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on Budgets and on Budgetary Control

Monday 30 January 2023
16:00-18:00
European Parliament, Brussels
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PROGRAMME

16:00 Opening remarks by BUDG and CONT Chairs

First session: The global perspective
16:05 Sebastian BLOCK, Environmental Performance Index (EPI)
“Climate performancein the EU according to
the 2022 Environmental Performance Index”

16:15 Brief Q&A re. EPI presentation

16:30 Inge JONCKHEERE, Food and Agriculture Organization of the United
Nations, IPCC
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Sebastian Block
Projectdirector of the Environmental Performance Index (EPI)

Sebastian Block is a Research Affiliate at the Yale Center for Environmental Law & Policy and
the project director of the Environmental Performance Index. He received a Ph.D. in Ecology
and Evolutionary Biology from Princeton Universityin 2022.His doctoral research focused on
the effects of climate change on the dynamics of ecosystems and their biodiversity. Driven by
a growing concern about the climate and biodiversity crises, he is now applying his analytic
and communication skills to help guide environmental policies and investments around the
world..
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Inge Jonckheere,
Forests and Climate Officer, Forestry Division of FAO

Forests and Climate Officer. Actually working in the Forestry Division of FAO of the UN,
Rome, Italy. Experienced International Team Leader with a long and demonstrated history
of working in international technical development (aid) & experience of over 25 years work-
ing in more than 60 developing countries.

PhD in Remote sensing & Earth Observation for climate change.

Strong information technology Team Leader, skilled in Climate change and Space science:
Remote sensing and Earth Observation applications, Innovation & Technology, Sustainable
Development, Land & Forest Management, Restoration, Carbon accounting, Digital plat-
forms, Spatial Analysis and Biodiversity/ Ecology, Cultural heritage assessment using Re-
mote Sensing.

Official ESA Astronaut selection 2021.1PCC Lead Author for several reports including AR6,
Working Group Il (Mitigation) since 2013. UNFCCC certified GHG expert for Belgium since
2011.

Culture,innovation, sports, music & sustainable fashion as hobbies.
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Margit Schratzenstaller
Senior Economist, Austrian Institute of Economic Research
(WIFO)

Margit Schratzenstaller is Senior Economist at the Austrian Institute of Economic Research
(WIFO) and has been working in the Research Group "Macroeconomics and European
Economic Policy" since 2003; she was Deputy Director of WIFO from 2006 to 2008 and 2015 to
2019.Margit Schratzenstaller ismember of the Austrian Fiscal Council, the board of OGfE - the
Austrian Society for European Politics,and the Scientific Advisory Board of the Vienna Climate
Council. She is also member of the board of trustees of the European Forum Alpbachand the
KDZ - Centre for Administrative Research. Her areas of expertise include (European) tax and
budget policy, EU budget, tax competition and harmonisation, fiscal federalism as well as
family policy and gender budgeting. She was deputy coordinator of the FP7 EU project
WWWforEurope (2012-2016) and partnerin the H2020 EU project FairTax (2015-2019),and she
has prepared numerous studies for the European Parliament and the European Commission
as well as for national clients.
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The workshop was co-chairedby Johan VAN OVERTVELDT (BUDG Chair - first session) and
Gilles BOYER (CONT Vice-Chair - second session).

Opening remarks by the co-chairs

Mr VAN OVERTVELDT welcomedthe participants (MEPs, international expertsand EC repre-
sentatives). He emphasisedthat the EU and therefore the EU budget strove to be a frontrun-
ner in the UNFCCC.

Mr BOYER drew attention to ECA Special Report 09/2022, which highlights a significant
problem with the methodology used by the EC for calculating climate finance. He expressed
the hope that the workshop would help to clarify this point and the links between the cal-
culation methodology and the EU’s contribution towards meeting the global need for inter-
national climate finance.

First session: The global perspective

‘Climate performance in the EU according to the 2022 Environmental Performance Index’ -
Sebastian BLOCK, Research Affiliate at the Yale Center for Environmental Law and Policy,
Project Director of the Environmental Protection Index

Mr BLOCK introduced the results of the 2022 Environmental Protection Index (EPI), in partic-
ular the indicators related to climate change. These trace how different countries around the
world performin climate change mitigation and how their performance is related to differ-
ent economic and governance factors.

The EPI isa composite index produced by Yale and Columbia universitiesandreleasedevery
2 years, with a view to assessing environmental sustainability in countries around the world.
The last report published in 2022 covers 180 countries with 40 different performance indi-
cators measuring different aspects of sustainability and grouped into 3 main policy objec-
tives:

— Environmental health;

— Ecosytem vitality;

— Climate change.

The section on climate change, which only considers climate change mitigation, is com-
posedof nine different indicators that measure trends in the emissions of greenhouse gases
(GHQ): there are five indicators which measure the growth rates of the main GHGs, aerosols
and black carbon, and how much the emissions of these gases have been growing in differ-
ent countries over the last 10 years. The data for these indicators come from the Potsdam
Institute for Climate Impact Research in Germany. Based on these indicators, the EPI team
calculates a further four indicators (Projected Emissionsin 2050; GHG Intensity Growth Rate;
GHG per capita; CO, Emissions from Land Cover).
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Mr BLOCK then detailed the observed performance on climate change mitigation across the
world by regions. The scores range from 0 to 100 (the latter being the best possible perfor-
mance). With median scores ranging from 25 to 52, the world as a whole and its different
regions are very far from total successin mitigating their GHG emissions.

The presentation moved on to examine how these indicators correlate with economic fac-
tors:

Climate performance against GDP per capita shows a positive and weak corre-
lation between these two factors. The logarithmic scale means that small in-
creases from very poor to medium poor countries have the largest effect. Mov-
ing up the GDP per capita scale, the result in improved climate performance
becomesweaker.

Climate performance against the services sector (as of % GDP) produces a pos-
itive correlation. Economies that are more service-oriented tend to perform
betterin the EPI indicators.

Climate performance against manufacturing (as % of GDP) shows no correlation
at all. There is a weak and negative correlation but it is not statistically signifi-
cant.

A more telling picture emerges when correlating climate performance with governance fac-
tors, using three governance indicators also used by the World Bank: government effective-
ness (how far people perceive the government as being effective at making good policies),
rule of law (how far these policiesare respectedby people),and regulatory quality (the per-
ceived quality of those policies). Withall three of these governance indicators, thereisa pos-
itive, though weak, correlationto climate performance.

Given that all the above factors are correlated, it is difficult to say what is driving climate
performance, as observed correlation does not imply causation.

To summarise, firstly, finance is important for climate performance because it enables the
technologies neededto reduce emissions (e.g. deployment of renewable energy). Secondly,
the rule of law helps countries make better use of those financial resources. Finally, the ef-
fects of all these different factors are hard to disentangle, and a lot of variation remains un-
explained.

First round of questions

In reply to the first question, by José Manuel FERNANDES (EPP - BUDG), regarding the
role of regional differences in development, Mr BLOCK agreed that there are differences
in the needs of regions. In particular, natural ecosystems will play a big role in climate
change mitigation, also called nature-based solutions. Different countries vary dramatically
in natural ecosystems that can contribute to this global goal. Itis also an important aspect
of international climate finance that the countries which have the largest forests (e.g. the
Amazon in Brazil) carry a global responsibility to protect those ecosystems to mitigate emis-
sions, but they also need financial resources to support that effort. That is just one example
of how needs vary drastically in different regions. In other regions it would be more im-
portant to focus on the deployment of renewable energy to decarbonise the economy. So,
in some countries, the importance of nature-based solutions will be much greater than in
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others. To a second question about additional sources of revenue for climate finance, Mr
BLOCK declinedto respond as itfell outside his expertise.

Noting that ‘do no significant harm’ is a cross-cutting principle in the budget, and that a
substantial percentage of RRF funding has to go to climate policy, Eider GARDIAZABAL
RUBIAL (S&D - BUDG) enquired as to how to prioritise the factors that have an influence
on climate change: from the graphs alone, it is hard to see which factors have the greatest
impact on climate performance. Going beyond what could be inferred from EPI data, Mr
BLOCK agreed with the suggestion that government effectiveness plays a key role: there
need to be good regulations that promote climate-friendly technologies and activities.

Rasmus ANDRESEN (Greens - BUDG) asked about the impacton the topic of the Russian
aggression on Ukraine,and whether countries with lessinequality (wealth/income) perform
better.On thefirst point, Mr BLOCK noted that the 2022 index was compiled before the Rus-
sian invasion and therefore does not capture its effect. However, he pointed to the fact that
the deployment of renewable energy has accelerated not just for climate action but also for
energy securityin some countries. On the climate mitigation effect of lower inequality he
had no data but would expectitto be positively correlated.

Pierre LARROUTUROU (S&D - BUDG) related his experience in France, where a25% reduc-
tion in emissions had been logged, but this did not take into account the carbon footprint
of imports from China - in effect part of the pollution had been outsourced. Mr BLOCK clar-
ifiedthat the EPI only looks at what is happening within countries,and thus does not incor-
porate all the climate and other environmental impacts related to trade. That partly explains
why the EU (the blue dots in the graphs) performs well in the EPI indicators. Another Yale
Universityindex called the Global Commons Stewardship Index explicitly covers the impacts
embodiedin trade and consumption (so-called‘international spillovers’).

‘Climate change: the role of climate finance and way forward’ - Inge JONCKHEERE, IPCC

Speaking from New York, Ms JONCKHEERE based her presentation on the recent UN IPCC
reports which she had co-authored, covering both mitigation and adaptation.

Interms of mitigation, there was bad news: we are not on track tolimit the warmingto 1.5°C
- and beyond this threshold, we will face big climate extremes. With a lot of emissions not
bound to regional and national borders, this is a truly global problem that has to be tackled
globally.In this context she welcomedthe EU’s collective approach.

Ms JONCHEERE took pains to also highlight positive reports: we can see for the first time
that some countries have achieved a steady decrease in emissions consistent with limiting
warming to 2°C. Other good news is that zero emissions targets have been adopted by at
least826 citiesand 103 regions, and that individuals’ efforts to reduce emissions canactually
have a measurable effect collectively. Also, with the advancement of technologies, in some
cases costs for renewables have fallen below those of fossil fuels. Finally, the reportalso in-
dicates that there are now viable options for every sector (energy, land use, industry, urban
development, buildings, transport) to reduce emissions.

Turning to the event’s focus on finance, Ms JONCKHEERE emphasised the urgent need to
close the investment gaps. The IPCC study shows that actual financial flows for the climate
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are 3-6 timeslower than levels needed by 2030 to limitwarming to below 1.5 °Cor 2 °C.In
theory, there is sufficient global capital and liquidity, but the challenge of closing gaps is
widest for developing countries.

Ms JONCKHEERE then provided an overview of the landscape of carbon finance opportuni-
ties, from compliance markets and voluntary carbon markets to a results-based payments
approach to sustainable development. Her presentation ended on the need to maintain a
balance between mitigationand adaptation funding, allowing for loss and damage discus-
sion, and to make the various forms of funding interlinked, harmonised and better coordi-
nated.

Second round of questions

José Manuel FERNANDES (EPP - BUDG) wondered how the massive gap describedcould
be filled, even within the EU. Recognising that Europe and the ‘Global West’ had a duty to
help developing countries achieve climate goals, he also insisted on the need to ensure fair
competition throughout this process. In her answer, Ms JONCKHEERE agreed that the big-
gestimpact of climate change is in the countries that are polluting less. This is not fair and
this is why we as the EU should work harder, both through developmentaid which is a big
part of the budget, and through facilitating knowledge and technology exchange. Solutions
are possible while maintaining people’s standard of living. She also highlighted that we
should raise awareness of sustainability (e.g. raise taxes on non-sustainable goods).

Following a similar line, Pierre LARROUTUROU (S&D - BUDG) noted that the funding
needed for the EU alone had already been pegged at EUR 600 billion per year to reduce
emissions by 40%, while that target had now been raised to 55%. He floated using ECB
money, which according to him would be possible without changing the statutes and trea-
ties, and also revived the idea of a financial transactions tax originally proposed by the
Barroso Commissionin2011,which could yieldup to EUR 57 billiona year. Ms JONCKHEERE
emphasised that, here also, the underlying need was for a change in attitudes. She also
noted that in the carbon market, a lot of money is not being spentin the most efficient way.

Rasmus ANDRESEN (Greens - BUDG) asked for further details on the individual efforts
mentioned in the presentation, which indicated that emissions could be decreased by 40%
to 70% by citizens’ actions. Ms JONCKHEERE pointed to a whole range of choices, e.g. to eat
less meat, to fly less, to use energy more efficiently, to insulate buildings. In her reply to a
second question on the recent ETS agreement, Ms JONCKHEERE noted that a lot of this
carbon trading and emissions trading depends on the standards used, and on the verifica-
tion of these standards. It is extremely hard to see the different impactson the ground and
to have reliable verification systems. That is why this emissions trading remains complicated.
On a final question on the role of fossil fuel subsidies, the expertsurmisedthat as long as
individuals and societies still dependedon fossil fuels, the vested interests and financial in-
centives behind them would remain. The solution is that we have to transition to a new sys-
tem.
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Second session: The view from Europe

The EU contribution to current climate finance goals — status quo, requirements, and op-
tions’ — Margit SCHRATZENSTALLER, WIFO

Ms SCHRATZENSTALLER began her intervention by considering the budget’s contribution
to the EU’s own climate goals. She highlighted the remarkable progress made in the cur-
rent EU budget compared to the preceding one, in particular increasing the climate main-
streaming goal from 20% to 30%, and noted that total climate spending (in MFF and NGEU)
now amounted to EUR 0.5 trillion, which equates to 0.5% of EU GNI. Among the issues still
to be addressed, she emphasised that:
— Targets and tracking methods differ across funds,
— Implementation ofthe ‘do no significant harm’ (DNSH) principle differs,and in
particular, the CAP is not formally covered by this principle,
— There is no differentiation betweenadaptation and mitigation,and
— A comprehensive exante and ex post climate impactassessmentis missing (a
point also criticised by the ECA).

As the way forward, she advocated funding additional climate and biodiversity spending
through shifts within the EU budget, applying the DNSH principle consistently across all
parts of the budget, and conducting comprehensive, exante and ex post assessmenton the
climate impact of all EU spending.

Ms SCHRATZENSTALLER then addressed the EU’s potential contribution to international cli-
mate finance, noting in particular that its actual contribution to public climate finance in
developing countries has doubled between 2013 and 2016. Developed countries’ climate
finance pledges overall have increased substantially since 2013 but still fell short of the USD
100 billiontargetin2020.For 2021, the EU contributionreached USD 23 billion (USD 5 billion
from the EU budget and the rest from the MS), i.e. one quarter of the envisaged USD 100
billion. Compared to the United States, this is a significant share; however, USD 100 billion
is far from enough.

To further increase the EU’s contribution to international climate finance, action is needed
at both MS and EU level. According to the expert, additional contributions could be created
by shifts in expenditures and by raising green own resources (draft resolution of the EP). She
also saw an urgent need to dismantle MS fossil fuel subsidies and to mobilise additional pri-
vate funds.

In conclusion, Ms SCHRATZENSTALLER highlighted that the EU budget is just one element
of EU climate policy, itneeds to be embeddedin the reinforcement of carbon pricingon the
one hand, and in an adequate institutional or regulatory framework on the other.
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Remarks by European Commissionrepresentatives

Christophe GALAND - Acting Director, DG BUDGET

Mr GALAND set out how the EU budget dedicates substantial resources to the objectives of
climate mitigation, climate adaptation, biodiversity and clean air. Through climate main-
streaming, the EU budget is expectedto contribute EUR 557 billionto climate objectivesin
the next 7 years, triple the amount spent for the purpose under the 2014-2020 MFF.In June
2022, the EC published a staff working document on the Climate Mainstreaming Architec-
ture in 2021-2027, where it has outlined the overall framework of green expenditure in the
EU budget, including the methodological approach and the application of the ‘do no signif-
icant harm’ principle.

Sebastien PAQUOT - Acting Head of Unit, DG CLIMA

Complementing the above MrPaquot highlightedthe fact that the NDICl as the maininstru-
ment for funding to third countries is structured more around geographical priorities (76%).
8% is allocated to thematic programmes, including 3% for global challenges. This means
that it is more important than everto make sure that, of the geographical programming, a
significant partis attributed to climate action that will make a difference on the ground in
the different countries.

Spending was evenly split between adaptation and mitigation in 2020 (50.9% vs. 49%),
but less balancedin 2021, with 37% for adaptation and 62% for mitigation. This will need to
be closely watched, as adaption is becoming more and more important for partner coun-
tries.

In terms of perspective, over the last 10 years the contribution of MS and the EC in the form
of climate finance has been constantly increasing, though stagnating this year at EUR 33
billion.Comparedto less than EUR 10 billionin 2013, the increase is still significant. Against
the agreed goal of USD 100 billion, it is clear that the USD 83 billionraised globally so far is
not enough, but most partner countries are aware that the gap is not coming from the EU.

As upcoming challenges, Mr PAQUOT cited:

the new, additional 'Loss and Damage' fund that was agreed in Sharm el-Sheikh
and for which the tool has to be negotiated at COP28,

a need to rediscuss the distribution of donors and beneficiaries for the goal of USD
100 billion per year, in order to reflect changes in the global situation since it
was decided in 2009;

how to betterinvolve private finance, and make all financial flows consistent with
the Paris Agreement, not only in the South but also in the North; and finally,

the new quantified goal that should be agreed by 2025 - and for which the USD
100 billion peryear agreed so far would merely be the starting point of the dis-
cussion.
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Bernhard WINDISCH - Head of Unit, DG BUDGET

Noting that the key open point remains the CAP, Mr Windisch reminded all participants that
there were limits in terms of legal certainty and timeframe to any abrupt changes in this
policy: the CAP Strategic Plan regulation was agreed by all EU institutions, so cannot be
bypassed- although changes can of course be discussed for after its 2027 horizon.

Third round of questions

José Manuel FERNANDES (EPP BUDG) reiterated his question regarding new, additional
own resources to finance climate intervention. In her reply, Ms SCHRATZENSTALLER de-
scribed the first batch of the own resources share of the ETS revenues and of the Carbon
Border Adjustment Mechanism (CBAM) revenues as an important first step. From the EP
draft resolution on the subject, she highlighted some interesting new additional options,
such as a levy on cryptocurrencies and the new statistical national contribution, which could
be based on biowaste. She also supported taxes on aviation, noting that this option was
missing from the EP draft.

Noting the impact of steeply rising prices on developing countries’ industrial investment
and also their food security, thereby undermining their climate change mitigation efforts,
Margarida MARQUES (S&D - BUDG) asked how the Commission intended to help third
countries address these issues. Mr PAQUOT agreed that these developments needed to be
closelyfollowed, and possibly taken up with heads of state directly, as calls for more funding
raised in COP negotiations were not always matched by individual governments’ priorities,
as observed by EU delegations on the ground.

In reply to a question raised by Rasmus ANDRESEN (Greens - BUDG), Ms SCHRATZEN-
STALLER regretfully confirmed that there is no real database regarding MS’ individual
pledges.The numbersin her presentation were taken from a study by the World Resources
Institute dating back to 2018. On Mr ANDRESEN's follow-up question for suggestions on
new resources, she suggested including the ‘Loss and Damage’ fund as well, and creating
an EU climate fund to bundle all pledges, both from the EU and from the MS.

Questioned more specificallyabout the ‘Loss and Damage’ fund and how the EU contribu-
tion to it could be itemised in the budget, Mr PAQUOT replied that within the NDICI, there
are already a lot of tools and instrumentsin humanitarian aid and in cooperation for devel-
opment beyond the climate that address the needs for compensating loss and damage. The
maindifficulty is that, so far, the new fund’s definitionis vague and rather broad. In any case,
new sources of revenue will be needed to finance all aspects of the climate transition.

On Mr ANDRESEN's final question about fossil fuel subsidies, DG BUDG clarified that no
such subsidies exist at EU level. Ms SCHRATZENSTALLER recommended including Member
Statesfossil fuel subsidiesin the European Semester,in order to maintain the pressure for a
phase-out.
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Climate Performance in the Environmental Performance Index

Which factors drive performance around the world?
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Poor climate performance around the world
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Governance factors are also correlated with climate performance
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But what drives climate performance?

All these variables are correlated We need to look at variation not
with each other explained by GDP per capita
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1. Finance enables the technologies needed to reduce emissions
2. Rule of law helps countries make better use of financial resources

3. The effects of different factors are hard to disentangle, and

considerable variation remains unexplained

| Environmental .
=FI Performance epl.yule.edu

Index
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Cost ($2020/MWh)

ol

Some countries have achieved a steady Zero emissions targets have
decrease in emissions consistent with - been adopted by at least 826 cities
R ES T ] (s e e o S e .

Batteries for passenger :

Phdtovoltaiés (PV) Onshbre wind electric vehicles (EVs)
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' . 1 B In some cases,
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300 300 2 800 renewables
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IDGG @ &

INTERGOVERNMENTAL PANEL on ClIMATe chanee WHO UNEP

There are options available
now in every sector that can at
least halve emissions by 2030

% Deman_d and _servic_es

o

Land use Induétry Urban Buil:dingsé Tfanspdrt

et

= Actuél financial flows for climate: 3-6x
lower than levels needed by 2030 to
- limit warming to below 1.5°C or 2°C. - - -

— thereis sufficient global capital and

— challenge of closing gaps is widest for
developing countries
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Technology and Innovation
= investnilent and policiegs push Eforwar(:i low
‘emissions technological innovation :

— effective decision making requires assessing
‘potential benefits, barriers and risks

m—‘ﬁ E?'ﬂ

— some options are technically viable, rapidly
‘becoming cost-effective, and have relatively high
-public support. Other options face barriers

Adoption of low-emission technologies
.:is.slower.in most developing countries,. ..
‘particularly the least developed ones.

. REDD+ -re-p-é-rt-ing-to- the UN-FCC

: : e : ; Belize
... .. Referencelevel submissions .. ... ... ... BRULER . e
- to the UNFCCC : i ; ; Burkina Faso
o o Brazil: Colombia
Brazil DRC - Dominican Republic
Cambodia - India - Ecuador
................................. rreas e sl oe s i G Cannodls
.Congo Ghana : Madagascar ; Honduras El Salvador
. Costa Rica Honduras : Malaysia Argentina Kenya Gabon 5
4 E g - Ethiopia Madagascar Mongolia Bangladesh Liberia Ghana Dominica
oo (S W Colombia. . . . . ;Indonesia. . | . Nepal .. ... .. .Mozambique . .. . GuineaBissau ... .. Malawi. . .. .. Peru ... Dom.Republic
: : Ecuador : Paraguay PNG : Myaninar Malaysia Mexico SaintLucia Guatemala
Guyana :Peru Sri Lanka | Nigeria Nicaragua Pakistan Suriname Indonesia
% Malaysia :Viet Nam Uganda Panama Nigeria Sudan Thailand ‘Panama
Brazil . Mexico : Zambia Tanzania Suriname Solomon Islands Togo Zambia Paraguay

UNFCCC REDD+ results:
11.5 billiont CO,

Colombia
Malaysia
Ecuador

Chile

Colombia
Indonesia
Paraguay

Uganda
LacPDR
Cambodia

Brazil

PNG
Argentina
Costa Rica

Honduras
Brazil
Vietnam
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indonesia
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PNG
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The voluntary carbon market is still small, but growing fast

Wlarkei Sive by Voluntary Carkon Mt Bsuasces asd Retmermnts, J004 18 31 Bugesi 2071

Foresiry and Land use accounied
fior 457% of fraded wolame in 2021

The complicated landscape of carbon finance
opportunities

Results-based Compliance Voluntary
payment markets carbon markets

O GREEM
CLIMATE

FUMD
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A sense of scale: what do volumes look like?

Supply from total REDD+
resulls reportad to the
UNFCCC: 11.6 bilion 1COZ2e

A sense of scale: what do volumes look like?

supply thal meeds Standard
criteria; 500 million tCO2827

Ramaw ".'-51 oar I':r' F".";: et rom
Eupply LMFY -2020 3T
bl (i
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Monitoring and policy needs (here and now)

'. Better data, better decisions? E.g. 10 years of UN-RéDD

= Need for (better) integration of measurable field, airborne and space
borne parameters with practical land/forest (monitoring) solutions for
the climate and policy implementation

= Mitigation efforts versus adaptation: adaptation finance boosted
after Glasgow COP: EU Mission on Adaptation to Climate Change
plays a central, with support to at least 150 European regions and
communities fo become climate resilient by 2030.

= |n 2020, the EU and its Member States pledged around €23.39
billion in climate finance.

o At COP26 the EU pledged €100 million to the United Nations
Adaptation Fund

F 4

&y 4

, Way forward interlinking policy and climate Enam:e

W Balance between funding for mitigation and adaplation needed
¥ [oss and damage funds for developing countries since COP 27

W |mportant policy frameworks and funding to be interlinked, among
others

UN SDGs [(Sustainable Development Goals), SDGs 2. 12 and 15], the EU
Common Agricultural Policy (CAP), the EU Raw Materials Initiative, the
UM Convention for Combating Desertification and Land Degradation, the
Soll Thematic Strategy and the Soil Framework Directive, the EU Water
Framework Directive and the UN Convention on Biodiversity (Aichi
Targets).

4
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Sixth Assessment Repornt
WORFIHD SROUF I LIT - ADWFTATION & WTIATION OF CUMATE

The evidence is clear:

The time for action is now

Thanks for your attention!
More info on

@FAQForestry
@FAOCIlimatechange

inge.Jonckheere@fao.org
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WI FO . OETERREICHISCHES IMNSTITUT
FUR WIRTSCHAFTAFORSCHLUIMG

The EU Contribution to Current
Climate Finance Goals — Status
Quo, Requirements, and Options

targit schratzenstaller

Workshop | The Eale of the EU Budgel in International Climale Fnance ™

Brussek, lanuary 30, 2023, BEuropean Parioment Budget Committes

Outline

Contribution of the EU budget

= to EU climate goals

m to international climate
finance

WIFCO'l
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Contribution EU budget to EU climate goals (1)

Recent progress made

= Climate mainstreaming goal
increased from 207% 2014-2020
to 30% 2021-2027

= Infroduction of DNSH principle

WIFO B

Contribution EU budget to EU climate goals (2)

Funds T?:I:E}E‘u‘ % climate target

o T in. 30% Total volume MFF

CF 48 Min, 37% + NGEU:

1TF 19.21 100% € 1.74 trillion

ESF+ 77 Hot specified (1.7% of EU-GNI)

EAGF 291 Min. 40% [all CAP), ; P

EAFRD 95,58 specifically cli matg spendlr'nl?.
Min. 35% for EAFRD € 0.5 trillion (0.2%

EMFAF | Nol spacilied of EU-GNI)

InvestEL 9 Min. 30%

RRF FFER:E Min, 37%

CEF 0.7 Min. 40%

E5P 14.8 Min. 30%

Horizon B&.1¢ Min. 35%

LIFE 5.4 Min. 41%

IFA T 14.2 Min, mm:ruﬁ by 2027)

m fﬂT iz rah::l ------- EELE 3 ;‘:jtm::rnu-n;ﬂ-r-lgt il

y BR Mékilion h:-c-':--:-lc-:-:-ed rackay WGELE ki din uEF:- bikor n:-lo-cn:-lnr-:l-.a'-:l-rIP:-E W|F|;:_'}.
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Contribution EU budget to EU climate goals (3)

Open questions and issues (1)

mTargets and tracking methods
differ across funds

= Implementation of DNSH
principle differs (CAP?)

WIFOR

Contribution EU budget to EU climate goals (4)

Open questions and issues (2)

= No differentiation between
adaptation and mitigation

m No comprehensive ex-ante
and ex-post climate impact
assessment

WIFO R
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Contribution EU budget to EU climate goals (5)

Is it enough?

Example of green investment gaps in Member
States

---------

B G g Sy
S
 Ofm

]

I e GOF . I

1

1 IIII dnn
FT @ AT BE LT BE Ly OR GF ES T LS MT FH HL I EE TE R

Saiarcs: Dol gadc-Telea o1 al. (3922), WIFCO N

Contribution EU budget to EU climate goals (6)

The way forward (1)

= Increase space for increase of
climate (and biodiversity...)
spending through shifts within EU
budget

m Apply DNSH principle

WIFO R
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Contribution EU budget to EU climate goals (7)

The way forward (2)

= Determine climate impact ex-ante
and ex-post comprehensively

= Strengthen contribution of revenue
side (,,green own resources")

WIFO R

Contribution EU budget to EU climate goals (8)

The way forward (3)
m Increase climate mainstreaming goal
= Improve tracking methodology

= Don't forget other environmental goals
(biodiversity!)

WIFO N

36|Page



Workshop: The role of the EU budgetin international climate finance

EU contribution to international climate finance (1)

EU contribution to public climate finance in developing
countries, in € billion

25 23.40
21,70 23,04
20,20 2040

20
15
10
5 I
o

2014 2015 20M& 2017 201% 2021

Source: Coungll of the European Unign (2022

1 WIFON

EU contribution to international climate finance (2)

Climate finance provided and mobilised, 2013 to 2020,
in VS5 bilion 79.9

71é 147

m
61.8 58.5 145
i I I I

2013 2014 2015 2016 2017 2018 2019
® Bilateral public = Mullilateral public (atkibuted) » Export credits - Mobilised prvale :umbmu:

Bources OECO {2022

WIFON
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EU contribution to international climate finance (3)

Missed target = developed countries” pledges 2013 to 2017,

in US% billion
2020 Targetior 2020
2017 I 1 I 140 794
2016 29.6 m 148 78.3
2017 I — 278 R 145 1.1

2016 BeOOWE 101 5gs
2015 14.2 I

2074 I 204 TE 167 £1.8
2013 I 155 meE 128
1] 10 20 30 40 50 &0 70 a0 0 1040
m Bilateral finonce Mullilateral linance® = Exporl credits Private linance
Bouroe: DECD{2021) * Inolsding 1 o 0 e O Nt banics.
12 WIF_

EU contribution to international climate finance (4)

B Grants M Laans

United States

Australia

Canada

CI'..'er 'Iﬂ'C-I‘IE
threshold
Italy ] 3
United Kingdom
Garmany
MNorway
lapan
Franoe
o X 40 80 80 100 120 40 160 180 200

Progress (%, based an 2018 ligures) towards fair

shiarg of $100 billion climate finance target*

Source: Timperiey (3031), * Dsteues include both bsberal snd mullilatersl cevesapment bank financing, WIF .
19 gng incarporates L ropesn Wnicn ¢limate finaneing, spperiicnsd ta v levam natans, D
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EU contribution to international climate finance (5)

Does EU contribution suffice?
= $ 100 billion by far not enough
= Pledges inflated

WIFO R

EU contribution to international climate finance (4)

The way forward (1)

= Increase space in EU budget for
additional EU contributions to
international climate finance through

= shifts in expenditures
m raising (green) own resources

WIFO R
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EU contribution to international climate finance (7)

The way forward (2)
m Focus on grants (versus loans)

m EU-wide coordination of MS
pledges (,.fair share”)

WIFO R

EU contribution to international climate finance (8)

The way forward (3)
m Dismantle MS fossil fuel subsidies

= Mobilise private funds

WIFOR
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BRIEFING (o
Requested by the BUDG and CONT committees ‘§\=

European Parliament

Backgroundinformation for the BUDG-CONT joint workshop on
‘The Role of the EU Budget in International Climate Finance’

The Committees on Budget (BUDG) and Budgetary Control (CONT) held a workshop on the role of the
EU budget in international climate finance with invitation to Members of the Committee on
Environment, Public Health and Food Safety (ENVI). The workshop covered a series of important
questions regarding the financial instruments needed to reach the environmental goals set outin the
Paris Agreement, of which the EuropeanUnion (EU) and allits Member States (MS) are signatories. More
specifically, the question was raised as to how much has been committed so far financially and how
much of this is the EU’s contribution. The key challenges in answering these questions are brought to
light in the following sections. This briefing provides background information for Members of BUDG,
CONTand ENVIabout what is known to date about international climate finance and the role of the EU
budget in this regard.

1. Introduction

Climate change and environmental degradation are two of the biggest global challenges of our time and
represent an existential threat to Europe and the world. The EU and all its MS have signed the Paris
Agreement (2015) which aims to limit global warming to well below 2°C, and preferably to 1.5°C, compared
to pre-industrial levels. The European Green Deal functions as the EU’s strategic roadmap of policy
initiatives, which aims to support the path to a green transition, with climate neutrality for the European
continent as the ultimate goal by 2050. To achieve these goals, investments from the public and private
sectors are a necessity both within Europe and in therest of the world.

According to the European Environment Agency, ‘climate finance refers to investments that support
significant reductionsin greenhouse gasemissions, and to financial measures that help adapt to the current
and future impacts of a changing climate’. In this light, climate finance refers to local, national, and
transnational mechanisms of financingwith the goal of supporting both mitigationand adaptation actions.
While climate change mitigation specifically refers to efforts that seek to reduce or prevent the emission of
greenhouse gases, adaptation to climate change points out the actions taken to prepare for and adjust to
both the current and future effects of the changing climate. Climate finance is a necessityin both fields.

A call for financial assistance from Parties with greater financial resources in the developed world to those
that are less endowed and more vulnerable is backed by the United Nations Framework Convention on
Climate Change (UNFCCC), the Kyoto Protocol and the Paris Agreement. Country-specific climate action
plans that specify national strategies to cut emissions and adapt to climate impacts are addressed in
Nationally Determined Contributions (NDCs) that are renewed every five years. For effective NDC
implementation, an unprecedented amount of climate finance needs to be mobilised.
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https://www.consilium.europa.eu/en/policies/climate-change/paris-agreement/
https://www.consilium.europa.eu/en/policies/climate-change/paris-agreement/
https://www.consilium.europa.eu/en/policies/green-deal/
https://www.eea.europa.eu/themes/climate/financing-europe-low-carbon-climate
https://www.unep.org/explore-topics/climate-action/what-we-do/mitigation
https://climate.ec.europa.eu/eu-action/adaptation-climate-change_en
https://unfccc.int/topics/introduction-to-climate-finance
https://unfccc.int/topics/introduction-to-climate-finance
https://unfccc.int/kyoto_protocol
https://www.un.org/en/climatechange/all-about-ndcs
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2. How much is actually needed?

Methodological challenges

A wide range of international organisations and climate experts haveattemptedto calculate the amount of
international climate finance which is needed overall to reach the Paris Agreement goals. However, due to
the highly complex character of the climate crisis and the significant range of policy fields that it touches
upon, estimates vary widely. Generally, financial spending is split among mitigation and adaption actions
which in turn are interrelated. While ‘mitigation reduces all impacts (positive and negative) of climate
change [by reducing the sources or enhancing thesinks of greenhouse gases] and thus reduces the climate
challenge, adaptation is selective; it can take advantage of positive impactsand reduce negative ones’".

When looking at the international climate finance estimations needed to reach the Paris Agreement goals
globally, one has to be aware of the inter-relationships between both terms. As outlined by the
Intergovernmental Panel on Climate Change (IPCC), the relationship between adaptation and mitigation
knows various forms.Adaptationaction can have consequencesfor mitigation —and the other way around
— while certain policy decisions can also include trade-offs or synergies between the two. The intrinsically
complicated relationship between both types of actions makes it hardto calculate the real effects of climate
spending on climate change. Additional key challenges—amongmanyothers —in assessing the cumulative
costs of international climate finance relate to the effectiveness of financial spending on climate actions, the
uncertainty associated with alternative emission scenarios, the environmental objectives set and the
definitions used. The methodological limitationsallow for the sketching of many different scenarios on how
tofinancetheroadto a net-zero transition and how much this willend up costing.

Estimation attempts

Ahead of the Sharm el-Sheikh COP27 UN Climate Change Conference in November 2022, the UN
Environment Programme (UNEP) published two annual reports focusing on both ends of the scale. A
differentiation can be made here between the financial needs for climate adaptation and mitigation. The
Adaptation Gap Report 2022 (AGR) states that the adaptation finance gap in developing countries is
widening rapidly as international support is not sufficiently aligned with the needs of 76 developing
countries as expressed in their most recent NDCs. Although actions contributing to climate adaptation
globally have been increasing significantly over time, estimated adaptation needs are currently between
five to ten times higher than international adaptationflows. Based on data gathered from various sources,
the AGR estimates that the annual cost of adaptation in developing countries could be between USD 160
billion and 350 billion by 2030. ‘With increasing levels of climate change[in case the Paris Agreement goals
are not sufficiently metin time], this annual cost was projected to increase to between USD 315 billion and
USD 565 billion by 2050’2, With the cost of capital generally being even higher in emerging markets,
developing countriesrely almost entirely on their developed counterparts tofinance this climate actiongap.

The Emissions Gap Report 2022 (EGR) by the UNEP published in the same month states that even if all
objectives of the current NDCs of participating countries are successfully implemented, the planet would
still end up with an increase of 2.6°C compared to pre-industrial levels, with the current state of policies in
place even pointing ata 2.8°Crise. Thereis a crucial gap in national commitments andthe actions necessary
to reach the Paris Agreement goals. In particular, a rapid increase in investments in low-carbon assets -
renewable energy sources - would be a necessity to support climate mitigation in the long run. While
climate-related investmentsin mitigation rose significantlyto aboutUSD 571 billion per year in 2019-2020,

Klein, RJ.T., S.Hugq, F. Denton, T.E. Downing, R.G. Richels, J.B.Robinson, F.L. Toth, 2007: Inter-relationships between adaptation and mitigation.
Climate Change 2007: Impacts, Adaptation and Vulnerability. Contribution of Working Group Il to the Fourth Assessment Report of the
Intergovernmental Panel on Climate Change, M.L. Parry, O.F. Canziani, J.P. Palutikof, P.J. van der Linden and C.E. Hanson, Eds., Cambridge
University Press, Cambridge, UK, 750.

United Nations Environment Programme (2022). Adaptation Gap Report 2022: Too Little, Too Slow - Climate adaptation failure puts world at
risk. Nairobi. https://www.unep.org/adaptation-gap-report-2022.
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the IPCC has predicted thatan increase by afactorof 3to6is needed on average globally*. Based onresearch
presented by the IPCC, Figure 1 shows the uneven distribution of climate investment needed per region
averaged until 2030, with 2015 used as the base year*. It highlights the UNFCCC’s call for financial assistance
in terms of cross-borderinvestmentfrom Parties with greaterfinancial resourcesin the developed world to
thosethatareless endowed and more vulnerable.

Figure 1: Finance flows and mitigation investment needs per region (averaged until 2030)

Region Actual yearly flow compared to average annual needs (billion US$2015/year)

0 300 600 900 1200
| | I ! |

East Asia x2 x4
North America x3 x6
Europe x2 x4

South Asia x14

Latin America
and Caribbean

Japan, Australia
and New Zealand

Eastern Europe and
West-Central Asia

Africa

South-East Asia and
developing Pacific

Middle East

Source: United Nations Environment Programme (2022). Emissions Gap Report 2022: The Closing Window - Climate crisis calls for
rapid transformation of societies. Nairobi. https://www.unep.org/emissions-gap-report-2022, p. 66.

Using a different methodology, the report (October 2022) published by Climate Policy Initiative (CPI) states
thatat least USD 4.3 trillion in annualfinance flows — mitigation and adaptation costscombined - by 2030
is needed overall to avoid the worst impacts of climate change. This, compared to preliminary estimates
suggesting a total of finance flows in 2021 amounting to USD 850-940 billion, results in a recommendation
of at leastafactor of 4 regarding climate finance by 2030.

Separate research (2018) carried out by the Organisation for Economic Co-operation and Development
(OECD) even estimatesthat anamount of USD 6.9 trillion is required annually upto 2030 to reach the current
climate and development objectives, highlighting that annual investment in energy efficiency and
renewable energy particularly would need to increase by a factor of 5 by 2050. Although all mentioned
reports are based on differentresearch using various types of methodology, the common conclusion is that
thereis a significant gap in international climate finance if the Paris Agreement goals are to be met.

United Nations Environment Programme (2022). Emissions Gap Report 2022: The Closing Window - Climate crisis calls for rapid transformation
of societies. Nairobi. https://www.unep.org/emissions-gap-report-2022.

4 M.Pathak, R.Slade, P.R. Shukla, J. Skea, R. Pichs-Madruga, D. Urge-Vorsatz (2022). Technical Summary. In: Climate Change 2022: Mitigation of
Climate Change. Contribution of Working Group Il to the Sixth Assessment Report of the Intergovernmental Panel on Climate Change [P.R.
Shukla, J. Skea, R. Slade, A. Al Khourdajie, R. van Diemen, D. McCollum, M. Pathak, S. Some, P. Vyas, R. Fradera, M. Belkacemi, A. Hasija, G. Lisboa,
S.Luz J. Malley, (eds.)]. Cambridge University Press, Cambridge, UKand New York, NY, USA. doi: 10.1017/9781009157926.002.
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3. How much has been pledged or committed so far?

Tracking challenges

Throughouttheresearch, a number of tracking challengeshave been identified, which include but are not
limited to the lack of data available on the private sector and some public sector flows, the disparity of
sources, and the intertwining of public and private flows. Public international climate finance is making
progress in its reporting methodology, enabling providers to understand climate investments better.
However, the same level of reporting expertise is lacking in the private sector, which leads to data gaps.
Another challengeis to get a complete picture of climate finance through individual country reports due to
disparate sources. Finally, categorising the different financial flows (public/private and
international/domestic) can also be difficult.

Climate finance between 2011 and 2020

According to therecent CPlreport, global climate finance has almost doubled overthe past decade, with an
average of USD 480 billion per year or acumulative USD 4.8 trillion. Mitigation financing has grown by a 6%
cumulative average annual growth rate (CAGR), while adaptation funding has been increasing rapidly,
achieving an overall 16.7% CAGR. However, current rates of increase are not sufficient to achieve a 1.5°C
globalwarming scenario, evenif global climate finance has grown by 7% CAGR. Geographically, the largest
share of climate finance (76%) was generated and spent at nationallevel, i.e. primarily in East Asia and the
Pacific (mainly led by China), North Americaand WesternEurope. Annual climate flows averaged USD 653
billion in 2019-2020, 15% higher in comparisonto 2017-2018°.

Additionally,at COP16in 2010, the Green Climate Fund (GCF) was establishedand subsequently designated
as an operating entity of the financial mechanism. It is a financial mechanism established by the UNFCCC,
which aims to facilitate the provision of climate finance and serves the Kyoto Protocol and the Paris
Agreement. By October 2019, a total of 27 states — of which a vast majority are EU MS - had pledged to
replenish the fund with an additional USD 9.78 billion equivalent for the four years that followed.

Green recovery measures

Following the COVID-19 pandemic, the OECD created a
platform knownas the Green Recovery Database, which @ Positive @ Negative @ Mixed  Total
measures economic recovery efforts  with

in USD Billion

Positive
environmental impacts, ranking them as positive,
negative or ‘mixed’. Mixed & Negative
According to this database, the budget for Total COVID-19 recovery spending
environmentally positive measuresincreased from USD
677 billion to USD 1 090 billion, which is 33% of total 0 1000 2000 2000
stimulus spending announced since the beginning of
the crisis. Source: OECD Green Recovery Database (2022)

The USD 100 billiongoal

At the UNFCCC's 15th Conference of the Parties (COP15) in Copenhagen in 2009, developed countries
committed to a collective target of mobilising USD 100 billion annually by 2020 for climate action in
developing countries.This target was recognisedin the Cancun Agreementsadopted at COP16. It was then
reaffirmed and extended to 2025 at COP21 in Paris. In 2020, the initial target year under the UNFCCC, the
total climate finance provided and mobilised by developed countries for developing countries amounted
to USD 83.3 billion. While representing anincrease of 4% from 2019, this means that the collective level of
developed-countryclimate finance remained USD 16.7 billion short of the goal.

5

Climate Policy Initiative [B.Naran, J.Connolly, P.Rosane, D.Wignarajah, E.Wakaba, B.Buchner]. 2022. Global Landscape of Climate Finance: A
Decade of Data 2011-2020.
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Climate finance components

The OECD monitors climate finance provided and mobilised by developed countries for climate action in
developing countries based on four distinct components:

— Bilateral public climate finance: public climate finance commitments (excluding exportcredits) by
developed countries for developing countries;

— Multilateral public climate finance attributed to developed countries: climate finance provided
by multilateral developmentbanks (MDBs) and multilateral climate funds to developing countries;

— Climate-related officially supported export credits: financial support extended by developed
countries’ export credit agenciesfor climate-related projectsin developing countries;

— Private finance mobilised by bilateral and multilateral public climate finance and attributed
to developed countries: proportion of finance from private sources mobilised by bilateral and
multilateral public finance interventions in support of climate activities in developing countries
which can be attributed to developed countries.

Bilateraland multilateral public climate finance representedthelargest share of the total. Between 2013 and
2020, itincreased from USD 38 billion to USD 68.3 billion, i.e. by 80%. It should also be noted that since 2015
it has constantly increased year on year. In particular,from 2013 to 2020, multilateral public climate finance
attributable to developed countries increased by 138%, compared to a 40% increase in bilateral public
climate finance for the same period®.

As for climate-related export credits, between 2013 and 2020, they increased by 19%, but their proportion
of the totalremains modest.Mobilised private climate finance increased by almost30% between 2016 and
2020.

Figure 2. Climate finance provided and mobilised in 2013-2020 (USD billion)
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Source: OECD, Aggregate Trends of Climate Finance Provided and Mobilised by Developed Countries in 2013-2020,
https://doi.org/10.1787/d28f963c-en

¢ OECD (2022), Aggregate Trends of Climate Finance Provided and Mobilised by Developed Countries in 2013-2020, Climate Finance and the USD
100 Billion Goal, OECD Publishing, Paris, https://doi.org/10.1787/d28f963c-en

PE 742.134 5


https://doi.org/10.1787/d28f963c-en
https://doi.org/10.1787/d28f963c-en

IPOL | Policy Department for Budgetary Affairs

Thematic splitof climate finance

Both mitigation and adaptation funding provided and mobilised by developed countries increased in
absolute terms between 2016 and 2020. However, over the period 2019-2020, while adaptation funding
increased by USD 8.3 billion (41%), mitigation funding decreased by USD 2.8 billion (5%). In 2020, mitigation
represented 58% of total climate finance provided and mobilised (Figure 2).

Figure 3. Thematic split of climate finance provided and mobilised in 2016-2020 (USD billion)
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Source: OECD, Aggregate Trends of Climate Finance Provided and Mobilised by Developed Countries in 2013-2020,
https://doi.org/10.1787/d28f963c-en

4. How much is the EU’s contribution?

The European Union and its MS are strongly committed to supporting the Paris Agreement and limiting
global warming. In this context, the EU countries are committed under the European Climate Law to a
reduction of greenhouse gas emissions by at least 55% by 2030, supporting the objective to become the
first climate-neutral bloc by 2050.

EU budgetary expenditure and instruments

According to the Commission, 20% of the total EU budget of the multiannual financial framework (MFF)
2014-2020 (totalling EUR 908.40 billion in payments) was spent on climate-related actions. This amounts to
a total of EUR 216 billion of spending on climate-relevantmeasuresunderthe previous MFF.

The current MFF combines EUR 1 074.3 billion (MFF) and an additional EUR 750 billion (NGEU recovery
instrument) for a total budget of EUR 1.8 trillion for the years 2021-2027. An overall climate target of 30%
applies to the total amount of expenditure from the EU budget under the current MFF and 35% for the
Neighbourhood, Development and International Cooperation Instrument (NDICI) which forms the main
financial pillar of the Union’s external action. The EU continues its commitment towards the jointly set goal
of mobilising USD 100 billion per year until 2025 in order to contribute to climate action support regarding
developing economies. The EU is financing the transition to climate neutrality through various instruments
in the current EU budget. Table 1 lists the most prominentinstrumentsin the MFF 2021-2027.
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Table 1.EU budgetaryinstrumentsfor climate finance

Aims to address the socioeconomic impact of the transition to

Just Transition a low-carbon economy and environmental legacy problems to

Mechanism harness new sustainable economic development opportunities
for the places and communities most affected.

65-75 billion

Intended to support 10 MS in meeting 2030 energy targets by
Modernisation Fund contributing to the modernisation of energy systems and 14 billion
improving energy efficiency.

The EU's main funding programme for research and innovation,
Horizon Europe tackling climate change and helping to achieve the UN's 95.5 billion
Sustainable Development Goals.

One of the world's largest funding programmes for the
Innovation fund demonstration of innovative low-carbon technologies that 10 billion
contribute to the reduction of greenhouse gases.

One of the cornerstones of European environment and climate
funding, contributing to the implementation, updating and
development of EU environmental and climate policy and
legislation by co-funding projects with European added value.

LIFE Programme for the
environment and
climate action

5.4 billion

Beyond the EU

The EU and its MS and the European Investment Bank (EIB) are together the largest contributor of public
climate finance to developing economies, providing around EUR 23.4 billion overallin the year 2020 alone.
The Commission’s contributionto developing economieswas EUR 2.6 billion in 2020, the majority of which
tackles climate adaptation activities. Worldwide, the EU is one of the top providers of development
assistance, into which climate action is progressively integrated. The infographicin Figure 4 illustrates that
funds raised to support developing countries to mitigate and adapt to the impact of climate change have
more than doubled since last decade.

Figure 4. Europe’s contribution to climate finance (in EUR billion) since 2013

23.04

2021

Figures include sources from public budgets and development financial institutions of
the EU, its member states (including the UK) and the European Investment Bank.

Source: European Council, https://www.consilium.europa.eu/en/infographics/climate-finance/.
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Supporting publicand private climate finance

Although a significant and increasing share of the
EU’s budget is committed to climate action, there is
still a need for countries to attract additional public
and private financing for the transition to a climate-
friendly economy. According to data from the World
Resource Institute, USD 76 billion globally was
invested in unsustainable, polluting activities and
fossil fuels by public and private agencies in the year
2020 alone. At the same time, significant shortages
remained regarding the USD 100 billion promises
made in the Paris Agreement. According to the
Commission, ‘international climate finance should be
used as a lever to incentivise climate-resilient and
low-carbon investments, complementing domestic
resources in developing countries’. The EU set an
important example by establishing a common
language and a clear definition of whatis ‘sustainable’
through the EU Taxonomy and providingguidancein
thisregard.

EU Taxonomy

Regulation (EU) 2020/852 represents a key step
towards the Union’s objective to achieve
climate neutrality by 2050 by establishing a
framework to facilitate sustainable investment
by means of providing a unified classification
system for environmentally sustainable
economic activities. In this light, the EU
taxonomy would support both public and
private investors as well as policy makers with
appropriate definitions for which economic
activities can be considered environmentally
sustainable. It should contribute to protecting
private investors from greenwashing and to
help companies to become more climate-
friendly while shifting investments to where
they are most needed.

Source:https://finance.ec.europa.eu/sustainable-
finance/tools-and-standards/eu-taxon omy-su stainable-

Challenges

According to a recent European Court of Auditors (ECA) report,the Commission fell short of its self-imposed
target to spend 20% of the EU budget for 2014-2020 on climate action. The ECA reported that the
Commission’s estimated spending was not always effectively relevant to climate action. The report
highlights that the Commission overstated international climate finance by more than EUR 72 billion. This
in turn would mean that only 13% of the EU budget (2014-2020) has actually been dedicated to climate
action. To improve future reporting on climate spending, the ECA recommended that the Commission
obtain scientificevidence to supportthe contributionfromagricultural policy, the largest component of the
EU’s climate reporting. Also recommended is enhancing climate reporting by identifying EU spending with
a potentially negative climate impact, issuing guidelinesto ensure consistency, and taking stock of unused
amounts.

With climate targets far from achieved, there is enormous room for improvement overall regarding
international climate finance. Nonetheless, according to the Environmental Performance Index (EPI) 2022,
which provides a databased overview of the state of sustainability in the world, EU MS are generally among
the highest-performingcountries. Thisresults fromlong-standing and ongoinginvestmentsin policies that
protect environmental health, preservebiodiversity and habitats, conserve natural resources, and decouple
greenhouse gas emissions from economic growth. The framework and funding for international climate
finance provided by the EU has contributed to the high rankingofits MS.
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This jointworkshop gave members ofthe BUDG and CONT Committees
an overview of global efforts to finance the fight against climate change
and of the EU’s role in this context. Key findings were:

— The EU’s contribution, both regulatory and financial, is consid-
erable and exceedsits ‘fair share’;

— However, a significant gap remains between actual commit-
ments globally and the agreed funding level of USD 100 billion
peryear;

— Even more funding will have to be mobilised, including from pri-
vate donors, as this amount is merely the starting point for the
next round of negotiations, which will also cover loss and dam-
age.

MEPs presentagreed that both committees should continue to discuss
these issues over the coming months.
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