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Acting on climate

is not a choice between

the economy and environment.
All we need is political will,
but political will is

a renewable resource.

Al Gore, September 23rd, 2014

This report presents the conclusions of the Canfin-Grandjean Commission
and proposes to the President of the French Republic paths of action to mobilize
increased public and private funding in the fight against climate change. It also
forwards proposals on how the French government could advance the ‘innovative
climate finance agenda’ in the various international forums in which it participates
(G7, G20, IMF, OECD, etc.). The present report covers the financial instruments
identified more than a decade ago as ‘innovative’ (financial transaction tax, carbon
market auctions revenues, etc.). It, however, goes further to also look at the means of
finding ‘innovative’ ways of using existing tools in the ‘toolboxes’ of both private and
public actors to scale-up financial flows for the low-carbon economy.
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PRESENTATION OF THE CANFIN-GRANDJEAN COMMISSION

PRESIDENT OF THE FRENCH REPUBLIC
Paris, 25 February 2015

Dear Minister,
Dear Sir,
Dear Pascal, [handwritten]

In late 2015, France will be hosting the 21* session of the Conference of the Parties to the United
Nations Framework Convention on Climate Change. One of the key points of these major
negotiations will be compliance with the commitments made in Copenhagen in 2009 as regards
funding for the countries of the South ($100 billion per year of public and private funding from 2020).
Restoring confidence in this area is, as believe the vast majority of observers and stakeholders, an
absolutely necessary condition for the Paris Conference to be successful. That is why France will be
mobilizing the national leaders and decision-makers concerned around the theme of financing.

In a difficult budgetary context for many countries, which makes increasing tax pressure very
difficult, it will be necessary to develop the use of innovative financing mechanisms to meet those
commitments.

To address that goal, | am entrusting you with co-chairing an independent commission, which will be
responsible for advising the government on how to advance the innovative financing agenda in the
various international forums in which it participates. To do so, the commission will review the stage
of development and the potential of the various innovative financing mechanisms proposed to date
aimed at facilitating the funding of climate change mitigation and adaptation in the countries of the
South. It will be useful for the commission to make contact with the German Federal Ministry of the
Environment, which commissioned a review of innovative climate financing mechanisms from the
think tank CICERO in the framework of the German G7 Presidency, in order to draw on that analytical
work, the initial results of which should be available in late March.

The commission will be made up of economists, experts, financial stakeholders and representatives
of companies concerned by climate change. Representatives of the Ministry of Finance and Public
Accounts, the Ministry of Foreign Affairs and International Development, and the Ministry of Ecology,
Sustainable Development and Energy, will also be involved in its work.

The commission may hear anyone whose opinion and expertise are needed. It will present its
conclusions to decision-makers in the form of a report, in late May 2015.

It will decide its working schedule and provisional agenda during its inaugural meeting. Its
conclusions will be made public.

As chair, please keep me updated regularly of the progress of the commission’s work.
Yours sincerely,
Best regards, [handwritten]

[Signature]
Francois Hollande

Mr Pascal Canfin
Former Minister

Mr Alain Grandjean
Economist
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1. Please note: the views expressed
in this report are those

of the co-presidents and reporters.
They do not reflect the opinions or
positions of the persons interviewed,
nor their respective institutions.
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1. EXECUTIVE SUMMARY

This report presents the conclusions of the Canfin-Grandjean Commission and
proposes to the President of the French Republic paths of action to mobilize
increased public and private funding in the fight against climate change. It also
forwards proposals on how the French government could advance the ‘innovative
climate finance agenda’ in the various international forums in which it participates
(G7, G20, International Monetary Fund, Organization for Economic Cooperation and
Development, etc.). The present report covers the financial instruments identified
more than a decade ago as ‘innovative’ (financial transaction tax, carbon market
auctions revenues, etc.). It, however, goes further to also look at the means of
finding ‘innovative’ ways of using existing tools in the ‘toolboxes’ of both private
and public actors to scale-up financial flows for the low-carbon economy.

This report is linked to two concurrent processes.

Firstly, this report is part of the larger run-up to CoP21 to be held in Paris
between the 30th of November and the 11th of December, 2015. The core of the
proposals forwarded in this report falls outside stricto sensu of the scope covered
by negotiations within the framework United Nations Framework Convention on
Climate Change (UNFCCC). Nevertheless, they serve to support the ‘Compact ’
or the ‘Alliance’ for climate that will be reached in Paris: this will include the formal
UNFCCC agreement, as well as commitments made by public and private actors
outside of the agreement itself. The proposals presented in this report can therefore
contribute to the success of the financial dimension of the ‘Paris Climat Compact’
that, in our eyes, consists of three dimensions:

— Demonstrate how to honor the commitment made by developed countries at
Copenhagen in 2009 of “mobilizing jointly USD 100 billion dollars a year by 2020 to
address the needs of developing countries”;

— Assist the most vulnerable countries to adapt to the consequences of climate
change through dedicated commitments; and

— Make CoP21 a political milestone that communicates to economic decision makers
and investors the coming acceleration in evolution of the ‘rules of the game’ to ensure
that public and private investments are compatible with keeping the increase in global
average temperature below 2°C.

Secondly, this report recognizes the current global economic context marked by the
three elements include in the ‘“Triangle of Paradoxes’:

The triangle of paradoxes

Expansionary monetary policy

y

Tension on
investors’ long term
economic models

The needed investments
in infrastructure
are not met

Source : Canfin/Grandjean, 2015
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The monetary policies implemented to date by central banks have not led to a
return to historic investment levels. Investment levels remain below those in 2008,
This is the case despite the dramatic decline in interest rates in high-income
countries. This in turn, has led to a strong demand from institutional investors for
infrastructure investment opportunities - allowing a diversification of their financial
portfolios given the current low returns on government bonds.

The transition to a low-carbon economy is a necessity in the light of climate
change, but also a way of overcoming the current global macroeconomic and
macro-financial difficulties. This will lead to an increase in low-carbon infrastructure.
At present, only 7 to 13% of total global investments in infrastructure can be
defined as ‘green’1.

The share of green infrastructure investments
is estimated in the range of 7 to 13% in 2013

% Investments in infrastructures . Green infrastructures

V0
650 bn

Low Estimate High Estimate

Source : Canfin/Grandjean, 2015, using data from United Nations Framework Convention on Climate Change, 2014 and New
Climate Economy, 2014

This portion of total investment is clearly insufficient and is due to many
factors analyzed in this report. In order to achieve a rapid increase in the share
of ‘green’ investment requisite for the climate change challenge, we propose
a ‘low-carbon financial roadmap’ coherent with the objective of limiting global
warming to less than 2°C.
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The individual proposals that make up this roadmap are detailed in the Section
3.1 of the report and can be grouped around the following four dimensions:

The four dimensions of a low-carbon financial roadmap

Financial regulation

and mobilization of private
financial actors

Source : Canfin/Grandjean, 2015

1. The carbon price signal

The first challenge is to phase out fossil fuel subsidies that act in many ways as
a negative carbon price. According to researchers from the International Monetary
Fund (IMF), they represent an economic cost of around $ 10 million dollars per
minute! This is well above current subsidies for re-newable energy. The recent oil
price decline is a historic opportunity to reduce these subsidies.

Furthermore, given the intense international discussion prior to the CoP21,
we propose that devel-oped and emerging countries agree on a voluntarily
basis — and outside of the scope of the UNFCCC international agreement - to
a ‘carbon corridor’ or a ‘carbon target’ with a minimum target price of 15 to 20
dollars/ton of CO2 in 2020, and a maximum target price of 60 to 80 dollars/ton
of CO2 in 2030/2035.

This ‘carbon corridor’ would allow Governments at CoP21 to transmit the
necessary common political message, as well as the needed flexibility in price
levels to gather countries with different levels of development.

2. Financial regulation and the mobilization of private financial actors

This report recognizes the numerous initiatives taken since the UN Climate Summit
in New York in September 2014. It also reflects the unprecedented awareness in
the financial world that has led to the integration of the climate challenge. This
integration has evolved from being seen as part of ‘extra-financial’ or ‘social and
environmental responsibility,” to a potential major financial risk threatening the
business models of companies, and financial stability in general. Actions in this
area are accelerating as demonstrated by the following examples:
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—the mandate given in April 2015 by the G20 to the Financial Stability Board (FSB);

—the vote in France in May on legislation mandating asset managers to communicate
information on both their exposure to climate risks, particularly in terms of carbon
footprint of their portfolios, and their contribution to limiting global warming; and

—-the work of the People’s Bank of China on ‘greening the Chinese financial
system’ as part of the preparation of the next five-year plan.

3. Development banks '

This report lists proposals for financial innovation that will enable development
banks to finance more low-carbon projects and increase their leveraging of private
finance for these projects (development of guarantees, new role of development
banks in relation to capital markets, strengthened capacity to support the emergence
of low-carbon projects, management of political and convertibility risks, etc.).
Given that each development bank is different, we propose that France requests
each development bank develop its own ‘2°C financial roadmap’ by CoP21. This
document should explain how each institution sees its role in financing the low-
carbon economy; the commitments it can make to support this transition; any
constraints it faces including, if necessary, such as capital limitations, etc.

4. Low-carbon, climate-resilient infrastructure

Infrastructures is an essential part of the investments needs: sustainable urban
infrastructure; production infrastructures and transmission networks for electricity;
information technology (IT) networks enabling the convergence of the green economy
and the digital economy, etc. Therefore, the goal is to remedy the current delay that
the global economy has accumulated in financing infrastructures; and the reallocation
of this funding from carbon intensive models to ‘low carbon.” This reallocation has
a relatively small additional cost, as demonstrated by the New Climate Economy
report released in 2014.2 Nevertheless, some of the intrinsic characteristics of ‘low-
carbon’ infrastructure may lead to blockages or increase the cost of capital. This can
include the absence of historic data to evaluate the future cash flow, weak expertise
of administrations to integrate low-carbon specifications into public procurement and
tenders, untested or unfamiliar economic models, etc.. Identifying and overcoming
these obstacles, particularly in developing countries, is a key dimension of the low-
carbon financial roadmap. That is why we propose that some of the international
community’s development objectives should be formulated as goals, such as a
decrease in the cost of capital for renewable energy in developing countries.

The combination of these four dimensions can give coherence and effectiveness
to the financing of a low-carbon economy. The resulting integrated roadmap should
be monitored by the international community, which is not yet the case today.

In order to ensure continuity in the monitoring of the roadmap to finance a low-
carbon economy, we propose that before the CoP21 the IMF and the World Bank
should be mandated to monitor the implementation of this roadmap, in coordination
with institutions deemed relevant to perform this task, particularly those under the
United Nations Framework Convention on Climate Change (UNFCCC).
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1. «To this end we also commit
to develop long term national
low-carbon strategies », G7,
Déclaration de juin 2015

10 KEY RECOMMENDATIONS
FOR THE ROADMAP TO FINANCE

A LOW-CARBON ECONOMY

E1 Establish a monitoring process for the low-carbon financial roadmap to ensure its
longevity beyond CoP21. The IMF and the World Bank could be charged with the supervision
and implementation of this roadmap, in coordination with the institutions deemed relevant to
perform this task, particularly within UNFCCC. The objective will be to monitor, in particular,
the development of the carbon price signal (including phasing out fossil fuel subsidies), the
reforms allowing the removal of barriers to investment in low-carbon infrastructure, the

‘2°C roadmaps’ of development banks, the integration of climate risk in financial regulation,
the relative volume of ‘green’ investments compared with total global investments in
infrastructure and the evolution in the decoupling of GDP and greenhouse gas emissions. m

F1 Establish a carbon price signal. A voluntary commitment from developed and emerging
countries to put an explicit carbon price signal into effect, between a minimum target price
of 15 to 20 dollars/ton of CO2 in 2020, and a maximum target price of 60 to 80 dollars/ton of
€02 in 2030/2035, according to levels of development. m

E] Integrate climate in macro-economic models. The integration of a 2°C scenario throughout
the macroeconomic forecasts and models of international institutions (IMF, OECD, etc.) and finance
ministries in order to ensure a better coherence between short-term analysis and forecasts, and
long-term low-carbon objectives. Any model or forecast, for example energy market forecasts, that
is incompatible with the 2°C limit should be explicitly identified as such. m

1 Development of national strategies to finance the decarbonization of the economies.
Governments, beginning with developed countries, should produce national decarbonization
strategies for their economies, covering the needed financing, both public and private. France
has adopted the principal of such a strategy in its law on the energy transition for green
growth; the G7 countries also committed to this principal in June 20151. Among the key
indicators for such strategies could be the relative volume of ‘green’ investments compared
with total global investments made each year, combined with annual targets. France could
propose to that IMF and the World Bank monitor this indicator, country by country, and to
aggregate investment levels at the global level. m

EJ Request that each development bank develop a ‘2°C investment roadmap’ compatible
with the 2°C limit. This roadmap should specify how the development banks intends to
contribute to the fulfillment of the 2°C limit agreed to by the international community. A

joint monitoring process by multilateral, regional and bilateral development banks could be
established, with a public report presented every two years during General Meetings of the
IMF and the World Bank. m
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] Increase the use by development banks of instruments and tools with high leverage
ratios, such as guarantees, subordinated debt or credit enhancement, to increase climate
finance at comparatively low costs. France could request development banks to estimate their
capacity to mobilize additional climate finance through an increased use of these tools.

In the particular case of France, the Agence Frangaise de Développement (AFD) is today the only
international development finance institution subject to Basel 3 prudential regulation. According
to our estimations, if aligned with the prudential frameworks used by other development banks,
the AFD could increase its activity by € 1 to 2 billion. m

k2 Include in the 2016 G20 work program the forthcoming recommendations of the
Financial Stability Board (FSB), which was mandated in April 2015 by G20 finance ministries
to analyze the potential impacts of climate change on financial stability. m

F:1 Request that the Bank for International Settlements (Basel Committee) define methods
to include climate risks in stress tests for banks and insurance companies. This should
include methodologies to assess the performance of assets held by banks and insurance
companies in the +4°C scenario as developed by the International Panel of experts on Climate
Change (IPCC). France, in partnership with other countries, could formally request the Basel
Committee on this issue. m

[E] Establish a public monitoring system for financial actors’ engagements that have
multiplied in recent months, including: the integration of climate risk; measuring greenhouse
gas emissions induced by their financial activities; and increasing financing for the green
economy. The UNFCCC’s Nazca Platform, which centralizes these commitments, can be used
and further developed by CoP21 in order to increase the visibility of progress in this area
within the broader ‘Agenda of Solutions.” These commitments could be comprised in an
annual public report.

In the particular case of France, the recently voted provisions of the energy transition for green
growth legislation require institutional investors to measure the greenhouse gas emissions
linked to their financial activities and to explain how they address the 2°C scenario. These same
provisions could be usefully extended to private banks concerning their lending activities. m

ET) Adopt the methodology developed by the OECD in June 2015 to analyze the
alignment of public policies with low-carbon development. This is a key means of assessing
the integration of progressive decarbonization targets in all public policies. We propose that
France be part of the first countries to commit to apply this framework internally and urge other
member countries of the OECD and OECD key partners 1 to do so before the CoP21.

In the particular case of the European Union (EU), the financing of the Juncker Plan totaling

€ 315 billion could be made conditional on climate co-benefits criteria and projects related

to the implementation of the low-carbon transition could be prioritized (energy efficiency and
technology projects). France could communicate broadly on its recent legislative developments
to integrate climate issues into financial regulation. The French government could propose to

its European partners to move forward in this direction. France could therefore request that the
European Commission addresses this issue and proposes a plan of action for the next 2 to 3 1. OECD Key partners are

years to be delivered ahead of CoP21. m Brazil, China, India, Indonesia
and South Africa.
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Why does this matter for developing countries?

Developing countries remain largely outside of existing international private capital
flows. The reallocation of these flows is therefore principally an issue for developed
and emerging countries. Nevertheless, the proposed agenda to reorient private capital
flows holds significant benefits for developing countries.

1. Firstly, mitigation action and the achievement — or not —of the 2°C limit
by developed and emerging countries will have direct consequences on
the most vulnerable countries. The sooner investment flows are ‘greened,’
the less severe the impacts from climate change will be.

2. An increasing number of African countries are seeing the development
of domestic capital markets (Nigeria, Kenya, Ethiopia...). These countries
will benefit from the work realised to integrate climate issues into market
regulation, both in terms of information systems and risk management.

3. The additional mobilization of risk hedging tools by development banks
will allow private investors to invest more easily in countries that they do
not consider today as part of their investment universe.

4. Developing and emerging countries host many of the central banks
that are the most active in channelling domestic financial flows towards
green projects. Bangladesh is a striking example, as well as Brazil, China,
Indonesia.1 This is thus not only an issue on the ‘Northern political
agenda,’ but on the contrary, a common concern that has already found
concrete translation in the global South; at least as much as in the North.
This increases the potential of international cooperation on the matter.

In parallel to the integrated global roadmap for the financing a low-carbon
economy, this report looks at a number of the ‘innovative’ financing instruments that
could allow the mobilization of additional, and particularly public, climate finance.

Among the existing ‘menu of options for innovative financing,’2 this report has
analyzed in detail: the potential financial resources from the financial transaction
tax (FTT) under voluntary negotiation between 11 European Member States; the
potential revenues from carbon offsetting in international transport; and carbon
market auction revenues.

France has repeatedly announced its willingness to earmark a significant portion of
the revenues of a FTT for climate at the international level. The ongoing negotiations
on such a tax among 11 Member States of the European Union is a key element in
assisting, notably France, the mobilization of additional public funding for climate in
order to fulfill the ‘$ 100 billion of Copenhagen’ commitment. To this end, this report
concludes that at least € 10 billion in revenues from the TTF will be needed in 2020

1. UNEP Inquiry (20152) The among the 11 Member States. Negotiations must conclude no later than September

coming financial climate, UNEP in order to optimize its potential contribution to the success of the CoP21.
Inquiry into the Design of a ) . ) )
Sustainable Financial System. In terms of international transports, this report has particularly analyzed the case of
2.The ‘menu of options’ international aviation. In 2010, the aviation sector committed to an aspirational goal of

refers to the ‘gfgﬁp(’g;hﬁ] #gj:t'sg carbon-neutral growth from 2020; the specific means of achieving this objective to be

Financing for Development announced in 2016. In addition to energy efficiency standards for airplanes and engines,
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whose application must be accelerated and widespread, the implementation of this
commitment increasingly appears to include the creation of carbon offsetting. If
focused on developing countries, and in particular the most vulnerable countries,
this could generate between $ 2 and 6 billion in financial climate flows in 2025. This
is increasingly recognized as the most economical way for the sector to fulfill its
engagement. Furthermore, it could also finance at scale the restoration of degraded
agricultural lands.

Moreover, developed countries’ capacity to mobilize revenues earned from
carbon markets depends on the sovereign political decision to allocate part of these
revenues to international actions. If, for example, 25% of revenues generated by the
Emissions Trading Scheme (ETS) of the European Union were allocated for climate
in developing countries — compared to 14% today - this could represent between
€ 3.5 to 5 billion a year on average, over the period 2015-2030, depending on to
carbon price assumptions.

Finally, mobilizing more climate finance involves several key elements: more public
funds; the improved leveraging of public funds and the increased use of public
guarantees to the mobilize private funds; and the scaling-up of private investment
flows towards a low-carbon economy. Most of the mobilization of public and private
flows has — and will- come from domestic sources. The role of North / South flows and
development banks is nevertheless critical, particularly in the least developed countries.

Thus at both the national and international level, the role of government is twofold: to
provide financing or guarantees, and to establish the rules of the game that incentivize
the redirection of private investments towards a low-carbon economy.
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