and environmental management systems, instead of 
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Kwakkenbos, J. (2012) Private profit for public good? Can investing in private companies deliver for the poor? Eurodad; 
Pereira, J. (2013) Pro-poor climate finance: Is there a role for private finance in the Green Climate Fund? Friends of the Earth 
U.S. and Pan African Climate Justice Alliance. 
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Elaboration based on Dalberg (2011) Report on Support to SMEs in Developing Countries through Financial Intermediaries. 
Dalberg, November 2011. 
14

Ibid. 
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 CAO (2012) CAO Audit of a Sample of IFC Investments in Third-Party Financial Intermediaries. Office of the Compliance 
Advisor-Ombudsman. World Bank Group. 
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real-life social and environmental outcomes. The CAO found that “the proportion of cases of non-

improved performance was around 60 per cent at the subclient [i.e. sub-project] level, which is where 

IFC seeks to really have an impact.” Further, the CAO pointed out that most financial intermediaries do 

not have a development mandate, so they often cannot justify any additional measures to ensure a 

positive development outcome — and the IFC does not provide them with the “business case” for doing 

so. 

Meanwhile, ECAs typically have no development mandate. Rather, ECAs exist to support exports from 

their respective countries and are debt-inducing financial institutions. As such, ECAs are not appropriate 

vehicles for climate finance for developing countries. Yet some countries, including the US, count 

funding from their ECAs as climate finance. In fiscal year 2012, the US counted $301 million in 

renewable energy financing from its ECA -- the Export-Import Bank -- as climate finance. But that same 

year, Ex-Im Bank provided nearly $10 billion in fossil fuel financing.  In 2013, Ex-Im Bank approved a 

policy to end financing for coal plants except in rare circumstances, and other ECAs are being urged to 

ban coal financing.  However, even with these restrictions, Ex-Im Bank’s fossil fuel financing continues 

to dramatically eclipse its renewable energy support. Thus, counting Ex-Im Bank funding for renewable 

energy as climate finance is dubious at best.   

 Contributions for the overview section of the report (data, recent and upcoming reports, on-

going research);   

 

 Griffiths, J. Bretton Woods Project (2012) “Leveraging” private sector finance, How does it work 

and what are the risks? http://www.brettonwoodsproject.org/2012/04/art-570165/.  

This briefing helps explain the existing ways in which the World Bank Group attempts to use its 

investments to leverage additional investment from private actors, and briefly lays out some key risks 

associated with doing this. It explains what leverage is, how it works and which problems are related 

to it. 

 

 Heinrich Böll Stiftung (HBF) and the Overseas Development Institute (ODI), Climate Funds Update, 

http://www.climatefundsupdate.org/.   

A joint initiative of the Heinrich Böll Stiftung and the Overseas Development Institute (ODI), this 

website profiles the growing number of international climate finance initiatives designed to help 

developing countries address the challenges of climate change. It includes data on bilateral and 

multilateral funds, as well as a series of useful briefings and reports, including the annually updated 

briefing series of eleven “Climate Finance Fundamentals,” looking at regional and thematic 

(public) climate finance distribution. 

 

 Kwakkenbos, J. (2012) Private profit for public good? Can investing in private companies deliver for 

the poor? Eurodad, http://www.eurodad.org/files/pdf/520a35cb666a7.pdf.  

 Pereira, J. (2012) Cashing in on climate change? Assessing whether private funds can be leveraged 

to help the poorest countries respond to climate challenges, Eurodad, 

http://www.eurodad.org/files/pdf/520a339c76626.pdf.  

This report looks at some of the main instruments that can be used to leverage private climate 

finance through financial intermediaries, and analyzes data from a number of major development 

finance institutions. It specifically assesses the role of financial intermediaries in low-income 

countries (LICs) and in supporting small and medium sized enterprises (SMEs), and looks into the 

http://www.brettonwoodsproject.org/2012/04/art-570165/
http://www.climatefundsupdate.org/
http://www.eurodad.org/files/pdf/520a35cb666a7.pdf
http://www.eurodad.org/files/pdf/520a339c76626.pdf
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main monitoring and accountability constraints when using financial intermediaries. It finds that 

financial intermediaries and existing investment instruments are very limited when it comes to 

targeting LICs and SMEs in sectors that are particularly vulnerable to climate change. It also finds 

a lack of transparency, making comprehensive monitoring difficult. 

 

 Pereira, J. (2013) Pro-poor climate finance: Is there a role for private finance in the Green Climate 

Fund? Friends of the Earth U.S. and Pan African Climate Justice Alliance, 

http://libcloud.s3.amazonaws.com/93/7b/5/2931/5-13_Pro-poor_Clim_Fin_-

_Role_4_Priv_Fin_in_GCF.pdf.  

 Reyes, O. (2013) Critical issues for channelling climate finance via private sector actors, 

BOND,http://www.cafod.org.uk/content/download/9496/76572/file/Channelling%20Climate%20Fin

ance%20via%20PS%20actors_April2013.pdf.  

Policymakers are now exploring ways to encourage private sector finance for climate action in 

developing countries, i.e. investment in projects to reduce greenhouse gas emissions and build 

capacity to adapt to climate change impacts. This paper examines the evidence from existing 

channeling of development and climate finance via private sector instruments to identify the 

probable risks and benefits of such approaches. 

 

 Stadelmann, M., Castro, P., and Michaelowa, A. (2011). Mobilising private finance for low-carbon 

development: Tackling barriers to investments in developing dountries and accounting of private 

climate flows, Climate Strategies, http://www.climatestrategies.org/research/our-

reports/category/71/334.html.  

This report looks at different tools for leveraging private finance, as well as looking at how to 

measure their impact. 

 

 Stillwell, M. (2012) “Climate finance – how much is needed?” Hallström, N. (ed.) (2012) What 

Next: Climate, Development and Equity Uppsala: Dag Hammarskjöld Foundation, 

http://www.whatnext.org/resources/Publications/Volume-III/Single-

articles/wnv3_stilwell_finance_144.pdf.  

A short overview of some of the conceptual issues regarding how to count climate finance, and how 

those relate to definitions of climate finance set out in the UN Framework Convention on Climate 

Change.   

 

 

 

For more information, please contact Karen Orenstein, Friends of the Earth U.S., 

korenstein@foe.org.  
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