Summary of HLC/08/INF/4:
Financial Mechanisms for Adaptation to and Mitigation of Climate Change in the Food and Agriculture Sectors
Background
Climate change will have a disproportionate impact on poor developing countries due to more severe climatic impacts in already vulnerable areas and inadequate resources and capacity to adapt to them. Agricultural and related activities, fundamental to providing food security and livelihoods, are particularly at risk. (Par. 1)
Under the United Nations Framework Convention on Climate Change (UNFCCC), it is therefore imperative to: 
· identify how the rural poor could more effectively benefit from climate change-related financing mechanisms; and

· focus on efforts aimed at mitigation in conjunction with adaptation and sustainable development, in line with the Nairobi Framework (Par. 2)
A. Greenhouse Gas Emissions, Adaptation and Mitigation – An estimated 10-12% of anthropogenic emissions of greenhouse gases (GHGs) originate from agriculture (Table 1), and 16-20% from Land Use, Land Use Change and Forestry (LULUCF). (Par. 4-5)
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Stabilization of atmospheric GHG concentrations must be achieved for global safety; although a certain amount of climate change is unavoidable, due to the slowness of the climate system’s response to these emissions. As such, actions to reduce protect the most vulnerable are needed regardless of future reductions. (Par. 6-7)
The scenario that will guide the international response to climate change allows emissions to rise by a reduced rate until 2030, at which point they would need to be equal with the current level (i.e. a 20-30% cut compared to a “do nothing” scenario). From 2030, significant cuts would be implemented. (Par. 8)
B. Adaptation and Mitigation Costs Relevant to Agriculture and Forestry – It is estimated that the global annual cost of climate change mitigation in 2030 would be US$250-380 billion (Table 2), with about half in developing countries. Further, about one-half of expected mitigation costs and almost all adaptation costs in developing countries are expected in sectors relevant to the rural poor. (Par. 9)
The mitigation potential in the agriculture and LULUCF sectors in developing countries is both significant and cost-effective, because: 
· It could represent about one-fourth to one-third of total mitigation costs, but would generate one-half to two-thirds of all estimated emission reductions. 
· In particular, the potential cost-effectiveness deforestation and degradation (REDD) projects is very high. (Par. 10)
C. Financial Mechanisms and the Rural Poor – The cost of climate change adaptation and mitigation in sectors relevant to the rural poor in developing countries is estimated to be roughly US$100 billion per year in 2030. This figure, compared to projections for 2030, would be:

· Just 3-5% of agricultural GDP; but three times larger than foreign debt; and 
· About 15 times the investment and financial flows from combined foreign direct investment (FDI), overseas development assistance (ODA), and aid contributions;  

· A 15% increase in total investment and financial flows directed towards the sector in developing countries in a scenario without climate change (Par. 14)
Financial incentives are therefore needed to bridge the gap. For example, the creation of enhanced carbon markets that encourage farmers and rural communities in developing countries to adopt GHG reduction strategies. Climate-related financial mechanisms currently available include UNFCCC flexible mechanisms, such as the Clean Development Mechanisms (CDM), Joint Implementation (JI), and the Global Environment Facility (GEF) Trust Fund and associated Adaptation Fund(s). (Par. 15-16)
UNFCCC Financial Mechanisms
The Kyoto Protocol of the UNFCCC establishes a set of emission reductions that developed countries (or “Annex 1 Parties”) must meet during the first commitment period of 2008- 2012. Compliance includes the possibility of using emission credits from flexible mechanisms, such as: 
· the Clean Development Mechanism (CDM), allowing investments in developing countries party to Kyoto, but without emission commitments, or “non-Annex I”, in which each avoided tonne of CO2-equivalent emissions is rewarded with one certified emissions reduction (CER);
· the Joint Implementation mechanism (JI), which is similar but involves emerging economy countries. 
· the GEF Trust Fund, which funds both mitigation and adaptation, and includes Strategic Priority Adaptation pilots (SPA), the Special Climate Change Fund (SCCF), the Least Developed Countries Fund (LDCF) and a special Adaptation Fund. (Par. 17-20)
According to worked scenarios, in 2030, CDM project activities of relevance to the rural poor in developing countries could generate annual financial flows from US$1.0-1.5 billion up to US$10-15 billion (given full post-2012 Kyoto compliance). Such funding would correspond to 2-25% of the total estimated mitigation needs. For the GEF Adaptation Fund, the estimates are from US$200-300 million up to US$2-3 billion, corresponding to 3-10% of total adaptation needs. This leaves a significant gap. (Par. 25-26)
The Clean Development Mechanism and the Rural Poor

A. Project Activities in Agriculture, Forestry and Energy from Renewable Biomass  To date, CDM projects of relevance to the rural poor have largely focused on agriculture, neglecting fisheries and forestry. 
· Over a third of the total are undertaken in agriculture and forestry sectors directly or indirectly, generating around 8% of the total CERs. Of these:

· Just over 12% relate to forestry, and only one in afforestation/reforestation 
· The rest (88%) relate to methane capture and energy from biomass waste

· Three countries – Brazil, Mexico and India – account for over 75% of the projects

· Only 1% were in Africa, the Near East, Central Asia and Europe (Par. 27-32)
The reasons for this skew to the detriment of the poorest countries are outlined below:

1. Few project types and approved methodologies – Under the CDM there are only a few approved methodologies; hence the need for new ones, especially relating to the ares of highest emissions, i.e. nitrous oxide from soils and methane from enteric fermentation and rice cultivation (see Table 7). 
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2. High infrastructure and capacity requirements - High transaction costs, often required in advance, favour larger projects. The CDM also requires:
· Strong financial markets with low risk
· The establishment of a designated national authority (DNA), which is still lacking in 33 non-Annex I countries (Par. 36-7)
The UNFCCC plans to launch a review of capacity building needs in 2008.  
Approaches to Increase Access to Carbon Markets – These aim to identify approaches that minimize transaction costs, remove unnecessary barriers, and facilitate efficient and equitable CDM distribution. They include workshops and training sessions; analytical work, and promotional activities. 
The most important initiative, especially for Africa, has been The Nairobi Framework, initiated by the United Nations Development Programme (UNDP), United Nations Environment Programme (UNEP), World Bank Group, African Development Bank, and the UNFCCC. Results so far include over 1500 stakeholders involved in training, and nearly 50 CDM projects in development in Sub-Saharan Africa. (par 39-42)
Carbon Funds
Adaptation and Mitigation Funds for the Rural Poor – The Least Developed Countries Fund (LDCF) and the Special Climate Change Fund (SCCF), provide grants for urgent adaptation projects in developing countries, along with the funds managed by the World Bank, (Par. 45) detailed in the Table below: 
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Voluntary Financial Mechanisms
The voluntary carbon markets include all carbon offsets that are not required by regulation. They can be divided into two main segments: voluntary but legally binding cap-and-trade systems, such as the Chicago Climate Exchange (CCX), and the broader non-binding, over-the-counter (OTC) offset market. (Par. 59)
A. The Chicago Climate Exchange (CCX) – When Members join the CCX, they sign up to annual emission reduction goals. The CCXZ trades Carbon Financial Instruments (CFIs), worth 100 tonnes of CO2e.   Credits from soil carbon sequestration projects issued since 2003 represent over 40% of offset projects. So far, however, projects have largely taken place within the USA. (Par. 61)
B. Voluntary Markets – Almost all carbon offsets purchased outside of a cap-and-trade system originate from project-based transactions. Credits in this market, each worth one tonne of CO2e, are referred to as Verified or Voluntary Emissions Reductions (VERs).  The average price of carbon in these markets was about US$4 per tonne of CO2e, totalling US$52 million in 2006. Over 40% originated from projects in North America, and just 6% in Africa. (Par 64-67)
A recent survey identified a large price range in Voluntary Markets, especially in reforestation, ranging from of US$0.5 to 45 per tonne of CO2e. In general, projects owners typically receive half of the retailer price. The volume of VERs sold grew by almost 80% from 2005 to 2006. (Par. 68-70)
C. LULUCF Offsets in Voluntary Markets – Compared to the UNFCCC regulatory markets, VERs markets have a higher proportion of forestry based credits than the CDM (36% as compared to1%). They are also more open to smaller offset projects, probably because one can make up-front payments, which help cover start-up costs. The absence of stringent oversight mechanisms has led to the establishment of several independent voluntary standards, such as:
· Gold Standard (GS), which is the best-recognised, though it does not yet apply to LULUCF projects;
· Climate, Community & Biodiversity Standards (CCBS), solely for bio-sequestration; 
· Plan Vivo, for small-scale LULUCF projects; 
· VER +, based on CDM and JI methodology;  
· The Voluntary Carbon Standard (VCS) and Voluntary Offset Standard (VOS) (Par 72-4 and Box 3)
Financing Adaptation and Mitigation in Coming Decades
A. Expanding the Base: Enhanced Voluntary Markets and Enlarged CDM - The Bali Roadmap indicates that future projects must focus on synergies between adaptation and mitigation strategies for the rural poor, and must be more flexible. Annual financial flows could contribute to the expected costs of adaptation. (Par. 77-8)
B. Linking Adaptation and Mitigation: Premium Carbon Credits –Win-win strategies include improved forestry management and agro-forestry techniques. “Premium credits,” could be created, i.e. carbon credits generated in projects that both sequester carbon and enhance adaptation capacity (Par. 80-81)
C. Mainstreaming Offsets into National Development Themes, Programmes of Activities (PoA) –small projects will need to be bundled together to become cost-effective and attractive to buyers. Indeed such bundling is routinely performed today within the CDM. (Par 82) Under the PoA, a policy or market entity would set a region-wide theme that links development policy with mitigation. (Par. 83-4)
D. Leveraging of Development Resources and Targeting New Funds – Large sums will be required for adaptation and mitigation, but the first step is to create a sufficiently large carbon market. This could be realized by properly channelling international debt, FDI, and ODA to rural development, targeted primarily at technology support and capacity building to 
i) inform and educate about adaptation techniques; 
ii) prepare entry into existing and future carbon mechanisms; and
iii) lower barriers to entry. (Par. 85)
The World Bank is elaborating a new package of strategic Climate Investment Funds, aimed at providing support for policies of low-carbon development and climate-resilience. They include the Clean Technology Fund, the Forest Investment Fund, and the Adaptation Pilot Fund. (Par. 87)
Possible Next Steps
FAO, IFAD, and their partners, in supporting countries to discuss, decide on and utilize financing mechanisms for climate change adaptation and mitigation, could:  

· raise awareness of the potential for synergies between climate adaptation, mitigation and broader development;  

· advocate for including LULUCF under the UNFCCC and Kyoto Protocols;
· also advocate, on behalf of developing countries, for modalities to increase both access to financial resources and eventual development benefits;

· undertake technical work relating to monitoring, focused on sustainability
· give expert support to developing country participation in and benefits from these mechanisms, especially for smallholder. (Par. 87)
