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As members of the Under2 Coalition, subnational governments — meaning states, regions,
devolved administrations, provinces — welcome the opportunity to contribute to this consultation.
We believe that achieving climate and development goals demands financing mechanisms that
are globally coordinated yet locally responsive. With 44% of carbon pricing instruments operating
at the state and regional level', it is essential that subnationals are recognised as central actors
in the new financial architecture that we are collectively building.

Section 1: Objectives of the use of revenues from solidarity levies (principles 1-3)

From the perspective of subnational governments, the principles should begin by articulating an
overarching objective and then be grounded in sectoral priorities that reflect real-world needs.

Our core objective is to improve direct access to finance for state, regional, and other subnational
governments, who are on the front lines of both climate impacts and economic transitions.
Unlocking financial flows to subnational actors is essential to ensure that resources reach the
communities where they are most urgently needed.

In that context, we propose the following refinements:

e The principles should recognise a broad range of underfunded sectors that urgently
require concessional finance — including adaptation, loss and damage, food security,
just transitions, social protection, and health — while positioning resilience as the unifying
objective that links these sectors in practice.

e Anarrow, single-sector focus would fail to reflect the complex, overlapping challenges we
navigate in our communities. By contrast, a resilience lens offers a practical, inclusive,
and outcomes-oriented framework for solidarity financing that can flexibly respond to
diverse local contexts.

In addition, we express strong support for Principle 3 (alongside principle 1 and 2). The
prioritisation of highly concessional, grant-based finance for the most vulnerable countries and
regions is essential. It reflects both climate justice and the urgent need to address persistent
equity gaps in access to climate and development finance, particularly where institutional
capacity or fiscal decentralisation limits subnational ability to respond.

Section 2: Responsibilities of countries and subnationals (principles 4-5)

Subnational governments support the principle that all countries — across income levels — should
be empowered to implement solidarity levies. To ensure equity, fairness, and ambition across the
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coalition, this must be matched with enabling conditions, incentives, and flexibility tailored to
different national and subnational contexts.

We strongly support the creation of a top-up or co-funding mechanism, modelled on successful
approaches like Gavi or the UNICEF Children’s Nutrition Fund. This would serve as a powerful
incentive for developing countries to implement levies domestically and should be extended to

include state and regional governments, where delegated powers allow. Allocations should be

based on the following, in priority order:

o Vulnerability to climate change
o Development status
o Level of ambition (e.g. climate legislation, level of carbon price or coverage).

Funding for this top-up could come from a combination of sources, including a portion of the
international proceeds from the levies themselves, supplemented by contributions from donor
governments or multilateral institutions. This blended approach would ensure that solidarity
remains the guiding principle, while leveraging other parts of the global finance system.

Subnational governments recognise the importance of attracting additional public and private
investment. In many jurisdictions, predictable and earmarked levy revenues enable a co-
financing model as the revenue acts as anchor capital for:

e Green bonds
e Blended finance structures
e Philanthropic co-investment

In terms of international allocation, we support a minimum floor of 50% of proceeds from
advanced economies to be used internationally, as proposed in Principle 5. Emerging economies
could commit at a differentiated level — such as 10-20% — while low-income countries should
retain the flexibility to use all revenues domestically. The international portion should prioritise
least developed countries, small island developing states, and the most vulnerable regions.

Finally, capacity building is a key priority for subnational governments, particularly in developing
countries. Many Under2 coalition members require technical assistance to understand how to
design and implement a solidarity levy within their fiscal, legal, and institutional frameworks. We
therefore strongly support earmarking a portion of international proceeds to:

e Tax administration capacity building
¢ Providing technical support for state and regional government authorities.

Without this support, many willing jurisdictions may remain excluded from this effort due to policy,
technical or legal barriers.

Section 3: Sovereignty of countries and subnational governments (principles 6-7)

Subnational governments recognise that to ensure revenues are effectively allocated to climate
and development, any framework for solidarity levies must carefully balance fiscal sovereignty
with transparency and accountability. While the principles on implementation and earmarking
may appear technical on the surface, they are, in practice, highly political.
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Introducing new levies and deciding how revenues are earmarked touches on sensitive
questions of national priority setting, institutional control, and public trust. Governments —
national and subnational alike — need both flexibility and support to make these mechanisms
work in their specific contexts. For this reason, we believe the Task Force should go beyond
technical guidance and provide support for governments to navigate the political realities of
implementation.

We offer the following reflections and recommendations:

e Fiscal sovereignty must be upheld, with countries retaining the freedom to determine the
design, collection, and earmarking mechanisms that best suit their systems. This
includes subnational governments where fiscal authority is decentralised.

e However, the Task Force should explicitly acknowledge the political nature of these
choices and provide support that helps governments overcome barriers - such as limited
public support, inter-ministerial coordination challenges, or legal constraints on
earmarking.

¢ We encourage the development of practical tools, case studies, and peer learning
platforms that help them navigate the political dimensions of levy design, including how to
build domestic consensus and align budget decisions with solidarity objectives.

e Transparency is essential. All countries should commit to public reporting on revenue
raised and how it is allocated (more in Section 4), with clarity about how the funds serve
climate and development objectives.

¢ In many jurisdictions, subnational governments already manage effective climate or
social funds and are well placed to channel levy revenues directly into high-impact local
programs. National governments should be encouraged to design enabling frameworks
that allow subnational actors to co-implement or directly manage portions of levy
proceeds, especially in countries where local authorities lead on public service delivery.

e Finally, we recommend creating a platform for mutual learning among national and
subnational governments on how to navigate the political, legal, and institutional
complexities of implementing solidarity levies. This would be an important contribution to
expanding the coalition and supporting countries at various stages of readiness.

Section 4. Accountability (principles 8-10)

Subnational governments propose the establishment of a Subnational Solidarity Finance Facility
(SSFF) within an existing multilateral institution. This facility would ensure that a certain portion of
solidarity levy revenues directly reach state and regional governments, not just national govts. It
would:

e Provide direct access to finance for subnational actors, especially in developing countries

e Support projects that build resilience and deliver climate-development co-benefits

e Be grounded in local innovation, knowledge, and need

¢ Improve visibility and accountability by linking finance to results on the ground

¢ Show a weighted preference to subnationals who already have a solidarity levy, creating
a virtuous cycle.
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A facility like the SSFF would fill a major gap in the current climate finance landscape, making
accountability more meaningful and delivery more effective.

We support the creation of a centralised reporting platform (or ‘virtual fund’) as proposed in the
principles. To avoid a free rider problem, the coalition needs more than voluntary aspects though.
It requires a shared accountability culture that combines transparency with soft enforcement:

e Apublic, centralised registry should track country participation, levy implementation
status, and revenue contributions and allocations.

e Alight peer review mechanism, modelled on climate stocktakes or OECD peer learning,
could allow countries and subnational actors to assess each other’s progress.

e Countries that have implemented levies or contributed funding should receive priority
access to co-financing or recognition in global climate forums, creating incentives for
action.

Subnational governments are particularly concerned about the risk that solidarity levies might
displace existing finance rather than add to it—especially in a period of falling aid budgets.
Additionality must be clearly and tightly defined.

If funds are channelled through a multilateral organisation, the rules for fund eligibility should be
assessed and monitored by a screening panel that sits under the Taskforce and has a
subnational government representative on it. Any funds that don’t meet set conditions should not
receive allocations.

Subnational governments recognise the fairness of prioritising countries that participate in the
Task Force, especially those that raise domestic levies or take early action. However, we caution
against limiting eligibility strictly to coalition members. A hybrid approach could include:

¢ Asignificant majority (e.g. 80%) of proceeds earmarked for coalition participants
¢ A modest share (20%) made available to highly vulnerable non-members, to reflect
global solidarity and incentivise new countries to join

In addition, we need to ensure the barriers to enter the Task Force are not too high.

Finally, similar to the suggested screening panel, subnational actors should not be limited to
implementation roles — we should be part of the governance and accountability architecture itself.
This includes patrticipation in:

e Any future peer review or compliance mechanism
¢ The eligibility and oversight processes for multilateral fund recipients
e Global reporting platforms that track local-level impact and innovation

Our participation will ensure more grounded, effective delivery, and improve the political
credibility of the entire framework.

State and regional governments in the Under2 Coalition stand ready to be active partners in
implementing solidarity levies that are fair, transparent, and effective. The proposals set out in
this consultation offer practical pathways to ensure that revenues flow directly to the actors best
positioned to deliver high-impact climate and development outcomes, while strengthening
solidarity and cooperation across borders.



