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Climate change is upon us. The earth is warming, seasons are 
shifting, species are migrating, and water is fl owing in new 

patterns. The accelerating and deepening impacts of climate 
change will touch everyone on earth, but those who stand to 
suffer most are the poor. People and governments must fi nd 
the will and the means to slow, stop, and reverse the buildup of 
greenhouse gases in the atmosphere to avert catastrophic warm-
ing. But it is already too late to avert some serious consequences. 
We must also learn to adapt to a warmer world. 

This question of adaptation is a particularly pressing issue for 
national and international agencies tasked with providing fi nan-
cial and technical assistance to reduce poverty in developing 
countries. As leaders begin to consider policies and measures 
to respond to mounting climate effects, it is critical that adapta-
tion efforts be designed to support the poorest communities in 
their development efforts. Likewise, development assistance 
must foster adaptation if it is to succeed within a changing cli-
mate. That the poor are the people least responsible for global 
warming makes these efforts all the more imperative.

This paper explores the opportunities and challenges involved 
in fi nancing adaptation efforts in developing countries. The last 
two years have seen a surge of interest in adaptation fi nance 
with new funding proposals fl oated on an almost weekly basis. 
But many critical questions remain. How much will adaptation 
cost? Which proposals are most likely to generate an adequate 
and predictable fl ow of funds? How should these funds be 
channeled so that they reach those most in need? How do we 
ensure adaptation funds are used most effectively? 

This paper seeks to provide some answers, and to lay out the 
state of play in the fl edgling fi eld of climate adaptation fi nance. 
Section I provides a conceptual model for the relationship 
between adaptation and development. Section II reviews esti-
mates of adaptation costs and the funding chasm with existing 
sources of adaptation fi nance. Section III assesses existing and 
emerging approaches to generating new fi nance from public 
sources. With an eye to the United Nations climate negotia-
tions for a post 2012 international climate agreement, it also 
sets out guiding principles for generating funds on a scale 
commensurate with the challenge. Section IV looks at options 
for channeling adaptation funds to developing countries, and 
ensuring the accountability of chosen institutions. Section V 
highlights emerging approaches to spending adaptation funds 
and dissects the relative merits for the world’s poor of fi nanc-
ing specifi c adaptation projects or mainstreaming adaptation 
into development. 

In Section VI, Next Steps, we use a U.S. legislative case study 
to explore how de-linking the three phases of adaptation 
fi nance — generation, channeling and spending — could 
promote innovation and political support for such initiatives 
around the world. 

Throughout, we propose guiding principles to assure effective 
decision-making by the international community in tackling 
this most urgent of challenges of our time.

This paper will be published as a chapter in the forthcoming book 
Climate Change and Global Poverty: A Billion Lives in the Balance?, by the Brookings Institution Press in 2009.
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I. Framing Adaptation and Development 

Efforts to adapt to the changing climate are intricately tied up 
in the broader challenges of natural resources management, 
poverty reduction, and equitable and sustainable growth. 
These interconnections have led to contentious debates about 
what adaptation actually is, how it should be paid for, and how 
to integrate it into national and international development 
agendas. 

Two roughly distinct perspectives inform how policymakers 
and practitioners approach the challenge of adaptation: one 
focuses on creating response mechanisms to specifi c impacts 
associated with climate change, and the other on reducing 
vulnerability to climate change through building capacities 
that increase resilience to climate-related stresses. In practice, 
many instances of adaptation fall between these extremes.

Corresponding to this range of adaptation goals is a continuum 
of actions that might be taken to reduce the impacts felt from 
climate change--from ‘pure’ development activities on the 
one hand to very explicit adaptation measures on the other. 
At one end of the continuum, the most vulnerability-oriented 
adaptation efforts overlap almost completely with traditional 

development practice, where activities take little or no account 
of specifi c impacts associated with climate change. At the op-
posite end, activities are designed to target distinct climate 
change impacts, and fall outside the realm of development 
as traditionally defi ned. In between lies a broad spectrum of 
activities with gradations of emphasis on vulnerability and 
impacts (see Figure 1).

In the climate change fi nancing debate, there has been a ten-
dency to emphasize the right side of the continuum, where 
activities address the ‘additional costs’ of solving problems 
attributable directly to climate change. Many activities to-
ward the left end of the continuum focus largely on problems 
not exclusively caused by climate change--yet they represent 
the very foundation of adaptation to climate change in many 
places. Failure to make investments on this “left side” would 
leave gaps in the landscape of adaptation efforts, especially 
in regions where people are acutely vulnerable. Thus, while 
the overarching need for ‘additional’ funding for adaptation 
is clear, designating these funds exclusively toward actions to 
address particular climate impacts would leave much-needed 
interventions unfunded. In other words, adaptation is not just 
additional to development but often is development. 

FIGURE 1.   A Continuum of Adaptation Activities: From Development to Climate Change
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II. Meeting the Cost of Adapting to 
Climate Change

The impossibility of disentangling adaptation from develop-
ment has complicated efforts to estimate adaptation costs in 
developing countries. However, several “back-of-the-envelope” 
global cost exercises have recently been completed (see Table 
1). All fi ve estimates fall in the tens of billions of dollars per 
annum—a signifi cant amount, especially when compared to 
current levels of offi cial development assistance (ODA) of 
about US$100 billion per annum. While these estimates all 
carry high uncertainties (as they are based on quite rough 
assumptions), they make it clear that climate change will 
increase the costs of economic development for developing 
countries.1

These estimates also point to the challenge of generating sup-
port for adaptation at a scale that can make a difference. The 
current level of adaptation funding for developing countries is 
orders of magnitude below even conservative estimates of costs. 
Three main fl ows of adaptation funds currently exist: north-

south fl ows channeled through dedicated multilateral adaptation 
funds and ODA; domestic fl ows wherein developing countries 
generate and use adaptation funds; and south-south fl ows. 

Existing North-South Resource Flows
Table 2 shows the multilateral adaptation funds sponsored by 
the United Nations Framework Convention on Climate Change 
(UNFCCC) and how much has been pledged, received and 
distributed (as of June 2008) for each of these funds. 

Total resources pledged for these adaptation funds is $320 
million while the amount disbursed is $154 million.2 The 
Global Environmental Facility (GEF), an intergovernmental 
organization launched in 1991 to channel funding to support 
implementation of a number of global environmental agree-
ments, has been entrusted with managing these funds.3 

The World Bank has also developed its own set of dedicated 
climate change resources known as the Climate Investment 
Funds (CIF). The Bank will use the CIF to promote innovative 
approaches to mitigation and adaptation, including increasing 
climate resilience among the world’s most vulnerable commu-
nities. As of September, 2008, developed countries had pledged 
to contribute US$6.1 billion to the funds, and the Bank planned 
to distribute the fi rst round of funds by the end of 2008 (see 
Box 3: The World Bank Climate Investment Funds).

ODA represents a much larger sum of money—notionally $100 
billion, although considerably less (some argue less than $40 
billion) is actually oriented towards long-term development 
programs.4 Current ODA levels fall far short of the commonly 
cited global target of 0.7 percent of gross national product 

TABLE 1. Annual Adaptation Costs in Developing
 Countries

Assessment Annual Cost Year  
UNDP 2007 $86 billion 2015

UNFCCC 2007 $28–67 billion 2030

World Bank 2006 $9–41 billion present

Oxfam 2007 $50 billion + present

Stern Review 2006 $4–37 billion present

Sources: UNDP (2007, p. 192-194); Agrawala and Fankhauser (2008, p. 69)

TABLE 2. UNFCCC Adaptation Funds in operation (US$ Million)

Fund Description
Total 

Pledged
Total 

Received
Project 

Approvals 
Least Developed 
Countries Fund

Supports preparation and implementation of 
National Adaptation Plans of Action 

180 91.8 36.79

Special Climate 
Change Fund

Focuses on development; activities should be 
country-driven, cost-effective and integrated into 
national poverty reduction strategies

90 59.9 67.6

GEF Trust Fund Special 
Priority on Adaptation

Finances adaptation activities that also generate 
global environmental benefi ts

50 50 50

Total 320 201.7 154.39

Note: Figures as of June, 2008. Project approvals include those offi cially approved and those in process of being approved.
Source: GEF (2008)
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(GNP) and donors are under heavy pressure not to use ODA 
funds for adaptation due to the moral obligation that developed 
states carry because of their contributions to the problem.5 
It is highly unlikely, therefore, that developed countries will 
make ‘new and additional’ ODA pledges above the 0.7 percent 
target that are suffi cient to fi ll the existing adaptation funding 
chasm.6 For instance, the World Bank suggests that the CIF 
meet the requirements for ‘new and additional’ ODA funds for 
adaptation, but it is likely that these monies will simply serve 
as a substitute for other ODA funding.7 

Domestic Resource Flows
Developing countries’ domestic investments in adaptation 
are growing, and are likely to become signifi cant over time. 
Bangladesh, for example, has allocated $40 million from its 
national budget to set up a Trust Fund on Climate Change. 
The government also invited donors to make contributions, 
and the UK government has pledged an additional $132 mil-
lion.8 Sri Lanka is taking a different approach and passed a 
2008 environment levy that would be used, in part, to fund 
adaptation. However, parliamentary tactics used to pass the 
legislation elicited widespread public condemnation, making 
the future of the levy highly uncertain.9 In addition, early action 
is being taken by sub-national governments in many develop-
ing countries, making adaptation fi nance highly diverse and 
decentralized.10 All in all, domestic investments in adaptation 
are modest at best and not yet well analyzed. Estimating how 
much is earmarked for adaptation and for what activities is at 
this point an art, not a science.

South-South Resource Flows
While the character of future south-south adaptation coopera-
tion is diffi cult to assess, it is likely such alliances will increase, 
at least in ad hoc forums. Larger emerging economies (e.g. 
China, India) may in the future provide adaptation funding to 
low-income countries to help them cope with climate change. 
Currently, however, no signifi cant south-south transfer of 
resources has been provided – in part because of the broad 
recognition that developed countries have the primary respon-
sibility to compensate those less well-off. 

Nevertheless, a few pilots premised on southern cooperation 
have been recently established. One such alliance is the Ca-
ribbean Catastrophe Risk Insurance Facility (CCRIF) which 
aims to mitigate a common risk (as opposed to generate new 
funds). This insurance scheme allows 16 Caribbean countries 
to receive short-term liquidity in the event of major hurricane 

or earthquake damage. The participating states determine the 
level of coverage they wish to purchase based on their risk 
exposure and their capacity to pay. They then contribute an 
annual premium proportional to their risk exposure --anywhere 
from US$200,000 to US$2,000,000. Payouts range from US$10 
million to US$50 million.11 The CCRIF reduces the costs of 
disaster insurance to these island states by an average of 40 
percent.12

As with domestic sources of funding, south-south fl ows to sup-
port adaptation have not been systematically identifi ed, much 
less rigorously analyzed. The potential for south-south fl ows 
in the near future will be limited at best although this may 
change as the cross-border risks of climate change manifest 
themselves more starkly.

III. Generating “New and Additional” 
Adaptation Funding

The expectation that adaptation funding will increase is 
grounded in the moral and practical claim that wealthier coun-
tries bear a much larger share of responsibility for historical 
and current greenhouse emissions, and have greater fi nancial 
and technical resources. This obligation is made explicit in 
the UNFCCC, which requires developed countries to “assist 
developing country Parties that are particularly vulnerable to 
the adverse effects of climate change in meeting the costs of 
adaptation to those adverse effects.”13 The UNFCCC also stip-
ulates that this support must be ‘new and additional’ to existing 
ODA pledges and targets.14 But how will these new resources 
be generated? Have existing adaptation funding mechanisms 
fared well? Which emerging proposals are most likely to gener-
ate an adequate and predictable fl ow of funds? 

Options for Generating Adaptation Finance
Given the level of resources required, the climate and develop-
ment policymaking communities are discussing a wide range 
of public funding mechanisms, some more innovative than 
others. These can be clustered around three broad headings: 
(a) national budgetary allocations; (b) national market-based 
levies, and (c) global market-based levies. 

(a) National Budgetary Allocations
Existing UNFCCC adaptation funds (Table 2 above) follow a 
traditional budget-line item approach to international fi nanc-
ing. Donor countries make pledges and later generate (or not) 
the funding to support the pledge through domestic policy 
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processes, usually annual budget appropriations. At present, 
about $120 million of the $320 million that has already been 
pledged to the UNFCCC adaptation funds is still outstanding. 
While these pledges are generally considered to be reliably ad-
ditional to other related spending, calls for outstanding pledges 
to be honored and funds to be fully committed would generate 
only modest incremental funds for adaptation. 

One of the reasons that the UNFCCC funds are so small is 
that the UNFCCC has no specifi c targets for donations; the 
size of donor countries’ contributions was left to each donor’s 
discretion. To rectify this in the post-2012 regime, a number 
of countries have put forward proposals for donation targets 
that would begin to be commensurate with estimates of adap-
tation costs. China, for instance, has proposed that developed 
countries should allocate 0.5 percent of their GDP to support 
actions taken by developing countries to tackle climate change. 
This would currently amount to $185 billion per year for 
mitigation, technology transfer and adaptation together.15 The 
proposal, however, does not provide details on how the funds 
would be earmarked, or for that matter, details on much else at 
all. But it does refl ect an expectation by China of signifi cant re-
source transfers between developed countries responsible for 
historical greenhouse gas emissions and developing countries 
who will bear the brunt of impacts from those emissions. This 
proposal, however, exposes a challenge in categorizing those 
countries that cause the climate problem and those that will 
face most of the impacts. With China now the world’s largest 
emitter of green house gases (GHGs) on an annual basis but 
responsible for only a very small portion of historic emissions, 
it is not clear whether or when it should move from being a 
net recipient to a net contributor of such funds. 

Mexico has put forward a quite different funding model 
which speaks in part to this fact. They advocate establishing 
a World Climate Change Fund, multilaterally agreed, that 
would scale up global efforts on mitigation and adaptation 
based on contributions from both developed and developing 
countries. Targets for country contributions would be deter-
mined using an objective formula based on greenhouse gas 
emissions, population and GDP. Responsibility for emissions 
and capability to pay would therefore determine each country’s 
target contribution. An adaptation levy of 2 percent would 
be assessed on all disbursements from this fund, generating 
up to $1.9 billion annually by 2030 to support adaptation in 
developing countries.16 

(b)National Market-based Levies
Several innovative ideas have emerged that would catalyze 
funding for adaptation through national levies on market-
based transactions, instead of annual budget appropriations. 
The most promising of these policies have revolved around 
the design of greenhouse gas markets under cap-and-trade 
climate policies, such as the European Union Emissions 
Trading Scheme (EU ETS). Others would tax markets in ex-
isting goods and services, such as airplane fl ights. There are 
two defi ning characteristics in these examples: 1) funding is 
generated ‘automatically’ over a period of years, rather than 
through annual budgetary decisions that often are susceptible 
to the vagaries of domestic politics, and 2) funding accrues to 
national governments.

Greenhouse Gas Markets 
In both the United States and the European Union, propos-
als are on the table to create adaptation funds that would be 
capitalized by revenues from auctioning emissions rights to pol-
luters under cap-and-trade programs. Climate bills introduced 
in the U.S. Congress, for example, assign a certain percentage 
of annual auction revenues each year to international adapta-
tion efforts (see Figure 2). The World Resources Institute 
estimates that the Boxer-Lieberman-Warner bill, introduced 
in May 2008, would generate approximately $3 billion annu-
ally for international adaptation in the fi rst three years of the 
program, increasing to as much as $25 billion per year over 
time.17 Although the proposed legislation did not pass, it pro-
gressed further in Congress than any other US climate bill 
to date, and may provide the blueprint for what ultimately is 
signed into law.

The EU ETS provides another potential source of adaptation 
funding. Annual auction revenues are estimated to reach 75 
billion ($113 billion) in 2020, of which 20 percent would be 
dedicated to climate-change related activities, including efforts 
“to facilitate developing countries’ adaptation to the impacts 
of climate change.”18 Early estimates suggest that this could 
generate up to €1.5 billion ($2.3 billion) annually in adaptation 
related revenues in 2020, although this is based on several as-
sumptions with a high degree of present uncertainty.19 

Figure 3 compares estimates of potential revenue in 2020 
generated by US and EU greenhouse gas market proposals. 
The funding these proposals could generate are signifi cant; 
several orders of magnitude above current funding levels for 
international adaptation.
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However, a challenge in generating funds from greenhouse 
gas markets is that both the amount of resources and how 
they are allocated are vulnerable to shifting domestic political 
interests – although much less so than annual budget alloca-
tions (as typical of ODA). 

Indeed, though this prospective source of fi nance looks encour-
aging, it is important to recognize that no such source exists as 
of yet. The European Union has an operational ETS, but has 
very little scope to infl uence decisions about how auctioning 
revenues are to be spent by the member states. Individual 
countries jealously guard their independence in budgetary 
matters: some may choose, as Germany has, to steer revenues to 
international adaptation, some will not. Similarly in the United 
States the battle over how revenues will be spent is just begin-
ning, and many domestic constituencies will exert strong sway 
over policymakers. Nevertheless, in both systems the scope to 
raise considerable sums of fi nance looks promising.

Air Travel and Shipping Levies
Levies on international air travel and shipping represent po-
tential new sources for adaptation funding that is predictable 
year-on-year. Establishing a levy of $7 per passenger on each 
international fl ight, for example, would result in $14 billion 

Note: Estimates are in 2005 dollars, derived using carbon prices published in a study by the Massachusetts Institute of Technology’s Joint Program on 
the Science and Policy of Climate Change (see http://web.mit.edu/globalchange/www/abstracts.html#a146).  While any allowance prices are inherently 
speculative, the MIT prices are high compared to other studies, so this paper’s estimates of funds potentially available for adaptation may be higher than 
those in other studies.

FIGURE 2.   Potential annual auction revenue designated for international adaptation under Boxer-Lieberman-Warner 
climate bill, 2015-2050

in additional revenues annually.20 An attractive feature of the 
international air travel adaptation levy proposal is that it is 
equitable. It imposes the levy on a highly-polluting activity 
and on individuals, irrespective of their country of origin. This 
proposal overcomes the more crude distinction typically made 
on the responsibility for emissions and capacity to pay between 
developed and developing countries (i.e. that irrespective of 
income and lifestyles, no one in developing countries should 
pay for adaptation). This is particularly relevant in light of the 
burgeoning middle classes in China, India and other emerg-
ing economies.

A precedent already exists for channeling air travel levies for 
global public goods. France has started collecting an ‘interna-
tional solidarity contribution’ on all its international fl ights to 
generate revenues for HIV/AIDS (see Box 1).

However, not all countries are receptive to air travel levies nor 
do they agree on what these levies should fi nance. Unlike the 
greenhouse gas markets, which are being created from scratch, 
air transit market participants already have a status quo to 
which they are accustomed. Moreover, they are already in the 
process of adjusting to a signifi cant number of new security-
related taxes and fees in their industry. Considerable political 
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* Estimates are in 2005 dollars, derived using carbon prices published 
in a study by the Massachusetts Institute of Technology’s Joint Program 
on the Science and Policy of Climate Change (see http://web.mit.edu/
globalchange/www/abstracts.html#a146). While any allowance prices 
are inherently speculative, the MIT prices are high compared to other 
studies, so this paper’s estimates of funds potentially available for adap-
tation may be higher than those in other studies.
** Muller (2008, p. 13)
*** Fenhann (2008) 

hurdles must be overcome before air travel levy proposals 
can seriously be considered a potential revenue source for 
international adaptation.

(c) Global Market-based Levies
Market-based instruments operating in the ‘global’ or ‘inter-
national’ space, outside of the purview of any single national 
government, represent a third category of fi nancing mecha-
nisms. The Kyoto Protocol levy on the Clean Development 
Mechanism (CDM)21 is the iconic—though largely untested—
example of a truly global funding instrument. Through this levy, 
2 percent of emissions reduction credits generated by CDM 
projects will be placed in a global Adaptation Fund created 
under the Kyoto Protocol and used to support adaptation in 
developing countries. Total income generated by sale of the 
credits is estimated to be in the range of $160-950 million by 
2012 and potentially much more in subsequent years, depend-
ing on prices and trade volumes.22 

The truly innovative feature of the CDM levy is that resources 
are generated from the private sector and collected by a 
multilateral body, not a national government. In so doing, 
the mechanism avoids the ‘domestic capture’ problem faced 
by national market-based mechanisms discussed above—that 
money raised domestically is likely to be regarded as nation-
ally owned, and proposals to allocate these resources overseas 
could encounter stiff political resistance.23 

Related proposals under discussion in climate negotiations 
include increasing the 2 percent levy on CDM transactions 
to 3 to 5 percent and extending the levy to other instru-
ments established under the Kyoto Protocol, such as Joint 
Implementation (emission reduction ‘offset’ projects between 
developed countries) and Emission Trading (emissions rights 
trading under a cap).24 In addition, Norway recently proposed 
bolstering the Adaptation Fund by auctioning a portion of the 
emissions allowances granted to Annex I countries under the 
Protocol.25 Again, a multilateral body would oversee the auc-
tions and collect the funds generated, while domestic regula-
tions would pass the costs of these “Assigned Amount Units” 
(AAUs) off to the private sector. One benefi t of this option is 
that it would not create the ineffi cient disincentives to trading 
quotas likely to result from an emissions trading levy.26 Table 3 
provides an estimate of the potential revenue sources for the 
Adaptation Fund.

The French “solidarity tax” on air travel provides a frequently cited 
example of how innovative fi nancing mechanisms for adaptation 
could work. The tax of 1 to 40 euros per fl ight (depending on the dis-
tance traveled and class of the ticket) is used to support achievement 
of the Millennium Development Goals. In its fi rst phase, the funds 
raised are channeled through UNITAID, an initiative of the World 
Health Organization, to scale up access to treatment for HIV/AIDS 
in low-income countries, particularly in Sub-Saharan Africa. 

French President Jacques Chirac fi rst proposed the tax at the World 
Economic Forum in 2005 and called on other nations to implement 
similar policies on behalf of the world’s poor. While France remains 
by far the most active participant (generating nearly 90 percent of 
funds), 44 countries have signed on, and levies have raised over $300 
million per year in a predictable and sustainable fl ow of funds. This 
allows UNITAID to make long-term plans and commitments without 
diverting funds from ODA budgets. 

Sources: UNITAID (2007a); UNITAID (2007b)

BOX 1. Taxing Air Travel to Support DevelopmentFIGURE 3.   Potential annual revenue designated for 
international adaptation under selected international 
proposals, 2020
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Evaluating Options for Generating Funds
Considerable discussion and debate has taken place within the 
climate community on how to evaluate international adaptation 
funding proposals. Which of the above existing and new pro-
posals would be acceptable, and to whom? How do we balance 
the interests and expectations of donor and recipient countries? 
How do we generate funds at a scale commensurate to the 
challenge at hand? We offer three principles informed by the 
Bali Action Plan and international climate negotiation process 
more generally to help guide answers to these questions. 

It is highly unlikely that a single mechanism will satisfactorily 
meet all of these principles in full. It will, therefore, be neces-
sary to advance several of the most promising mechanisms to 
bridge the adaptation funding chasm in the near future. 

Key Messages
• Mainstreaming adaptation into ODA is essential; how-

ever, ODA is unlikely to provide the ‘new and additional’ 
resources required to fi nance adaptation efforts of devel-
oping countries. 

• Auction revenues derived from proposed national and 
regional GHG markets represent a signifi cant potential 
source of adaptation fi nance. Ongoing debates in the U.S. 
and EU offer a narrow but crucial political window to 
pass climate legislation which includes sizable funding for 
international adaptation. Earmarking of auction revenues 
is susceptible to competing domestic priorities, but less 
so than annual budget appropriations. Aviation and ship-
ping levies are at present much more speculative, and 
likely to face greater political hurdles. 

• Market-based levies in the ‘global space’, such as on 
Clean Development Mechanism transactions, are also 
promising and, quite importantly, avoid the domestic 
capture problem.

TABLE 3. Projected Funding for the Adaptation Fund 

Adaptation Fund Annual Revenues Year
2 percent CDM levy (current) $80–300 million* 2008-2012

5 percent CDM levy (Pakistan proposal) $200–750 million** 2008-2012

Extension of 2 percent levy to Joint Implementation 
  and Emissions Trading

$10-50 million***
(considerably larger post 2012)

2008-2012

Auctioning of AAUs (Norway proposal) $15–25 billion when 2% of AAUs auctioned**** 2008-2012

Abbreviations: CDM: Clean Development Mechanism; AAUs: Assigned Amount Units

* UNFCCC (2007, p. 177); Fenhann (2008)
** Numbers calculated using UNFCCC 2% levy fi gures above. Pakistan proposal at: UNFCCC (2008b, p. 15) 
*** UNFCCC (2007, p. 186) 
**** UNFCCC (2008a, p. 48)

Funding Generated is:

ADEQUATE: in the tens of billions of dollars

PREDICTABLE: steady fl ow of revenues, estimated in advance

ADDITIONAL: over and above current ODA commitments 

BOX 2.  Generating Adaptation Funds: Guiding Principles
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IV. Channeling Adaptation Funding

Once funding for adaptation is generated, it has to be channeled 
effectively to those who need it. This is a signifi cant challenge, 
given the broad spectrum of activities that may be affected by 
climate change (e.g. agriculture, water resources management, 
infrastructure maintenance, disaster management, etc.), as well 
as the location-specifi c nature of climate change impacts and 
adaptation needs. To be effective in this context, mechanisms 
for channeling adaptation funding will need to both reach a 
large number of different actors, and support a diverse set of 
activities tailored to specifi c places and communities. 

With this in mind, which institutions, old or new, should 
allocate adaptation resources? At the global level, institu-
tional options for channeling adaptation funding fall into two 
categories: long-standing institutions that have traditionally 
funded economic development and new institutions created 
specifi cally to deal with climate change. Both offer benefi ts 
and potential drawbacks. 

Multilateral and Bilateral Development Agencies
Channeling adaptation support through existing developing 
agencies, such as the UN Development Program (UNDP) or 
World Bank, would avoid the cost of creating new institutions. 
It would also capitalize upon the expertise and experience that 
these institutions have in channeling funding for international 
development. Moreover, the current goals of these agencies 
are threatened by climate change. Integrating climate consid-
erations into their ongoing work—often called ‘mainstreaming 
climate change’ into development—is clearly an important 
aspect of adaptation.

However, as noted earlier, the UNFCCC stipulates that sup-
port for adaptation must be ‘new and additional’ to funding 
needed for international development. Adaptation funding is 
perceived by developing countries as compensation owed by 
wealthy countries under the ‘polluter pays’ principle. Given this 
distinction, developing countries are arguing that they deserve 
greater control over the allocation of adaptation funding than 
they typically have had through bilateral development agencies 
or multilateral banks. This reasoning fed the Southern outcry 
against the launch of the World Bank’s Climate Investment 
Funds (CIF) in early 2008 (see Box 3), in response to which the 
Bank was forced to signifi cantly redesign the funds’ governance 
structure to provide greater voice and vote for developing 
countries over the use of adaptation funds.27

Climate-specifi c Funds
The alternative to channeling adaptation funding through de-
velopment agencies is to work through new or more recently 
established international institutions dedicated specifi cally to 
address climate change. As noted above, the UNFCCC created 
a set of international funds that support adaptation in devel-
oping countries. These are managed by the GEF; however, 
many developing countries have expressed frustration with 
the unclear guidance and high transaction costs attached to 
GEF climate funds. Moreover, as stated earlier, these funds 
have not attracted resources from donor countries on the scale 
needed to begin addressing the adaptation needs of developing 
countries (see Table 2). 

In July of 2008, the World Bank approved a portfolio of Climate 
Investment Funds (CIF), including a Strategic Climate Fund and a 
Clean Technology Fund. The Strategic Climate Fund is an overarch-
ing fund that will go toward various programs to test innovative ap-
proaches to climate change, including increasing resilience to climate 
change in developing countries. As of September, 2008, Australia, 
France, Germany, Japan, The Netherlands, Sweden, Switzerland, 
the United Kingdom, and the United States had pledged over $6.1 
billion for the funds.

Southern governments and global civil society have been highly 
critical of the Bank’s involvement in climate change funding. Many 
have expressed concerns that creation of the CIF at the Bank could 
undermine or predetermine the outcomes of post-2012 climate nego-
tiations. In particular, the CIF as originally planned had contained an 
Adaptation Fund. This fund was perceived as a direct competitor to 
the Kyoto Protocol Adaptation Fund, for which a majority-Southern 
Fund Board had just been established in Bali after years of negotia-
tions. Critics emphasized that adaptation funding is compensation 
due to poor countries who have contributed little to climate change, 
and as such, the Northern-controlled World Bank is an inappropri-
ate location for signifi cant adaptation fi nance. They also questioned 
whether poor countries could expect to negotiate in good faith with 
Northern partners who establish a globally agreed fund in December, 
then unilaterally create a competing fund the next month. 

In response to the outcry, the UK government pushed the Bank to 
re-design the adaptation component of the CIF. By the time the 
Bank formally approved the CIF, it had removed the adaptation 
fund and added a sunset clause to the two remaining funds, to 
take effect when post-2012 negotiations conclude. Moreover, the 
Bank approved a new governance body for each fund, with equal 
representation of developing and developed countries. It also added 
explicit mechanisms for information-sharing with the Kyoto Protocol 
Adaptation Fund Board. 

Sources: World Bank (2008b) ; World Bank (2008c); Bretton Woods Project 
(2008) 

BOX 3. The World Bank Climate Investment Funds
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A different approach was taken in the creation of the Kyoto 
Protocol Adaptation Fund (AF). This was made operational in 
2007 through decisions taken at the Bali climate negotiations 
that created a Southern-dominated Adaptation Fund Board re-
sponsible for the fund, with the GEF serving as its secretariat. 
The AF represents an interesting experiment in the creation of 
a new institution, in that it is a global body channeling funds 
generated globally, without resources under the direct control 
of a single country. But this experiment also requires new forms 
of accountability. Without dedicated domestic oversight (e.g. 
congressional or parliamentary committees with appropria-
tions authority), who will care if the Fund’s resources are badly 
misspent? This question will need plausible answers within 
the next few years if the Adaptation Fund is to continue to 
be a credible candidate for channeling resources generated 
through new mechanisms under discussion for the post-2012 
climate agreement. 

Evaluating Options for Channeling Funds
Irrespective of whether adaptation resources are channeled 
through development or climate institutions, we argue that 
the following principles of institutional accountability should 
apply.

Key Messages
• Given the involvement of both ODA and climate-specifi c 

institutions, and the fact that the post-2012 negotia-
tions are in their infancy, it seems likely that adaptation 
resources will be channeled through a highly fragmented 
landscape of funding mechanisms for the time being. 
This environment provides for a high degree of experi-
mentation with a range of approaches, which is especially 
useful at this point in history, given the dearth of global 
experience with adaptation to climate change. 

• The fragmentation of the adaptation fi nancing landscape, 
however, poses signifi cant coordination challenges for 
those responsible for generating adaptation funding, and, 
perhaps more importantly, for those on the receiving end 
tasked with implementing activities funded through a 
variety of mechanisms.

• An additional challenge is that of institutional account-
ability. Few existing institutions available for channeling 
funds to developing countries are fully trusted by both 
donor and recipient countries. Accountability mecha-
nisms should be designed into any new institutions to 
prevent a replication of this problem.

V. Implementing Adaptation

How do we ensure adaptation funds are used most effectively? 
Given that efforts to adapt to the changing climate are con-
nected to so many aspects of economic development, imple-
mentation of adaptation activities is intimately tied up in a 
wide range of other activities: natural resource management, 
infrastructure improvement, health systems, agricultural tech-
nology, disaster preparedness, poverty alleviation and more. 
In this tangled context, how to spend adaptation funding, who 
should spend it, and where to prioritize investments all become 
challenging questions. 

Current Efforts
Adaptation efforts to date have predominantly taken a project 
funding approach. A 2007 WRI review of 135 cases of con-
crete adaptation activities in the developing world found the 
largest number to consist of projects at the local level in rural 
communities. 28 At the national level, too, some of the earliest 
adaptation planning has focused on project activities under 
the aegis of National Adaptation Plans of Action (NAPAs), 
developed through a provision in the UNFCCC. Through their 
NAPAs, least developed countries identify priority activities 
that respond to their most urgent and immediate adapta-

Transparency: Institutions need clearly established funding 
criteria and mechanisms for channeling resources to recipient 
countries. All decisions should be made publicly available. 

Appropriateness: Adaptation funding is fundamentally compen-
sation not aid. Loans are not an appropriate vehicle, concessionary 
or otherwise.

Southern engagement: Developing countries should be rep-
resented heavily within adaptation funding institutions and help 
shape allocation decisions. Climate-proofi ng of ODA should be 
aligned with Paris Declaration principles.

Capacity: Roles and responsibilities of all parties involved should 
be made clear and agreed. The technical and human resources 
needed for effective management of funds must be made available 
to the funding body. 

Professionalism: Individuals entrusted with the management of 
these funds should be held to a high standard of professionalism 
and public accountability.

Monitoring and evaluation: Systems should be in place for 
monitoring the impact of adaptation investments and revising 
funding practices in response.

BOX 4.  Channeling Adaptation Funding: 
Guiding Principles
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tion needs. Thirty-eight of forty-nine eligible countries have 
completed NAPAs to date, each identifying an average of ten 
priority projects29, with plans from another six countries due 
in fall 2008. Identifi cation in a NAPA is supposed to fast track 
funding for projects via the UNFCCC adaptation funds (see 
Table 2 above), but by November 2007 only eleven countries 
had submitted NAPA projects for funding, and by March 2008, 
only one project, from Bhutan, had received funding. Fifteen 
projects have now been approved and are completing project 
preparation documents. 30

The snail-like pace of funding for NAPA-identifi ed projects 
has several causes, including a slow project application process 
and high transaction costs. In response to the latter, and to the 
piecemeal nature of project-by-project adaptation, emphasis 
has begun to shift toward integrating adaptation into ongoing 
development planning. A growing number of both climate and 
development practitioners believe that adaptation efforts are 
likely to be more successful if adaptation is embedded within 
broader efforts. National development plans in particular, they 
argue, must take climate into account if resources generated 
through fragmented international mechanisms are to result in 
coordinated domestic action by developing countries.31

To date, however, there is little consensus about how to in-
tegrate adaptation into development planning programs. A 
number of initiatives are developing methods and guidance, 
including work by the OECD-DAC and the World Bank. 
The UK government has funded pilot initiatives to promote 
integrated adaptation planning in a number of countries, and 
the Dutch government has supported efforts to build selected 
NAPAs into more comprehensive planning documents. There 
has also been speculation as to whether the Poverty Reduction 
Strategy Papers (PRSPs) could provide an effective vehicle for 
“mainstreaming” adaptation into national development plan-
ning. However, most of these efforts remain in the early stages, 
with little on-the-ground experience. Likewise, the national 
climate change plans recently released by countries such as 
China, India, South Africa and Bangladesh have not yet been 
operationalized, and it is not clear how they will interact with 
other national planning efforts.

Moreover, the emergence of “mainstreaming fatigue” sug-
gests there may be limits to the effectiveness of the capacity 
for integrating adaptation into development. Government 
bureaucrats and development practitioners have in many 
cases been spread thin by multiple mainstreaming mandates 

(gender, the environment, governance, etc.), and climate 
mainstreaming proponents should be prepared for possible 
push-back. Likewise, the recently constituted Kyoto Protocol 
Adaptation Fund Board (AFB) seems likely to take a project 
based approach to its funding, at least initially, because of 
pressure to get funding fl owing to countries before a more 
strategic programmatic approach can be agreed. At its most 
recent meeting, the AFB discussed the desirability of linking 
project selection to national development strategies and plans. 
However, a specifi c approach was not agreed, due in part to 
the diversity of methods used by countries in planning their 
national development. 

Future Challenges
While the project based approach seems likely to persist in 
some contexts, the desirability of integrating adaptation into 
development will doubtless become increasingly clear to 
decision-makers, as the effects of climate change in differ-
ent sectors and in specifi c development endeavors become 
better understood. We believe that programmatic funding 
approaches that help integrate adaptation into development 
planning will be critical to effective deployment of public 
fi nance, given that: 

• the effects of climate change vary over time and place, 
creating unique, dynamic adaptation needs in each 
country;

• each country’s unique institutional and socioeconomic 
circumstances affect its adaptation needs at least as much 
as biophysical impacts; 

• climate change impacts cut across sectoral boundar-
ies, producing effects on a wide range of development 
activities that will be diffi cult to address through a single, 
siloed set of “climate change” activities; 

• national planning offers an important vehicle for coor-
dinating use of the fragmented funding likely over the 
near-to-mid-term.

In the short to medium term, irrespective of whether a project 
or programmatic approach is pursued in a specifi c instance, 
we propose a set of key principles that can support effective 
use of resources for adaptation.

The above principles by no means represent the full spectrum 
of criteria that could be considered in shaping adaptation 
programs and prioritizing specifi c investments. Most decision-
makers will also want to develop a range of other specifi c 
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criteria relevant to their country’s particular climate impacts 
and development circumstances. However, these principles 
can support the development of an enabling institutional and 
policy environment that builds capacity over time, fosters adap-
tive action by a broad range of players (local governments, the 
public, businesses), and helps successful initiatives to replicate 
from the bottom-up. These are important spending priorities 
for effective adaptation, irrespective of location. 

Vulnerability focus: Adaptation planning should entail the iden-
tifi cation of the most vulnerable people and prioritize reduction of 
their vulnerability. This requires special attention to gender and 
poverty issues.

Local ownership: Adaptation priorities should not be imposed 
upon a country or community from the outside. Decisions should 
be made at the lowest possible level.1

Precautionary approach: Lack of full scientifi c certainty should 
not be used as a reason to postpone action on adaptation.2

Learning by doing: Effective adaptation requires action in the 
absence of complete information. Decision-makers should not wait 
to act, but should instead put in place fl exible systems through which 
learning can be captured, mistakes rectifi ed, and future activities 
adjusted.

Access to information: Adaptation activities should be conducted 
in a transparent way, with public access to relevant information for 
all stakeholders.3 

Public participation: All stakeholders should be actively and 
meaningfully involved in adaptation decisions — including the most 
vulnerable, who are often marginalized.4

Access to justice: Adaptation decisions require mechanisms for 
resolving confl icts and for enabling people to seek redress and 
remedy when they believe their rights have been violated or they 
have been harmed.5

Notes
1  Based on Paris Declaration (OECD 2005, p.3) and Rio Declaration on 

Environment and Development Principle 10 (UNEP 1992).
2  Based on Rio Declaration on Environment and Development Principle 15 

(UNEP 1992).
3   Rio Declaration on Environment and Development Principle 10 (UNEP 

1992).
4  Ibid.
5  Ibid.

BOX 5.  Implementing Adaptation Funding: 
Guiding Principles

Key Messages
Funding is a necessary, but not suffi cient, ingredient in success-
fully addressing the adaptation challenge. Choices regarding 
approaches to spending will play an important role in deter-
mining the extent and effectiveness of adaptation.

Approaches to spending adaptation funds have evolved, and 
clearly will continue to do so. At the moment, there is growing 
interest in integrating adaptation into development on a pro-
grammatic basis, but there is very little understanding of exactly 
what this means. Concrete models and approaches are needed, 
and lessons from past ‘mainstreaming’ efforts need to be taken 
into account. The NAPAs process also offers lessons. 

While some level of project-based implementation seems likely 
to persist, the emerging goal of integrating adaptation into 
development should increasingly shape the design of mecha-
nisms for generating and channeling funding. Given the need 
for building an enabling environment, for conducting com-
prehensive planning processes, and for providing support to a 
large and diverse set of actors/activities, programmatic funding 
and budget support may be more effective than project-based 
funding models. 

VI. Next Steps: Decoupling Adaptation 
Finance — The Way Forward?

A key message emerging from this paper is the need to design 
adaptation fi nance mechanisms that can provide resources at 
levels commensurate to the challenge of helping developing 
countries adapt to the changing climate. 

 In designing such mechanisms, it is important to note that the 
generation, channeling and spending of adaptation resources 
each represent distinct decisions. In other words, how funds 
are generated need not determine the choice of particular 
institutions for channeling funds, or particular programs for 
spending them. This de-linking of decision-making processes 
could produce two key benefi ts: stimulating much needed 
innovation and experimentation in how funds are generated, 
channeled and disbursed; and promoting the political accept-
ability of supporting adaptation initiatives in both developed 
and developing countries. 

Achieving these two goals will be critical, as both experimen-
tation and political acceptability are ultimately essential to 
grow the adaptation resources available, and to promote their 
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effective use on the ground. The case study below provides a 
window into understanding how differences among generation, 
channeling and spending of adaptation fi nance can assist in 
navigating the complex politics involved in building support 
for adaptation initiatives. It also provides a detailed example 
of how such a de-linked approach might prove effective in 
practice - by improving the political acceptability of US fund-
ing for adaptation through the use of its emerging domestic 
climate policy. 

In the spring of 2008, the Environment and Public Works 
committee of the U.S. Senate drafted the “Boxer-Lieberman-
Warner” climate change legislation, which included provi-
sions for funding adaptation in developing countries. While 
the legislation failed in the end to move forward, its story 
provides a taste of the future debate that will shape prospects 
for adaptation funding from the United States, and illustrates 
the political distinctions among the generation, channeling, 
and spending of adaptation resources. Using the example of 
Boxer-Lieberman-Warner (B-L-W), we draw some conclusions 
on the politics of adaptation funding, with reference to the 
principles outlined in each of the sections above.

The Politics of Adaptation Finance: 
A U.S. Case Study
Funding Generation
The B-L-W legislation, as noted earlier, proposed to use pro-
ceeds from the auctioning of emissions allowances to fund 
adaptation in developing countries. The funds would have 
been generated from newly created greenhouse gas markets, 
and therefore clearly additional to existing development as-
sistance. The design of the legislation also would have created 
a relatively predictable, long-term funding stream, though 
revenue fl ows would shift with the market price of carbon. 
While the funds by themselves cannot strictly be considered 
“adequate,” given the scale of global adaptation needs, the 
amount of resources that would have been generated compares 
favorably with other sources (see Figure 3 above).

Most observers attribute inclusion of this funding provision 
in the B-L-W legislation to the infl uence of the US religious 
community. Religious interest groups have not typically played 
an important role in U.S. environmental legislation, and their 
infl uence often is strongest with Republican lawmakers for 
whom environmental protection is rarely a high priority. How-
ever, the religious community’s traditional concern for the poor 
has prompted growing awareness of climate change, and their 

infl uence persuaded key Republican Senator Warner to rein-
state adaptation funding allocations in the draft legislation.

Channeling Funds
Once provisions for funding generation had been established 
in B-L-W, a key question became which domestic institutions 
should control the funding. The draft legislation at one point 
specifi ed the creation of an inter-agency committee for this 
purpose; later, the task was given to the Department of State, 
in collaboration with the Administrator of USAID. 

Another challenging question concerned whether the re-
sources should be channeled through multilateral funds. 
Environmental interest groups supported putting the money 
into UNFCCC funds on grounds that this would best refl ect 
the ‘compensatory’ nature of adaptation support, and that 
these institutions include developing countries in fund 
governance. However, multilateral institutions have little 
political support in the U.S. Senate, particularly among more 
conservative senators such as Warner. Adaptation proponents 
therefore faced a diffi cult trade-off between the legislation’s 
provision for the generation and channeling of funds. Support 
for provisions to create large, additional, predictable sums of 
funding could be undermined by the political unacceptability 
of multilateral channeling provisions, although the latter 
would better meet the principles of compensation (not aid) 
and Southern engagement. The fi nal draft bill negotiated a 
middle way - protecting the generation of funds by avoiding 
an out-and-out debate on multilateral funding channels, while 
creating an option that would allow the USAID Administrator 
discretion to participate in a UNFCCC fund using up to 60% 
of adaptation allocations.

Spending Funds
The B-L-W legislation listed a wide range of eligible adapta-
tion spending options, rather than specifying priorities. This 
accommodated the fact that a diversity of different activities 
(planning, capacity building, technology transfer, natural re-
source management, infrastructure development, etc.) might 
be needed for effective adaptation, depending upon specifi c 
problems and needs in particular places. The approach also 
promoted political acceptability of adaptation funding by en-
compassing the interests of many stakeholders and decision-
makers. However, in effect, it delegated substantial decision-
making authority to USAID which meant that the B-L-W 
implementation program would not take shape until long after 
the legislation passed. This prompted skepticism from some 
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lawmakers about using climate legislation to generate so much 
funding for adaptation when it was unclear precisely how the 
money would be spent. 

However, procedural provisions for accountability in B-L-W 
were included to balance the high level of discretion allowed 
in the bill’s spending provisions. These elements addressed a 
number of the principles articulated in Section V of this paper, 
and included: a monitoring and evaluation program, empha-
sis on vulnerability reduction, requirements for information 
disclosure, provisions for local consultation, and alignment 
with host country development priorities. The legislation also 
required USAID to develop a process for identifying the most 
vulnerable developing countries, using vulnerability factors 
outlined within the UNFCCC.

Ultimately, the B-L-W climate legislation failed for reasons 
that had little to do with adaptation. However, it provides 
some useful lessons for thinking about future adaptation 
fi nance decisions. In particular, it illustrates how the politics 
of adaptation fi nance may be quite different in the three key 
phases of the decision-making process, since different issues 
and principles come into play when deciding about funding 
generation, channeling and spending. To the extent that these 
decisions can be made separately, doing so may provide fl ex-
ibility to most effectively engage the distinct set of actors, 
issues and concerns relevant to each stage. 

However, our case study also illustrates the signifi cant interplay 
that can emerge between the three stages of fi nance decisions, 
and suggests that this interplay works in multiple directions. 
On the one hand, failure to generate substantial adaptation 
funding would certainly constrain options for channeling and 
spending funds. On the other, channeling and spending deci-
sions also can signifi cantly infl uence the political will needed 
to generate funding in the fi rst place. The larger lesson for 
donor country policymakers is that effective approaches to 
adaptation fi nance will require attention to all three phases 
of decision-making, and to the interplay among them in any 
given political context. 
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