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Why in News?

The recent climate meeting in Bonn, Germany, did not achieve significant progress in defining a new
climate finance goal.

= Countries have yet to make concrete advancements on issues concerning the funding required to
address the climate crisis.

What is Climate Financing?

= About:
o |t refers to large-scale investments required for actions to mitigate or adapt to
climate change.

* Mitigation involves reducing greenhouse gas emissions, such as increasing
renewable energy and expanding forest cover.

* Adaptation involves taking action to prevent or minimise the damage from
adverse effects of climate change, such as building infrastructure to protect coastal
communities from sea-level rise.

= Current Agreed Amount for Climate Financing:
o The 1992 United Nations Framework Convention on Climate Change (UNFCCC) mandated
high-income countries to provide climate finance to the developing world.
o As per Copenhagen Commitment, 2009, developed countries agreed to provide USD
100 billion per year to developing countries by 2020.
o The Green Climate Fund was established in 2010 as a key mechanism to deliver climate
finance.
o The Paris Agreement in 2015 reinforced the USD 100 billion target and extended it to
2025.
= Need for Increasing Amount:
o As per the UNFCCC 2021 Report, developing countries need approximately USD 6
trillion annually from 2021 to 2030 to implement climate action plans and around USD
4-6 trillion is annually required until 2050 for a global low-carbon economy transition.
o Tripling renewable energy capacity, as agreed in Dubai, is estimated to cost USD 30 trillion
by 2030 as per the International Renewable Energy Association (IRENA).
o Combining these estimates suggests an annual requirement of USD 5-7 trillion, equivalent
to about 5-7% of global GDP, highlighting the escalating cost of inaction.
o India has proposed a New Collective Quantified Goal (NCQG) of at least USD 1 trillion



/daily-updates/daily-news-analysis/loss-and-damage-fund-1
/daily-updates/daily-news-analysis/28th-conference-of-parties-to-the-unfccc#:~:text=COP28%2C%20member%20countries%20reached%20an,UNFCCC%20and%20the%20Paris%20Agreement.
/daily-updates/daily-news-analysis/risk-of-moving-from-fossils-to-clean-energy
https://indianexpress.com/article/explained/explained-climate/no-outcome-in-bonn-why-money-is-key-to-climate-action-9393599/
/blog/global-climate-crisis-and-net-zero
/daily-updates/daily-news-analysis/greenhouse-gas-concentrations-hit-record-highs-un
/important-institutions/drishti-specials-important-institutions-international-institution/unfccc
/daily-updates/daily-news-analysis/paris-agreement-and-its-failure-to-address-the-climate-change
/daily-updates/daily-news-analysis/india-renewable-energy-growth-praised-by-irena

per year, focusing on grants and concessional finance.

CLIMATE FINANCE FOR DEVELOPING COUNTRIES

Climate finance mobilised by developed countries, in USD billions
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Bilateral public climate finance: provided by donor countries’ development finance agencies and
institutions. Multilateral public climate finance: provided by multilateral development banks (MDBs)
and climate funds governed by multiple national governments. Export credits: provided by
developed countries' official export credit agencies for the sale of climate-related goods and services.
Private finance: mobilised by bilateral and multilateral public climate finance. Public climate finance can

leverage private finance though risk mitigation instruments, such as guarantees and insurance.
Source: OECD (2023 ), Climate Finance Provided and Mobilised by Developed Countries in 2013-2021.

= Arguments for Climate Financing:

o Developing countries argue that developed nations should provide financial assistance
because the rich world's emissions over the last 150 years have caused the climate
problem.

o High-income countries have not yet fulfilled their financial pledges for climate finance, as
majority of the finance provided is in the form of loans.

* A recent report by the OECD said developed countries met the long-standing USD
100-billion-a-year promise in 2022. However, 69% of this was provided in the form
of loans.

What are Issues Related to Climate Finance?

= Contention Between Developed and Developing Countries:

o Debate Over Contribution: Under the UNFCCC and the Paris Agreement, only the 25
countries listed in Annexure 2 of the UNFCCC, along with the European Economic
Community, are obligated to provide climate finance to developing nations.

* Many other countries are now economically better off than in the early
1990s, are not part of Annexure 2 like China (world’s second-largest economy),
oil-rich Gulf countries, and others like South Korea.

o While developing countries refer to Article 9 of the Paris Agreement, which mandates
climate finance to flow from developed to developing countries.

o Recipient Prioritisation: Developed countries advocate for climate finance to prioritise
the most vulnerable nations, such as least developed countries and small island
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developing states, while developing countries claim that all developing nations should
be eligible for support.
= Definition and Nature of Climate Finance:
o Developing countries demand clarity on the definition of climate finance, insisting
it should not include development finance and caution against double-counting.
= Issues of Mitigation and Adaptation:
o The balance between funding for mitigation (reducing emissions) and adaptation (adjusting
to climate impacts) is a major point of contention.
o Currently, a significant portion of climate finance goes towards mitigation
projects like renewable energy.
¢ However, developing countries argue that adaptation is crucial for their
immediate survival, given the existing impacts like rising sea levels and extreme
weather events.

What is the New Collective Quantitative Goal (NCQG)?

= |t is a new annual financial target proposed in COP21 in 2015 to set a post-2025 climate
finance goal that developed countries must meet from 2025 onward to provide climate finance to
developing countries.

o It will replace the previous commitment of USD 100 billion per year that developed nations
had pledged in Copenhagen Commitment, 2009 and under Paris Agreement (2015) but
failed to deliver.

= The final NCQG amount will be a key negotiation point at the COP29 summit to be held in
Baku, Azerbaijan, in November 2024,

o The NCQG negotiations aim to set a higher collective amount that wealthy countries will
need to mobilise annually for mitigation, adaptation, and other climate action
efforts in poorer nations vulnerable to the impacts of climate change.

= Securing an adequate NCQG figure is extremely important for developing countries, as a lack of
sufficient climate finance has been a major barrier to implementing effective climate
plans and building resilience against global warming's effects.

UN Framework Convention on Climate Change (UNFCCC)

= |tis a global environmental treaty to reduce greenhouse gas concentrations to prevent
harmful human-induced disruptions to the Earth’s climate system.

= |t was officially ratified in 1992. It is also referred to as the Earth Summit, the Rio Summit, or
the Rio Conference.

= The Conference of the Parties (COP), a supreme decision making body of UNFCCC hold
meetings annually and convenes representatives from all 197 parties to assess the progress in
combating climate change.

= |n 1993, India became a party to the UNFCCC, with the Ministry of Environment, Forests, and
Climate Change (MoEFCC) serving as its nodal agency.
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CLIMATE FINANCE

Climate finance refers to local, national or transnational financing—drawn from public/ private/alternative
sources of financing—to support mitigation and adaptation actions against climate change.

PRINCIPLES OF CLIMATE FINANCE _

() Polluter Pays
(») Common but Differentiated Responsibility and
Respective Capability (CBDR-RC)

Multilateral Climate Funds
Coordinated by UNFCCC

(+) Global Environment Facility (GEF): Operating
entity of financial mechanism (1994)
() Kyoto Protocol (2001):
») Adaptation Fund (AF): Gives developing countries
full ownership of adaptation projects
» Clean Development Mechanism (CDM): To carry
out emission-reduction projects in developing
nations

(+) Green Climate Fund (GCF): estd. - 2010 (COP 16)
(» Funds under it - Least Developed Countries Fund
(LDCF) and Special Climate Change Fund (SCCF)

() Long-Term Climate Finance:
(» Cancun Agreements (2010): Mobilize and provide
scaled-up funds in short and long term

») Paris Agreement (2015): Developed nations
agreed to establish new collective goal of at
least $100 billion/year by 2025

() Loss and Damage Fund (2023) (COP27 & COP28):
Financial assistance to nations most vulnerable
and impacted by effects of climate change

Climate Investment Funds (CIFs)
under World Bank

|
() Clean Technology Fund

(») Strategic Climate Fund

INDIA’S INITIATIVES REGARDING CLIMATE FINANCE |
Fund [ Objective )

For vulnerable Indian states
Advancing clean energy (started
with initial carbon tax on
industrial coal use)

Bridging gap between required
and available funds

Nationally binding targets
adopted under UNFCCC

Leads on global climate

finance issues

National Adaptation Fund for
Climate Change (NAFCC) (2015)
National Clean Energy

Fund (2010-11)

National Adaptation Fund (2014)
Intended Nationally Determined
Contributions (INDCs) (2015)
Climate Change Finance

Unit (2011)

Challenges to Climate Finance

(») Gap between national needs and climate
finance under NDCs

(+) Least Developed Countries receive much less
approved funding in per-capita terms from the
multilateral climate funds

(») Slow rate of approvals

(%) Failure in securing viability-gap funding
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Drishti IAS

Drishti Mains Question:

Climate change disproportionately impacts developing countries, despite their lower historical
contribution to greenhouse gas emissions. Discuss the importance of adaptation finance in addressing
climate vulnerabilities and suggest ways to ensure its effectiveness.

UPSC Civil Services Examination Previous Year Question (PYQ)

Prelims:

Q. With reference to the Agreement at the UNFCCC Meeting in Paris in 2015, which of the
following statements is/are correct? (2016)

1. The Agreement was signed by all the member countries of the UN, and it will go into effect in

2017.

2. The Agreement aims to limit the greenhouse gas emissions so that the rise in average global
temperature by the end of this century does not exceed 2°C or even 1.52C above pre-industrial

levels.

3. Developed countries acknowledged their historical responsibility in global warming and committed

to donate $ 1000 billion a year from 2020 to help developing countries to cope with climate
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change.
Select the correct answer using the code given below:
(a) 1 and 3 only
(b) 2 only
(c) 2 and 3 only
(d)1,2and 3
Ans: B
Mains:
Q. Describe the major outcomes of the 26th session of the Conference of the Parties (COP) to the United
Nations Framework Convention on Climate Change (UNFCCC). What are the commitments made by India
in this conference? (2021)
Q. Explain the purpose of the Green Grid Initiative launched at the World Leaders Summit of the COP26 UN

Climate Change Conference in Glasgow in November 2021. When was this idea first floated in the
International Solar Alliance (ISA)? (2021)
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