Funding the Future

If the financial crisis and Covid were important enough...
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Carline Lucas MP, the UK's sole Green MP, had an article in The Independent yesterday
with this title:

Climate > Opinicn

We urgently need to rethink the
Sfunding of global climate action

If the financial crisis anc 1 n o do whatever
- t takes to find the mone eded, then surely the climate crisis demands a similar
s ¥
response
s )

Caroline Lucas' concern is that there is far too little funding for climate change, and the
developing countries lose out as a result. In response she quoted Prime Minister Mia
Amor Mottley of Barbados saying:

“The central banks of the wealthiest countries engaged in $25 trillion of quantitative
easing in the last 13 years. Of that, $9 trillion was spent in the last 18 months to fight
the pandemic. Had we used that $25 trillion to finance the energy transition we would
now be reaching that 1.5 degrees limit that is so vital to us.”

Mottley is right of course.

Mottley wants more use of International Monetary Fund Special Drawing Rights as a
result. So too does Lucas. But Caroline also notes:

Quantitative easing (QE) describes a particular form of government money creation in
which a government’s central bank, like the Bank of England in the UK, effectively
creates new money for use by that government. Its impact has been significant. In the
2008/20009 crisis QE was used in the UK to bail out the banks. In the Covid crisis QE was
used to fund furlough and other measures to ensure the economy did not grind to a halt
when huge sectors had to be shut down.
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Mottley is right. We urgently need to rethink the funding of global climate action, While
investment is pouring into the renewable energy sector and delivering healthy profits,
this is not happening in nature-based solutions where there is no clear financial profit to
be had. Nor is sufficient funding forthcoming to address either adaptation measures or
to cover Loss and Damage. Yet these are vital so we need to find alternative funding
models now.

Two options stand out. One might be called “Climate QE”. The other is the Special
Drawing Rights (SDRs) created by the International Monetary Fund (IMF) which can
have much the same impact as QE for developing countries.

Of climate QE Caroline Lucas notes:
The UK government has created £895bn of new money using QE since 2009. In the

process it effectively cancelled a similar amount of UK government debt. That means
that the real level of government debt is not the £2,300bn that the government claims
it to be, but something like £1,400bn. Importantly, this new QE-created money does not
have to be repaid. This is because one arm of government, the Bank of England is
electronically creating it to be used by another arm of the government, the Treasury,
and that never has to be unwound.

When managed appropriately, this approach is not inflationary. In fact, around the
world the QE era has been associated with exceptionally low inflation. The current
inflationary spike has been more about supply chain disruption than money creation.
But QE can only really work in countries where governments can borrow in their own
currencies. Most developing countries are forced by the global financial system to
borrow in currencies other than their own, usually in US dollars. So they can’t deploy QE
themselves.

Climate QE resolves this by making QE available to the global south. If the right
partnerships were built at the next UN climate summit, Cop27 in Egypt, then money
created in richer nations could be directed to developing countries to fund climate
action. It’s not the only approach. An alternative is the use of IMF Special Drawing
Rights. These increase the amount of credit that a government has with the IMF, which
it can then use to settle payments due to other countries. If SDRs could be directed
towards mitigation and adaptation efforts and limited to those countries with the
greatest financing need, they could, with climate QE, meet that funding challenge set
out by Mottley in Glasgow when she called for an additional $500bn worth of SDRs to
be issued every year for 20 years to unlock the carbon-cutting investments needed to
limit heating to 1.5C.

As Caroline concludes:

The global financial crisis was a huge challenge for governments. So is the Covid
pandemic. But they are both dwarfed by the impacts that we will face, and are facing,
with the destruction of biodiversity and the breakdown of the climate system.
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If the financial crisis and Covid were important enough for governments to do whatever
it takes and find the money, then surely the climate and ecology crises demand a
similar response.

Unsurprisingly, | agree.
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