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Executive Summary

Carbon sequestration as an additional financing mechanism for drylands

The continuing land degradation and desertification has profound impact on the soil quality and food production, and continue to threaten sustainable livelihoods of the millions of rural poor, especially in the semi-arid and arid regions.  Continued loss of topsoil and deforestation also contributes to the removal of soil organic matter and biomass, and thus results in the depletion of accumulated carbon stocks.  On the other hand, drylands are extensive and also, present opportunity for capturing lost carbon through improved resource management and restoration of degraded lands over the vast geographical areas.  The loss of resource productivity, ecosystem stability and carbon stocks due to land degradation and deforestation are thus inter-linked and strategies promoting carbon sequestration could also represent local development strategies, measures for increasing resource productivity, and means for financing rehabilitation of degraded areas.  The rationale for the use of carbon sequestration as one of the financing mechanisms is that agriculture soils and forests could absorb significant amount of carbon and the Kyoto Protocol explicitly mentions forestry as one of sinks of greenhouse gases for which sequestration credits can be claimed.  The producers could thus be compensated through financing mechanism linked to Kyoto Protocol and other global funding mechanisms.

Carbon-related financing mechanisms, emerging issues and GM strategic initiatives

Various sources of private capital and global funding mechanisms are available for financing and reducing the carbon emissions in the atmosphere through direct reductions and carbon sequestration in the soils and biomass.  These include: i) bilateral funding from Annex-1 countries seeking to meet their emission limitation commitments, ii) multilateral finances, e.g., from GEF and from multilateral and regional Banks, iii) corporations with substantial emission liabilities seeking to develop an emission reduction portfolio (e.g., multinational companies), iv) private speculative project finance capital from either industrial or developing countries, and v) non-governmental organizations, such as foundations and other interested parties. 

Current studies however, show many shortcomings of the prospect of carbon-related financing mechanisms, especially for semi-arid and arid countries in Africa.  It is not certain that those countries that are in need for additional resources for financing land rehabilitation and other related measures such as those in sub-Saharan Africa would be able to benefit from these financing mechanisms.  The new and innovative mechanisms indicate those mechanisms, which also enable one to capture the non-market values of ecological services of the drylands such as global environmental goods thereby creating market for these goods and incentives to the producers.  Most of these countries however, have weak institutional base and market structures which limit the promotion of market for ecological services. This further indicate the issue of marginalisation of small developing countries by a purely market-based approach, and thus demand for adoption of a mixed approach combining private sector and multilateral financing sources for mobilization of resources under these mechanisms.  Further, there are several issues emerging which need to be addressed for financing carbon sequestration activities in the drylands.  These are:

· What are the priority conditionalities of carbon-related funding mechanisms and how likely drylands are to succeed in attracting resources under these mechanisms?  What conditions are conducive to success?

· To what extent the poor people in the drylands would benefit and it would help in income distribution, or more specifically, when can carbon sequestration strategies in the drylands benefit the poor?

· What are the major evidences of successful cases of funding modalities in the rehabilitation of degraded lands, poverty alleviation, and conservation of natural resources?

In the light of these emerging issues linked to financing carbon sequestration activities in the drylands, the brief note on GM’s strategy on carbon sequestration attempts to focus on the physical and economic viability of the drylands on sequestering carbon, linkage between different financing mechanisms and eligibility requirements and options for managing drylands, and GM’s strategy in utilizing the opportunity created by carbon-offset market for addressing these concerns.

The Global Mechanism (GM) established as per Article (21) of the UN Convention to Combat Desertification (UNCCS), has a mandate to increase the effectiveness and efficiency of existing financial resources, and explore new and additional funding mechanisms for the implementation of the Convention.  Although newly designated GEF focal area on “desertification and deforestation” is expected to provide additional financing for combating desertification, compared to the scale of the problem and overall financing needs, however, the search for additional funding from other mechanisms and sources continues to be significant.  This complementary role of the Global Mechanism in mobilizing resources for combating desertification is also reaffirmed in the WSSD Plan of Action, approved by the global community in the Johannesburg Summit-2002.

GM’s strategies for promoting carbon sequestration and resource mobilization

The purpose of engaging the GM in strategic initiatives is to explore the extent to which new and additional funding can be obtained through innovative approaches to financing the Convention.  In order to meet these challenges, GM strategic initiatives in mobilizing resources through promoting carbon sequestration in the drylands involve the following:

· Pursuing simple and clear mechanisms for coordinating institutional sources of climate change related finance with desertification funds;

· Continuing to articulate the importance of managing drylands for promoting global environmental goods and linking it with the sustainable livelihoods through provision of visible benefits to the local people;

· Policy integration for mobilization of domestic resources for promoting carbon sequestration as part of GM’s mainstreaming role at the country level;

· GM would continue to support analysis of real opportunities and risks of carbon sequestration projects to the sustainable livelihoods of the rural poor living in the drylands, and refine and develop criteria for considering the eligibility of smallholder-based carbon sequestration projects;

· Gm will emphasise the catalytic role of the private-sector parties in mobilizing resources for setting up carbon funds and the design of economic incentives and contractual agreements for channeling funds from the private sector; and

· GM would facilitate the process of compiling success cases and lessons learned for scaling up activities relevant for financing and promoting carbon sequestration in the drylands.

Building partnership

The Operational Strategy of the GM is based on the premises of building of partnerships and strategic alliances between institutions whose mandates are relevant to activities for promoting and financing carbon sequestration activities in the drylands.  The Global Mechanism has already started a number of initiatives towards building partnership for mainstreaming land management options into carbon sequestration financing, participation in the World Bank Bio-carbon Fund and analysis of linkage between drylands management options and the Fund, compilation of case studies and information on costs and benefits of land management options relevant to baseline determination and incremental costs and benefit estimation of carbon sequestration projects, dialogue with private-sector agencies for the establishment of environmental fund for financing carbon sequestration in the drylands, and building capacity for raising effective demand of the local community / national governments and sub-regional organizations, especially in sub-Saharan Africa.

Setting up carbon fund with private-sector participation and collaboration with the Facilitation Committee partners and the private sector.

Funding mechanisms for promoting carbon sequestration are not flexible enough to capitalize on different sources, so as to mobilize additional resources for financing carbon sequestration friendly land management options in the drylands.  One of the alternative options for mobilization of resources for harnessing the potential of drylands in sequestering additional carbon could thus be to set up a separate funding mechanism.  The GM is presently initiating dialogue with the private-sector agencies for setting up of Environmental Fund in the Republic of China.  The experience gained in China could be transferred to other countries and regions through socio-economic characteristics and agro-ecological conditions are not similar to harness support of private=sector agencies in other regions, particularly in sub-Saharan Africa.  In this context, participation of other Facilitation Committee partners such as IFAD, GEF and the World Bank would be sought in establishing the carbon sequestration fund with rural development as an integral component.  The basic objectives, criteria and modalities for setting up drylands carbon sequestration fund are provided in Annex-3.

