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Chapter 5  Rising to the policy challenges

Rising to the 
policy challenges5

This Report has focused on the large dispari-
ties across people, groups and countries—
disparities that coexist with and worsen envi-
ronmental degradation and loss of ecosystem 
services that the world’s poor depend on. 
Yes, the challenges are massive. But in several 
respects conditions today are more conducive 
to progress than ever. Global public aware-
ness is higher, and the new calls for democracy 
sweeping parts of the world augur well for 
reform.

Taking the debate further entails bold 
thinking, especially on the eve of the 2012 
UN Conference on Sustainable Development 
(Rio+20). This Report advances a new vision 
for promoting human development through 
the joint lens of sustainability and equity. For 
that vision to become a reality, institutions 
must be strengthened, capacities enhanced, 
policies reformed and democratic governance 
fortified.

The vision calls for an expansive rethink-
ing of the role of the state and communities
—and their capacity to identify and exploit 
emerging opportunities. Building on the 
insights of Amartya Sen and the key princi-
ples of the human development approach, this 
vision stresses an approach to sustainability 
and equity rooted in inclusion, participation 
and reasoned public debate, while recognizing 
diverse values, conditions and objectives.

Beyond the Millennium Development 
Goals the world needs a post-2015 develop-
ment framework that ref lects equity and 
sustainability: Rio+20 stands out as a great 
opportunity to reach a shared understanding 
about how to move forward.

This chapter proposes key reforms at the 
national and global levels:
•	 At the national level it stresses the need 

to bring equity to the forefront of policy 
and programme design, and the potential 

multiplier effects of greater empowerment 
in the legal and political arenas.

•	 At the global level it calls for greater 
resources to be devoted to pressing envi-
ronmental threats and for more equitable 
representation of disadvantaged countries 
and groups in accessing finance.
Concerted actions can bring equity and 

sustainability closer to the centre of human 
development. Too often development plans 
invoke unnecessary trade-offs—sacrificing a 
healthy environment or equitable distribution 
of wealth for the sake of economic growth. 
Implicit is the notion that one aim is a luxury, 
less important than the other. Power imbal-
ances and political constraints loom large. 
And too often the plans are incomplete, not 
designed to promote equity. But policies can 
maximize the synergies among healthy com-
munities, healthy economies and a healthy 
environment.

The chapter reinforces the central con-
tention of this Report: that integrating the 
approaches to sustainability and equity can 
produce innovative solutions and concrete 
guidelines to promote human development.

Business-as-usual is neither 
equitable nor sustainable

The conventional focus on maximizing growth 
has been associated with a model that ignores 
the environmental impacts and externalities of 
economic activity. This is true in a command 
and control system (the former Soviet Union), 
in a liberalizing socialist economy (China in 
the 1990s) and in fairly free market economies 
(Australia and the United States over much of 
the 20th century). Especially since the Second 
World War, accelerations in economic growth 
have been carbon-intensive, and economic 
regulation has been scaled back. As chapter 2 
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shows, untrammelled growth without regard 
for the environment has brought the world to 
the point where the concentration of carbon 
dioxide in the atmosphere already exceeds 350 
parts per million and is heading to levels that 
risk multiple catastrophes.

In the face of daunting environmental 
challenges that endanger prospects for con-
tinuing progress in human development, con-
certed global action too often falls far short of 
what is needed. This chapter reviews the scale 
of the challenges and points to a fundamental 
contradiction: business-as-usual is neither sus-
tainable nor equitable, but attempts to move 
forward are beset by political economy con-
straints. It proposes key principles for coun-
tries to promote change and then addresses 
key elements at the global level.

Worsening environmental degradation 
could soon break the 40-year pattern of conver-
gence in human development across countries. 
Consider the potential trade-offs between eco-
nomic costs and environmental damage given 
today’s technology and carbon intensity of 
production. Simulations for this report sug-
gest that if no country or region is prepared 
to bear a loss of more than 1 percent in total 
future income, or more than 5 percent of its 
income in any five-year period, carbon dioxide 
levels will trigger a temperature increase of 3°C 
above preindustrial levels by 2100.1 But a tem-
perature rise above the 2°C threshold would be 
catastrophic for many developing countries,2 
as chapter 2 describes. So, we highlight the 
potential outcomes of alternative paths and a 
framework to induce global cooperation. Sys-
tematic thinking about how to share the costs 
of adjustment and promote greener growth 
is critical, alongside concerted public action 
to support innovations in technology and 
enhance voice and accountability.

A fundamental rethinking of the con-
ventional growth model is well under way. 
The 2008 global financial crisis and its after-
math reinforced the growing consensus that 
deregulation went too far and that the pendu-
lum should swing back.3 Indeed, compound-
ing the economic failures of conventional 
policies are the other costs they can introduce
—such as greater inequality and environmental 

degradation. As chapter 1 argues, lessons from 
the recent financial crisis can be applied to the 
potential effects of climate change (see box 
1.1). More active public policy is critical, not 
least because development must be decoupled 
from carbon emissions and the true value of 
ecosystem services should be incorporated into 
national development plans. The good news is 
that there is growing recognition, or rediscov-
ery, of industrial policy—of proactive policies 
and interventions to restructure an economy 
towards more dynamic activities—even at 
such institutions as the World Bank, long a 
proponent of free market approaches.4

Overcoming pervasive market imperfec-
tions requires, among other things, internaliz-
ing the externalities in decision-making and in 
some cases creating markets where none exist
—as for some ecosystem services. Because of 
the costs and risks created by greenhouse gas 
emissions, the loss of ecosystem services due to 
environmental degradation and underinvest-
ment in innovations, more support should go to 
promoting innovative renewable energy tech-
nologies. If firms underestimate the long-term 
benefits of investing in new technologies or if 
they cannot appropriate the benefits, they will 
invest less than is optimal socially and globally.

As chapter 4 shows, well designed, well 
implemented incentives can elicit change. For 
example, Japan’s 2009 buy-back system for resi-
dential rooftop photovoltaics promoted invest-
ment and provided incentives for customers to 
reduce electricity use. Similarly, tax incentives 
have encouraged renewable energy investments 
in Canada, Denmark, India, Sweden and the 
United States.5 But price-based incentives, 
especially for scarce resources, need careful cal-
ibration to avoid impoverishing or excluding 
already disadvantaged groups.

A key constraint to public action on envi-
ronmental problems is lack of awareness. About 
a third of the world’s people seem unaware of 
climate change, and only about half consider it 
a serious threat or know that it is caused at least 
partly by human activity (see box 2.5 in chap-
ter 2). But even with raised awareness, serious 
political constraints would remain—in other 
words, our collective failure to act also reflects 
the complexity of the politics and the power 
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of groups opposing change. Chapters 2 and 3 
show how many countries and communities 
most affected by climate change lack power 
and influence. So understanding these con-
straints is a vital first step in framing strategies 
with a real chance of meaningful change.

As chapter 4 discusses, national planning 
processes are critical, but capacity constraints 
and siloed approaches can limit effectiveness. 
In the western Balkan countries, for example, 
a major barrier impeding implementation of 
climate change mitigation policies is the lack 
of national coordination mechanisms.6

It is clear that equity issues go well beyond 
developed versus developing countries—and 
beyond mitigation costs alone—to the burden 
of adjustment. Procedural justice requires that 
all parties be able to participate effectively7
—some of the groups that lobby nationally, 
including those pushing for more equitable 
policies for women and indigenous peoples, 
also merit a voice on the global stage. Similarly, 
global environmental finance and governance 
mechanisms must be informed by principles of 
equity and fair representation that go beyond 
country governments.

Rethinking our development 
model—levers for change

The required transformations involve a pro-
gressive approach that integrates the pillars of 
sustainable human development. Due consid-
eration must be given to differences in coun-
try contexts: one-size-fits-all thinking is rarely 
effective when formulating policy or imple-
menting programmes. Proposed here are two 
major avenues to guide such efforts—one is the 
integration of equity concerns into policy and 
programme design and evaluation, the other is 
empowerment in the legal and political arenas. 
For each avenue the chapter sets forth basic 
principles and highlights the experiences of 
selected countries.

Integrating equity concerns into 
green economy policies
The need to integrate equity concerns 
more fully into environmental policy is a 
major theme of this Report. Conventional 

assessments are often silent on the winners 
and losers of a policy or programme.8 But 
distributional aspects require explicit consid-
eration because effects on the poor or the rich 
might differ from average effects—and some-
times from intended outcomes. It is important 
to consider differences between the rich and 
the poor, between men and women, among 
indigenous peoples and across regions. Such 
considerations are consistent with the stated 
objectives of green economy policies, but they 
warrant a sharper focus in practice.

Integrating distributional aspects into 
cost–benefit analysis has long been recognized 
as important9 but has rarely been practiced, 
resulting in neglect of equity in project and 
policy analysis. In the absence of transfers, 
policies and projects that pass cost–benefit 
tests might not make everyone better off—
and might even reduce the welfare of some 
groups (box 5.1). But appropriately valuing 
environmental and resilience-promoting ben-
efits is difficult. This is true especially of the 
ecosystems for which the value of services is 
not fully known.

The distributional analysis of economic 
policy reforms has advanced in the past decade
—examining effects on the well-being of dif-
ferent groups, especially the poor and vulner-
able. The World Bank has supported many 
such analyses, though sometimes the tim-
ing is too late to inform decision-making or 
policy-makers fail to adequately incorporate 
the results of such assessments.10 And distri-
butional analyses still tend to be restricted to 
income, using conventional economic tools 
and focusing on such transmission mecha-
nisms as prices and employment. Because 
such analyses can miss important parts of 
the picture, we propose that the approach be 
expanded and deepened.

Key principles

Environmental regulations and subsidies 
can affect people’s capabilities as individuals, 
family members, workers, entrepreneurs and 
farmers (figure 5.1). Policy can affect people’s 
endowments, opportunities and agency—and 
through them the distribution of a range of 
assets.
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Both vertical and horizontal equity are 
important. Vertical equity looks at the treat-
ment of individuals across the distribution—
for example, how a tax on gasoline would affect 
people at the bottom of the distribution differ-
ently from those at the top. Horizontal equity 
relates to differences across groups or areas.

Key priorities for integrating equity into 
green economy policy design include:
•	 Mainstreaming the nonincome dimen-

sions of well-being. Building on the Multi-
dimensional Poverty Index could broaden 
understanding of disadvantage and 
highlight the impacts of policy changes 
across all dimensions of deprivation. For 
instance, higher charges for water could 
reduce access, harming health, while more 
expensive kerosene could push households 
back to using biomass for cooking, bad for 
health and the environment.

•	 Understanding direct and indirect effects. 
Direct effects can be followed by a second 
round of indirect changes (see box 5.1).

•	 Considering compensation mechanisms. 
Countries with well developed tax-and-
transfer systems can use income tax sched-
ules or social benefits to offset negative 
effects. For example, South Africa provides 
an income tax deduction for communal 
and private landowners who set aside land 
with high biodiversity value and manage it 
as a protected area.11 But where such sys-
tems are less feasible, alternative compen-
sation or exemptions are needed.

•	 Understanding the risk of extreme events. 
However small the probability, it is essen-
tial to consider the huge adverse conse-
quences of extreme weather events, espe-
cially for the most vulnerable—and to 
reduce the risks.12 Such analysis may reveal 
that investing in land use planning and 
ecosystems can be a cost-effective buffer for 

BOX 5.1

Distributional impacts of policies to cut pollution

Current discussions often raise concerns that policies to reduce pollution can be regressive, 
but rarely is systematic impact analysis brought to bear. The type of analysis needed can 
be illustrated for a carbon permit system such as cap-and-trade—which raises the price of 
products that use fossil fuels intensively, such as electricity. It draws attention to first- and 
second-round effects:
1.	 Everyone faces real income losses, but the effect is regressive if low-income households 

spend a higher fraction of their income on these goods.
2.	 If technologies are capital-intensive, a mandate to abate pollution can induce firms to 

substitute capital for polluting inputs, depressing demand for labour and relative wages. 
Low-income households receive a larger share of their income from wages, so they may 
again be more affected.

3.	 Unemployment may be concentrated among certain regions, industries and groups, such 
as coal miners. When the industry shrinks, workers with industry-specific human capi-
tal lose that investment, while premiums go to skilled workers in renewables and other 
energy-efficient technologies.
These effects raise important empirical questions to be investigated case by case. Re-

search in Organisation for Economic Co-operation and Development (OECD) countries points 
to few truly “green” skills and suggests that most green jobs resemble familiar occupations. 
This is good news for displaced workers in developed countries, but it warrants investigation 
elsewhere.

Low-skilled workers are more likely to be displaced by carbon taxes. In OECD countries 
these workers stay unemployed for longer after job losses than do higher skilled workers and 
are less likely to find employment that pays as well. So, governments need to watch out for 
adversely affected groups when implementing environmental regulations, particularly when 
regulations will affect already disadvantaged groups. Policies must include redistributive and 
backstop mechanisms to avoid these problems.

Source: Fullerton 2011.

FIGURE 5.1
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vulnerable groups against climate risks, as 
demonstrated by mangrove restoration in 
Viet Nam.13

So, rather than accept or reject an individ-
ual policy, it is important to consider a range of 
designs and to determine which can improve 
outcomes for equity. There are always con-
straints in data, analysis, capacity and time, so 
flexibility is needed in meeting the main goals.

Stakeholder analysis is critical. Political 
economy factors and the influence of various 
actors can affect both design and implemen-
tation of policy. For instance, the oil industry 
in the United States spent almost $1.5 billion 
on federal lobbying in 2010.14 And in Tanza-
nia the proposed reform of charcoal produc-
tion, trade and use highlights the needs and 
inf luence of dealer-transporter-wholesaler 
networks.15 Policy design and implementation 
must address such influences and their likely 
impacts.

Institutional arrangements must guard 
against rent-seeking and official corruption—
and more than this, against distortions of sci-
entific facts, breaches of principles of fair rep-
resentation and false claims about the green 
credentials of consumer products.16 Countries 
need industrial policies that support inclu-
sive green growth while being mindful of the 
pitfalls and challenges of state promotion of 
selected types of economic activity. The fea-
tures of a new industrial policy are relevant 
for policies to reduce the carbon intensity of 
development—limited incentives to new activ-
ities, automatic sunset provisions (so that the 
subsidies are temporary) and clear benchmarks 
for success. This requires the right institutions, 
a political champion and systematic delibera-
tions that engage the private sector.17

Country experience

More countries are using distributional anal-
ysis to inform environmental policy design. 
South Africa’s plans to introduce environ-
mental taxes as part of its fiscal reforms were 
informed by stakeholder analyses of likely 
quantitative and qualitative effects.18 Viet 
Nam announced new taxes following impact 
assessments simulating price and sectoral 
effects.19

Policies to drive structural change, such as 
pollution pricing, will inevitably have winners 
and losers. Some companies will claim unfair 
adverse impacts. Policy measures to respond 
to such concerns, such as exemptions and 
compensation, can be costly, and the distribu-
tional impacts need to be understood. Alter-
natives, such as more effective consultations 
and public communications, should also be 
contemplated.20

Consumption and production profiles can 
shape distributional effects. Two examples 
from the energy sector:
•	 Ghana’s electricity sector was draining the 

government budget. In 2002 public utility 
company deficits approached 11 percent 
of government spending, or 4 percent of 
GDP. Distributional analysis found that 
subsidies benefited mainly middle-class 
urban customers: only 7 percent of the 
rural poor used electric light. The lack of 
rural electrification in the poorest north-
ern regions warranted reducing subsidies, 
raising public awareness of energy effi-
ciency and increasing efforts to improve 
market efficiency.21

•	 In Lao PDR, which experienced rapid 
expansion of access to modern energy 
services after the late 1980s, key equity 
aspects were incorporated in programme 
design. A “power to the poor” component 
provides interest-free credits to connect 
poor households to the grid, benefiting 
female-headed households in particular. 
Local communities and rural households 
also receive support for electricity use for 
income-generating activities.22

While some insights can be drawn from such 
interventions, the effects are always context-
specific and require local analysis.

Data constraints can limit understand-
ing. The joint analysis of human development 
and equity impacts requires individual and 
household information, as well as qualitative 
data, to build statistical capacity. This under-
lines the importance of continuing to improve 
disaggregated data, especially in developing 
countries.

Ex ante assessments need to be followed by 
results monitoring. In rural Bangladesh home 
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solar power systems were estimated to displace 
kerosene use equivalent to 4 percent of total 
annual carbon emissions.23 Surveys showed 
that solar subsidies—amounting to almost 
$400 million and allocated through a private 
microcredit agency—were progressive when 
accurately targeted, because the bottom two 
income groups spent about three times more 
on kerosene than the top two. Benefits also 
included better lighting, good for children’s 
education, and reduced indoor air pollution, 
with benefits for health.

Empowering people to bring 
about change
This Report argues for empowerment to 
bring about greater equity and environmen-
tal benefits—and as an important outcome 
in itself. What does this mean in practice? 
Consider two spheres where enhancing voice 
and representation has important links to 
sustainability—the legal, with enabling insti-
tutions and rights to a clean and safe environ-
ment, and the political, with more participa-
tion and accountability.

A clean and safe environment— 

a right, not a privilege

That all people, born and yet to be born, have 
the right to a clean and safe environment is a 
powerful idea, grounded in the framework in 
chapter 1. Despite the slow progress in securing 
such rights globally,24 constitutions in at least 
120 countries address environmental norms 
or the state’s obligation to prevent environ-
mental harm.25 And many countries without 
explicit environmental rights interpret general 
constitutional provisions for personal rights as 
including a fundamental right to a clean, safe 
and healthy environment. That right derives 
from people’s rights to bodily health and integ-
rity and to enjoyment of the natural world.

Amartya Sen, Martha Nussbaum and oth-
ers have noted a close relationship between 
the capabilities approach and rights-based 
approaches to human development.26 But 
unlike the idea of freedom or capability in 
itself, an acknowledged human right also 
incorporates corresponding obligations. Not-
withstanding such obligations, human rights 

are not equivalent to legal rights, although 
they can motivate legislation and thus pro-
vide the basis for legal action. Some rights are 
procedural—as with the right to information 
discussed below—and must encompass both 
opportunity and process aspects.27

Constitutionally recognizing equal rights 
to a healthy environment promotes equity 
because such access is no longer limited to 
those who can afford it.28 And embodying 
such rights in the legal framework can influ-
ence government priorities and resource 
allocations.

Growing country experience

Many EU countries recognize fundamen-
tal environmental rights as a matter of natu-
ral law—as inherent universal rights. In the 
United Kingdom the Human Rights Act 
includes the right to a healthy environment.29 
And although the European Convention on 
Human Rights does not mention environmen-
tal rights, it establishes that serious environ-
mental damage may violate the right to respect 
for private life and family life.30 Sweden rec-
ognizes the right of public access through its 
constitutional “Don’t disturb; don’t destroy” 
policy: people have the right to roam freely in 
the countryside as long as they do not incon-
venience others.31

Kenya’s 2010 Constitution grants the right 
to a clean environment and requires the gov-
ernment to maintain its natural resources.32 At 
least 31 other African countries express envi-
ronmental rights in their constitutions, and 
some—such as Ethiopia and Namibia—also 
stress that economic development should not 
harm the environment.33

The enforceability of environmental rights 
in Africa is largely untested, however, except 
in South Africa. Some countries have struc-
tural impediments. In Cameroon citizens do 
not have the right to appeal to the country’s 
constitutional council, which limits enforce-
ability.34 And in Namibia environmental 
rights can be enforced only by someone with 
a private interest, barring claims in the public 
interest.35

Several Latin American countries, includ-
ing Chile, Costa Rica, Ecuador and Peru, have 
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enforceable environmental rights. The Chilean 
Supreme Court voided a government-issued 
timber licence because it had been approved 
without sufficient evidence of environmen-
tal viability, thus violating the right of all 
Chileans—not just those directly affected—to 
live free of environmental contamination.36

Many Latin American constitutions rec-
ognize environmental rights for indigenous 
peoples.37 Paraguay guarantees that the state 
will defend them against habitat degradation 
and environmental contamination.38 In Guy-
ana environmental rights exist alongside rec-
ognition of the rights of indigenous peoples.39 
Bolivia’s proposed Law of Mother Nature 
takes this recognition a step further, giving 
the natural world equal rights with people. The 
proposal is heavily influenced by a resurgent 
indigenous Andean spiritual world view that 
places the environment and the earth deity 
Pachamama at the centre of life.40

Among Asian countries India is notable 
for allowing aggrieved individuals to challenge 
state action or inaction related to the environ-
ment.41 The Indian judiciary has broadly inter-
preted environmental rights in the constitution 
to protect public health as well. For example, 
environmental advocates successfully argued 
that environmental laws obliged the govern-
ment to reduce air pollution in New Delhi in 
the interests of public health, resulting in an 
order mandating conversion of city buses from 
diesel to compressed natural gas.42

Bhutan has pioneered placing environ-
mental conservation at the centre of its devel-
opment strategy, reflecting traditional norms 
and culture.43 Article 5 of the 2008 Constitu-
tion emphasizes the responsibility of all Bhu-
tanese to protect the environment, conserve 
its biodiversity and prevent ecological degra-
dation. It also stipulates that at least 60 percent 
of the country remain forested in perpetuity.

Even if rights provide only what Immanuel 
Kant called imperfect obligations, they can 
still empower groups and individuals to take 
public action to protect their environment. As 
Amartya Sen wrote, “because of the impor-
tance of communication, advocacy, expo-
sure and informed public discussion, human 
rights can have influence without necessarily 

depending on coercive legislation.”44 Indeed, 
procedural human rights linked to environ-
mental protection often receive more attention 
than substantive environmental rights.45

Enabling institutions

Alongside legal recognition of equal rights to 
a healthy, well functioning environment, ena-
bling institutions are needed, including a fair 
and independent judiciary and the right to 
information from governments. For example:
•	 In the United States conservation groups 

have used information on emissions levels 
to bring public nuisance actions against 
private companies.46

•	 One Million Acts of Green, launched by 
Cisco in partnership with the Canadian 
Broadcasting Corporation and Green-
Nexxus in Canada in 2008, uses television, 
Facebook®, Twitter™ and other Internet 
resources to engage Canadians in conversa-
tions on environmental issues and encour-
age “green acts.” The initiative elicited 
nearly 2 million green acts within a year.47

An institutional context conducive to civil 
liberties is a necessary backdrop. But recent 
Gallup data suggest that a majority of the peo-
ple in close to half of nearly 140 countries sur-
veyed lack confidence in their judicial system 
and courts.48 This underlines the importance 
of implementing broader reforms and improv-
ing the context for enforcing rights.

Rights to government information are 
spreading. At least 49 national constitutions 
recognize them, and at least 80 legislatures 
have enacted right-to-information laws. South 
Africa’s 1996 Constitution guarantees all “the 
right of access to any information held by 
the state and held by another person that is 
required for the exercise or protection of any 
rights.” In Argentina, Canada, France, India, 
Israel and the Republic of Korea higher courts 
have held that constitutional guarantees of 
free expression implicitly recognize a constitu-
tional right of access to information.49

But legislation is just a first step. Imple-
mentation and enforcement are equally criti-
cal. Civil society organizations are impor-
tant for implementation by helping citizens 
understand and use legal rights of access to 
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information, by training public officials in 
information disclosure and by monitoring 
implementation. In Bulgaria a nongovern-
mental organization, the Access to Informa-
tion Programme, provided legal assistance and 
disseminated information to the wider public 
about the right-to-information law and the 
scope of citizens’ rights.50

Information disclosure is very impor-
tant to environmental protection and citizen 
empowerment. Ensuring that polluters disclose 
information on emissions and discharges can 
reduce violations and complement regulation. 
British Columbia’s public disclosure strategy 
had a larger impact on emissions and compli-
ance than the sanctions traditionally imposed 
by Canada’s Ministry of the Environment. 
Stricter standards and larger penalties were also 
influential—suggesting that both information 
and regulation can reduce emissions.51 And in 
China programmes to rate and publicly dis-
close companies’ environmental performance 
have prompted facilities to reduce air and water 
pollution, improving firms’ market competi-
tiveness and relationships with communities 
and other stakeholders.52 The Czech Republic, 
Egypt, Indonesia and Mexico recorded simi-
lar results with the new mandated Pollutant 
Release and Transfer Registers.53

The international community is increas-
ingly recognizing a right of access to environ-
mental information.54 This in turn supports a 
broad interpretation of national constitutional 
rights to information.

The complex cross-sectoral challenges of 
sustainable human development have a long 
time horizon and require long-term com-
mitments.55 Changing decisions, mobilizing 
investment and developing new strategic plans 
can take years if not decades. This may involve 
major institutional reforms to mainstream 
environmental considerations in government 
planning. The government of Rwanda recog-
nized the need to integrate environmental and 
natural resource management plans into the 
country’s development strategy. Its Environ-
mental Management Authority works closely 
with the national and local governments as well 
as civil society to promote sustainable devel-
opment and the right to live in a clean and 

productive environment by requiring that all 
sectors of society manage the environment effi-
ciently and use natural resources rationally.56

Participation and accountability

Process freedoms, which enable people to 
advance goals that matter to them, are cen-
tral to human development and—as discussed 
in last year’s HDR—have both intrinsic and 
instrumental value. Major disparities in power 
are reflected in unsustainable outcomes, but 
the converse is that greater empowerment can 
bring about positive environmental change 
equitably, as chapter 3 argues. Democracy is 
important, but to enable civil society and foster 
popular access to information, national insti-
tutions need to be accountable and inclusive—
especially with respect to women and other 
affected groups.

Forums to facilitate participation

A prerequisite for participation is open, trans-
parent and inclusive deliberative processes. 
Consider energy. As work commissioned for 
this Report demonstrates, most energy deci-
sions are made behind closed doors and rarely 
in democratic fora.57 Because of concerns for 
commercial confidentiality or geostrategic sen-
sitivities about energy supplies, the public has 
participated little in negotiating energy policy 
decisions. “Consultations” can provide limited 
or incomplete information, neglect equity and 
impact assessments, and fail to report results 
effectively. Even where public participation or 
comment is formally invited, its role is often to 
legitimize prior policy choices and decisions, 
not to shape them.58 In Australia, for exam-
ple, cases have demonstrated a lack of open 
exchanges among local government, polluting 
industries and local communities and a failure 
to inform citizens of the risks of living and 
working near toxic sites.59

Where governments are responsive to 
popular concerns, change is more likely. In 
the United States, for example, 23 states allow 
citizens to petition for a direct vote on a pol-
icy initiative, a mechanism that some states 
have used to adopt environmental and energy 
policies (such as Washington in 2006).60 
Some groups have pursued accountability of 
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private corporations in emissions and climate 
change.61 But such concerns may be offset by 
other vested interests—as reported for the 
Russian Federation in the problems civil soci-
ety faced in mobilizing public support around 
greening industry.62 And where civil society is 
active, as chapter 3 shows, it can bring about 
positive outcomes.

An active press raises awareness and facili-
tates public participation. In Rwanda the gov-
ernment launched radio and television pro-
motions highlighting national environmental 
issues and targeting all levels of society. Media 
coverage increased support from the Environ-
mental Management Agency and other gov-
ernment ministries to jointly explore ways to 
integrate environmental concerns into plan-
ning and to enhance cooperation for environ-
mental protection.63

For climate change and other global envi-
ronmental problems, procedural justice implies 
an equal opportunity for all countries to affect 
the direction and content of international 
negotiations. But weak capacity often means 
that few developing country governments are 
represented, let alone able to represent their 
citizens’ interests adequately in arenas with 
high demands for legal and scientific exper-
tise. Although 194 countries attended the UN 
Climate Change Conference in Copenhagen 
in 2010, only a powerful handful negotiated 
the terms of the Copenhagen Accord. In inter-
national summits the top five polluting coun-
tries usually field more than three times the 
delegates of the five countries most affected by 
climate change.64

The news is not all bad, however. Gov-
ernance of the Climate Investment Funds is 
already moving towards more equitable voice 
and participation—with an equal number of 
representatives from donor and developing 
country governments on the governing com-
mittees for each of the trust funds and with 
decisions made by consensus. The Climate 
Investment Funds have also institutional-
ized formal observer roles for civil society, the 
private sector and in some cases indigenous 
peoples, while making the role of observers 
more meaningful by enabling them to suggest 
agenda items and contribute to discussions.65 

The United Nations Collaborative Programme 
on Reducing Emissions from Deforestation 
and Forest Degradation in Developing Coun-
tries goes even farther, since its board, which 
decides on strategic directions and budget allo-
cations, includes representatives of indigenous 
peoples and civil society as full members, not 
just as observers.66

Still, barriers to effective participation per-
sist in many national and local contexts. Some 
groups, such as women, have traditionally 
been excluded from governance institutions. 
But here again, there have been changes, with 
documented results not only on equity but 
on sustainable management of environmen-
tal resources.67 For example, in Europe local 
authorities in jurisdictions with the highest 
recycling rates had a higher than average per-
centage of female managers.68 And extensive 
fieldwork in India has documented that active 
participation by women in community for-
est management significantly improved forest 
protection.69

Community management

Chapter 4 illustrates the growing recogni-
tion of the benefits of community manage-
ment of natural resources. To ensure that 
such approaches do not exclude poor people, 
women, the elderly and other marginalized 
groups, governments and other organizations 
that sponsor community-based projects need 
to involve all groups in decision-making and 
implementation. For example, initiatives to 
mentor community forest groups in Nepal 
sensitized them to issues of equity and partici-
pation, ultimately increasing the participation 
and influence of women and the poor.70

Where women and other marginalized 
groups are included in community decision-
making, the benefits can be substantial. For 
example, Bhutanese community forests have 
the dual purpose of engaging locals in man-
aging forests and regulating access to forest 
resources for sustainable livelihood activities. 
Enabling access to fuelwood, which benefits 
women more than men, is one benefit of this 
approach. Household surveys of Bhutanese 
communities have found that poorer house-
holds and female-headed households were 
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usually assigned a larger share of trees than 
richer households, and women were able to col-
lect more fuelwood from community forests.71

*      *      *
In sum, implementing a joint equity–sustain-
ability approach at the national level involves 
integrating equity into policy and programme 
design and evaluation, bolstering empower-
ment through legal rights and corresponding 
institutions, and promoting greater participa-
tion and accountability.

Financing investment and 
the reform agenda

Policy debates about sustainability raise major 
questions about investment and financing, 
particularly on how much is needed, who 
should have access and who should be respon-
sible for financing what.

Development finance constrains the equi-
table transition to a global green economy 
in two ways. First, it falls far short of global 
requirements. Second, countries and sectors 
have unequal access, so they do not always 
receive the financing they need to address envi-
ronmental deprivations; the poorest countries 
often miss out.

Global capital markets, with some 
$178 trillion in financial assets, have the size 
and depth to step up to the challenge.72 Over 
the medium to long term, and with sufficient 
public sector support, the United Nations 
Environment Programme estimates that pri-
vate investment in clean energy technolo-
gies could reach $450  billion by 2012 and 
$600 billion by 2020.73 The Global Environ-
ment Facility’s experience suggests that private 
investment can be substantial: public funding 
for climate mitigation has leveraged private 
investment by 7 to 1 or more.74 This leveraging 
requires public efforts to catalyse investment 
flows, by developing an appropriate investment 
environment and building local capacity.

These issues are covered in depth in a recent 
UNDP report that highlights policies for build-
ing developing country capacity to mobilize the 
public and private investment flows needed to 
finance the transition towards a low-emission, 

climate-resilient society.75 Medium-term plans, 
budgets and investments can be a foundation 
for consolidating good intentions and providing 
cross-sectoral mechanisms for effective coordi-
nation across donors and government agencies.

Lively debates about the future of official 
development assistance continue. While recog-
nizing the growing importance of private flows 
and the likelihood that aid will shrink as a share 
of development finance for most countries, rich 
countries must not shirk their responsibilities. 
Strong equity arguments warrant substantial 
transfers of resources from rich countries to 
poor to meet equity goals and guarantee equal 
access to financing. And strong economic argu-
ments support measures to solve global collec-
tive action problems, such as climate change.

Where does the world stand?
Although evidence on global needs76 and 
official aid commitments and disbursements 
is patchy and magnitudes are uncertain, the 
overall picture is clear. Development assistance 
reaches only 1.6 percent of even the lower 
bound estimate of needs for low-carbon energy 
and around 11 percent for climate change (fig-
ure 5.2). These numbers are slightly better for 
water and sanitation, where aid commitments 
are more than twice the lower estimate of needs 
and close to 20 percent of the upper estimate.

Access to financing is uneven and generally 
correlated with a country’s level of develop-
ment. Many resources go to the countries devel-
oping fastest. Low-income countries account 
for a third of the 161 countries receiving Global 
Environment Facility allocations, but they 
receive only 25 percent of the funding (and 
least developed countries, only 9 percent).77 In 
2010, under the Climate Investment Funds, 
Mexico and Turkey accounted for about half 
the approved project funding in clean technol-
ogy.78 Evidence also suggests that the resources 
have been allocated less equally over time.79

What development assistance can do
Official development assistance is a vital source of 
external finance for many developing countries. 
Recent years have seen much progress in increas-
ing the quality and quantity of official aid, which 
rose some 23 percent from 2005 to 2009.
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But the contributions still do not meet the 
world’s development challenges. The $129 bil-
lion committed in 2010 was 76 percent of the 
estimated cost of achieving the Millennium 
Development Goals—and not all aid goes to 
achieving the goals.80 Rich countries have con-
sistently failed to meet their stated pledges, 
including that of the G-8 at Gleneagles in 2005 
(to increase aid by $50 billion a year by 2010), 
the European Union (to increase aid from 0.43 
percent of gross national income to 0.56 percent) 
and the United Nations (the long-standing tar-
get of 0.7 percent of gross national income).

Developed countries have pledged $100 
billion a year by 2020 to finance climate change 
mitigation and adaptation in developing 

countries. It is unclear, however, whether the 
funding would really be additional—one con-
cern is that current aid will simply be diverted 
to meet the new targets.81

Access to energy and climate change 

investments

As this Report has already noted, providing 
clean energy to the 1.5 billion people who lack 
electricity and the 2.6 billion who rely on tra-
ditional biomass for cooking is a major win-
win-win. Clean energy offers the potential to 
alleviate poverty, reduce health impacts from 
indoor air pollution and drive social and eco-
nomic development, while mitigating energy’s 
impact on the climate.

FIGURE 5.2

Official development assistance falls far short of needs
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International financial institutions have 
overseen sweeping reforms of the energy sec-
tor in many parts of the world, with a view to 
opening markets and guaranteeing equitable 
access to funds. And countries have positioned 
themselves to mobilize and attract private 
investments to the energy sector. But policy-
makers have yet to steer energy finance towards 
tackling energy poverty82 or climate change on 
a larger scale, especially in places less attractive 
to the private sector.

Redirecting energy finance will require 
greater political will and exceptional leader-
ship. Moreover, addressing energy poverty 
needs to stay at the head of the agenda because 
doing so is central to maintaining public sup-
port and development assistance for achiev-
ing the Millennium Development Goals and 
beyond.

A key dimension of climate policy discus-
sions relates to the size, direction and source of 
financing. The World Bank recently outlined 
the difficulties in tracking such investments, 
including limited and inconsistent informa-
tion in reporting systems, the ambiguous pur-
pose of some flows, the confidential nature 
of some transactions and double counting.83 
Costing is difficult, in both theory and prac-
tice, and the scope of the estimates differs 
along with the methods. Underlying assump-
tions matter—especially those regarding the 
discount rate. So do assumed consumption 
and production elasticities to changing prices. 
With these caveats in mind, we review the 
available evidence and find:
•	 Recent estimates of the investments needed 

to reduce the concentration of greenhouse 
gases (mitigation costs) range widely, from 
0.2 percent of annual global GDP to 1.2 
percent by 2030.84

•	 Estimating adaptation costs is even harder, 
and it is difficult to distinguish them 
from related development investments. 
This Report’s updated estimates of annual 
investment requirements for adaptation are 
of the order of $105 billion,85 within the 
$49–$171 billion range proposed by the 
United Nations Framework Convention on 
Climate Change by 2030. Other estimates, 
which account for the costs of adaptating to 

the impact of climate change on ecosystems, 
are two to three times higher.86

•	 Estimates of total annual mitigation and 
adaptation costs to address climate change 
by 2030 range from $249 billion to $1,371 
billion. Why the large difference? Because 
the costs of integrating renewable energies 
are context- and site-specific and thus dif-
ficult to estimate globally.
The amounts needed are clearly large, if 

uncertain. But they are below current spend-
ing on defence, on recent financial sector bail-
outs and on perverse subsidies, indicating the 
scope for reassessing priorities. In 2009 global 
military expenditure neared 3 percent of world 
GDP, while some countries spent much more, 
including the United States (4.7 percent of 
GDP) and the Russian Federation (4.3 per-
cent of GDP).87 The bailouts in the wake of the 
recent financial crisis were close to $700 bil-
lion in the United States under the Troubled 
Asset Relief Program, while EU commitments 
were close to $1 trillion (about 6  percent of 
annual GDP in both cases).

As the previous chapter shows, there is 
enormous scope for reducing environmentally 
harmful subsidies. Uzbekistan, for example, 
spends over 10 times more on fossil fuel con-
sumption subsidies than on health (32 percent 
of GDP, compared with 2.5  percent), while 
Iran spends 20 percent of GDP on fossil fuel 
consumption subsidies, compared with less 
than 5 percent on education.88

Are developed countries meeting the financ-
ing commitment implied by their “common 
but differentiated responsibilities” under the 
Framework Convention on Climate Change? 
No. Almost $32 billion has been pledged for 
climate change actions (about 19 percent of 
total official development assistance).89 But the 
pledges fall well short of estimated needs, and 
disbursements fall well short of pledges: most 
of the “new and additional” funds pledged at 
the 2009 UN Climate Change Conference in 
Copenhagen have not been delivered, and less 
than 8 percent of pledges for climate change 
were disbursed in 2010. Governments have yet 
to agree how to track spending or determine 
whether funding is truly additional—accurate 
monitoring requires an aid baseline.
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Some 24 special climate change funds 
already exist, ranging from international 
sources of funding such as the Hatoyama Ini-
tiative (which has received 48 percent of total 
pledges to date—35 percent from public sources 
and 13 percent from private sources) to national 
trust funds that can receive donor funds, such 
as the Indonesia Climate Change Trust Fund 
(0.06 percent of pledges). The funds differ in 
structure and include both bilateral and multi-
lateral arrangements, making reliable monitor-
ing of spending very difficult.

Given this fragmentation, climate finance 
must incorporate the lessons of aid delivery 
to improve how assistance is organized and 
delivered. The 2005 Paris Declaration on Aid 
Effectiveness and the 2008 Accra Agenda for 
Action agreed on principles to promote coun-
try ownership, aid alignment and harmoniza-
tion, results, and mutual accountability. The 
2007 Bali Action Plan shows how these prin-
ciples can be incorporated into climate change 
finance. This state of affairs does not imply that 
there should be one global superfund, which is 
neither feasible nor desirable, but it did show 
the scope for reducing complexity and enhanc-
ing access and transparency. Equally impor-
tant is avoiding parallelism in funding, as far as 
possible, instead integrating provisions for cli-
mate change in national planning and budgets.

Water supply and sanitation

How much will it cost to meet the Millennium 
Development Goal targets for safe drinking 
water and basic sanitation? Assessments depend 
on baseline and demographic assumptions and 
on whether they include maintenance costs and 
use low-technology options. Moreover, defini-
tions of “water supply” and “basic sanitation” 
differ, and consistent data are often lacking.

The 2010 Global Annual Assessment of 
Sanitation and Drinking Water (GLAAS) esti-
mates for achieving the Millennium Develop-
ment Goal water and sanitation targets, which 
take several earlier cost estimates into account, 
range from $6.7 billion to $75 billion a year.90 
Much more would be needed to achieve uni-
versal access.

The amounts now being spent from domes-
tic and international sources are much lower. 

For 20 developing countries reporting drink-
ing water and sanitation expenditures, GLAAS 
2010 estimates median government domestic 
spending at $65 million in 2008 (0.48 percent 
of GDP). For 2009, the most recent year with 
data, aid commitments totalled $14.3 billion 
and disbursements $7.8 billion.

Investor belief that the water and sanita-
tion sector in developing countries is a high-
risk, low-return investment makes market-
based financing difficult to mobilize. And 
while reforms in governance, institutions and 
tariffs are critical to the sector’s financial sus-
tainability, innovative schemes are bridging 
the financing gaps in the interim (box 5.2).91

Again, greater efforts are needed. Gov-
ernment clearly is important, but reliance on 
financial aid is high, covering much national 
spending on sanitation and drinking-water
—in some countries, near 90 percent. And 
even with cost-effective innovative approaches, 
as in community sanitation, public commit-
ment is too low. Refocusing assistance is called 
for, alongside mobilizing more domestic and 
private resources for scaling up investments. 
Although the gap in aid allocations between 
high HDI and low HDI countries is smaller 
for water and sanitation than for low-carbon 
energy, the disparities are still large. Part of 
the constraint relates to capacity, though more 
predictable donor funding would help.92

BOX 5.2

Innovative financing schemes for water and sanitation

A review of financing schemes to promote investment in water and sanitation reveals some 
promising new avenues. Some schemes supported by donors encourage private investment. 
Indonesia’s Master Meter Scheme uses microcredit to connect the urban poor to water, and 
the Coca-Cola Company and the United States Agency for International Development spon-
sored the installation of locally made rope pumps in Zinder, Niger. In Kenya an innovative 
combination of commercial finance (through a microcredit institution) and a subsidy that ties 
public funding to achieving specified goals has improved water supply and connected poor 
households to piped water.

Other financing schemes include blended grants and repayable financing (as funded by the 
World Bank in Senegal and the European Investment Bank in Mozambique), revolving funds for 
water and sanitation (as funded by the World Bank, Denmark and Finland in Viet Nam and by 
UFUNDIKO, a small nongovernmental organization, in Tanzania) and pooled funds (as in Tamil 
Nadu, India), which disbursed bond-issue funds to municipalities as subloans. Market-based 
finance is also becoming more common. For instance, several US cities and Johannesburg, 
South Africa, have used municipal bonds to fund water infrastructure.

Source: Nelson 2011; Coca-Cola Company 2010; World Bank 2010a; International Water and Sanitation Centre and 

Netherlands Water Partnership (2009); OECD 2010c.
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Social protection

Estimates put global allocations to social pro-
tection at a sizeable 17 percent of GDP.93 But 
much of this spending bypasses the most dis-
advantaged groups. High-income countries 
spend on average nearly 20 percent of GDP, 
while low-income countries spend around 4 
percent.94 Clearly, there is enormous scope 
for increasing the coverage of social protec-
tion schemes in the poorest countries, as part 
of national and global efforts. It makes sense, 
then, to take these needs into account in dis-
cussions on financing the sustainability and 
equity agenda.

Setting a social protection floor—a set of 
essential social transfers, in cash and in kind, 
to provide a minimum income and secure 
livelihood—is promising. Such programmes 
need not be expensive. Brazil’s Bolsa Familia 
and Mexico’s Oportunidades cost their gov-
ernments about 0.4 percent of GDP and cover 
about a fifth of their populations. India’s 
Mahatma Gandhi National Rural Employ-
ment Guarantee Act cost about 0.5 percent of 
GDP in 2009 and benefited 45 million house-
holds, about a tenth of the labour force.95 For 
several African and Asian countries the Inter-
national Labour Organization (ILO) esti-
mated in 2008 that a scheme guaranteeing 
workers 100 days of employment a year could 
cost less than 1 percent of GDP on average.96

The ILO estimates that less than 2 percent 
of global GDP would provide all the world’s 
poor with a minimum package of social ben-
efits and services—defined as access to basic 
healthcare, basic education and basic income 
transfers in case of need.97 Broadening the 
scope to include adaptation to climate change 
by bolstering local resilience and supporting 
livelihood diversification strategies would cost 
more.98 Based on admittedly heroic assump-
tions, this could increase the cost to a still 
manageable 2.5 percent of global GDP.99

*      *      *
In sum, the financing challenges loom large, 
but there is cause for optimism. The priorities 
for governments around the world are clear:
•	 Ensure that appropriate institutional and 

regulatory features are in place to enable 

scaling up private investments, especially 
in poorer countries, which have largely 
missed out on private finance.

•	 Have all governments re-examine their 
spending priorities so that sustainability 
and equity objectives are well reflected in 
budget allocations.

•	 Mobilize additional resources to narrow 
the large gaps in addressing the environ-
mental deprivations facing billions of poor 
people around the world and to solve the 
major global collective action problem pre-
sented by climate change.

•	 Ensure that national and community part-
ners have the capability to define policies 
and budgets and implement programmes 
that promote and support sustainability, 
equity and inclusiveness.

Innovations at the global level

Environmental sustainability and equity chal-
lenges have major implications at the global 
level, including for financing and governance, 
the two key areas addressed here.

Innovative new sources to meet the 
financing gap
As outlined above, massive new investments 
are needed to avoid business-as-usual trajecto-
ries, but sufficient funding has not been forth-
coming, especially for poor countries. And 
the fiscal outlook is difficult. Many govern-
ment budgets are under pressure in the wake 
of the 2008 global financial crisis and given 
longer term structural problems, while cli-
mate change is intensifying the development 
challenges facing poor countries. Domestic 
commitments are important, though the scale 
of the investments needed suggests that more 
international public funds will be required to 
attract large additional private funds. It fol-
lows that innovative sources of financing are 
vital, alongside stronger commitments and 
concrete actions from developed countries.

The prime candidate to close the financ-
ing gap is a currency transaction tax. Origi-
nally proposed and promoted in the 1994 
Human Development Report (HDR), the idea 
is increasingly being accepted as a practical 
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policy option. What is new today is its greater 
feasibility. The infrastructure for global real-
time settlements, introduced after the most 
recent global financial crisis, makes it straight-
forward to implement. The foreign exchange 
settlement infrastructure is now more organ-
ized, centralized and standardized (box 5.3). 
Recent innovations—notably real-time gross 
settlement and measures to reduce settlement 
risk—mean that existing systems now capture 
individual transactions.

The tax can be a simple proportional levy 
on individual foreign exchange transactions 
assessed on foreign exchange dealers and col-
lected through existing financial clearing or 
settlement systems. Because the financial infra-
structure is now in place, a currency transac-
tion tax can be implemented relatively quickly 
and easily. The tax has high-level endorse-
ment from the Leading Group on Innovative 
Financing for Development.100 Belgium and 
France already have legislative frameworks in 
place for instituting a currency transaction tax. 
And Brazil, Chile, Japan, Norway and Spain 
have started to move in that direction. The 
tax also enjoys broader support from nongov-
ernmental stakeholders, such as the Bill and 
Melinda Gates Foundation and the Citizen’s 
Coalition for Economic Justice.

Such a tax could address a major anomaly 
in the financial sector: many of its transactions 
are not taxed.101 That, along with the large scale 
of financial activity, makes a strong case for a 
small levy on foreign exchange transactions to 
fund global public goods, such as mitigating 
and adapting to climate change in poor coun-
tries. The incidence of the tax would be pro-
gressive, as the countries with larger currency 
transactions tend to be more developed. The 
allocation of revenues should also be progres-
sive, as discussed below. Distributional issues, 
such as a potential minimum tax threshold, 
need to be considered, so as not to unduly 
burden individual remittance transfers. Such 
details need to be examined during design and 
monitoring.

The tax could also substantially reduce 
the macroeconomic volatility caused by the 
high volume of short-term speculative funds 
f lowing through world financial markets. 

Appropriately designed and monitored, the 
tax would allow those who benefit most from 
globalization to help those who benefit least—
and help finance the global public goods that 
can sustain globalization.

The tax rate should not impose too heavy 
a burden but should reduce speculative flows. 
Estimates of revenue generation depend 
on, among other things, assumptions about 
the effect of the tax on trading volumes. In 
updated analysis prepared for this Report, the 
North–South Institute estimates that a tax of 
0.005 percent would yield around $40 billion 
a year.102 The revenue potential is thus huge. 
The Center for Global Development esti-
mates donor spending on global public goods 
at around $11.7 billion in 2009. The bulk of 
the spending is on UN peacekeeping; exclud-
ing this important function lowers global pub-
lic good expenditure to about $2.7 billion.103 
The currency transaction tax would mobilize 
nearly 15 times as much each year. Even a uni-
lateral currency transaction tax (limited to 
the Euro) could mobilize $4.2–$9.3 billion 
in additional financing. Clearly, then, a cur-
rency transaction tax could, even under very 

BOX 5.3

The currency transaction tax: newfound feasibility

Today, there are many ways to trade foreign currency in the wholesale market: on an ex-
change, online, through a human or electronic broker or by phone or fax. But there are just two 
ways to make the payments to settle a deal. One is by sending both payments to a continu-
ous linked settlement bank, which matches and exchanges them simultaneously. The other is 
by sending them to the Society for Worldwide Interbank Financial Communication (SWIFT), 
where they are matched and then forwarded to the correspondent banks in the two currency-
issuing countries. These two highly organized clearing and settlement systems are the core 
infrastructure of today’s foreign exchange industry. They keep detailed records of nearly every 
foreign exchange transaction around the world.

How would a tax work? SWIFT keeps itemized records of the details of global foreign 
exchange trading activity in the world’s frequently traded currencies as it clears or settles 
foreign exchange transactions. A copy of the transaction details would be sent to the usual 
tax authority or its agent. The authority would calculate the tax due from each trader and add 
it to a running tally. Traders would pay their currency transaction tax obligations to the tax 
authority periodically.

Incentive and compliance issues are surmountable. It is unlikely that trading banks would 
opt out of SWIFT’s communications platform to avoid paying the tax. Doing so would cost 
more than the tax. Further, there are only a few large traders in the wholesale market for 
foreign exchange, so they could easily be audited for tax purposes. There would be no intru-
sion on individual privacy, because the currency tax would be assessed on the large banks, 
investment funds and corporations participating in the wholesale foreign exchange market.

Source: Schmidt and Bhushan 2011.
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conservative assumptions, dramatically scale 
up global public good expenditure.

This is also an occasion to reconsider a 
broader financial transaction tax. The Interna-
tional Monetary Fund (IMF) recently pointed 
out that many G-20 countries have already 
implemented some form of financial trans-
action tax.104 While the revenue potential 
depends on the tax’s design and the response of 
traders, a broad-based, low-rate financial trans-
actions tax of 0.01–0.05 percent could generate 
nearly €200 billion a year at the European level 
and $650 billion at the global level.105 Other 
estimates suggest that in the United States alone 
the tax could raise more than 1 percent of GDP 
(about $150 billion in 2011), even with very sub-
stantial reductions in trading volume.106

Taxes on currency and financial transactions 
would not have prevented the recent financial 
crisis, which originated in the United States and 
spread to the rest of the world. But in addition 
to the revenue potential, such taxes are tools for 
discouraging the short-term reckless behaviour 
that drove the global economy into crisis.

Transaction taxes need not be the only 
instrument to close the financing gap. Using the 
IMF’s Special Drawing Rights (SDRs) for inno-
vative financing and climate change adaptation 
is another avenue worth exploring.107 Monetiz-
ing part of the IMF’s surplus could raise up to 
$75 billion at little or no budgetary cost for 
contributing governments.108 IMF analysis of 
the possible role of SDRs as seed finance for 
a new global green fund suggests that issuing 
additional SDRs and other reserve assets could 
mobilize $100 billion a year by 2020. The SDRs 
have the added appeal of acting as a monetary 
rebalancing instrument; demand is expected to 
come from emerging market economies looking 
to diversify their reserve holdings. Because the 
SDR is not a sovereign currency, it would not 
be subject to the currency transaction tax, thus 
avoiding double taxation.

Several public and private sources could 
also be tapped to close the financing gap. 
Already, innovative financing instruments—
such as the Clean Technology Fund and the 
Strategic Climate Fund—are blending fund-
ing from multilateral development banks, gov-
ernments, climate finance instruments and the 

private sector. They have raised an additional 
$3.7 billion for development and can leverage 
substantial additional funds.109 Considerable 
private funding has also been leveraged.

Ensuring equity and voice in 
governing and in access to finance
Bridging the gap separating policy-makers, 
negotiators and decision-makers from the peo-
ple most vulnerable to environmental degra-
dation requires closing the accountability gap 
in global environmental governance. Account-
ability alone cannot meet the challenge, but 
it is fundamental for building a socially and 
environmentally effective global governance 
system that delivers for people.

Private resources are critical, but because 
most financial flows into the energy sector, 
for example, are private, the greater risks and 
lower returns of some regions of the world 
affect the patterns of flows. In the absence of 
reform, access to financing across countries 
will remain unevenly distributed, and indeed 
add to existing inequalities.110 This underlines 
the importance of ensuring that flows of pub-
lic investments are equitable and create condi-
tions to attract future private flows.

Failing to ensure equitable access to cli-
mate finance would also constrain the capac-
ity of industries to capitalize on low-cost 
opportunities to improve efficiency and reduce 
greenhouse gas emissions cost-effectively. The 
building sector, for example, could not take 
advantage of cost-effective energy efficiency 
improvements. This is particularly important 
over the next 5–10 years as low-income coun-
tries invest in long-lived power generation and 
urban infrastructure. Limited access to cli-
mate financing would lock these countries into 
high-emission development paths, constrain-
ing the world’s capacity to limit increases in 
global temperature.

The implications are clear. Principles of 
equity should guide and encourage interna-
tional financial flows. Support for institution 
building should help developing countries 
establish appropriate policies and incentives. 
And the associated governance mechanisms 
for international public financing must allow 
for voice and social accountability.
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Any truly transformational effort to scale up 
climate change mitigation and adaptation will 
require blending resources—domestic and inter-
national, private and public, and grant and loan. 
To facilitate both equitable access and efficient 
use of international financial flows, this Report 
advocates empowering national stakeholders to 
blend climate finance at the country level.

Bringing about long-term, efficient results 
and accountability to local populations 
and partners will require four sets of tools 
(figure 5.3):
•	 Low-emission, climate-resilient strategies

—to align human development, equity 
and climate change goals.

•	 Public-private partnerships—to catalyse 
capital from businesses and households.

•	 Climate deal-flow facilities—for equitable 
access to international public finance.

•	 Coordinated implementation and moni-
toring, reporting and verification systems.
Most climate control activities today are 

discrete and incremental mitigation or adapta-
tion projects. But broader strategic approaches 
are also needed. Low-emission, climate-
resilient development strategies could prove a 
critical institutional innovation for incorpo-
rating equity and climate change into devel-
opment planning. Involving all stakeholders, 
such strategies can help manage uncertainty by 
identifying development trajectories resilient 
to a range of climate outcomes. These strategies 
can incorporate priorities for win-win mitiga-
tion and adaptation initiatives. And they can 
assess the policy changes and capacity develop-
ment required to implement them.111 A com-
prehensive strategy to attract investments in 
green and equitable development must come 
to grips with the large distortions in energy 
markets—in favourable tax treatment, regu-
latory privileges and legacy monopolies. The 
investment climate can be improved by reduc-
ing risks (say, through greater policy predict-
ability or guarantee instruments) and increas-
ing rewards (say, through tax credits).112

Strategies need to involve municipalities: 
since cities account for the majority of green-
house gas emissions, actions by subnational 
governments will be key to reining in tem-
perature change. This calls for coordinated 

planning and robust collaboration with a vari-
ety of traditional and new development actors, 
including national and regional technical cen-
tres of expertise, the private sector, communi-
ties and civil society organizations.

A second key institutional innovation 
could be market-making public-private part-
nerships. These partnerships aim at market 
transformation and apply to both climate 
change mitigation (renewable energy tech-
nologies, energy efficiency appliances and the 
like) and adaptation (weather indices, climate-
resilient agricultural commodities, climate-
resilient buildings and the like). They would 
build on recent experience but go beyond tra-
ditional service delivery and infrastructure to 
bring together the potentially diverging inter-
ests of a wide range of stakeholders and blend 
various sources of finance. The public policies 
and measures underlying such partnerships 
will need to provide incentives and support to 
improve the risk and reward profile of climate 
investments, consistent with national develop-
ment goals.

The third set of tools involves establish-
ing climate deal-flow facilities to help national 
and subnational project proponents assemble 
bankable projects and tap international pub-
lic climate finance. Carbon finance, as in the 
Clean Development Mechanism, has shown 
that limited capacity to prepare bankable pro-
jects can be a major barrier to catalysing private 
climate finance in many locations. Similarly, 
the complexity of application and reporting 
requirements for international public funds 
makes it difficult to determine eligibility and 
appropriateness, posing obstacles to use, moni-
toring and evaluation. So, the climate deal-flow 
facilities should enhance the capacity of coun-
tries to gain access to international sources of 
both private and public finance.

The fourth set of tools in the proposed 
framework for equitable and efficient cli-
mate finance addresses the need for coordi-
nated implementation and reporting. Climate 
finance on a scale sufficient to rein in tempera-
ture changes to 2°C demands unprecedented 
efforts to implement, monitor, verify and 
report—over several decades, with multiple 
actors, diverse sets of actions and a variety of 

FIGURE 5.3
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transforming climate 
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Source: Adapted from Glemarec and others 2010.
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It is time to launch a 

high-profile global 

initiative for universal 

access to energy in 

developing countries

financing sources. National climate funds can 
facilitate the operational blending and moni-
toring of domestic and international, private 
and public, and grant and loan resources—
essential to ensuring domestic accountability 
and positive distributional effects.

Enabling universal access to energy
Central to moving to universal access in energy 
is addressing the barriers to investing in clean 
energy. While potentially earning an attrac-
tive return, most technologies for renewable 
energy and energy efficiency require substan-
tial upfront investment. Even if offset by lower 
operational costs, these upfront capital costs 
can be prohibitive. The financial constraints 
that businesses and consumers face are often 
more severe than those implied by national 
discount rates or long-term interest rates. And 
they are usually compounded by behavioural, 
technical, regulatory or administrative barri-
ers. Take wind power: no country will attract 
private investment if independent power pro-
ducers face barriers in access to grids, uncer-
tain licensing processes, limited local expertise 
or lack of long-term price guarantees.

Achieving universal energy access requires 
a response strategy on multiple levels from 
various partners—here again, there is no one-
size-fits-all solution. National and local gov-
ernments must set the stage for other players 
ranging from civil society and the private sec-
tor at the national and subnational levels to 
global finance and energy companies.

It is time to launch a high-profile global 
initiative for universal access to energy in 
developing countries. It could have two parts: 
first, a global advocacy and awareness-rais-
ing campaign; second, investments on the 
ground through dedicated support to sectoral 
approaches in clean energy. Together, they can 
kick-start a shift from incremental to trans-
formative change.

A global campaign to promote a participa-
tory and informed initiative, key in both donor 
and developing countries, can harness existing 
capacities for advocacy, analysis, planning, 
knowledge management and communications. 

The time is right for such a campaign. The UN 
General Assembly has designated 2012 as the 
International Year of Sustainable Energy For 
All while the Rio+20 conference will pro-
vide a unique opportunity to define a global 
approach for universal access to energy, bring-
ing together the energy, green economy and 
climate agendas. This global approach can then 
be developed through regional and national 
energy dialogues.

Complementing the campaign, support 
to developing countries for climate-resilient 
development strategies could identify barri-
ers, benefits and impacts for disadvantaged 
groups—and create favourable investment 
conditions. Major market failures heighten 
the importance of public policies to attract 
private finance. Such policies can improve 
clean energy investment risk-reward profiles by 
reducing risks (stable regulatory context, local 
supply of expertise, streamlined administra-
tive arrangements, guarantee instruments and 
the like) and by increasing rewards (premium 
prices, tax credits and the like). For example, 
a commercially unattractive renewable energy 
investment could become profitable by guaran-
teeing independent power producers access to 
the grid and a price premium.

Support from the Universal Energy Access 
Initiative could include assistance for deter-
mining priority energy access technologies, 
ideally in the context of formulating a low-
emission, climate-resilient strategy; identify-
ing key barriers to technology diffusion; select-
ing an appropriate mix of policy instruments 
to remove barriers; and accessing funding 
options to deploy the selected mix of policies.

*      *      *
This Report calls for a new vision that jointly 
considers equity and environmental sustain-
ability. It elaborates ways to attain synergies 
between the two objectives that are crucial for 
shaping our understanding of how to move 
forward and guide policy. Taking up this 
challenge will expand choices for people today 
and in the future—the hallmark of human 
development.




