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Executive Summary

The challenge of climate change: why
international climate finance is needed

An adequate and ambitious global response to avoid a
dangerous or even catastrophic level of climate change,
while managing to adapt to the unavoidable impacts of
climate change, requires substantially increased invest-
ments. The additional costs of these responses are es-
timated to be well above US$ 100 billion already, and
are thus comparable to what is currently provided as
Official Development Assistance.

The overall investments which need to be triggered are
much higher. The provision of adequate, predictable, re-
liable, new and additional climate finance to developing
countries to cover at least a significant share of these
additional costs continues to be a crucial and controver-
sial issue in the international climate and development
policy arena.

Developed countries, like Germany, have a moral and le-
gal obligation to provide such finance. It is enshrined in
the UNFCCC itself (Articles 4.3 and 4.4), whereby Arti-
cle 4.7 establishes a link between the extents to which
developing countries take action on climate change and
the finance they are provided with (UN 1992). Fur-
thermore, it can be argued in view of international hu-
man rights law as being consecrated in the Covenant
on Economic, Social and Cultural Human Rights that
the community of States is obliged to support the fulfil-
ment of human rights — for example, the human right to
food, or the human rights to water, housing and health
in other States if they cannot, by themselves, ensure
the fulfilment of these rights. This obligation to interna-
tional co-operation is further interpreted as an “obliga-
tion to support the fulfilment of human rights” in other
countries, as one of the so-called extraterritorial human
rights obligations (OHCHR 2009, 27).

The massive and adverse impacts of climate change in
many of the so-called “particularly vulnerable coun-
tries” means that these States have to shoulder the dou-
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ble burden of being geographically exposed to very high
climate hazards (drought, flood, sea level raise) while
simultaneously, due to their poverty, standing less resil-
ient and hence notably vulnerable. It can be easily ar-
gued that these States in particular need to be supported
by the community of States in order to fulfil basic hu-
man rights standards (food, water, housing etc.), which
are increasingly endangered through climate change.

Shortcomings in the climate finance
debate

The climate finance debate under UNFCCC has, for the
past years, suffered from a number of central shortcom-
ings —in particular, the lack of political will in developed
countries to provide their fair and adequate share of the
resources required. Furthermore, the following points
are central:

B The lacking definition of what exactly to count as
climate finance, which, e.g. in the context of the so-
called Rio markers, has led to a significant level of over-
coding of projects as being climate-relevant;

B The lacking quantification and voluntary nature of
finance pledges, as well as insufficient reporting modes,
which make it almost impossible to review compliance
with past pledges;

B The lacking definition of what “new and additional”
climate finance exactly means, which has resulted in
a great deal of mistrust between developed and devel-
oping countries, as well as confusion due to a lack of
transparency.

Expecting a significant increase in the resources pro-
vided to developing countries to address climate change,
a first step in this regard has been indicated through the
agreement reached in Copenhagen to mobilise annually
US$ 100 billion by 2020 from developed countries.

However, it will be crucial to further address, and finally
solve, these shortcomings, in order to build the neces-
sary trust and to stimulate positive dynamics towards a
low-carbon, climate resilient future.
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The state of German climate finance

Germany is an important player in the climate finance
arena. According to the OECD, it is the second-largest
donor of climate-related finance after Japan, and also a
key country within the EU for the negotiating blocks.!
According to the German government, approx. € 1.27
billion of the federal budget in 2010 are earmarked for
spending with — at least a partial — relevance for cli-
mate protection and adaptation in developing countries.
The largest share out of this (€ 1.13 billion) is allocated
through the Federal Ministry for Economic Cooperation
and Development (BMZ).

In addition, an increasing amount is provided through
the International Climate Initiative set up by the Federal
Ministry for Environment (BMU), an innovative instru-
ment which is financed from auctioning revenues from
the Emission Trading Scheme and thus keeps resources
within the climate change policy cycle.

In total, ca. € 350 million are supposed to be counted in
2010 towards the fast start finance commitment made
in Copenhagen. This is the result of the government’s
own definition of “additionality”, i.e. the increase of
climate finance over the base year 2009 or financed
through innovative mechanisms.

Germany performs relatively weak with regard to fulfil-
ment of its commitment to provide 0.7% of its Gross
National Income (GNI) for Official Development Assist-
ance (ODA), and there are indications that it is currently
losing track of reaching this objective by 2015. On the
other hand, its climate-related finance pledges have been
relatively reliable so far. Many pledges to international
funds, as well as for bilateral initiatives, were fulfilled by
100%. Examples include the Global Environment Facil-
ity, the Least Developed Countries Fund, or the bilateral
special support facility for renewable energies and en-
ergy efficiency.

1

Shortcomings in German climate finance

Increasing but insufficient scale of climate
finance

While German climate finance for developing countries
has increased over the past years, it still lags far behind
the scale that a “fair share” of the required climate fi-
nance would entail, which is in the order of € 8 billion
annually for additional costs.”> What is currently being
perceived as climate-related finance is usually the whole
grant element of climate-related projects. While not
specified in the German climate finance reporting, the
additional costs covered, hereby must be assumed to be
significantly lower than the € 1.27 billion, including the
fact that some projects coded as climate-related do not
stand this test.

Weakening additionality

Ideally, climate finance should be delivered on top of the
40-year-old commitment to deliver 0.7% of Germany’s
GNI for ODA. By counting all climate finance towards
the 0.7% objective, those funds are unavailable for other
poverty-related purposes, despite the urgent need.

However, the German government is currently risking
its reliability by moving further away from an imperfect,
but relatively progressive, definition of “new and addi-
tional resources” in the context of the fast start finance
pledges. In addition to relabeling a number of older
promises, it is now likely that for the loans transferred to
the World Bank Climate Investment Funds not only the
grant equivalent of the fast start pledges will be counted
towards the German overall fast start pledge. The entire
volume of the concessional loans tends to be included,
which is in line with the ODA requirements, but marks
a concerning change from what the government indi-
cated earlier this year, just weeks before the decisive
climate summit in Cancin.

See OECD DAC statistics for Rio Marker: http://www.oecd.org/document/6/0,3343,en_2649 34421_43843462_1_1_1_1,00.html

2 Applying Greenhouse Development Rights (GDR) that take historical responsibility and financial capability into account, see Santarius

2008.
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Need for improving the way of reporting

The way Germany reports its climate finance and marks
ODA projects as climate-related (in particular through
the OECD DAC Rio Marker) creates similar transpar-
ency and coding problems to those in other developed
countries. It reflects the problems that have become
apparent throughout the UNFCCC climate finance his-
tory.

Both the OECD data, as well as the National Commu-
nications submitted to the UNFCCC, give only a rather
vague approximation of the amounts actually spent on
climate related activities. Furthermore, they depict to-
tal spending, and not only the amounts used to cover
incremental costs. Therefore, they are not an adequate
means to assess compliance with the UNFCCC criteria
on both counts.

Lack of a coordinated climate finance strategy

Overall, climate finance is expected to be scaled-up by
the German government, through bilateral programmes,
as well as multilateral ones. With the BMU’s Interna-
tional Climate Initiative, a second significant player
emerges alongside the BMZ. This creates challenges in
order to effectively integrate and coordinate “conven-
tional” ODA and climate finance, including aspects such
as considering the principles of the Paris Declaration on
Aid Effectiveness, advancing monitoring and evaluation
of the resources, etc. So far, there is no coordinated,
coherent strategy on how to address these challenges.
Even the BMZ itself lacks a coherent climate strategy.
Nevertheless, a recently adopted guideline to examine
and consider environmental and climate aspects in the
entire bilateral development cooperation, may mark a
significant milestone toward such a strategy. Also, there
is not yet an institutional place to continuously consider
the upcoming challenges and exchange with non-gov-
ernmental stakeholders, although there are frequent,
informal consultations among NGOs and ministry rep-
resentatives.

3
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Mixed performance in qualitative criteria

With regard to key qualitative development policy crite-
ria, such as country ownership, a focus on the poorest
and the most vulnerable in adaptation, effectiveness and
coherence, several general conclusions can be drawn.
However, the limited scope of this study does not al-
low for a fully comprehensive analysis of all projects fi-
nanced through German climate aid. These conclusions
include:

Prioritising particularly vulnerable people and countries
in adaptation finance: It is difficult to assess how far Ger-
man adaptation finance aims at prioritising particularly
vulnerable people within developing countries. The
small, but politically significant financial support for the
Adaptation Fund under the Kyoto Protocol is positive in
this regard, since such a focus is one of the Fund’s stra-
tegic priorities. However, the criteria for the BMU’s ICI
do not pay explicit attention to a focus on particularly
vulnerable people, or a project’s contribution to poverty
reduction, apart from a general, but too vague, expected
contribution to economic and social benefits.

On the level of vulnerable countries, many of those to
be prioritised for fast start finance according to the Co-
penhagen Accord,’ are not among the partner countries
of the BMZ. Countries like Bangladesh, Senegal or Ne-
pal are thematic partners in renewable energies, but not
in adaptation-related issues. Partially, these are covered
implicitly through contributions to the World Bank’s
PPCR, for example. But there is a risk for some countries
to fall through the climate finance grid, whereby coordi-
nation with other donors to avoid “climate orphans” is
important. At least, a number of Pacific Island countries
which are highly vulnerable, are assisted through a re-
cently scaled-up regional programme, although they are
not focus countries of development cooperation.

Adaptation resources spent through the BMU’s Interna-
tional Climate Initiative so far do not adequately reflect
the Copenhagen Accord’s prioritisation (only roughly

As in the Copenhagen Accord and the Bali Action Plan: Least Developed Countries, Small Island Developing States and Africa
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30% have been allocated to vulnerable countries, which,
however, is also due to a lack of proposed projects).

With regard to country ownership, effectiveness and
the emerging requirements to scale-up action on climate
change beyond small projects, it becomes apparent that
the increasing reservations within the German govern-
ment towards more macro-level support approaches,
such as budget aid, may contradict a trend in the cli-
mate debate. Here is a growing consensus, usually ex-
pressed by the EU (including Germany) in the UNFCCC
negotiations, that financial support must increasingly be
oriented towards the development and implementation
of programmes, and even national integrated strategies,
to tackle climate change in the context of national sus-
tainable development priorities.

Recommendations

Based on the analytical findings in this analysis, a
number of policy recommendations will be drawn, rec-
ognising that climate finance in general, and fast start
finance in particular, are emerging as crucial angles for
a global climate policy regime. Given this relevance, it
seems to be even more important to constantly and sys-
tematically consider lessons learned — now and in the
years to come. Thus, these recommendations should be
seen as a forward-looking contribution to foster German
climate finance and to make it coherent with a view to
contributing most effectively to those most in need.

1. Establish a reliable set of sources to raise the
required funds

Relying on voluntary contributions from developed
countries alone will not deliver the adequacy, reliability
and predictability of resource flows that will be required
to trigger the transformation to low-carbon, climate-
resilient economies in developing countries. In order
to mobilise US$ 100 billion and more annually of truly
new and additional resources by 2020, it is crucial to
raise revenues in addition to the existing funding base of
national budgets. Germany has already been a pioneer
regarding innovative finance instruments, with the use
of auctioning revenues from emission trading for cli-

10

mate purposes. More comprehensive, innovative sour-
ces, such as levies or emission trading on international
maritime transport and aviation, as well as a financial
transaction tax, should be implemented as soon as possi-
ble. Ideally, a share of these would flow directly into the
international climate finance architecture. Building on
the report prepared by the Advisory Group on Finance,
the German government should actively work toward
implementing these instruments, including to jointly
seek solutions with developing countries on a fair distri-
bution of the revenues raised.

2. Ensure transparency and coherence regarding
the definition of “new and additional” and work
towards a common definition

First, all developed countries should make transparent
how they define “new and additional” for their own
contributions. This would provide a starting point to try
to overcome the trust gap with developing countries, at
least for the future. Furthermore, developed countries
should work towards a joint definition for the future.
The positive political impacts of these steps, even if it
would show that much of the fast start finance is not
new and additional, would likely be much higher than
claiming what is obviously not true, and would thereby
widen the trust gap.

3. Establish clearer guidelines for developed
countries on how to measure, report and verify
climate finance

Given the insufficient and non-transparent state of the
current reporting system, clear guidelines for a MRV
finance system need to be developed. Such reporting
must come with an independent and transparent analy-
sis, e.g. performed by the UNFCCC secretariat, possibly
in cooperation with the OECD DAC.

A mere compilation of figures without transparency on
the additionality definition, the channels that the re-
sources go through and the end use, would not add val-
ue, and would only provide an opportunity for “budget
greenwashing”. In the future, any double-pledging must
be avoided. The guidelines must also address the issue

fur die Welt
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of incremental costs, to provide a clearer understanding
of the real relationship between the funding delivered
and the estimated needs, and in how far developed
countries comply with their commitments under the
convention.

4. Improve the overall coherence and perfor-
mance of the climate finance architecture

Improving the overall coherence and performance of
the climate finance architecture is one of the key de-
mands of developing countries who are the recipients
of climate finance, and who will feel first and foremost
the consequences of a failing international climate fi-
nance architecture. The current considerations in the
UNFCCC process provide options to contribute to this
objective.

A new climate fund with a much larger scale of availa-
ble funds, thereby able to fund broader programmes and
policies in developing countries, would fill an existing
institutional gap. Through the provision of direct access
and through following guiding principles, such as strong
attention to vulnerable or affected groups of societies
(such as in adaptation or REDD), it could contribute sig-
nificantly to the objectives outlined in this analysis. An
overarching, institutional approach on climate finance
under the UNFCCC could also make a significant dif-
ference for overcoming the identified shortcomings,
provided there is enough political will. Germany should
actively work towards such an improvement of the fi-
nancial architecture.

In order to enhance the performance of German climate fi-
nance, the following recommendations should be pursued:

5. Continue good climate finance reliability

Given the relatively good reliability of Germany’s past
climate finance pledges, it is currently putting this rep-
utation partly at risk, through expanding the ways of
“creative accounting” to fulfil the Copenhagen pledge
on fast start finance, and thus reducing its real, addi-
tional contribution. It should develop a roadmap of how
to raise funds in order to fulfil the 0.7% target by 2015

Brot

fur die Welt

and to increase in the years after 2015 to roughly 0.3%
of the GNI, or ca. € 8 billion, as its fair share of the glo-
bal climate finance requirement. As previously stated, in
the future, any double-pledging must be avoided.

Fast-starting innovative finance instruments unilaterally
such as the already agreed use of auctioning revenues
and the aviation levy — which is not yet allocated for cli-
mate purposes, is imperative. In addition, this can help
pave the way for an international agreement on such
instruments.

Furthermore, this reputation can be preserved through
the continued provision of adaptation finance only in the
form of grants, counting only the grant element towards
the climate finance pledges (not the full loans), and
through an honest and thorough “coding” of projects
reported as climate finance.

6. Develop a joint coherent and strategic
approach to climate finance

The overall coherence of German climate finance must
be improved, whereby deepening the cooperation be-
tween the key ministries BMZ, BMU (and also Foreign
Office) and developing an overall coherent climate fi-
nance strategy are key elements. This does not necessar-
ily imply merging the different existing instruments, but
it should provide guidance on how they complement
each other in the best way. It is also advised to establish
a forum for continuous exchange among ministries, the
implementing entities, as well as with non-governmen-
tal stakeholders who play a role in climate finance.

7. Strengthen the prioritisation of the most
vulnerable in adaptation finance

With regard to adaptation finance, there is the particular
need and the potential to strengthen the prioritisation of
the most vulnerable in adaptation finance. At least for
the fast start finance, the government should identify
how much of the adaptation finance has been allocated
overall to the group of particularly vulnerable countries
as contained in the Copenhagen Accord, and seek to
increase their share in particular under the BMU’s In-
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ternational Climate Initiative.* Through coordination
with other donors, the emergence of “climate finance
orphans”, particularly vulnerable countries which fall
through the funding grid, must be avoided. Financial
support for multilateral funds should be steered where
special attention is given to particularly vulnerable parts
of the population, such as the Adaptation Fund.

8. Improve stakeholder participation

In bilateral programmes, the active engagement of civil
society, and in particular vulnerable communities in the
design, planning, and implementation of adaptation pro-
grammes, should be pursued. Hereby the employment
of well-established human rights procedures (e.g. in de-
velopment co-operation programmes) to include and to
empower people should be expanded, and should be-
come at best an obligation in such programmes. The al-
ready agreed BMZ action plan on human rights, which
refers to the climate change and human rights nexus,
provides an important political basis. This should also
include support for inclusive, national-level institutional
arrangements to guide adaptation policies.

9. Increase the effectiveness of climate finance

While of course there are many good examples for effec-
tive and efficient projects implemented through what is
titled climate finance, there is an overall need to further
increase the effectiveness of climate finance. The follow-
ing aspects provide important guidelines which should
be — and partially are already being — pursued:

B Account for the principles of the Paris Declaration
and subsequent process on aid effectiveness, such as
country ownership which can be increased e.g. through
allowing direct access in multilateral funds;

B Develop bilateral programmes and initiatives in a
way that they also complement multilateral funds as ef-
fectively as possible;

B Assist developing countries who progress to broader
climate change programmes and comprehensive climate
change strategies, including institutional arrangements
such as national climate change trust funds, through
programme, budget and sectoral aid delivery;

B [nvest mitigation finance in a way that it ideally
leverages private investments (without counting these
private flows towards German climate finance).

10. Prepare annual reports on its delivered
climate finance to the German Parliament

The responsible ministries should report annually on
the state of climate finance in a transparent and com-
prehensive manner. This should inter alia include ex-
ante allocations of climate finance, as well as an ex-post
consideration of how climate finance was allocated in
the previous year.

4 Since the question of which countries are particularly vulnerable is scientifically extremely difficult and politically very sensitive, the

categories for prioritisation may be further developed in the future.

12
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1 Introduction

Global warming is real. It is here, and it is already being
felt today by millions of human beings as well as ecosys-
tems and their inhabitants around the world. Adaptation
to the (uncertain) adverse impacts of climate change in-
creasingly becomes a necessity across the globe. This is
not for its own sake, but to ensure that sustainable de-
velopment will be possible, that investments into pov-
erty reduction, food and water security, and health will
not be undone and that progress achieved towards the
Millennium Development Goals will not be reversed
(Harmeling et al. 2010).

At the same time, there is increasing scientific certainty
that cutting harmful greenhouse gas emissions is of high
urgency, with the need to achieve a global peak in emis-
sions as soon as possible, if the goal of limiting global
warming to below 2°C or even 1.5°C above pre-indus-
trial levels should remain achievable. Thus, “addressing
climate change requires a paradigm shift towards build-
ing a low-emission society”, an understanding which
interestingly made its way into the current draft negoti-
ating text debated in the follow-up to the Copenhagen
climate summit (UNFCCC 2010a, 4).

However, a debate that accompanied the UN climate
change negotiations since its entry into force, and even
before that, is that of how and by whom the costs for
responding to climate change should be covered. The
transition to low-carbon, climate-resilient economies
will, at least in the short term, require additional in-
vestments at a scale that most of the developing coun-
tries are not able to capture without support. Germany,
as one of the biggest economies in the world and one
of the historically significant contributors to climate
change, will of course have to play its adequate part in
this financial cooperation.

Thus, this analysis seeks to assess the current state of
play on climate finance in Germany, addressing quan-
titative and qualitative aspects. After a brief summary
of the climate finance debate under UNFCCC so far
(Chapter 2), Chapter 3 explains how German climate
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finance works and summarises quantitative aspects of
past delivery of climate finance. Chapter 4 highlights
most recent climate finance data — Germany compared
with some other developed countries — in the context of
the so-called “fast start finance” commitments pledged
at the 2009 climate summit in Copenhagen.

Based on these quantitative analyses, Chapter 5 provides
a qualitative assessment of German climate finance with
regard to selected criteria, both those established under
the UNFCCC as well as additional human rights and
development criteria. These include principles such as
the prioritization of particularly vulnerable people and
countries and increasing country and target group own-
ership. Chapter 6 finally draws conclusions and provides
recommendations in particular to German policymakers
with a view to contributing to the improvement of the
quality and quantity of German climate finance, and the
way that climate finance is dealt with overall under the
UNECCC.

13
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2 Global climate finance and the
UNFCCC

2.1 Scale of the climate finance
challenge

Numerous reports published in the last years have tried
to assess the investments and additional costs associated
with an adequate response to climate change, both for
adaptation and mitigation. While there is, not surpris-
ingly, no one and only figure, the order of magnitude
has become clearer. Only for adaptation, the additional
costs in developing countries are estimated to be in the
order of US$ 70 to 100 billion annually over the next
decades (World Bank 2010a). The additional mitigation
costs are estimated to be at least US$ 100 billion.’

[t is important to understand the concept of “additional”
or “incremental” costs. Every project requires a certain
investment, be it renewable energies or an adaptation
project, but usually only a certain share of project costs
can be regarded as additional costs to cope with future
climate change. Thus,

“the costs of measures that would have been
undertaken even without climate change are
not included in adaptation costs, but the costs
of doing more, doing different things (policy
and investment choices), and doing things dif-
ferently are.” (World Bank 2009)

Subsequently, not every water-related project is neces-
sary adaptation, but every water project is likely to have
additional costs to climate-proof it — these are the ad-
ditional costs of climate change, and these additional
costs are what Annex-2-countries to the Kyoto Protocol
promised to finance in Article 4.3 UNFCCC. In practice,
it is often difficult to distinguish the costs, and pragmatic

See World Bank 2010b, for an overview of cost estimates.

approaches are required. The concept of additional costs
is important when comparing the order of magnitude
of climate related aid finance and the demand for ad-
ditional costs.

Given the difficulties in tracking climate finance by de-
veloped countries, only estimates exist regarding the
scale of the resources provided per year and the over-
all amount spent to date. Yet all of them indicate the
same conclusion, namely a) that a funding gap of tens
of billions exists and b) that there has been a clear im-
balance between mitigation and adaptation finance so
far.% Furthermore, the climate aid reported, usually does
not only comprise additional costs but the total financial
support provided. For example, a grant for a renewable
energy programme is most often fully counted as cli-
mate aid, rather than only counting the cost difference
to a conventional power station (that would have been
built without the need to tackle climate change). Con-
sequently, the gap between climate finance delivered
at the moment and the amount needed to cover the
estimated additional costs, is even higher than the com-
parisons of the figures suggest at first glance.

2.2 Finance related obligations under
the UNFCCC

A key reference point for addressing this discussion
adequately is the UNFCCC itself as the basis for inter-
national negotiations to address climate change. In the
UNFCCQC, its signatories agreed upon key principles.
While all Parties committed to take action on climate
change (Article 4.1), the principle of common but dif-
ferentiated responsibilities and respective capabilities in-
dicates that the particular nature of these commitments
vary between Parties. This is especially true for the pro-
vision of support to enhance action on climate change.
The UNFCCC establishes a legally binding obligation
for developed countries to “provide new and additional

See e.g. Roberts et al. 2008 which estimated a) the climate finance delivered through aid (excluding large-hydro dams) to be around

US$ 2.1 billion and b) the adaptation-related funds to be about 1/34th of mitigation funding in development aid; see also Persson et al.,

2009

14
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Table 1: Political milestones of climate finance under UNFCCC

Event Year

Milestone

UNFCCC

1992 (entry into force 1994)

Establishment of key obligations on climate finance
and the principle of common but differentiated
responsibilities

Global Environment Facility (GEF)

1994 (pilot phase 1991-94)

Establishment of the operating entity to fund the
implementation of the Rio Conventions

Kyoto Protocol

1997 (entry into force 2005)

Agreement on a new and innovative source to fund
adaptation: a levy on certificates generated through
the Clean Development Mechanism

Marrakesh Accords 2001

Establishment of the Special Climate Change Fund
and the Least Developed Countries Fund

Bali Action Plan 2007

Agreement of a negotiation roadmap towards a com-
prehensive agreement, including financial support

Establishment of the Adaptation Fund under the
Kyoto Protocol

Copenhagen Accord (CA) 2009

Heads of States commit to provide US$ 30 billion for
near-term finance (2010-2012) and to mobilise USS
100 billion annually by 2020. CA includes establish-
ment of a new green climate fund that might be
legally established at COP17 in Mexico, 12/2010.

Source: own compilation

financial resources”. Further political milestones for cli-
mate finance are listed in Table 1.

What is remarkable for the overall ambition of the Con-
vention is the direct link between the provision of sup-
port by developed countries and the extent to which
developing country Parties will effectively implement
their commitments under the Convention (Art. 4.7).
This link has been prominently reaffirmed in the Bali
Action Plan, which was adopted in 2007 with regard to
developing country mitigation (UNFCCC 2007).

Negatively speaking, one could argue that without the
provision of adequate support developed countries do
not have the right to demand substantial action by
developing countries. Positively speaking, developed
countries have the chance to trigger developing coun-
try action by providing adequate support, and thus they
have a double responsibility towards the ultimate objec-
tive of the Convention, namely to avoid dangerous cli-
mate change. Furthermore, the Bali Action Plan implies
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the commitment to increase the adequacy, predictability
and sustainability of the provision of financial resources
(UNFCCC 2007).

In the Copenhagen Accord, developed countries prom-
ised to provide new and additional climate funds at a
scale of US$ 30 billion for the period up to 2012. These
funds are commonly referred to as “fast start finance”.
Moreover, a promise to mobilise US$ 100 billion per
year by 2020 was made. That signals a change into the
right direction due to its quantification and intended
magnitude. Nonetheless, this money will most likely not
be sufficient to close the gap between funds provided
and needed entirely, even if this US$ 100 billion would
be used to only cover the additional costs. The promise
might even get diluted if already pledged development
aid is diverted to fulfil these pledges, or if private sector
finance is accounted towards these goals. Eventually,
developed countries might not even keep their prom-
ises since these are just political commitments, not (yet)
legally binding.
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2.3 Key shortcomings of the UNFCCC
process on climate finance

Although key principles were agreed upon in the UN-
FCCC, a number of shortcomings in the fulfilment of
the financial obligations came to light in the last 20
years. These shortcomings need to be dealt with in the
future. The following are seen to be the most important
issues with regard to fast start finance.

Lack of definition of “climate finance”: What to
count?

There is no clear agreement on what should exactly be
counted as climate finance. However, there is legal clar-
ity on what counts as commitments to provide finance
under the UNFCCC, namely the “agreed incremental
costs”, which, however, in practice is less easy to ap-

ply.

At present, there are two international systems where
developed countries report on their climate finance ac-
tivities. Firstly, they have to address the issue in their
National Communications sent to the UNFCCC on a
four years basis. In these communications all measures
to implement the Convention have to be reported, in-
cluding financial support. Although the UNFCCC has
provided guidance on what to report on, no sharp defi-
nition exists for climate finance. A second reporting sys-
tem is operated by the OECD Development Assistance
Committee (DAC). It has introduced the so called “Rio
Marker” to mark ODA spending serving the objectives
of the three Conventions established in Rio de Janeiro
in 1992. The UNFCCC “climate” marker is broadly ap-
plied, but its extensive definition gives room for coun-
tries” own interpretation.

Both definitions do not describe climate finance merely
as the additional costs, but allow for marking the total
cost, respectively the full volume of support provided.
Hence, neither of the two is fully able to give an account
on developed countries’ fulfilment of their promises un-
der the UNFCCC. Beyond doubt there is a methodo-
logical challenge to separate the additional costs due to
climate change, especially for adaptation activities, that
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raises the question whether a strict separation is advis-
able.

Lack of quantification of funding obligations and
transparency: How much to provide and how to
report?

Another key shortcoming exists with regard to the quan-
tification of funding obligations. The problem has differ-
ent dimensions. In the first place, there have been very
few quantified objectives, and secondly, these objectives
have only been made in form of voluntary pledges by
developed countries. Thirdly, even if specific numbers
have been put on the table, it has been extremely diffi-
cult, if not impossible, to clearly track if these objectives
have been met.

For example, in 2001 20 developed countries — the EU-
15 plus some others — committed in the “Bonn Declara-
tion” to contribute US$ 410 million of climate finance
by 2005, a political commitment which helped save the
Kyoto Protocol process, as it was severely at stake at
that time (Pallemaerts and Armstrong 2009). However,
monitoring if these commitments have been met proved
extremely difficult, and there has not been

“a single official document issued by the EU
with reliable and verifiable information on the
total level of financial support to developing
countries for climate change mitigation and
adaptation purposes provided by the Union
and its Member States.” (Pallemaerts and Arm-
strong 2009)

This problem also results in a lack of predictability and
reliability regarding the delivery of support.

With respect to the fast start finance for 2010-2012,
only an aggregate number has been promised in the Co-
penhagen Accord. Subsequently, several countries have
announced individual pledges, but again, only voluntary
ones. The quantification of the actual fast start finance
flows faces then the described problems — no common
definition of climate finance, and none for “new and
additional”.

fur die Welt
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However, some efforts have been undertaken to increase
transparency in reporting. The EU has presented a pre-
liminary report on its Member States’ fast start finance
activities (which, however, revealed very little and gave
no clarity on what was new and additional) and will de-
liver a final report by the next climate summit in Mexico
in December. An annual report is planned thereafter. The
Dutch government has additionally launched a website
with the support from other governments where details
of fast start finance pledges can be disclosed voluntarily.”
Unfortunately, a request to the UNFCCC secretariat to
compile and analyze information on countries’ pledges
has been rejected by some Parties so far.

Lack of definition of “new and additional”: How
to count?

The fact that there was never an agreement on the defi-
nition of “new and additional” has always been a key
problem for adequate delivery, and has furthermore
created mistrust. For many years developing countries
as well as NGOs have been demanding that climate fi-
nance, and in particular adaptation finance, should be
additional to commitments to provide Official Develop-
ment Assistance (ODA), since climate costs come on
top of development needs and have a different legal and
moral charactet, including the “polluter pays principle”.

However, throughout the process developed countries
have failed to find such a common and agreeable defini-
tion, largely because most of the countries tended to
count climate finance towards ODA, or even re-label
old pledges. In the following chapters, if not stated dif-
ferently, “additional” will mean committed on top of
ODA targets and “new” characterizes fresh money that
has not been pledged before.

2.4 The role of Germany in
international fast start finance

Germany is the fourth largest economy of the world and
the biggest economy within the EU. Given this interna-

7 www.faststartfinance.org

Brot

fur die Welt

tional weight, and by being one of the commonly pro-
gressive forces within the international climate change
political arena, Germany will undeniably play a key role
in determining whether the fast start finance promised
in Copenhagen will deliver the best possible outcome.
This holds true both for the quantitative promise and
for the allocation of the resources. The role of fast start
finance has to be seen not just as funding some projects,
but as a bridge to higher volumes of climate finance post
2012 that will allow the developing world to adequately
respond to climate change, through coping with the ad-
verse effects, as well as making progress on the way
towards low-carbon economies. The so called BASIC
group — Brazil, South Africa, India and China — an-
nounced a similar position by highlighting that the US$
30 billion fast start funding should be used

“to develop, test and demonstrate practical im-
plementation approaches to both adaptation
and mitigation, which can be used to inform the

comprehensive package”

negotiated under the UNFCCC (BASIC 2010).
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3 An overview of German
climate finance

The 2010 German federal budget contains climate-
related appropriations of around € 1.26 billion, accord-
ing to the government's own assessment. These funds
originate of two Federal Ministries' budgets: the Federal
Ministry for Economic Cooperation and Development
(BMZ) and the Federal Ministry for the Environment,
Nature Conservation and Nuclear Safety (BMU).

The funds earmarked for climate finance will not only
be spent as grants, but partially also as concessional
loans. The loans are entirely counted as ODA in the
year of their emission. The repayments effectuated by
developing countries are afterwards discounted gradu-
ally from the overall ODA volume. By that, the climate-
related ODA equivalent to the € 1.27 billion in 2010
will be much higher, presumably around twice as much.
It has to be mentioned here that this 1.27 billion does
not give an indication of how much can be regarded as
additional costs of climate change, in the sense of meet-
ing the commitments developed countries have made
under the UNFCCC (see above).

3.1 How does climate finance work
under the BMZ?

By providing € 1.13 billion for climate purposes out of
its overall budget of € 6.07 billion, the BMZ is by far the
larger climate financier of the two ministries. In 2010,
the BMZ channels app. 85% of its overall climate finance
budget — not to be confused with what is marked as fast
start finance — through bilateral channels. A huge imbal-
ance between adaptation and mitigation can be noted
in the bilateral funds. The vast majority (73%) goes to
mitigation activities as outlined in Table 2.

the fiscal year of 2010.

Table 2: Preliminary figures of BMZ climate
finance in 2010

Channels and objectives | 2010 in million €°
Bilateral Funding 930

Mitigation 680

Adaptation 250

Multilateral funding 166.5

New budget line® 35

Total 1131.5

Source: German Federal Government 2010a

On a thematic level different issues are summarized un-
der the headings mitigation and adaptation. Mitigation
includes sectors such as transport, energy, industry and
forest protection. Spending in the water sector or agri-
culture is often (partly) counted as adaptation.

Implementation of bilateral cooperation and
financial nature

The BMZ’s bilateral support is divided into financial and
technical cooperation. The former is executed exclu-
sively by the KfW Entwicklungsbank, the German de-
velopment bank, the latter predominately by the GTZ.
The support channeled through the GTZ is entirely
ODA eligible since no counter value of the service has
to be paid back. The KfW Entwicklungsbank provides
grants and concessional loans.

Concessional loans are emitted through three large
programs:'°

B Special facility for renewable energies/Energy facil-
ity (4E): Supports investments in the energy sector to
promote renewable energies and energy efficiency.

All figures are planned spendings as of the beginning of 2010. The actual performance will only be known and made public after finishing

Funds earmarked to the budget only in March 2010 as part of Germany’s fast start finance pledge in the Copenhagen Accord. No official

allocation information available yet. It is expected to be used for adaptation and REDD.

10 See http://www.kfw-entwicklungsbank.de/DE_Home/Sektoren/Energie/Engagement_der_ KfW_Entwicklungsbank/Innovative/index.jsp

18

fur die Welt

17



17

Climate Change

B [Initiative for Climate and Environmental Protec-
tion (IKLU): Provides at least € 2.4 billion in grants and
concessional loans during the period 2008-2011. It sup-
ports mitigation activities beyond the energy sector.

B German contribution to the World Bank’s Climate
Investment Funds: The pledge of € 550 million for
2010-2012 will be channeled mostly through the KfW
that passes on concessional loans to the CIF, except for
the 50 million that will be given to the Pilot Programme
for Climate Resilience as grants.

Selection of countries and projects

Bilateral funds are allocated according to a set of broader
strategies and agreements, meaning that climate change
related projects are no isolated activities. Sector strate-
gies, developed by the ministry, describe principal goals
of the German development cooperation on a specific
topic. While there are strategies for the energy sector,
biological diversity and the water sector that affect a
large part of the climate change related activities, sur-
prisingly there is not yet an overall strategy to tackle
climate change. A so-called “action programme on cli-
mate change and development” has been published in
2007, but cannot be regarded as strategy due to its lack
of substance.!! Apart from this the BMZ only offers an
information flyer on climate change and development.
Spending one sixth of its budget on climate change
related activities, the BMZ urgently ought to have a
proper coherent climate change strategy or concept that
outlines its rationale, priorities and strategies.

Usually, only countries that maintain development co-
operation with Germany are able to receive climate
finance. Whereas until the late 1990s Germany was ac-
tive in 120 developing countries, at present, the BMZ
maintains cooperation with around 85 countries in or-

der to increase aid effectiveness.'? In 17 countries coop-
eration will be completed and phased out in the coming
years, meaning that the number of partner countries
will be limited to 58 countries. Initially a country needs
to have a climate related priority area in order to be
eligible for BMZ’s climate funds, which is also currently
the case in 60 countries. These priority areas are deter-
mined in an intensive dialogue between the German
government and the partner government, and finally set
down in priority area strategy papers. In the course of
donor harmonization, there are usually no more than
three to assure effective and efficient use of funds.
These intergovernmental negotiations take place on an
approximately biannual basis, and result in internation-
ally binding agreements.'®

Only in cases where it has not been possible to fulfil
the thematic target figures for climate finance by regu-
lar agreements in partner countries, within climate re-
lated priority areas, it is possible that suitable activities
in other partner countries are supported to meet the
target. An example of this flexibility is a regional adapta-
tion programme to assist 12 pacific island states that are
no regular partner countries of the BMZ. This has been
scaled up recently from € 4.2 to 14.2 million."

The selection of climate related projects and programmes
follows the same procedures as any others do. Project
or programme proposals are made by partner countries.
They are sent to the BMZ, accompanied by a short state-
ment of one of the German implementing agencies de-
pending on the type of support requested. On the basis
of this statement, the BMZ decides whether an activity
is able and worthy to be appraised.

In case of a positive decision the implementing entity
starts the project appraisal. Apart from the different
strategies, certain aspects need to be considered, such

1 See BMZ 2007; it is a 5-pager that explains the rationale for climate related measures on 2 pages and lists corresponding German activities

throughout 3 pages.

12 See http://www.bmz.de/en/what_we_do/countries_regions/index.html

13 See http://www.bmz.de/en/what_we_do/approaches/bilateral_development_cooperation/index.html

14 See http://www.gtz.de/en/praxis/27718.htm
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Box 1: BMZ's formal conditions to provide bilat-
eral climate finance

Steps to take to receive BMZ's climate finance

1) Be a partner country with a climate relevant focus'

2) Project proposal submitted by partner country
convinces German implementing agency (that writes
first statement for BMZ) and BMZ (that decides on
whether to appraise the proposal in depth)

3) Implementing agency's appraisal comes to positive
results, i.e. recommends funding

4) BMZ decides that the project it suitable for funding
and assigns the German agency with its implemen-
tation

Source: based on http://www.bmz.de/en/what_we_
do/approaches/bilateral_development_cooperation/
index.html

as legal, institutional and macro-economic framework;
economic and management capacities of the project-
executing agency; technical adequacy of the project;
potential impacts (socio-economic, economic, socio-cul-
tural, gender specific, ecological). It is the implementing
agencies’ responsibility to choose which aspects they
concentrate on most in their analysis and report. The
BMZ takes its decision based on the implementing agen-
cies” results and report.

The implementing agencies usually prepare their own
guidelines on climate change related aspects. Content
wise there are no common guidelines provided by the
BMZ, apart from the country strategies that have to be
followed, since there is no sector strategy. Nonetheless,
a positive development appears to be the mandatory cli-
mate proofing that the BMZ approved in 2010. From
2011, it demands the implementing agencies to analyze

15 With exceptions where no climate focus is required
16

17
18

see http://www.gtz.de/de/themen/26101.htm

Klimarelevantes_Portfolio.jsp
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the mitigation and adaptation potential and effects of
any new project proposal, irrespective of the specific sec-
tor. If necessary, the project proposal has to be adjusted.
This process aims to move forward the mainstreaming
of climate change in all sectors. The results remain to
be seen. The GTZ started climate-proofing their projects
already in 2010, the KfW Entwicklungsbank will follow
in 2011.1°

Another entry point for coherent climate-related criteria
within the BMZ and the German implementing enti-
ties could be through ex-post evaluations. In addition to
the standard criteria for evaluating development assist-
ance — namely relevance, efficiency, effectiveness, im-
pact, sustainability and coordination, complementarity
and coherence —, the BMZ chooses also certain topics
that will be analyzed in more depth during a period of
time. Climate change has not yet been one of those top-
ics, which does not reflect the high relevance of climate
change related activities in the BMZ’s portfolio.

In a similar manner the implementing entities conduct
their evaluation. At least, energy-related projects were
in the focus of GTZ’s annual evaluation in 2007 (GTZ
2009). In the case of the KfW, the thematic focus lies on
decentralization since 2007.!7 Considering the KfW’s
increasing role as an international climate financier (al-
ready 40% of all ongoing projects in 2008 with a volume
of approx. € 7 billion were climate related),'® climate
change should become a topic for in-depth evaluation
as soon as possible.

3.2 How does climate finance work
under the BMU?

The BMU’s tradition in international climate finance
started only in 2008 when it first had funds for climate
protection measures in developing countries at its dis-

see http://www.kfw-Entwicklungsbank.de/DE_Home/Evaluierung/Themenbezogene_und_ sonstige_Evaluierungen/index.jsp

see KfW website: http://www.kfw-entwicklungsbank.de/DE_Home/Sektoren/Klimawandel/Engagement_der _KfW_Entwicklungsbank/

fur die Welt
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posal. According to the “Integrated Energy and Climate
Program” from December 2007 a part of the auction-
ing revenues of the European Trading Scheme (EU-ETS)
has been earmarked for this purpose. With an amount
of € 120 million annually the “International Climate
Initiative”(ICI) was founded.

For the year 2010 the selection of projects has been
finalized, but approved projects have not yet been
made public. In previous years, funds have surged
mainly into mitigation projects. It remains to be
seen if this trend will continue. In 2010, for the
first time, the BMU received funds of € 35 mil-
lion additional to the ICI. Altogether the BMU has
€ 140 million'® at its disposal to finance climate activi-
ties in developing countries (see Table 3). Out of this,
€ 10 million were pledged to the Adaptation Fund un-
der the Kyoto Protocol during the climate ministerial in
May 2010 in Bonn.?

The BMU’s ICI has three thematic foci: a) Emission
reduction/climate-friendly economy, b) Adaptation,
c) Preservation and sustainable use of carbon reservoirs/
REDD. Funds are provided as grants and ODA eligible
concessional loans. The funding is open to all develop-
ing countries, no matter if they are an official partner
country of the BMZ’s German development assistance
or not.?!

Twice a year, currently by 15th of April and 31st of De-
cember, project proposals can be submitted for selec-
tion. Selection criteria are quite numerous and contain
amongst others:

B Innovative character (technologically, economically,
methodologically, institutionally);

Table 3: Indicative BMU climate finance for
developing countries in 2010%

Channels 2010 in million €%
ICI (mostly bilateral) 110

Multilateral funding®* 35

Total 145

Source: German Federal Government 2010b

B Sustainability of project effects;

B Possibility of duplicating results, visibility and mul-
tiplier effect;

B Transferability of projects to the level of internation-
al climate cooperation in the context of the UN climate
negotiations;

B Integration in national strategies, in international co-
operation and synergies with other projects and sectors;

B Contribution to economic and social development
in the partner country;

W Significance of the partner country in the context
of the international climate negotiations and interest in
cooperation with Germany.

The BMU has mandated the GTZ with the management
of the ICI, and to give strategic advice to the BMU. For
that reason a “Programme Office ICI” has been estab-
lished as an independent entity, operated by the GTZ,
where proposals can be handed in. It conducts a first
evaluation of the project outline. Based on that, and on
a final review, the BMU decides on the applications. The

19 The ICI's volume is € 120 million, but with € 10 million allocated to Eastern European countries and Russian Federation.

20

21 See http://www.bmu-klimaschutzinitiative.de/en/home_i
22
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the fiscal year of 2010.
24
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http://www.bmu.de/english/current_press_releases/pm/45968.php

As with other climate finance flows, final figures will only be available after the termination of the fiscal year 2010

All figures are planned spending as of the beginning of 2010. The actual performance will only be known and made public after finishing

Funds earmarked to the budget only in March 2010 as part of Germany’s fast start finance pledge in the Copenhagen Accord.
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Figure 1: German bilateral climate finance 1994-2009
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Government 2010a

entities implementing the projects are mainly KfW Ent-
wicklungsbank and GTZ and other bilateral actors such
as NGOs or research institutions. International organi-
zations are eligible as well.

Projects implemented by GTZ and KfW Entwicklungs-
bank follow the same internal procedures as BMZ
projects. Since the ICI funds are supposed to be counted
as ODA, the final evaluation according to the OECD
DAC criteria has to be conducted as well.

While the BMZ is partially included in the process to
consider the projects, there is no overarching climate
finance strategy, which, for example, outlines the stra-
tegic context and roles of the different instruments, and
identifies how they can best complement each other. In
particular when the ICI was initially set up in 2008, the
relationship between BMU and BMZ can rather be char-
acterized as competitive and based on suspicion. While
the project selection and approval procedure has been
consolidated since then and has become more coherent,
it still lacks a joint strategy. This would also be particu-
larly useful since BMU and BMZ follow more common

22

interests and should join forces in order to strengthen
their position in debates with the finance or the eco-
nomic ministry, which usually are either reluctant to
scale-up international climate finance or follow signifi-
cantly different paradigms.

3.3 Historical development of German
climate finance

3.3.1 Bilateral climate finance

BMZ’s funding of climate-relevant activities has a long his-
tory, even though the label climate finance only came up
in the mid-nineties. One of the oldest records available in
the 1st German National Communications is support for
the energy sector in the period 1961-1993, where app.
€ 7 billion were provided through bilateral cooperation.
Data from National Communications and data reported
to the OECD DAC are illustrated in figure 1.

German climate finance has increased substantially in

the past 15 years, whereby a real boost can be noted
after 2007, meaning after the agreement on the Bali Ac-

fur die Welt
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tion Plan (BAP). According to OECD data, mitigation-
related funding accounted for € 640 million ODA in
2007 and jumped to € 1.65 billion ODA in 2008, due
to the introduction of new credit lines for the energy
sector (see previous chapter).

Data from the 5th National Communication and gov-
ernment’s recent information on climate finance indi-
cate the same tendency. To date, only information on
the volume of the federal budget earmarked to climate
related activities is available for the last two years. How-
ever, based on previous years and details of concessional
credit lines, a rough estimate on its ODA equivalent can
be made.

National Communications

In the National Communications submitted to the UN-
FCCC, reporting on bilateral climate finance is struc-
tured according to recipient countries and climate
relevant sectors, namely energy, transport, forestry, ag-
riculture, industry and waste. The energy sector strikes
the eye as well, due to its high funding. In the most
recent Communication it is cited explicitly that the data
are based on the Rio Marker, and broken down into sec-
tors (German Federal Government, 2010b). In previ-
ous communications it is not clear if the same has been
done, or if the whole spending on the sectors has been
counted as climate relevant. Linked to this, there is no
explanation of federal budget figures having been used
or the ODA eligible amount of the support.

In the first years a separate category, “adaptation”, was
added to the mitigation sectors that had later been re-
placed by the category, “Water supply and sanitation”,
to represent adaptation funding measures. From 2000
onwards the water/adaptation sector received a more
or less steady funding of € 260 million on average, and
by that has always received higher funding than the
energy sector. Nonetheless, the sum of all mitigation
relevant sectors is by far higher than the adaptation /
water sector.

There is no proof that all the water and sanitation
projects counted as adaptation really have an adaptation

Brot
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element. The mere fact that it is a sector impacted by
the adverse effects of climate change does not automati-
cally turn these projects into a response to the specific
climate change impacts expected in the given region
or country. Theoretically, some of these projects may
even contribute to maladaptation — for example, if they
implement new sanitation infrastructure for a projected
level of precipitation, which might drastically change
with climate change already in the near future.

OECD-DAC Rio Marker Climate and its shortfalls

The attempt to use the Rio Marker on climate to get a
consistent chronological view about climate finance will
not succeed either. Since 1998 the DAC has monitored
aid targeting climate change (mitigation), but reporting
on them became mandatory only starting 2007 flows.
[ts voluntary character might have tempted some DAC
members not to be as accurate as one would expect them
to be since 2007. Even though Germany applied the cli-
mate marker since its introduction, for some years the
provided information differs strongly from that reported
in the National Communications. This fact is particu-
larly interesting because countries report on their own
responsibility in both systems. For the years 2000-2002
the data show very different realities, e.g. the financial
support reported in the National Communications for
2000 and 2001 is around € 700 million higher than the
marked activities at the OECD. On the other hand the
data are quite similar in the years 2004-2006.

The Rio Marker for climate has some clear shortfalls.
The most striking is that its definition until recently has
only been applicable to mitigation activities. This could
partially explain lower figures. Reacting on this deficit
the OECD-DAC has introduced a new adaptation mark-
er that will be used for the first time in 2010.

A different problem arises from the methodology used
to mark the activities. Both projects that have mitigation
of climate change as principle objective, and those that
pursue this objective amongst others, can be marked.
Therefore, the Rio Marker cannot provide exact data,
but merely trends. At the same time, an overestimation
of climate-related funding as understood by the UN-
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Figure 2: Allocation of climate-related finance according to world regions
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FCCC, is virtually certain, not to mention an intended
overestimation by some countries, in order to “green-
wash” their ODA. Indeed, a recent study by Michaelowa
and Michaelowa (2010) concluded that only one fourth
of all projects that were marked as climate relevant in
the year 1995-2008 actually fulfilled this purpose. For
Germany, the authors discovered cases of coding errors
such as “Protection of Maya archaeological sites”.

With 6.6% the total number of projects being over-coded,
Germany holds the 5th place (US: 45.5%, Netherlands:
20.6%, Norway: 12.6%, Portugal: 9.7%). The authors
acknowledge that some of this over-coding might be re-
lated to a misunderstanding of the procedures and rapid
coding habits, but certainly not all of it (Michaelowa
and Michaelowa 2010).

To conclude on the development of German bilateral cli-
mate finance administrated by the BMZ it has proven to
be strikingly difficult to collect, operationalise and com-
pare data. More transparency and completeness seems
to be essential to successfully monitor climate finance in
the future. Clearly that requires adequate technical and
human capacity, which does not seem to be given at

2
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the present time, due to the fact that BMZ statistics are
outsourced to the Federal Statistical Office.

Regional distribution of climate finance
according to the Rio markers

Of course it is also of interest to look at the regional
distribution of climate-related finance spent by the Ger-
man government. Unfortunately it is almost impossible
to aggregate the OECD statistics on a country basis, due
to a number of inconsistencies in the available data. For
example, from 2002 on, the spending information to
developing countries varies. For some countries there
are only figures for the commitments, for others only
for the actual disbursement, and for some countries for
both aspects. Thus, only the regional allocations accord-
ing to the OECD statistics are reported here. Generally
one can summarise that Asia has been by large the main
recipient of climate-related finance in particular over the
period (2003 to 2008), with African countries being the
second largest recipient (Figure 2).

Except for the year 2007, there has been an upward
trend in overall climate finance, but also in these re-

3 http://www.oecd.org/document/6/0,3343,en_2649_34421_43843462_1_1_1_1,00.ht
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Figure 3: Allocation of climate-related finance according to income groups
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gions. With regard to income groups, lower middle-
income countries and upper middle-income countries
are by large the key recipients of climate-related finance,
while the LDCs, a group with a population of more than
800 million,”® receives a relatively small share of the
resources provided (Figure 3).

BMU's International Climate Initiative

Due to its much smaller scope, the BMU’s ICI allows for
a much easier analysis. The overall volume continued
to be stable since 2008. Around 60% of the funding
has been allocated to mitigation projects, most of them
with energy efficiency or renewable energy focus. Car-
bon Sinks/REDD has been the subject of approximately
30% of funds. Only 10% of the resources have been pro-
vided for adaptation measures. Regarding the type of
finance, mainly concessional loans have been provided
— for example in 2008, out of the ICI's € 120 million

2004 2005 2006 2007 2008 years

26
= UMICs = N.N.

budget € 25 million were grants, and concessional loans
of about € 300 million were approved.?’

3.3.2 Multilateral climate finance

Neither National Communications nor Rio Marker pro-
vide adequate information on multilateral funding, the
former due to inconsistencies, the latter since they ex-
clude this category per se.*® An overview of Germany’s
pledges to multilateral climate funds and their fulfilment
needs to be derived from the funds” information (see
Table 4).

In several examples, in particular the GEF where Germa-
ny is the third-largest contributor, the pledges have been
fulfilled by 100%, or are expected to be concluded in
2010 or 2011. Certainly some pledges have been made
very recently, e.g. the € 10 million to the Adaptation
Fund in May 2010, or the actual work of these funds

26 LDCs = Least developed countries; OLICs = Other low income countries; LMICs = Lower middle-income countries; UMICs = Upper

middle-income countries; N.N. = Unallocated by income

27 http://www.oecd.org/document/6/0,3343,en_2649_34421_43843462_1_1_1_1,00.ht

28

http://www.oecd.org/document/6/0,3343,en_2649_34421_43843462_1_1_1_1,00.ht

29 See http://www.bmu-klimaschutzinitiative.de/en/results for preliminary results of the ICI.
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For more info on Pros and Cons of reporting systems see Moncel et al. 2009.
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Table 4: German multilateral climate finance up to date — pledges vs. deposits

Multilateral Funds Publicly pledged | State of fulfilment®' | Further aspects
Contributions to GEF>2 USs$ million in % of pledge
GEF 1 (1994-1998) 242 100
GEF 2 (1998-2002) 236 100
GEF 3 (2002-2006) 294 100
GEF 4 (2006-2010) 295 100
Total GEF 1-4 1,067 100
GEF 1-4 overall climate change share 355 100
(approx. 33%)
Total GEF 5 (2010-2014) 479 Pledged in second half of 2010
GEF 5 overall climate change share 160
(approx. 33%)
Other funds In million In million
Least Developed Countries Fund (LDCF)*® €40 €30 Fulfilment expected in 2011
Special Climate Change Fund (SCCF)** €20 €124 Fulfilment expected in 2011
(adaptation programme)
Adaptation Fund (AF)*® €10 0 Fulfilment expected in 2010
Climate Investment Funds (CIF) €550 €515
Pilot Programme for Climate 50 15 Grants, pledged in 2008
Resilience (PPCR)*®
Clean Technology Fund (CTF)¥’ 500 500 Concessional loans, 50% grant
element, pledged in 2008
Forest Carbon Partnership Facility (FCPF) Ca. €20% €30 To be delivered in 2010
Clobal Energy Efficiency and Renewable €24 €225
Energy Fund (GEEREF)®
Total of other funds Ca. € 665 Ca. €610

is just about to reach the state where larger amounts of
resources are expected to be released. This is the case
for the World Bank’s Climate Investment Funds. Over-
all, the average annual contribution to climate finance

31
32
33

As of October 2010

see National Communications 2-5 and GEF 2010a

be fulfilled by 2012

34 as of September 2010, see GEF 2010b

35
36
37
38
39

World Bank 2010c

See FCPF 2010: pledge of US$ 24.5 million.
See http://www.climatefundsupdate.org/listing/geeref
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is significantly lower than the bilateral allocations, with
ca. € 355 million annual climate-related finance under
the GEE and around € 65 million in total for the other
funds over the last years (annual average).

as of September 2010, see GEF 2010b: Contributions have been paid in annual rates of € 5 million in the last years, commitment likely to

for 2010, € 10 million have been allocated in the national budget, but not yet delivered to the AE.

World Bank 2010c; Concessional loans with a grant element of € 250 million.
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4 Germany's fast start
climate finance in international
comparison

A specifically important element of climate finance is
the so-called fast start finance (FSF), This refers to the
promise made in Copenhagen to provide US$ 30 billion
for the years 2010-2012. Thereafter, countries have an-
nounced their individual pledges e.g. the EU (27 mem-
ber states and European Commission) committed to
deliver € 7.2 billion over the three years.

A crucial aspect of the Copenhagen Accord is that it
requires funds to be new and additional without having
defined what that means. Ever since, great attention is
directed to the question whether and how developed
countries fulfil their promise. That is also where the
difference between general climate-related finance for
developing countries, as it has been described before
in the case of Germany, and those resources which
are counted towards the Copenhagen Accord pledges
comes in, and may also cause confusion.

The question of which resources are counted towards
the Copenhagen pledge becomes even more relevant,
given the potential trust-building — or trust-undermining
— effect of fast start finance for the UN climate nego-
tiations in light of the historic shortcomings of climate
finance outlined in the beginning.

This chapter compares the German FSF pledge and ap-
proach of fulfilling these to four other major climate fin-
anciers, namely UK; Norway, USA and Japan (see Table
7 for a summary of the comparison), in order to base
the judgement of German fast start finance on a broader
foundation.

Germany is historically one of the largest donors for bi-
lateral climate change related activities, ranking second
after Japan in 2008 with a climate related ODA of US$
2.6 billion, according to the OECD.*’ In Copenhagen,

Brot

fur die Welt

chancellor Angela Merkel pledged to deliver € 1.26
billion FSF for 2010-2012, which, however, has to be
backed annually by respective parliamentary budget de-
cisions. Since a common definition is lacking regarding
what “new and additional” means for FSE, a compari-
son must look more into detail than just comparing the
height of the pledge.

Actually, Germany is one of the very few countries that
made transparent their definition of additionality, that is
all funds that are additional to the FY 2009 budget for
climate finance (2009 baseline), or funds that originate
from innovative sources. The latter criterion applies to
the ICI which is funded through revenues from auction-
ing in Germany'’s share of the European Emission Trad-
ing Scheme, where Germany is the only country which
has earmarked a significant amount of revenues for cli-
mate purposes. This innovative approach as such can be
seen as a positive “early mover” impulse, which, strictly
speaking, does not generate new and additional money
beyond 2009. However, its introduction was based on
the expectation that such an early move could positively
contribute to a successful Copenhagen outcome, and
thus deserves some merit.

Table 5 provides an overview of how the German gov-
ernment plans to achieve its fast start finance pledge.
As described earlier, all these figures are preliminary.
The additionality definition applied here (4" column)
is stricter than the German government’s one and only
includes resource flows which truly originated after Co-
penhagen.

Applying the German government’s definition, there
was almost no need for really fresh money after Co-
penhagen, because an increase over 2009 levels was
already allocated for several budget posts before Copen-
hagen. Partially these originate from previous political
commitments, such as to increase the funds for biodi-
versity protection which was made in 2008. Therefore,
the majority of the money is recycled pledges (made
before the Copenhagen Accord). Only € 70 million in
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Table 5: Planned contributions to Germany's fast start finance commitment

Position Resources allocated in national | Counted Additional to Date of pledge
budget (in million EUR) towards CPH | pledges/allo- (budget post)
2010 2011 2012 pledge cations made
before 2009
International Climate 110 110 110 330 2007, first allocated in
Initiative (BMU) the budget 2008
BMU budget post 35 - - 35 35 2010, first allocated in
,Climate protec- the budget 2010
tion in developing
countries”
BMZ budget post 35 - - 35 35 2010, first allocated in
“Climate protec- the budget 2010
tion in developing
countries”
Clean Technology 66 63 58 375% - 2008, G8 summit in
Fund (CTF), World Japan
Bank
Pilot Programme for 9 12 17 35 - 2008, G8 summit in
Climate Resilience Japan
(PPCR), World Bank
Contributions to the - 68 Unclear 68 58.4 New resources in 2011
LDCF and the SCCF
Forest Carbon 20 9 14 43 22 2007, new resources
Partnership Facility in 2011
(FCPF)
Biodiversity/REDD 30 100 200 330 - 2008 Convention on
(via bilateral coopera- Biological Diversity
tion) (CBD COP9)
Further bilateral 23 Unclear Unclear Unclear Unclear N/A
cooperation
Annual sum 328 362 399 1251 150.4
Total sum 1089

Source: Kowalzig 2010, as of October 2010 (see for more details on the specific figures)

pledges were added in 2010 as truly new money, € 35
million each for specific budget posts in the BMZ and
the BMU budget.

The other countries subject to comparison in this study
have been silent so far on their definition. The US counts

its entire climate finance as FSF (2010: US$ 1.3 billion).
Since the country has historically spent very little on

41

28

climate (2009: US$ 315 million), applying the German
definition of additionality results in quite a high number
of “additional” climate finance (2010: US$ 989 mil-
lion). Japan has a very high FSF pledge, totaling US$ 15
billion, but they count private finance into the pledge
that is planned to reach US$ 4 billion. Norway has not
yet decided what to count for FSF in addition to their
REDD+ pledges.

The full loans and not only the ODA grant equivalent are expected to be counted towards the FSF pledge.

fur die Welt
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Table 6: Distribution of Germany's fast start finance in 2010

Mitigation Adaptation REDD+
Clean Technology | € 125 million Pilot Program for Cli- € 9 million Forest Carbon € 30 million
Fund mate Resilience Partnership Facility
EU-UNDP climate € 5 million Adaptation Fund € 10 million
capacity building
(MRV, NAMA, LDCs)
UNEP/UNDP Ecosystem- | € 10 million
based adaptation flag-
ship (under preparation)
Bilateral projects € 67 million € 53 million € 47 million
Total €197 million | € 82 million € 77 million

Source: GoriBen 2010

Apart from this, the five countries show quite similar
patterns. All of them count the FSF towards their 0.7%
target of GNI for ODA. Furthermore, all of the countries
recycle intensively old pledges, made in occasions previ-
ous to the Copenhagen Accord. As Germany is doing
with its International Climate Initiative, it is particularly
striking that Norway recycles its “Climate and Forest
Initiative,” and Japan does so with its “Cool Earth Part-
nership”.

According to a presentation held by a German govern-
ment representative in November 2010, German fast
start finance in 2010 is distributed to mitigation, adapta-
tion and REDD+ as indicated in Table 6.

Comparing these “official” figures with Table 5, some
differences and slight inconsistencies become apparent.
On the one hand these are due to changes in the al-
locations late in the year. On the other hand, the most
significant change can be explained through a change
in what is counted towards the fast start finance com-
mitment. While approx. only € 66 million of resources
allocated in the budget are spent to finance the Clean
Technology Fund under the World Bank (see Table 5),
€ 125 million are counted towards the commitment.
This can be explained by the government’s decision to
count the whole loan volume acquired through the € 66
million generated through the KfW Entwicklungshank
on the private capital market. While this is in line with
ODA accounting rules, it is a position change which fur-
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ther weakens the “new and additional” components in
Germany’s fast start finance.

Summarising the table, a majority of finance (ca. 77%)
goes to mitigation and REDD+, while only 23% go to
adaptation. Since the primary focus of REDD+ is mitiga-
tion, despite some potential benefits for adaptation, it
seems more appropriate to count it towards mitigation.
Regarding the distribution between bilateral and multi-
lateral channels, approximately 53% are expected to be
spend for multilateral channels, which, interestingly, is
a much higher figure than assumed earlier in the year.

Regarding the latter aspect, donors have clearly differ-
ent preferences. Norway and Japan plan to use mainly
bilateral channels, the UK and the USA will channel
the majority of their FSF through multilateral organiza-
tions.

The German FSF will be provided as grants and loans.
The same holds for UK, US and Japan. However, the
Japanese FSF funds will be mostly delivered through
loans, and 50% of the funds are not ODA eligible since
their grant equivalent is not high enough, which means
that they at least come on top of ODA. Norway only
gives grants for REDD+.
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Table 7: Country comparison of fast start finance approaches

Criteria

Germany™®

UK

Norway™®

Role as (climate)
donor*

0.35% GNI on ODA in 2009

Average proportion of its
bilateral ODA on climate
2005-2007: 9.8%

2009 climate finance budget:
€1bn

0.52% GNI on ODA in 2009

Average proportion of its
bilateral ODA on climate
2005-2007: 0.4%

1.06% GNI on ODA in 2009

Since 2008 “Climate and
Forest Initiative” for REDD+
(approx. $ 500 m annually)

Fast Start Finance
(FSF) pledge

2010-12: €1.26 bn FSF

Average: € 420 m annually
(2010: € 350 m, 2011: € 409
m, 2012: € 501 m)

$ 800 m/year (£ 1.5 million
total) pledged with £ 511
committed to specific
programmes and £ 190 m
delivered

2010-12: $ 1 bn REDD+ plus
amount X tbd

2010: $ 360 m REDD+ plus
X thd

Additionality of FSF

Official definition: funds addi-
tional to 2009 climate finance
budget or funds originating

from innovative sources (=ICl
funds)

2010: all recycled pledges
except€70m

Entirely counted towards
0.7% target

No official definition

After reaching 0.7% target
blending of non-climate
ODA and climate finance,
€.9. max 10% ODA for
climate

2010-12: mostly recycled
old pledges

Entirely counted towards
0.7% target

No official definition

2010: mostly recycled old
REDD+ pledges

Entirely counted towards
0.7% ODA/GNI target

Objectives for FSF

2010 BMZ total climate funds:
77% mitigation (incl. REDD),

Distribution targeted: 30%

adaptation, 50% mitigation,

64 - 100% REDD+ (depend-
ing on other funds yet to be

23% adaptation 20% REDD declared as FSF)

Channels for FSF 2010 BMZ total climate funds: | DFID: £19 m 2010 allocations for REDD+:-
approx. 47% bilateral, 53% ) Brazil-Amazon Fund: $ 142
multilateral PPCR:£202m m- FIP: $ 48 m Civil Society

CTF: £155 m Funding Scheme (through
NORAD): $ 29 m- UN-REDD
FIP:£88 m Programme (multilateral):
SREP: £35m $ 29 m Congo Basin For-
c Basin Forest Fund: est Fund: $ 28 m- Other
Ecgr;go asin Forest Funa: (Including Indonesia, FCPF,
m overhead, conferences etc):
GEF (climate change ele- $ 20 m Tanzania (bilateral): $
ment): £11 m 17 m- FCPF Readiness Fund:
. $11 m- ITTO REDDES: $ 4 m-
FCPF: £10m Indonesia (bilateral): amounts
TBD
Type of finance for FSF | grants & loans Loans < grants All REDD+ funds are delivered
as grants
42

43 Norway 2010; WRI 2010
44
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German Federal Government, 2010; Kowalzig 2010

see OECD DAC statistics for ODA figures and Rio Marker
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USA #°

Japan %

0.2% GNI on ODA in 2009
Average proportion of its bilateral ODA on climate 2005-2007: 0.2%
2009 climate finance budget: $ 315 m

0.18% GNI on ODA in 2009

Average proportion of its bilateral ODA on climate
2005-2007: 11.3%

Since 2008 “Cool Earth Partnership” ($ 10 bn for
2010-2012)

2010-12: N.N. ($1bn REDD+)
2010: $ 1.3 bn total climate finance,
$ 989 m increase to 2009

2010-12: $ 11 bn public, $ 4 bn private ="Hatoya-
ma Initiative” (remaining $ 7.5 bn of the “Cool
Earth Partnership” + additional funds)

No official definition
i.e. all climate finance counted as FSF.
2010: mostly new, except approx. $ 230 m

Entirely counted towards 0.7% target

No official definition

2010-12: 25% of all projects decided and imple-
mented prior 2010,

majority are recycled Cool Earth funds

Only approx. 50% of FSF is ODA eligible and
counted towards 0.7% target

2010 total climate funds: 35% adaptation, 45% mitigation, 20%
REDD +

2010: 3% adaptation, 95% mitigation, 4% REDD+

Roughly 60% of the funds will flow through multilateral channels,
and the rest bilaterally.

CIFs: $ 375 m in FY 2010; estimated appropriation of $ 575 m in FY
2011.

CTF: $ 300 m in FY 2010; $ 370 m in FY 2011.
PPCR: $ 55 m in FY10; $ 65 m for FY2011.
FIP: $20 m in FY2010; $ 95 min FY 2011.

SREP: $ 45 m in FY 2011.- FCPF: $ 10 m in FY 2010, $ 15 m in FY
2011.

LDCF and the SCCF: $ 50 m in FY 2010; $ 70 m in FY 2011.

GEF: $ 26 min FY2010; $ 90 m in FY2011 ($ 49 m for clean energy &
$ 27 mfor sustainable landscapes).

$7.2 bn ODA includes: $ 6 bn of ODA and $ 1.2
bn CIFs (CTF: $ 992 m, PPCR: $ 99 m; FIP: $ 60 m;
SREP: $ 40 m)

$ 7.8 bn in other official financing will be chan-
nelled through:- Japan Bank of International Co-
operation (JBIC)- Nippon Export and Investment
Insurance support for counter-risk measures-
Unknown private sources, but will likely include
Japanese private sector

Grants

ODA eligible funds: mostly loans ($7.2bn), non-
ODA eligible funds: blending of public and private
($7.8bn)

45 Uss treasury 2010; WRI 2010
4 Japan 2010; WRI 2010
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5 Performance of Germany's
climate finance against UNFCCC
and development criteria

Based on the previous analyses, it is important to as-
sess whether the German approach to climate finance
complies with the key criteria set out in the Conven-
tion, in the Bali Action Plan and in the Copenhagen Ac-
cord. In addition to these three, further criteria will be
introduced that are drawn from development coopera-
tion, and whose objectives are to ensure that key target
groups are reached and that climate finance is effective
in the sense of the aid effectiveness debate.

5.1 German climate finance against
criteria spelled out in the UNFCCC
process

The challenge in assessing the “compliance” of German
climate finance with regard to the UNFCCC criteria is
obvious given the fact that there are no agreed defini-
tions (see Chapter 2). Thus, this exercise cannot be car-
ried out in a box-ticking approach. Nevertheless, a more
general judgement seems also possible.

5.1.1 New and additional

As addressed before, the criterion “new and additional”
has a long history in the UNFCCC process, without hav-
ing led to an agreed definition to date. The German fast
start finance definition of “additional” has its positive
and negative aspects.

A clearly criticisable aspect is that all resources are
counted towards the 0.7% ODA target. The relabeling
of pledges made before Copenhagen is another prob-
lem. Moreover, the biodiversity funds in the FSF pledge
have evoked critique since they are based on a promise
made by Chancellor Merkel during the Convention on
Biological Diversity COP in 2008, and hence, are dou-
ble-counted to fulfil promises made under two different
Conventions. Controversial is also the fact of counting
the ICI to fast start finance since it is definitely not new.
On the other hand, it is additional to resources originat-
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ing from the “conventional” national budget, and there
are good arguments as to why the early introduction of
innovative sources should not be “punished” through
not taking them into account.

A more recent change into a negative direction is that
now for 2011 not only the grant equivalent of contri-
butions counted towards the fast-start pledges, but the
entire volume of the concessional loans in included. By
doing so, the German government follows the negative
example of other developed countries to reduce the
budget resources that are needed to reach its promise.

However, overall and unfortunately, one has to admit
that the German approach has even been more progres-
sive and transparent than the approach applied by other
countries. Most developed countries took their decision
on what to count into their fast start finance in a very
non-transparent manner, or just counted their whole
support for climate activities as such.

This means, however, that developed countries are fail-
ing to use the Copenhagen Accord pledge of new and
additional resources as an opportunity to build up trust
with developing countries and to start overcoming the
existing climate finance shortcomings. While it could
be argued that the Copenhagen Accord pledges came
too late for the budget year 2010 to show effect, there
is no sign that developed countries would try to step up
their ambition in the remainder of the fast start finance
period (2011 and 2012).

Actually, it is no secret to developing countries that
most of the fast start finance will not be new and addi-
tional. The only way forward to regain trust is to confess
this, to try to arrive at a joint definition for “new and
additional” resources which for the future can ensure
that new pledges result in really additional resources,
and determination to find ways for a more coherent and
transparent reporting.

5.1.2 Predictability
There are two ways to address predictability. German

overall financial support is not predictable if the com-

fur die Welt
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mitment to reach the 0.7% ODA target is taken as the
reference. Already the mid-term target to provide 0.51%
of the GNI in 2010 will not be fulfilled, in 2009 the
ODA share was only 0.35% (OECD DAC, 2010).

However, at the level of specific climate related initia-
tives, the picture is more diverse and gives reason for
optimism. One of the biggest programmes, the German
special facility for renewable energies and energy effi-
ciency, was promised to make available € 500 million of
concessional loans between 2005 and 2010 (Renewa-
bles 2004). Due to the high demand by developing
countries, the full amount had been allocated already
in 2007. Therefore, the programme was extended until
2011, and its overall volume raised to a total of € 1
billion (German Federal Government 2009). This case
of over-fulfilment can be seen as a positive example of
predictability.

As shown in Table 4, Germany fulfilled all its pledges
to the GEF so far. There are also examples where the
pledges have not yet been fulfilled, such as the LDCF
and the SCCE While fulfilment is expected in 2011, it
reveals the problem of unscheduled pledges, where it
is not clear in which timeframe resources will be deliv-
ered. This limits the predictability and the possibilities
of funds to take funding decisions.

Nevertheless, the overall performance of Germany in
fulfilling climate-related finance commitments has been
quite good so far. However, as described in the previous
chapter, in the context of fast start finance, negative de-
velopments loom ahead in respect to the predictability
of German fast start finance.

Within the German government's debate about budget
cuts, its definition is under attack and may not survive
into 2011. As of October 2010, it is likely that the only
genuinely fresh money, the two new budget lines in the
BMZ and the BMU budgets, will be sacrificed and cut
to zero. At the same time, accounting tricks like count-
ing in the full loan element instead of just the budget
contribution are being used to fulfil the commitment.
Thereby, Germany is further weakening its “new and
additional” definition.
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5.1.3 Adequacy

It is not easy to judge whether German contributions
to climate finance are adequate since there are differ-
ent reference levels that can be taken into account.
The indicators of historic responsibility and financial
capability are the most commonly used to address the
UNFCCC-enshrined principle of “common but dif-
ferentiated responsibilities and respective capabilities”
(Art. 3.1) (UNFCCC 1992), although their concrete
interpretation varies. For historical responsibility, a con-
servative, but politically reliable approach is to take into
account emissions from 1990 onwards. With the adop-
tion of the first IPCC report in that year, every country
confessed to be aware of the climate change problem.
It is important to note that the calculations under the
Greenhouse Development Rights Framework apply a
so-called “development threshold”, which means that
“emissions that correspond to consumption below the
development threshold” are excluded (Baer et al. 2008,
18). This takes into account more realistically the ef-
fects of unequal distribution within a country, such as
India or China. According to this concept, Germany has
the third largest responsibility for emissions after the
US (36.4%) and Japan (7.3%) with a share of 5.3% of
total global emissions since 1990 and followed closely
by China and Russia (see Figure 4). Of course these rela-
tions are expected to change significantly in the coming
decades (see Baer et al. 2008).

If the historical responsibility is combined with the fi-
nancial capability, according to the Greenhouse Gas De-
velopment Rights Framework, Germany’s “fair share”
increases slightly to 5.5% and by that it is at the same
level as China. Assuming that only developed countries
have a legal obligation under the UNFCCC to contrib-
ute to international climate finance, Germany is respon-
sibly to deliver a share of 7.1% (US: 43%, EU 27: 33%)
(see also Satorius 2008).

Taking the in itself inadequate US$ 100 billion envis-
aged in the Copenhagen Accord, and assuming it would
be mobilised as public contributions from developed
countries, which is closer to the actual needs identified
by many studies, Germany would have to contribute ap-
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Figure 4: Historical responsibility for emissions from 1990 to 2010
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Source: own illustration based on Baer et al. 2008

proximately US$ 8 billion a year. This is still significantly
higher than the current delivery. If this US$ 100 billion
would be interpreted as additional, incremental costs,
which seems to be politically unlikely at the moment,
the gap between the envisaged delivery and the current
spending would be even bigger.

In the context of the new energy concept, the German
government has decided to establish a new internal
Fund for national and international energy and climate
purposes. It will be fed through the increasing resources
from the Emission Trading Scheme and from revenues
obtained from the major power companies as a means
to benefit from their extra rents caused by the cancel-
lation of the nuclear phase-out. It is not yet clear what
the scale of resources allocated for international climate
purposes will be, and they likely will be counted fully
towards the 0.7% target. Still, a scale of 7 to 8 billion,
be it US$ or EUR, is not in sight.

This is one of the reasons why the implementation of
additional innovative instruments, which either go di-
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rectly into international funding mechanisms or flow
into national budgets to then fill up countries” contribu-
tions, is of crucial importance. The Advisory Group on
Climate Finance (AGF), set up by Ban Ki Moon after
Copenhagen, has published a report outlining possible
instruments, which, depending on their design, could
mobilise a US$ 100 billion or significantly more (AGF
2010). In the view of the authors, raising revenues from
international transport (maritime and aviation) is of par-
ticular importance, also because of additional mitigation
benefits. Supporting these approaches and trying to find
solutions concurrently with other developed and de-
veloping countries is an important task for the German
government and an opportunity to scale up their climate
finance to an adequate level.

Of course, one could also apply the adequacy principle
on a lower level, to the specific funding instruments,
at least where there is a clear reference. For example,
in the case of the Least Developed Countries Fund it is
estimated that approx. US$ 1.8 billion are required to
cover the needs for all National Adaptation Programmes

fur die Welt
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of Action (NAPAs). Most of the LDCs have now submit-
ted their NAPAs. Assuming a German share of ca. 7.1%
out of the up to US$ 1.8 billion, the German contribu-
tion would be US$ 128 million, approximately twice
of what has been pledged so far. Other countries (e.g.
Denmark) have a much higher contribution compared
to their responsibility. There are also other cases where
Germany contributes more than that 7.2%, e.g. Germa-
ny’s contribution to the GEF amounts to 13,5%.

However, it would not be appropriate to judge
Germany’s contribution to each Fund by that formula.
Different international Funds have different purposes,
advantages and shortcomings, so a country should also
have some flexibility regarding where it puts its money.
Furthermore, giving a large amount of money into a
Fund which does not work well may be more problem-
atic than helpful.

5.2 Development cooperation criteria
to guide climate finance and Germany’s
performance

While the previous chapter assessed the performance
of German climate finance in quantitative terms, this
sub-chapter looks more closely into some relevant,
qualitative criteria. Given the dispersed and incomplete
information on climate finance that is available today, as
well as its complexity, this qualitative assessment can
only look at some key aspects. Reviewing every project
financed in the context of climate change, with regard
to its performance in the criteria, is beyond the scope of
this study. The focus of this chapter is thus more on the
current process in the context of fast start finance.

[t is critical to understand that the allocation of climate
finance should be guided by certain qualitative criteria.
This is in particular the case, since there is not yet an
overall, coherent strategy within the German govern-
ment. At the same time, there are established criteria
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which have to be applied in the climate finance context.
These may vary between areas, such as adaptation and
mitigation.

Given the crucial role of poverty reduction and the ob-
jective of the organisations which have prepared this
study to contribute to sustainable livelihoods of the
poorest and most vulnerable, this analysis will have a
certain adaptation focus.

5.2.1 Prioritising the poorest and particularly
vulnerable people and countries

The debate about the “most vulnerable” has to dis-
tinguish between the level of people and the level of
countries. From a human rights point of view, the per-
spective of those people who are particularly vulnerable
to the adverse effects of climate is central. It has to be
noted that vulnerability is a very complex concept and
that it is challenging to identify the most vulnerable peo-
ple, as well as countries. Nevertheless, addressing this
challenge as such is an important criterion to contribute
to serving the needs of particularly vulnerable.

Particularly vulnerable people

Poverty reduction is an overarching goal of international
development policies, as enshrined in the Millennium
Declaration and the Millennium Development Goals. In
many cases, the poorest are also the most vulnerable to
the adverse effects of climate. Thus, one could generally
assume that strategies serving the poorest will also serve
the most vulnerable.”” As Persson et al. (2009) point
out, integration of adaptation with pro-poor focused de-
velopment strategies, both by the public sector as well as
e.g. civil society, is potentially effective in reaching the
most vulnerable groups. There is also increasing work
going on to target different types of poverty through dif-
ferentiated adaptation concepts (Mitchell and Tanner
2009). Furthermore, it is important to recognise that

Nevertheless, this is site- and context-specific. Theoretically it could be the case that the poorest in a country live in an area which is

relatively safe from climate change, while better-off people live in an area frequently hit by climate related disasters. But this is likely the

exception.
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an obligation for developing countries to focus adapta-
tion efforts on the poorest and most vulnerable can be
derived from the obligations under international human
rights law, where basic human rights such as the right
to adequate food, water, housing etc. are threatened by
climate change. This includes the need to avoid malad-
aptation, which has adverse effects on these groups.

On the multilateral level, the Adaptation Fund is an in-
teresting starting point, since one of its strategic priori-
ties is “to give special attention to the particular needs
of the most vulnerable communities” (Adaptation Fund
2009). The first two projects approved in September
2010 explicitly target particularly vulnerable communi-
ties (Kaloga and Harmeling 2010).

Thus, it is a positive signal that Germany has been one
of the first countries to pledge financial resources to the
Adaptation Fund. Under the PPCR, the adaptation-re-
lated multilateral fund, (where Germany pledged most
of its adaptation resources), one of the questions guid-
ing the country missions in the context of stakeholder
participation is how specifically vulnerable groups have
been consulted, which is quite less significant than hav-
ing such reference as a strategic priority, like in the AE.
At this point in time, it is too early to judge how well the
consultative process will be in this regard. It should be
closely examined in the future since the PPCR will al-
locate relatively large amounts of money in some coun-
tries.

The easiest starting point for bilateral climate finance
here is to look at the criteria of the International Cli-
mate Initiative under the BMU. With regard to vulner-
able people and communities, ICI adaptation projects
do not have to demonstrate that they are paying special
attention to the needs of particularly vulnerable peo-
ple within countries, or something similar. All that is
required in the project forms is to lay out how a project
contributes to economic and social development in a
project region, which is quite broad. Theoretically,
thereunder it would also be positive to support the rich-
est parts of the society in adaptation. The BMU criteria
also do not demand contribution to poverty reduction,
which implicitly would address many of the particularly
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vulnerable. Since the officially available information on
the BMU website only contains very brief summaries
of the projects, it is not possible to judge whether the
funded projects address this priority to a large extent. A
detailed analysis of the currently funded projects would
provide a better basis and reveal if perhaps they would
contribute to the adaptation needs of the most vulner-
able. However, there is no requirement in the project
guidelines.

A similar question arises for the situation of indigenous
peoples in the context of REDD, which, under the BMU
guidelines, neither seems to be addressed.

Whether adaptation projects funded under the BMZ’s
bilateral cooperation perform better is not possible to
judge. However, on a general level, given poverty reduc-
tion is the overarching priority for development coop-
eration, there is at least a certain probability that more
attention is being paid to the situation of particularly
vulnerable people.

Particularly vulnerable countries

Particularly vulnerable countries, according to the Bali
Action Plan or the Copenhagen Accord, are Least Devel-
oped Countries (LDCs), Small Island Developing States
(SIDS) and African Countries. At least for fast start fi-
nance there has been political agreement in Copenha-
gen that these countries should be prioritised. The BMZ
currently has on-going development cooperation with
all types of vulnerable countries, but it does not main-
tain a focus area related to climate change with all of
them (see Table 8).

A climate-related focus, which comprises “Environ-
mental policy, protection and sustainable use of natural
resources” and “Renewable energies”, is agreed within
country programmes with the LDCs Afghanistan, Bang-
ladesh, Benin, Madagascar, Mauritania, Nepal, Senegal
and Uganda. Only one single SIDS figures in the list of
the BMZ’s partner countries, namely the Dominican Re-
public, which maintains a thematic/regional coopera-
tion with Germany in the area of environmental policy,
protection and sustainable use of natural resources.

fur die Welt
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Table 8: BMZ's cooperation with particularly vulnerable countries

country group country programme Thematic/regional Thematic focus area
coopertation related to climate

Least Developed Countries 23 4 8

(LDCs)

Small Island Developing 0 4 1

States (SIDS)

African Countries 26 6 13

Total 49 14 22

Source: BMZ website, parliamentary inquiry (07/2010)

However, only recently an regional adaptation pro-
gramme with Pacific Islands States has been scaled-up
significantly, from € 4.2 to € 14.2 million.*®

In the light of the high volumes Germany spends on
climate finance, there is indication that so far the po-
litically agreed prioritisation of adaptation finance to
these groups of particularly vulnerable countries is not
reflected in the real spendings. It would be valuable to
officially assess how much of the adaptation resources
go to these countries, as part of a more comprehensive
reporting by the German government.

Based on the project information available from the
BMU’s International Climate Initiative, the authors
assessed the quantitative distribution of adaptation fi-
nance to these country groups. Table 9 shows the sum
of approved finance for these country groups, as of Oc-
tober 2010. One has to take into account that some of
these projects will last until 2012, so these are not an-
nual figures. Furthermore, several of the projects in the
BMU's adaptation category have a strong biodiversity
component. From the brief project descriptions, it is
not always clear if there is a real adaptation component
therein, in the sense that the projected particular effects
of climate change are taken into account. In total, of
the 181 mitigation and adaptation projects that have re-
ceived funding from the ICI in the last two years about

48 http://www.gtz.de/en/praxis/27718.htm
49
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one third is situated in Brazil, South Africa, India and
China, mostly in mitigation, but also some adaptation
projects.

The table shows that in total, only a bit more than a
fourth has been allocated to the group of particularly
vulnerable countries. This does not mean that the fund-
ing has been allocated to the wrong projects, since un-
doubtedly other developing countries are also vulner-
able and have adaptation needs. However, so far the ICI
does not fully reflect the political definition of particu-
larly vulnerable groups on which the German govern-
ment has agreed.

The case of the SIDS, nevertheless, also shows the dif-
ficulty of judging an appropriate funding. Two regional
projects for Pacific island states with a total population of
ca. 2 million provide € 5 million, € 2.5 per inhabitant.*
Applying the same ratio to e.g. Ethiopia (which got ap-
proved one ICI adaptation project with € 2.2 million),
would result in adaptation support of € 220 million.

Part of the problem may be that that too little good
projects have been submitted from these countries so
far, so the lack of compliance with the intended prioriti-
sation is likely not made with intent. Nevertheless, for
the coming years, the BMU should try to work toward
increasing the share of the aforementioned groups, in

Population estimates according to http://www.un.org/special-rep/ohrlls/sid/list.htm
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Table 9: Adaptation finance under the ICI for particularly vulnerable country groups

Country group Number of countries/regions Total amount of Share of all adapta-

projects adaptation finance | tion finance in ICl in

in ICI 2008/2009 in 2008/2009
million €
Least Developed Coun- 3 Ethiopia, Mali, Rwanda 46 10%
tries (LDCs)
Small Island Developing 2 Regional programmes 5.0 11%
States (SIDS) in the Pacific
Africa 4 Ethiopia, Ghana, Mali, 6.8 15%
Rwanda
LDCs, SIDS and Africa 7 All of the above plus 13.0% 28%
(total) one policy support
project for LDCs and
SIDS

Source: own calculation based on http://www.bmu-klimaschutzinitiative.de/de/projekte_iki, as of 30 October

2010

particular LDCs and African countries, in the adaptation
finance allocated through the ICI.

5.2.2 Increasing ownership of countries and of
target groups based on human rights

Developing country ownership

Increasing developing country ownership is a key ob-
jective in development policy, manifested in the Paris
Declaration and the Accra Agenda for Action. In the
case of adaptation to climate change, country owner-
ship is even more important since adaptation finance is
not aid but of a restitutive nature (Mueller and Gomez-
Echeverri 2009). For that reason, countries that have
not caused the problem of climate change — in particular
vulnerable developing countries have contributed very
little to global greenhouse gas emissions — are morally,
and legally (through the UNFCCC) entitled to receive
finance to adapt to climate change. In practical terms,
it means that

“eligible countries should be allowed to set
their own adaptation [and mitigation] priorities
through dialogue with other in-country stake-
holders, supported by finance delivery mecha-
nisms that promote programmatic approaches
to adaptation.” (Persson et al. 2009, 75)

Expanding the opportunities for developing countries to
directly access resources from funds, instead of being
obliged to go through multilateral entities, such as the
World Bank or UNDP, is one of the means to increase
ownership in line with the Paris Declaration objectives.
Of course, direct access must be designed in a way that
ensures that certain standards are met, including the
criteria outlined in this chapter. Direct access does not
mean giving a blank check to developing countries. The
Adaptation Fund under the Kyoto Protocol is currently
the only international Fund related to climate change,
which provides the option of direct access.

Since the projects funded through the BMZ are usually
a result of negotiations with governments in developing

50 Since there are overlaps in the country groups, the figures and percentages can not simply be added up.
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countries, a certain level of ownership is ensured. What
cannot be assessed on a general level is in how far spe-
cific political conditionalities are applied in these coun-
try-to-country negotiations, which would not seem ap-
propriate from a climate change and adaptation point of
view. What becomes obvious from the way that projects
are approved, is that it is difficult for governments to
submit climate change-related proposals if they are not
an official partner country of the German development
cooperation, or if their cooperation with Germany does
not already include a climate-related focus area. This
may restrict the possibility for some highly vulnerable
countries to benefit from German fast start finance.

In that regard, the BMU’s ICI can be seen as an impor-
tant complement to the official German development
cooperation through the BMZ, since it opens up the
opportunity for highly vulnerable countries to access
specific climate finance, if they want to. However, it
remains to be seen how this plays out in the overall
context of development cooperation coordination and
coherence.

A tendency which may be undermining the objective of
strengthening country ownership is the stronger reser-
vations of the new German government, in particular
the party in charge of the BMZ (FDP), with regard to
budget and other broader ways of support. While there
is a shift in the climate debate moving from a project-
based approach to support programmes or even com-
prehensive, national low-carbon and climate-resilient
development strategies (also demanded by the EU), this
trend in German development policy is not supportive
of a stronger focus on programmes and even policies.

There are of course good reasons to approach budget
support carefully, given governance problems in some
developing countries, but it a) needs to be distinguished
from programme support, and b) there are certain con-
ditions which can put budget support in a functioning
framework. Key aspects include that a) adaptation and

mitigation strategies and policies need to be embedded
and be consistent with poverty reduction and develop-
ment planning processes, on the basis of national ini-
tiatives and strategies, b) the attached policy dialogue
must be designed in a participatory mannet, and ¢) an
obligatory framework to assess, control and evaluate the
use of the resources provided (Horstmann et al. 2009).

Interestingly, the approach pursued by some develop-
ing countries recently to set up specific national climate
change funds with the objective of implementing na-
tional climate change strategies as a means of promoting
the integration of climate change into national policies,
is one which can provide a way to address the different
aspects. For example, Bangladesh has set up a specific
climate change trust fund, which, on the basis of the
National Climate Change Strategy and Action Plan,
functions through an on-budget and an off-budget ele-
ment.>* The on-budget part is financing specific govern-
ance policies, which already have been outlined in the
National Strategy, and include the line ministries taking
the lead for the implementation of specific sectoral ac-
tion plans. It is comparable to a usual budget support.
The off-budget part disburses resources to non-govern-
mental stakeholders. The whole fund is governed by
a multi-stakeholder committee. The World Bank will
oversee due diligence requirements. This approach also
facilitates transparency with regard to the level of cli-
mate finance provided.

By scaling up support for the Adaptation Fund and such
national funding approaches, as well as assisting them
through capacity to do their work as good as possible,
the German government can create an important stimu-
lus to increase the ownership of developing countries.

Ownership of target groups
The increased ownership of target groups, in the case

of adaptation ideally the particularly vulnerable groups
of the population, is of course a crucial objective. On

32 See http://gurumia.com/2010/06/02/climate-change-resilience-fund-was-establishedbangladesh-to-receive-110-million/ and Miiller,

2009

Brot

fur die Welt

39



Climate Change

the one hand, this helps to make the projects and pro-
grammes successful, since experience of decades of
development cooperation shows that many approaches
which have not sufficiently included target groups in
the design and implementation of projects have failed.
On the other hand it is also important from a human
rights point of view. Since climate change affects many
human rights, human rights obligations need to be ap-
plied, in particular in the case of adaptation (OHCHR
2009). This holds for donors on the international level,
but in particular for developing country governments,
most of which have committed to the human rights ob-
ligations.

A human rights-based approach starts with the identifi-
cation of those people whose enjoyment of human rights
is most at risk through a given threat — here climate
change — or certain measures (see Bals et al. 2008). This
links in to the issue of particularly vulnerable people
outlined earlier. However, it has much broader implica-
tions since under the human rights system also certain
procedural requirements have been established, which
ideally result in a real empowerment of people.

How are human rights treated in German climate fi-
nance? Given the overarching role of climate finance
under the BMZ, it is important to recognise the fact that
the BMZ committed to gear its development cooperation
to human rights. It has also adopted two consecutive
action plans on human rights. Interestingly, the action
plan for the period 2008 to 2010 intends to focus on the
relationship between climate change and human rights
on the international level (BMZ 2010). The action plan
also commits the BMZ to work towards a joint position
of the German government, which is of relevance to the
climate finance debate.

However, there is still no analysis available on how far
human rights procedures were applied to climate-relat-
ed projects financed by the BMZ. The BMU’s ICI lacks
any reference to human rights in the context of climate
change. Furthermore, project proponents do not have

53
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to explicitly report on how target groups have been con-
sulted in the identification of the projects.

This issue gives an example where a stronger alignment
of criteria, used by the BMZ and by the BMU (possibly
as part of a joint climate finance strategy), could increase
the positive effects of climate finance, in particular adap-
tation finance, on those people who will be particularly
affected by climate change. The procedural aspects ap-
plied in the human rights-based approach could serve as
an important guideline on how the ownership of target
groups should be increased.

5.2.3 Mutual accountability

Another important criterion is mutual accountability.
The delivery of resources by developed countries, as
well as overall climate finance governance, must be
transparent and possess clear lines of accountability (see
also Persson et al. 2009). Developing countries on their
part are accountable for using the resources appropri-
ately. Nonetheless, in the context of adaptation, they
are primarily accountable to their citizens, since they
are the ones affected by climate change. Thus, citizens
are the ones entitled to receive compensatory adapta-
tion finance or the services to increasing adaptive capac-
ity funded by adaptation finance.>® This is a different
perception of mutual accountability than usually applied
in the development cooperation context, with the ac-
countability of recipient countries to their donors.

The execution of projects under German climate fi-
nance is subject to general accountability requirements,
either to the processes which are common to the gov-
ernment-to-government relationships in development
aid, or through certain requirements as part of the ICI
implementation.

In terms of accountability of the providers of finance —
here the German government — the previous analyses
have shown that the overall climate finance reporting
faces a number of shortcomings which create a lack of

This is slightly different from the mutual accountability usually referred to in ODA, where the accountability is to the donors.
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transparency. With the general debate about the trans-
parency of climate finance, in particular in the context
of fast start finance, there has been progress internation-
ally. One example is the website www.faststartfinance.
org, which was initiated by the government of the Neth-
erlands. Germany was one of the first developed coun-
tries to provide information there.

However, this analysis reveals how difficult it is to
hold governments accountable of their climate finance
pledges, and reveals that there is the need for strongly
improved ways of reporting.

5.2.4 Effectiveness and coherence

The effective use of resources must be seen as a crucial
criterion in particular for mitigation. The scale of the
climate change challenge is so huge and the potential
threats so relevant, that resources must be used in a
way that they deliver real mitigation in line with the
goal to stay as far below 2°C as possible. This includes
the need to direct resources for Reduced Emissions from
Deforestation and Degradation (REDD+) in a manner
that they contribute a REDD-specific mitigation target,
in addition to mitigation efforts in other areas.

Effectiveness can also be achieved through realising
synergies between mitigation and adaptation, for which
REDD is potentially an important approach. While effec-
tiveness in adaptation is also important, there is no single
agreed metric by which effects can be measured (unlike
CO2 reduction in mitigation). Coherence is linked both
to creating synergies and avoiding negative trade-offs as
much as possible, and to coherence between the differ-
ent funding streams.

Assessing the effectiveness and coherence of German
climate finance is obviously also challenging, given the
huge number of projects supported by German devel-
opment cooperation, which are somehow linked to cli-
mate change. However, some aspects can be addressed
here:

B The coding problem of the Rio marker indicates that
not all projects labelled as climate finance genuinely and
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explicitly address climate change, be it mitigation or ad-
aptation. Thus, the relative effectiveness of the overall
amount of climate finance is lower than in the case of
very good projects and a “conservative” labelling.

B Currently, there are no overall impact analyses
available on e.g. adaptation projects financed through
German development aid. The GTZ is undertaking sec-
tor-specific impact analyses, and the synthesis reports
of analyses from 2008 (water sector) (GTZ 2008) and
2007 (renewable energies and energy efficiency) (GTZ
2009) have been those which can be regarded as most
relevant to the issue of this analysis. These independent
evaluation reports measure the success of projects in the
four DAC criteria: relevance, effectiveness, impact and
sustainability. On a general basis, 53% of the investigat-
ed water projects performed well and 67% of the energy
projects performed well or very well. Two things are re-
markable in the case of the water projects, which at least
indicate shortcomings. First, only one project evaluation
report out of ten developing countries investigated even
mentions climate change. At the same time, the figures
displayed in Germany’s fifth national communication to
the UNFCCC suggests that all water-related finance is
counted as climate aid. There is an obvious disconnect
here. Second, two of the key recommendations of the
synthesis report address the lack of poverty focus. This
suggests that if these projects e.g. have any adaptation
component at all, the poorest people who are often the
most vulnerable to climate change have not been the
focus.

W As far as the authors could find out, there is not a
current, joint-coordinated strategy between BMU and
BMZ for how fast start finance should be used, along
which criteria it should be spent and what specific ob-
jectives should be achieved. Even if approaches by the
two ministries vary on a principle basis, a joint strategy
could help identify and create synergies, as well as in-
crease the understanding of how both climate finance
approaches complement each other.

Further guiding criteria of the BMU's ICI are aspects

like the transferability of projects to the level of interna-
tional climate cooperation in the context of the UN cli-
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Table 10: Potential criteria for Fast Start Finance with a view to promote the UNFCCC process

What to finance

Whom to finance

Activities that address the most urgent needs, e.g. NAPAs

Activities that prepare the ground for scaling-up of imple-
mentation post-2012 (assuming scaled-up finance), e.g.
preparation of integrated climate change and low-carbon
development strategies

Activities serving as “good practice” examples for other
countries, e.g. scaled-up implementation of already exist-
ing comprehensive climate strategies

Activities that advance institutional innovations under
UNFCCC, e.g. KP Adaptation Fund, REDD mechanism

Activities to gain experience for new initiatives under
UNFCCC/unresolved issues, e.g. pilots for international
insurance scheme, to deal with loss and damage

The vulnerable: those who are most in need

m particularly vulnerable countries, prioritising particularly
vulnerable people and ecosystem;

m countries who want to move but need to build capacity
first

The willing: those who want to take serious action

The forefront-runners: those who show to be more ambi-
tious than others

The prepared: those who have concrete proposals for fast
implementation and absorptive capacity

The FABs: those who are actively pushing the negotiations
forward to achieve a fair, ambitious and binding deal

Source: Harmeling et al. 2010

mate negotiations, the integration in national strategies,
in international cooperation and synergies with other
projects and sectors, or the significance of the partner
country in the context of the international climate ne-
gotiations and interest in cooperation with Germany. All
these are in principle contributing to effectiveness and
coherence and those are seen to be positive.

5.3 Spending criteria for climate
finance to promote the UNFCCC process

In addition to these criteria, there are specific considera-
tions that could be taken into account to use fast start
finance to promote the UNFCCC process, and to pre-
pare for a scaled-up and expanded financial architecture
(see Table 10). These criteria can be applied across the
different funding purposes, mitigation and adaptation,
and the associated means of implementation.

Of course, not all criteria can, and should, necessarily
be applied at the same time. There might actually be
conflicting objectives, so that trade-offs would have to
be accepted. Nevertheless, the criteria can give guid-
ance for the development of an overall strategy on how
to use fast start finance.
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Opverall, this chapter has shown that there are a number
of important criteria which have guided the authors as-
sessment of climate finance. It is not possible to judge
Germany’s climate finance in sum, given the broad scope
and diverse nature of projects financed through differ-
ent streams (BMZ, BMU, bilateral, multilateral) and the
limited availability of information. Furthermore, it has
to be taken into account that, with the new dynamics of
fast start finance after Copenhagen, new approaches to
climate finance have emerged, and assessments at this
point in time are very preliminary. Thus, there are posi-
tive aspects as well as critical findings. The latter ones
should be seen as recommendations to further improve
the effectiveness of German climate finance, rather than
as a critique for its own sake. However, what has be-
come apparent is that there is a lack of coherence be-
tween the different German funding streams. This leads
to another argument that a joint strategy, in particular
by BMZ and BMU, can outline why and how different
instruments emphasise different purposes.

Some of the criteria applied are more of a procedural na-
ture, such as transparency, ownership and participation,
including the application of a human rights-based ap-
proach. They are of a cross-cutting nature, and in prin-
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ciple, should be applied to all projects and programmes.
Others are more relevant to adaptation than to mitiga-
tion, for example the focus on particularly vulnerable
people and countries.

From a human rights point of view, an overarching
priority for adaptation must be to prioritise funding for
projects and programmes which give special attention
to the needs of those groups with populations which are
particularly vulnerable, specifically, in especially vulner-
able developing countries.

Brot
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6 Towards a more coherent
strategy on climate & development
financing — conclusions and policy
recommendations to the German
government

The previous analysis has assessed the financial support
provided by the German government under the label
of climate finance, in a historical perspective, but in
particular with a focus on recent years and initiatives
before and after Copenhagen. The paper describes how
the allocation of climate finance provided by the key
ministries, BMU and BMZ, works, which criteria are
guiding project and programme support and how these
approaches perform with regard to criteria established
under UNFCCC as well as additional important devel-
opment policy criteria.

Both the quantitative and the qualitative analyses of Ger-
man climate finance imply changes and advancements,
which is not unique to the German debate, but rather
underlines why there is a serious debate in the UN-
FCCC context that business-as-usual on climate finance
is no longer a solution — not if developed countries are
serious in responding to climate change and address-
ing their legally enshrined responsibilities. And if they
demand transparency and accountability from the re-
cipients of climate finance and other means of support,
including from the emerging economies with regard to
their domestic mitigation efforts, it would be nothing
less than hypocritical to not provide a much increased
transparency in climate finance.

Furthermore, all estimates of climate costs in developing
countries show that currently available climate finance
lags significantly behind the required amount. It also
shows that the fast start finance, promised by chancellor
Angela Merkel and other Heads of States, will not likely
make the difference its scale suggests, given the fact that
much of this is relabelled finance and that the trend to-
wards “creative accounting” is even increasing just to
fulfil the pledges on paper. However, all governments
should be clear that the window of action to avoid dan-
gerous climate change is closing rapidly, and delay in cli-
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mate action will likely lead to significantly higher costs
through climate change damages and the need to adapt
to more severe climate change than scaled-up, imme-
diate investments would. Scaling-up climate finance to
developing countries is an investment into a safer, more
human and more equitable future which will pay off.

Based on the analytical findings in this analysis, a
number of policy recommendations will be drawn, rec-
ognising that climate finance in general, and fast start
finance in particular, are emerging as crucial angles for
a global climate policy regime. Given this relevance, it
seems to be even more important to constantly and sys-
tematically consider lessons learned — now and in the
years to come. Thus, these recommendations should be
seen as a forward-looking contribution to foster German
climate finance and to make it coherent with a view to
contributing most effectively to those most in need.

1. Establish a reliable set of sources to raise the
required funds

Relying on voluntary contributions from developed
countries alone will not deliver the adequacy, reliability
and predictability of resource flows that will be required
to trigger the transformation to low-carbon, climate-
resilient economies in developing countries. In order
to mobilise US$ 100 billion and more annually of truly
new and additional resources by 2020, it is crucial to
raise revenues in addition to the existing funding base
of national budgets.

Germany has already been a pioneer regarding innova-
tive finance instruments, with the use of auctioning rev-
enues for climate purposes. More comprehensive, in-
novative sources, such as levies or emission trading on
international maritime transport and aviation, as well as
a financial transaction tax, should be implemented as
soon as possible. Ideally, a share of these would flow di-
rectly into the international climate finance architecture.
Building on the report prepared by the Advisory Group
on Finance, the German government should actively
work toward implementing these instruments, includ-
ing to jointly seek solutions with developing countries
on a fair distribution of the revenues raised.

fur die Welt
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2. Ensure transparency and coherence regarding
the definition of “new and additional” and work
towards a common definition

First, all developed countries should make transparent
how they define “new and additional” for their own
contributions. This would provide a starting point to try
to overcome the trust gap with developing countries, at
least for the future. Furthermore, developed countries
should work towards a joint definition for the future.
The positive political impacts of these steps, even if it
would show that much of the fast start finance is not
new and additional, would likely be much higher than
claiming what is obviously not true, and would thereby
widen the trust gap.

3. Establish clearer guidelines for developed
countries on how to measure, report and verify
climate finance

Given the insufficient and non-transparent state of the
current reporting system, clear guidelines for a MRV
finance system need to be developed. Such reporting
must come with an independent and transparent analy-
sis, e.g. performed by the UNFCCC secretariat, possibly
in cooperation with the OECD DAC. A mere compila-
tion of figures without transparency on the additionality
definition, the channels that the resources go through,
and the end use, would not add value, and would only
provide an opportunity for “budget greenwashing”. In
the future, any double-pledging must be avoided. The
guidelines must also address the issue of incremental
costs, to provide a clearer understanding of the real rela-
tionship between the funding delivered and the estimat-
ed needs, and in how far developed countries comply
with their commitments under the convention.

4. Improve the overall coherence and perform-
ance of the climate finance architecture

Improving the overall coherence and performance of
the climate finance architecture is one of the key de-
mands of developing countries who are the recipients
of climate finance, and who will feel first and foremost
the consequences of a failing international climate fi-
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nance architecture. The current considerations in the
UNFCCC process provide options to contribute to this
objective. A new climate fund with a much larger scale
of available funds, thereby able to fund broader pro-
grammes and policies in developing countries, would
fill an existing institutional gap. Through the provision
of direct access and through following guiding princi-
ples, such as strong attention to vulnerable or affected
groups of societies (such as in adaptation or REDD), it
could contribute significantly to the objectives outlined
in this analysis. An overarching, institutional approach
on climate finance under the UNFCCC could also make
a significant difference for overcoming the identified
shortcomings, provided there is enough political will.
Germany should actively work towards such an im-
provement of the financial architecture.

In order to enhance the performance of German climate
finance, the following recommendations should be pur-
sued:

5. Continue good climate finance reliability

Given the relatively good reliability of Germany’s past
climate finance pledges, Germany is currently putting
this reputation partly at risk, through expanding the
ways of “creative accounting” to fulfil the Copenhagen
pledge on fast start finance, and thus reducing its real,
additional contribution. It should develop a roadmap of
how to raise funds in order to fulfil the 0.7% target by
2015 and to increase in the years after 2015 to roughly
0.3% of the GNI, or ca. € 8 billion, as its fair share of the
global climate finance requirement. As previously stat-
ed, in the future, any double-pledging must be avoided.
Fast-starting innovative finance instruments unilaterally
such as the already agreed use of auctioning revenues
and the aviation levy — which is not yet allocated for cli-
mate purposes is imperative. In addition, this can help
pave the way for an international agreement on such
instruments. Furthermore, this reputation can be pre-
served through the continued provision of adaptation
finance only in the form of grants, counting only the
grant element towards the climate finance pledges (not
the full loans), and through an honest and thorough
“coding” of projects reported as climate finance.
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6. Develop a joint coherent and strategic approach
to climate finance

The overall coherence of German climate finance must
be improved, whereby deepening the cooperation be-
tween the key ministries BMZ, BMU (and also Foreign
Office) and developing an overall coherent climate fi-
nance strategy are key elements. This does not necessar-
ily imply merging the different existing instruments, but
it should provide guidance on how they complement
each other in the best way. It is also advised to establish
a forum for continuous exchange among ministries, the
implementing entities, as well as with non-governmen-
tal stakeholders who play a role in climate finance.

7. Strengthen the prioritisation of the most vul-
nerable in adaptation finance

With regard to adaptation finance, there is the particular
need and the potential to strengthen the prioritisation of
the most vulnerable in adaptation finance. At least for
the fast start finance, the government should identify
how much of the adaptation finance has been allocated
overall to the group of particularly vulnerable countries
as contained in the Copenhagen Accord, and seek to
increase their share in particular under the BMU’s Inter-
national Climate Initiative. Since the question of which
countries are particularly vulnerable is scientifically ex-
tremely difficult and politically very sensitive, the cat-
egories for prioritisation may be further developed in
the future.

Through coordination with other donors, the emer
gence of “climate finance orphans”, particularly vulner-
able countries which fall through the funding grid, must
be avoided. Financial support for multilateral funds
should be steered where special attention is given to
particularly vulnerable parts of the population, such as
the Adaptation Fund.

8. Improve stakeholder participation
In bilateral programmes, the active engagement of civil

society, and in particular vulnerable communities in the
design, planning, and implementation of adaptation pro-
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grammes, should be pursued. Hereby the employment
of well-established human rights procedures (e.g. in de-
velopment co-operation programmes) to include and to
empower people should be expanded, and should be-
come at best an obligation in such programmes. The al-
ready agreed BMZ action plan on human rights, which
refers to the climate change and human rights nexus,
provides an important political basis. This should also
include support for inclusive, national-level institutional
arrangements to guide adaptation policies.

9. Increase the effectiveness of climate finance

While of course there are many good examples for effec-
tive and efficient projects implemented through what is
titled climate finance, there is an overall need to further
increase the effectiveness of climate finance. The follow-
ing aspects provide important guidelines which should
be — and partially are already being — pursued:

B Account for the principles of the Paris Declaration
and subsequent process on aid effectiveness, such as
country ownership which can be increased e.g. through
allowing direct access in multilateral funds;

B Develop bilateral programmes and initiatives in a
way that they also complement multilateral funds as ef-
fectively as possible;

B Assist developing countries who progress to broader
climate change programmes and comprehensive climate
change strategies, including institutional arrangements
such as national climate change trust funds, through
programme, budget and sectoral aid delivery;

B [nvest mitigation finance in a way that it ideally
leverages private investments (without counting these
private flows towards German climate finance).

10. Prepare annual reports on its delivered cli-
mate finance to the German Parliament

The responsible ministries should report annually on

the state of climate finance in a transparent and com-
prehensive manner. This should inter alia include ex-

fur die Welt
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ante allocations of climate finance, as well as an ex-post
consideration of how climate finance was allocated in
the previous year.

Brot

fur die Welt

47



References

Adaptation Fund (2009): Adaptation Fund Handbook. http://www.adaptation-fund.org/node/260

Advisory Group (AGF) (2010): Report of the Secretary-General’s High-level Advisory Group on Climate Change Fi-
nancing. http://www.un.org/wcm/content/site/climatechange/pages/financeadvisorygroup/pid/13300.

Bals, C., S. Harmeling and M. Windfuhr (2008): Climate Change, food security and the right to adequate food.
Bread for the World and Germanwatch. http://www.germanwatch.org/klima/klimern.htm

Baer, P., T. Athanasiou and S. Kartha (2008): The right to development in a climate constrained world.
http://www.ecoequity.org/GDRs/

BASIC (2010): Joint Statement issued at the conclusion of the Third Meeting of BASIC Ministers, Cape Town,
25th April 2010.

BMZ (2007): Aktionsprogramm Klima und Entwicklung. http://www.bmz.de/de/zentrales_downloadarchiv/
Presse/Aktionsprogramm_Klima_Entwicklung 070522.pdf

BMZ (2008): BMZ Konzepte 165. Leitlinien fiir die bilaterale finanzielle und technische Zusammenarbeit mit
Kooperationspartnern der deutschen Entwicklungszusammenarbeit.

BMZ (2010): Development Policy Action Plan on Human Rights 2008-2010. Strategies 167.
http://www.bmz.de/en/publications/type_of_publication/strategies/konzept167.pdf

Forest Carbon Partnership Facility (FCPF) (2010): FCPF 2010 Annual Report.
http://www.forestcarbonpartnership.org/fcp/sites/forestcarbonpartnership.org/files/Documents/PDF/
Nov2010/2010FCPF-annual%2007.pdf

GEF (2010b): Status report on the Least Developed Countries Funds and the Special Climate Change Fund (pre-
pared by the World Bank as trustee). October 2010. GEF/LDCESCCE9/Inf.2/Rev.1.
http://www.thegef.org/gef/LDCF_SCCF_9_Inf2

GEF (2010a): Trustee Report — Global Environment Facility Trust Fund as of September 30, 2010. GEF/C.39/
Inf.21. http://www.thegef.org/gef/GEF_39_Inf.21_Trustee_Report

German Federal Government (1994): First Report of the Government of the Federal Republic of Germany Pursu-
ant to the United Nations Framework Convention on Climate Change.
http://maindb.unfccc.int/library/?%250=1140

German Federal Government (1997): Climate Protection in Germany. Second Report of the Government of the
Federal Republic of Germany Pursuant to the United Nations Framework Convention on the Climate
Change. http://maindb.unfccc.int/library/?%250=1798

German Federal Government (2002): Third Report by the Government of the Federal Republic of Germany in
accordance with the Framework Convention of the United Nations.
http://maindb.unfccc.int/library/?%250=3489

German Federal Government (2006): Fourth National Report by the Government of the Federal Republic of Ger-
many (4th National Communication). http://maindb.unfccc.int/library/?%250=5707

German Federal Government (2009): Antwort der Bundesregierung auf die GroRe Anfrage der Abgeordneten
Jiirgen Trittin, Winfried Nachtwei, Volker Beck (K&In), weiterer Abgeordneter und der Fraktion BUNDNIS
90/DIE GRUNEN - Drucksache 16/10386 — Zur EnergieauRenpolitik der Bundesregierung.
http://dipbt.bundestag.de/dip21/btd/16/132/1613276.pdf

German Federal Government (2010a): Antwort auf die Kleine Anfrage der Abgeordneten Thilo Hoppe, Ute Koczy,
Dr. Hermann Ott u.a. sowie der Fraktion BUNDNIS 90/DIE GRUNEN. Titel: Finanzierung des interna-
tionalen Klimaschutzes und der Anpassungsmanahmen an den Klimawandel in Entwicklungsldandern. /
Answer to small parliamantary inquiry of MP and Green Party faction on financing climate protection and
adaptation in developing countries. (3/2010).

German Federal Government (2010b): Fifth National Report of the Government of the Federal Republic of
Germany (Fifth National Communication). http://unfccc.int/resource/docs/natc/deu_nc5_resubmit.pdf

48

for die Welt



References

GoriBen, N. (2010): Germany’s Commitment to Fast-Start Climate Finance: Support, Accessibility, Transparency.
Presentation held on 3rd November 2010 in Berlin.

GTZ (2008): Synthesebericht zu den unabhdngigen Evaluierungen 2008. Themenschwerpunkt ,, Wasser“. Zusam-
menfassung. http://www.gtz.de/de/dokumente/Zusammenfassung_Synthesebericht-Wasser_2008.pdf

GTZ (2009): Zusammenfassung: Querschnittsauswertung zu den unabhéngigen Evaluierungen 2007
im Themenschwerpunkt Regenerative Energien und Energieeffizienz. http://www.gtz.de/de/
leistungsangebote/25394.htm

Horstmann, B., S. Leiderer and I. Scholz (2009): Financing adaptation to climate change through budg-
et support. Briefing paper 2/2009. http://www.die-gdi.de/CMS-Homepage/openwebcms3.
nsf/(ynDK_contentByKey)/ANES-7Q4EMV?Open&nav=expand:Publikationen\Briefing%20
Paper;active:Publikationen\Briefing%20Paper\ANES-7Q4EMV

Japan (2010): Handout by Japanese government on the fast-start finance pledge at climate talks in June 2010.

Kowalzig, J. (2010): Alter Wein in neuen Schlduchen. Das Kopenhagen-Versprechen der Bundeskanzlerin: 1,26
Mrd. Euro Klima-Finanzhilfen 2010-2012 fiir arme Linder. Oxfam Germany.

Kaloga, A. and S. Harmeling (2010): The Adaptation Fund: fully operational. Report on the 11th meeting of the
Adaptation Fund Board.

Kreft, S. and S. Harmeling (2010): Die Millenniumsentwicklungsziele und der Klimawandel. Bilanz und Ausblick.
Germanwatch (Ed.). http://www.germanwatch.org/klima/klimdg10.htm

Moncel, R. et al. (2009): Counting the Cash: Elements of a Framework for the Measurement, Reporting and Veri-
fication of Climate Finance, WRI (Ed.) http://www.wri.org/publication/counting-the-cash.

Mitchell, T. and T. Tanner (2009): Embedding Climate Change Adaptation in Development Processes. IDS
in Focus. Policy Briefing 2.1. http://www.ids.ac.uk/download.cfm?objectid=F8653A51-5056-8171-
7B198354B7C44150

Miiller, B. (2009): The Time is Right! Devolution of funding decisions to designated national/regional climate
change funding entities. http://users.ox.ac.uk/~mueller/framesetpublications.shtml

Miiller, B. and L. Gomez-Echeverri (2009): The Reformed Financial Mechanism of the UNFCCC. Part I: Architec-
ture and Governance. http://www.oxfordenergy.org/pdfs/EV45.pdf

Norway (2010): Handout by Norwegian government on fast-start finance pledge at climate talks in June 2010.

OECD DAC (2010): ODA by donor. OECD Stats Extracts.
http://stats.oecd.org/Index.aspx?DatasetCode=ODA_DONOR

OHCHR (2009): Report of the Office of the United Nations High Commissioner for Human Rights on the relation-
ship between climate change and human rights.
http://daccess-dds-ny.un.org/doc/UNDOC/GEN/G09/103/44/PDF/G0910344.pdf?OpenElement

Pallemaerts, M. and J. Armstrong (2009): Financial Support to Developing Countries for Climate Change Mitiga-
tion and Adaptation: Is the EU Meeting Its Commitments? Institute for European Environmental Policy,
January 2009. http://ccsl.iccip.net/sds_paper_funding.pdf

Persson, A.; Klein, R.J.T.; Siebert Kehler, C.; Atteridge, A.; Miiller, B.; Hoffmaister, J.; Lazarus, M.; Takama, T.
(2009): Adaptation finance under a Copenhagen Agreed Outcome.
http://sei-international.org/publications?pid=1309

Renewables (2004): International Action Programme.
http://www.renewables2004.de/en/2004/outcome_actionprogramme.asp

Roberts, J. T. et al. (2008): The Reality of Official Climate Aid. Oxford Energy and Environment Comment, No-
vember 2008. http://www.oxfordenergy.org/pdfs/comment_1108-1.pdf

Santarius, T. (2008): Deutschlands Vorreiterrolle auf dem Priifstand. Wie schiitzen wir Menschenrechte im Treib-
haus. Heinrich Béll Stiftung (Ed.)

49

fur die Welt



References

UNFCCC (2007): Decision 1/CP. 13, Bali Action Plan, FCCC/CP/2007/6/Add.1

UNFCCC (2010a): Text to facilitate negotiations among Parties. Note by the Chair. FCCC/AWGLCA/2010/8.
http://unfccc.int/resource/docs/2010/awglcal 1/eng/08.pdf

UNFCCC (2010b): Ad Hoc Working Group on Long-term Cooperative Action under the Convention, 12th
session, Negotiating text. Note by the secretariat. FCCC/AWGLCA/2010/14. http://unfccc.int/
documentation/documents/advanced_search/items/3594.php?rec=j&priref=60000594 1#beg

United Nations (1992): United Nations Framework Convention on Climate Change. FCCC/INFORMAL/84.
http://unfccc.int/essential_background/convention/background/items/2853.php

US Treasury (2010): International Climate Change Finance.
http://www.state.gov/documents/organization/140689.pdf

World Bank (2009): Economics of Adaptation to Climate Change Study. http://beta.worldbank.org/content/
economics-adaptation-climate-change-study-homepage

World Bank (2010a): Synthesis Report of the Economics of Adaption to Climate Change.
http://siteresources.worldbank.org/EXTCC/Resources/EACC_FinalSynthesisReport0803_2010.pdf

World Bank (2010b): World Development Report. Development and Climate Change. World Bank (Ed.).
http://www.worldbank.org/wdr2010

World Bank (2010c): Trustee report on the financial status of the Special Climate Change Funds.
http://www.climateinvestmentfunds.org/cif/sites/climateinvestmentfunds.org/files/SCF%204%20
Trustee%20Report%20nov2010_0.pdf

World Resources Institute (WRI) (2010): Summary of Developed Country ‘Fast-Start” Climate Finance Pledges.
http://pdf.wri.org/climate_finance_pledges_2010-10-27.pdf

50

for die Welt



51

fur die Welt



Climate Change | German Climate Finance 1

N

ANALYSIS

Diakonisches Werk der Evangelischen Kirche
in Deutschland e.V.

for “Brot fur die Welt”

PO Box 10 11 42

D-70010 Stuttgart

StafflenbergstraBe 76

D-70184 Stuttgart

Germany

Phone: ++49 711/2159-568
E-mail: info@brot-fuer-die-welt.de
www.brot-fuer-die-welt.de

Brot

for die Welt Member of Im Verbund der
www.brot-fuer-die-welt.de ﬂCfﬂlliClnCE Diakonie &2

ENGLISH VERSION




	Executive Summary
	1	Introduction
	2	Global climate finance and the UNFCCC
	2.1	Scale of the climate finance challenge 
	2.2	Finance related obligations under the UNFCCC
	2.3	Key shortcomings of the UNFCCC process on climate finance
	2.4	The role of Germany in international fast start finance

	3	An overview of German climate finance 
	3.1	How does climate finance work under the BMZ?
	3.2	How does climate finance work under the BMU?
	3.3	Historical development of German climate finance
	3.3.1	Bilateral climate finance
	3.3.2	Multilateral climate finance


	4	Germany´s fast start climate finance in international comparison
	5	Performance of Germany's climate finance against UNFCCC and development criteria 
	5.1	German climate finance against criteria spelled out in the UNFCCC process
	5.1.1	New and additional
	5.1.2	Predictability 
	5.1.3	Adequacy

	5.2	Development cooperation criteria to guide climate finance and Germany´s performance
	5.2.1	Prioritising the poorest and particularly vulnerable people and countries
	5.2.2	Increasing ownership of countries and of target groups based on human rights 
	5.2.3	Mutual accountability
	5.2.4	Effectiveness and coherence

	5.3	Spending criteria for climate finance to promote the UNFCCC process

	6	Towards a more coherent strategy on climate & development financing – conclusions and policy recommendations to the German government
	References
	Table 1:  Political milestones of climate finance under UNFCCC
	Table 2:  Preliminary figures of BMZ climate finance in 2010
	Table 3:  Indicative BMU climate finance for developing countries in 201022 
	Table 4:  German multilateral climate finance up to date – pledges vs. deposits
	Table 5:  Planned contributions to Germany´s fast start finance commitment 
	Table 6:  Distribution of Germany´s fast start finance in 2010
	Table 7:  Country comparison of fast start finance approaches 
	Table 8:  BMZ's cooperation with particularly vulnerable countries
	Table 9:  Adaptation finance under the ICI for particularly vulnerable country groups
	Table 10:  Potential criteria for Fast Start Finance with a view to promote the UNFCCC process
	Figure 1:  German bilateral climate finance 1994-2009
	Figure 2:  Allocation of climate-related finance according to world regions
	Figure 3: Allocation of climate-related finance according to income groups
	Figure 4:  Historical responsibility for emissions from 1990 to 2010

