pauIssepun

(€100 LIS/VA/DOdA/ANA/INOD

ysysuy 10 - ysysuy

»

Unclassified COM/ENV/EPOC/IEA/SLT(2013)4

Organisation de Coopération et de Développement Economiques
Organisation for Economic Co-operation and Development 04-Nov-2013

English - Or. English
ENVIRONMENT DIRECTORATE
INTERNATIONAL ENERGY AGENCY

EXPLORING CLIMATE FINANCE EFFECTIVENESS

Jane Ellis, Randy Caruso and Stephanie Ockenden (OECD)

The ideas expressed in this paper are those of the authors and do not necessarily represent views of the
OECD, the IEA, or their member countries, or the endorsement of any approach described herein.

JT03347737

Complete document available on OLIS in its original format
This document and any map included herein are without prejudice to the status of or sovereignty over any territory, to the delimitation of
international frontiers and boundaries and to the name of any territory, city or area.




COM/ENV/EPOC/IEA/SLT(2013)4

This document has been produced with the financial assistance of the European Union.
The views expressed herein can in no way be taken to reflect the official opinion of
the European Union.

Copyright OECD/IEA, 2013
Applications for permission to reproduce or translate all or part of this material should be addressed to:
Head of Publications Service, OECD/IEA
2 rue André-Pascal, 75775 Paris Cedex 16, France
or
9 rue de la Fédération, 75739 Paris Cedex 15, France.




COM/ENV/EPOC/IEA/SLT(2013)4

ABSTRACT
Exploring Climate Finance Effectiveness

Ensuring that climate finance is used effectively will help to maximise its impact. The effectiveness of
climate finance can be defined as the extent to which an activity attains its stated aims. These aims can
vary, depending on the source of climate finance and how it is channelled. There are therefore
different views on what “effective” climate finance is, as well as on how this effectiveness can be
assessed. This paper explores how different communities view climate finance effectiveness; the
policies or institutional pre-conditions that facilitate effectiveness; and how effectiveness is currently
monitored and evaluated. The paper concludes by discussing the conflicts and trade-offs encountered
in assessing effectiveness and a possible way forward in balancing multiple views and priorities.

JEL Classification: F21, F35, F55, F64, F65, G23, 02, 044, Q54, Q56
Keywords: Climate finance effectiveness, aid effectiveness, mobilise, mobilize, monitoring and
evaluating

RESUME
Etudier I’efficacité du financement climatique

En veillant a ce que le financement climatique soit rationnellement utilisé, on contribuera & maximiser
son impact. L’efficacité du financement climatique peut se définir comme étant le degré de réalisation
des objectifs déclarés d’une activité donnée, lesquels peuvent varier en fonction de la source et des
circuits de financement. Par conséquent, les avis divergent sur ce que signifie un financement
climatique « efficace », ainsi que sur la fagon dont cette efficacité peut étre évaluée. Ce rapport étudie
comment différents milieux ou communautés considérent I’efficacité du financement climatique, ainsi
que les politiques ou les préalables institutionnels qui la favorisent et les méthodes actuellement
utilisées pour assurer le suivi et I’évaluation de cette efficacité. Il conclut par une analyse des
contradictions rencontrées et des arbitrages a opérer lors de I’évaluation de I’efficacité, et propose une
voie a suivre pour concilier les multiples points de vue et priorités a considérer.

Classification JEL: F21, F35, F55, F64, F65, G23, 02, 044, Q54, Q56
Mots-clés: Efficacité du financement climatique, efficacité de 1’aide, mobilisation, suivi et évaluation
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FOREWORD

This document was prepared by the OECD and IEA Secretariats in 2013 in response to a request from
the Climate Change Expert Group (CCXG) on the United Nations Framework Convention on Climate
Change (UNFCCC). The CCXG oversees development of analytical papers for the purpose of
providing useful and timely input to the climate change negotiations. These papers may also be useful
to national policy-makers and other decision-makers. Authors work with the CCXG to develop these
papers in a collaborative effort. However, the papers do not necessarily represent the views of the
OECD or the IEA, nor are they intended to prejudge the views of countries participating in the CCXG.
Rather, they are Secretariat information papers intended to inform Member countries, as well as the
UNFCCC audience.

Members of the CCXG are Annex I and OECD countries. The Annex I Parties or countries referred to
in this document are those listed in Annex I of the UNFCCC (as amended by the Conference of the
Parties in 1997 and 2010): Australia, Austria, Belarus, Belgium, Bulgaria, Canada, Croatia, Czech
Republic, Denmark, the European Community, Estonia, Finland, France, Germany, Greece, Hungary,
Iceland, Ireland, Italy, Japan, Latvia, Liechtenstein, Lithuania, Luxembourg, Malta, Monaco, the
Netherlands, New Zealand, Norway, Poland, Portugal, Romania, the Russian Federation, Slovakia,
Slovenia, Spain, Sweden, Switzerland, Turkey, Ukraine, the United Kingdom of Great Britain and
Northern Ireland, and the United States of America. As OECD member countries, Korea, Mexico,
Chile, and Israel are also members of the CCXG. Where this document refers to “countries” or
“governments”, it is also intended to include “regional economic organisations”, if appropriate.
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Executive summary

Significant expansion of climate finance for developing countries is needed in order to enable a shift
towards low-emission, climate-resilient development pathways. To facilitate this transition, developed
countries formalised a commitment to mobilise USD 100 bn per year by 2020 at the 16™ Conference of the
Parties (COP) to the United Nations Framework Convention on Climate Change (UNFCCC).

Quantifying the level of climate finance mobilised is important for transparency in assessing progress
towards this commitment. However, while the quantity of climate finance is important, quantity alone is
not sufficient to achieve the climate objectives of the Convention: it is a “means to an end” and not an end
in itself. Ensuring the underlying quality, or effectiveness, of climate finance will also be crucial. This
paper explores the following issues: (i) how different communities view climate finance effectiveness; (ii)
the policies or institutional pre-conditions that facilitate effectiveness; and (iii) how effectiveness can be
monitored and evaluated. The paper also discusses the conflicts and trade-offs encountered in assessing
effectiveness and proposes a possible way forward that balances multiple views and priorities.

What is climate finance effectiveness?

Adequately addressing the range of issues to mitigate and adapt to climate change and achieving the scale
of climate finance required to do so will necessarily involve a variety of different communities (e.g.
development, climate, and the private sector). These communities represent the perspectives of developed
and developing countries, as well as both public and private sources of climate finance. In its simplest
sense, effectiveness of climate finance can be defined as the extent to which an intervention achieves its
stated aim(s). Thus, according to their varying aims or objectives, each community may emphasise
different aspects when assessing the effectiveness of their intervention.

The development and climate communities, as well as some actors in the private sector, have laid out their
perspectives on important issues related to enabling and delivering effective climate finance. A key pillar
to this is the development community’s Paris Declaration on Aid Effectiveness (2005). This was agreed to
by more than 130 countries and lays out agreed principles for effective development finance that also cover
climate-related aid: these principles relate to country ownership, alignment, harmonisation, results and
mutual accountability. The subsequent Busan Partnership on Effective Development Co-operation (2011),
agreed to by 150 countries, outlines the importance of climate finance as well as extending the scope of
these principles beyond aid to cover development finance and development co-operation more broadly.

The climate community (i.e. those involved in the UNFCCC climate negotiations) has agreed on principles
governing climate finance. These include both general principles as well as those developed in the context
of funds established by the UNFCCC process such as the Green Climate Fund and the Global Environment
Facility. Within the climate community, the framing of effectiveness has changed over time, primarily
reflecting changes in the development community’s provisions on aid effectiveness. Additionally, while
not homogenous, some within the private sector have adopted certain principles or environmental and
social safeguards (e.g. the Equator Principles). However, a key requirement for effective private
investment generally involves maximising risk-adjusted returns.

There is significant and growing common ground between the different communities (Figure ES-1). For
example, all agree that scaled-up climate finance is needed, that both public and private sources can play a
key role, and that the (self-) sustainability of a project and transparency is important. However, different
communities may naturally place greater emphasis on different aspects of effectiveness. For example,
meeting the urgent and immediate needs (especially adaptation needs) of climate-vulnerable countries is
important to the development and climate communities, but may not necessarily be a priority of the private

7
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sector. These differences in emphasis and priority could make distilling a common definition of climate

finance effectiveness challenging, and whilst common and clear understanding is important, it is not clear
that a single definition is necessary.

In practice, institutions within these communities often design and manage interventions to address
multiple aims. Such multi-dimensional approaches to effectiveness involve a combination of objectives,
such as mobilising resources, maximising broader development benefits, achieving climate-related
objectives, and/or building capacity. For example, a monoculture plantation might be an effective
intervention that focuses solely on maximising mitigation potential. However, interventions balancing
multiple objectives (e.g. mitigation, biodiversity, development) may favour mixed plantation or agro-
forestry activities that provide greater biodiversity and other benefits (food, medicinal plants, etc.).

Figure ES 1: Aspects of climate finance issues emphasised by different communities
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Where does the concept of effectiveness apply?

In addition to varying definitions of what effectiveness entails, the concept of effectiveness can be applied
at different stages involved in the planning, delivery, and use of climate finance. These include co-
operating internationally; enhancing national institutions, processes, and enabling environments; designing
interventions and allocating resources; and measuring results. The development community in both
developed and developing countries emphasises the importance of supporting country ownership and
alignment with national priorities, as articulated in agreed aid effectiveness principles. The underlying
logic in these principles is that international co-operation and capacity building within national and local
institutions can help to establish enabling environments that channel, deliver and manage climate finance
more effectively. Focusing on institutional aspects of effectiveness will also be crucial in creating the
conditions and capacities necessary for transformational changes within countries.
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How is climate finance effectiveness assessed?

Assessments of whether a specific intervention is effective or not will be influenced by its specific aims
and the stage at which the intervention is targeted. Even when interventions are targeted towards similar
aims, assessments of effectiveness may differ due to a number of internal and external variables. These
include the:

e Context within which an intervention occurs. This can include national, institutional or local/site-
specific issues. At the national level, it is difficult for donors to meet the aid effectiveness principle
of aligning their inputs with country priorities if a developing country has not yet established such
priorities. At the institutional level, varying national circumstances or enabling environments can
enhance or inhibit an intervention’s success (e.g. a regulatory environment’s influence on an
intervention’s ability to mobilise private finance). Site-specific environmental factors can also
influence the performance of an intervention (e.g. a wind turbine will generate varying amounts of
electricity depending on the prevailing wind speed).

e Time horizon of the assessment. Some climate interventions can give rise to immediate results
(e.g. energy efficiency projects). However, some interventions will target results that can only be
assessed after an extended period of time (e.g. constructing infrastructure that can withstand a 1-in-
100-year flood). These different time horizons for the results of an intervention mean that
effectiveness levels will vary depending on when results are assessed. Choosing an appropriate
point in time for assessment can be particularly complicated for climate finance interventions
aimed at long-term transformational impacts.

e Scale at which effectiveness is assessed. Depending on its aims, an intervention may seek results at
the project, national, or international scale. This will have implications for how its effectiveness is
assessed. For example, an intervention that seeks to promote transformational change in a given
sector may be judged effective at the project-level if it produces the expected outputs (e.g. off-grid
renewable electricity, number of people trained in drought-resistant agriculture). However, if the
intervention is not replicated at scale, the transformational impacts of the intervention will be
limited.

Challenges and way forward

The multi-faceted nature of how effectiveness is viewed, the stages at which it can be applied, and how it is
assessed results in a number of complexities. These can be grouped into three main challenges:

e Accommodating the different governing principles and priorities of a variety of actors (those who
provide, channel and use climate finance) involved in a climate finance intervention.

e Balancing a need to demonstrate immediate results attributable to specific interventions (which
may be easier to assess for project-level outputs) with broader aims (which may be better assessed
at a sectoral or national level). Such aims could include promoting lesson learning and supporting
effective processes (e.g. at sectoral or national levels), which often requires mainstreaming climate
concerns, aligning with government priorities, and/or achieving longer-term transformational
impacts.

e Identifying the most appropriate ways of focusing scarce resources to maximise results across
multiple dimensions (e.g. climate, development, economic, and financial).
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In terms of the way forward for assessing effectiveness, there is already a significant body of information
upon which to build. For example, many providers of public international climate finance have identified
the different results (e.g. climate, development, social, economic) that can be expected from different types
of interventions. Identifying lessons from this experience and learning from this will be important.
Assessing results, as well as identifying effective pre-conditions and modalities for delivering climate
finance, can be an iterative process and involve making trade-offs. Key questions for future development
of frameworks to assess effectiveness are:

e To what extent do principles of development effectiveness (which apply to international public
climate-related aid and other official flows) apply to or influence private climate finance mobilised
by public climate finance, measures and policies?

e Should results frameworks used to assess the effectiveness of climate interventions focus solely on
the climate results of an intervention, or also encompass broader development benefits?

e How flexible should assessment tools be (to deal not only with different types of interventions, but
changing national and international priorities and frameworks over time)?

e How to further increase harmonisation of results frameworks at different scales and levels (e.g.
project-level monitoring and evaluation; donor, intermediary, and fund-level systems; and national
development plan goals) both within the area of climate finance, and in other relevant areas (e.g.
post-2015 sustainable development goals)?

e Over what scales and time horizons to fund, implement, and track results of climate interventions?

10
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1. Introduction

Provision of climate finance to developing countries has been growing in recent years. It will need to
continue to expand significantly in order to meet the climate finance commitment formalised in 2010 at the
UN Framework Convention on Climate Change (UNFCCC) 16™ Conference of the Parties (COP) for
developed countries to mobilise USD 100 bn per year by 2020 from a variety of sources to meet the needs
of developing countries. The phrasing of this commitment means that significant attention to date has
focused on quantifying international climate finance provided to developing countries.

While the quantity of climate finance is important, it is a “means to an end” and not an end in itself. Thus,
it is also important that climate finance is used effectively, as this can help to mobilise further climate-
friendly investment, and thus facilitate the transition to a low-carbon, climate-resilient future. This is true
for those that provide the basis for public and private climate finance, e.g. taxpayers in developed countries
and shareholders in companies making climate investments. It is also true for those facing the effects of
climate change in developing countries.

The importance of effectiveness is acknowledged in the 1992 UNFCCC, as well as subsequent decisions.
More recently, effectiveness is mentioned in the core mandate of the Green Climate Fund (GCF), which
could deliver a substantial proportion of the USD 100 bn, and is to “operate in a transparent and
accountable manner guided by efficiency and effectiveness” (UNFCCC, 2011).

However, assessing the effectiveness of climate finance is not a straightforward task. As outlined in
previous analysis for the CCXG, there is no agreement to date on which activities, flows and interventions
are to be labelled “climate finance” (see e.g. Clapp et al., 2012), or what constitutes “mobilised” climate
finance (see e.g. Caruso and Ellis, 2013). Similarly, there is no common understanding of what is meant by
“effectiveness”. While there is overlap in views between different stakeholders on what climate finance
effectiveness is, there are also differences. These differences relate to the aims, sources, and channels of
finance for the intervention. In addition, there are differences in how climate finance effectiveness is
assessed.

A clearer understanding of climate finance effectiveness would therefore be useful to the international
community. This paper explores different aspects of climate finance effectiveness, for example in terms of
climate finance outcomes (e.g. environmental, economic, developmental), delivery (e.g. institutions and
governance), and time horizons (e.g. short-term vs. long-term results). The paper uses examples from
different types of activities (both mitigation and adaptation) and explores the issue of effectiveness at a
range of scales (projects, programmes, policies). The paper focuses on climate finance in the context of the
UNFCCC, i.e. public climate finance, as well as the private climate finance mobilised by public
interventions. Section 2 outlines key issues and/or principles for climate finance, as highlighted by
different communities active in providing, channelling or using it. Section 3 explores the enabling
environments, institutions and processes important to ensuring that climate interventions can be effective.
Section 4 examines how different institutions treat climate finance effectiveness and how results of climate
interventions are measured. Initial conclusions and possible ways forward are presented in Section 5.
Issues related to domestic financing by non-Annex I countries of climate responses, the total level and
flows of climate finance, and discussion of the effectiveness of different financial instruments are outside
the scope of this paper.

2. Background and context

As the level of climate finance increases, there is also increasing interest and need in ensuring that this
finance is effective (e.g. Bird et. al., 2013; Brown et. al., 2011; and Thornton, n.d.). Principles relevant to
climate finance effectiveness have been agreed by developed and developing countries at international,

11
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institutional and fund level, and cover selected private and public flows. However, to date there is no single
set of principles or definition governing “climate finance effectiveness”. This section outlines the
similarities and differences between existing views and principles, as well as other issues identified as
important for climate finance by the development, climate, and private sector communities.

2.1 Different communities’ principles and views related to effectiveness

International climate finance, consistent with decisions taken at the international climate negotiations in
Bali and later affirmed in Copenhagen and Cancun, “may come from a wide variety of sources, public and
private, bilateral and multilateral, including alternative sources” (UNFCCC, 2010). Thus, international
climate finance often involves a broad range of stakeholder communities and types of financial flows.
These communities have differing motivations and views on what aspects of climate finance are important,
and what makes climate finance effective. These views have been expressed in agreements, principles, or
other texts (Figure 1). These different views and agreements will influence the aims and objectives of
climate finance and how its effectiveness is assessed. For example:

e For climate-related finance to be counted as Official Development Assistance (ODA), it is
required, by definition,' to promote the economic development and welfare of developing
countries, and can be judged against established aid effectiveness principles (see Annex A).

e For the private sector to invest into climate-related activities, climate-related investments will
need to have an attractive ratio of investment risk to returns.

Figure 1.Coverage of existing principles relevant to international climate finance effectiveness

Paris g Busan
Agenda for

Public Declaration Partnership

Action
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Specific requirements and safeguards for private climate finance (including “mobilised” climate finance)
may also exist. For example, carbon market finance, as well as finance from carbon funds, are likely to
continue to be subject to their own standards and principles, e.g. on accreditation, monitoring, reporting
and verification. In some instances, agreements on safeguards such as the Equator Principles on managing
risks (prior to project approval) apply. In addition, the Institutional Investors Group on Climate Change
(IIGCC), which includes pension funds and asset managers representing assets of around USD 10 trillion,
has developed policy recommendations on promoting low-carbon investment, which include some relevant

" OECD DAC definition, further details are provided in the Statistical Reporting Directives (available at
www.oecd.org/dac/stats/dac/directives).
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principles (IIGCC, 2011). On top of these agreements, donors, financial intermediaries, and host countries
often have specific environmental, social, and financial safeguards and monitoring and evaluation systems
relating to specific climate finance sources, channels and/or uses.

As exemplified by these existing principles, views on what climate finance effectiveness is may also differ
across stakeholder communities (e.g. development, climate, and private sector). Moreover, the extent to
which processes and results of international climate finance are judged “effective” will depend on the
objectives of that international climate finance — which can vary. Whilst the OECD DAC (2010a) has a
definition for development effectiveness (see Box 4), the number and range of climate finance providers”
and diversity of recipients with different needs and priorities does not give rise to a common set of
objectives (Zou and Ockenden, 2013). Some of these perspectives may be mutually compatible (e.g. where
adaptation and climate resilient benefits are closely aligned with national development and poverty
reduction goals). However, in other instances there may be trade-offs; for example, between maximising
global public benefits (e.g. GHG emission reductions) versus interventions with both global and local

public benefits. The different perspectives and common ground shared by these communities are
highlighted in Figure 2 below.

Figure 2. Aspects of climate finance issues emphasised by different communities
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This figure highlights that there are some common principles that are shared across development, climate,
and private sector stakeholder communities. The area of overlap has been increasing over time. This is to
be expected, as initial views from the climate community on climate finance (e.g. as it relates to the GEF)
were elaborated in 1998 - well before the Paris Declaration on Aid Effectiveness was agreed in 2005.
However, there remain some issues that are of more importance for only one or two of these communities.

2.1.1 Development community

There have been several international agreements within the development community relating to aid
effectiveness that are also relevant to climate finance. In the Paris Declaration on Aid Effectiveness (2005
— henceforth Paris Declaration), donor and partner countries, as well as development financial institutions,

? Including from the climate and development finance communities, and bilateral donors, multilateral financial
institutions and national development banks.
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other organisations and civil society, agreed principles on aid effectiveness. Outlined in Box 1, these
principles are based on the expectation that effective national and international processes will enable
effective outcomes. The Paris Declaration commitments were subsequently deepened by the Accra Agenda
for Action endorsed in 2008 (see Annex A), which called on donors and partner countries to step up the
implementation of the aid effectiveness principles.

In more recent developments, the Busan 4th High Level Forum on Aid Effectiveness (2011) made explicit
the link between the aid effectiveness principles (Annex A) and international climate finance. In particular,
climate finance was outlined as a priority for effective international development, to “continue to support
national climate change policy and planning as an integral part of developing countries’ overall national
development plans, and ensure that — where appropriate — these measures are financed, delivered and
monitored through developing countries’ systems in a transparent manner” (OECD, 2011b). The Manila
Consensus on Public Financial Management (2011) and New Consensus on Effective Institutions (2011)
also highlight the importance of integrating aid effectiveness principles into climate finance. The post-2015
Sustainable Development Goals (SDGs) that are to be developed under the auspices of the UN are intended
to be a reflection of global development priorities. When finalised, the SDGs could therefore also cover
issues related to the effectiveness of climate interventions in addressing and mainstreaming development
needs, and vice versa.

A recent OECD survey of 32 practitioners in international climate finance and development co-operation
revealed high awareness and a general recognition of the aid effectiveness principles with respect to
international climate finance (Zou and Ockenden, 2013). The premise is that the aid effectiveness
principles of country ownership, alignment, harmonisation, results and mutual accountability can drive
effective climate finance on the expectation that effective outcomes can be enabled through effective
national and international processes. Some developing countries have however indicated that climate
finance has “ignored” the aid effectiveness principles (Ma, 2013) or remains donor-driven (e.g. Nelson
2013; Norrington-Davies, 2011). Others cite poor access, lack of readiness and the inability to track
climate-related results through country systems as barriers to applying the aid effectiveness principles to
climate finance in practice (Zou and Ockenden, 2013).

Whilst recognising that not all international climate finance is ODA or public finance, climate-related aid
to date is significant. In 2010 and 2011, climate-related aid commitments® reported to the OECD DAC*
ranged on average from USD 12.8-21.1 bn per year (based on lower and upper bound estimates),
representing up to 16% of total ODA. Going forward, climate-related ODA is expected to remain both
significant and substantial given its potential to mobilise other sources of climate finance and given the
internationally-agreed target of devoting 0.7% GNI to ODA).

2.1.2  Climate community

The issue of effective climate support has also been regularly highlighted within the climate community,
particularly in the context of the UNFCCC. This includes: the Global Environment Facility (GEF’) -

? Defined by the OECD DAC CRS Rio marker methodology is both broader and narrower than information that has
been reported to the UNFCCC to date under Fast Start Finance, given varying reporting approaches by Parties. Going
forward the definition of public climate finance and consistency with OECD DAC Rio markers is to be determined.

* OECD DAC Statistics (2013). Principal climate-related aid estimated at USD 12.8 bn on average per year over
2010 to 2011, with total climate-related aid, including principal and significant activities estimated at USD 21.1 bn on
average over 2010 to 2011, based on reported donor commitments to the OECD DAC.

> The GEF is also entrusted with operating other funds created by the UNFCCC process, including the Least
Developed Countries Fund and Special Climate Change Fund.
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funded from public sources; the Adaptation Fund — funded by private sources via the Clean Development
Mechanism as well as directly by donor governments; and the Green Climate Fund (GCF) — designed to
channel both public and private funds, but not yet disbursing funds. The framing of the effectiveness issue
has changed over time, primarily reflecting changes in the international community’s provisions on aid
effectiveness.

In the context of the GEF, two aspects of effectiveness are outlined: that of the activities funded (i.e.
results); and the provision of financial resources to developing countries. The review of the financial
mechanism (initially done in 1998, decision 3./CP.4 — see UNFCCC, 1998) also included certain criteria
for evaluating effectiveness related to the:

e transparency of decision-making processes

e adequacy, predictability and timely disbursement of funds for activities in developing country
Parties

e responsiveness and efficiency of the GEF project cycle and expedited procedures, including its
operational strategy, as they relate to climate change

e amount of resources provided to developing country Parties, including financing for technical
assistance (TA) and investment projects
amount of finance leveraged

e sustainability of funded projects.

Established several years before the Paris Declaration, the GEF principles have to date focused mainly on
supply-side effectiveness as opposed to enhanced donor-partner co-operation.” While the principles do
highlight key areas important to effectiveness, they do not provide guidance on how these can be applied
or monitored in practice.

The Adaptation Fund, which was established in 2001 and adopted its strategic guidelines in 2008, takes the
Paris Declaration principles into account, as well as broad benefits of the activity. For example, the
Board’s assessment of proposals is to take national strategies and co-benefits into account. A greater
emphasis is also placed on monitoring and evaluation (AF, 2011a), drawing on DAC guidance.

Effectiveness is also specifically mentioned in the mandate of the Green Climate Fund (GCF). In
particular, the Fund is to “operate in a transparent and accountable manner guided by efficiency and
effectiveness” (UNFCCC, 2011). Moreover, the Board of the GCF is tasked “to develop a transparent no-
objection procedure... to provide for effective direct and indirect public and private-sector financing...”
(UNFCCC, 2012f). Further, monitoring and evaluation under the GCF will include “a results measurement
framework with guidelines and appropriate performance indicators” (GCF, 2011). The benefits and
challenges of developing results frameworks to assess the effectiveness of climate finance interventions are
outlined in Box 1.

% This issue is being discussed in the context of the 5" review of the financial mechanism.
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Box 1: Results frameworks

There are significant benefits to funders and implementers of climate activities of developing results
frameworks. In particular, a results framework explicitly outlines for an activity: what is expected to be
achieved by an activity, what the milestones are, and potentially also the underlying critical assumptions
needed for the activity to be successful (IEG, 2012). Developing and using a results framework can
therefore help to improve the planning and management of an intervention — and therefore its
effectiveness.

However, there are challenges in establishing results frameworks. Firstly, developing and agreeing on
them takes time and resources. Secondly, there is a wide variety of different types of climate responses
and contexts in which they take place. This means that results frameworks for different activities will
need to be tailored to their specific circumstances, and may encompass a wide range of different
indicators. However, developing indicators that are e.g. specific, measurable and achievable by an
intervention is not necessarily a straightforward task (César et al., 2013). Further, developing an
appropriate number of indicators is also challenging: for example, Germany has developed 103
indicators for national monitoring and evaluation of its adaptation activities (OECD, 2013). In addition,
some results may be difficult to quantify, and/or difficult to attribute to a specific intervention.
Nevertheless, increased compatibility of different results frameworks could help to improve
comparisons of the effectiveness and efficiency of different climate finance interventions.

At its June 2013 meeting, the GCF identified options for indicators of effectiveness, and also highlighted
that “selection of performance indicators must be seen as an iterative process” (GCF 2013). The indicator
options presented focus on the mitigation or adaptation benefits of GCF activities — at project, programme
or “transformative” level. It has yet to be decided if indicators that identify co-benefits such as health
improvements, reduced local air pollution, increased enterprise creation and poverty reduction are to be
included (GCF, 2013).

Different UNFCCC texts have also outlined the importance of climate finance effectiveness. For example,
Article 3.3 of the Convention indicates that “policies and measures to deal with climate change should be
cost-effective” (UNFCCC, 1992). More recently, decision 1/CP.18 (UNFCCC, 2012a) decides to “improve
the effectiveness” of finance related to reducing emissions from deforestation and forest degradation
(REDD+) activities and also highlights that the work programme on long-term finance aims to inform
Parties “in enhancing their enabling environments and policy frameworks to facilitate the mobilisation and
effective deployment of climate finance in developing countries” (UNFCCC, 2012a).

2.1.3  Private sector stakeholders

Climate financing involves a range of private sector actors. While there is no one single viewpoint of this
heterogeneous group, there have been a number of ad-hoc platforms that have focused on issues relevant to
the effectiveness of climate financing.

For example, the Equator Principles apply to large infrastructure and industrial projects (individual projects
with project finance over USD 10 million). ' These principles have been adopted by 79 financial

" The Principles include: reviewing and categorising projects based on the magnitude of its potential environmental
and social risks and impacts; undertaking environmental impact assessments and developing environmental and social
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institutions to date, who account for 70% of project finance in emerging markets (Equator Principles,
2011). These principles are designed to determine, assess and manage social and environmental risks and
negative impacts at the project level. One of the issues assessed under these principles is the “viability of
project operations in view of reasonably foreseeable changing weather patterns/climatic conditions,
together with adaptation opportunities” (Equator Principles, 2013).

While not focused directly on improving climate finance effectiveness, the Equator Principles try to avoid
negative impacts of projects at the project-design stage. However, applying these principles will
nevertheless have an impact on effectiveness. This is because they help the financial institutions determine
whether projects are climate-resilient. For example, whether projects such as hydropower plants
(mitigation-related) or coastal infrastructure development (adaptation-related) will be able to function as
planned given expected ranges of rainfall, sea-level rise, etc. during the lifetime of the project. The ability
(or inability) of these projects to continue functioning as planned irrespective of climate variability will
affect whether they can meet their stated objectives.

Separately, the IIGCC has developed domestic and international policy recommendations for governments
wishing to attract private sector investment in climate-resilient activities. In particular, the “Global Investor
Statement on Climate Change” (IIGCC, 2011) outlines the elements of “investment-grade climate and
energy policy” necessary to attract large-scale investment, focusing on the clean energy sector. The IIGCC
has 285 signatories, who represent assets of more than USD 20 trillion.

These recommendations include issues such as the importance of a carbon price and the use of markets and
transparency on climate-related risks. They also highlight the importance of being aligned with broader
policy goals and broader efforts by the international community to scale up climate finance. As such, it is
consistent with views of the development community that effectiveness is enhanced when individual
interventions are consistent with nationally determined priorities. As the level of assets of IIGCC
signatories dwarfs that covered by the climate finance commitments under the UNFCCC, moves towards
greater effectiveness by IIGCC members could have a significant impact.

2.2 Exploring climate finance effectiveness at different stages

As illustrated in Figure 3, effectiveness can be considered at different stages of climate finance planning,
delivery and/or use (explored in more detail in Section 3). For example, at the international level, greater
discussions and co-ordination between development donors and partners can help align different actors
behind common objectives. Similarly, enhancing national and sub-national institutions and enabling
environments can help improve the ability of countries and organisations to allocate and absorb climate
finance in an effective manner. Further, designing interventions and assessing results during the monitoring
and evaluating (M&E) stage can help improve the effectiveness with which climate finance is allocated.

management systems (which will be independently assessed) for projects with significant or limited adverse
environmental and social risks or impacts; monitoring and publicising environmental information from projects.
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Figure 3.Considering effectiveness at different stages
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Stakeholders within different communities have focused on what effectiveness means during one or more
of these stages. Some organisations focus on institutional and process-oriented issues such as delivery (e.g.
Bird et al., 2013), access (e.g. Thornton, n.d.) absorptive capacity or “readiness” (e.g. TNC, 2012; UNDP,
2012) during more upstream stages. Some look at multiple criteria, e.g. institutions, governance, learning
(Sierra et al., 2013; Brown et al., 2011).

In terms of assessing effectiveness, some financial institutions (e.g. AFD and EIB) focus on their climate
finance interventions’ results on the ground in terms of mitigation and adaptation,® while others look at
broader development or local environmental co-benefits (IEG, 2011). Increasingly, development finance
institutions (e.g. AfDB, IDB, Islamic Development Bank, EBRD) are converging towards results
frameworks that track operational, management, and project performance results under single, institution-
wide systems (AfDB, n.d.).

Institutions are also beginning to integrate evaluation (e.g. AfD, 2012) and establish independent external
evaluations of their projects and programmes (e.g. ICF, 2013). The DAC Evaluation Resource Centre
provides a compendium of relevant evaluations from key institutions and DAC members (DeREC)’.

3. Strengthening international and national institutions, processes, and
enabling environments

The effectiveness of climate finance is influenced by the strength of underlying international and national
institutions and processes. These institutions and processes at both the international and national levels are
involved in the design, delivery, mobilisation and use of climate finance. They include those of both donor
and recipient countries, encompassing national and multilateral funds and implementing agencies.

¥ For a fuller description of activities underway in 2011-12, see Bird et al. (2012).

 DAC Evaluation Resource Centre — see: http://www.oecd.org/derec/
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Following the stages outlined previously in Figure 3, the subsequent sections summarise key aspects of
effective institutions, processes, and enabling environments. Section 3.1 considers the role that greater
alignment and co-ordination between partners and donors plays in making climate finance more effective.
Section 3.2 examines the role played by country development plans, policy frameworks, and systems in
accessing, mobilising, and absorbing climate finance effectively. Section 3.3 then focuses on how
interventions are designed and resources allocated with a view towards maximising their effectiveness.

3.1 International co-operation

There are many factors that can influence the strength of international and national enabling environments
and thus the ability of countries to effectively mobilise and absorb international climate finance. While the
development, climate, and private sector communities agree in principle on the importance of effective
enabling environments, their views on what this constitutes may differ.

For instance, the development community highlights the following pre-conditions for effective enabling
environments and conditions for effective delivery of international climate finance in a recent OECD
survey of 32 climate finance practitioners (Zou and Ockenden, 2013):

e mainstreaming of climate change considerations into development within national development
plans and across donor activities

e improved co-ordination of actors both in-country across national ministries (allocating roles and
responsibilities), and across providers and supporters

e cengagement with a wide range of stakeholders; civil societies, local government, private sector,
developing public-private partnerships

e strengthening of national statistical systems in recipient countries, in particular to track finance and
monitor results.

These conditions are considered to reinforce and complement the aid effectiveness principles, and as
climate finance specific insights to support the application of the aid effectiveness principles. It is
important to highlight that these apply predominately with climate-related aid in mind. There is limited
understanding of how the aid effectiveness principles relate to private climate finance mobilised through
development finance — and the degree to which private climate finance mobilised by public sector efforts is
accountable.

While the views of the development community and private sector are not completely aligned, they both
highlight important aspects that need to be taken into account and may play complementary roles. For
instance, mainstreaming climate change considerations into national development plans may involve
introducing carbon-pricing mechanisms that can help to level the playing field between fossil fuel and low-
carbon investments (e.g. Morden, 2013 and GoSA, 2013).

In both the climate and development co-operation communities there is a strong emphasis on the role of
country-driven policies and strategies, consistent with national development priorities, to effectively
manage climate finance and take action on climate change. Capacity development (i.e. strengthening the
enabling environments and national capacities to effectively manage climate finance, as well as the
international co-operation and partnerships needed to support country ownership) is critical, as outlined in
the Busan Partnership for Action on Climate Finance and Development Effectiveness'® (2011). Capacity is
needed to support the development of national plans, strengthen national systems, identify policy priorities,
specific climate mitigation and/or adaptation activities, and improve access through co-ordinated and

' See Annex A for further details on the Busan Partnership.
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complementary efforts. This issue has also been referred to as “climate finance readiness” (see e.g. UNDP,
2012). The GCF has explicitly recognised that “there is a strong need for capacity building” (GCF, 2013).

International strategies and efforts could play a role in enhancing effectiveness, such as by demonstrating
and advancing key technologies along their learning curves and thus helping scaled-up deployment (Zou
and Ockenden, 2013). In addition, multilateral and regional funds could facilitate achieving the aid
effectiveness principles by providing greater donor co-ordination and reducing risks of fragmentation.

3.2 Enhancing national institutions and enabling environments

Strong national institutions and enabling environments are key to mobilising, absorbing, and channelling
climate finance effectively. National institutions help to identify climate finance needs and prioritise its
allocation. The ability and capacity of recipient governments to set a clear vision and strategies for climate
change within national plans, to develop policies and programmes to access and absorb international
climate funds, and to channel and manage resources, are critical factors in determining the effectiveness of
climate finance.

3.2.1 Enhancing national enabling environments for mobilising private finance

The scale of investment needed to meet low-emissions, climate-resilient development pathways is likely to
be far larger than the available public climate finance. Private climate finance is expected to play an
important role, both in the context of the USD 100 bn climate finance commitment, as well as more
broadly, whilst also presenting an opportunity for the private sector and investors.

For private finance to flow, investments need to be commercially viable. Thus, the key requirement is to
strike the right balance between investors’ appetite for risk and reward. Effectively mobilising private
investments to finance climate-friendly and/or climate resilient activities therefore requires establishing
enabling environments and domestic investment conditions that incentivise and align investment
opportunities with the need for climate finance.

Public interventions can help to establish investment environments that facilitate climate-friendly
investment. Such public interventions are most effective in mobilising finance when they target specific
market failures and barriers that hinder investment. Analysis of the factors needed for effective national
enabling environments has highlighted a number of barriers to effectively scaling-up the levels of private
investment in climate-resilient activities (e.g. Corfee-Morlot et al. 2012; Gomez, 2013; Mani, 2012). These
include:

e alack of bankable, low-carbon and climate-resilient investment opportunities

e insufficient returns for climate-friendly investments when compared to other alternatives (this is
partly due to the continuation of fossil-fuel subsidies, as well as the lack of carbon pricing in many
areas)

e higher risks for climate-friendly investments (e.g. due to policy uncertainty, technology risk)

e availability of long-term capital (climate-friendly investments may often entail higher up-front
costs and longer pay-back times)

e uncertainty in how policies are applied.

To effectively mobilise private funds, a co-ordinated approach with public and private sectors actors
working together is critical to identify the role for public support and to develop targeted interventions.
The private sector has identified several policy recommendations for improving national enabling
environments for mobilising and attracting low-carbon investment (see e.g. IIGCC, 2011). These include
the development of comprehensive, coherent policies, as well as a stable policy environment and well-
functioning institutions (IIGCC, 2011; Mani, 2012).
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3.2.2 Enhancing national institutional capacity and country systems, readiness and implementation

Mainstreaming climate change into development planning has been widely recognised as an important pre-
condition to effective development and climate finance (e.g. [PCC, 2007; OECD, 2009; UNEP, 2011).
Developing an agreed national strategic vision and systematic response to climate change across
government and within national plans encourages donors of international climate finance to respond to
“demand-driven” country priorities. This facilitates the ability of countries to meet aid effectiveness
principles. For example, donors can only meet the Paris Declaration principles of aligning climate finance
behind domestic objectives and ownership if national strategies, plans, and priorities have been developed.
Many developing countries (e.g. Brazil, India, Indonesia, Kenya) have established such strategies and
plans, but they are not yet place in all countries benefitting from international climate finance.

Many developing countries are now integrating national climate change strategies into their medium-term
national development plans. For example, as outlined in Zou and Ockenden (2013) the Colombian
National Institutional Strategy for Climate Change mainstreams climate change through four priority
sectoral public policies,'" each being developed and led by a different ministry; the Kenyan National
Climate Change Action Plan 2013-2017 identifies six big win opportunities'> for climate finance with
adaptation and mitigation co-benefits (GoK, 2012b).

International climate finance has, in some instances, been used to help develop national plans/strategies.
For example, the mandate of the Least Developed Countries Fund (LDCF) is to help Least Developed
Countries (LDCs) develop their National Adaptation Programmes of Action. Moreover, capacity support to
develop national planning and budgetary tools can help improve the governance and efficiency of climate
finance at the national level, such as Climate Change Public Expenditure and Institutional Reviews
(CPEIRs — see Box 2) which build on and seek to reinforce existing government monitoring systems to
integrate climate change considerations.

Box 2: Climate Public Expenditures and Institutional Reviews (CPEIRs)

UNDP have worked with and supported several countries in undertaking Climate Public Expenditure
and Institutional Reviews (CPEIR). CPEIRs are a tool to provide a comprehensive overview of
governments’ activities related to climate change. By improving the understanding of what climate
finance is, and tracking its flows, it can help countries integrate and mainstream climate change
considerations into fiscal policy, expenditure planning and programming and to align national climate
policies with development policies and budgets. The information and analysis from CPIERs can also
provide a useful basis for a more open and transparent discussion on climate-related activities and
finance. To date, CPEIRs have been carried out in Bangladesh, Cambodia, Nepal, Thailand, Samoa
and Indonesia. Further studies are underway in Africa and Latin America.

For further information see: http://www.aideffectiveness.org/ClimateChangeFinance#

In-country co-ordination mechanisms to better channel climate funds - either through budgetary
mainstreaming or through separate national funds - are also emerging. These help meet aid effectiveness
principles. For example in Vietnam, the Support Programme to Respond to Climate Change is a multi-

12 These are 1) geothermal power generation; 2) distributed clean energy solutions; 3) improved water resources
management, 4) restoration of forests; 5) climate-smart agriculture and agroforestry; 6) infrastructure.
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donor partnership that focuses on helping the government of Vietnam develop effective institutional and
policy responses. One of the specific aims of this partnership is to increase donor harmonisation (JICA,
2011); The Bangladesh Climate Change Resilience Fund was established so that development partners
could support Bangladesh in implementing its Climate Change Strategy and Action Plan (BCCRF, 2013).
In contrast, in countries where there is no integrated national climate change action plan or domestic
climate change policy framework, it has been observed that donors are more likely to finance their own
priorities (see e.g. Cameron 2011; Zou and Ockenden, 2013). This is reported to be the case even when
national climate change policy reports exist i.e. NAMAs or NAPAs" have been submitted to the
UNFCCC, but it is not clear if this is a case of poor alignment or if systems are not in place to support
these plans.

There are some elements of the aid effectiveness principles that are difficult to implement in practice for
climate finance. For example, the use of country systems and procedures (such as national arrangements
and procedures of public financial management, accounting, auditing, procurement, monitoring and
evaluation) is encouraged, where appropriate (i.e. Busan 2011, and Manila Consensus 2011), to improve
the effectiveness climate finance through reinforcing the sustainability of results and allowing recipient
countries to take greater ownership. Practitioners recognise aid effectiveness principles and the benefits of
using country systems (e.g. EC, 2008; GCCA, 2012). However, in the case of climate finance, there is
recognition that progress in using country systems is limited (for example the 2011 Manila Consensus).
Channelling climate finance through these systems requires sufficient local capacity in accounting,
financial reporting and monitoring systems. Where these systems are weak, donors are dis-incentivised
from using them, instead creating parallel systems that can be duplicative, increase transaction costs and
hamper efforts to achieve country ownership and sustainable results (OECD, 2012). Furthermore, there are
additional reasons why donors may prefer not to use country systems, such as the ability to account for
taxpayer funds and the need to track climate-related results (OECD, 201 1a).

The national and international institutions used to channel climate finance can also influence the
transaction costs for developing countries in accessing, channelling and using international climate finance.
As transaction costs reduce the total amount of climate finance devoted to climate activities, reducing them
can increase the effectiveness of climate finance. The performance/existence of specific national
institutions can also affect whether a country meets the safeguards introduced by selected climate funds to
limit potential negative impacts (e.g. social) of climate interventions, or to ensure that specific standards
(e.g. fiduciary standards) have been met. These issues are explored in more detail in Annex B.

3.3 Intervention design and resource allocation

Identifying and designing the most effective interventions, allocating resources, and managing and
maturing a pipeline of projects that can absorb funds are essential components of effective climate finance.
However, there are several related challenges at both the national and international level.

Allocation procedures are used by both national and international sources of climate finance and can cover
a number of criteria, reflecting a range of strategic objectives that will influence the intended results of a
project. These include criteria on parameters such as target countries, activity type, and project size. For
example, in terms of eligible activities, the Indonesian government has identified a number of primary and
secondary priorities in both mitigation and adaptation for expenditure under the Indonesian Climate
Change Trust Fund (ICCTF, 2012). In terms of project size, some funds limit the total flows to a specific
activity - for example, the PPCR can provide USD 3-15 million to individual projects (CIF, 2013).

13 Nationally Appropriate Mitigation Action (NAMA) and National Adaptation Programmes of Action (NAPA).
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In terms of allocation between countries, some public or private/public funds may have explicit allocation
criteria. For example, the GEF now uses a “system for the transparent allocation of resources” (STAR) to
allocate funds under GEF-5 (earlier funding rounds used different allocation methods). The STAR uses
transparent indicators of country performance and potential to determine indicative envelopes of resources
to eligible countries. Some countries also have explicit criteria or ranges for their bilateral climate aid (e.g.
SDC, n.d.).

There are many tools available in theory to support strategy development and ex-ante assessments of an
intervention’s effectiveness. These include marginal abatement cost curve analysis, options analysis,
impact assessments, cost-benefit analysis, and multi-criteria analysis. However, information and data
constraints can limit their application. In particular, limited evidence and knowledge to provide good
appraisals and identify market failures and barriers as well as inherent uncertainties in appraising climate
adaptation projects are cited as key barriers to identifying effective projects ex-ante.

Providers and supporters of climate finance are, however, developing methodologies to measure benefits
and trade-offs among different dimensions of an intervention’s impacts (e.g. environmental, social,
economic, financial). Such methodologies can help to direct allocation of future climate finance to projects
and programmes with the highest overall results (for example, the UK’s DFID/DECC Greenhouse Gas
Appraisal Guidance and the World Bank Source Book).

A project’s design may include the development of a results framework against which a programme or
project’s effectiveness is subsequently assessed. In some instances, the design and/or financing of a project
may be explicitly based on the achievement of key results. This is the case for results-based finance (see
Box 3), or in the development of investment criteria for funds (for example the Climate Investment Funds
Criteria for the Clean Technology Fund).
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Box 3: Results-based finance

With increasing focus on demonstrating verified results from climate projects, results-based finance
(RBF) has received significant attention in the climate finance community. Results-based finance is
an umbrella term that includes a number of different financing mechanisms that seek to tie the
provision of financial resources to specific and measurable results (Caruso and Ellis, 2013). These
range from Advanced Market Commitments and Output Based Aid that focus on “outputs” to
Conditional Cash Transfers or Cash on Delivery Aid that can be linked to behavioural triggers more
oriented towards “outcomes” (GPOBA, 2012).

As depicted in the figure below, payments under an RBF arrangement are only disbursed after
independently verified results have been demonstrated. Depending on project types, the results chosen
to trigger payments can vary widely after consultation with donors, implementing entities, and partner
countries. Drawing from a number of existing or proposed RBF programmes relevant to climate
change, these triggers can include the number of natural gas connections made or solar-home systems
installed (GPOBA, 2013), the number of technical assistance sessions held (IFC, 2012a), or the
amount of fugitive methane emissions abated (MFSG, 2013).

Direct budget support Output-based approach

[ inputs ] [ inputs ]
private
finance

outputs outputs

service recipient service recipient

Source: Adapted from Brook and Petrie (2001)

In the context of assessing the effectiveness of climate finance projects, RBF arrangements are
relevant in two ways. The first relates to the requirement of demonstrating verified results up-front.
With an ex-ante assessment of mutually agreed outputs or outcomes, donors can more easily account
for results to both taxpayers at home and development partners abroad. The second is how RBF
approaches transfer risk from donors to service providers, thus creating a direct incentive to achieve
the result more efficiently and effectively (World Bank, 2013a). However, RBF may not be
appropriate in all situations, and will need to be explored further in order to understand how it best fits
with the principles in the Paris Declaration and objectives of the UNFCCC.

4. Monitoring and evaluating results of interventions
In assessing climate finance effectiveness, it is useful to draw a distinction between what is necessary to

create an enabling environment to achieve results versus what is sufficient for demonstrating that an
intervention has actually achieved those results. Thus, while the enabling environments discussed in
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section 3 are critical, they are not necessarily sufficient to demonstrate the climate impacts of specific
interventions.

Monitoring and evaluating (M&E) climate finance interventions is important for a number of reasons.
Identifying results of an intervention is important for transparency in both donor and recipient contexts, as
well as in demonstrating the feasibility and success of projects in the context of attracting private finance.
Understanding both the climate-specific and broader environmental, economic and development impacts of
climate finance can facilitate a more robust assessment of the costs and benefits of more ambitious actions.
Assessing effectiveness includes not only demonstrating results, but also building an evidence base of
what, how, and why an intervention worked in order to inform better policies and interventions in the
future.

This section outlines a conceptual framework for monitoring the results of climate finance interventions
over different scales and time horizons and highlights selected indicators used across different institutions.
Recognising that different climate interventions will involve a range of objectives, the selected indicators
are categorised as being oriented towards mobilisation of resources, climate-specific results, and broader
development benefits.'* The section then concludes by highlighting some key issues, their implications,
and emerging options and tools for assessing the results of climate interventions.

4.1 Conceptual framework for monitoring results of interventions

The choice of time horizon and scale for monitoring results can influence assessments of an intervention’s
effectiveness. For example, the effectiveness of an intervention designed to improve the climate-resilience
of infrastructure so that it can withstand a 1-in-100-year event may only be able to be determined after a
significant time lag. There may also be a significant time lag between interventions such as capacity
building, training, education, and the their effects. Further, a pilot project for a new technology may be
implemented and run efficiently (and could therefore be judged to be effective at a project level), but does
not meet its goal of being replicated at scale (and is therefore less effective when viewed from a national or
sectoral level).

As highlighted below in Figure 4, an early stage of the implementation of an intervention involves the
identification and allocation of inputs. The inputs to an intervention can be financial, human (e.g.
information or labour), or material goods that help to achieve the strategic objectives of the intervention.
Decisions on appropriate inputs will depend both on the strategic objectives of the intervention as well as
local context and needs. For instance, a technology transfer project might not be successful in itself in the
absence of local knowledge on how to utilise and maintain the technology. In such cases, financial or in-
kind support for appropriate capacity building activities might be complementary inputs to an intervention.

The inputs to an intervention can have different types of results: outputs, outcomes and impacts. While
these terms are defined in Box 4 and outlined below, they are not always easy to apply in practice. For
instance, an “output” to one institution may be considered an “outcome” by another.

Outputs are the products that are delivered by an intervention in the short-term. Monitoring the outputs of
an activity demonstrates that progress has been made in implementing the activity. Outputs of climate-
related activities are generally tangible, and could include e.g. wind turbines installed, number of trees
planted, km of sea-wall constructed, or training activities held.

' Alternative ways of assessing effectiveness could be to examine the impact of an intervention on progress towards
the principles outlined in the Paris Declaration (although it is not clear to what extent these principles apply to private
climate finance mobilised by public finance), or on the three pillars of sustainable development.
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Scale

Figure 4.Conceptual framework for monitoring results of interventions
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Box 4: OECD key terms in results-evaluation

- Goal:
— Inputs: the financial, human, and material resources used for the development intervention

the higher-order objective to which a development intervention is intended to contribute

—  Results: the output, outcome or impact (intended or unintended, positive and/or negative) of a
development intervention

—  Output: the products, capital goods and services that result from a development intervention; may
also include changes resulting from the intervention that are relevant to the achievement of
outcomes

—  Qutcome: the likely or achieved short-term and medium-term effects of an intervention’s outputs

— Impact: positive and negative, primary and secondary long-term effects produced by a development
intervention, directly or indirectly, intended or unintended

—  Efficiency: outputs, qualitative and quantitative, in relation to the inputs
—  Effectiveness: measure of the extent to which an aid activity attains its objectives.

Source: OECD (2002), Glossary of Key Terms in Evaluation and Results Based Management.

The outcome resulting from these outputs can occur in the short- or medium-term. For example, an
outcome from training on how to deal with water shortages could be an improved ability to maintain food
production under variable climatic conditions. Due to difficulty in linking specific interventions to
outcomes and impacts, the outcome of an activity may be fully or partly attributable to an activity.

In contrast, impacts can be intended or unintended, occur in different sectors, and take a longer time to
assess (OECD, 1991). For example, if climate-resilient infrastructure has been built to withstand a 1-in-
100-year event (e.g. flooding), the effectiveness of this infrastructure in achieving its aim can only be
assessed after such an event has happened. According to an intervention’s objectives, desired impacts can
be climate-specific (e.g. GHG reductions, improved resilience to climate change) and/or broader (e.g.
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changes to biodiversity levels, public health, or access to water). Thus, both climate-specific as well as
broader development-related indicators may need to be monitored to assess effectiveness.

The issue of scale is also an important dimension in relation to how to monitor, aggregate and assess
effectiveness. As climate change can have impacts at local, national and global scales, it is useful to have
indicators in place to monitor the results of actions across all of these different scales. For instance,
indicators such as the number of climate vulnerability assessments conducted may be important for
monitoring the efficiency of delivering project-level outputs. However, it may be difficult to interpret in
the absence of indicators at greater scale, such as the overall number of people vulnerable in a country.
Thus, a mix of both top-down and bottom-up systems and indicators allows policy makers to better
understand effectiveness by contextualising the progress of discrete interventions in contributing to
transformational climate goals at global and national scales (e.g. Martins, 2013; Duarte, 2013).

However, different types of interventions (e.g. capacity building, infrastructure, regulatory or policy
measures) may be more or less amenable to evaluation at these varying spatial scales and time horizons.
For example, it is easier to estimate the impacts of low-carbon infrastructure projects on emissions than it
is to measure the impact of a technical assistance or outreach activity on community resilience. In the latter
case, it might be more practical to measure results at the output or outcome level (e.g. number of project-
management training sessions held or number of awareness workshops held in vulnerable communities).

4.2 Monitoring the mobilisation of resources

Considering the scale of both financing and low-carbon technologies that is needed to address climate
change, mobilising external resources is often a strategic objective of an intervention or fund. The extent to
which an intervention mobilises external resources could therefore be one upstream measure of
effectiveness. Some development partners and institutions utilise results indicators for tracking resource
mobilisation as part of larger monitoring and evaluation (M&E) systems (e.g. CIF, UK, USAID, and CIF-
CTF), as shown below in Table 1.

One aspect of resource mobilisation relates to how much external financing an intervention is able to
mobilise from public and/or private sources. Mobilising external finance can be a particularly important
result for climate finance interventions that provide seed capital to private-equity umbrella funds or
insurance and guarantee instruments, for example. However, the ability of an intervention to mobilise or
leverage financing does not necessarily imply effectiveness in a broader sense. For instance, some analysis
has highlighted the possibility that high leverage or mobilisation rates may indicate a strong perception of
commercial viability amongst private investors who may have invested without public intervention
(Stadelmann et al., 2011). In addition to its narrow focus, one of the difficulties in using financial
mobilisation as an indicator in assessing effectiveness is that there are wide differences in how
mobilisation and leverage are defined and measured between different institutions (see Caruso and Ellis,
2013 for a more detailed discussion). Even in the absence of methodological differences, mobilisation rates
will vary significantly across financial instruments, technologies, sectors, and countries (UN AGF, 2010;
Smallridge, et al., 2012; Ellis and Regan, 2012).

Another type of resource mobilisation may be the transfer and scaling up of low-carbon or climate-
resilience technologies to developing countries. Given the variety of technologies, sectors, and scales of
technology-transfer interventions, it would be difficult to have a single meaningful indicator that could be
aggregated across multiple projects. For instance, the Global Environment Facility’s (GEF) indicator for
technology-transfer interventions is qualitative in nature, focusing on capturing the type and maturity of
technologies that are being transferred.
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Table 1. Examples of indicators for mobilising inputs

Indicator Units Result type Selected users Type

Project, Portfolio, National and/or Global Level Indicators

Amount of private
finance (mobilised)
UK-ICF; US; CIF;

Unit of currency Output - i Quantitative
Amount of (external) Outcome GEEREF; GEF
public finance
(mobilised)
Transfer of innovative Types and status GEF Qualitative

technologies

Source: UK, 2013; USG, 2012; CIF, 2013; Arnould, 2013; and GEF, 2011b

4.3 Monitoring climate-specific results

The climate-specific results of mitigation and adaptation interventions are core to assessing their
effectiveness and are a distinguishing characteristic of climate finance as compared to broader
development finance. Mitigation-focused interventions generally seek to reduce GHG emissions directly
(e.g. by improving fuel combustion efficiencies) or indirectly and/or in the longer-term (e.g. by increasing
awareness about low-GHG technologies). Projects seeking to increase adaptive capacity and resilience can
take a number of forms (e.g. awareness and education programmes, institutional reforms, physical
infrastructure projects) and have results that accrue at local, regional, or global scales and over different
time horizons.

While mitigation and adaptation activities are addressed separately in this section, there can be significant
overlap between these two themes in practice. Recent OECD-DAC data show that 21% of climate-related
ODA flows address both mitigation and adaptation, reflecting the multiple objectives of donors’
interventions (OECD, 2013¢). A more concrete understanding of the specific results from such projects
could also serve to better highlight the synergies or trade-offs that exist between mitigation and adaptation.

4.3.1 Mitigation activities

In the case of mitigation activities, a core element of effectiveness will be the impact the intervention has
on the Earth’s climate system. Table 2 presents a number of example indicators in use across governments
(in developed and developing countries) and institutions for monitoring the performance of mitigation
activities. The table organises indicators into two groups:

e indicators used to monitor progress at global and national scales, e.g. emissions intensity (per GDP
or unit of energy), ratio of renewables to fossil fuels in total energy supply, or net change in GHG
emissions

e intervention-level indicators used to monitor achievements of discrete activities (which can then be
aggregated upwards to portfolio, national, or global scales), e.g. installed renewable energy
capacity, hectares of deforestation avoided or number of low-carbon technologies supported.
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In practice, most efforts towards assessing the climate-impacts of mitigation interventions focus on
emissions of GHGs at the project or portfolio level, often converted into units of CO, equivalence (CO,-
eq). To this end, a group of nine international financial institutions (IFIs)"> have been working towards a
harmonised approach for accounting for GHG impacts of their project portfolios (World Bank, 2012). For
example, the Carbon Footprint tool of the Agence Francaise de Développement’s (AFD) can be used to
conduct an ex-ante evaluation of the GHG impacts of proposed projects in a variety of sectors, measured in
units of CO,-eq (AFD, 2010). This enables AFD to track the climate impacts of AFD’s investments at the
portfolio-level. It also allows potential climate impacts to be considered when making decisions on project
design and ultimately funding for all projects and not just “climate” projects. (For specific institution level
guidelines, see e.g. [FC, 2013; EIB, 2012; GEF, 2011b; EBRD, 2010; OPIC, 2009.)

To a lesser extent, some institutions do include non-GHG indicators in their overall monitoring systems.
These broader indicators include MW of renewable energy capacity installed, lifetime or annual GWh of
energy saved, as well as hectares of deforestation and afforestation (e.g. SE4ALL, 2013; UK, 2013; IDB,
2012; CIF, 2012a, 2012c, 2011; GEF, 2011b; AfDB, n.d.). Some institutions who do report on these other
activities also providing modelling estimates for those activities’ CO, impacts, (e.g. CIF, 2011 and GEEF,
2011b). Additionally, a number of institutions include indicators on policies implemented or capacity
building activities held (e.g. USG, 2012; IDB, 2012; KfW, 2011; and GoP, n.d.). While these interventions
may not lead directly to GHG reductions, increasing technical knowledge and capacity can help facilitate
enhanced mitigation actions subsequently.

However, the scale of climate change, and the possibility of “leakage” (e.g. displacing emissions from one
place to another) necessitates a broader understanding of emissions and trends beyond a simple
aggregation of project- or portfolio-level results. To this end, some institutions adopt a more top-down
approach by assessing effectiveness at sectoral, national, or even global scales.

At the national scale, a number of developing countries are already in the process of designing monitoring
and evaluation systems for in-country mitigation activities. For example, South Africa is establishing a
Climate Change Response Measurement and Evaluation System, which is designed for, inter alia, “impact
assessment of climate finance flows...” and assisting South Africa in meeting international reporting
requirements for developing countries (Morden, 2013). Both the Philippines and Bangladesh have
developed indicators for climate interventions, the former as part of an overarching results framework for
its 5-year development plan and the latter as part of its national climate change fund (Philippines, 2011 and
BCCREF, 2010). The Republic of Mozambique is also in the early stages of building a comprehensive M&E
framework for climate change activities implemented by public, private, and non-governmental
organisations (Manjate, 2013). The Government of Kenya (GoK) is in the process of setting up what it
calls an MRV+ system, which combines the elements of project-level M&E in a coherent framework that
facilitates meeting international MRV guidelines (GoK, 2012a). These actions highlight the importance
that developing countries also attach to understanding how effective international financial commitments
are in achieving low-carbon, climate-resilient development goals at the national level.

Some international funds and institutions also utilise indicators to track results at national and global
scales. For example, in line with its strategic objective of financing transformational shifts towards low-
carbon economies, the Climate Investment Funds’ (CIF) Clean Technology Fund (CTF) includes the
amount of GHGs produced per unit of GDP as a national-level performance indicator (CIF, 2012). The CIF
tracks this metric over time and compares progress to the baseline year determined by when the country-
specific investment plan was established. At both national and global scales, the International Energy
Agency’s (IEA) Energy Sector Carbon Intensity Index (ESCII) tracks the amount of CO, emissions

'S ADB, AFD, EBRD, EIB, IDB, IFC, KfW, NEFCO, and WB.
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produced per unit of energy supplied in selected countries and regions (IEA, 2013). In order to put these
changes into context, the IEA calculates ESCII pathways consistent with two, four, and six-degree climate
scenarios. This type of metric allows for overall progress in decarbonising the energy sector to be tracked
over time.

These types of initiatives provide the tools for investors, donors, and recipient countries to more fully
appreciate the expected climate-related impacts of interventions across different spatial scales and time
horizons. However, the larger the scale of assessment (and the longer the time horizon for assessment), the
more difficult and uncertain it becomes to attribute an outcome or impact to a specific intervention. When
coupled with ex-post evaluation and later compared to the intended objectives of a project, such
information can form a useful evidence base for evaluating effectiveness.

Table 2. Examples of indicators for mitigation activities

Indicator | Units | Result type | Selected users | Type
National and Global Level Indicators
Total Emissions {COnq Impact IEA; UNFCCC
Total Em1s§10ns ‘LCOZeq1 WB
.(p?r cap ita) - petson Outcome -
g:;sji;;?z;;f;:;}; tCOqu kWh Impact WB; [EA Quantitative
EmlSSIEEZI?;gr}IDS)Ity (per tC(()}B(i) 1_11n1t IEA: IDB: China: US
Ratio of power
generation capacity from % Outcome IDB; Colombia
low-carbon sources
Project and Portfolio Level Indicators
Number of relevant Absolute
policies or capacity Output IDB; Philippines; KfW
o L number
building activities
| UK-ICF; AFD, AfDB;
. . tCOgeq T USAID; CIF-FIP|CTF;
Avoided CO; emissions o Impact GEF; JICA; IndoLesia-
ICCTF; Zambia
Sequestered CQz ’tl’lrough tCO5eq CIF-FIP:; GEF Quantitative
forestry activities
Installed renewables UK-ICF; CIF-CTF;
capacity MW Output GEF; IDB; AfDB;
USAID
Energy savings GWh yr" CIF-CTF; GEF
Avoided deforestation or Outcome UK-ICF; USAID; IDB;
improved land Hectares SIDA; AfDB; BNDES;
management Indonesia-ICCTF

Source: IEA, 2012; UNFCCC, 2012b; World Bank, 2013b; Briner, 2013, pers. comm.; IDB, 2012; USG, 2012; GoP, n.d.; KfW, 2011;
CIF, 2011; CIF, 2012a; GEF, 2011b; AfDB, n.d.; UK, 2013; César, 2013; Duarte, 2013; Martins, 2013; Mulenga, 2013.

4.3.2 Adaptation activities

Like mitigation, adaptation interventions can take on a number of forms, including infrastructure projects;
research and development; technical assistance and capacity building; and policy, regulatory, or
institutional measures. Unlike mitigation, the ultimate impacts of specific interventions (e.g. increased
adaptive capacity and resilience) are difficult to model ex-ante or measure directly. While broader

30



COM/ENV/EPOC/IEA/SLT(2013)4

developmental impacts are often regarded as co-benefits in the context of mitigation, some of these same
aspects become core indicators for the effectiveness of adaptation interventions. As shown in Table 3, this
has led to the monitoring of a diverse array of indicators. Although adaptation and resilience are
determined by environmental, social, and economic factors linked to sustainable development, this section
focuses on indicators that are vulnerability or resilience-specific. For simplicity, other indicators relevant to
adaptation will be discussed in the subsequent section on broader development benefits.

Table 3. Examples of indicators for adaptation activities

T
Indicator Units Result type Selected ype
users
National and/or Global Level Indicators
Number of people vulnerable to climate Absolute number Tmpact PPCR;AF, Quantitative
change Kenya
. . . PPCR;AF,;
Igtegratlon of climate change in AfDB: GEF: Qualitative
national planning and development NA Outcome SIDA -
frameworks; co-ordination of actors .
Zambia
.. . USAID;
Number Qf laws, pollcle;, regqlatlons, Output - AfDB: AF: Quantitative
strategies, etc. addressing climate Absolute number )
. Outcome GEF;
adaptation o
Philippines
. Absolute number o
People permgnently displaced due to or % of Outcome SIDA: Kenya Quantitative
climate change .
population
Project and Portfolio Level Indicators
UK-
Number (.)f beop le. targeted by Absolute number ICF;PPCR;
Intervention .
Zambia
Number of climate vulnerability Output USAID;AF;
Absolute number
assessments conducted GEF
Person hours; USAID; s
> i titat
Outreach and CB efforts absolute number AfDB; AF; Quantitative
of fora Kenya; IDB
o . USAID;
ADB A
pacity g Outcome- Zambia
Impact USAID;
Physical infrastructure and assets km of road; AfDB; AF;
improved or strengthened absolute number Kenya;
Philippines
UK-
. . ; ; titati
Increased capacity to adapt to impacts | Absolute number Outcome- ICFfUSAID.’ Quan Htative ot
. o AF; PPCR; Qualitative
of climate change or qualitative Impact
SIDA;
Zambia
Development and testing of climate NA Outcome PPCR; Qualitative
response nstruments Zambia

Source: CIF, 2012b; AF, 2011a; GoK, 2012b; GEF, 2012; GoP, n.d.; César, 2013; UK, 2013; USG, 2012; IDB, 2012; Mulenga, 2013.

In practice, the difficulty of assessing resilience and adaptive capacity has often resulted in climate-
adaptation monitoring efforts focusing on institutional and procedural output indicators as opposed to
outcomes and impacts (e.g. IEG, 2013; Lamhauge et al., 2012). An OECD analysis of over 100 adaptation
projects and programmes of six bilateral development agencies found that the majority of monitoring
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activities concentrated on policy and administrative management; education; research; and co-ordination
aspects as opposed to risk-reduction (Lamhauge et al., 2012).

For adaptation interventions, linking outputs or outcomes to larger scale impacts on resilience can be even
more difficult than in the case of mitigation. This is due to the multi-faceted nature of building resilience
and adaptive capacity, which often requires cross-cutting interventions in the health, water, energy,
economic, agriculture, and other sectors. The absence of clear links between cause and effect in many
adaptation activities highlights the utility of using both top-down (e.g. number of people vulnerable to
climate change in a country) and bottom-up indicators (e.g. number of climate vulnerability assessments
conducted).

For example, the Adaptation Fund tracks a number of indicators to evaluate results at the output, outcome,
and long-term impact stages at both the project and programme scales. The Fund’s choice of indicators
depends on the intended goals of different projects. For instance, an indicator to evaluate the effectiveness
of an education and awareness project may report the “number and type of risk reduction actions or
strategies introduces at local level” or “number of news outlets in the local press and media that have
covered the topic” (AF, 2011a). To assess the effectiveness of projects in reducing longer-term
vulnerability, the Fund tracks headline numbers such as “number of people with reduced risk to extreme
weather events.”

As climate-financing interventions often have multiple objectives, labelling projects with adaptation-
specific goals as solely an ‘“adaptation project” can be an oversimplification. Thus, adaptation
interventions often use results frameworks that contain indicators that are relevant to broader development
objectives.

4.4 Monitoring broader development benefits

As outlined in Section 2, the breadth of desired results will vary across different actors and funds relevant
to climate finance. While some sources of climate finance have a narrow focus, e.g. specifically on climate
impacts, others are much broader. Efforts to mainstream climate change issues into development activities,
and vice versa, are growing. Thus, there is a growing need for climate interventions to demonstrate their
impact on development and for development activities to show their impact on the climate system. As
financial needs for both development and climate activities currently exceed supply, this further
underscores the importance of managing projects for multiple objectives and demonstrating results.
Capturing these broader benefits in concrete terms can also build a case for more ambitious, scaled-up
actions.

A number of institutions attempt to capture these broader benefits by incorporating relevant indicators in
their results frameworks (see Annex C for further discussion and institution-specific examples). These
include indicators on:

e Dbiodiversity and local environmental quality (e.g. proportion of marine area protected, forest loss,
or species richness)

e access to energy and transport (e.g. number of additional people benefitting from access to
renewable energy or low carbon transport)

e water resources and food security (e.g. access to reliable and safe water, desertification of crop
fields, dependence on food aid)

e health and sanitation (e.g. infection rates of climate-sensitive diseases, number of health measures
or sanitation facilities introduced)

e livelihood and socio-economic impacts (e.g. income diversification, jobs created, or traditional
livelihoods preserved).
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Efforts towards progress in some areas are often intentionally mainstreamed in other climate-relevant
indicators rather than being evaluated individually. This includes issues such as reducing disproportionate
social and environmental impacts on women or indigenous populations. For instance, many institutions
include guidance to disaggregate results by gender or impacts on indigenous peoples, where appropriate
(UK, 2013; Mulenga, 2013; CIF, 2011, 2012a, 2012¢; GEF, 2012). This approach allows policy makers to
understand more concretely the broader development impacts of an intervention.

4.5 Key methodological issues in assessing effectiveness

An understanding of the indicators that institutions use to monitor the effectiveness of their interventions is
a useful starting point. Nevertheless, there are a number of key issues and challenges to consider when
evaluating these results and tracking effectiveness.

This section outlines some issues and concepts that are useful in understanding the pros and cons of
different approaches to monitoring results and evaluating effectiveness. This section also explores a
number of definitional and methodological challenges that hamper the ability to track results over the
spatial scales and time horizons often desired.

4.5.1 Setting baselines and choosing goals

Assessing the effectiveness of an intervention in achieving its goals often requires defining a baseline or
target against which to gauge progress. The process of choosing a hypothetical scenario (“counterfactual”),
a core principle of impact evaluation, can be technically difficult, data-intensive and subject to significant
uncertainties (see e.g. Clapp and Prag, 2012). Without meaningful baselines or counterfactuals, however, it
is difficult to assess the causal relationship between the observed impacts and the goals of a specific
intervention.

In practice, the process of defining goals and indicators needs to balance the need for specificity with the
resource implications needed to monitor at more disaggregated or granular levels. This is especially
relevant for indicators used to compare interventions or that are aggregated for tracking and reporting at
larger scales, since data collected using dissimilar or vague indicators may not be comparable.

Baselines can be needed at both the national and project scale. However, the subjective nature of
establishing baselines means that choices of baselines can vary widely (see e.g. Clapp et al., 2009). At a
project or portfolio scale, analysis has highlighted that estimated emissions reductions can vary by a factor
of three for renewable energy and more than a factor of ten for energy efficiency projects across different
MDBs carbon foot-printing tools (Bossard, 2012, pers. comm.). The wide variation in assumptions and
models to establish baselines will lead to wide differences in the estimated results of an intervention when
compared to that baseline. This variation decreases comparability, hinders aggregation, and will in turn
influence assessments of effectiveness. The choice of a baseline is particularly difficult for adaptation
interventions. This is because uncertainty surrounding the future effects of climate change can result in the
baseline “shifting” over time, which further complicates assessing impacts (see Lamhauge et al., 2012).

4.5.2 Assessing a “transformational change” or “paradigm shift”

Large step-changes are needed in emission levels, financial flows, technologies, institutions, and
behaviours in order to move to a low-emissions, climate-resilient pathway consistent with limiting global
temperature rises to less than two degrees Celsius. A number of institutions and climate funds have
outlined the need for a “transformational change” or “paradigm shift” (GCF, 2013) as part of their core
mandates and objectives. However, these concepts are often vague or undefined. Nevertheless, assessing
whether an intervention has been effective at delivering such transformational change will require an
ability to monitor progress in these areas. In general, transformational changes typically involve longer-
term, scaled-up impacts. While overall trends may be able to be observed at these scales and time horizons,
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assessing and attributing the effectiveness of a discrete intervention in causing the observed impact is
inherently more difficult (as illustrated by Figure 5).

Attribution can be particularly difficult for adaptation interventions. For example, while the output of a
capacity building exercise on the impact of climate change on agricultural productivity can be identified
relatively easily (e.g. x number of people trained), identifying the outcome of this activity (e.g. drought-
resistant crops planted on y hectares of land) is more difficult to identify. The impacts of such an activity
(e.g. improved food security) will be even more difficult to attribute, given time lags, natural variability in
weather patterns, “shifting” baselines due to the effects of climate change, and interactions with
outcomes/impacts from other related interventions. While assessing the effectiveness of an intervention in
producing project-level outputs is relatively straightforward, attributing long-term, global impacts to an
intervention is extremely challenging.

Figure 5.Difficulty of attributing impacts to discrete interventions
Time
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This difficulty in determining attribution has led some in the M&E community to use the word
“contribution” as opposed to “attribution” when discussing the relationship between a discrete intervention
and longer-term impacts (e.g. AfDB, n.d.; Lamhauge, 2013, pers. comm.). The reason for these difficulties
is primarily the multitude of other factors that come into play over greater spatial scales and time horizons,
a problem particularly acute for funds whose objectives are longer-term, transformational impacts.

The issue of causality and attribution also exists in the context of resource mobilisation and technology
demonstration, as both require an understanding of whether or how they individually contribute to larger-
scale impacts. For example, some funds’ objectives are focussed on bringing down the costs of low-carbon
technologies, demonstrating their technological or financial viability, or introducing them into new markets
(e.g. CIF, 2012a). These programmes or funds focus on transforming the economics of low-carbon
technologies at different scales, with a view towards transformational shifts in investment patterns from
carbon-intensive production and consumption to low-carbon, climate-resilient investments. Progress in
these areas may be relatively easy to measure (e.g. levelised cost of electricity for different technologies as
in UNEP, 2013), but will be difficult to attribute to specific interventions or policies owing to time-lag
issues, uncertainty and difficulties in determining causality over time.

Looking more broadly, some institutions may also be assessing the shift from “brown” to “green”
investments. For instance, the IEA’s Tracking Clean Energy Progress report provides an assessment of
whether current global investment levels, technology costs, and renewable energy generation are consistent
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with the financing and infrastructure needs of a two-degree scenario (IEA, 2013). By annualising the needs
for longer-term impacts, this type of analysis overcomes the time lag that complicates evaluating the
effectiveness of today’s interventions in achieving future global climate goals.

This time lag issue can be less of a problem in the context of certain types of mitigation projects where the
GHG impacts can be estimated or measured, noting the uncertainties of these estimations discussed
previously. However, certain types of mitigation interventions such as technical assistance, capacity
building, or policy and regulatory reforms will still be difficult to relate to impacts.

Assessing transformational shifts may require that both positive and negative impacts of interventions be
monitored and tracked. This would allow for the net impact of an intervention as well as possible trade-offs
between the different elements of effectiveness to be evaluated. However, most of the results frameworks
examined in this paper frame indicators in gross terms (i.e. only positive impacts) as opposed to net terms
(i.e. positive minus negative impacts) and lack guidance for capturing negative impacts. Notable
exceptions include GHG foot-printing tools that are applied at the portfolio level (including both “brown”
and “green” projects) by some financial institutions (e.g. AFD) or national level indicators that track
headline trends in vulnerability or GHG emissions, which inherently reflect positive and negative impacts.

4.5.3 Effect of intervention context on results

Results from similar intervention types may vary depending on when and where the intervention occurs,
even in the absence of methodological or definitional differences between indicators used across
institutions. Such context-specificity means that the same input will not achieve the same result (e.g.
outputs, outcome, or impact) in all cases. This is because certain results can be influenced by socio-
economic conditions and geography that reflect national and local circumstances. For example, levels of
private finance catalysed by an intervention may vary according to the country’s investment framework,
investment risk and enabling environment. At a project level, prevailing wind speed/insolation will
determine how much wind/solar electricity is produced by a specific renewable energy system;
composition of household waste will influence the maximum levels of landfill gas production, which will
affect how much can be captured/flared.

Stakeholders will need to decide what level of comparability or aggregation in effectiveness is desirable,
keeping in mind that for some interventions, lower results for a given input could still represent equivalent
effort or progress. Performance between interventions could differ due to existing policy frameworks and
enabling environments or national circumstances such as geographic remoteness and limited intervention
sizes (e.g. in Small Island Developing States (SIDS)) that can inhibit achieving economies of scale. For
instance, certain interventions intended to prove the viability of specific technologies in given
circumstances or penetrate new markets might lead to lower short-term climate benefits for the same
financial input directed towards established technologies, but could still be effective over longer time
horizons beyond the lifetime of the project itself. Similarly, interventions designed to meet multiple aims
(e.g. increased forest sequestration, increased biodiversity, improved local livelihoods — which may be
achieved by agro-forestry or mixed plantations) may not maximise results for an individual aim (e.g.
increased sequestration by forests — which may be achieved by monoculture plantations).

4.5.4 Cost-effectiveness and value for money

Cost-effectiveness and value for money are of paramount importance for donors accountable to taxpayers
and developing countries looking to maximise the results of available inputs. Cost-effectiveness
(efficiency) is often identified quantitatively: that is, results compared to inputs. On the other hand, value
for money can consider additional information, such as the broader development impacts of an intervention
or the role the intervention is likely to play in developing or proving a new technology.
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In the context of addressing climate change most effectively, each of these concepts has its applications.
For instance, in the mitigation context, an ex-ante assessment of cost-effectiveness — typically summarised
by marginal abatement cost, or costs per tonne of carbon abated metrics - may allow a fund manager to
allocate scarce resources efficiently according to a least-cost abatement strategy. However, cost-
effectiveness metrics might not be equally well suited for other types of interventions, such as a financial
interventions intended to improve the risk-return profile to attract private finance by taking a first-loss
position in an investment fund. These types of activities may prove to be cost-effective in the long-run, but
would not perform well in ex-ante evaluations where their benefits are not well captured by models.

Furthermore, the cost-effectiveness approach might be difficult to apply to certain types of interventions.
This includes interventions that increase a country’s capacity to mitigate or adapt to climate change, or that
improve the enabling environment for climate responses within the country. Cost-effectiveness could also
disadvantage certain types of interventions (e.g. small-scale energy-efficiency) or countries (e.g. SIDS),
where transaction costs would be relatively higher. Using cost-effectiveness to assess the effectiveness of
climate finance more broadly could lead to perverse incentives to channel financing to regions with lower
transaction costs as opposed to greater need. These concerns underlie calls from developing countries for
“needs-based” as opposed to “results-based” financing in the UNFCCC negotiations (e.g. LMDC, 2013
and remarks by the Philippines in IISD, 2013).

Further, cost-effectiveness calculations can skew assessments of effectiveness if not all costs and/or
benefits of an intervention are monetised. Focusing only on cost-effectiveness could also lead to the
concentration of financing into regions that could attract financing at market-rate terms, which could lead
to crowding-out as opposed to mobilising and crowding-in private capital. The broader concept of value
for money is inherently subjective (e.g. whose values apply?), context-specific, and not amenable to
comparison across projects.

4.5.5 Complexity of underlying financial instruments

A number of issues related to tracking climate finance flows are also relevant for tracking effectiveness. At
a basic level, being able to assess and track the effectiveness of climate finance interventions assumes that
the climate finance associated with these interventions is itself being tracked in a comprehensive manner,
which is not always the case (e.g. see Clapp et al., 2012).

Further, the unique structure of certain climate finance instruments such as private equity fund-of-funds or
de-risking instruments such as insurance and guarantees can complicate assessing their effectiveness. This
is because it may be difficult to ensure the collection of project-level information from the ultimate
beneficiary of these funds (Caruso and Ellis, 2013).

4.6 Emerging options and tools for assessing effectiveness

One area of growing interest within impact evaluations in the development community is that of field-
based experimentation and randomised control trials (RCTs) (Banerjee and Duflo, n.d.). Such methods
seek to test whether theories of change are leading to observable results and can help to overcome some of
the challenges outlined with regards to causality, baselines and attribution. The design of RCTs (explained
more fully in Duflo et. al, 2006) seeks to establish an external counterfactual. This allows a given policy or
programme to be judged against the performance of randomly selected, similar, and actual cases that have
not been subject to the intervention as opposed to assumed baselines of how the intervention’s subjects
would have performed in its absence.

RCTs can be a useful tool in exploring causal relationships between interventions and impacts at the micro
scale. However, as they focus on local as opposed to global causation factors (Deaton and Banerjee, 2012)
they may lack external validity at larger scales and in other contexts (Pritchett and Sandefur, 2013).
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In addition, a number of econometric-based methods exist to facilitate a better understanding of
effectiveness at the macro scale. Such methodologies, for instance, allow for a characterisation of
contextual effects in enhancing or supressing the effectiveness of an intervention, e.g. the influence that
national programmes or policies such as feed-in tariffs have on an intervention’s ability to mobilise private
capital (Cardenas et al., forthcoming). Such methods may be better suited to assessing the effectiveness of
policies and measures.

4.7 Learning and knowledge management

One of the key objectives of monitoring and evaluating the effectiveness of climate change interventions is
to improve the design and implementation of future policies and activities. To this end, a number of
stakeholders have or are in the process of designing systems and strategies to collect data and synthesise
lessons learned. These efforts include multilateral initiatives such as the Adaptation Learning
Mechanism'®, the World Bank’s Climate Change Knowledge Platform; Busan Partnership’s regional
knowledge sharing platforms; work by Civil Society Organisations such as the Climate and Development
Knowledge Network; and efforts within developing countries such as Kenya’s planned knowledge
exchange platform (GoK, 2012b).

These efforts involve two distinct elements of knowledge management: sharing data and sharing lessons.
The former allows for project designers and evaluators to access baseline or contextual data efficiently
while the latter involves making the results of M&E efforts widely available to those contemplating or
designing similar interventions. Sharing data is a relatively easy task, provided that such information is
readily available or able to be scaled to the required level. A number of factors, however, can complicate
sharing lessons both within and between organisations. These include lack of formal co-ordination and
advanced planning, uncertainty on how to organise information in a useful format, and difficulties in
making context-specific findings relevant to other interventions (e.g. see previous discussion on RCTs).

With lesson sharing as an often-cited objective of interventions, more attention could be placed during
M&E activities on how this was achieved in practice, especially for pilot-type projects where little
information exists. For instance, an independent review of the CIFs highlighted that the incorporation of
information sharing and lesson learning in interventions varied significantly by fund (ICF, 2013). The
report found that lesson learning in CTF mitigation-interventions was “weak to non-existent,” slightly
stronger performance for their adaptation activities, and mixed performance for their forestry and pilot
programmes.

5. Initial insights and possible way forward

Demand for climate finance in developing countries is expected to exceed the USD 100 bn per year by
2020 that developed countries have committed to mobilise. It is therefore important to maximise the
impact and effectiveness of climate finance. However, much of the focus to date has been on tracking the
quantity of climate finance flows rather than the quality, or effectiveness, of this finance.

In order to achieve the scale required, the provision and implementation of climate finance will need to
involve different communities. These include those working on development and climate issues, as well as
the private sector. Each of these communities has their own views on important issues for climate finance,
some of which have been laid out as principles relating to climate finance effectiveness. These views and
principles are often at the institutional, national or international level. They cover some, although not all, of

' The Adaptation Learning Mechanisms is sponsored by GEF, UNDP, WB, UNFCCC, UNEP, and FAO, with
participation from a number of civil society organisations and bilateral donors.
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the multitude of public and private actors in developed and developing countries that will be involved in
providing, channelling and/or allocating climate finance.

There is significant common ground between the different communities on issues that are important
regarding climate finance. Indeed, the extent of common ground has been growing over time, as the
climate community has integrated principles agreed in the development community (e.g. via the Paris
Declaration and Busan Partnership) and vice versa (e.g. on the importance of transparency). For example,
all three communities agree that scaled-up climate finance is needed, that both public and private sources
can play a key role, and that the (self-) sustainability of a project and transparency is important. However,
different communities may naturally place greater emphasis on different aspects of effectiveness. For
example, meeting the urgent and immediate adaptation needs of climate-vulnerable countries will be
important to the development and climate communities, but not necessarily a priority of private investors.
There may also be differences of emphasis within an individual community, particularly the private sector.

For instance, the climate community has adopted a number of relevant texts outlining important issues
relating to climate finance within the context of the UNFCCC. Sometimes, this is explicitly referred to as
“effectiveness”, e.g. in the context of the Global Environment Facility and the Green Climate Fund.
Sometimes, it is not explicitly referred to as effectiveness, e.g. in the context of achieving a balance
between climate finance for mitigation and adaptation in the Fast Start Finance period. Within the
development community, more than 150 countries (as well as IFIs and other international organisations)
agreed the Busan Partnership on Effective Development Co-operation in 2011. This declaration applies to
development finance (i.e. broader than the previously-agreed Paris Declaration on Aid Effectiveness,
which just covers ODA), The Busan Partnership focuses on increased co-operation between donor and
partner countries and their institutions involved in providing, channelling and using climate finance - and
aligning interventions with partners’ priorities. Further, some within the private sector have adopted certain
principles or environmental and social safeguards (e.g. [IGCC statement and Equator Principles) that are
relevant to climate finance. However, the key requirement of the private sector for effective investment
generally involves maximising risk-adjusted financial returns.

It is as yet unclear to what extent agreements from the development community, such as the Paris
Declaration principles and Busan Partnership, also apply to or influence private climate finance that is
mobilised by development finance. In addition, the aims of different sources of climate finance
interventions are also affected by the channels through which they flow. For example, some climate funds
focus on adaptation, some on mitigation, some on specific geographical regions. This means that it would
be challenging to distil a common definition of climate finance effectiveness.

Many climate interventions are managed for multiple aims and objectives. For example, climate finance
that is also ODA is required, by definition, to promote the economic development and welfare of
developing countries (as well as leading to climate benefits). Thus, existing approaches and frameworks in
use to assess effectiveness at the level of specific interventions are often multi-dimensional. The range of
objectives of different sources and channels of climate finance can also influence assessments of climate
finance effectiveness. This is because managing the results of an intervention to meet multiple goals (e.g.
carbon sequestration, improved local livelihoods, increased biodiversity) may lead to different choices in
allocating climate finance to specific intervention types and/or locations than managing an intervention to
maximise an individual goal (e.g. carbon sequestration). As such, there are a variety of issues and
methodological challenges that need to be considered for monitoring, evaluating and tracking
effectiveness. In addition, assessments of effectiveness can vary according to the different approaches
adopted within a given community.

The issue of what climate effectiveness is will be determined by the aims of a specific intervention, and
will also be influenced by the source and channel of climate finance. In other words, whether a particular
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use of climate finance is assessed as effective depends on the type and breadth of objectives it is compared
against.

Additionally, where views on effectiveness are assessed along the chain of climate finance planning,
delivery and use is also crucial. For example, at the international level, greater discussions and co-
ordination between development donors and partners can help align different actors behind common
aims/objectives. Similarly, strengthening national and sub-national institutions and enabling environments
can help improve the ability of countries and organisations to allocate and absorb climate finance in an
effective manner. Further, designing interventions and assessing results during the monitoring and
evaluating (M&E) stage can help improve the effectiveness with which climate finance is used. These
different stages can be complementary. For instance, international co-operation and capacity building to
create strong national institutions and statistical systems can help to facilitate better intervention-level
M&E. Likewise, lessons learned from robust M&E can inform international co-operation efforts to allocate
financing to intervention models that have proven successful and to reform those that have not.

How climate finance results are assessed will also influence assessments of effectiveness. In particular,
effectiveness will be influenced by the:

e Context within which an intervention occurs: This includes national, institutional and local/site-
specific issues. At the national level, it is difficult for donors to meet the aid effectiveness principle
of aligning their inputs with country priorities if a developing country has not yet established such
priorities or strategies. At the institutional level, varying national circumstances or enabling
environments can enhance or inhibit an intervention’s success. Site-specific environmental factors
can also influence the performance of an intervention (e.g. a wind turbine will generate varying
amounts of electricity depending on the prevailing wind speed).

e Time horizon of the assessment: Some climate interventions can give rise to immediate results
(e.g. energy efficiency projects). However, some interventions will lead to results that either
materialise or can only be assessed after a longer time (e.g. constructing infrastructure that can
withstand a 1-in-100-year flood). Also, the performance of an intervention might not be static over
time; results measured after 1 year or after 20 years could differ significantly. These different
timescales of results mean that effectiveness levels will vary depending on when effectiveness is
assessed. Choosing an appropriate point in time for assessment can be particularly complicated for
climate finance interventions aimed at long-term transformational impacts.

e Scale at which effectiveness is assessed: In accordance with its aims, an intervention may seek
results at the project, national, or international scale, which will have implications for how its
effectiveness is assessed. For example, an intervention that seeks transformational change in a
given sector may be judged effective at the project-level if it produces the expected outputs (e.g.
off-grid renewable electricity, number of people trained in drought-resistant agriculture). However,
if the intervention’s is not replicated at scale, the transformational impacts of the intervention will
be limited.

Conflicts and trade-offs exist

Considering the diversity of views and objectives across communities, there are a variety of conflicts and
trade-offs that exist in assessing climate finance effectiveness. These include:

e Accommodating different aims of different actors in a single intervention. Climate finance
programmes and projects can involve multiple actors, each with different views and objectives
relating to climate finance effectiveness. Whilst for some interventions, the principles that apply
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may be clear i.e. the aid effectiveness principles for climate-related ODA, it may be less clear for
other interventions.

e Demonstrating immediate results vs. transformational change. There is increased pressure on
public providers of climate finance in developed countries to demonstrate the results achieved in
developing countries with this finance. It is generally more straightforward to identify and attribute
short-term outputs to an activity than their longer-term outcome or transformational impact. It may
also be more straightforward to identify and attribute results at the project or programme level,
rather than more broadly at national or global scales. Such a focus on concrete projects and
programmes and their results risks skewing funding decisions to discrete activities with more
immediately-quantifiable results rather than investing in enabling activities or activities that are
mainstreamed into broader development plans and could have greater longer-term impacts.
Focusing on a narrow range of results could also risk skewing funding to activities that focus
solely on climate, rather than other, benefits. The choice of the breadth and detail of indicators will
also have important implications for cost and the level of aggregation possible.

e Better integrating climate finance into development finance statistics. In accordance with existing
international agreements, developed countries will want to account for finance they provide for
climate responses in developing countries. This would imply earmarking specific funding for a
specific purpose. In contrast, lessons from the development community indicate that general
budget support is a more effective modality for delivering aid. However, as general budget support
is not earmarked, the proportion of it spent on climate activities is not always counted as “climate
finance”'” and incentives are not in place.

e Judicious use of scarce public financial resources. Projects with high leverage rates could indicate
effectiveness. Alternatively, they could point to financially attractive projects that may have been
implemented without inputs of international public finance. This would limit the additionality of
climate finance and could potentially mean public climate finance displacing (crowding out) the
private sector. Similarly, targeting climate finance on negative or low-cost mitigation activities,
such as energy-efficiency measures, could crowd out the private sector unless the intervention is
targeted at overcoming specific market failures.

o Identifying lessons learned. Identifying lessons learned is a key aspect of public climate finance
interventions, and much effort has gone into identifying these lessons. An enhanced understanding
of what works and why can help to scale up certain types of interventions and/or flows, which is
particularly relevant for pilot or innovative approaches. Sharing lessons-learned is important both
within and across institutions. It is unclear to what extent private suppliers of climate finance are
prepared to publicly share their lessons learned.

Assessing results, as well as identifying effective modalities for delivering climate finance, can be an
iterative process and involve making trade-offs in areas such as those outlined above.

Way forward for assessing effectiveness

In spite of these different views and challenges, several stakeholders active in the climate finance field
have developed criteria and/or frameworks to help identify elements of effectiveness for their various

'7 Within the OECD CRS system, Rio markers to track ODA commitments targeting climate-related objectives
cannot be applied to general budget support given this spend cannot be earmarked or tracked.
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interventions. These results frameworks can help stakeholders build up a knowledge base of what has
worked and what not, and can increase transparency and accountability.

Key questions for future development of effectiveness results frameworks are:

To what extent do principles of development effectiveness (which apply to climate-related aid and
other official flows) apply to or influence private climate finance mobilised by public climate
finance?

Should results frameworks used to assess the effectiveness of climate interventions focus solely on
the climate results of an intervention, or also encompass broader development benefits?

How flexible should assessment tools be (to deal not only with different types of interventions, but
changing national and international priorities and frameworks over time)?

How to further increase harmonisation of results frameworks at different scales and levels (e.g.
project-level monitoring and evaluation, donor/intermediary/fund-level systems, and national
development plan goals) both within the area of climate finance, and in other relevant areas (e.g.
post-2015 sustainable development goals)?
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Annex A: Aid Effectiveness Principles

The Paris Declaration on Aid Effectiveness (2005) was agreed to by 137 countries and territories, as well
as 28 international organisations. The Declaration outlines the following five fundamental principles for
making aid more effective.

The Paris Declaration Pyramid.:
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Source: OECD (2007)

The Accra Agenda for Action (AAA, 2008), reaffirms and eclaborates on the Paris Declaration
Commitments, emphasising the reciprocal commitments of both developed and developing countries. The
AAA includes provisions on:
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e Predictability — donors will provide 3-5 year forward information on their planned aid to partner
countries.

e Country systems — partner country systems (i.e. in developing countries) will be used to deliver aid
as the first option.

e Conditionality — donors will switch from reliance on prescriptive conditions about how and when
aid money is spent to conditions based on the developing country’s own development objectives.

e Untying — donors will relax restrictions that prevent developing countries from buying the goods
and services they need from whomever and wherever they can get the best quality at the lowest
price.

A review of progress in implementing the Paris Declaration (OECD 2012b) has however revealed only
been limited progress in implementing the Paris Declaration (with only 1 of the 13 targets for 2010 being
met for ODA as a whole — see OECD 2012b for a detailed discussion).

The Busan Partnership for Effective Development Co-operation — now embodied in the Global
Partnership - sets out principles, commitments and actions that offer a foundation for effective co-operation
in support of international development. During the Busan 4th High Level Forum on Aid Effectiveness
(2011) climate finance in the context of development co-operation was outlined as a priority for effective
international development. In particular, to “Continue to support national climate change policy and
planning as an integral part of developing countries’ overall national development plans, and ensure that —
where appropriate — these measures are financed, delivered and monitored through developing countries’

systems in a transparent manner”'®,

18 4th High Level Forum on Aid Effectiveness, 2011, para 34a
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The Busan Partnership for Action on Climate Finance and Development Co-operation Effectiveness
is a voluntary partnership to promote coherence and collaboration across the climate and the development
communities. It aims to assist donors and partner countries to apply lessons from development co-
operation to the management of climate finance, focusing on supporting the development of national
capacities and country systems in order to effectively allocate, manage and track domestic and
international climate finance in partner countries. Under this voluntary partnership, 27 countries and
institutions, including the OECD and UNDP, are working together to promote coherence and
collaboration.

For further information see the official web space and information Hub for the Busan Partnership for

Action on Climate Change Finance and Development Effectiveness: http://www.climatefinance-
developmenteffectiveness.org/busan-partnership-for-action.html
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Annex B: The impact of transaction costs and safeguards on effectiveness

Transaction costs can affect the effectiveness of international climate finance. Safeguards introduced to
ensure specific standards are met for international climate finance can also influence the effectiveness of
this finance. These issues are discussed below.

Transaction costs

Transaction costs refer to the portion of climate finance that is used for managing and/or accessing climate
finance. Aside from reducing the total amount of climate finance devoted to climate activities, funds or
programmes with large transaction costs will disfavour small-scale projects, e.g. that take place in small
island developing states (SIDS) (Maclellan, 2011).

In terms of transaction costs related to accessing climate finance, the climate finance architecture has
evolved to be a complex landscape of bilateral programmes and multilateral funds." Developing countries
often struggle to untangle this web. Governance structures can affect the ease with which developing
countries access international climate finance. Although one of the Paris Declaration principles is that
donors are to align their funding with national priorities and use local systems, this has not always been
implemented (see e.g. Thornton n.d.). The problem of transaction costs can be magnified in situations with
multiple donors — each with their own governance and reporting structure - are involved in an individual
activity.

How climate finance is accessed (i.e. which jurisdictions oversee and manage funding, implement
activities) can also affect transaction costs. This is because access can affect the time lag between
identifying a potential climate response and implementing it. For example, the application process by the
Solomon Islands to GEF took more than two years (Maclellan, 2011). Different modalities of climate
finance access have been used over the years (Box 5). Newer funds are increasingly using direct access or
enhanced direct access.

Box 5: Climate finance access modalities

Multilateral access: climate fund, implementing body are at international level. Executing body is at
national or international level.

Direct access: climate fund is international; implementing body and executing body are in the national
domain. (i.e. financial resources can be accessed directly once a body is accredited).

Enhanced direct access: climate fund oversight is international; climate fund is managed nationally;
implementing body and executing body are in the national domain.

Source: Adapted from ODI and UNEP, 2011

For example, the UNFCCC’s Adaptation Fund channels funding directly to National Implementing Entities
(NIEs) that meet agreed fiduciary standards. These entities can be at the national, regional or multilateral
level, and can also include non-governmental actors (e.g. as in the case of the Senegalese NIE) (AF,
2011b). This can facilitate providing climate funding to a wide variety and scales of interventions

' Climate Policy Initiatives, The Landscape of Climate Finance (2012).
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(including local actors), which can in turn encourage a wider uptake of climate responses. The Bangladeshi
Climate Change Resilience Fund (BCCRF), funded by international donors, has a management committee
comprising representatives government departments (with limited donor input) which decides on funding
priorities (Khan, 2012). These structures facilitate access by enabling entities in the implementing country
to make the funding decisions. The GCF is also planning to allow for direct access as well as enhanced
direct access.

In terms of direct transaction costs, these can be made explicit or not. For example, some funds provide
information about their transaction costs, e.g. the Bangladesh BCCRF is subject to 4.3% ‘“programme
administration and management costs” (World Bank, n.d.). The Amazon Fund, run by the Brazilian
National Development Bank, has transaction costs of 3% (Amazon Fund, 2008). Information for direct
transaction costs may be more difficult to identify at the national or supra-national level, e.g. for donor
countries’ aid agencies and bilateral finance institutions, or for international institutions such as the GCF.
Some organisations, e.g. GEF, provide estimates of in-kind contributions.

Safeguards

Safeguards are institutional screening measures established to reduce the risk of negative consequences
(e.g. environmental and social impacts) and to ensure basic institutional requirements have been met (e.g.
adequate financial management and anti-corruption systems). While safeguards can play an important role,
they may themselves cause a barrier to accessing climate finance and can therefore inhibit its effectiveness.

Previous experiences with GEF, for instance, demonstrated that their former safeguard requirements
created a “major bottleneck” in disbursing and accessing finance (GEF, 2008). For example, some
countries took several years before establishing their Designated National Authority (DNA) for the CDM.
As the DNA approved proposed CDM projects, delays in establishing them also delayed interest and
therefore funding from potential CDM project developers.

Another commonly-used safeguard relates to transparency, i.e. availability of information on monies
received and used. For example, the Amazon Fund (focused on REDD+ in Brazil) ensures full access to
external auditors of its records (Amazon Fund, 2008), and the Adaptation Fund has signed up to the
International Aid Transparency Initiative in April 2013 (IATI, 2013).
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Annex C: Assessing broader development benefits

A number of institutions include indicators in their results frameworks for assessing the broader
development benefits of their interventions. These are grouped and further explored as follows:

Biodiversity and local environmental quality

Climate activities can also have impacts in other environmental areas, including biodiversity and local
environmental quality, such as air quality. While GHG-related impacts of mitigation interventions accrue
globally, the impacts necessary for climate-resilience are more directly linked to local conditions. This has
led a number of institutions and funds to develop indicators to capture biodiversity and environmental co-
benefits of interventions (see e.g. UK, 2013; Thamrin, 2013; CIF, 2011; and AF, 2011a).

Currently, the United Kingdom’s Department for International Development (DFID) is developing a
performance indicator to capture the value of ecosystem services protected by its International Climate
Fund (UK DFID, 2013). In the context of adaptation, these local biodiversity and environmental impacts
can be inter-linked. For example, a forestry project that decreases soil erosion may increase the local water
table. In turn, more sustainable access to groundwater for agriculture can help to increase food security, a
key component of adapting to a changing climate. Some institutions also track changes in forest
fragmentation, ecologically important forest loss, species richness, and the proportion of terrestrial and
marine area protected by climate-related interventions (e.g. IDB, 2012; CIF, 2011; and AF, 2011a).

However, in the context of mitigation, some broader environmental impacts, such as reduction of indirect-
or non-GHG pollutants (e.g. NOx, SOx, particulate matter, ozone), were not captured in the results
frameworks examined in this paper. Nevertheless, improved local air quality is an important broader
impact of certain mitigation actions and programmes (e.g. Climate and Clean Air Coalition). The
availability of such data could also help to support a case for scaled-up mitigation actions domestically, for
example by enabling researchers to better assess the benefits of mitigation actions in addition to costs.

Access to energy and transport

Mitigation and adaptation interventions can include important social dimensions, such as providing access
to low-carbon, climate-resilient transportation or improved productivity from enhanced energy access. To
capture these important relationships, several institutions track output and outcome indicators relevant to
transportation and energy access (e.g. the number of expected beneficiaries of a project).

Among these institutions, the World Bank’s Global Partnership on Output-Based Aid (GPOBA) tracks
both the number of planned and delivered outputs as well as the number of planned and actual
beneficiaries, based on disbursement data. Likewise, the UN Secretary-General’s Sustainable Energy for
All (SE4ALL) has increased energy access as its core goal (SE4ALL, 2013). In order to track progress in
meeting its objectives, SEAALL has developed a Global Tracking Framework that tracks progress in
energy access and energy efficiency changes. The CIF’s “Scaling up Renewable Energy Program” in low-
income countries (SREP) also includes indicators for measuring progress towards country-defined targets
in the areas of alleviating energy poverty. These include those based on the Multidimensional Energy
Poverty Index and the “number of women, and men, business and community services benefiting from
improved access to electricity” due to its interventions (CIF, 2012c).

Investments in low-carbon, climate-resilient transportation infrastructure can also deliver important social
co-benefits, e.g. by increasing access to transportation. For instance, the CTF has as one of its core
outcome indicators the “number of additional passengers (disaggregated by men and women if feasible)
using low-carbon public transport as a result of CIF intervention” (CIF, 2012a). The CTF also provides a
useful example of how gender considerations can be mainstreamed into existing evaluations and indicators.
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A number of other institutions capture increased access to low-carbon transportation (see e.g., IDB, 2012;
GEF, 2011b; and AfDB, n.d).

Water resources and food security

Climate interventions can be linked to water and food security issues in a myriad of ways. Increased
energy access can have positive impacts on access to basic services such as clean water (e.g. through
desalinisation systems powered by renewable energy) and food security (e.g. through education on climate-
resilient agriculture or deployment of drought early-warning systems). As a result, increased and enhanced
access to water can further affect communities’ adaptive capacity and resilience to climate change. For
adaptation, many results frameworks do contain indicators to track impacts in these areas. For example, the
CIF’s “Pilot Program for Climate Resilience” (PPCR) and Republic of Kenya (Kenya) both include
indicators on access to reliable and safe water (CIF, 2012b and Kenya, 2013). In the area of food security,
Kenya also tracks how many hectares of productive land have been lost to soil erosion and how many
households are in need of food aid as part of its national M&E systems for assessing climate resilience and
adaptive capacity (GoK, 2012b). SIDA also includes a number of indicators related to food security,
starvation, and malnutrition as part of the M&E of its adaptation programme (César et al., 2013).

In the mitigation context, a number of technologies and activities affect water quality and quantity. These
include geothermal development, biofuels production, and carbon capture and storage. Each of these
technologies can introduce competing demands for scarce water supplies (e.g. biofuel, geothermal
production, CCS) or pose a risk of contamination of underground aquifers (e.g. CCS) (IEA, 2012, 2013
and WEF, 2008). Despite these relationships, none of the results frameworks for mitigation activities
examined for this paper include indicators for their positive or negative impacts on water resources.

Health and sanitation

The relationship between climate change mitigation and adaptation activities and health and sanitation is
complex and includes impacts in a number of areas already discussed (e.g. local air pollution, energy
access, water and food security). In the results frameworks analysed in this paper, few contained health and
sanitation specific indicators. Notable exceptions include the Adaptation Fund, GEF, and SIDA, which
include indicators for infection rates of climate-sensitive diseases, the number of health measures
introduced, and sanitation and wastewater facilities, respectively. (GEF, 2012; AF, 2011a; and César et al.,
2013).

Livelihood and socio-economic impacts

Responses to climate change have important impacts on livelihoods and socio-economic conditions.
Mitigation and adaptation interventions can create jobs, secure incomes, and reduce losses in the face of
increasing extreme-weather events. Recognising the economic dimension of resilience, some institutions
have developed results indicators for tracking economic vulnerability. For instance, both the GEF and
Adaptation Fund include indicators to assess the effectiveness of an intervention in diversifying and
strengthening livelihoods and sources of income for vulnerable populations (GEF, 2012 and AF, 2011a).
Some institutions (e.g. UK-DFID’s International Climate Fund and Government of Zambia) also track
direct jobs created by mitigation and adaptation interventions (UK DFID, 2013 and Mulenga, 2013).

Considering the disparate impacts climate change can have on traditional livelihoods, the CIF’s Forest
Investment Programme and GEF have both developed indicators to monitor the number of indigenous
people able to maintain their traditional livelihoods and changes in income in agricultural or forestry
communities (GEF, 2012 and CIF, 2011).
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AAA
ADB
AF
AFD
AfDB
Al
AMC
AusAID
BCCRF
BNEF
CB
CCT
CCXG
CDM
CHUEE
CIDA
CIF
COD
COP
CP3
CPEIR
CPI
CRS
CTF
DAC
DECC
DFI
DFID
DNA
DRR
EBRD
EC
EIB
ESCII
FIP
GBS
GCF
GDP

COM/ENV/EPOC/IEA/SLT(2013)4

Glossary

Accra Agenda for Action

Asian Development Bank

Adaptation Fund

Agence Frangaise de Développement (French development bank)
African Development Bank

Annex [ countries (to the UNFCCC)

Advanced Market Commitment

Australian Agency for International Development
Bangladeshi Climate Change Resilience Fund
Bloomberg New Energy Finance

Capacity building

Conditional Cash Transfer

Climate Change Expert Group (of the OECD + IEA)
Clean Development Mechanism

China Utility based Energy Efficiency financing programme (of the IFC)
Canadian International Development Agency

Climate Investment Funds

Cash on Delivery aid

Conference of the Parties (of the UNFCCC)

Climate Public Private Partnership (of the U.K.)

Climate Change Public Expenditure and Institutional Review
Climate Policy Initiative

Creditor Reporting Systems (of the OECD DAC)

Clean Technology Fund (of the CIF)

Development Assistance Committee (of the OECD)
Department for Energy and Climate Change (of the U.K.)
Development finance institution

Department for International Development (of the U.K.)
Designated National Authority

Disaster Risk Reduction

European Bank for Reconstruction and Development
European Commission

European Investment Bank

Energy Sector Carbon Intensity Index

Forest Investment Program (of the CIF)

General Budget Support

Green Climate Fund

Gross Domestic Product
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GEEREF
GEF
GHG
Glz
GPOBA
GW(h)
IBRD
ICCTF
ICF
IDB
IEA
IEG
IFC

IFI
IIGCC
IPCC
JICA
Kfw
LDC
LDCF
MDB
MFI
MRV
MW(h)
NAI
NAMA
NAPA
NDB
NIE
NOx
OBA
ODA
ODI
OECD
OOF
OPIC
PFM
PPCR
RBF
RDB
REDD+
SCF

Global Energy Efficiency and Renewable Energy Fund
Global Environment Facility

Greenhouse gas

Gesellschaft fiir Internationale Zusammenarbeit (German development agency)
Global Partnership on Output-Based Aid

Gigawatt (hours)

International Bank for Reconstruction and Development
Indonesian Climate Change Trust Fund

International Climate Fund (of the U.K.)

Inter-American Development Bank

International Energy Agency

Independent Evaluation Group (of the World Bank Group)
International Finance Corporation

International financial institution

International Investors Group on Climate Change
Intergovernmental Panel on Climate Change

Japan International Cooperation Agency

Kreditanstalt fiir Wiederaufbau (German development bank)
Least Developed Countries

Least Developed Country Fund

Multilateral development bank

Multilateral financial institution

Measurement, reporting, and verification

Megawatt (hours)

Non-Annex I countries (to the UNFCCC)

Nationally Appropriate Mitigation Action

National Adaptation Programme of Action

National development bank

National implementing entity

Nitrogen oxides

Output-Based Aid

Official Development Assistance

Oversees Development Institute

Organisation for Economic Co-operation and Development
Other Official Flows

Overseas Private Investment Company

Public Financial Management

Pilot Program for Climate Resilience (of the CIF)
Results-based finance

Regional Development Bank

Reducing Emissions from Deforestation and Forest Degradation
Strategic Climate Fund (of the CIF)
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SCF Standing Committee on Finance

SE4ALL Sustainable Energy For All initiative

SEI Sustainable Energy Initiative (of the EBRD)

SIDA Swedish International Development Agency

SIDS Small Island Developing States

SOx Sulphur oxides

SPRCC Support Programme to Respond to Climate Change (of Vietnam)
STAR System for the Transparent Allocation of Resources (of the GEF)
TA Technical assistance

UNDP United Nations Development Programme

UNEP United Nations Environment Programme

UNFCCC United Nations Framework Convention on Climate Change
USAID US Agency for International Development

USD United States Dollars

WBG World Bank Group
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