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Tropical forests have a critical role in the
prevention of dangerous climate change.
Experts have estimated that reducing emissions from deforestation and forest degradation (REDD+) could provide
one third of the world’s most cost-effective carbon reduction potential by
20201 while simultaneously protecting irreplaceable biodiversity and safeguarding the livelihoods of some of the poorest people on earth. The clearing of 12-15 million hectares of tropical forests per year means the REDD+
opportunity is a narrow- and closing- window of time2.

INTRODUCTION

During the past 5 years, dozens of conferences, hundreds of papers and
billions of dollars have been devoted to accelerating REDD+. In order to
judge whether REDD+ is fulfilling its undoubted potential however, the
two fundamental metrics by which we must judge progress are time, and
scale. Assessed through such a lens, these efforts are not currently delivering what is required. Progress to date has been too slow and at a scale that
simply will not meet the targets required by the science to prevent dangerous climate change.
The progress gap is not due to the failure of a single or a few REDD+ programmes3. Numerous policy and market failures are currently hampering
progress and investment in REDD+. These failures can be addressed by a
range of interventions, including a combination of supply or ‘push’ and demand or ‘pull’ measures. Most of the current REDD+ thinking, and nearly
all the financial resources, focuses on supply side measures. This overlooks
the point that without a large scale, reliable and long term buyer for forest
carbon, rainforest countries and communities cannot commit to permanent land use polices that preserve forests. This could result in tropical forests turning from a large carbon sink to a large carbon source as without a
price there is a low opportunity cost to wasteful or high emitting land uses.
Creating large scale, reliable, long term demand and a price for forest carbon is therefore a critical step in ensuring that tropical forests are part of
the climate change solution, rather than the part of the problem.

For example, see: Climate Works online at: www.climateworks.org/network/sectors/forests-and-land-use and
also research by McKinsey and Co. online at:
www.mckinsey.com/Client_Service/Sustainability/Latest_thinking/Pathways_to_a_low_carbon_economy
2
Estimates vary, the UN’s FAO estimates 13 million hectares a year are being lost, also see:
wwf.panda.org/what_we_do/footprint/climate_carbon_energy/forest_climate/
3
The Wildlife Works REDD+ project in the Kasigau Corridor in Kenya was issued with the first VCS REDD+ credits in 2011 and an example of a larger scale programme that is underway is the State of Acre in Brasil.
More online at: www.theredddesk.org/countries/brazil/info/activity/acre_state_project
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WHERE DO WE STAND?
Although REDD+ is an evolving concept,
the primary goal is to reduce and avoid
greenhouse gas (GHG) emissions from forests with robust environmental and social
safeguards. This should be the ultimate
benchmark by which we measure success.
To achieve the goal of a producing a 50%
reduction in emissions from global deforestation and degradation by 2020 would
require a total global abatement of 5.5 billion tonnes CO2 by 20154. Using the most
recent forest carbon activity data, the total
‘supply’ of reduced emissions from REDD+
projects and programmes anticipated to be
produced over the next 5 years from current and planned activities is 337 million
tonnes CO25. We would therefore need an
immediate increase of over 16 times the
current REDD+ activities to get back ‘on
track’, and this ignores practical issues
such as the multi-year lag times required to
start a project or programme.
An analysis of the available data also
reveals financial gaps of a similar scale
to the abatement gap described above.
These gaps are apparent in several different areas. Estimates vary for the total
annual sums required to achieve REDD+

but many well-known studies6 suggest
that the annual number is in the order of
tens of billions of US dollars7. The current
cumulative sums pledged to date as part of
REDD+ fast start funding are a fraction of
what is estimated to be required, and when
the annual, rather than aggregate figures
are compared, the finance gap appears to
be at least an order of magnitude.
Another concerning financial trend is the
percentage of pledged funds that have
actually been disbursed to the forest countries. Recent data on bi- and multi-lateral
funds indicates that this metric is currently
very low (e.g. 5% for the FCPF Readiness
Fund, 1% for the FIP, 33% for UN-REDD
and less than 1% for the Guyana RIF)8.
Reasons cited for this low disbursement
vary depending on the perspective given.
Debate in donor countries often focus on
a lack of absorptive capacity and activities
to fund. Discussions in forest countries,
however, often centre on the struggle to access even small sums of money9. This then
erodes the rainforest nation political will to
create the in-country capacity many international donors want their funding to be
conditional on. Such circular positioning
leads to gridlock.

Several sources, including the European Commission, as well as the Eliasch Review published by the UK Office of
Climate Change, have proposed a goal of reducing gross deforestation by 50% from its historic level by 2020. Arguably,
this can be translated into an interim goal of a 25% reduction by 2015. Such a goal would imply emissions reductions
from deforestation of about 1.5 GtCO2e/year in 2015, and cumulative reductions of 5.5Gt for the period 2011-2015. This
target of a 50% reduction in gross deforestation by 2020 is for illustrative purposes. WWF has a more ambitious goal of
zero net emissions from deforestation and forest degradation by 2020. This higher level of ambition will also require a
higher level of funding relative to the reports referenced in the footnote below.
5
Source- Forest Carbon Portal, State of the Forest Carbon Market 2011.
6
E.g. The AGF, IPCC, UNFCCC, IEA, and Stern and Garnaut reports have all emphasized the funding gap between
public pledges and investment needs.
7
E.g. Eliasch, 2008; Kindermann et al, 2008; European Commission, 2008.
8
The Prince’s Charities International Sustainability Unit, ‘Two Years On: Is Interim REDD+ Finance Being Delivered as
Needed?’ October, 2011.
9
Ibid
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GRIDLOCK
There are numerous activities that would
help break such an impasse but a factor that is often overlooked is the lack of
incentives for forest countries to develop
their absorptive capacity. The REDD+
community focuses on the need for ‘readiness’ –which is clearly vital- but a critical question to ask must also be, ‘REDD+
readiness for what...?’
There are many economic definitions of
the term, ‘incentive’, but most suggest
that an incentive is the expectation of a

reward that motivates actions and effort,
or counts as a reason to prefer one choice
to the alternatives. Indeed, the essence
of the REDD+ mechanism is to provide
financial incentives to developing countries
to reduce emissions, avoid emissions or enhance their carbon stocks. The REDD+ ‘elephant in the room’ is that there is currently no such short to medium term incentive
for forest countries and there is no credible
financial mechanism which will pay for
medium or long term results at scale. This
is problematic for several reasons.

Figure 1. The interim demand gap on the path to scaling up REDD+

At a very general level, with no clear, long
term and credible incentive that they might
benefit from, forest countries have little
motivation to expend political, financial

and human capital to create the infrastructure and enabling conditions REDD+
requires10.

10
These conditions are broad reaching and are assumed to be a pre-condition to investment. They might include such
activities as reforming land tenure, establishing the security of carbon rights, improvements in forest governance etc.
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Creating this capacity might potentially
mean diverting resources away from lucrative activities and competing uses of land
under a ‘business-as-usual’ growth trajectory. Implementing REDD+ is highly complex and there needs to be a clear, compelling reason to drive the process forward.
The private sector-who will have to play
a large financial role in REDD+ given the
strained current state of public financeshas little inventive to invest as there is
currently no conventional economic proposition given the revenue uncertainty of the
assets they would be investing in. Without
a price and demand for verified emissions
reductions, they have no direct reason to
spend money at the scale required trying to achieve them when the alternative
commercial opportunities offer relatively
predictable and attractive risk-adjusted
returns. The forest communities and landFigure 2. The current vicious cycle

owners are in a similar position as they
also have little incentive to turn their land
to REDD+ and forgo all other opportunities over multiple decades given the uncertainties over what the benefits might be.
This has unwittingly led to the creation
of a vicious cycle. Those who doubt the
ability of REDD+ to generate large scale,
permanent emissions abatement often cite
issues such as permanence and leakage as
reasons for the exclusion of forest carbon
from future large scale market mechanisms. These allegations are hard to refute
as no large scale REDD+ demonstration
programmes are operating where a forest
country- or part thereof- has committed to
REDD+ ‘permanence’ at scale. The reason
for this is that there is simply no means by
which anyone producing verified emissions
reductions at scale over multiple years can
be assured of payment.
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From a technical perspective there are
some key considerations that need to be
addressed to incentivise progress. REDD+
as a commercial proposition is very reliant
on carbon as a revenue stream and carbon
can be the sole source of REDD+ revenue
under some methodologies. This contrasts
markedly with other operations that gen-

erate carbon finance. A recent sample of
data from Chinese biomass, hydro, wind
and solar CDM projects indicates that the
carbon component of the total revenue
stream tends to fall in the range of 5-20%
with the remaining revenue consisting of
‘real economy’ revenue such as that from
electricity11.

Figure 3. Carbon dependency of projects generating carbon finance

Source: Asia focussed project developer- personal correspondence
Another technical yet fundamental issue is
that there is no credible counterparty with
which a forest country can sign a longterm, large scale legally binding contract
for verified emissions reductions12. There
is a disconnect between the core principles
that underpin the global REDD+ negotiations (‘permanence’ of REDD+ activities
at landscape/national level) and the financial architecture that would pay for large
scale permanent emissions reductions

over multiple decades. Using conservative assumptions, it would appear that the
sources of phase 3 funding that currently
exist would only be able to support REDD+
efforts at landscape level for a matter of a
few years13. What is currently being asked
of forest nations is to ignore lucrative alternatives to conserving the forests, and to
engage in what might be a 30 year activity
where the rewards beyond year 2 or 3 are
completely unknown.

These values are sensitive to a range of variables like emissions factors, local electricity tariffs, carbon prices, currency
exchange rates etc. Source: personal correspondence with a low carbon project developer.
12
Contracts for forest carbon VERs have been signed with credible counterparties in then existing voluntary carbon market but these are not of a size that will produce results at the scale required- see figure 1 above.
11
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Figure 4. The disconnect between the REDD+ policy ‘ask’ and the financial
architecture to support it

A long-term strategy predicated on creating value by ‘hoping for the best’ for the
majority of a programme’s life is not a
compelling proposition either for those
looking to invest capital nor those looking
to supply it. An incentive structure that
‘leverages private sector capital’ seems to
be acknowledged as an important element
of any future REDD+ financial architecture. However, without a price signal and

source of demand, banks will not lend to
projects or programmes when they have
no visibility over the repayment profile and
where they doubt the credit quality of the
cash flows14. Debt is an essential part of the
funding mix to lower the cost of capital and
without it, many REDD+ activities will not
take place as the financing costs will exceed the ‘hurdle rate’15. It is an issue which
urgently needs to be addressed.

13
The Forest Carbon Partnership Facility Carbon Fund is an example. We are using rough numbers based on the following assumptions. The FCPF Carbon Fund will be fully capitalized at USD 220 million. Assuming no transaction costs, and
an equal split between the 5 eligible countries (although contracts will be signed at a jurisdictional level), that equates to
a USD 44 million allocation per country. We can use the State of Acre in Brasil to put these numbers in context. Acre expects to produce about 10-12 million tons of verified emissions reductions each year through its low carbon development
plan. If we assume only half of the emissions reductions have to be paid for (the other half of emissions reductions could
come from policy interventions like improved governance, more efficient land use planning, removal of perverse incentives etc.) then roughly 5 million tons of carbon will have to be paid for annually using the lower bound of the estimates.
At $5/t, this would cost USD 25 million/year ($5/t * 5 million tons) and at $10/t would cost USD 50 million/annum. Based
on a USD 44 million allocation per country, this means that a sub-national scheme would draw down the entire allocation
for the country in under 2 years at $5/t and would last less than a year at $10/t. More online at:
www.forestcarbonpartnership.org/fcp/
14
The decision to apply retroactive changes to the Spanish feed-in tariff is an example of where the investment community has lowered their perception of the creditworthiness of a counterparty (in this case-the Spanish government) which
has had a negative impact on subsequent investment.
15
The minimum rate of return on a project or investment required by a manager or investor. In order to compensate for
risk, the riskier the project, the higher the hurdle rate
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BREAKING THE GRIDLOCK
What is required is a strategic, performance-based intervention that will scale
up REDD+ activities, make market outcomes (such as price and demand) more
certain, allow the signing of long term
contractual results-based agreements with
forest countries and thus provide access to
financing. Payments provided after results
are verified contrasts with most traditional
development finance flows and can empower rainforest nations to take sustained,
positive actions they will be remunerated
for. This will also provide a powerful incentive to forest countries to develop their
capacity and will contribute to the ultimate
goal of net GHG reductions from the forest
sector.
This form of intervention applied to sectors with large upfront costs, long ‘asset
life’ and uncertainties over future market
conditions is not without precedent. Advance Market Commitments (AMCs) are
temporary interventions to make revenues
from markets more lucrative and certain
in order to accelerate investment16. The
GAVI AMC is a multi-billion dollar pilot
that has been used to stimulate investment
into creating new vaccines for developing
countries17 where high upfront R&D costs
and a variety of material risks (e.g. uncertainties over price and demand combined
with political risk) had been a barrier to
investment. They have also been success-

fully used to stimulate investment into the
renewable18 and efficient energy markets.
From an efficiency perspective, AMCs are
attractive tools in that they only support
or finance a predefined result and can do
so over a sustained period of time (which
would include verified emission reductions
in the case of REDD+). This differentiates
them from supply side measures (generally ‘one off’ investment finance like a grant
or loan) which do not share this property.
There is both theoretical and empirical evidence that supports the thesis that an AMC
could encourage investment into REDD+.
This is consistent with investor preferences for feed-in tariffs (a type of AMC)
to support wind and solar installations
where price and demand are uncertain for
grid connected renewable energy due to
fluctuating oil, gas and coal prices19. The
long term price signal, demand and ability
to sign a long term contractual agreement
with a credible counterparty that these
feed-in tariffs created has led to transformative changes in investment flows.
Bloomberg New Energy Finance research
found that feed-in tariffs have been linked
to 87% of global solar and 64% of global
wind deployments20. In the same manner
that feed-in tariffs were critical to generating the predictability that unlocked investment into renewables, an AMC would help
scale up REDD+21.

For more on AMCs, see: www.dfid.gov.uk/r4d/SearchResearchDatabase.asp?OutputID=18426
GAVI is a public-private partnership focused on saving children’s lives and protecting people’s health by increasing
access to immunisation in poor countries. For more on the GAVI Alliance visit: www.vaccineamc.org/
18
For more on this topic, visit Duetsche Bank Climate Change Advisers online at:
www.dbcca.com/dbcca/EN/investment-research/investment_research_2354.jsp
19
Bürer, M.J. and Wüstenhagen, R. (2009): ‘Which renewable energy policy is a venture capitalist’s best friend? Empirical
evidence from a survey of international clean tech investors. Energy Policy,
20
Payment terms for FiTs in France, Germany, Netherlands and Canada range from 15-25 years for example. See: www.
carbonwarroom.com/images/CCW/PayingforRE-excerpt.pdf
21
The authors acknowledge that REDD+ exists in a different context to developed world energy markets but this does not
diminish the importance of predictability of revenue streams for an investor
www.dbcca.com/dbcca/EN/investment-research/investment_research_2367.jsp
16
17
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THE FOREST FINANCE FACILITY
Although an AMC is an attractive proposition, there needs to be an institution of sufficient size and credibility to sign or offer
them. The proposed Forest Finance Facility (FFF) is just such a financial mechanism
that will create reliable, long term demand
for forest carbon at scale. Fundamentally,
the FFF will provide the effective and efficient financial architecture that a forest
country engaging in REDD+ requires. The
purpose of the mechanism, or fund, would
be to create a price and interim demand
for REDD+ using fast start, and/or other
sources of predominantly public funding22,23. The mechanism would allow a long
term, legally binding contract to be signed
for verified emissions reductions despite
multiple current uncertainties over long
term REDD+ policy and frameworks. This
could be achieved by guaranteeing a minimum price for verified emission reductions
in a (sub) national REDD+ programme, for
example, as long as the investments were
linked to the (sub) national REDD+ strategy and reference level.
The mechanism would ensure that increasingly scarce funds are used to pay for
results rather than intent24 in what would
be a more efficient allocation of risk for
donors. The specific results paid for would

include payments for verified emissions
reductions25 but could potentially also
include payments for other ‘results’ such as
for additional ecosystem services.
The FFF would provide a sufficient stream
of revenue that is available over a sustained period of time. This strategic intervention would catalyse a host of other
financial, social, environmental and political benefits. For example, from a financial perspective, forest countries or other
entities could raise long term, cost effective
finance (like bonds) against such a facility.
The increased predictability over price, and
therefore potential revenue, will increase
the likelihood that risk mitigation products such as political risk insurance could
be provided26. This has the potential to
not only ‘crowd-in’ other public and private sector climate finance, but lower the
cost of funding which might increase the
universe of REDD+ activities that become
commercially viable. REDD+ funds generated can be used to encourage alternative
low carbon economic growth outside the
forest estate, and combined with the many
social and environmental benefits, makes
REDD+ more politically and economically
justifiable.

22
The FFF could be a new mechanism or it certainly possible that existing mechanisms could be scaled up and perhaps
adapted. The authors would be very interested in exchanging views on this subject although that analysis is outside the
scope of this paper.
23
While also examining the case for private sector co-investment
24
I.e. ex post rather than ex ante payments
25
If investors in the Forest Finance Facility bought verified emissions reductions, there are a range of options for what
they might do with them. For example, they could be cancelled or they could be used as offsets under certain conditions.
An analysis of the options is beyond the scope of this discussion paper.
26
For more on political risk insurance, see the World Bank’s Multilateral Investment Guarantee Agency (MIGA) website
online at: www.miga.org/
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Figure 5. The virtuous cycle
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Rules-based decisions and eligibility criteria would also assure international donors
that they receive value for money and that
their funds are spent according to appropriate fiduciary, environmental and social
safeguards. These factors may help gener-

ate donor country political buy-in to commit financially and politically to REDD+. It
is likely this would lead to a virtuous cycle
whereby forest countries would have a clear
target to aspire to, creating healthy competition for the funds and a ‘race to the top’.

Figure 6. Potential benefits of the Forest Finance Facility
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Although the mechanism would clearly
abide by globally accepted standards, it
should not necessarily fall under the administration of either the UNFCCC or the
World Bank. The mechanism would leverage existing knowledge and experience, but
seek to apply fresh thinking to issues such
as governance, equity, operating philosophy, scale, eligibility, the role of the private
sector and accountability.
While the world struggles to reach a
global climate agreement, REDD+ can be
a bridge. Without a price and demand for
forest carbon, however, REDD+ is at serious risk of stalling. REDD+ supporters
and negotiators must urgently focus on the

“interim demand gap” in parallel with all
the critical work on the ‘supply side’. While
the world develops a permanent long term
financing facility like the Green Climate
Fund, and long term market mechanisms,
a large scale Forest Finance Facility could
kick start reliable interim REDD+ demand.
By rewarding projects and programmes
that produce real emissions reductions,
the FFF would produce better returns on
the billions of taxpayer dollars being spent
on capacity building. Most importantly,
it would allow REDD+ to unlock a new
sustainable growth path for forest communities.
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