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Key points
■■ The financial support needs of developing 

countries for climate action go way beyond the 
GCF’s available resources.

■■ While significantly increased new contributions 
from developed (and other) countries are 
needed for the GCF’s replenishment, innovative 
finance sources should be implemented to 
generate truly new and additional resources.

■■ The GCF Board should develop a work plan 
for 2020 in order to explore and pursue 
such sources, in particular sources which 
make those particularly responsible for CO2 
emissions pay.

Executive Summary
The Green Climate Fund (GCF) is the world’s largest dedicated 
fund for climate action. By the end of this year it will have distrib-
uted all USD 10.2 billion of its initial resource mobilisation to over 
102 projects in 97 countries, and we hope have raised twice as much 
again in its first formal replenishment. It is vital that the GCF’s efforts 
to increase finance for climate change are successful. Not just for 
the next four years, but for the period beyond when the need for 
climate finance is only going to increase exponentially. Estimates 
show that developing countries’ financial needs for climate action 
may exceed $5 trillion by 2030, potentially climbing higher as plans 
are developed, needs are better understood and as climate impacts 
become more severe.

Therefore it is essential that the GCF considers new, or ‘innova-
tive’ sources of finance to help developing countries reduce their 
emissions, adapt to climate impacts, and to address the loss and 
damage when climate impacts go beyond adaptation capabilities. 
These new sources of finance must be genuinely new – not simply a 
replacement for commitments from rich countries, and it is essen-
tial that they not increase the debt burden on vulnerable countries. 
It will also be important that they be drawn from polluter pays 
sources of finance, and implemented in a fair way. International 
taxation options such as a Climate Damages Tax on the fossil fuel 
industry, and a levy on international air travel are two options that 
offer promise, and if designed well, could meet a significant portion 
of the climate finance needs of vulnerable countries whilst simulta-
neously providing an incentive to reduce emissions.

The GCF 
is, of course, 
busy with the 
current replenishment 
round. However, it is essential 
that the work on new sources of finance begin soon and the way 
be well prepared. We suggest that the GCF put in place a work plan 
to properly address truly new sources of finance beginning in 2020 
that includes: establishing guiding principles, such as polluter pays 
and equity and fairness, and that new sources of finance should not 
increase indebtedness of vulnerable countries; exploring potential 
new sources of finance, with an emphasis on the taxation options 
included in this report, and identifying how much finance each 
could raise and for what purpose; credible plans of action for how 
to implement the most promising new sources detailing the steps 
that would need to be taken; and, identifying any additional archi-
tecture that would need to be put in place. The GCF should work 
with other bodies, such as the SCF and the WIM, to put in place such 
a work plan, which it should present in its annual report to the COP 
in 2020 with suggested steps to implement the identified source(s) 
that would ensure they are contributing to the GCF soon thereafter.

INNOVATIVE FINANCE SOURCES: 
A COMPLEMENT TO STRONG COUNTRY  
CONTRIBUTIONS FOR GCF REPLENISHMENT?
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Introduction
The world’s largest dedicated fund for climate change mitigation 
and adaptation, the Green Climate Fund (GCF)’s initial resource 
mobilisation period (2015 to 2018) netted USD 10.2 billion[1]. In 
four years the GCF has approved USD 5 billion over 102 projects in 
97 countries, 48 of which are already being implemented[2]. By the 
end of 2019 all of the initial resources will likely be allocated[3].

The initial USD 10.2 billion was made up of contributions mainly 
from developed countries, the group of countries with the highest 
historical emissions, and therefore the greatest responsibility for 
causing climate change, supplemented by contributions from some 
developing countries.

In October 2018, the GCF Board launched its first formal replen-
ishment. Included in the mandate received from the COP was 
guidance to consider alternative, or innovative, sources of finance 
in the first replenishment[4]. The replenishment process includes 
a series of consultation meetings, with a first meeting held on 4–5 
April in Oslo, Norway, and will conclude with a pledging conference 
at the end of 2019[5]. 

The core mandate of the GCF is as an operating entity of the 
Financial Mechanism of the United Nations Framework Convention 

on Climate Change (UNFCCC), 
which focuses on meeting 
the additional costs of 
climate change-related 
interventions through con-
cessional financing[6]. The 
GCF’s Governing Instrument 
enables the Fund to accept 
contributions from alternative 
sources[7], these are sources that 
aren’t country contributions. At the 
two most recent GCF Board meetings (B.21 
and B.22 respectively held in October 2018 and 
February 2019) the GCF Board deferred consideration of alternative 
sources to 2020, making it unlikely that alternative sources will be 
considered early in the current replenishment round, but very likely 
that alternative sources will be on the agenda from 2020[8].

This briefing paper will consider alternative sources of finance 
that have the potential to play a significant role in increasing the 
pool of climate finance available to the GCF.

Potential resource needs for the coming years
Demand for GCF funding is strong, there is a USD 
15 billion pipeline of funding proposals and con-
cept notes, and a further USD 20 billion plus in 

project and programme ideas emerging[9] – easily 
dwarfing the amount of the initial resource 

mobilisation, pointing to the need for this first 
replenishment to be at least double the initial 
mobilisation, and to plan for much greater 

increases in GCF finance in the future. 
Considering the case of Africa for example, 

GCF funding in Africa is USD 2.3 billion, complemented 
by co-financing of USD 5.6 billion. But overall, many African coun-
tries do not have the resources or capacity to prepare a detailed 
national climate plan (called a Nationally Determined Contribution, 
or NDC). This has a critical impact on implementation in Africa. For 
example, it is estimated that Ghana would need USD 22.6 billion for 
the next 10 years from national and international, public and private 
sources to meet its pledged actions (Republic of Ghana, 2015). With 
an estimated national contribution of USD 6.3 billion, the remaining 
USD 16.3 billion will have to come from international support such 
as the GCF.[10] 

An overview on assessments of investments, costs and potential 
funding needs, provides an idea of the scale of the challenge, noting 
that these  cannot all be directly translated into funding demands 
to the GCF.

Mitigation
The IPCC’s Special Report on 1.5 °C states that for a 1.5 °C pathway 
more than USD 2.38 trillion would need to be invested annually in 
mitigation through the energy system globally, and that taking into 
account transportation and other infrastructure would increase the 
investment by a factor of three[11] with a portion of these overall 
needs coming in the form of international climate support to devel-
oping countries.

The specific international climate support needs expressed in 
Intended Nationally Determined Contributions (INDCs) from 80 
developing countries (there are 154 developing countries in total) 
were for USD 5.475 trillion by 2030, of which it could be estimated 
that approximately USD 4.4 trillion was for mitigation[12]. Developing 
countries are still assessing and articulating their mitigation sup-
port needs[13], so it is possible this number will grow, while there are 
also trends like decreasing costs for renewable energies which may 
result in lower estimates for some parts of the equation.
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GCFWatch – a CSO-led tool to track 
GCF activities
GCFWatch is a civil society led online portal 
for sharing information about GCF projects, 
programmes and activities. The platform aims to 
track policies and decisions by the Fund’s Board, 
monitor countries’ financial pledges, as well as 
promote and accelerate civil society’s readiness to 
the GCF.
More about GCFWatch: www.gcfwatch.org/
home/

Adaptation
Adaptation needs expressed in the Nationally Determined 
Contributions (NDCs) have been estimated at over USD 50 billion 
per year for 50 developing countries for the period 2020 to 2030[14]. 
However, this is likely to be a significant under-estimation not just 
as there are 154 developing countries, but more importantly as few 
countries have a detailed understanding of what their adaptation 
costs are likely to be and many need finance to build their capacity 
to understand and plan for these needs.

The 2016 Adaptation Finance Gap Report estimates the annual 
costs of adaptation in developing countries could range from USD 
140 billion to USD 300 billion by 2030 and from USD 280 billion to 
US$500 billion by 2050. However, major information gaps exist 
which means that the costs of adaptation is potentially to be sig-
nificantly higher[15].

Loss and damage
The majority of needs estimates don’t currently assess loss and 
damage – the impacts of climate change that go beyond adap-
tation. This is very important to consider despite the GCF not yet 
having addressed loss and damage in its various forms.  Taking into 
account only extreme weather, like storms, floods and heatwaves, 
and not including slow onset impacts like rising seas, the 2018 
Global Climate Risk Index shows that developing countries lost USD 
92 billion on average for each of the last twenty years[16].

The most recent modelling of loss and damage for developing 
countries shows damages ranging from USD 116–435 billion in 2020, 
rising to USD 290–580 billion in 2030. The authors of this study note 
that loss and damage costs will be much higher than adaptation 
costs – 4.8 to 7.8 times higher in 2020[17].

Role of innovative finance sources and the GCF
As demonstrated above, the gap between needs and current GCF 
finance is enormous. The GCF is only roughly 2 to 6 % of all climate 
finance support[18], but it is supposed to provide a “major share” of 
new multilateral, multi-billion dollar funding for climate action[19]. 
There is therefore a need for the GCF to consider how to substan-
tially increase the climate finance at its disposal. This is relevant 
for the current round of replenishment, and will be even more 

relevant for future rounds, as the costs 
of climate change impacts bite 

more deeply.

Predictable funding of the GCF is key to support developing coun-
tries’ strategies and plans in the short and long term, and it will 
allow the GCF to undertake strategic planning to keep project and 
programme pipelines flowing with quality proposals[20] – and, not 
detracting at all from the importance of country contributions, inno-
vative sources have a role to play in enhancing this predictability. 

New, alternative, or innovative finance sources offer a great 
deal of opportunity for the GCF. Using a “BAU” approach to raising 
finance should hopefully lead to significantly more climate finance 
from ‘traditional’ sources – that is, developed country contribu-
tions. But it is almost impossible to imagine the scale of increase in 
finance needed coming from country contributions alone, even if 
more capable developing countries would increase their contribu-
tions. Therefore, new sources of finance will be necessary.

State of play on innovative finance 
sources and their potential 
contributions to the GCF

In June 2018 the GCF Secretariat prepared a report on contributions 
from philanthropic foundations and other alternative sources. The 
report includes information on philanthropy, private sector entities 
such as property developers, private equity and venture capitalists, 
institutional investors such as sovereign wealth funds, pension 
funds and insurance companies and investors, issuing green bonds, 
and new global sources of taxation including air passenger duties, 
carbon taxes and a financial transactions tax[21]. Some of these 
options are considered below.

http://www.gcfwatch.org/home/ 
http://www.gcfwatch.org/home/ 
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Private climate finance 
Private financial investment – commitments made 
by institutional investors, financial institutions, cor-
porations, and project developers – accounts for over 
60 percent of current climate finance, averaging USD 

270 billion annually during 2015 and 2016. However, this makes 
up only a small portion of total assets under management by insti-
tutional investors of USD 100 trillion. There is growing interest 
from these investors as they look to shift investments away from 
traditional commodities such as oil and gas towards sustainable 
and green investments[22]. It must be noted that any finance from 
such sources is an investment that requires a financial return. This 
source of finance is most likely to be relevant for mitigation projects, 
especially those in relatively advanced economies, which can offer 
returns, or interest, for investors.

The recent GCF replenishment report identified a role for the GCF, 
including through its Private Sector Facility, to shift broader finan-
cial flows from commercial lending and institutional investors into 
investing in low-emissions, climate-resilient development path-
ways[23]. However, it will be essential that the GCF does not forget its 
core purpose, to provide concessional finance, i.e. grants or similar, 
and to recall that it is mandated to be country-focused, rather than 
focused on the profit requirements of the private sector.

Philanthropy
Philanthropic giving for development was approx-
imately USD 24 billion for the period 2013–2015, of 
which only USD 0.8 billion was for environmental pro-
tection[24]. The GCF report notes this as an opportunity, 

with the prospect to tap funds already provided across the range 
of development issues, e.g. health, gender and migration. It iden-
tifies the major foundations already working in this area, such as 
the Gates Foundation, ClimateWorks Foundation and the European 
Climate Foundation (ECF).

Green bonds
Bonds are a form of debt, or loan. Green bonds – 
fixed-income financial instruments to fund projects that 
have positive environmental and/or climate benefits, 
are a relatively new asset class that has seen enormous 

growth in recent years. Green bond issuances were forecast to grow 
to USD 250 billion in 2018, with investment in renewable energy the 
most common area of interest. The GCF could act as a facilitator for 
green bonds or have green bonds issued on its behalf[25].

Taxation
There are a number of proposed international taxes 
that have the potential to both raise revenue and add 
to the momentum to reduce emissions and phase out 
fossil fuels. Below we examine the proposed sources 

of finance that offer the most potential to raise funds for the GCF.

Climate Damages Tax
The Climate Damages Tax is a proposal for a tax on 
the fossil fuel industry, via a charge on the extraction 
of each tonne of coal, barrel of oil, or cubic 
litre of gas, calculated at a consistent 

rate globally based on the greenhouse gas emissions embedded 
within the fossil fuel. It has been supported by a wide range of civil 
society[26], and a number of vulnerable countries[27]. The proponents 
suggest that the tax should be paid by the company or other entity 
that extracts the fossil fuel directly to a specific loss and damage 
facility, or window, of the GCF.[28] However, the Climate Damages Tax 
could in principle serve all types of broader climate action purposes 
funded by the GCF, beyond just addressing loss and damage, and 
e.g. fill up the overall pot of the GCF.

If it were introduced globally in 2021 at a low initial rate of USD 5 
per tonne of CO2 equivalent, it would raise in the region of USD 210 
billion in its first year, of which USD 69 billion would be allocated to 
international loss and damage support and USD 141 billion would 
be remitted for just transition, the latter being an important com-
ponent for the countries in which the fossil fuel is extracted. The 
proponents propose increasing the rate of tax by USD 5 a year until 
2030, and USD 10 per year after that, eventually reaching a carbon 
price of USD 250 per tonne. For 2030, this could overall generate ca. 
USD 900 billion in total, with 300 billion proposed to be used for loss 
and damage. Overall revenues would start declining only from 2038 
due to the gradual phase-out of fossil fuel use[29].

The Climate Damages Tax could be implemented at an inter-
national level[30], or it could be introduced regionally, or by a 
combination of willing countries. The GCF could play a key role in 
working with the Standing Committee on Finance (SCF) to design 
such an approach, and an implementation plan. The SCF could work 
to provide GCF Board in conjunction with the Warsaw International 
Mechanism for Loss and Damage (WIM) guidance and oversight over 
a specific loss and damage facility, or window, within the GCF and 
the projects it would fund[31].

International Aviation and Maritime Transport 
Levy

Emissions in the international aviation and mari-
time sectors are growing faster than any other sector 
globally, however the sectors are outside of the Paris 
Agreement, and the fuels used remain largely untaxed. 

A number of proposals have been made to address this, including: 
applying a levy on the emissions schemes in planning by the 
International Civil Aviation Organization’s (ICAO), the Carbon Offset 
and Reduction System for International Aviation (CORSIA) scheme, 
and the International Maritime Organization (IMO) scheme; or, 
charging airline passengers a fee or levy.[32] The International 
Monetary Fund (IMF) modelling shows that a carbon tax on maritime 
fuel rising to USD 75 per tonne of CO2 in 2030 would raise revenues 
of about USD 75 billion in the same year. If it were to increase to 
USD 150 per tonne in 2040 it would raise USD 150 billion, whilst 
having a very small impact on shipping costs[33]. Another option is 
to charge airline passengers a fee, such as the International Airline 
Passenger Levy (IAPAL) proposal. A fee of USD 5–10 on international 
airline tickets would raise about USD 5–10 billion per year if applied 
globally[34]. It could also be applied on a country by country basis.



2

05

Carbon pricing (taxes or markets)
Existing and new carbon taxes and carbon markets 
could have a levy applied upon them or have a pro-
portion of the income generated by these schemes, 
predicated to the GCF. Similar to how the Adaptation 

Fund (AF) received money from a levy on the Clean Development 
Mechanism (CDM).

The European Union’s Emissions Trading Scheme (ETS) urges 
member states to allocate 50 % of revenues from the auctioning 
of emissions allowances for climate action, and in 2013 roughly 
87 % of auction revenues, amounting to € 3 billion, was spent on 
predominantly domestic climate programs. Less than €500 mil-
lion, or just 13 % of revenues was allocated to international climate 
finance.[35] This number could be increased substantially if a) the 
EU ETS scheme was tightened and/or a price floor applied, and b) 
the remittance of a proportion of funds raised to the GCF was made 
mandatory. Other countries have carbon prices in place as well. 
Allocations to the GCF could be based on an agreed formula based 
on per capita income and/or historical emissions.[36]

What barriers might have to 
be overcome to apply those 
innovative finance sources in an 
equitable manner

Overall considerations for alternative finance sources is to ensure: 
a) that they increase the pool of climate finance by being in addition 
to existing country contributions; b) that they raise money for adap-
tation and loss and damage, the two elements least likely to receive 
funding through existing channels or benefitting from significant 
cost decreases through market development; and c) that they raise 
finance in a fair way, from those that can afford it and from those 
who caused the problem, using the “polluter pays” principle.

Private finance and green bonds
In its June 2018 report on alternative sources of finance 
the GCF Secretariat identified a number of elements 
that would be important in attracting private finance 
including providing an acceptable risk and return to 
the investor, having speedy processing, low transac-
tion costs, confidence and clarity in the arrangements 
and contingency plans[37]. Whilst some of these condi-
tions could be met by GCF projects and programmes in 

middle income countries, they are otherwise not likely to be met 
by projects and programmes in low income countries. The GCF 
operates on the basis of the Convention which also highlights the 
provision of finance on a concessional basis – covering the addi-
tional costs of mitigation, and the full agreed costs of adaptation. 
Providing this finance as loans (which a bond is) runs the risk of 
increasing the indebtedness of vulnerable countries and increasing 
the burden on them to deal with the impacts of climate change, 
rather than transferring the cost to the polluter.

This approach is very unlikely to be suitable for either adaptation or 
loss and damage in vulnerable countries in particular when it comes 
to addressing the needs of the poorest and most vulnerable people, 
which the GCF according to its Result Management Framework, is 
supposed to focus on. The adaptation needs of low-income pop-
ulations and countries are unlikely to attract private finance and 
will require significant new public finance. Likewise, for loss and 
damage incurred by vulnerable countries, new sources of public 
finance will be essential.

Philanthropy
To attract philanthropic organisations the GCF report 
identified improving, or honing, the reporting of project 
objectives and outcomes and establishing a sub-fund 
clearly defined as a charity. More controversially, 

the report recommends allowing the ear-marking of funds and 
for philanthropic foundations to have some say over projects[38]. 
This approach has not been supported by developing countries 
in the past, but if it were achieved via the creation of specific win-
dows rather than control over projects, this might make it more 
acceptable. 

The major problem with the GCF targeting such funds, is that it 
would be “robbing Petra to pay Paul”. That is, taking money that 
is already benefiting developing countries and impoverished com-
munities, in some cases already focused on resilience building at 
a grassroots level, in order to increase the proportion of funding 
channelled through the GCF. It would do little to increase the pool 
of funding available to vulnerable communities and might mean 
the end of some projects aimed to help communities build their 
resilience. This hardly seems the best use of the GCF’s mandate 
and power. This would not be the case only if the focus would be 
on foundations (or wealthy individuals) which have not yet been 
actively supporting programmes in developing countries (including 
for climate action) and where there is a high probability of mobil-
ising truly additional resources. 

Carbon pricing (taxes or markets)
Carbon pricing is consistent with a polluter pays prin-
ciple to climate finance. There is a political challenge in 
implementing a levy or tax on these schemes, and they 
would require countries to change their laws. It would 

be especially challenging to ensure that these levies were provided 
in addition to country contributions, rather than replacing them, 
as the schemes are implemented country by country, or regionally, 
with income going via general treasury revenue. Where recipient 
countries have implemented carbon pricing, they might consider 
using revenues as co-financing for programmes which the GCF does 
not fund to 100 %.
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International aviation and maritime levies
The ICAO and the IMO have been slow to act on 
controlling emissions, but it would be possible to imple-
ment such taxation or levy schemes in a fair way. For 
aviation it is predominantly relatively well-off people 

from the upper and middle income classes who fly, and some have 
suggested a frequent flyer approach to aviation[39]. For maritime a 
“no net incidence” system, or compensation for vulnerable coun-
tries, has been suggested as a way of ensuring that the impact of the 
tax falls on those that can afford it[40]. The GCF may also think about 
creative ways how to allocate resources from such sources in a fair 
way, that e.g. resources from flights in specific developing countries 
might be allocated and thereby returned to those countries for spe-
cific projects they submit.

Climate Damages Tax
A Climate Damages Tax would be the quintessentially 
fair way to ensure that the industry most responsible 
for causing climate change, and that has done the most 
to lie and deceive the public about climate change, 

pays for the damage it has caused. The main obstacle in the way 
of a tax on the fossil fuel industry to pay for climate damage, is 
the political power of the fossil fuel industry, which should not be 
underestimated[41], and the lack of willingness of governments of 
key producing countries. Similar schemes exist in other fields, such 
as the International Oil Pollution Compensation Fund (IOPC), so 
there is no legal obstacle to creating such a Tax[42].

Conclusions and recommendations
The GCF must acknowledge that a whole 
new scale of finance is needed to deal with 

climate change. The current replenishment 
round is focusing on an “enhanced business as 

usual” approach – seeking more contributions from 
countries. While it is absolutely right to demand 
more climate finance from rich countries whose 

inaction has caused the climate crisis, this incre-
mental approach is never likely to reach the level of finance that 
will be needed for mitigation, adaptation and loss and damage from 
climate change.  Truly transformational sources of finance will be 
needed. New taxation – such as the Climate Damages Tax – that tar-
gets the fossil fuel industry, provides a price on carbon, as well as 
meeting a significant portion of the loss and damage costs being 
faced by vulnerable countries, will be needed.

The GCF should not explore sources of finance that will only result 
in shifting existing development and climate finance. It should, 
instead, focus on catalysing new finance to support its mandate.

It will be important for the GCF to put in place a work plan to 
properly address truly new sources of finance, especially the taxa-
tion options explored here. This work plan should begin in 2020[43], 
and should include:

■■ Establishing principles to guide the work, including, polluter 
pays, equity and fairness, and that new sources of finance should 
not increase indebtedness of vulnerable countries;

■■ Exploring potential new sources of finance, with an emphasis on 
the taxation options included in this report, and identifying how 
much finance each could raise and for what purpose;

■■ Credible plans of action for how to implement the most prom-
ising new sources detailing the steps that would need to be 
taken;

■■ Identifying any additional architecture or governance processes 
that would need to be put in place, including, for example, 
opening a facility or window specifically for loss and damage;

■■ The GCF should identify other United Nations (UN) bodies to 
work with. In particular, the Fund should forge a partnership with 
the Standing Committee on Finance (SCF) to consider the addi-
tional finance architecture that may be required and the steps to 
implement new sources of finance; and the Warsaw International 
Mechanism for Loss and Damage (WIM), in order to work jointly 
towards generating new finance for loss and damage.

■■ Provide recommendations in its annual report to the COP (2020) 
on suggested steps to implement the identified source(s) in a 
manner that it can contribute to the GCF soon thereafter.

The timeframe for implementing new alternative sources of finance, 
primarily from taxation as a public source of finance, should be 
2022, during the first replenishment period. Thereby a smooth 
introduction can be planned and the new sources of finance can be 
established and ready to ramp up as climate finance needs increase.

There is a lot of potential in new sources of finance and, in truth, 
they offer possibly the only way that the GCF can generate the kind 
of funds that will be required to tackle the climate crisis.
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