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|. INTRODUCTION

1 This technical background paper reviews and
analyses existing and projected investment flows and
financing relevant to the development of an effective

and appropriate international response to climate change,
with particular focus on the needs of developing countries.
It provides an assessment of the investment and financial
flows that will be necessary in 2030 to meet worldwide
requirements for mitigating and adapting to climate change
under different scenarios of social and economic
development, especially as they impact the well-being of
developing countries. In particular it provides:

. Information on current investment and financial
flows in as much detail as is available;
. Projection of investment and financial flows by

major sources to address adaptation and mitigation

needs in 2030, including:

- Projections of future investment and financial
flows under a reference scenario;

- Projections of future investment and financial
flows under a greenhouse gas (GHG) emissions
mitigation scenario;

. A summary of priorities identified by Parties
not included in Annex I to the Convention
(Non-Annex I Parties) as part of the UNFCCC process;
. An analysis of the potential role of different

sources of investment and financing and their

future potential.

2. This paper has been prepared as background
information for three papers requested by the Conference
of the Parties at its twelfth session (COP 12):

. A paper that provides an analysis of existing and
planned investment flows and finance schemes
relevant to the development of an effective and
appropriate international response to climate
change for the consideration by the fourth workshop
on the dialogue on long-term cooperative action to
address climate change by enhancing implementation
of the Convention (the Dialogue)’;

20

. Two papers for the consideration by the Subsidiary
Body for Implementation (SBI) in its fourth review of
the financial mechanism of the Convention at its
twenty-seventh session,” namely:

— A technical paper reviewing the experience
of international funds, multilateral financial
institutions and other sources of funding that
may be used to meet current and future
investment and financial needs of developing
countries for the purposes of meeting their
commitments under the Convention;

- Areport prepared in collaboration with the
Global Environment Facility (GEF) secretariat,
on the assessment of the funding necessary to
assist developing countries.

3. To ensure that this analysis is beneficial to the
UNFCCC process, the secretariat has collaborated with
a number of international financial institutions (IFIs),
United Nations agencies, intergovernmental organizations
(IGOs) and non-governmental organizations (NGOs),
other relevant agencies, and representatives of the
private sector and civil society. These organizations and
representatives were invited to share their experiences
and views on existing and planned investment flows
and finance schemes in the context of consultations.

4. Four consultative meetings with such stakeholders
have been held. Two consultative meetings were held

in Bonn, Germany, with experts and representatives of IFIs,
United Nations agencies, IGOs and NGOs to discuss the
role of international public financing activities in addressing
climate change (5 -6 February and 26 -28 March 2007).
Another two consultative meetings were held in London,
United Kingdom (20 and 21 June 2007), in collaboration
with representatives of the private financial sector
(including investment banks, venture capital firms, private
funds, insurers and reinsurers) and the insurance sector.?

5. The paper draws on existing work and analysis
wherever possible. Existing work used for the analysis
includes the Fourth Assessment Report (AR4) of the
Intergovernmental Panel on Climate Change (IPCC),
the World Energy Outlook (WEO) of the International
Energy Agency (IEA), the Stern Review and other
published literature.*
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6. This paper is divided into nine main parts:

. An introduction to the overall methodology and
scenarios used in the paper and a summary of
overall current investment and financial flows
(cHAPTERS II and III);

. An analysis of needs and corresponding investment
and financial flows for climate change mitigation,
including needs and flows related to technology
research and development (R&D) (CHAPTER IV);

. An analysis of needs and corresponding investment
and financial flows for climate change adaptation
(CHAPTER V);

. A summary of priorities related to mitigation
and adaptation identified by non-Annex I Parties
under the UNFCCC process (CHAPTER VI);

. An analysis of the potential of carbon markets
(CHAPTER VII);

. An overview of financial assistance under the
Convention (CHAPTER VIII);

. An analysis of the potential for enhanced

investment and financial flows (CHAPTER IX).

! FCCC/CP[2006/5, paragraph 61.

2 These papers should be made available in the last quarter of 2007 as documentation for
consideration at SBI 27. Please refer to decision 2/CP.12 for details of the mandates.

3 In collaboration with the World Business Council on Sustainable Development (WBCSD),
the United Nations Environment Programme Finance Initiative (UNEP FI), the United Nations
Environment Programme Sustainable Energy Finance Initiative (UNEP SEFI), the European
Carbon Investors and Services, the International Emissions Trading Association (IETA) and the
World Energy Council (WEC).

4 For detailed information, please refer to the list of database and references in ANNEX IL.
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