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Abstract 

The Paris Agreement reaffirmed the commitment to provide USD 100 billion in international 
climate finance to developing countries by 2020. This Working Paper delves into the history 
and challenges of international climate finance. We emphasize the complexities tied to diverse 
definitions and accounting practices, leading to disputes over climate finance figures, as well 
as the struggle of developed countries to meet the USD 100 billion annual target. With the 
need to mobilize finance for addressing loss and damage (L&D) gaining traction in UN climate 
negotiations, we examine how similar challenges may hinder progress on the L&D agenda. 
Furthermore, we stress the importance of fostering trust between donor and recipient countries 
in the context of financial support pledges under the Paris Agreement. We identify how key 
negotiation processes, like the New Collective Quantified Goal on Climate Finance (NCGG), 
have the potential to change the status quo. 

Keywords: International Climate Finance, Loss and Damage, Climate Finance Accounting, 
Adaptation Finance, Conference of the Parties (COP)  
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1.  Introduction 

The generic idea of international public climate finance (see Michaelowa/Sacherer 2022a for 
an exhaustive collection of contributions on this topic) first emerged in the international climate 
policy context in 1990 at the second World Climate Conference in Geneva where world leaders 
in a Ministerial Declaration recognized climate change as a unique global challenge requiring 
a global response and emphasized the need for financial support to help developing countries 
address climate change impacts (UNFCCC 1990; Michaelowa/Sacherer 2022b). The 1992 
United Nations Framework Convention on Climate Change (UNFCCC) reinforced this, in line 
with the principle of common but differentiated responsibilities (CBDR), mandating developed 
countries to provide ‘new and additional’ financial resources to assist developing countries to 
meet its objectives (UNFCCC 1992). The CBDR principle has often been used to underpin 
that only developed countries in the original configuration of Annex II shall provide climate 
finance. Several observers (e.g., Castro 2016) have criticized this ossification of the UNFCCC 
regime, as countries do not shift their positioning according to their economic development. 
Yet while the Paris Agreement overcame the divide with regard to mitigation contribution, it 
remains firm for international climate finance to this day. 

The UNFCCC also established a financial mechanism for grant and concessional funding. The 
Global Environment Facility (GEF) and the Green Climate Fund (GCF) – established in 1994 
and 2011 respectively – have operated as key vehicles of this financial mechanism (UNFCCC 
n.d.). The Kyoto Protocol (adopted in 1997) also recognized, under its Article 11, the need for 
the provision of climate finance to developing country Parties but did not operationalize it. 
Various other climate change funds were established, most importantly, the Special Climate 
Change Fund (SCCF), the Least Developed Countries Fund (LDCF), both managed by the 
GEF, and the Adaptation Fund (AF) under the Kyoto Protocol (Michaelowa et al. 2020). These 
vehicles have been instrumental in testing and refining concepts and strategies related to 
international climate finance including funding allocation strategies (Watson et al. 2022). Steps 
have also been taken to offer developing country governments greater voice and 
representation in decision-making as is the case under the AF, to increase accountability 
mechanisms, and to use innovative sources of funding – e.g., the AF was partially financed 
through a 2 % levy on carbon credits from the Clean Development Mechanism (CDM) of the 
Kyoto Protocol (ibid.). 

Notably, observers highlight that part of international climate finance reported by developed 
countries is just ‘old wine in new bottles’ whereby developed countries have merely rebranded 
existing development aid as climate finance (Michaelowa/Michaelowa 2011). 

Despite its failure to adopt the successor agreement to the Kyoto Protocol, the 2009 15th 
Conference of the Parties to the UNFCCC (COP 15) in Copenhagen was a key inflection point 
for climate finance. For the first time, developed countries collectively pledged to jointly 
mobilize a specific amount of USD 100 billion in international climate finance annually by 2020 
from a wide variety of sources (UNFCCC 2011; Michaelowa/Sacherer 2022b). The actual term 
had been coined in the run-up to that conference. The Paris Agreement (PA), adopted at 
COP 21 in 2015, confirmed their commitment to this collective goal through 2025 and to 
establish a new collective quantified goal (NCQG) from a floor of USD 100 billion per year 
before 2025 based on developing country needs (UNFCCC 2015). Although developed 
countries have failed to reach the USD 100 billion goal, in 2022, negotiations on the NCQG 
began with a view to having a new target agreed by 2024. In the same year, loss and damage 
(L&D) received solid political legitimacy in the UNFCCC when countries agreed to establish 
new funding arrangements including a dedicated fund to address L&D.  
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Against this backdrop, this paper presents an overview of the state of play of international 
climate finance, highlights the challenges in defining and delivering climate finance, and 
discusses the implications for moving the L&D finance agenda forward inside and outside the 
international climate finance architecture. 

2.  International Climate Finance:  
An Essential Contested Concept? 

The UNFCCC provides a broad definition of climate finance as the “local, national or 
transnational financing – drawn from public, private and alternative sources of financing – that 
seeks to support mitigation and adaptation actions that will address climate change” (UNFCCC 
n.d.). However, there is no consensus on this definition, partly due to the complexity of the 
climate finance architecture. Several other definitions have been put forward by key 
governments and international institutions including the Standing Committee on Finance 
(SCF), Organisation for Economic Co-operation and Development, Development Assistance 
Committee (OECD DAC) and multilateral development banks (MDBs). According to 
Shishlov/Censkowsky (2022), common across these definitions is that climate finance should 
be oriented towards financing climate change mitigation and adaptation activities. Moreover, 
international climate finance is considered to take on a narrower view of the flow of climate 
finance from developed countries included in Annex II to developing countries, as referenced 
in the official UNFCCC climate finance commitments. 

Due to the lack of a common definition, multiple accounting practices exist that lead to 
contestations of the estimation of climate finance figures (Weikmans/Roberts 2019). 
Furthermore, Shishlov/Censkowsky (2022) suggest that not only do the total accounting 
approaches of climate finance differ, but also what counts or is earmarked as climate finance. 
Two broad approaches to counting climate finance are identified. The OECD DAC Rio markers 
where DAC members self-report climate-related development finance along themes including 
mitigation and adaptation, which has led to the overestimation due to the lack of a verification 
system (Weikmans/Roberts 2019). MDBs have similarly adopted a joint approach to report 
climate finance flows through their operations differentiating between climate change 
adaptation and mitigation finance (Shishlov/Censkowsky 2022). 

Additionally, two key frameworks are used for climate finance accounting. First, the OECD 
DAC tracks reports on international climate finance (OECD 2021). Second, the SCF and the 
Climate Policy Initiative (CPI) have developed accounting approaches for global, including 
domestic, climate finance flows, which aim to capture the global climate finance landscape 
including private finance, and of course, are much larger than the OECD numbers. An in-depth 
overview of both approaches is provided by Shishlov/Censkowsky (2022). Both methods 
largely rely on self-reporting, which has raised concerns about the precision and relevance of 
the data. The first OECD report published in 2015 was publicly disputed by the Government 
of India that claimed the OECD had grossly overestimated the climate finance flows by up to 
26 times based on its own calculations (Government of India 2015; Michaelowa et al. 2020; 
Michaelowa/Sacherer 2022b). Other observers have also questioned the legitimacy of the 
OECD – a club of rich countries – in tracking the progress of the international climate finance 
pledges (e.g., Donner et al. 2016; Weikmans/Roberts 2019). 

Pauw et al. (2022) note three other issues that give rise to these large differences across the 
accounting frameworks. First, developing countries and civil society demand that only grant 
equivalents should be used for accounting of international climate finance, while many 
developed countries still count and report all financial instruments (loans, grants, equity, 
insurance) at face value (Oxfam 2018). Secondly, there has been no agreement as to what 
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qualifies as ‘new and additional’ finance which raises difficulties in identifying climate finance, 
especially if also labeled as ODA (Michaelowa/Namhata 2022). Third, developing countries 
criticize ways of including private finance mobilization in the methodologies. The Government 
of India report mentioned above stated that climate finance consists of only cross-border flows 
that have been “actually disbursed”, “new and additional”, “climate specific” and in the form of 
grant/grant equivalent (Government of India 2015). 

This underscores the need for and importance of a common definition of climate finance from 
which common and consistent accounting frameworks and underlying methods of counting 
climate finance can be derived. The SCF, which is enshrined in the UNFCCC, would be the 
most legitimate body to undertake such an effort, but lacks the institutional status required to 
move such a process forward, and would need sufficient political will to be empowered for 
such an undertaking. 

3.  The Elephant in the room:  
meeting the USD 100 billion goal 

Despite the divergent definitions and accounting approaches, there is no dispute that 
developed countries failed to meet the USD 100 billion goal in 2020 as well as the additional 
criteria agreed in the Cancun Agreement in 2010 that indicate that climate finance should be 
‘new and additional’, ‘balanced’ between mitigation and adaptation, and include private 
sources of funding (UNFCCC 2011; COP 26 Presidency 2021). The most recent OECD report 
on progress towards the goal states that climate finance amounted to USD 80.4 billion in 2019 
and around USD 83.3 billion in 2020 (OECD 2022). However, according to Oxfam (2023), only 
USD 21–24.5 billion of this could be considered real support. According to Oxfam, developed 
countries overstated their climate finance contributions, based on their accounting practices 
for loans, noting insufficient grants and inadequate funding for adaptation. Without adequate 
international climate finance, developing country governments are likely to take on more 
sovereign debt. Indeed, governments that had massively borrowed when interest rates were 
low are now struggling with the increasing burden of their debt as inflation and interest rates 
are surging (Michaelowa et al. 2023). 

Given that obvious failure, the COP 26 Presidency published a Climate Finance Delivery Plan 
outlining a path to achieving an average of USD 100 billion per year for the period 2021-2025 
(COP 26 Presidency 2021). 

Deliberations on the NCQG focus on the scope and substance of what the new goal should 
be including the quantum, quality, sources of funding and transparency arrangements to track 
progress (UNFCCC 2022). At the time of writing, six Technical Expert Dialogues of the Ad Hoc 
work program on the NCQG have been completed. The quantum of the goal is expected to 
be one of the contentious issues to resolve in 2024. The SCF concluded in the first needs 
determination report that developing countries would need an estimated USD 5.9 trillion up to 
2030 to finance their nationally determined contributions (NDCs) (UNFCCC Standing 
Committee on Finance 2021). This of course is almost two orders of magnitude above the 
current values. Various developing countries have demanded about USD 1 trillion per year, 
which would be a tenfold multiplication.  

Given that only 23.9 % of the total climate finance reported by the OECD for the period 2016 
to 2020 was adaptation finance (OECD 2021), the NCQG should work towards ensuring that 
50 % of climate finance is directed towards adaptation. Furthermore, the NCQG should 
address loss & damage (L&D) which has no reliable funding source (Chhetri et al. 2021). 
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4.  Coming to terms with loss & damage 

There is no official definition of L&D under the UNFCCC, but there is consensus that L&D can 
be categorized as either economic – for those a monetary value is easily given, e.g., loss of 
income and damage to assets – or non-economic – for which a monetary value is not easily, 
or meaningfully given, for example, loss of lives and health or damage to cultural identity. L&D 
arises from both slow onset events – for example, sea-level rise or glaciers melting – and 
extreme weather events – for example, flooding or drought. It is considered the third emerging 
pillar of international climate policy, to be taken up when mitigation (averting L&D) is 
insufficient, and adaptation (minimizing L&D) action is inadequate or not possible 
(Broberg/Romera 2020). 

Originally conceptualized by the Alliance of Small Island States (AOSIS) in 1991, the 
development of the policy agenda regarding L&D has been highly controversial. On one side 
of the spectrum, L&D is associated with historical liability and compensation, i.e., developed 
countries should be held liable for L&D and compensate developing countries (Calliari et al. 
2019). Developed countries have eschewed legalistic framings and strongly opposed any 
notion of liability, leading to an explicit exclusion of such liability in the Paris Agreement due 
to the insistence of the US. Instead, they have sought to keep L&D firmly within the adaptation 
realm and emphasized overlaps with disaster risk reduction (DRR) and humanitarian 
assistance (Vanhala/Hestbaek 2016; Calliari 2018). A political compromise was achieved in 
Article 8 of the Paris Agreement, followed by the decision of COP 27 that an L&D fund is to 
be set up.  

4.1.  Distinctions and linkages between L&D finance and other types of finance 

The lack of a universal definition for L&D also makes it difficult to distinguish it from other 
policy areas including official development assistance (ODA), humanitarian assistance, 
disaster risk management (DRM), and adaptation. The institutional frameworks that address 
these areas approach elements of L&D incrementally often applying narrow views of L&D 
including limited considerations climate risk and potential future impacts (Franczak 2023). 

ODA supports measures that avert and minimize L&D before it occurs partly through the 
climate compatibility of the sustainable development goals (SDGs). But as discussed above, 
both climate finance and L&D finance need to be ‘additional’ to ODA, which is currently not 
the case. Also, ODA eligibility criteria are based on the income categorization of countries 
which excludes many Small Island Developing States (SIDS) which are particularly vulnerable 
to L&D. Thus, since 2022, SIDS have been advocating for the use of a Multidimensional 
Vulnerability Index (MVI) to gain access to concessional financing and reduce their debts 
(UNDP 2021).  

Humanitarian assistance currently constitutes the lion’s share of L&D-related funding and 
primarily focuses on relief to provide for basic needs in the aftermath of extreme events. Over 
the last decade, there has been an increase in financial volume disbursed, but needs have 
been growing in parallel including an increase in the magnitude and frequency of extreme 
weather events, civil and military conflicts, and recovery after the COVID-19 pandemic 
(Development Initiatives 2023). Some even see a “disaster fatigue” whereby there is less 
willingness to respond to disasters (Development Initiatives 2020). This makes humanitarian 
support unpredictable in responding to L&D in the long term.  

DRM minimizes climate-related L&D through both risk reduction efforts, such as early warning 
systems, contingency planning and insurance, and ex-post measures including recovery 
financing, rehabilitation, and reconstruction. At present the costs of most DRM measures are 
borne by national governments with little external support.  
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Adaptation is critical to minimizing L&D, in the policy realm and is firmly anchored under the 
UNFCCC’s international climate finance (unlike the voluntary “donor” approach in the policy 
areas described above). However, the UN Environment Program (UNEP) 2022 Adaptation 
Gap Report shows that international adaptation finance flows to developing countries are five 
to ten times below estimated needs estimated at USD 160–340 billion by 2030 and USD 315–
565 billion by 2050, with the gap widening (UNEP 2022). Given the ‘blurred lines’ between 
adaptation activities and L&D activities especially at the implementation level, there is a risk 
that carving out L&D financing by financing less adaptation effectively means more L&D will 
accrue in the future, highlighting the need for separate funds to address L&D.  

5.  How does L&D finance stand in comparison with  
other types of climate finance? 

5.1.  Roles of different sources of finance in averting, minimizing and 
addressing L&D 

Recent estimates of residual climate change damages reach USD 290–580 billion per year by 
2030 (Markandya/González-Eguino 2019). Given that huge amount, L&D finance will need to 
come from multiple sources. 

Once the L&D Fund has been established (whether within or outside the UNFCCC financial 
mechanism) and has the right technical capacity, it can support L&D programming and L&D 
response plans in developing countries through sustained funding. Grant-based or highly 
concessional funding will be necessary to ensure vulnerable countries can have the fiscal 
space to achieve critical development goals and reduce their vulnerability to climate impacts. 
National governments can put in place fiscal policies and comprehensive risk management 
frameworks such as contingency finance1 to ensure liquidity in the aftermath of an extreme 
event (Chhetri et al. 2021). 

Insurance and financial risk transfer schemes e.g., the Global Shield Against Climate Risks 
(see: InsuResilience Global Partnership n.d.) favored by developed countries to finance L&D 
may also be useful in certain contexts such as addressing economic losses from extreme 
weather. However, to ensure equity, it would be necessary that they are well-designed and 
sufficiently subsidized to increase affordability for vulnerable and poor populations.  

5.2.  The need for ‘new and innovative’ financial instruments 

New or ‘innovative’ sources of finance have to fill the L&D finance gap, building on principles 
enshrined in the UNFCCC, including historical responsibility for climate change and the 
‘polluter pays’ principle (Richards et al. 2023; Schmidt et al. 2023). Private sources would be 
mobilized through levies on aviation and shipping, financial transaction taxes and a global 
wealth tax (ibid). These proposals are nonetheless fraught with different political challenges 
that hinder their adoption and implementation including whether the finance can be under the 
remit of one international scheme e.g., the UNFCCC (Roberts et al. 2017). 

5.3.  L&D finance in competition with other types of climate finance 

The discussions on L&D finance do not occur in a historical vacuum. Similar to L&D, for a long 
time, there was resistance against recognizing adaptation in the UNFCCC for fear it would be 
an admittance of liability to climate change that would pave the way for financial compensation 
                                                 
1  Contingency finance is a risk retention approach, where governments “self-insure” themselves against L&D risks as they opt 

to retain the risks instead of transferring the risks to others such as insurers and is used for early response and early recovery 
in the aftermath of an extreme weather event. 
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claims Schipper (2006). Similarly, those who view addressing L&D as part of adaptation, are 
concerned that L&D finance may create perverse incentives that can lead to reduced levels of 
adaptation efforts. Indeed, most of the proposed innovative instruments have not been 
accepted in adaptation settings (Müller 2008) and are already facing rejection in the L&D 
context (see UNFCCC 2023). Lastly, given adaptation programs/projects (as well as L&D) 
typically provide public goods which do not generate revenue (Kempa et al. 2021) they require 
grants which are not attractive to the funders. This has partly contributed to the adaptation 
finance gap described above. Hence, a key question is whether L&D can escape this 
‘adaptation curse’ and attract adequate funding. 

Mitigation, adaptation, and L&D financing are inherently connected and could benefit from 
integrated funding strategies (Hagemann et al. 2023). Increasingly, policy approaches that 
emphasize the relationship between mitigation trajectories and adaptation and L&D finance 
needs for example, in the context of discussions on cost optimization, are gaining momentum 
and could increase support for financing and implementing L&D activities (Estrada/Botzen 
2021; Hagemann et al. 2023). However, it is not always possible to draw a linear relationship 
between the three pillars, while an approach to ‘optimize’ could also hide trade-offs that can 
result in neither the mitigation, adaptation nor the component addressing L&D being effective.  

OUTLOOK 

This paper has briefly taken stock of the status of climate finance so far, especially in the 
context of the international climate finance target set in 2009 within the framework of the 
UNFCCC. It has summarized the current discussions on a new L&D fund, and how they fit in 
the wider climate finance context. We stress that a promise of financial support in the absence 
of consistent definitions for what counts as climate finance and clear guidelines for reporting 
on climate finance leads to conceptually acrimonious debates between donor and recipient 
countries. Clarity and transparency in the monitoring and reporting frameworks are required 
for countries to build trust, which will be crucial in the negotiations on the NCQG and in moving 
the L&D agenda forward. 

We provide three suggestions for moving forward. First, the first Global Stocktake (GST) of 
the Paris Agreement at COP 28 in 2023 will present a key opportunity for countries to discuss 
and address the historical failures in quantum and type of international public climate finance, 
so they are avoided in the future. For instance, in the discussions on how to finance L&D and 
funding adaptation. The GST also provides a chance for countries to showcase success 
stories, as part of a forward-looking, learning-by-doing approach that can mobilize both public 
and private sector actors to support and replicate effective climate finance initiatives including 
on the use of innovative finance instruments to address shortfalls in climate finance. 

Second, it is clear the current provision of finance and financial arrangements that could be 
used for addressing L&D are quantitatively and qualitatively insufficient given the size and 
scope of the problem. At COP 28, details on the scope of the L&D Fund and funding 
arrangements including sources of funding will be negotiated. While it is evident that 
addressing L&D demands a ‘mosaic of solutions’ as experience from the last decade of climate 
finance has shown, it will also demand definitional clarity, complementarity, coordination, and 
coherence.  

Third, countries will have to iron out ways to ensure the balancing adaptation, L&D, and 
mitigation finance in the context of the NCQG. This is particularly important given that 
adaptation finance remains inadequate.  
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