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COP28 in Dubai achieved a historic breakthrough in addressing the finance gap for loss and damage
(L&D). On the opening day, the Parties agreed to operationalize the L&D Fund for responding to L&D,
which has received U.S. $661.39 million in pledges to date.! More than U.S. $100 million was pledged for
funding arrangements for L&D.? In addition, Parties pledged U.S. $40.7 million to the Santiago Network,
which provides technical assistance on L&D and is linked to the L&D Fund.?

However, gaps in public sector finance for L&D remain. This paper examines the issues and options for
financing L&D from public sector sources.

BOX 1: Key Issues and Options for Public Sector Finance in L&D:

Issues

¢ The finance gap for L&D is considerable; therefore, new, additional, adequate, and predictable finance is needed.

* Public sources of grants-based finance are necessary and crucial, but not enough to meet the current needs of
developing countries.

¢ At the same time, private sector financing of L&D is also inadequate, and it could take years before its potential
is fully realized.

e Who is the donor base for L&D finance and how can it be expanded?
Options
* Parties could agree to discuss widening the donor base for the L&D Fund and funding arrangements, taking into
consideration equity and fairness. Discussions could be held at:

e an informal workshop under the Conference of the Parties (COP) or the Conference of the Parties to the Paris
Agreement (CMA)
e the first annual high-level dialogue on funding arrangements for L&D, which could be used to address key issues,

such as the donor base, and give clear political direction on them.

e Parties could mandate the Board of the L&D Fund (the Board) to develop self-assessment guidelines and a frame-
work for L&D finance donors and recipients.

— Parties could decide whether L&D finance should be addressed by or compose part of the new collective
quantified goal (NCQG). Alternatively, Parties could call for ministerial-level discussions on L&D finance
within the NCQG.
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BOX 2: Questions to facilitate discussion

¢ Should the Board and Parties discuss how to widen the donor base for L&D finance? And if so, what is needed
to prepare for an informed, practical, and constructive discussion?

e How could the first high-level dialogue on L&D funding arrangements usefully discuss the need for enhanced
public finance for L&D, including related equity issues?

e What role, if any, could the NCQG play in enhancing finance for L&D?

CONTEXT

THE FINANCE GAP FOR L&D

While uncertainties make it difficult to accurately
estimate the gap between what is needed and available
for L&D finance, the current level of finance still falls
short of what is required.* The level of finance for the
L&D Fund, particularly from public sources, to address
the needs of developing country Parties that are particu-
larly vulnerable to climate change urgently needs to be
enhanced. Private sector financing for L&D is strongly
encouraged but currently woefully inadequate. It could
take years before its potential for responding to L&D is
realized.

PUBLIC SECTOR FINANCE FOR L&D

Public sector financing for L&D under the UNFCCC
and the Paris Agreement is at the core of L&D finance
and takes the form of monetary pledges from Parties.
The establishment of the new L&D Fund at COP27 and
the subsequent operationalization of the new funding
arrangements and the L&D Fund at COP28 closes a sig-
nificant gap in the institutional set-up for L&D under the
UNFCCC and the Paris Agreement.”

BROADENING THE DONOR BASE

COP27 mandated the Transitional Committee in 2023 to
identify and recommend expanded sources of funding,®
acknowledging the necessity to broaden the country
donor base for L&D finance.” At COP28, the Transitional
Committee recommendations were adopted without
further discussion, which meant that the issue of identi-
fying and expanding sources of funding was not further
clarified by the Parties.

The COP28 decision, however, urges developed coun-
try Parties to continue to provide support and encour-
ages other Parties to provide, or continue to provide,
support on a voluntary basis.® It also invites financial
contributions, with developed country Parties continuing
to take the lead.’ The United Arab Emirates, the COP28
host country, and South Korea, both developing coun-
tries, have made pledges to the L&D Fund.'"!

The COP28 decision also established the Board,
which needs to make several decisions this year that
includes naming the fund; an allocation system for
funds; eligibility criteria; and risk management policies.
The Board could also consider deliberating on other
issues, such as widening the donor base. of the L&D
Fund.

THE NEW COLLECTIVE QUANTIFIED GOAL

In accordance with Article 9.3 of the Paris Agreement
and related decisions, Parties will need to adopt a NCQG
on climate finance at COP29, taking into consideration
the needs and priorities of developing countries. The
NCQG will be key in achieving the temperature goal of
Article 2 of the Paris Agreement.!” Therefore the focus of
the NCQG is largely on mitigation. Significant mitigation
will reduce the need for L&D finance in the long run.

However, the NCQG could encourage or acknowledge
L&D as part of the comprehensive response to climate
change. More ambitiously, the NQCG could set a qualita-
tive goal or a quantitative sub-target on L&D finance.
Considerations of equity and fairness could be used to
guide Parties in their discussion on whether and how to
include L&D as part of the NCQG.

Center for Climate and Energy Solutions



PUBLIC SECTOR FINANCE FOR L&D OUTSIDE OF
THE UNFCCC/PARIS AGREEMENT

Finance flows for averting, minimizing, and address-
ing L&D outside of the UNFCCC/Paris Agreement are
channeled through an array of finance streams. These
include humanitarian aid, official development assis-
tance, disaster risk reduction, biodiversity, recovery, and
rehabilitation through multilateral development banks,
and philanthropic funding.”

These finance streams also face gaps in levels of
finance and funding areas, which include finance for
non-economic losses, migration, or displacement due to
slow onset events, and transformational development in
the aftermath of relocation or climate induced disas-
ters." There are also issues in the adequacy, eligibility,
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access, and speed of disbursement of finance for L&D.

THE WAY FORWARD

A key COP28 outcome was the establishment of an
annual high-level dialogue on coordination and comple-
mentarity for the L&D funding arrangements. This
high-level dialogue will identify and provide recom-
mendations on how to close the gaps in funding levels
and areas for L&D.! Parties noted at the third and final
Glasgow Dialogue (June 2024) that the annual high-level
dialogue could have discussions focused on “undertak-
ing global effort to mobilize public finance at scale
through the Fund for responding to loss and damage in
the spirit of solidarity, recognizing the limited role of the

private sector.””

The need for predictable, stable, and mainly grant-
based finance for addressing L&D underscores the
importance of public sector finance, which can also
be used to mobilize larger scale finance, e.g., through
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guarantee instruments, and catalyzing finance from
other sources, e.g., institutional investors.'® Public sector
finance for L&D could also aim to ensure equity and
that developing countries have a chance to achieve the
Sustainable Development Goals.

Parties, experts, and non-party stakeholders could
agree to discussions on widening the donor base for the
L&D Fund and funding arrangements, taking into con-
sideration equity and fairness. Parties could consider:

¢ holding an informal workshop or dialogue under
the COP/CMA to consider how to increase public
L&D finance, in particular grant-based finance, and
address related issues of equity and fairness

e discussing expanding the donor base at the annual
high-level dialogue, which could highlight the issues
and obstacles, as well as possible ways forward, for
enhancing public sector L&D finance

® giving a clear mandate to the Board to develop
guidelines and a framework for self-assessment of
L&D finance for donors and recipients.

Parties will also need to decide whether it could be
helpful to include incentives, set a qualitative goal, or
a quantitative target for L&D finance as part of the
negotiations on the NCQG in 2024. As such, it will also
be imperative to ensure a robust and ambitious NCQG
from the L&D perspective. In addition, it could be dis-
cussed whether L&D finance could be part of the NCQG.
The high-level ministerial dialogues on the NCQG will
address sensitive political questions, most likely along-
side other important high-level events such as the UN
General Assembly high-level meetings, the pre-COP, or
the World Bank Annual Meetings." Parties will need to
assess whether the issue of L&D finance as part of the
NCQG will be a significant priority to raise in the high-
level dialogue.
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