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Considering capacity, corruption and
commitments

Juan Pablo Osornio, Ingmar Schumacher and Krina Despota’

Although industrialized nations are widely agreed to be historically responsible for
climate change, it has become increasingly evident that mitigation efforts by these
countries alone will be insufficient to ensure that greenhouse gases (GHGs) do not
cause a global temperature rise of more than 2°C above pre-industrial levels. GHG
emissions from developing and emerging economies (non-Annex I countries) are
growing rapidly. In absolute quantities, China is now the world’s largest emitter,”
and projections suggest that, by 2025, emissions from developing countries including
Brazil, China, India and Mexico could outpace those of developed countries.
While the principle of ‘common but differentiated responsibilities’ has been
interpreted to mean that developed countries should take the lead on emissions
reductions, international negotiations have in recent years recognized that developing
countries* also need to work towards reducing emissions and developing their
infrastructure along a low-carbon pathway. The 2007 Bali Action Plan called for
developing countries to consider undertaking measurable, reportable and verifiable
(MRYV) ‘nationally appropriate mitigation actions’ (NAMAs).” The agreements
reached at COP 16 in Canctn in 2010, called the Canctn Agreements, reconfirm
that commitment by clearly stating that developing countries will introduce NAMAs
to achieve a deviation in emissions relative to business-as-usual emissions in 2020.
Unlike the somewhat ambiguous acceptance of the Copenhagen Accord, the Canctn
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Agreements’ broad support boosts emerging countries’ incentives to design and
implement mitigation actions.

The Canctn Agreements also provide the tools needed for NAMAs to be
accomplished. They call for a registry to match finance, technology and capacity-
building support from developed countries, with NAMAs from developing countries
— also to be listed in the registry — that require the international support. The
Canctn Agreements further agreed that NAMASs receiving international support
would be subject to domestic and international MRV following guidelines still to be
developed, while NAMAs that required no international support would be subject
to domestic MRV also following as yet undetermined guidelines.

How these terms — NAMA and MRV — are developed in practice continues to be
discussed in the international arena, just as they are being operationalized in many
national and local contexts. Broadly speaking, NAMAs can be any range of activities
by a developing country to reduce GHG emissions, from cap-and-trade programmes
or carbon taxes to technology deployment programmes or sustainable development
initiatives. Although more precise categories continue to be negotiated, three general
types might be envisaged: unilateral NAMAs, requiring no international funding;
supported NAMAs, using international financing, capacity-building or technology
support from developed countries; and credited NAMAs, earning credits from the
international carbon market.®

Box 4.2 Major sources of public financing for developing-
country mitigation

Public support for mitigation financing currently comes through a variety of channels. Bilateral
support from developed countries (Annex I1)” under the United Nations Framework Convention on
Climate Change is reported through national communications,® or via the Global Environment
Facility (GEF). Between 2003 and 2006 the GEF's annual funding to climate change projects was
about US$163 million, and between 2003 and 2007 OECD Development Assistance Committee
members contributed an annual average of US$3.5 hillion specifically for climate change
mitigation.® Multilateral development banks (MDBs) also fund climate change mitigation in various
ways: average annual commitments to clean energy and energy efficiency in developing countries
totalled some US$4 billion annually in 2006 and 2007,'° and the World Bank also purchases GHG
emissions reductions credits derived from mitigation projects based in developing countries.

The MDBs, via the World Bank, also contribute to the Climate Investment Funds (CIFs) —
financing instruments aimed at driving low-carbon and climate-resilient development. By July
2010 the Clean Technology Fund (CTF), one programme under the CIF umbrella, had allocated
over US$4 billion to investment projects related to 13 investment plans in countries that are
ODA-eligible." Plans include the development of wind power (Egypt), concentrated solar power
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(Middle East and North Africa), energy-efficient transport (Mexico) and geothermal energy
(Indonesia).'? Non-governmental organizations (NGOs) have noted a lack of transparency in the
process used to select country investment plans, and have called for greater involvement from civil
society in the development of investment plans.' The newer Scaling-up Renewable Energy
Programme in Low-income Countries, established at the Copenhagen conference in December
2009, had received almost US$300 million in pledges by mid-2010." Discussion regarding the
governance and transparency of bilateral funding and the CIFs — which also include funds for
adaptation — are discussed more broadly in part 5 (see Rebecca Dobson, section 5.1.1).

Towards greater trust and cooperation

Though progress was made in Canctin, international negotiations over MRV systems
have been particularly contentious. Although, historically, reporting has been a
common feature in multilateral environmental agreements, the verification of such
data has not."”” Implementing MRV systems could be seen to be leading developing
countries towards the eventual introduction of binding emissions reductions
targets,“’ or placing undue hardship on developing countries.” Acknowledging these
potential problems, the Canctin Agreements explicitly decided that content and
frequency of national communications from non-Annex I parties would ‘not be
more onerous than for [Annex I States]. To achieve this, as has been the case with
national communications, developed countries will provide financial support for
developing countries’ reporting. One would view this as the first and basic step that
ensures trust-building and signals commitment towards cooperation.

Robust implementation of MRV systems should be welcomed as a tool for
enhancing trust between both Annex I and non-Annex I countries and between
citizens and their governments. It is also important to acknowledge that a number of
countries that are likely to rely on external support for mitigation activities are also
those for which perceptions of corruption are high.'® For developed countries,
therefore, a robust MRV system may provide assurances that resources for mitigation
actions will be managed responsibly, even in countries or regions sometimes perceived
as demonstrating lower levels of government accountability. Further, within countries
that will receive international support for NAMAs, MRV may provide citizens with
an added layer of accountability to ensure that their governments are implementing
effective mitigation strategies and programmes.

Developing countries also stand to benefit from an MRV system that keeps
closer tabs on support from developed countries. Experience from development aid
demonstrates that support often has been delivered against timescales ill-suited to
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their intended projects and that allocation may be managed by multilateral
organizations that inadequately represent the interests of developing countries.”
Tracking commitments in the context of climate change can be particularly difficult.
One study examining pledges for mitigation and adaptation made by the European
Union in 2001 found that it was impossible to say with any certainty whether
commitments had been met by 2009.° A strong MRV system that links mitigation
actions to specific funding commitments will help alleviate much of the financing
uncertainty faced by developing countries. For both parties, rigorous measuring,

reporting and verifying of NAMAs and of their support should help develop trust

and facilitate cooperation. Creating such a system presents some challenges, however.

Overcoming challenges in measuring, reporting and verifying
NAMAs and their support

Developing capacity

Among the biggest challenges for implementing MRV systems for NAMAs will be
obtaining sufficient financing and technological support to ensure reliability and
accuracy and to enable the development of in-country expertise. At the national
level, the experience of self-reporting in other governance regimes suggests that
developing in-country expertise in monitoring and reporting can fall short even after
decades. For example, 20 years after the World Trade Organization’s (WTO's)
Trade Policy Review Mechanism was introduced, only one-fifth of 70 developing
countries had independent agencies to undertake policy reviews.!

Within the climate regime, developing and developed countries alike have
struggled with accuracy in their national communications, and long delays between
submissions have not been uncommon.*” Funding and support for developing
countries’ national communications have been sporadic, making it difficult to
develop ongoing systems for monitoring and reporting on emissions.”’ With regards
to reporting frequency, the Canctin Agreements state that non-Annex I parties will
submit national communications and inventories every four years, along with biennial
update reports on GHGs (least developed countries and small island developing
States will have greater flexibility in meeting these timelines). While the Agreements
state that this should be done according to capacity, enhanced reporting can be
expected to place strain on a country’s financial and technical resources. In mid-2010,
the expert group* that provides technical support for the development of national
communications noted a lack of technical support for non-Annex I countries
undertaking their third national communications.?’ Thus, as guidelines for domestic
and international MRV are developed, a simultaneous challenge will be to ensure
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that national institutions tasked with measuring, reporting and verifying mitigation
actions in developing countries are given the support they need — both from
developed countries and civil society — to build domestic-capacity.

For supported NAMAs, international MRV systems could include in-country
visits by expert reviewers, allowing for more accurate verification of emissions and
policy actions, though this would require significant resources.”® Centralized reviews,
which the UNFCCC currently coordinates for Annex I countries, will need further
resources for reliably gauging mitigation policies in developed and developing
countries. Insufficient capacity to support international or domestic MRV systems

will result in lower accuracy in tracking the progress of mitigation efforts.

Designing adaptable MRV models
A second challenge for the years ahead will be to develop MRV guidelines that

accurately capture diverse mitigation efforts and low-carbon development strategies.
Some mitigation actions will not lend themselves to measurement against emissions
targets — a plan to implement broad multi-sector energy efticiency policies, for
instance. Ensuring that these efforts are nevertheless subject to measurement and
review that allows comparison between countries, while allowing for differences in
national contexts, will be crucial to ensuring that MRV systems are both relevant
and fair.”” Efficient and complete reporting will play a critical role in this aspect.

NAMAs that allow the measurement of emissions impacts may also stretch the
boundaries of the current structures in place for accounting and verifying emissions.
Credited NAMAs, for example, would present a threat of double-counting if a
mitigation project was counted both as a reduction in a developing country’s
emissions while simultaneously creating emissions reductions credits used by an
Annex I nation to count against its own emissions. Proposals to avoid this outcome
include ‘walling off’ the emissions reductions from pre-existing Clean Development
Mechanism (CDM) projects so that they cannot count against the emissions
reductions goals of supported NAMAs.**

If proposals for the crediting of NAMAs move forward (see Wagner, Keohane
and Petsonk, section 4.3.5 in this volume), entire industrial sectors in developing
countries will be expected to reduce emissions collectively. This approach could
present a number of challenges for MRV systems. In China, for instance, an estimated
1200 companies make up the iron and steel sector, the largest of which provided
only 6 per cent of domestic crude steel production in 2007.*” Relying on so many
small producers to provide the data necessary to determine emissions reductions
could present significant accuracy and resource challenges for MRV. Rules for the
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measurement and reporting of a broad menu of mitigation actions must be agile

enough to accurately address such nuances.

Addressing external and internal corruption

As NAMAs become operational, internal and external corruption and accountability
risks are likely to present themselves. The establishment of CDM projects throughout
the developing world has already highlighted examples of independent verification
companies undertaking lax or inaccurate assessments of mitigation projects (see
section 4.3 in this volume). There are also concerns that criteria determined by the
host countries to assess the sustainable development benefits of CDM projects are
vague, that the approval process is vulnerable to corruption and that, in some cases,
contlicts of interest are a risk if the authorities entrusted to review CDM projects can
also advise on project proposals.*

NAMAs that have no direct emission reduction target should nevertheless have
quantifiable milestones for project implementation. MRV of these projects could
thus create a more structured system of oversight that increases project accountability.
Failure to design measurements that are objective and demonstrable could increase
the incentives for those engaged in the project to siphon off funding for personal
gain at the cost of project effectiveness. Large-scale mitigation projects involving
significant financial flows may also prove susceptible to corruption throughout the
project cycle if domestic verifiers have an incentive to create favourable reports. A
truly independent system with public oversight will need to be implemented to
ensure that MRV systems do not become the final stage of complicity in a corrupt
process.

As the form of mitigation actions expands in developing countries, corruption
risks may also multiply. Sectoral crediting that commits entire sectors of industry to
an emissions cap could, in a worst-case scenario, lead to collusion among businesses
in establishing an inflated emissions baseline or manipulating emissions measurements
and reports. Such activities would not be unique to developing countries; in 1998
the US Environmental Protection Agency (EPA) agreed a settlement with companies
in the diesel engine industry for over US$1 billion for selling engines equipped with
software that disabled the engine’s emissions control system during highway
driving.*! Especially in countries where technical expertise is lacking to monitor and
measure mitigation technologies adequately, such risks may be expected to increase.

Confronting these risks in order to ensure a reliable reflection of emissions will
require a similar arsenal of tools to those used by anti-corruption practitioners. The
implementation and enforcement of the United Nations Convention against
Corruption (UNCAC) and regional anti-corruption conventions can contribute to
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the penalization of corruption while sending a clear message of zero tolerance with
regard to corruption to private sector actors. Integrity pacts, in which both
government departments and bidding parties for a public sector contract agree not
to accept or offer bribes or engage in collusion, have been used successfully in Asia,
Latin America and Europe to discourage corruption in public procurement. Such
tools could be modified to stimulate a culture of trust and transparency in developing
and implementing NAMAs, or to ensure that any verifying agencies that are
established adhere to high standards of integrity. Although citizen oversight may
prove difficult in an area as technically complex as GHG emissions, citizen
monitoring may help ensure that international funding for NAMAs is appropriately
accounted for at national and local levels or that milestones for project completion
are met. In this regard the registry established by the Cancin Agreements could
provide a basis for comparing project milestones and costs and thereby help in
identifying potential sources of corruption.

Creating transparency and predictability in financing

In the climate change arena, resources provided by developed countries to developing
countries have proved to be difficult to track. UNFCCC guidelines for reporting
climate financing have not been updated in over a decade, parties use various budget
and accounting methods and they may have an unclear assessment of their climate
financing if it is provided through multiple government agencies.** Other channels
tor reporting climate funding, such as the OECD’s Development Assistance
Committee (DAC) Creditor Reporting System (CRS), are unable to capture a full
picture of financing: aid is recorded on the basis of intent rather than project
implementation; multilateral organizations do not always report to the OECD; and
tinancing passing through multilateral organizations often separates donors from
specified projects or aid objectives.™

A number of suggestions have been made for improving reporting guidelines.
These include incorporating the OECD’s Rio Markers — designed to help identify
official development assistance targeted for climate change rnitigation34 — for use in
national communications from developed countries, thus allowing cross-checking
with the OECD’s CRS;* development of an alternative marker system for classifying
funds; and introduction of a standardized format for non-Annex I countries to
report on assistance needs and sources in national communications.* Relating to the
importance of capacity-building outlined above, it has also been noted that improving
capacity must extend to the development of enhanced financial reporting structures
in both developed and developing countries to enable cross-checking of financial
commitments.”’” Most urgently, perhaps, pledges from donor countries should be
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specific and time-bound, offering greater certainty and accountability to developing
countries relying on such funding.

Encouragingly, the Canctn Agreements reflect some of these suggestions and
concerns, calling for enhanced reporting on financial, technological and capacity-
building support to developing countries, which would include reporting under a
common framework. Civil society and academic groups can also play a key role in
developing tools that keep track of whether developed countries are meeting their
support commitments. Initiatives that create oversight in the public sphere can
provide added accountability. Websites that enable visitors to search levels of aid
assistance by donor countries or by specific sectors or project type provide a strong

model that could be tailored directly to developed country support of NAMAs.

Prepared for change?

Although the Canctin Agreements lay the foundations for an enhanced reporting
system for NAMAs and their support, the question for the years ahead is whether
rigorous MRV systems can be introduced and implemented in a way that is
sufficiently fair, transparent and flexible to be meaningful for a wide range of needs
and projects. By anticipating some of the challenges today, relating to capacity,
corruption and commitments, MRV systems can be designed to be robust. The
challenges are significant — but so are the rewards: an effective MRV system can
increase trust between industrialized and developing nations and between developing
nations and their citizens. That trust ultimately fuels enhanced mitigation ambitions

and enables long-term planning for mitigation strategies.
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