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1. Introduction: A Breakthrough Design

The UNFCCC negotiations are moving forward in modest ways but, to date, they have left the
diplomatic landscape littered with uncertainties that have tended to polarize positions among country
groupings and have generated a sense that finding common ground on the general contours of a global
climate agreement at Copenhagen will be a Herculean task. Yet, while negotiations may remain arduous
in coming months, many initiatives are being offered from a wide range of stakeholders to help facilitate
reaching agreement on a post-2012 climate deal.

In the pages that follow, we present the general framework for a Global Financial Mechanism (GFM) to
provide new and additional financial resources to developing countries on a grant or concessional basis
to support fulfillment of the purposes of the Convention through mitigation, adaptation and technology
cooperation. This financial mechanism operates under the guidance of the Conference of the Parties
(COP) that sets policies, program priorities and eligibility criteria for operations carried out under its
purview. Yet, while ensuring the overall integrity of the mechanism, the COP entrusts all of the
operational aspects of this financial mechanism to one or several operating entities that translate the
Convention’s mandate into operational terms, including allocating and disbursing funds, establishing
technical and performance criteria and providing other technical assistance as needed.

This document examines two fundamental elements of the Global Financial Mechanism and the specific
institutional arrangements to make it operational. In the first chapter, we examine the GFM’s operating
entity, called the Climate Oversight Commission (COC), which is responsible for managing the
mitigation framework established by the Convention. In addition to examining the Climate Oversight
Commission’s functions, we will also discuss the functions of accessing entities, the role of a Sector
Transformation Registry and the different paths of direct and indirect access for receiving public grant
finance to support mitigation activities. In the second chapter, we examine the functioning of a Sector
Transformation Fund (STF) whose purpose is to provide financial resources to shift high GHG-emitting
economic sectors of developing country economies to lower-carbon trajectories. In this chapter we will
examine the three operational phases of the Sector Transformation Fund and how different sources of
financing can be used to support reforms in high-carbon economic sectors of developing countries.

This document’s focus on mitigation in no way diminishes the importance of developing precise
proposals for responding to the challenges of adaptation and technology cooperation, the two companion
pillars covered by the Convention. Both adaptation and technology cooperation need to be addressed as
separate, albeit complementary, components of a Copenhagen treaty and the to-be-established Global
Financial Mechanism and, for each, basic issues of financial requirements, funding sources, allocation
and disbursement mechanisms and other operational issues need to be clarified. Many of the issues
covered in our discussion of the Global Financial Mechanism have immediate relevance to both
adaptation and technology cooperation.

We believe that the Sector Transformation Fund managed by the Climate Oversight Commission
presented in considerable detail in following chapters represents a major breakthrough in helping reach a
post-2012 climate agreement for three critical reasons:



1. The STF provides a three-phased approach that can assist developing countries transform no
fewer than 100 high-carbon emitting economic sectors in developing countries to low-carbon
trajectories. By moving through Preparation, Initiation and full Implementation phases,
developing countries can:

e Establish national priorities for reforming economic sectors;

e Prepare long-term sector mitigation strategies;

e Determine both amounts and types of funding required in all phases of those strategies; and
e Make sector specific reduction commitments only when fully prepared to engage.

2. By differentiating the types of costs (incremental vs. non-incremental) in the three phases, the
Sector Transformation Fund can initiate sector transformation actions with comparatively modest
financial resources provided by industrialized countries directly. Other financial resources
provided under the UNFCCC/COP or resources outside the Convention but aligned with
measurable, verifiable and reportable (MRV) requirements requested by it, would be harmonized
to respond to developing country financial needs for sector transformation. The phasing of
different financial requirements over the 10- or 20-year duration of sector change allows
developing countries governments, developed country governments and actors in financial and
carbon markets to plan and stage financial commitments. This approach can help by-pass the
stand-offs that insist that developing countries need to commit to large mitigation targets before
knowing how much those commitments would cost and who would pay for them, or that Annex
1 donor countries need to commit large amounts of funding before knowing how the resources
would be used and what reductions would be achieved. A viable sector transformation fund
would require start-up commitments from industrialized countries in the order of $10B for the
first 5 years of operation, growing to $35B in the second 5-year period;

3. The Climate Oversight Commission and the Sector Transformation Fund provide the governance
and institutional arrangements required to deliver technical and managerial support in response
to the differentiated economic levels and institutional capacities of developing countries. The
proposal identifies institutional mechanisms that will satisfy the fiduciary and transparency
requirements established by under the authority of the COP while opening both direct and
indirect access paths to financial and technical resources for developing countries.

The benefits offered by the Sector Transformation Fund managed by the Climate Oversight Commission
do not stop there. The design of the STF is based on specific sector analyses of high-GHG emitting
countries such as cement and iron/steel in China, cement and iron/steel production in Mexico, coal-
based power generation in India, and on mitigation challenges in small developing countries such as
Tunisia. By grounding the financial mechanism in the complex realities of these and other countries, we
have shifted discussion about financial resources and commitments from the realm of the abstract and
global to the real needs of developing countries. This shift opens many opportunities for public and
private actors to anticipate and prepare for long-term investments in the restructuring of those sectors
with corresponding economic and emission reduction benefits.



While governments around the world are focused on stabilizing their economies and rekindling growth
during this time of global economic crisis, pressures may build to forestall undertaking economic
reforms in key industrial sectors or committing financial resources to support climate change mitigation
in the developing world. The phased transformation process and identification of types of financial
resources required in each phase provides reassurance to industrialized governments that start-up
financial commitments will not jeopardize the ability of those governments to address domestic financial
needs. For developing countries, the Sector Transformation Fund approach provides assurance that they
will be in control of their mitigation initiatives and that any reduction commitment will be the result of a
thorough understanding of technology needs, costs and funding opportunities.

In coming months we will engage public official and private sector leaders in exploring the applicability
of this approach to their respective countries and economic sectors. At this initial stage of our public
dialogue we would like to highlight a number of issues that need to be clarified in coming months and
that would benefit from public input, as follows:

1. The estimate of minimum contributions from industrialized countries needed to adequately
support a new Sector Transformation Fund under the UNFCCC is based on a bottom-up and a
top-down approach. The bottom-up estimates are based on case studies examining the cost of
mitigation in selected sectors of developing countries and ongoing experiences with mitigation
funding. The sources of the top-down estimates are the UNFCCC 2008 estimates of world-wide
incremental investment and financial flows needed for mitigation and adaptation in the year 2030
and the McKinsey “Global GHG Abatement Cost Curve”. There are concerns that the UNFCCC
estimates are not based on the imperative to secure a less than a 2°C increase threshold and
hence may underestimate the true costs of mitigation. Please provide an opinion on the use of
these two sources and estimates and, if suggesting different or additional approaches, please
provide references to the appropriate data.

2. The Global Financial Mechanism proposal suggests that the funds indicated herein must come
from industrialized countries and must be disbursed through grants. However, this proposal does
not propose or endorse a specific approach for mobilizing funds, be it through AAUs auction,
carbon tax, contributions based on GDP or other means, that would be disbursed as publicly-
funded grants. Should the GFM proposal endorse a specific fund raising approach and, if so,
which approach, which funding mechanisms and why? And, in keeping with the type of funds
proposed, what consequences, if any, would this funding source and mechanism have on the
architecture of the Global Financial Mechanism?

3. Regarding carbon markets, the proposal promotes enhanced involvement of carbon market
finance in the second and third phases of the Sector Transformation Fund where public grant
funding from the STF would play a diminished role in specific eligible sectors. But how can this
enhanced interaction be operationalized? For example, should there be a separate UNFCCC
carbon market operating entity that independently would assess the viability of sector strategies
that rely on carbon market finance? Should that same entity regularly review and provide
oversight as to whether the UNFCCC'’s carbon market rules and guidelines are in place and
being respected in actual operation? Should there be emission discounts to reward the quality of
mitigation results in specific countries or sectors? Should there be an established waiting period
following implementation of specific activities to ensure the integrity of the reductions and avoid



market overflows? How should the carbon credits resulting from the mitigation activities
undertaken with multiple sources of financing be distributed?

4. The Climate Oversight Commission reports directly to the COP and is charged with ensuring
the operational integrity of mitigation activities undertaken to fulfill the purposes of the
Convention. But are the COC’s institutional arrangements adequate to protect the interests of
non-Annex | countries as well as the performance standards and fiduciary requirements of
industrialized countries? Can the Climate Oversight Commission provide an appropriate
framework for the harmonization of the multitude of mitigation funds established over the past
months? Are those arrangements flexible and responsive enough to the different technological,
financial and institutional conditions in very different developing countries?

5. The Sector Transformation Fund proposal focuses on funding for mitigation, thereby
necessarily establishing a dynamic relation with funding for technology cooperation and
innovation. Do you have specific proposals as to ways of organizing and expediting funding for
technology cooperation and innovation under the UNFCCC?

6. The proposal presented herein assumes that a climate agreement reached in Copenhagen will
establish a broader financial framework and architecture, what we have called the Global
Financial Mechanism, that will include adaptation and technology cooperation along with
mitigation, the specific focus of this paper. Do you have specific suggestions as to how the
Climate Oversight Commission and its Sector Transformation Fund, which focuses on
mitigation, can be linked to and harmonized with specific institutional arrangements associated
with adaptation and technology cooperation?

7. We would welcome interpretations as to whether the Global Financial Mechanism and its
Sector Transformation Fund would be compatible with a number of financial mechanism and
fund proposals, including from Mexico, China, Norway, Brazil and McKinsey, among others,
presented to the UNFCCC Secretariat or the broader public.

We encourage written comments to be sent to MPO@wwfus.org by April 17th, 2009.

David Reed
March 1 2009



2. The Global Financial Mechanism

2.1 Context

Governance and institutional arrangements for the financial mechanism of the UNFCCC promise to
remain among the most contentious issues in the lead-up to Copenhagen. This is not surprising given
that institutional arrangements will determine the terms under which industrialized countries will
provide financial resources and terms so that developing countries can gain access to those resources in
the post-2012 climate regime. Decisions on governance structures and processes will reflect the
approximate balance of influence among the many contending interests joined through the Convention.

In this chapter we go into considerable detail about the specific requirements of a global financial
mechanism. There is a rich experience of constructing funds and mechanisms, particularly in recent
years, that allows us to highlight the specific functions and requisites that any global financial
mechanism must address. These functions are concentrated to a large degree in the responsibilities of
operating and accessing entities at national and international levels. We go into particular detail
discussing the responsibilities and operation of the Climate Oversight Commission (COC), specifically
its responsibilities as operating entity for mitigation activities under the Global Financial Mechanism
and its oversight functions and management of a sector transformation registry. Moreover, we explore
the significance of using direct and indirect paths for developing countries to access new and additional
resources under the GFM, including those provided through the Sector Transformation Fund.

As pointed out in the introduction to our proposal, while the Global Financial Mechanism will address
the three pillars of the Convention - mitigation, adaptation and technology cooperation - our discussion
focuses on climate change mitigation only. We suggest a similar debate for adaptation and technology
cooperation to clarify the basic issues of financial requirements, funding sources, allocation and
disbursement mechanisms and other governance as well as specific operational issues.

2.2. Mandate

The governance and institutional arrangements for the Global Financial Mechanism should be fully in
line with Article 4 “Commitments” and Article 11 “Financial Mechanism” of the Convention. The 13"
session of the UNFCCC COP adopted the Bali Action Plan wherein Parties decided to launch “a
comprehensive process to enable the full, effective and sustained implementation of the Convention
through long-term cooperative action, now, up to and beyond 2012.”

Under Paragraph 1 of the Bali Action Plan, Parties decided to address, among other points, the
following:

1. Enhanced national/international action on mitigation of climate change, including inter alia,
consideration of;

2. Nationally appropriate mitigation actions by developing country parties in the context of
sustainable development, supported and enabled by technology, financing and capacity building,
in a measurable, reportable and verifiable manner; and

3. Ways to strengthen the catalytic role of the Convention in encouraging multilateral bodies, the
public and private sectors and civil society, building on synergies among activities and
processes, as a means to support mitigation in a coherent and integrated manner.
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2.3. Governance and Operating Principles

It seems reasonable to assume that the governance arrangements for a new global climate agreement will
be reached in the course of and following the COP in 2009 in Copenhagen. It is also reasonable to
assume that the COP, as the supreme body of the Convention, will keep under regular review the
implementation of the Convention and any related legal instruments that the COP may adopt, and make,
within its mandate, the decisions necessary to promote the effective implementation of the Convention.

The Global Financial Mechanism we have proposed will work based on the following operating
principles. The GFM:
1. Is underpinned by the principle of equity and common but differentiated responsibilities;
2. Operates under the authority and guidance and is fully accountable to the Conference of the
Parties;
3. Has an equitable and geographically-balanced representation of all Parties in the governance
structure of its operating entity or entities;
4. Enables developing countries, based on their institutional capacities, to directly or indirectly
access funding provided through and facilitated by the GFM; and
5. Facilitates the engagement of relevant national and international public and private partners
based on their comparative advantages under an agreed national sector transformation plan.

The GFM also provides a framework to promote greater coherence in the global financial architecture
for financing climate change mitigation under the authority and governance of the COP. The Climate
Oversight Commission and its Sector Transformation Fund (discussed in detail in the next chapter) will
be a centerpiece of that architecture.

Since the focus of this proposal is specifically on climate change mitigation, we will refrain from
discussing how the GFM will address similar issues for adaptation and technology cooperation.
However, many aspects we discuss for mitigation might, in fact, also apply for adaptation and
technology cooperation.

2.4. Overall Institutional Functions of the Global Financial Mechanism
The Global Financial Mechanism should fulfill three distinct yet mutually supportive functions. It will:

1. Provide, oversee and monitor technical and performance specifications for the implementation of
activities serving the objectives of the Convention and ensure compliance with those
specifications.

2. Provide ways for allocating funding, grant and other kinds, through direct and indirect access
provided by COP-mandated operating entity(ies) under the Global Financial Mechanism; and

3. Promote coherence and coordination among the many funding sources for mitigation of and
adaptation to climate change, including technology cooperation, that are directly accountable to
the COP.

Reference in point 3 above to promoting coherence and coordination among funding sources is

grounded in paragraph 5 of Article 11 of the Convention that states: "The developed country Parties
may also provide and developing country Parties avail themselves of, financial resources related to the
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implementation of the Convention through bilateral, regional and other multilateral channels.” This
coordination function of the Global Financial Mechanism is central to the breadth and functioning of the
Sector Transformation Fund proposed below as it tries to move global efforts to scale in transforming
high GHG-emitting sectors in developing countries. Below, we explore how these functions are
operationalized through the GFM’s Climate Oversight Commission with its oversight and finance
disbursement roles.

2.4.1 Operationalizing the Global Financial Mechanism for Mitigation Activities

The first critical step in operationalizing the Global Financial Mechanism is for the COP to reconfirm
existing or designate new operating entity(s) for mitigation activities. For purposes of clarity, an
operating entity is the primary operational business entity of the GFM in that all business functions
occur within or under that entity’s purview. We have designated the Climate Oversight Commission
(COC) as the operating entity for the Sector Transformation Fund that will support mitigation activities
particularly at the sector level. The Climate Oversight Commission reports directly to the COP and is
housed in the UNFCCC Secretariat.

As regards financial transactions, the Climate Oversight Commission must provide a coherent
framework for the receipt and disbursement of all financial resources such as grants, concessional loans,
risk guarantees and other financial products through COP approved operating entities or funds and
mechanisms operating outside the COP. As the operating entity for the Sector Transformation Fund, the
COC, guarantees sound financial and administrative management of all resources, whether from public
or private sources. It also provides a mechanism for monitoring and evaluating use of all financial
resources. It must establish a regular reporting process to the COP certifying the effective use of those
resources. The Sector Transformation Fund will be the principal financial body through which the
Climate Oversight Commission will handle financial management for mitigation activities at the sector
level.

The Climate Oversight Commission’s responsibilities extend far beyond financial management of the
Sector Transformation Fund. The COC must also carry out a range of oversight functions that include
establishing accreditation standards for entities intending to access funds from the Sector
Transformation Fund (”accessing entities”), establishing certification standards for operational plans for
transforming economic sectors in developing countries, ensuring that accessing entities comply with
those standards and establishing procedures for responding to non-compliance with reduction
commitments. One of the main oversight functions of the Climate Oversight Commission includes
supervising the operation of a Sector Transformation Registry through which public and private actors
can provide targeted support to mitigation activities at the sector level proposed by developing countries
in form of Sector Transformation Plans. This registry links the oversight and grant disbursement
functions of the COC that are presented in Figure 2.



Figure 1: The Global Financial Mechanism
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Following its formation by the COP, the Climate Oversight Commission, an operating entity of the
GFM for mitigation activities, must establish the standards by which agencies, institutions or offices
qualify as an accessing entity for grants provided by the Sector Transformation Fund. An accessing
entity is a secondary business entity of the Global Financial Mechanism. The accessing entity has the
objective to access funds for disbursement at the national level to finance eligible activities associated
with the preparation and implementation of the sector transformation plans. This entity accesses funds
provided by the COC through the Sector Transformation Fund. The entity can be national or
international as long as it fulfills the fiduciary, monitoring and reporting functions so that the assets
entrusted to the COC are protected and risks are minimized. An MOU between the Climate Oversight
Commission and the accessing entity details the specific roles and responsibilities of both entities. The
accessing entity is accountable to the COC, including the implementation of the operational policies,
strategies and decisions set by the COC.

Figure 2: Functioning of the Climate Oversight Commission

Functioning of the Climate Oversight Committee
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The Sector Transformation Registry is a transparent tool for advertising national Sector Transformation
Plans and for soliciting requests for targeted investments identified in the sector plan to be met by
national and international, bi- and multilateral agencies and mechanisms. Registered Sector
Transformation Plans also identify MRV-able emission reduction targets, against which the entities
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involved in implementation need to report. The following figure illustrates the role of the Registry in
moving Sector Transformation Plans from concept notes to fundable investment programs.

Figure 3: Basic Steps in Moving Sector Transformation Plans from Concept Notes to Fundable

Investment Programs
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2.4.2. Direct and Indirect Access to Funding under the Sector Transformation Fund

The second step for operationalizing the Global Financial Mechanism through the Climate Oversight
Commission is to establish how countries can gain access to STF finance through either direct or
indirect accessing paths. The issue of direct and indirect access to funding under the GFM is a politically
charged matter because the path for accessing financial resources involves establishing measures of
accountability between the COC and international and national institutions that are responsible for
implementing activities on the ground in developing countries.

Establishing direct access to financial resources managed by the Climate Oversight Commission and
held in the Sector Transformation Fund signifies a relationship through which a national institution in a
developing country, be it public or private, gains access to funds provided by the STF. To ensure that
the financial resources provided through the Sector Transformation Fund are used in a cost-effective,
efficient way, the COC must certify that the accessing entity can meet established fiduciary, technical
and performance standards as detailed in the following section. Once an accessing entity has
demonstrated that it can meet those standards and has been duly accredited by the COC, that entity can
gain direct access to financial resources of the STF.
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Having indirect access to the financial resources of the Sector Transformation Fund signifies a
relationship through which a developing country receives funds through a third party that has been
accredited by the Climate Oversight Commission. In this case of indirect access, the accessing entity is
not an institution from a developing country. Rather, the country must work through an intermediary
international organization, be it public or private, bi- or multilateral, which has demonstrated its capacity
to meet standards set by the COC and hence has been duly accredited. Figure 4 below summarizes the
modalities for direct and indirect access to funding under the GFM.

Figure 4: Rendering of Accessing Options of the Global Financial Mechanism

Global Financial Mechanism
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The Global Financial Mechanism and the Sector Transformation Fund, in particular, will make
provisions for both options, direct and indirect access, by which developing countries access financial
resources for the development and implementation of their Sector Transformation plans. A country’s
institutional capacities, including its technical, fiduciary and managerial capacities, will determine which
access model is more suitable. For example, a country with low institutional capacities might need to
access funding indirectly under the GFM by using an international accessing entity as an institutional
go-between to ensure provision of necessary fiduciary, implementation and reporting functions.
Countries with more developed national capacities will be more likely to use the direct access model.

Having direct access to funds under the Sector Transformation Fund will be an important incentive for
developing countries. The Global Financial Mechanism, by encouraging use of public resources to
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strengthen national institutions and managerial capabilities, encourages developing countries to shift
from the indirect to the direct access option if a national institution can demonstrate full compliance with
the accreditation criteria of the Climate Oversight Commission. Targeted institutional development
focusing on the improvement of technical and performance management capacities will be the key to
receiving and maintaining direct access to resources under the Global Financial Mechanism.

2.4.3. Accrediting Accessing Entities by the Climate Oversight Commission

The third step for operationalizing the Global Financial Mechanism is for the COC to develop and
enforce technical and performance standards for STF accessing entities that ensure compliance of
mitigation activities with standards agreed upon by the COP. These activities would include, among
many others:

e Technical management: Having directly accessed funds from the Sector Transformation Fund,
the responsible national or international entity must provide a range of technical activities to
support implementation of Sector Transformation Plans activities, including:

o Providing technical inputs in the design of activities and providing technical inputs to
implement agreed activities in the Sector Transformation Fund and, if necessary, to
address implementation problems;

o Establishing data systems to ensure monitorable, reportable and verifiable outcomes;

o Maintaining public information systems to share experiences drawn from country
experiences.

o Establishing supportive national incentive structures, institutional arrangements and
sector polices;

e Performance management: Performance management covers an equally broad set of activities
that are required to ensure the equitable and transparent implementation of mitigation plans.
Those activities include, among many others:

o Developing adaptive results-based management and annual work plans in line with
agreed activities in the certified Sector Transformation Plans;

o Disbursing accessed funds in a timely, transparent and effective way according to the
agreed work plan for the design and/or implementation of the STP;

o Providing timely, publicly-available reports on progress of mitigation plan
implementation based on agreed benchmarks to Climate Oversight Commission;

o Providing evaluations (internal and independent) and recommendations on
implementation to the COC in accordance with the agreed interagency agreement.

Only if an institution can show compliance with these tasks can it be accredited by the COC and hence
gain direct access rights to funds in the Sector Transformation Fund. The accreditation process provides
any institution, national or international, bi- or multilateral, the opportunity to directly access funds
managed under the Global Financial Mechanism.
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What is certain, if past experience is instructive, is that industrialized countries will strongly resist
providing new and additional financial resources for use by developing countries unless there is
consistent delivery and compliance with these technical and performance standards.

2.5. Strengthening Coordination among Mitigation Funds and Mechanisms

Once the Climate Oversight Commission becomes operational, one of its major on-going responsibilities
will be to promote coordination among the many public and private sources of funding, including the
STF, dedicated to supporting mitigation activities. This task has become increasingly important because
more than sixteen international funds and mechanisms for climate change mitigation and adaptation
have been announced over the past two years, some of which have actually acquired operational status.
This sudden proliferation of funds is unprecedented and has been accompanied by an equally
unprecedented lack of transparency, particularly for developing countries trying to access those funds.
Moreover, most funds have not clarified their relationship to the UNFCCC, falling back on vague
commitments of working to support the goals of the Convention. Today, only a few funds and other
mechanisms work directly under the auspices of the UNFCCC. Those include the Global Environment
Facility (GEF) Trust Fund, the Clean Development Mechanism (CDM) and Joint Implementation (J1).
All other funds and mechanisms work outside the mandate of the UNFCCC. Figure 5 below briefly
summarizes the main existing or planned entities involved in climate change mitigation.

Figure 5: Current Landscape of Mitigation Funds, Mechanisms and Institutions working under or
outside the UNFCCC Framework *

Mitigation Funds and their alignment with the UNFCCC

Joint CDM GEF Int'| Climate and World Bank UNDP
| implementation : Forest Initiative N Millennium
(Norway) e : Carbon Fund
= Carbon Funds IFC CIF ——————
UNREDD = /
- FCPF Earth Fund CTF SCF
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(Germany)
5 o . APCF MDG Fund
Global lmtxatn./e on Forests (ADB) {Spain)
and Climate
(Australia)
LIAM LifeWeb
(1IDB) (Germany)

! The CDM and JI are not funds proper: they are project-based offset mechanisms designed to help developed countries meet
their mitigation targets at least cost through mitigation investments in developing countries.
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One reason for the proliferation of mitigation funds and mechanisms is the limited impact that the
existing system, especially the GEF, has had in addressing climate change mitigation. The present
system has so far failed to deliver transformational change for the global environment. The desire to
achieve more immediate impacts in terms of reducing GHG emissions is a major driving force behind
the industrialized countries’ interest in creating new funding mechanisms, as first signaled at the 2005
G-8 Summit meeting in Gleneagles and repeated at the 2008 G-8 meeting in Hokkaido Japan.

Many of the newly created mitigation funds have a sunset clause that sets a limited time horizon and
only a few of those funds have made commitments beyond 2012, the anticipated date for entry into
effect of a post-2012 climate agreement. One of the benefits of this short time horizon is that it has
stimulated testing of new approaches and methods that can be used subsequently in other financing
arrangements.

On the other hand, there is great need to move steadily toward a coherent, long-term architecture for
climate change mitigation. For the successful implementation of a post-2012 arrangement, the GFM
must establish incentives and an easily accessible mechanism by which a wide range of funds and
funding approaches can harmonize their mitigation activities. To this end, the Climate Oversight
Commission will establish a Sector Transformation Registry (STR). The Sector Transformation
Registry will be a repository for all certified Sector Transformation Plans (STP), which that are
discussed in greater detail in the next chapter. Once a Sector Transformation Plan is entered in the
Registry, the full range of public and private financing instruments can be used to finance the
implementation of an entire sector plan or specific elements of the plan. The STP outlines emission
reduction targets that are monitorable, reportable and verifiable. Institutions involved in the
implementation of the STP need to show progress against those targets.

It is the responsibility of the national body leading the national climate agenda to coordinate the public
and private funding sources that will finance a corresponding part of the sector transformation plan. For
example, if the World Bank, a regional development bank or bilateral agency wants to finance a set of
technology demonstrations in a specific economic sector identified in a certified Sector Transformation
Plan submitted a given country, that financial actor must enter the planned public investments in the
registry and thereafter coordinate the planning and implementation of those activities with appropriate
national counterpart companies or agencies. By the same token, if an international private investor
group wants to finance a set of new production plants using more efficient technologies with lower GHG
emissions (identified as a need in the registered STP), the investor must enter the planned investments in
the Sector Transformation Registry and ensure coordination with other investors engaged in parallel
activities in the sector.

In this manner the Sector Transformation Registry provides the mechanism for strengthening
coordination among the many different agents interested in supporting reforms in the sector, promotes
the engagement of these agents in the implementation of the Sector Transformation Plan based on their
comparative advantages, ensures complete public transparency for all investment activities and allows
final control of investment activities under the hands of the national body managing the climate agenda
in a given country. In addition, progress in implementation of the Sector Transformation Plan can be
measured against MRV targets.
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3. The Sector Transformation Fund

In the preceding chapter, we went into considerable detail explaining the construct and institutional
arrangements required to operationalize the Global Financial Mechanism. The reason for this focus on
detail is a general lack of understanding of the functions that must be fulfilled and the standards that
must be met to ensure obtaining financial commitments from industrialized countries and to deliver the
monitorable, reportable and verifiable emission reductions on the ground.

In this chapter we shift attention from the inclusive framework of the Global Financial Mechanism and
the oversight functions of the Climate Oversight Commission to a proposal for a specific mitigation fund
that would be operated by the COC. While we are reluctant to suggest the creation of a new mitigation
fund at this time, it is clear that existing mitigation funds and related mechanisms have neither the focus
nor the size to bring about changes at the scale needed to meet agreed goals of keeping climate change
below the 2°C threshold. This is the case of the Clean Development Mechanism under the UNFCCC
that is limited by its offset project-by-project design. It is also the case of the World Bank’s Clean
Technology Fund that lies outside the UNFCCC and is limited by the modest scale of the resources
pledged from donors and by the misgivings of many developing countries. Other mitigation funds do
not have the ambition, design or resources to achieve the needed emission reductions at scale.

In response to this shortcoming, we have proposed the creation of the Sector Transformation Fund
operated by the COC and, in the following pages, offer a general blueprint for the operational and
institutional arrangements that will allow that fund to accelerate the reduction of greenhouse gas
emissions at scale in developing countries. The proposed STF is designed to shift key economic sectors
of developing countries from carbon-intensive to low-carbon platforms by providing steadily rising
incentives in the form of financial, technological and technical support. The STF is tailored to respond
to the different stages of development of economic sectors in developing countries and to ensure
compliance with international standards of monitoring, reporting and verification overseen by the COC.

The Sector Transformation Fund is built on a three-phased approach that can be adjusted to the specific
needs, preparedness and technological level of each country. The approach provides STF grant
financing to support preparation of Sector Transformation Plans that must comply with internationally
agreed standards and graduation requirements. Following completion of Preparatory Phase
requirements, public funding diminishes significantly in subsequent Initiation and Implementation
Phases as the full range of private and public financial sources is brought to bear to accelerate
implementation of sector transformation plans. The three-phased approach of the Sector Transformation
Fund also provides opportunities for engaging a wide range of financial actors in a harmonized and
coordinated manner.

In the sections that follow, we examine in detail the three phases of the Sector Transformation Fund,
beginning with the Preparation Phase, then moving through the Initiation Phase and concluding with the
Implementation Phase. As we begin this exploration of the three-phased approach, we underscore the
point that preparation and subsequent implementation of Sector Transformation Plans must be viewed as
a process fully harmonized with and integrated into the broader development strategy of a developing
country’s macro-economy. Moreover, implementation of sector plans invariably requires institutional
and policy changes that, likewise, must be harmonized with the broader development priorities and paths
of each developing country.
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3.1. The Preparation Phase

Achieving emission reductions at scale is an extremely complex endeavor and requires sophisticated
plans that will guide a country over years if not decades. Some countries have prepared and are pursuing
sector transformation plans to reduce energy intensity and carbon emissions. For example, beginning in
1990, the Chinese government designed and has subsequently implemented important elements of a
modernization plan for the cement sector that currently produces upwards of 50% of the world’s cement.
Although the economic efficiency gains were the principal driver of China cement sector, modernization
also resulted in substantial GHG emissions reductions per ton of cement produced. More recently,
several developing countries have prepared National Appropriate Mitigation Actions (NAMASs) and
similar mitigation blueprints. Many other countries have not yet prepared such plans but may have
covered considerable ground in their periodical National Communications or National Adaptation
Programs of Action (NAPAS).

The Preparation Phase of the proposed fund is designed to support development and refinement of sector
reform programs. The starting point of any transformation program is collection and distillation of
required data and information about the current performance of a given sector and the setting of national
emission reduction goals through sector reform. This may require completion of life cycle analysis of
goods produced and consumed in the sector. Improvement of data management and information
acquisition capacity must converge in consolidation of monitorable, reportable and verifiable
information systems.

Accompanying the preparation of a sequenced series of reform activities, the plan must identify the
financial, technological and technical inputs required through successive years. Each stage of the
transformation plan will identify the specific financial needs, the design of specific investment
programs, and the anticipated sources of finance. Also, recent experience in sector reform has illustrated
that institutional constraints invariably go hand-in-hand with the need to implement new policies to
eliminate disincentives and to establish incentives that will encourage new behaviors from public and
private actors.

Given that one of the key factors slowing implementation of sector reforms in some countries is the
weakness of existing institutions, the Preparation Phase calls for a mapping of institutional capacity and
institutional development needs. At the heart of the institutional development process is identification
of an overarching national agency, be it housed in a ministry or an inter-agency coordinating body,
which will coordinate the increasingly complex activities required to change the technological, financial
and institutional foundations of the specific sector.

The professional competence and adaptability of plant managers, infrastructure planners and building
designers is another critical factor that has often slowed technological innovation and reform.
Addressing the needs of managers and planners demands that transformation plans detail the human
capital development process to match the institutional and economic adjustment programs.

The Sector Transformation Fund design focuses attention and resources on the building of national
capacity. While a country may launch its transformation strategy with one sector, the STF seeks to
ensure that institutional and human capacity development from one sector will carry over and expedite
changes in other high-carbon sectors of the economy.
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One of the important challenges in moving the Sector Transformation Fund to an operational status will
be finding a balance between setting sector transformation standards approved by the COP and enforced
by the Climate Oversight Commission while responding to the very different conditions in economic
sectors in developing countries. That tension underscores the attention that the COC must give to
developing guidelines for certifying the technical content and performance goals in proposed
transformation plans. In similar measure the COC must establish certification standards for establishing
the readiness of a country to move to the next level of implementation.

Table 1. Preparation Phase
Eligible Activities

Outputs

Transformation

Assessment

This assessment will
identify barriers and
constraints to sector
reform, including life
cycle analysis, and
institutional mapping.

Transformation

Plan

The transformation plan
will include a timetable
with goals and cost
estimates for each step.
It will provide a plan for
mobilizing financial
resources, building
institutional capacity and
implementing
policy/incentive reforms.
GHG reduction targets
are identified and
monitorable, reportable
and verifiable (MRV)
Certification of Sector
Transformation Plans

Transformation
Mitigation
Response

Analysis

Planning activities
Preparation of
transformation

plans

Institutional
capacity building

Funding for 100%
of preparation
activities will be
provided by grants
from the STF

Funding Modalities Graduation
Requirements

Certified
Transformation

Plan

The COC will establish
standards for certification
of transformation plans to
signal readiness to move
to the Initiation Phase.

With certification, plans
must be registered with
the Sector Transformation
Registry, allowing
potential financial
support from the STF and
from other funding
sources.

A second key issue regards the type and origin of financial support provided to complete the Preparatory
Phase requirements. While total financial requirements for preparing Sector Transformation Plans vary
from country to country, the GFM will provide 100% of those funding needs from public sources
provided by industrialized countries.?

2 The United Nations Framework Convention on Climate Change (UNFCCC) Avrticle 4, numeral 2 states: “The developed country Parties and
other parties included in Annex | commit themselves specifically as provided for in the following: (a) Each of these parties shall adopt national polices and

take corresponding measures on the mitigation of climate change, by limiting its anthropogenic emissions of greenhouse gases......”;

Avrticle 4, numeral 3 states: “The developed country Parties and other developed parties included in Annex 11 shall provide new and additional financing
resources to meet the agreed full costs incurred by developing country parties.....”
Currently, Annex | encompasses 43 countries and separately the European Union. It includes all developed countries and most of the so-
called “economies in transition”. Annex Il encompasses 23 countries and separately the European Union. Annex II includes the list of




Finally, we should underscore the point that there is no predetermined duration for the Preparation
Phase. For countries that have engaged in considerable preparatory work and are ready to submit Sector
Transformation Plans, the Preparation Phase could be completed in a matter of months. For countries,
just embarking on development of transformation plans, this phase could last several years.

Box 1: Experience with the Preparation Phase of mitigation initiatives in developing countries *

UNFCCC Parties recognized relatively early in its work that in order to undertake large-scale mitigation or
adaptation programs, extensive and expensive preparatory work would be needed. Those activities would
include planning, strengthening institutions, establishing baselines, building monitoring facilities, creating
an adequate regulatory environment, among other activities. Moreover, Parties recognized that many
developing countries would require international support to move through these preparatory tasks.

In the past two years the leading experience with international support for developing countries’ climate
related preparatory activities has been the World Bank’s “Readiness Mechanism” of the Forest Carbon
Partnership Facility (FCPF). The Readiness Mechanism’s purpose is to build the capacity of developing
countries to access a future system of incentives that would reward emission reductions achieved by curbing
deforestation (REDD).

The FCPF’s Readiness Mechanism (RM) makes available up to $3.6M per country to establish REDD
reference scenarios, build accounts of historical emissions, analyze future developments that could
influence deforestation trends and develop an emission reduction strategy. The process also allows
countries to develop informed REDD negotiation positions based on an assessment of country REDD
opportunities and constraints.

Developing countries have responded positively to the FCPF’s Readiness Mechanism funding incentive.
Over 40 countries have applied and 25 qualified for initial financial support by late 2008. With that positive
response, the World Bank decided to expand by 50% the RM’s original $100 million budget. Moreover,
shortly thereafter the UN REDD initiative, funded principally by the Government of Norway, put in place a
RM equivalent called “Quick Start.”

The Sector Transformation Fund’s Preparation Phase draws on lessons learned from the REDD readiness
process. It does not stop, however, at funding capacity and institutional strengthening for developing
countries, but aims at ending with a full Sector Transformation Plan that would allow a country to match
investment needs with domestic and international financing sources. Thus, when the country decides to
commit to the reduction program, it can move to the next phases of initiation and implementation.

One of the most important features of the Sector Transformation Fund’s Preparation Phase is that
developing countries would not be required to commit to any investment or emission reduction until the
very last stage of the preparatory process. At that time, the developing country government could make
emission reduction commitments in full knowledge of what activities would be required, how much
activities would cost, and the available financing options. Until that final point in the Preparation Phase,
developing country engagement would come without any strings attached. It would only require the
willingness to participate in a Preparatory Phase.

traditional international donor countries -- Canada, USA, Western Europe, Japan, Australia and New Zealand (Turkey appeared in the
original Annex Il list but asked to be removed in 2001).
® This box is based in a GEM supporting report, C. Streck, 2008 “Sectoral Mitigation Plans as Strategic Planning Tools.”
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3.2. The Initiation Phase

Recent experiences in middle-income countries illustrate the extraordinary complexity of changing the
technological foundations of an economy or a leading economic sector. These complexities underscore
the imperative of supporting an intermediary phase before embarking on a full-scale transformation of
an important economic sector.

Reflecting these challenges, the main purpose of what we have called the Initiation Phase of the Sector
Transformation Fund is to ensure that the institutions, human capacity, data systems, policy
environment, and innovative technology applications are in place for an accelerated, scaled-up sector
reform process that will follow. An important part of this second phase is demonstrating the commercial
and technological feasibility of innovative projects such that they are ready for broader application in a
given sector. Implementing demonstration projects to test the deployment of innovative technologies is
one of the central activities to be carried out during the Initiation Phase. Technologies proven in other
countries need to be adapted to new economic and cultural contexts before a commercial strategy can be
promoted and scaled up. To that end, a staged roll-out of those technologies, infrastructure, or
production systems is a principal output of this second phase

Another important, equally difficult challenge is ensuring that an enabling, supportive policy
environment is in place to reinforce and consolidate the changes being proposed. Not only must new
financial and social incentives supporting a low-carbon economy be established through economic and
social policy. In addition, old policies and incentives associated with the previous economic regime
must be dismantled often in the face of opposition from groups and associations benefiting from that
system.

Financing sources for activities can begin to diversify during the Initiation Phase. Other sources of
public finance, both international and national, can amplify Sector Transformation Fund grants.
Furthermore, many core activities, such as institutional strengthening, certification of data systems and
human capital development, may require public funding. Other activities, including demonstration
projects and testing of new technologies should attract a full range of commercial and private funding.
For example, private investors can hold equity shares in production or transport systems being tested in
a developing country. Loans from public institutions such as regional development banks and the
International Finance Corporation can provide start-up capital for demonstration projects. Guarantees
and insurance can be extended through public-private partnerships.

We estimate that, on average, the Sector Transformation Fund could provide 25% of the Initiation Phase
costs as grants with the remainder coming from other international and national public and private
sources. Our use of the term “average” allows for a larger or smaller participation of the STF in
Initiation Phase activities in keeping with the requirements and economic conditions of the country and
specific sectors. (For a more detailed explanation of the rationale for this funding mix see Chapter 4.)

Graduation from the Initiation Phase will be dependent on meeting agreed performance standards
established by the Climate Oversight Commission. At the heart of those standards are the development,
testing and certification of those data collection and management systems that can provide monitorable,
reportable and verifiable reductions in GHG emissions.
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Table 2: Initiation Phase

Outputs

Eligible Activities

Funding Modalities

Graduation

Requirements

Capacity
Development

System Testing

Demonstration
Projects

These projects will
include testing and
deployment of innovative
technologies and its
contribution to a MRV
reduction in GHG
emissions.

Creating an
Enabling

Environment
Priority focus will be
given to policy and
institutional reforms.

Institutional
Development

Human Capital
Development

Certification
Processes

Acquisition of IP

Demonstration
Projects

Funding will
include a package
combining STF
grants and other
financing options:

STF Grants:

The STF grant will, on
average, not exceed 25%
of the total costs of the
Initiation Phase.

Other
international and
national public
funds could provide

additional grants or other
types of soft funding

Loans from public

institutions:
These will include
loans from RDBs, the
IFC; MIGA; bilateral
agencies,banks and
others.

Public-Private
Partnerships

Private sector

finance:

These instruments can
include equity shares,

insurance guarantees,

carbon banking, among
others,

International
Certification of
Standards
Compliance

The COC will establish
the standards and
methods for ensuring
compliance with
certification
requirements.
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Box 2: The Sector Transformation Fund is More than a Sectoral Approach®

Since 2005 there has been a growing policy discussion inside and outside the UNFCCC MOP/COPs
regarding the use of sectoral approaches to climate change mitigation. In its essence, a sectoral approach
IS a strategy to achieve emission reductions across an economic sector, as opposed to a countrywide or a
project-by-project mitigation strategy such as the Clean Development Mechanism. Beyond this basic
commonality, sectoral proposals differ widely in defining their goals, scope and operational criteria.
Support or opposition to those proposals has varied considerably. A brief typology of sectoral
approaches is presented below:

e Sectoral approaches in Annex 1 countries as part of those countries’ strategies to comply with its
emission reduction commitments. There are many examples in virtually all Annex1 countries.
Since these strategies are integral parts of national policies they have not generated international
controversy.

e International, business-driven, voluntary sectoral approaches to GHG emission reductions that
include businesses in Annex1 and non-Annex1 countries. One example would be the Cement
Sustainable Initiative of the World Business Council on Sustainable Development. No
controversies have arisen from these programs.

e Proposals to mitigate bunker fuel emissions. As these emissions are associated with international
shipping and air transport they were excluded from Kyoto Protocol negotiations because of their
international character. There is now an international consensus that bunker emissions should be
addressed as part of global climate agreement, although there is no consensus regarding the best
way to do so.

e Proposals for internationally binding sectoral approaches aimed at attaining emission reductions
in heavily traded economic sectors such as steel, chemicals and aluminum. These binding
sectoral approaches would encompass both Annex 1 and non-Annex 1 countries as suggested by
Japan’s sectoral proposal. That proposal has been met with strong opposition from developing
countries because it seeks binding targets on developing countries and because of fears that it
would introduce “level playing field in international competitiveness into UNFCCC discussions.
The STF does not endorse this approach.

e Proposals for voluntary national sectoral approaches in developing countries, also called “sector
non-lose targets’. This approach supports voluntary mitigation plans to be decided and driven by
the developing country. The plans could elicit financial support from developed countries, but
would entail no penalties if the country failed to achieve those targets. Since Bali 2007, this
approach has gained support among many COP parties, one example being the REDD proposals
that have been tabled during 2008.

The STF’s goal is to facilitate the scaling up of developing countries’ voluntary mitigation initiatives.
From a STF perspective, country mitigation initiatives can take many forms, including sectoral
approaches, cross-sectoral policies, demand management strategies, sustainable policies and measures,
and more. All of them would qualify for financial support from the GFM, provided that they meet agreed
technical standards.

* This box is based in a GFM supporting report, S. Magnoni, 2008 “Sectoral approaches to GHG mitigation and the post 2012 climate
framework”
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3.3 The Implementation Phase

The two initial phases of the Sector Transformation Fund are designed to facilitate a comprehensive
restructuring of the designated sector to reduce emissions and increase energy efficiency. Upon
graduation from the Preparatory and Initiation Phases, the national climate body will have brought
together the institutional, policy, technical, financial and human resources required to implement the
national Sector Transformation Plan and move aggressively to meet agreed mitigation goals for the
entire sector.

In contrast to the preceding phases that are built around meeting specific certification requirements, the
Implementation Phase introduces a very diverse set of activities, instruments and partnerships to
accomplish the full set of emission reduction commitments for the designated economic sector. The
most significant change resides in the expanding scale of operations undertaken. Whereas a limited
number of demonstration projects were carried out in the Initiation Phase, multiple investment areas will
be launched to modernize plants, build and upgrade infrastructure and refurbish industrial and residential
building stock. We expect that in the Implementation Phase the percentage of total funding
requirements coming from the Sector Transformation Fund would be significantly lower than in the
Implementation Phase while the share of other international and national public funds and the
contributions from market-based and private financial instruments would continue to rise.

The magnitude of the activities that can be undertaken and the scale of financing required in this phase
are illustrated by the restructuring of the Chinese cement industry. Of the 13,000 cement plants in
China, about 1/3 now use modern equipment. Although the Chinese government launched a sector
modernization program in 1990, thousands of factories still need to undergo technological conversion,
hundreds of the converted plants need additional modernization and many outdated plants need to be
shut down. In addition, training thousands of professional staff and managers must be carried out.

Changes of this magnitude require partnerships and financial resources of unprecedented scale. As the
past two decades of reforming the Chinese cement sector have demonstrated, market dynamics can serve
as the driving force of change. On a very basic level, the needs of individual plants to increase
efficiency and improve product quality drive the impetus to modernize. National public and private
capital, imported technology and technical/management assistance can support the modernization
process and have been enormously successful in helping modernizing 1/3 of China cement plants and
over half the country cement production. But deepening the modernization drive and extending it to the
rest of the industry is proving more difficult due to a mix of economic, political and social issues.

Modernizing the rest of China cement sector and further reducing emissions throughout it may require
upwards of $45B of additional investment and financial support over a 10- to 20-year period. But, in
keeping with the incremental criteria of the UNFCCC, only a portion of these costs may qualify for
funding from the STF, thereby obliging the Chinese government and/or private investors to intervene in
a rather massive manner. It is precisely in this context that many innovative investment and financing
mechanisms can be brought into play including: other international public funds; national public funds;
international and national development banks; UNFCCC regulated carbon markets; international and
national equity investors; and international and national not-for-profit programs.
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Clearly, not all countries will embark on sector transformation programs as extensive as cement in
China. Nonetheless, regardless of size, the challenges posed to any middle- or low-income country will
be comparable and will require sophisticated coordination mechanisms and equally sophisticated
financing and technical support arrangements that can be delivered through the Climate Oversight
Commission and its Sector Transformation Registry. All agencies that have registered with the Sector
Transformation Registry to implement Sector Transformation Plans activities will report back to the
COC on progress against agreed benchmarks. Those agencies that have accessed Sector Transformation
Fund grant funding will have to report not only on progress towards agreed MRV-able results but on the
use of STF funds as well. If progress is not satisfactory or irregularities are detected, the COC will
engage with the involved agencies and agree on adjustment measures. If severe concerns arise from the
use of STF grant resources in terms of performance, the COC can decide to cancel temporarily the
accreditation of the accessing entity institution until standards can be met again.

Each reform process entails restructuring the economic foundations in a given sector. While the
country’s populace and the planet as a whole will benefit in the long-term from reduced emissions, some
social and economic groups will be negatively affected in the short-term by the technological change.
One of the key responsibilities of the ministry or agency overseeing implementation activities is to
anticipate the dislocations caused by the reforms and to undertake counterbalancing measures to reduce
the social and human costs of sector changes. Modeling exercises similar to the T-21 that we used to
explore the country-wide impact of changes in China’s cement sector could be a valuable tool here.

Box 3: Applying the Sector Transformation Fund to Sector-wide Changes in Agriculture and
Forestry

According to the IPCC fourth assessment report (AR4) (2007) agriculture and forests ecosystems are
both potential sinks for GHG but through unsustainable management, constitute a source of 13.5% to
17.4% , respectively, of the total GHG emissions contributing to global climate change. While the forest
sector mainly releases carbon through deforestation and forest degradation including forest fires,
agriculture releases a variety of GHG such as carbon dioxide, methane and nitrous oxide. Some of the
emissions occur as a direct result of interaction between the two sectors, notably through deforestation
and conversion of forests to agricultural lands.

Agriculture and forestry (and mixed landscapes) are two important wedges in the GHG reduction
scenario but only recently have received attention commensurate with their emissions. Issues relating to
Reduced Emissions from Deforestation and Forest Degradation (REDD) are the most prominent in the
current public debate and are a key element of the UNFCCC negotiations over the Protocol that will
replace the current Kyoto Protocol when it expires at the end of 2012. One reason for the recognized
importance of the REDD issue in the UNFCCC negotiations is that agriculture and forestry are not
addressed adequately under the current Kyoto Protocol. Continuing to exclude the emission reduction
potential from Agriculture, Forestry and Other Land Uses (AFOLU) in a post-2012 framework will
increase the risk that the overall emissions reduction objective of the UNFCCC will not be achieved.
Moreover, developing countries, and specifically those with economies rooted mainly in agriculture
and/or forestry, have stated that their support for a post-2012 agreement will be conditional on the
inclusion of mitigation options from agriculture, forestry and other land uses under terms that are
comparable with those applicable to developed countries accounting practices for these sectors.
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The proposed sector approach of the Global Financial Mechanism provides a vehicle to shift sectors
from a high-GHG emissions path to a significantly reduced /low GHG emissions path, including the
agriculture and forestry sectors. Below we outline a potential application of this approach to support a
fundamental change in the agriculture and forestry sectors that are affecting the terrestrial carbon
balance.

Preparation Phase. The first requisite of developing a sector-wide approach is to conduct a full
assessment to understand the drivers of high GHG emissions rates and to assess the potential for carbon
sequestration and retention in agricultural and forested lands. This assessment would allow countries to
identify the emissions reduction potential of these functionally linked sectors and to review existing
data, means and barriers to realizing the necessary scale of emission reductions to avoid catastrophic
climate change. This analysis would examine national circumstances and drivers such as overarching
land use policies, the status of enforcement of existing laws and regulations related to land use, the
contribution of current land tenure systems and resource ownership rights, current incentive systems, the
technology pool available for strengthening technical and institutional capacities for sustainable natural
resources management. This assessment would also identify the scope and scale of international drivers,
beginning with the current lack of prices for global ecological services that are provided by developing
country forests. Moreover, this assessment should identify trade-related issues such as the impact of
protectionist barriers that affect the ability of developing countries to engage in a fair and equitable
manner in the global market for forest and agricultural products. Based on the assessment, sector
transformation plans for agriculture, forestry and land use (AFOLU) will be developed that will align
policies and measures to stimulate environmentally and socially responsible investments and establish
clear deadlines, disbursement milestones and parameters for monitoring, reporting and ver