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1. INTRODUCTION
1.1. ABOUT THE GLOBAL POLICY EVENT AND THE BACKGROUND DOCUMENT
In September 2013, the European
uropean Commission will be hosting a GCCA Global Policy Event. The
2013 Global Policy Event aims to:
 Extract lessons learned through the GCCA experience to date on various topics of relevance to
the current climate negotiation streams.
 Based on experiences from the GCCA across the world, promote dialogue
ialogue and exchange
between practitioners and negotiators involved in the United Nations Framework Convention on
Climate Change (UNFCCC) and related processes, with a view to informing
inform ing the next Conference
of the Parties (COP).
The Global Policy Event willl explore four topics which are of critical importance to both climate
negotiators and practitioners:
1. From NAPAs to NAPs, NAMAs, LEDS and DRR strategies1: the role of country
country-led climate and
disaster risk reduction mainstreaming.
mainstreaming
2. Making climate finance effective: strengthening national public financial m
management and
budgetary systems.
3. From forests to sustainable land management: creating synergies between adaptation and
mitigation.
4. Monitoring, reporting and verification (MRV): what are the implications for strengthening climate
information and national monitoring systems?
The discussions will be informed by a series of four background documents.
documents Each background paper
will provide a snapshot of the international state of play, GCCA approaches and experie
experience, and
propose open questions to frame the discussions of the Global Policy Event.
The technical papers and outcomes from the event will feed into the 2013 GCCA yearly publication
on the above subjects and a related side event at the next COP in Warsaw (Nov
(November 2013).
The present paper covers the second topic. After an introduction in Section 1, Section 2 provides an
overview of climate finance in the context of the UNFCCC. Section 3 presents the global climate
finance architecture and the implications
mplications of its complexity, after which Section 4 discusses the
application of aid effectiveness principles to climate finance in the light of GCCA approaches and
experiences. Section 5 concludes with a few questions for discussion at the Global Policy Event.

1

NAPAs: national adaptation programmes of action; NAPs: national adaptation plans; NAMAs: nationally appropriate
mitigation actions; LEDS: low-emission
emission development strategies; DRR: disaster risk reduction.
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1.2. ABOUT THE GLOBAL CLIMATE CHANGE ALLIANCE (GCCA)
The GCCA is the initiative of the European Union to strengthen dialogue and cooperation on climate
change with developing countries most vulnerable to climate change, in particular least developed
countries (LDCs) and small island developing states (SIDS).
By the end of 2013, the GCCA will comprise 45 programmes in 35 countries and 8 regions and subregions within an envelope of €290 million. The GCCA provides a wealth of experience and
knowledge in the areas of climate change mainstreaming into national development processes,
climate change adaptation and disaster risk reduction (DRR), sustainable land management and
reducing emissions from deforestation and forest degradation (REDD+), climate finance and aid
effectiveness, and institutional strengthening for addressing climate change.
As the experience grows across the globe, it is critical that the GCCA ensures that the knowledge
generated from its implementation informs the international climate debate.

2. CLIMATE FINANCE IN THE CONTEXT OF THE UNFCCC
Climate finance is a combination of national and international financial resources, drawn from public
and private sources, mobilised for addressing climate change. Climate finance is critical both to
support the large-scale investments required to achieve a significant reduction in greenhouse gas
(GHG) emissions, and to adapt to and reduce the adverse effects of climate change. Under the
Convention, developed countries are expected to provide financial resources to help developing
countries fulfil their reporting obligations under the Convention and implement adaptation and
mitigation measures.
At a time of increased urgency in achieving global emission reductions and enhancing the resilience
of vulnerable countries to the effects of climate change, the mobilisation of climate finance is
increasingly needed to accelerate action and achieve lasting results. Climate finance for adaptation
and mitigation activities in developing countries, and improved mechanisms for effectively deploying
climate finance, are thus at the core of negotiations for the definition of a new, ambitious international
climate regime.
Most of the climate finance currently provided by developed countries to support climate-related
actions in developing countries is channelled through bilateral or multilateral channels outside the
Convention and through the UNFCCC’s financial mechanism (see Section 2.2). Besides international
transfers, it is important to recognise that the greater part of climate finance invested in mitigation and
adaptation actions globally and in most developing countries is mobilised at the national level by the
public and private sectors.

2.1. FROM BALI TO DOHA: TOWARDS US$100 BILLION ANNUALLY BY 2020
Climate finance has been part of the discussions under the Convention since the onset, but has
gained importance in recent years. The Bali Action Plan (2007) launched a process of long-term
cooperative action that notably calls for enhanced action with regard to the provision of financial
resources and investment to support action on mitigation and adaptation and technology
cooperation. This initiative is to promote:
 improved access to adequate, predictable and sustainable financial resources and technical
support;
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 positive incentives for developing countries to engage in national mitigation strategies and
adaptation action compatible with sustainable development policies;
 capacity building in the assessment of the costs of adaptation in developing countries;
 innovative means of meeting the cost of adaptation in developing countries that are
particularly vulnerable to climate change;
 the mobilisation of public and private sector funding and investment.
In the wake of this action plan, the Copenhagen Accord (2009) called for “scaled-up, new and
additional, predictable and adequate funding” for developing countries. It sanctioned two
commitments made by developed countries to scale up climate finance in support of enhanced action
on mitigation (including REDD+), adaptation, technology development and transfer and capacity
building:
 The first one concerned fast-start finance for an amount of US$30 billion for the 2010-2012
period, with a balanced allocation between adaptation and mitigation, and adaptation funding
prioritised for the most vulnerable developing countries (in particular LDCs, SIDS, and African
countries in general).
 The second one concerned the joint mobilisation of US$100 billion per year by 2020 to address
the needs of developing countries “in the context of meaningful mitigation actions and
transparency on implementation”, to come from a wide variety of sources.
The Copenhagen Accord also decided the establishment of a Green Climate Fund expected to
channel a significant proportion of future climate finance.
Box 1 – The Green Climate Fund
The Green Climate Fund is expected to channel an increasing proportion of international climate
finance flows (particularly those from multilateral institutions and bilateral programmes), and thus
contribute to the simplification of the climate finance architecture (see Section 3.1 and Figure 1).
To promote a shift towards low-emission and climate-resilient development, the Fund will develop a
range of financing instruments, including grants, loans and concessional loans, to finance both public
and private sector adaptation and mitigation initiatives. It will pursue a country-driven approach and
promote and strengthen engagement at the country level through effective involvement of relevant
institutions and stakeholders. Designated national authorities will recommend funding proposals in the
context of national climate strategies and plans, and will be consulted on other funding proposals to
ensure consistency with these strategies and plans. The Fund may also set up regional and/or
thematic windows.
The Fund will also have a private sector facility that enables it to directly and indirectly finance private
sector mitigation and adaptation activities at the national, regional and international levels. The
operation of this facility will be consistent with a country-driven approach. The facility will promote the
participation of private sector actors in developing countries, in particular local actors, including small
and medium-sized enterprises and local financial intermediaries. It will support activities to enable
private sector involvement in SIDS and LDCs.
The Fund aims to provide simplified and improved access to funding. Fund resources will be made
available through national, regional and international implementing entities accredited by the Board.
Direct access by national implementing and funding entities will be encouraged, with support provided
for the in-country institutional strengthening required to achieve accreditation.

(…)
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Box 1 – The Green Climate Fund (cont’d)
Some aspects of the Fund’s governance have been agreed (including the composition of the Board,
which will have an equal number of representatives from developed and developing countries). Other
aspects, such as fiduciary standards, social and environmental safeguards and accreditation
modalities for implementing agencies, remain to be agreed.

The fast-start finance period has been completed and related lessons learning is under way with a
view to informing future climate finance delivery mechanisms. The Doha Declaration (2012) invites
Parties to renew their financing commitments at least by the amount pledged for the 2010-2012 faststart period. It also invites developed countries to submit information on their strategies and
approaches for mobilising scaled-up climate finance to US$100 billion per year by 2020 ahead of
COP19 (Warsaw, November 2013).
To contribute to the ongoing efforts to scale up the mobilisation of climate change finance after 2012,
COP17 (Durban, 2011) decided to undertake a work programme on long-term finance, with a
mandate to “analyse options for the mobilization of resources from a wide variety of sources,
public and private, bilateral and multilateral, including alternative sources”. This work
programme, initially expected to take place over one year, has been extended by another year. The
ongoing work is based on the premises of mixed sources of finance, a significant scaling up of
resources, predictable and adequate financing of needs, meaningful mitigation actions, and
transparency on implementation.

2.2. THE UNFCCC’S FINANCIAL MECHANISM
Article 11 of the UNFCCC defines the financial mechanism that underpins the implementation of the
Convention. This mechanism functions under the guidance of, and is accountable to the COP, which
determines its policies, priorities and eligibility criteria.
The UNFCCC’s financial mechanism currently encompasses two “operating entities”:
 The Global Environment Facility (GEF) runs climate-related programmes under its “climate
change focal area”, and also administers the Least Developed Countries Fund (LDCF) and
Special Climate Change Fund (SCCF), both of which provide climate-related support to
developing countries. It operates under the guidance of the COP but is established as a
functionally autonomous entity.
 The Green Climate Fund, established directly under the Convention, is not yet operational but
will soon start to channel climate finance from various sources (see Box 1).
The Adaptation Fund set up under the Kyoto Protocol to finance concrete adaptation projects and
programmes in particularly vulnerable developing countries does not have the official status of an
operating entity but is also a key part of the financing mechanism. It is accountable to the Parties to
the Protocol. It is financed mainly by a 2% levy on the amount of certified emission reductions
(CERs) issued in the context of the Clean Development Mechanism (see next paragraph). It is at the
forefront of efforts to give developing countries direct access to climate finance, through accredited
national implementing entities that meet agreed fiduciary standards.
The Clean Development Mechanism (CDM) is a market-based mechanism set up under the Kyoto
Protocol by which developed countries can offset part of their emissions through the purchase of
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CERs achieved by mitigation projects2 in developing countries. Like the Adaptation Fund, it operates
under the guidance and authority of the Parties to the Kyoto Protocol.
As for the wide range of bilateral, regional and multilateral financing instruments set up in
support of implementation of the Convention, they are not formally accountable to the COP and are
not part of the financial mechanism in the narrow sense. However, they are important sources of
funding, and as such can be considered to be within the scope of the Convention’s financial
mechanism in the wider sense (see Section 3.1).
The financial mechanism is subject to periodic reviews that aim to assess conformity with its original
objectives, compliance with the guidance issued by the COP (notably with regard to access
modalities, standards and guidelines for allocating finance, and the transparency and inclusiveness
of decision-making processes), and effectiveness (particularly in terms of the adequacy, predictability
and timely disbursement of funds, and the sustainability of funded projects). COP18 (Doha, 2012)
initiated the 5th review, which is expected to be completed by the end of 2014.
The main criticisms addressed at existing financial arrangements relate to:


their lack of coherence, their complexity, fragmentation and lack of coordination (see
Section 3);



the functioning of the GEF, in relation to its perceived lack of compliance with COP guidance,
the absence of independent assessment of its performance, and the dominance of developed
countries in its governance structures;



the lack of transparent and clear rules for the reporting of climate finance flows from
bilateral and multilateral donors; and



inequality of opportunity in access to CDM funding3.

The 5th review, which has a broader scope than past reviews, provides a key opportunity to
restructure the institutional architecture of the financial mechanism in support of efforts to scale up
climate finance. Assuming it is completed by COP20 in 2014, its outcomes will also inform the
negotiations on a new climate agreement.

2.3. MARKET-BASED AND NON-MARKET-BASED APPROACHES TO PROMOTE MITIGATION ACTIONS
COP 16 mandated the development of a framework for “various approaches, including opportunities
for using markets, to enhance the cost-effectiveness of, and to promote, mitigation actions”.
This framework, still in development, is to combine market-based and non-market approaches to
promote cost-effective mitigation actions, on the basis of standards that “deliver real, permanent,
additional and verified mitigation outcomes, avoid double counting of effort, and achieve a net
decrease and/or avoidance of greenhouse gas emissions”.
A new market-based mechanism allowing developed countries to meet part of their mitigation
targets by financing mitigation actions in developing countries is to be set up as a component of this

2

The CDM contributes to the financing of projects in the field of energy efficiency and renewable energies (approx.
three-quarters of registered projects so far), waste management, abatement of industrial gases, agriculture, mining,
and to a lesser extent afforestation/reforestation and transport.
3
By mid-2013, China accounted for over half registered CDM projects and India for approx. 18%, with Brazil being the
third-largest beneficiary. Participation by LDCs, and by sub-Saharan African countries other than South Africa, has
been negligible so far, for a variety of reasons including the complexity and high transaction costs of registration, weak
institutional capacity and a poor investment climate.
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framework. It will be operated directly under the guidance and authority of the COP. It is expected to
build upon mechanisms established under the Kyoto Protocol, to complement other means of
support for nationally appropriate mitigation actions (NAMAs)4, and to stimulate mitigation
across broad segments of the economy “on a sectoral and/or project-specific basis”. As part of
its vision for an international carbon market based on a network of linked cap-and-trade systems, the
EU supports the establishment of a mechanism covering whole economic sectors (and not only
projects as the CDM does). The generation of international credits through real, verifiable emission
reductions achieved against ambitious sector- and economy-wide crediting thresholds would indeed
help developing countries scale up their efforts to reduce GHG emissions, while enabling developed
countries to meet part of their emission commitments in a cost-effective way.

3. THE GLOBAL CLIMATE FINANCE ARCHITECTURE
3.1. A COMPLEX CLIMATE FINANCE ARCHITECTURE
Financing mechanisms available to support action on mitigation and adaptation are currently
available from a wide range of funds and initiatives. Figure 1 (see next page) provides an illustration
of the global climate finance architecture, showing the complex interaction between
contributions from the public and the private sector, dedicated climate finance funds and initiatives,
bilateral and multilateral implementing agencies (which in most cases also channel significant
amounts of official development assistance), and structures for channelling funds in recipient
countries.

4

For more information on NAMAs, see the background paper entitled From NAPAs to NAPs, NAMAs, LEDS and DRR
strategies: the role of country-led climate and disaster risk reduction mainstreaming.
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Figure 1 – The global climate finance architecture

Source: Climate Funds Update (http://www.climatefundsupdate.org/global-trends/global-finance-architecture)
A list of acronyms is available from Caravani A. et al. (2012) The Global Climate Finance Architecture. Climate Funds Update / ODI and Heinrich Böll Stiftung.
Available from: http://www.odi.org.uk/resources/docs/7931.pdf.
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Table 1 (see next page) presents a classification and some key characteristics of the main sources
of international climate
e finance.
finance Table 2 does the same for sources of domestic climate finance
finance:
indeed, developing countries are increasingly dedicating domestic resources to adaptation and
mitigation actions. This is illustrated in Figure 2 by the case of Bangladesh.. The figure shows that
approx. three-quarters
quarters of the funding for climate-relevant
climate relevant actions originate from domestic sources
sources,
and presents a simplified view of the (rather complex) national climate finance architecture
architecture. While the
international debate is focused
sed on the mobilisation of international funding, it is thus important to be
aware of domestically financed activities, with a view to ensuring complementarity and enhancing
effectiveness in the combined use of external and domestic resources.
Figure 2 – Bangladesh: simplified overview of climate funds flow

Source: Bangladesh Planning Commission (2012) Bangladesh Climate Public Expenditure and Institutional Review
Review.
Figure 6, p. 84
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Table 1 – Main sources of international climate finance
Public

Private

Multilateral

Bilateral

Dedicated climate funds and initiatives
 Managed by a multilateral organisation (possibly
also involved in development assistance)
 Some operate under the Convention, and some
outside (see Figure 1)
 Funding originates from the budget of a range of
donor countries
 Funding is usually channelled through national
implementing agencies or national programmes
and projects in recipient countries
 Funding may be provided through programmatic
approaches or project-based approaches
 Each fund or initiative has a specific mandate and
focus, e.g. in terms of climate-related objectives,
targeted
sectors,
level
of
intervention
(programmatic or project-based), geographical
scope, etc., but overlaps exist across multilateral
initiatives and with bilateral ones

Dedicated climate funds and initiatives
 Managed by a national organisation
(frequently also involved in development
assistance)
 Operate outside the Convention
 Funding usually originates from the national
budget (but may also come from innovative
fund raising mechanisms)
 Funding may be channelled via multilateral
climate funds and initiatives, through
programmes and projects in recipient
countries, or through national climate funds
 Each fund or initiative has a specific strategy
or focus, but overlaps exist across bilateral
initiatives and with multilateral ones

Official development assistance
 Managed by a multilateral organisation
 Funding originates from a range of donor countries
 Funding may be provided through programmatic
approaches (general or sector budget support,
other forms of sector support) or project-based
approaches
 Adaptation and/or mitigation support is linked to
development objectives and may be a primary or a
secondary objective of interventions (see OECD
climate markers in Section 4.3)
 Procedures for tracking and reporting climate
finance increasingly harmonised and transparent

Official development assistance
 Managed by a national development agency
and/or ministry(ies) with a development
assistance mandate
 Funding originates from the national budget
 Funding may be provided through
programmatic approaches (general or sector
budget support, other forms of sector
support) or project-based approaches
 Adaptation and/or mitigation support is
linked to development objectives and may
be a primary or a secondary objective of
interventions (see OECD climate markers in
Section 4.3)
 Procedures for tracking and reporting
climate finance not yet harmonised and not
always transparent
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Carbon markets
 Purchase of certified emission reduction (CER) units
under the CDM to offset GHG emissions in the context
of mandatory emission reductions
 Purchase of carbon credits (validated or not under an
internationally recognised standard) on the voluntary
carbon market, as a means of offsetting GHG emissions
on a voluntary basis
 CDM criticised for the length and complexity of
registration procedures, high transaction costs, the lack
of additionality of some industrial projects, and voluntary
markets for lack of rigour in establishing the additionality
and permanence of carbon credits (some standards
nevertheless address this)
 Low carbon prices problematic in both CDM and
voluntary markets
 Systems in place for tracking market transactions
International NGOs
 Funding from a mix of public and private sources
 No international system established for tracking
Foreign direct investment
 Equity investment in investment-grade projects (mostly
mitigation, e.g. renewable energy)
 Funding originates from a private sector investor that
may be based in a developed or an emerging country
 Highly sensitive to the investment climate
 No international system established for tracking
International banks and other financial intermediaries
 Generally provide loans at commercial conditions for
investment-grade projects
 May make loans at concessional conditions when they
benefit from guarantees or interest rate subsidies
provided by a climate fund or initiative
 Highly sensitive to the investment climate
 No international system established for tracking
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Table 2 – Main sources of domestic climate finance
Public

Private

Budget
 Most countries allocate a share of their national budget resources to
adaptation and mitigation measures, projects and/or programmes
 Resources may be channelled through dedicated climate-related programmes,
or mainstreamed into non-climate programmes (e.g. in the agriculture, energy,
environment, transport, waste management and/or water sectors)
 The tracking of climate-related expenditures in non-climate programmes is
usually difficult, as budget classifications and procedures typically do not
support the marking of climate-related allocations and expenditures
National climate funds
 May be set up as a programme under the national budget, or (frequently) as
an extra-budgetary entity
 Administered by a national (or sometimes international) organisation
 Domestic funding typically originates from budget and/or extra-budgetary
public resources (e.g. extra-budgetary royalties from natural resource
exploitation)
 Most national climate funds are set up to channel a mix of domestic and
international climate finance
 Some national climate funds also channel a mix of public and private funds
 If governed on the basis of sound and transparent arrangements, can help
improve the effectiveness of climate finance within the country
Public sector banks and other financial intermediaries
 In principle, provide loans at commercial or slightly concessional conditions for
investment-grade projects – but may also be driven to lend to projects below
investment grade
 May make loans at concessional conditions if they benefit from guarantees or
interest rate subsidies provided by a climate fund or initiative
 Usually no system established for tracking at national level

Private sector investment
 Equity and loan-based investment in investment-grade mitigation projects (e.g.
renewable energy) by private businesses
 Equity or loan-based investment in “defensive” investment-grade adaptation
projects (e.g. to climate-proof assets and operations) by private businesses
 Defensive adaptation investments (as part of coping strategies) by households
 Sensitive to the investment climate
 Usually no system established for tracking at national level
Domestic NGOs
 Currently limited ability to raise funds from private domestic sources, but this
may evolve over time
 May channel some international funding
 Usually no system established for tracking at national level

Private banks and other financial intermediaries
 Generally provide loans at commercial conditions for investment-grade
projects (whether adaptation- or mitigation-related)
 May make loans at concessional conditions when they benefit from
guarantees or interest rate subsidies provided by a climate fund or initiative
 Sensitive to the investment climate; may also be influenced by political
pressures
 Usually no system established for tracking at national level
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3.2. IMPLICATIONS OF THIS COMPLEXITY, AND OF A LACK OF A CLEAR DEFINITION OF CLIMATE
FINANCE

The fragmentation of sources of climate finance and their lack of coordination are a big challenge
for developing countries. The significant diversity in objectives, rules, procedures and governance
arrangements across instruments and initiatives create barriers to access for countries with limited
human resources and technical capacities. A more limited number of climate finance instruments,
with a clearer division of labour and simpler and clearer access criteria and procedures, is needed to
support the scaling up of climate finance and improve efficiency in deployment. The Green Climate
Fund was set up for this purpose.
More systematic tracking of public and private climate finance flows from developed to developing
countries, and of the way in which they are used in recipient countries, is also needed. However,
tracking and reporting on climate finance flows and expenditures remains a considerable
challenge for developed and developing countries alike. Besides the difficulty of identifying net flows
through a complex global climate architecture, a clear definition of what constitutes “climate finance”
and “new and additional” resources for climate support has never been agreed.
For developed countries, determining amounts of support provided is particularly complex where
climate finance is interwoven with development assistance, and where it originates from the private
sector. The recent adoption of a common tabular format for biennial reporting on climate support may
help harmonise reporting formats, but will not solve technical issues in the determination of amounts
of support. For developing countries, it is equally difficult to track climate-related public
expenditures in non-climate programmes, as well as private investment in mitigation and (even more
so) adaptation measures. These difficulties come on top of existing public financial management and
monitoring challenges.
Difficulties experienced in the monitoring, reporting and verification of climate finance flows and
expenditures have two major implications:
 They make it difficult for developed countries to give credibility to their commitment to
jointly mobilise US$100 billion per year by 2020.
 They also make it difficult for both developed and developing countries to determine the
effectiveness of climate finance in terms of its contribution to an inclusive, low-carbon, climateresilient development process.
The next chapter goes on to explore the links between climate finance and aid/development
effectiveness, and how the GCCA addresses it.

4. APPLYING

AID EFFECTIVENESS PRINCIPLES TO CLIMATE CHANGE FINANCE:
APPROACHES AND EXPERIENCE

GCCA

4.1. A COMMITMENT TO AID/DEVELOPMENT EFFECTIVENESS PRINCIPLES
Considering the current and projected future scale of climate finance flows, it is essential to ensure
their effective and efficient delivery. Both providers and users want to ensure that climate finance
effectively contributes to clearly defined adaptation and mitigation objectives, and in the process also
makes a positive contribution to development and poverty reduction outcomes.
Based on lessons learned from the last fifty years of development experience, the Paris Declaration
(2005) formulated five key principles of aid effectiveness, relating to ownership of development
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policies and strategies by the governments of developing countries; alignment of donor interventions
with national strategies and country systems; harmonisation of donor operations; greater focus on
results and development outcomes; and the transformation of the aid relationship into a partnership
based on mutual accountability.
The 4th High-Level Forum on Aid Effectiveness, organised in Busan in 2011, built on these principles
to formulate further objectives and principles. Article 34 of the Busan partnership for effective
development co-operation specifically addresses the need to promote enhanced coherence,
transparency and predictability across approaches for effective climate change finance and
broader development cooperation, notably through:
 support for national climate change policy and planning as an integral part of developing
countries’ overall national development plans;
 where appropriate, the financing, delivery and monitoring of climate-related measures
through developing countries’ systems in a transparent manner;
 the sharing of lessons learned in development effectiveness with entities engaged in climate
activities – and conversely, the use of innovations in climate finance to inform broader
development cooperation.
The GCCA is fully committed to aid effectiveness principles, which underpin its approach to
supporting partner countries. It implements them in a variety of ways, including:
 a demand-driven approach (within the wide scope of its five priority areas) to the identification and
formulation of interventions;
 support for climate change mainstreaming5 in national strategies and plans;
 the use of decentralised management;
 the use of sector policy support programmes and budget support;
 joint financing and programming with other donors;
 partnership agreements with other organisations for implementation;
 a focus on using performance assessment frameworks aligned with national frameworks (notably
in budget support programmes)6; and
 an emphasis on knowledge sharing and lesson learning at the national, regional and global levels.
The following sections provide an overview of how this commitment translates into practice, with a
specific focus on aspects most closely related to the strengthening of public financial management
(PFM) and budgetary systems. Table 3 provides an overview of the focus of GCCA projects that
contribute to strengthening national PFM and budgetary systems, and promote broader access to
climate finance by catalysing private investment.
For more detailed information on GCCA-supported projects, please refer to the GCCA website
(www.gcca.eu/technical-and-financial-support).

5

See the background paper entitled From NAPAs to NAPs, NAMAs, LEDS and DRR strategies: the role of countryled climate and disaster risk reduction mainstreaming.
6
See the background paper entitled Monitoring, reporting and verification (MRV): what are the implications for
strengthening climate information and national monitoring systems?

Page 12

GCCA Global Policy Event 2013 – Background document

Making climate finance effective: strengthening national public financial
management and budgetary systems
Table 3 – Focus of GCCA projects supporting the strengthening of PFM and budgetary systems
Country / Region
Bangladesh
Bhutan
Cambodia
Caribbean
Central African Republic
Chad
Djibouti
DR Congo
Eastern and Southern Africa
Guyana
Lesotho
Maldives
Mauritius
Mozambique
Nepal
Rwanda
Samoa
Seychelles
Solomon Islands
South Pacific

PFM
systems

Tracking

Budget
support

Climate
funds
√

Private
finance

√
√

√

√

√

√
√
√
√
√
√

√
√
√
√
√
√
√
√
√
√

√
√
√
√
V

√

PFM systems: Strengthening of public financial management systems for improved management of climate finance
Tracking: Tracking of climate finance flows and climate-related public expenditures
Budget support: Delivery of climate change support through partner countries’ budgets
Climate funds: Support for the setting up of national/regional climate funds
Private finance: Strengthening of the enabling environment for catalysing private finance/investment

4.2. STRENGTHENING PFM AND BUDGETARY SYSTEMS FOR IMPROVED MANAGEMENT OF CLIMATE
FINANCE

Robust PFM systems and procedures are needed to ensure effective and efficient management of
both external and domestic resources, and thereby build developing countries’ readiness to access,
implement and monitor scaled up flows of climate finance. Improved budgetary processes supporting
enhanced financing of adaptation and mitigation activities are also needed. To this end, partner
countries should build on existing planning and resource allocation systems and ongoing PFM reform
plans – and make (limited) adjustments to support climate-specific objectives, such as a revision of
budget classifications, policy marking, or systematic climate screening of investments. Where
budgets include elements of performance monitoring, climate change departments should also work
with planning and budget departments to develop indicators for monitoring the performance of
climate-related programmes against objectives.
Box 2 provides examples of how GCCA interventions contribute to strengthening PFM and budgetary
systems in the context of climate finance.
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Box 2 – Strengthening PFM and budgetary systems in the context of climate finance
In Cambodia, the GCCA-supported climate public expenditure and institutional review (see further
details in Box 3) concludes that while it may be possible in theory to channel some earmarked,
climate-specific funding through the budget, until impact indicators are available for mitigation and
adaptation programmes, it will be difficult to provide budget support that is fully integrated into
government planning and budgeting systems. It also acknowledges that if Cambodia is to make
contributors of climate finance confident that resources channelled through national systems will be
well spent, it needs to continue to demonstrate real progress in strengthening its PFM and
budget management processes. The assessment provides a basis for taking specific actions to
address weaknesses or gaps in the existing PFM and budgetary systems, such as revising the budget
classification or “tagging” climate-relevant programmes. It also recommends that systematic climate
screening be applied to all new major public investments.
In Mozambique, the GCCA-supported sector programme aims to increase the capacity of the
government to mainstream climate change and climate-proofing initiatives into its poverty alleviation
and development strategies. This is to be achieved through various actions, including the
strengthening of the planning and financial management capacities of the Ministry of Coordination of
Environmental Action (MICOA), which is responsible for the overall coordination of government
activities in the field of environment and climate change. The strengthening of financial
management capacity in the environment sector, combined with other activities focused on
strengthening the capacities of MICOA to fulfil its mandate, is expected to prepare the ground for
higher budget allocations and improved budget execution with regard to environment and climate
change.
In Nepal, project activities include carrying out detailed economic and social appraisal, governance
and fiduciary risk assessment, with a view to addressing PFM and other weaknesses and enable
the country to receive future climate-related funding in the form of sector budget support rather than
project support.
In the South Pacific, one of the objectives of the GCCA regional programme is to help up to nine
small island states (which for the most part are not yet eligible) to get prepared for receiving budget
support. Work to help these countries assess their readiness for climate change financing via
budget support is under way. The setting up of appropriate fiduciary arrangements and the adoption
of plans for improving PFM systems are likely to be required. In addition, the GCCA supports the
development of “adaptation roadmaps”, fully-fledged national climate change policies (e.g. in Palau)
and joint national action plans for climate change adaptation and disaster risk management (e.g. in
Kiribati and Nauru) – all of which can provide a basis for programmatic support to climate change
adaptation.

4.3. DEVELOPING CAPACITIES TO TRACK CLIMATE FINANCE FLOWS AND CLIMATE-RELATED PUBLIC
EXPENDITURES

The national budget is the key instrument for prioritising public interventions across the whole of
government, and ensuring the consistency of climate-related activities with the rest of development
priorities. Indeed, responding to climate change requires an increase in public expenditures
dedicated to adaptation and mitigation as well as a reallocation of public expenditures.
A starting point is to have a good picture of the public resources (of domestic and external origin) that
are currently allocated to and spent on adaptation and mitigation. In practice however, the tracking of
climate-related expenditures is a difficult undertaking, as budget classifications do not usually have
specific codes to identify them, and a large share of them are “hidden” in non-climate-specific
programmes. Furthermore, a significant share of the external climate finance received by a country
may be disbursed through extra-budgetary climate funds or in the form of extra-budgetary projects.
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Unless budgetary systems and processes are adapted to encompass (the bulk of) external support,
the tracking of climate-related public expenditures may be incomplete, undermining the
mainstreaming of climate change into national planning and budgeting.7
The climate public expenditure and institutional review (CPEIR) is a recently developed tool8 that
supports among other aspects the tracking of climate finance flows and climate-related public
expenditures at the national level. It aims to:
 help developing countries review the extent to which their stated national climate change policy
goals are reflected in public expenditures;
 help them determine which institutional changes may be needed to improve the consistency of the
climate change response across government;
 provide a well-documented analytical framework, based on an analysis of public expenditure9 and
its relevance to climate change, to support a government-led dialogue with donors and other
stakeholders on how increased levels of financing could effectively be utilised to achieve
adaptation- and mitigation-related policy objectives.
CPEIRs provide a picture of the climate-related public expenditure situation at a given point in time.
Ideally, countries should undertake to develop more permanent systems for tracking climate
expenditures. This is one of the recommendations emerging from the first CPEIRs, which note that
linking policy and budget allocations is problematic in the case of climate change because it is a
cross-cutting issue, and most of the climate-relevant expenditures take place in sectors that have
other priorities. More systematic tracking can be achieved by earmarking climate-relevant
expenditures through the use of a “functional marker” to tag climate-related expenditures across all
relevant components of the budget. This can be done taking inspiration from the methodology
developed by the OECD for earmarking adaptation- and mitigation-relevant project and programmes
in ODA flows.10 Following implementation of the CPEIR, the Nepal government has introduced
a climate marker in the 2012/13 budget. Similarly, a climate change marker system can be
introduced to systematically capture in-flows of external climate-related funding, mirroring the
tracking of outflows by the OECD.
So far, the GCCA has supported the implementation of one CPEIR, in Cambodia. Box 3 provides an
overview of key findings related to the tracking of climate-related financial flows. Other findings from
Cambodia’s CPEIR that relate to PFM and the setting up of a national climate fund are presented,
respectively, in Boxes 2 and 7.

7

Integrating resources channelled through extra-budgetary funds and projects into the budget involves determining
their use and objectives in the context of the national planning process, recording them in the budget documentation
and using the national budget classification to trace them.
8
It was pioneered in Nepal in 2011, and has subsequently been used in pilot assessments in Bangladesh, Cambodia,
Samoa and Thailand; more are under preparation or ongoing, mostly in Asia and the Pacific. The methodology for
conducting CPEIRs is presented in various documents available from http://www.aideffectiveness.org/CPEIR.
9
Including or excluding extra-budgetary resources, depending on the availability of data; based on budgetary
allocations rather than actual expenditures where data on the latter are missing.
10
See OECD-DAC (2011) Handbook on the OECD-DAC Climate Markers. Organisation for Economic Cooperation
and Development, Paris. The methodology involves the use of statistical codes to monitor the flows of aid resources
targeted at climate change adaptation and mitigation, dividing interventions into three categories: those that do no
target climate change, those in which adaptation or mitigation is a significant objective, and those in which it is the
principal objective.
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Box 3 – Tracking climate-related financial flows and public expenditures through a CPEIR
In Cambodia, through its contribution to the Cambodia Climate Change Alliance, the GCCA supported
the implementation of a pilot CPEIR that was completed in 2012. This assessment, undertaken by the
Overseas Development Institute (ODI) with technical support from the United Nations Development
Programme (UNDP) and the Capacity Development for Development Effectiveness (CDDE) Facility for
Asia and Pacific, delivered a wealth of findings and recommendations that can help the country
improve the balance and focus of existing climate-related expenditures, and develop national
institutions and capacities to make efficient use of the new climate finance that is likely to become
available in the coming years.
Rough estimates based on a categorisation of public expenditure programmes according to their high,
mid and low climate relevance indicate that the share of total public expenditure that is climaterelevant rose from 14% in 2009 to 17% in 2011. The assessment also shows that at present, it is
not possible to assess climate-related expenditures in the budget and the medium-term
expenditure framework, as the budget classification system in place for recurrent expenditure, in
particular, does not support a thorough analysis of the climate relevance of domestic expenditure. An
enhancement of the classification system to provide more details on functional expenditures
would be required to support this analysis. By contrast, it is easier to analyse the climate
relevance of externally funded project expenditures, as the database of development support
maintained by the Cambodia Development Council now includes tags indicating whether projects
address climate change. In this regard, it would be useful to undertake a study to assess whether the
tags are being used accurately and consistently.
CPEIR results have been discussed with members of the Climate Change Technical Team and shared
with the National Climate Change Committee and other government bodies involved in the
assessment. Follow-up activities have been included in a work plan for the development of a climate
fiscal framework, which will be implemented in 2013 to support resource mobilisation for the
Cambodia Climate Change Strategic Plan.

4.4. DELIVERING CLIMATE CHANGE SUPPORT THROUGH PARTNER COUNTRIES’ BUDGETS
Among available financing modalities, budget support exemplifies the application of aid effectiveness
principles. Budget support is the transfer of financial resources to the national treasury of a
partner country, to support the implementation of a national development policy or reform
programme (“general budget support” or GBS), or a sector policy, strategy or programme (“sector
budget support” or SBS). In all cases, the transfer of resources to the national treasury guarantees
the full use of national systems and procedures in the utilisation of external funds.
4.4.1.

OVERVIEW OF EU BUDGET SUPPORT MODALITIES

The EU has recently adopted a new classification for budget support operations, depending on their
objectives. “Good governance and development contracts” are focused on strengthening core
government systems and supporting broader reforms, on fostering domestic accountability and
strengthening national control mechanisms, and on addressing constraints to sustained and inclusive
growth. “Sector reform contracts” are provided when specific objectives are more narrowly focused
on supporting sector policies and reforms, improving governance and service delivery to populations.
“State building contracts” are used when situations of fragility or transition require action to support
transition processes towards development and democratic governance, to help partner countries
ensure vital state functions and deliver basic services to the populations.
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Four general conditions govern eligibility to EU budget support11: (i) the existence of a credible
and relevant national or sector development policy or strategy, supporting objectives of poverty
reduction, sustainable and inclusive growth and democratic governance; (ii) the existence of a
credible and relevant programme to restore and/or maintain macroeconomic stability; (iii) the
existence of a credible and relevant programme to improve public financial management; and (iv)
transparency and oversight of the budget.
EU budget support can combine two types of “tranches”: base or fixed tranches, paid in full as long
as eligibility conditions are met, which provide an element of predictability; and performance or
variable tranches, paid in full or in part based on actual progress against specific indicators and
associated targets (and as long as general eligibility conditions are maintained). The performance
criteria and targets are in principle taken from the performance assessment framework
associated with the supported policy or strategy, providing a results-oriented performance
incentive and ensuring alignment with country agendas.
4.4.2.

GCCA BUDGET SUPPORT PROGRAMMES

The GCCA provides climate-related SBS in four countries, and GBS in four more countries.
Table 4 provides an overview of these programmes, including the GCCA priorities addressed, key
sectors targeted, specific objectives, and whether a technical assistance component is included in
the programme.

11

Conditions are similar for other donors, even if there are variations in the way they are formulated and implemented.
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Table 4 – Overview of GCCA budget support programmes
Country

GCCA priorities
addressed

Key sector(s)
targeted

Specific objective(s)

TA
(*)

Sector budget support
Bhutan

Mainstreaming,
adaptation

Overall development
and poverty
reduction,
agriculture

Ensure climate change readiness of the renewable natural resources (RNR) sector by:
 Mainstreaming climate change into the sector, with a view to reducing vulnerability to water
stress and reducing the sector’s contribution to greenhouse gas emissions.
 Ensuring steps are taken towards increasingly addressing climate change adaptation at multisectoral level.

Guyana

Adaptation, REDD

Coastal zone
management,
forests

Through support for the National Mangrove Management Action Plan:
 Abate climate change (carbon sequestration through reforestation and forest preservation).
 Mitigate its effects (sea defence, biodiversity).

Rwanda

Adaptation

Land management

Contribute to the implementation of the Strategic Road Map for Land Reform, which aims to put
in place a land tenure system that guarantees tenure security for all Rwandans and gives
guidance to the necessary land reforms with a view to good management and rational use of
national land resources.

Samoa

Mainstreaming,
adaptation

Water and sanitation

 Strengthen the integration of climate change adaptation into the updated Water for Life Sector
Plan 2012-16.
 Mitigate the impact of flooding in central Apia through rehabilitation of priority drainage
infrastructure and introduction of an effective maintenance programme.

√

General budget support
Lesotho

Mainstreaming

Overall development
and poverty
reduction,
agriculture, energy,
food security

Contribute to setting up the required policy and institutional framework to reverse environmental
degradation and adapt to climate change, through the finalisation of:
 A national climate change policy and strategy.
 A national sustainable energy strategy.
 Policy and institutional frameworks to support implementation of these policies and strategies.

√

Mauritius

Mainstreaming

Overall development
and poverty
reduction, energy

Encourage consistency between the economic reform programme and sustainable development,
focusing on mitigation of negative impacts on the environment.

√

Seychelles

Mainstreaming,
CDM

Overall development
and poverty
reduction, energy

Support sustainable development policies and the implementation of the priority areas of the
Seychelles National Climate Change Strategy (SNCCS).

Solomon
Islands

Mainstreaming,
adaptation, DRR

Overall development
and poverty
reduction

Support the government’s capacity for policy enhancement, coordination and implementation of
its national climate change strategy, in line with its National Adaptation Programme of Action and
National Disaster Risk Management Plan.

(*) TA = technical assistance component included in programme.
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In all cases, GCCA budget support programmes build on pre-existing EU and partner country
experience of implementing general and/or sector budget support programmes. The existence
of other programmes facilitates the decision to use budget support for climate-related support,
because it implies that fiduciary and macroeconomic assessments have already been conducted,
and activities are under way to strengthen PFM systems. In several cases, GCCA budget support
specifically complements or builds on other ongoing budget support programmes, as illustrated in
Box 4.
Box 4 – Complementing other budget support programmes
In Bhutan, the EU supports development in the renewable natural resource sector through sector
budget support. The targets set for the sector relate to sustainable rural livelihoods, the promotion of
sustainable agricultural production and commercialisation, food security and the preservation of natural
resources. The GCCA programme complements this support by promoting the integration of climate
change adaptation measures into the sector strategy and the medium-term sector budget, alongside
improvements in sector monitoring systems (see Box 5).
In Samoa, the EU has supported the water sector through sector budget support since 2010; this has
helped integrate water sector planning, budgeting and institutional processes into the government’s
wider planning systems and processes and develop planning and implementation capacity. This
experience made it easier to opt for the budget support modality for the GCCA programme, which
reinforces ongoing activities by strengthening the integration of climate change adaptation into the
water sector plan and improving drainage infrastructure.

4.4.3.

MANAGING FOR RESULTS

“Managing for results” is especially critical for budget support programmes, which need to
demonstrate the contribution of “bulk” financial transfers to tangible achievements. As already
mentioned, criteria for monitoring such programmes ideally originate from the performance
assessment framework associated with the supported policy or strategy. The GCCA has experience
in selecting indicators from the national monitoring systems. In all cases, the GCCA strives to use
budget support operations to strengthen national monitoring systems, as illustrated in Box 5.
Box 5 – Strengthening monitoring systems through budget support
In Bhutan, based on the identification of some weaknesses in monitoring the performance of the
renewable natural resources (RNR) policy and strategy, improvement in sector monitoring and the
quality of statistical data has been made a criterion for sector progress and disbursement of the
variable tranche of budget support. For the last two years of the programme, outcome
indicators/criteria have been retained for measuring in concrete terms the implementation of
agricultural practices that reduce vulnerability and/or reduce GHG emissions as a result of
mainstreaming climate change adaptation in the RNR sector (see Annex A for further details). The
choice of these indicators reflects a willingness to monitor the climate-related performance of funds
implemented through the national budget.
(…)
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Box 5 – Strengthening monitoring systems through budget support (cont’d)
In Guyana, monitoring criteria selected for determining the disbursement of the variable tranche of
budget support are very straightforward (see Annex A) and draw directly from the performance
assessment framework of the Mangrove Management Action Plan. Besides the aspect of monitoring
programme performance, the budget support programme contributes to enhancing national capacity
to monitor mangroves and the results of the action plan, including through the setting up of a
mangrove inventory, the development of a mangrove monitoring plan and mangrove monitoring
protocols, and field monitoring (see Box 2 in the background paper entitled Monitoring, reporting and
verification: what implications for strengthening climate information and national monitoring systems?).
In Lesotho, one of the criteria associated with the disbursement of the second tranche of GCCA
budget support relates to the finalisation of monitoring and evaluation frameworks for the new
climate change adaptation and renewable energy strategies, providing clear information on
sources of information, availability of data and reliable data collection methodologies. Performance
monitoring of the GCCA programme is to be undertaken on the basis of the monitoring and evaluation
framework of the National Strategic Development Plan.
In Seychelles, criteria for the disbursement of the tranches of budget support include the setting up of
monitoring mechanisms for the Seychelles National Climate Change Strategy, and in relation to
the mainstreaming of climate change into all key sectors of the Sustainable Development Strategy
2011-2020. The setting up of these mechanisms is under way.

Details of specific disbursement criteria (i.e. those selected in addition to general eligibility
conditions), including a tentative classification of the disbursement criteria into process-, output- and
outcome-related criteria, are provided in Annex A for SBS programmes, and in Annex B for GBS
programmes. It should be noted that selecting suitable disbursement criteria for budget support
programmes is an arduous task (as few if any climate-relevant indicators are currently available in
national monitoring systems), can be subject to intense and difficult negotiations, and requires
adequate time.
The choice of disbursement criteria may be governed by time-related constraints. In Rwanda,
for example, where the GCCA supported land registration in the context of the Strategic Roadmap for
Land Tenure Reform, a single output indicator (“number of plots demarcated and adjudicated”) was
selected for pragmatic reasons, due to the relatively short duration of GCCA support. Increased
climate change resilience could have been measured by outcome or impact indicators, such as
impact indicator 2 (“proportion of arable land sustainably managed against soil erosion”) in the logical
framework of the Strategic Plan for Environment and Natural Resources 2009-2013 – but actual
impacts of the programme will only become apparent over a longer time scale.
4.4.4.

COMPLEMENTING BUDGET SUPPORT WITH TECHNICAL ASSISTANCE

Technical assistance can be a useful complement to budget support operations, provided it is
embedded in national structures, also relies on national expertise and supports long-term institutional
strengthening and capacity building. Box 6 provides examples of how technical assistance
(earmarked to be provided separately from budget support) is used as a complement to GCCA
budget support programmes, and also shows that in a number of cases where no specific provisions
were made for technical support, embedding a technical assistance component in the design of the
programme would have been useful. Based on this initial experience, closer attention is now being
paid to the technical support that might be needed to implement and follow up the reforms agreed
under budget support programmes.
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Box 6 – Complementing budget support with technical assistance
In Guyana, the technical assistance provided with sector budget support for mangrove management is
deemed useful in a context of scarcity of local technical expertise. The Guyana experience also
highlights the usefulness of mobilising such assistance sooner rather than later in the programme
timeframe.
In the Lesotho programme, complementary technical support will be used to support capacity building
for government and non-state actors in relation to the achievement of the agreed indicators, in
particular with regard to the strengthening of sector-level coordination and the monitoring and
evaluation of policy and strategy implementation.
In Mauritius, a small provision for technical assistance was used to elaborate policy and guidelines on
sustainable buildings and construction standards, develop targets for the Mauritius Green Buildings
2025 strategy, and design a rating system for green buildings. It gave access to specialised expertise
that may otherwise have been difficult to mobilise.
In Seychelles, where no specific provision was made for technical support, experience showed that
targeted high-level institutional technical assistance and capacity building would have been useful in a
context characterised by a complex institutional framework, lack of coordination, limited staff and
management capacity. This lesson will be integrated into future programmes.
In Solomon Islands, where no specific provision has been made for technical assistance either,
following up and reporting on some of the disbursement criteria for the second tranche of budget
support has proved very challenging. To reinforce the project implementation unit and help finalise
some elements of the programme, short-term technical expertise has been mobilised.

4.5. SUPPORTING THE SETTING UP OF NATIONAL/REGIONAL CLIMATE FUNDS
Countries are increasingly establishing national climate funds which are expected to generate a
variety of benefits, including:
 improved alignment of climate finance and in particular external funding with national priorities;
 improved coordination in the use of climate finance, through the establishment of a multistakeholder platform and the possibility of blending international, national, public and private
finance;
 the ability to sustain funding over the medium term, which is an advantage in particular in
countries that lack a medium-term expenditure framework or when predictability of funding poses
a problem;
 increased scope for strengthening national institutions and capacities;
 the potential for scaling up and increased effectiveness in accessing, managing and
monitoring climate finance.
Possible concerns linked to the establishment of extra-budgetary climate funds include distortions in
the allocation of resources, as well as transparency and accountability issues. However, they can be
addressed through adequate design features.
In practice, national climate funds tend to take a lot of time to operationalise, due to the
complexity of setting up procedures that guarantee simultaneously transparency, accountability and a
fair distribution of resources within the country. They also often channel only a small share of the
amounts needed to address climate change – which may not be a problem as long as
complementarity with other modalities for using climate finance is ensured.
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Indeed, a key requirement at the time of establishing a national climate fund is to define the fund’s
specific objectives within the country’s overall climate finance architecture, and what it is
expected to achieve that cannot be achieved through other modalities and channels. Depending on
national circumstances, climate funds may for example aim to mobilise international climate finance,
manage earmarked government revenues, blend public and private resources, pilot innovative
approaches to leveraging private sector investment, or reach marginalised and vulnerable
communities that tend to be excluded when financial resources are channelled through formal
government systems.
The setting up of multi-donor trust funds for channelling climate-related financial resources and
delivering them to adaptation and mitigation projects at the national and sub-national levels provides
an opportunity for developing national capacities, in terms of planning and prioritising actions,
managing funds, and also in terms of developing transparency and accountability mechanisms. Multidonor climate-related trust funds typically start operating on the basis of donor-driven procedures –
but the declared objective is generally to test and establish management arrangements that can
then be transferred to national authorities, making increasing use of strengthened national
systems and procedures. Box 7 gives an overview of GCCA experience in participating in multi-donor
trust funds.
Box 7 – Contributing to the setting up of national climate funds
The GCCA supports the Government of Bangladesh with the implementation of the Bangladesh
Climate Change Strategy and Action Plan by contributing to the Bangladesh Climate Change
Resilience Fund (BCCRF). This multi-donor trust fund was established by the government and
development partners in 2010 to channel grant funds from multiple donors to a medium to long-term
programme for enhancing resilience to climate change and facilitating low-carbon and sustainable
development. The government takes leadership in the choice of projects to fund and in supporting their
implementation. On an interim basis, the World Bank plays the role of trustee, conducting fiduciary,
transparency and accountability due diligence, helping to set up strong governance arrangements and
supporting operations as needed. After some delays in the start-up phase, governance structures are
now fully established and the fund is operational. Several grant agreements have been signed, more
are in preparation, and the programme’s research window has been launched. The BCCRF secretariat
has been set up with the Ministry of Environment and Forests, and with capacity building support from
the World Bank will gradually take over responsibility for managing all the fund’s operations.
In Cambodia, GCCA support is implemented through the Cambodia Climate Change Alliance (CCCA),
a multi-donor sector policy support programme that notably aims to strengthen the capacity of the
National Climate Change Committee to mobilise and effectively administer climate finance, and to
nd
prepare for the setting up of a national climate change fund (a priority action under the 2 National
Strategic Development Plan). The climate public expenditure and institutional review conducted with
CCCA support (see Box 3) concludes that the setting up of a national climate fund is a necessary
transitional arrangement until full channelling of climate finance through budget support is
possible; it could provide funding for programmes with high climate relevance, and top-up funding for
integrating climate-related considerations into other programmes. The CCCA trust fund is an
intermediate step towards the creation of such a fund. It helps establish a model for accountable
and transparent selection of project proposals, develop a scalable grant mechanism for financing
(*)
climate change initiatives on the ground , and explore the legal framework and design options for the
establishment of a nationally-owned trust fund. It also offers a mechanism for knowledge sharing and
learning about climate change at the national and local levels.
(*)

Eight projects selected under the CCCA’s first call for proposals, which promote climate resilience and
adaptation in the fields of agriculture, fisheries, forestry, natural resource management and town planning, have
already been completed and will soon be evaluated; eleven more projects selected under a second call for
proposals are under way.

(…)
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Box 7 – Contributing to the setting up of national climate funds (cont’d)
In Maldives, the GCCA supports the country in the development and implementation of its climate
change strategy and action plan, through a contribution to a multi-donor, World Bank-administered
Climate Change Trust Fund set up to finance adaptation and low-carbon technology initiatives. Three
projects have initially been selected for support by a grant. The objective of the programme is to
enhance the capacity of the government and other national stakeholders to develop, formulate,
implement and mainstream climate change policies and strategies. It notably supports the
development of public-private partnerships (see Box 11).

GCCA experience so far indicates that it takes a lot of time and energy to set up a multi-donor
trust fund, as procedures must be agreed between the government and the various contributors and
management mechanisms must be established. Initial delays are frequently incurred as a result of
administrative difficulties. In the case of the Cambodia Climate Change Alliance trust fund, for
example, different rules and procedural requirements of different donors created delays in the
contracting of coastal zone adaptation activities. Partner governments also tend to find donor-specific
procedures lengthy and demanding.
These problems could in part be avoided by stronger harmonisation of procedures across donors at
the international level – as well as a stronger initial focus on alignment with national procedures, to
the extent they offer sufficient guarantees. From a different perspective, operating with external
procedures that ensure a high level of transparency, accountability and efficiency in the use of funds
can prove useful in the development of partner countries’ capacities to later operate credible
nationally owned and managed climate funds.
To conclude on this topic, there is also one instance in which a GCCA-supported programme has
contributed to the setting up of a regional climate fund and “catalytic facility”; Box 8 provides a
short description of activities.
Box 8 – Contributing to the setting up of a regional climate fund and catalytic facility
In Eastern and Southern Africa, where the GCCA contributes to a programme implemented by the
Common Market for Eastern and Southern Africa (COMESA) in partnership with the East African
Community (EAC) and the Southern African Development Community (SADC), a COMESA carbon
fund was registered in September 2010 in Mauritius to work with designated national authorities to
provide financial support (in the form of loans, equity and emission reduction purchase agreements) for
low-carbon and carbon abatement projects developed in COMESA, EAC and SADC countries. A
regional Catalytic Facility / Challenge Account is also being set up. It will act as a vehicle for
channelling resources to Member States for scaling up activities in the field of “climate smart” and
conservation agriculture. Through this facility, investments will be made in at least six countries.

The challenges associated with setting up a regional climate fund can be significant, in particular
with respect to the development of procedures and governance arrangements that support the
transparent and equitable channelling of funds to the satisfaction of all participating countries.
In the South Pacific, for example, possibilities for setting up a new regional mechanism to help
countries more easily access international climate finance have been explored – but so far no
decision has been made to set up a regional trust fund. The GCCA programme supports alternative
ways of increasing the availability of climate finance for Pacific countries, including the development
of clear adaptation “roadmaps” and strategies providing a foundation for programmatic approaches,
and preparation to meet the eligibility criteria for budget support (see Box 2 and Section 4.4.1).
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4.6. STRENGTHENING THE ENABLING ENVIRONMENT FOR CATALYSING PRIVATE FINANCE
The leveraging of climate-related private investment requires a conducive enabling
environment in recipient countries. Typical barriers to private investment which also affect
investment in low-carbon, climate-resilient projects include unclear and unstable public policies,
regulatory barriers, poor infrastructure, ineffective public services, corrupt practices, poor education
and training of the workforce, political instability, and economic risks. Institutional, policy and
regulatory reforms are needed to remove these barriers, including the provision of incentives through
the use of fiscal instruments (e.g. taxation, subsidies, subsidy removal).
GCCA support for improvements in the investment climate has so far focused mainly on support for
the development of clear national climate-related policies, strategies, legal and regulatory
frameworks. Box 9 provides examples of GCCA approaches in this regard.
Box 9 – Catalysing private sector investment through improvements in policy, legal and
regulatory frameworks
In Mauritius, expected outcomes from GCCA budget support included the adoption and enactment of
an Energy Efficiency Bill, and also a new Building Control Bill that comprises requirements for
sustainable buildings. These new bills create a clear legal framework for private (as well as public)
investment in energy efficiency measures. In the wake of their adoption, an Energy Efficiency
Management Office has been set up, and work has started on a policy and guidelines on sustainable
buildings and construction. National targets have been proposed for a Mauritius Green Buildings 2025
strategy, and a rating system for green buildings has been developed and proposed for
implementation on a mandatory basis for public buildings and on a voluntary basis for private
buildings.
In Rwanda, the GCCA has provided budget support for the implementation of an ambitious national
land registration programme, the Strategic Roadmap for Land Reform. This programme supports the
establishment of a land tenure system that guarantees tenure security for all Rwandans and
gives guidance on land management (including environmental protection aspects). The certificate of
title issued at registration is accompanied by land use conditions mandating the application of a
number of good practices (e.g. tree planting around farms to reduce soil erosion) that are critical to
sustainable land management. Besides these mandatory conditions, security of tenure provides
incentives for individual landholders to sustainably manage their land, which in turn can
contribute to enhancing adaptive capacity and reducing vulnerability to climate change. For example,
investment in terracing and tree planting should help reduce soil erosion and the risk of landslides, the
incidence of which is expected to increase with more erratic and higher-intensity rainfall.
In Seychelles, the intervention has notably focused on the creation of an institutional and legal
framework that promotes investment in renewable energies and energy efficiency, facilitates
innovation and access to technology transfer in the field of energy, and enables participation in the
CDM and other carbon finance mechanisms. The new energy framework is now in place.
In Mauritius, expected outcomes from GCCA budget support included the adoption and enactment of
an Energy Efficiency Bill, and also a new Building Control Bill that comprises requirements for
sustainable buildings. These new bills create a clear legal framework for private (as well as public)
investment in energy efficiency measures. In the wake of their adoption, an Energy Efficiency
Management Office has been set up, and work has started on a policy and guidelines on sustainable
buildings and construction. National targets have been proposed for a Mauritius Green Buildings 2025
strategy, and a rating system for green buildings has been developed and proposed for
implementation on a mandatory basis for public buildings and on a voluntary basis for private
buildings.
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The GCCA also provides technical support for enhanced access to the CDM, voluntary carbon
markets and the Adaptation Fund, which entail opportunities for leveraging private sector investment
in adaptation and mitigation activities, and more generally climate-resilient, low-emission
development. GCCA approaches and experience in this area are summarised in Box 10.
Box 10 – Building capacities for access to carbon markets and other sources of climate
finance
One of the objectives of the Caribbean regional programme is to promote improved access to climate
finance. This notably involves support for the establishment and operationalisation of designated
national authorities (DNAs), which approve projects and facilitate participation in the CDM, and for
the development of criteria for screening project proposals in the area of renewable energy.
In the Central African Republic, the GCCA project will support the operationalisation of the REDD+
strategy in the south-western region, including through the implementation of a REDD+ pilot project.
To help build capacities for forest sector participation in carbon markets, the registration of this
project under a recognised voluntary carbon market standard will be supported.
In Chad, the GCCA will support the accreditation of a national implementing entity through which
the country will get direct access to the Adaptation Fund, and of a DNA to act as a focal point for the
CDM. Once in place, these new entities will be supported in starting up their operations, through
support for the submission of project proposals to the Adaptation Fund, and the preparation and
registration of projects or programmes of activities in the context of the CDM (with a focus on
renewable energies). To facilitate the registration of energy-related projects (and thus give prospective
private investors access to the carbon market), the project will also support the Ministry of Energy and
Oil (MEP) in the calculation of the emission factor of the country’s power grid, which provides a
baseline against which the emission reduction potential of energy efficiency and renewable energy
projects and programmes can be estimated. Furthermore, support will be given to the development of
a renewable energy master plan and the setting up of a favourable regulatory framework and
financial incentives (feed-in tariffs) for renewable energies.
In Djibouti, one of the objectives of the GCCA project is to strengthen national capacities to pilot
energy efficiency activities and to access sources of funding (including the CDM) for renewable energy
projects. This will be achieved through:
 Institutional support for the DNA and the recently created Djibouti Agency for Energy
Efficiency (ADME) for the training of staff, as well as the definition of a 3-year or 5-year plan for
promoting energy efficiency.
 Capacity building for project promoters, DNA staff and staff of the Ministry of Energy, Water and
Natural Resources (MEERN) in relation to access to the CDM (possibly also the voluntary carbon
market) and other financial instruments available to support the development of renewable
energies.
In Eastern and Southern Africa, programme activities include research into methodologies, practices
and standards related to bio-carbon and agriculture, forestry and land use applications that can help
the region’s countries to enhance their participation in carbon markets and REDD+, as well as the
operation of a carbon project preparation facility.

With regard to carbon markets, current low prices, especially if set against high transaction costs
for the validation of carbon credits, remove much of the incentive for private investors to
participate in the market – and create problems for ongoing projects that had expected to get
higher revenues from the sale of carbon credits. Without a much higher level of ambition with respect
to emission reductions, supply in excess of demand is likely to keep carbon prices at an
unsustainably low level. In spite of the current situation, developing countries keep a strong interest
in getting familiar with procedures for accessing the market, in the hope that prices will recover.
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Finally, some GCCA interventions help partner countries pilot and demonstrate replicable and
scalable adaptation and mitigation activities that involve the private sector, as presented in Box 11.
Box 11 – Catalysing private sector investment through demonstration activities
In Djibouti, the GCCA intervention will support the construction of a pilot bioclimatic building, and
the preparation and implementation of a communication and education strategy and plan to raise
awareness of the benefits associated with energy savings and provide training to target groups on
available technical options. This is aimed at stimulating public as well as private investment in energy
efficiency, notably in the building sector.
In the eastern region of the DR Congo, the development of woodfuel plantations based on an
agroforestry model will be encouraged, at various scales and by various types of actors, including
small private land owners and private commercial investors. The demonstration activities initiated with
project support, if successful at increasing the supply of woodfuel and local income in a way that also
reduces pressure on natural and protected forests, will open access to carbon finance
opportunities and encourage further private investment.
In Maldives, programme activities in the context of the Climate Change Trust Fund include exploring
the potential and creating a supportive environment for the development of public-private
partnerships (with an initial focus on the tourism and energy sectors). In the Clean Energy for Climate
Mitigation project, the private sector is mainly targeted by activities aimed at improving energy
efficiency, while another programme will be used to leverage investment in clean energy from the
private sector. In the Wetland Conservation and Coral Reef Monitoring for Adaptation to Climate
Change project, tourist resorts are involved in coral reef monitoring field operations, building on the
premise that they have an interest in supporting the protection of this key resource. In the Ari Atoll
Solid Waste Management pilot project, a public-private partnership that also involves tourist resorts is
being promoted for the transfer of residual waste (i.e. non-recycled, non-composted waste) to a central
waste treatment facility, considering the sector’s stake in maintaining a high level of environmental
integrity.
In Nepal, financial support will be provided to civil society and local and national governments to pilot
innovative mechanisms of adaptation, and to test the convergence of mitigation and adaptation
options. Supported projects are expected to promote low-carbon livelihoods diversification and
private sector investment in clean development and green jobs, especially through forest
management, water resources management, and alternative energy development. Public-private
partnerships will be encouraged.

5. CONCLUSIONS AND QUESTIONS FOR DISCUSSION
The GCCA helps developing countries strengthen their institutions, systems and capacities for
scaling up the deployment and making effective use of climate finance in a variety of ways, including
the strengthening of PFM and budgetary systems, the provision of climate finance in the form of
budget support, support for the setting up of climate funds, and strengthening of the enabling
environment for catalysing private finance.
There is probably room for enhancing this aspect in future and some ongoing or about-to-start
interventions. In particular, the strengthening of national PFM and budgetary systems for managing
climate finance could become a more systematic feature of projects with a focus on climate change
mainstreaming. This has to be coordinated with other in-country initiatives aimed at improving PFM
systems, whether for general purposes or in the specific context of climate finance.
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With respect to budget support operations, initial GCCA experience also indicates a need to pay
more systematic attention to the possible need for technical assistance as an accompanying
measure. Depending on country circumstances, technical support may be focused on the
implementation of specific activities (e.g. technical preparation for new legislation, ad hoc studies)
associated with the achievement of disbursement criteria, or the setting up or strengthening of
climate-related monitoring systems.
The following questions are proposed for discussion at the Global Policy Event:
1. Can you share a specific experience or practice from your country for public financial
management and budgetary systems in relation to climate change (e.g. with tracking climate
finance flows and climate-related public expenditure; with using budget support; with climate
funds)? What are the challenges? How is the country addressing them? What have been the
results to date?
2. Based on the experience and practice in your country with respect to strengthening public
financial management and budgetary systems in relation to climate change, what
recommendation(s) would you make to climate change negotiators and the international
development community to make climate finance delivery more effective? Can you make
the case for your recommendation(s) using the experience and practice in your country?
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 Aid effectiveness portal set up in relation to the 4th High Level Forum on Aid Effectiveness (Busan,
2011): http://www.aideffectiveness.org/index.html (includes sections on CPEIRs and climate
finance)
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ANNEX A – GCCA SECTOR BUDGET SUPPORT: OBJECTIVES AND DISBURSEMENT CRITERIA
Programme

Specific objective(s)

Specific disbursement criteria

Bhutan

Ensure climate change readiness of the Renewable
Natural Resources (RNR) sector by:
 mainstreaming climate change into the sector
 ensuring steps are taken towards increasingly
addressing climate change adaptation at multi-sectoral
level
Expected outcomes:
 Reduced vulnerability to water stress and/or scarcity of
clean water, and/or strengthened capacity of water
sector institutions and communities to respond to climate
variability/change
 Reduced contribution to climate change through reduced
methane emissions from the RNR sector

Year 2: Monitoring and evaluation of the action plan for climate change
adaptation successfully integrated into the National Planning and Monitoring
System; software programme to automatically relate expenditures to
planning created; quality of the national RNR statistical system (national
agriculture census/projections) substantially improved to provide timely,
accurate and reliable information for monitoring and evaluation of RNR and
climate change (output)
Years 3-4:
 Number of districts, communities, farms and households participating in
water saving schemes, storage facilities and recycling mechanisms
(outcome)
 Number of farmers adopting sustainable land management practices
(outcome)
 Proportion of rice-cultivating areas growing rice varieties which are more
climate change-resistant and less methane-producing (outcome)
 Number of farmers adopting high-yielding livestock breeds and pasture
development for reducing methane production (outcome)
 Amount of methane re-used for fuel purposes through adoption of
integrated livestock-biogas initiatives (outcome)
Note: Variable tranche = 38.7% of total budget support

Guyana

Abate climate change (carbon sequestration through
reforestation and forest preservation) and mitigate its
effects (sea defence, biodiversity) through support for the
National Mangrove Management Action Plan

Year 2:
 Report by Steering Committee before July 31 on implementation of
mangrove action plan (process)
 Mangrove or mangrove + protective infrastructure in place for specific
length A of coastline (output)
 Year 3:
 Report by Steering Committee before July 31 on implementation of
mangrove action plan (process)
 Mangrove or mangrove + protective infrastructure in place for specific
length B of coastline (output)
Note: Variable tranche = 40.9% of total budget support
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Programme

Specific objective(s)

Specific disbursement criteria

Rwanda

Contribute to the implementation of the Strategic Road
Map for Land Reform, which aims to put in place a land
tenure system that guarantees tenure security for all
Rwandans and gives guidance to the necessary land
reforms with a view to good management and rational use
of national land resources

Year 2: Number of plots demarcated and adjudicated (baseline 2009 =
30,000; target 2010 = 500,000; target 2011 = actual 2010 + 500,000)
(output)12
Note: Variable tranche = 49.5% of total budget support

Samoa

 Strengthen the integration of climate change adaptation
into the updated Water for Life Sector Plan 2012-16
 Mitigate the impact of flooding in central Apia through
rehabilitation of priority drainage infrastructure and
introduction of an effective maintenance programme

Year 2:
 Maintenance plan developed for all major drainage infrastructure, and
asset management systems for drains established13 (output)
 20 km of off/on road drainage rehabilitated through outsourcing to private
contractors under the supervision of Land Transport Authority (output)
 Year 3:
 3.2 km of off/on road drainage reconstructed through outsourcing to
private contractors under the supervision of Land Transport Authority
(output)
Note: Variable tranche = 50% of total budget support

12

The final expected outcome of the land tenure reform programme is to have 100% of privately owned land held under registered title – however this could not be achieved
within the duration of the budget support programme. The proposed indicator ‘better captures the immediate effort undertaken by the government’.
13
This condition also applies to the disbursement of the second fixed tranche.
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ANNEX B – GCCA GENERAL BUDGET SUPPORT: OBJECTIVES AND DISBURSEMENT CRITERIA
Programme
Lesotho

Specific objective(s)
Contribute to setting up the required policy
and institutional framework to reverse
environmental degradation and adapt to
climate change, through the finalisation of:
 a national climate change policy and
strategy
 a national sustainable energy strategy
 required policy and institutional
frameworks to support implementation of
policies and strategies

Mauritius

Encourage consistency between the
economic reform programme and
sustainable development, focusing on
mitigation of negative impacts on the
environment

Seychelles

Support sustainable development policies
and the implementation of the priority areas
of the Seychelles National Climate Change
Strategy (SNCCS)

Specific disbursement criteria
There is no variable tranche in this programme. Special conditions apply to the payment of
the fixed tranches.
1st tranche:
 Completion of zero draft chapter/implementation strategy for environment and climate
change with related Public Sector Investment Programme by the National Strategic
Development Plan Secretariat, in consultation with the Technical Working Group and
endorsed by Cabinet (process)
 First meeting of the ‘sector’ coordination group has taken place and working group
nominated to draft terms of reference of the coordination group (process)
 Terms of reference finalised by the Government and endorsed by the EU Delegation to
recruit technical assistance to support the development of national policy on CC (process)
2nd (‘floating’) tranche:
 National climate change adaptation and mitigation strategy inclusive of implementation
cost developed (4 areas to be developed are specified) (process)
 National renewable energy strategy inclusive of implementation cost developed (8 areas
to be developed are specified) (process)
 Climate change and renewable energy coordination group(s) meet(s) quarterly (further
details are specified) (process)
 Climate change adaptation and renewable energy monitoring and evaluation frameworks
in place, indicating sources of information, availability of data and reliable data collection
methodologies (process)
These conditions measure the government’s achievements in implementing the stated
objectives of the National Strategic Development Plan in relation to the reversal of
environmental degradation and adaptation to climate change.
There is no fixed tranche in this programme – only two variable tranches.
Year 1: Energy Efficiency Bill is approved by Cabinet for introduction in National Assembly
(process)
Year 2: New Building Control Bill including requirements for sustainable buildings is
approved by Cabinet for introduction in National Assembly (process)
There is no fixed tranche in this programme – only three variable tranches.
Year 1:
 SNCCS is in place (approval by Cabinet of SNCCS strategy and action plan; steering /
monitoring mechanism set up) (process)
 Seychelles Energy Policy is formulated (approval by Cabinet) (process)
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Programme

Specific objective(s)

Solomon
Islands

Support the Government of Solomon
Islands capacity for policy enhancement,
coordination and implementation of its
national climate change strategy, in line
with its NAPA and National Disaster Risk
Management Plan (NDRMP)

Specific disbursement criteria
Year 2:
 SNCCS is implemented (operational steering/monitoring mechanism) (process)
 Climate change is mainstreamed in at least three key sectors of the Seychelles
Sustainable Development Strategy (SSDS) 2011-20 (approval by Cabinet of sector
strategies and action plans; steering/ monitoring mechanism set up) (process)
 Seychelles Energy Bill is formulated, allowing for CDM projects (approval by Cabinet)
(process)
Year 3:
 Climate change is mainstreamed in all key sectors of the SSDS 2011-20 (approval by
Cabinet of sector strategies and action plans; operational steering/ monitoring
mechanism) (process)
 The Town and Country Planning Act (TCPA) and Environment Protection Act (EPA) are
revised in coherence with the SNCCS (amendments to TCPA and EPA Acts approved by
Cabinet) (process)
 The Seychelles Energy Act is in force (Energy Act enacted) (process)
Year 1: The Solomon Islands NAPA priority 1 activities, notably relocation, are
mainstreamed in:
 the approved 2010-2012 Medium Term Development Strategy (MTDS) (process)
 the National Development Strategy Framework (process)
 the National Transport Plan (including relocation of infrastructure affected by CC)
(process)
 the development budget of 2011 (at least 10 million SBD allocated to NAPA priority 1)
(process)
Year 2:
 NAPA priority 1 activities, notably relocation, are mainstreamed in the development
budget of 2012 (at least 10 million SBD allocated to NAPA priority 1) (process)
 A National Strategy on Climate Change is approved by National Disaster Council and
submitted to Cabinet (covering identification and ranking of affected, high-risk
communities according to risk-related criteria; realistic costing of CC adaptation
measures, including relocation; and guidelines for human resettlement projects) (process)
 Institutional capacities within the Ministry of Environment and National Disaster Council
are strengthened (at least 5 days of training on CC and/or disaster risk reduction received
by technical staff of Ministry of Environment, National Disaster Management Office,
Ministry of Development Planning and Aid Coordination, and Ministry of Lands)
(process/output)
Note: Variable tranche = 28.6% of total budget support
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