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Executive Summary

The 2012 China Climate Finance Report. Climate Capital Flow ( Hereinafter the Re-
port) was released by the Research Center for Climate and Energy Finance (RCCEF) of
Central University of Finance and Economics ( CUFE ) jointly with the Climate
Group. Based on the climate capital flow lifecycle analysis framework elaborated in the
2011 China Climate Financing Report, the Report is the first analysis which tracks the en-
tire chain of China’s climate capital flow, assesses the evolution of China’s climate finance
landscape and identifies the key bottlenecks that hinder climate finance in China. The first
four chapters focus on four key determinants of the climate finance lifecycle, including .

Capital Sources. capital sources are categorized into three types, including public
capital, public-private capital and private capital. International and domestic financial
budget, carbon markets, philanthropy and NGOs, conventional financial markets and en-
terprise direct investment are major capital sources for climate change finance.

Intermediaries . most of the climate capitals are transferred by intermediary institutions
to final beneficiary users. In some cases, these institutions can scale up available capital
by aggregating a large amount of capital or leveraging co-financing.

Transfer instruments. the public or private financial instruments that facilitate the
transfer and allocation of climate capital.

Deployment of capital; the climate capital is allocated to final users or sectors to con-
duct mitigation (including REDD + ) and/or adaptation (including capacity building) ac-
tivities and ensure the achievement of climate targets.

Based on findings of chapters 1 —4, chapter 5 assesses the Chinese climate finan-
cing system from the perspective of capital flow and financial innovation. It aims at identif-
ying key determinants and policy demands to break the bottlenecks. Finally, chapter 6
discusses the opportunities and challenges of developing China’s climate financing sys-
tem and provides recommendations.

Chapter 1: Sources of Climate Capital

Chapter 1 conducts a systematical analysis of the sources of climate capital, inclu-
ding public capital, international and domestic carbon markets, philanthropy and NGOs,
conventional financial markets ( international and domestic markets) as well as enterprise
direct investment ( domestic and foreign direct investment) .

Bl Public capital is the primary driving power of climate finance

B Carbon markets can be the catalyst of climate finance
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B Philanthropy and NGOs are still in early stage
B Conventional financial market should be the biggest capital source

Bl Enterprise direct investment needs the accompany of appropriate policy environ-
ment

Chapter 2. Climate Capital Intermediaries

Chapter 2 investigates the roles and activities of intermediaries in different parts of
China’s climate financing flow. It aims to stimulate further engagement of capital intermedi-
aries in order to broaden the climate financing channels in accordance with the increasing
capital demand in China.

[l Bilateral financial institutions contribute to the largest part of international public
capital transfer

B Multi-lateral financial institutions are attracting widespread attention
B Carbon financial institutions are core players of carbon markets

B Domestic development banks and funds initiated by government departments
can play more active roles

B Conventional commercial financial institutions are exploring new business models

Chapter 3: Climate Financing Instruments

The primary climate capital intermediaries have developed a series of financing in-
struments to invest in climate sectors. Chapter 3 conducts a couple of case studies to
share the innovative experience of these instruments and identifies the main obstacles of
applying these instruments in China.

B Grants, tax preference and financial discounts

Loans and loan-derived financial tools in energy saving and emission reduction
Climate bonds

Equity financing instruments

Carbon financing instruments

Climate insurance instruments

Other risk management instruments
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Chapter 4 ; Deployment of Climate Capital

The distribution of climate capital across sectors and their environmental and social-

economic performance are also critical criteria to assess the efficiency of climate capital

deployment and optimize the future capital flows. In general, the investment areas of cli-
mate capital mainly consist of mitigation and adaptation as well as areas of “soft power”

improvement. Different from investment in manufacturing capacity and infrastructure,

“soft power” refers to capacity building, institutional issues, talents strategy, social
awareness et al. Current capital deployment performance demonstrates that.

More climate capital flows to mitigation than adaptation
Climate capital flowing toward adaptation should attract more attention

Investments needed to boost climate change “soft power” construction should
not be ignored

Chapter 5: Bottlenecks Impeding Climate Capital Flow

According to analysis on the sources, intermediaries, instruments and uses of cli-

mate capital, it can be concluded that Chinese climate financial industry has sustained a
gradual development and reached a considerable scale. However, there are still many
bottlenecks that hinder the climate capital liquidity.

Bottleneck |. uncertain financing sources and narrow financing channels.

The international public revenue is shrinking; the financing capital which can be
raised from international carbon markets declines; the scale of domestic climate-
related budget is not large enough; conventional financial capital is still taking a
wait-and-see position; the downturn of domestic economy aggravates financial
environment of low-carbon industry.

Bottleneck Il; The public capital cannot leverage large-scale investment from pri-
vate capital.

It is difficult to hedge risks of private investment due to limited investment chan-
nels of public capital; some policies and mechanisms are not designed appro-
priately.

Bottleneck Ill. Financial institutions have insufficient internal impetus to develop
new instruments.

Financial institutions are not actively engaging in climate finance; climate finance
is in early stage of concept definition and academic research; information asym-
metry between environmental and financial sectors; investors are not interested
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in climate financial products.

B Bottleneck IV. Capital is not employed evenly and effectively.
The distribution of capital between mitigation and adaptation is seriously imbal-
anced; “soft power” construction needs more attention; the efficiency of climate
capital deployment has yet been improved.

To break these bottlenecks, some underlying reasons are explored as follows .

B MRV system of climate capital is not established and relevant statistical data are
incomplete.

B Macroscopic environment and industry environment are not in favor of climate fi-
nance.

B Staggering international climate negotiation process obscure the climate finan-
cing market.

B Insufficient policy signal cannot push the development of climate finance power-
fully.

B The inherent vulnerability of China’s financial system makes climate finance more
complex.

B Besides the items identified above, the bottlenecks related with climate finance
governance also need to be addressed. Currently the sectors responsible for cli-
mate change work have been clarified, while the climate finance governance
system has yet to be established. The climate policies formulated by different
departments need to be consistent and systematic. The lack of tracking and su-
pervision of private climate capital flow make it difficult to evaluate its potential
impact on economy safety. For some emerging sectors, the responsibilities of
related government departments and related cooperation mechanisms need to
be clarified.

Chapter 6: Policy Recommendations

Given the positive macro environment of addressing climate change in China, a com-
prehensive solution integrating policies, mechanisms and innovative instruments should
be developed to break those bottlenecks hindering climate financing and to facilitate the
efficient flowing of capital within all the parts of climate finance flow lifecycle, thereby ex-
panding the scale of climate capital flow and safeguarding China's climate change strate-
gies. The report suggests that.

B Activate financing mechanisms

Broaden financing channels by importing international climate capital, expanding do-
mestic public capital sources and promoting financial market to support low-carbon indus-



