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A government’s own budget, financed through domestic
taxes, levies, and other own-source revenues, is a partic-
ularly well-suited mechanism for financing adaptation.
Firstly, it befits the integrated nature of development and
adaptation, by which we mean the fact that most adapta-
tion occurs by making routine development investments
more resilient to climate change, as opposed to standalone
targeted investments solely for adaptation purposes.

From a government perspective, this leads to a compelling
case for integrating adaptation spending into development
spending, as it ensures that public expenditure overall

is more resilient to climate change. Furthermore, many
adaptation investments can be considered public goods,
and so if left to the market would be undersupplied. It has
also been argued that the budget is more effective than
official development assistance (ODA) in delivering adap-
tation benefits, principally because it can leverage existing
institutional structures, such as social protection systems,
thereby improving impact and value for money?.

The call to optimise public investment in adaptation

is entirely consistent with the primary purpose of the
budget process, however widespread underinvestment
in adaptation prevails because climate change adap-
tation is seen instead to compete with other demands.
Government budget processes are a means of weighing
competing demands against each other and allocating
scarce resources in a way which optimises welfare and the
achievement of policy goals. Given that adaptation invest-
ment is consistent with, and often integral to, development
goals, a budget process should in theory optimise adapta-
tion investment. However, widespread underinvestment in
adaptation prevails because decisions on how public funds
are allocated, managed, expended, and reported against
do not consistently or adequately prioritise climate adap-
tation. There are a multitude of reasons for this, including
definitional ambiguity surrounding what adaptation entails,
as well as the complexity associated with quantifying the
negative economic consequences of climate change and
the positive economic returns to investment in adaptation,
which together make it hard to ‘make the case and win the
argument’ for financing adaptation in a government budget
process. Furthermore, too often political classes tend to
prioritise more expedient, short-term issues than climate
change adaptation (as such investments are likely to
generate returns predominantly in future election cycles).
Where climate change is on the government’s agenda, it is

sometimes still perceived to be a ‘ministry of environment
issue’, leading to insufficient engagement from ministries
of finance and planning, which have greater influence
over how resources are spent. It is also argued that public
financial management (PFM) systems do not comfortably
accommodate cross-sectoral concerns, such as climate
change adaptation, as demonstrated through the classi-
fication systems for government budgets and accounts,
which tend to mirror traditional sectoral lines, where
responsibility for policy implementation (and associated
spending) falls under the remit of single agency.

Despite these challenges, some governments have
pursued varied and innovative means of augmenting
budgetary resources for adaptation, through allocating
more resources to it, or ensuring existing programmes
deliver more adaptation benefits. Entry points span all
stages of the typical budget cycle, and serve to address
the shortcomings in prevailing domestic budget processes
that result in systematic underinvestment in adaptation.
We use the phrase ‘climate budgeting’ as a catch-all term
to refer to a set of interventions designed to make PFM
processes more responsive to adaptation needs, with the
ultimate objective of leading to better adaptation outcomes
from public expenditure. Prominent examples of climate
budgeting initiatives are summarised in the table below,
which builds on previous research on this topic*.
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Budget cycle phase

Climate change adaptation entry points

Budget preparation

Public investment appraisal: Climate change considerations can be incorporated into a
variety of different public investment appraisal techniques, from relatively simple multi-criteria
checklists to more robust cost—benefit analyses, with the intention that the incremental risks,
costs, and benefits associated with climate change are factored into the decision-making
process alongside the economic, social, and environmental costs and benefits that are more
routinely considered. This is often termed ‘climate change impact appraisal’ (CCIA).

Macroeconomic forecasting and fiscal sustainability analysis: Unfettered climate
change acts as a significant dampener on economic growth projections, but at the same
time countries need to balance their adaptation financing ambitions with fiscal and

debt sustainability objectives. To this end, in some countries there has been an effort

to incorporate climate change considerations into macroeconomic forecasts and fiscal
sustainability analysis.

Annual budgeting frameworks: Ministries, in their budget submissions to the ministry of
finance, will often be required to prepare an annual budgeting framework which sets out the
key ministerial programmes, and often key performance indicators (KPIs) for each ministry.
In relevant ministries, adaptation needs can be reflected in these documents and climate-
related KPIs can be included.

Medium-term expenditure frameworks: These involve laying out allocations to spending
agencies over a three- to five-year period, as opposed to just a single year. Climate change
can be introduced into this framework, giving certainty and predictability to agencies in regard
to their climate expenditure planning, while allowing for alignments with other priorities along
the way.

Budgeting guidelines: The government's budget circular can be adjusted, or an additional
circular prepared, to require line ministries to prioritise climate adaptation programming and/
or to explain how their submitted programmes contribute to adaptation and how they are
linked to the national strategies around adaptation.

Budget approval

Budget hearings: Ensuring adaptation is an agenda item or consideration in budget hearings
conducted by the ministry of finance can be achieved by adding it to the official budget appraisal
criteria and by ensuring that those engaged in the negotiations are adequately sensitised.

Budget statements / speeches: Some countries have succeeded in including climate
adaptation in the budget speech made by the Minister of finance, where they present the
resource allocation priorities of the government with their overall rationale and political context.

Parliamentary scrutiny of the budget: Ensuring the parliament has the information and

capacity to scrutinise the government budget from a climate change perspective can be
an important means of ensuring lawmakers hold the government to account in regard to
meeting its financial commitments related to climate change.

The Role of Domestic Budgets in Financing Climate Change Adaptation



Budget cycle phase

Climate change adaptation entry points

Budget execution,
monitoring, and reporting

Cross-committee engagement: Some legislatures have climate change committees,
while the core of budget examination is typically done by finance or budget committees.
Cross-committee engagement can strengthen scrutiny of climate-related budgets.

Expenditure tracking, including through the use of a budget tagging system: A major trend in
recent years has been the introduction of a climate budget tagging or scoring system, as a tool
for the monitoring and tracking of climate-related expenditures in the national budget system.

Performance indicators: With the spread of performance-based budgeting, whereby
budget allocations are linked to performance against agreed indicators, some countries are
seeking to ensure indicators are defined which capture the adaptive performance of relevant

programmes.

Processes for cash management, and managing budget revisions: It is not uncommon
for implemented budgets to vary considerably from planned budgets, and a key entry point
for impacting on adaptation spending is to ensure that in the face of funding shortfalls
adaptation programmes enjoy some degree of prioritisation or protection from cuts.

Such measures include ring-fencing particular spending programmes.

Accountability and ex-post
oversight

Parliamentary scrutiny: Parliamentary climate change committees and sector committees in
key adaptation-related sectors can play a role in scrutinising government reports to determine
whether adaptation-related targets have been met.

Performance audits: Creating an increased role for supreme audit institutions, both in terms
of quality assuring the climate budget reports and conducting performance audits which
consider performance from an adaptation perspective, are emerging entry points.

While it remains a nascent field, there is emerging global
experience on how these sorts of climate budgeting
reforms can be done well. The selection of case studies
presented in this paper provides varied examples of where
domestic budget processes have been adapted or capital-
ised upon to be more responsive to adaptation needs, with
the ultimate objective of improving adaptation outcomes.
This includes the Philippines, where the government has
established a cross-sectoral budget programme specifi-
cally focused on adaptation and risk resilience as a means
of coordinating different implementing agencies and their
budgets to deliver a harmonised programme of investment.
The Government of the Philippines also ensures budget
hearings routinely consider climate change, and it oper-
ates a climate budget tagging system, which results in a

Role of non-state accountability actors, including civil society organisations (CSOs) and
the media: The potential roles of these accountability actors include both direct engagement
(for example, engaging the finance ministry/planning ministry and delivery ministries on the
incorporation of climate change in budgets) or indirect participation (for example, raising
awareness on climate change finance issues through media articles or conducting analysis).

series of climate budget reports being issued throughout
the fiscal year. A second case study on the Indian states
of Odisha and Chhattisgarh demonstrates how climate
budgeting can be applied at the sub-national level from a
sector perspective. It documents how CCIA was adopted
in Odisha to facilitate mainstreaming, before spreading
to Chhattisgarh as a means of demonstrating the value
obtained (from a climate change perspective) for a few
key adaptation investments. The case of Afghanistan
demonstrates how climate change adaptation can be
integrated into national budget guidelines. This modest
tweak to budgeting processes has furnished the Ministry
of Finance there with a clear view of the investments that
support climate resilience or mitigation, while also giving
line ministries an indication of which investments are vul-
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nerable, to enable pre-emptive adaptive actions. This case
points to the value of leadership from an institution with
the mandate to change budgets, while simultaneously
focusing on the few line ministries that are likely to expend
the majority of funds. Lastly, the Bangladesh case study
looks primarily at the accountability side of climate bud-
geting, and discusses how a group of civil society actors
there have coalesced around the publication of the annual
Climate Budget Report to engage in a policy discussion
with government about the adequacy and effectiveness

of financing for adaptation. It also documents nascent
efforts to integrate climate change into the Performance
Audit Standards used by the Office of the Comptroller and
Auditor General, and demonstrates how local accountabili-
ty actors, when working together and provided with funding
and capacity-building support, can bring about demand-
side pressures for more and better public financing for
climate adaptation.

What emerges from these case studies and a review of the
wider research on this subject is a set of clear enabling
factors for the prioritisation of adaptation in domestic
budgeting processes. These include the following:

*  Anchoring climate budgeting reforms in prevailing PFM
processes (i.e. avoid creating duplicate or parallel sys-
tems), as this makes it more likely that the changes will
be sustained year after year.

e Using commonplace PFM reforms as a vehicle and
entry point to promote adaptation-relevant interests.
For example, using the medium-term expenditure
framework (MTEF) to forecast the fiscal implications
of climate for revenue and expenditures over the next
three to five years, or integrating aspects of CCIA into
public investment management processes.

*  Providing technical advice and peer-to-peer learning
on topics such as climate budget tagging, citizens'’
climate budgets, and climate change relevance /
impact appraisal can help spread good practice, while
knowledge brokers play an important role in interpret-
ing, sorting, and translating the wealth of information
available and tailoring it to government needs.

* Designating a central body with strong convening and/
or decision-making powers to lead government-wide
climate budgeting reforms, such as ministries of
finance or planning, or the office of the president or

prime minister, to overcome institutional coordination
challenges, while also focusing on reforms in a few
of the most adaptation-relevant ministries, can be a
cost-effective climate budgeting strategy.

*  Working with accountability actors is a new but grow-
ing area of interest, but emerging lessons point to the
need to build local coalitions, to build the capacity of
diverse stakeholders around public finance and climate
change topics, and to support CSOs with funding for
climate budget advocacy work.

e The capacity of institutions to innovate and change is
an important institutional characteristic that is needed
to secure the effective delivery of climate finance, and
a period of adaptive learning is often required to embed
new analysis into government systems. The initial
reform effort is often only the first step in
a process which continues to be refined over succes-
sive budget cycles.

*  Being ‘problem-driven’ and aligning the climate budget-
ing agenda with the prevailing priorities of the political
leadership can help build political support for the
climate budgeting agenda, as can emphasising finan-
cial leveraging opportunities, where domestic climate
budgeting reforms are used to demonstrate that a
government has made significant financial commit-
ments on their own side, thereby meeting co-financing
requirements for external support.

The overarching vision for the climate budgeting agenda
described in this paper is that domestic budgets process-
es will optimise public investment in adaptation, ensuring
that public expenditure overall is more resilient to climate
change. Making this a reality will require a whole-of-society
approach that relies not just on developing country govern-
ments, but also development partners that support them,
international climate intuitions, civil society, and others.
The Global Commission on Adaptation, with its mandate,
convening power, and its global reach, is well placed to

help drive this agenda. To this end, the background paper
proposes a number of recommendations:

1. (Forthose governments which have already initiat-
ed climate budgeting reforms): Continue to pursue
the deepening and widening of climate budgeting
reforms, including through the integration of cli-
mate change into downstream budget processes
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(looking at budget execution arrangements and
performance monitoring) and expansion to lower
levels of government.

(For governments which are starting out in climate
budgeting): Make use of climate-oriented pub-

lic finance diagnostics, such as Climate Public
Expenditure and Institutional Reviews (CPEIRs),
to define a reform agenda around mainstreaming
climate into budgeting processes. The applica-
tion of a climate budget tagging mechanism is

a common first step, for which there is a lot of
documented guidance available and experience to
build on.

(For the Global Commission on Adaptation and
its partners): Support climate budgeting reforms
in partner countries through sustained technical
assistance, promulgation of tools and standards,
and supporting existing peer learning forums.
The Global Commission on Adaptation is well
placed to call for greater attention towards climate
budgeting reforms in developing countries, and
in particular to those more neglected areas, for
example around the monitoring of efficiency and
effectiveness of adaptation spend. It should also
endorse and collaborate with existing peer learn-
ing networks, including the Climate Action Peer
Exchange and the soon-to-be-launched Asia and
Pacific Climate Finance Network. The Commission
should consider its role in promulgating tools and
standards related to climate budgeting, and it
should continue to provide technical assistance
to governments looking to make progress on this
front, through a phased approach sustained over
the medium term.

(For accountability actors, the Global Commission
on Adaptation and its partners): Strengthen over-
sight and engagement by accountability actors in
the climate budgeting agenda. This means CSOs
and the media engaging more actively around
how governments are allocating and managing
public budgets for adaptation; legislatures routine-
ly screening proposed budgets and government
accounts for the same; and supreme audit institu-
tions developing climate-related standards for per-
formance audit, and including climate change as

an aspect when building up social audit practices.
Donor agencies should finance capacity-building
initiatives with the accountability actors, to facili-
tate the formation of coalitions and to open up ave-
nues for dialogue with governments.

(For the Global Commission and other actors in

the international climate finance space): Wherever
feasible, make more use of domestic budgets as a
delivery modality for international climate finance,
including through wider use of budget support
modalities linked to the existence of a robust cli-
mate policy framework and conducive macro-fis-
cal environment. In an effort to square the need

to tie funding to climate-specific interventions, on
the one hand, with the reality that most adaptation
cannot be separated from development, on the
other, international climate-funding institutions
should also consider explicitly financing adapta-
tion ‘top-ups’ to government-financed develop-
ment expenditure.
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1 Introduction

Climate change is having irrefutable financial conse-
quences for many governments. Climate-induced shocks
and stresses reduce economic output and slow GDP
growth, by virtue of the short-term costs of disaster relief,
longer-term costs of reconstruction, as well as foregone
returns to damaged capital and the dampened economic
activity which comes about because of lower agricultural
output, depressed labour productivity, and poorer human
health. At the same time, gradual changes in temperature
and rainfall can alter the composition of the economy,
depressing tax revenues. Together, the cost implications
of these impacts can be severe, and in highly vulnerable,
developing countries can go so far as to threaten fiscal
sustainability, as well as undermining the achievement of
broader development goals®.

By the same token, the economic case for investing in
adaptation is strong. Adaptation involves the process of
‘adjustment to actual or expected climate and its effects.

In human systems, adaptation seeks to moderate or avoid
harm or exploit beneficial opportunities. Recent evidence
suggests that preventive investment in adaptation leads to
higher GDP growth rates than either taking no action, or wait-
ing until remedial action is necessary’. It does so primarily
by making the capital stock more resilient to climate change
(lowering the depreciation rate compared to what it would
have otherwise been), thereby accommodating a higher
longer-term growth trajectory and greater macroeconomic
stability®.

Despite this, evidence suggests that current levels of
investment are inadequate. Estimating how much adapta-
tion finance is currently available is challenging due to the
difficulty of isolating adaptation expenditure from regular
development expenditure (addressed in the discussion at
Section 2.2 below). However, a growing number of country,
regional, and global estimates consistently point to substan-
tial shortfalls. UNEPR, for example, routinely publishes its esti-
mates of the ‘Adaptation Financing Gap’, which compares
the current level of funding available for adaptation with the
level of funding required to deliver a nationally determined
target level of adaptation. It warns that the cost of adap-
tation in developing countries could range between $280
billion and $500 billion a year by 2050 (assuming emissions
targets are met), and has concluded that to meet current
and projected needs, total finance for adaptation in 2050

would have to be 12—22 times greater than current levels of
international public finance®. A complex international financ-
ing architecture has emerged over the last two decades to
plug some of this gap, with developed country parties to the
United Nations Framework Convention on Climate Change
(UNFCCC) committing to providing $100 billion annually by
2020 for climate action in developing countries (a ‘balanced
allocation’ of which is intended to finance adaptation invest-
ments). However, the prospects of meeting this target are
remote: revised estimates for global climate finance flows
from developed to developing countries for the 2015-2016
period are just $45 billion per year, of which the majority is for
mitigation™). Against this sobering backdrop, it is clear that
no single source of adaptation finance — be it domestic or
international, public or private — will be able to provide all the
adaptation finance needed. This paper considers the role of
domestic budgets as an under-examined but vitally import-
ant and sustainable source of adaptation finance at scale.
Recognising the importance of domestic budgets does not
negate Annex 1 countries’ Paris commitments: rather, in the
face of unmet needs, it is likely that all governments will need
to look to multiple sources of financing for adaptation, includ-
ing integrating climate risks into domestic budgets.

Budgets are vital not only because the scale of the challenge
demands capitalising all potential funding channels, but also
because, compared to other financing sources, a govern-
ment's own budget offers a number of comparative advan-
tages which make it particularly well-suited for financing
adaptation:

e Firstly, the budget is more suited to managing the
integrated nature of development and adaptation,
by which we mean the fact that most adaptation
occurs by making routine development investments
more resilient to climate change, as opposed to
standalone targeted investments solely for adap-
tation purposes. For a government, this provides a
compelling case for integrating adaptation spending
into development spending, as failing to do so may
undermine the achievement of development objec-
tives when faced with climate impacts. However, for
some other potential funders of adaptation — spe-
cifically international climate funds — this insepara-
bility is somewhat at odds with the need for funders
to tie resources to climate change-specific invest-
ments so as to track their contribution towards the
UNFCCC financing goals.

The Role of Domestic Budgets in Financing Climate Change Adaptation 9



* Furthermore, many adaptation investments, if left
to the market, would be undersupplied (by virtue
of the fact that they are public goods — such as
climate-resilient infrastructure — or because they
relate to new areas, where markets have yet to fully
develop). There is a clear role, therefore, for govern-
ments to finance their provision, or to incentivise
private provision.

* From a government's perspective the budget is
more predictable (particularly compared to climate
ODA), and is also better suited for financing long-
term adaptation investments, or those which
involve recurring expenditures (which internation-
al sources tend to avoid for sustainability reasons).
Maintenance expenditures associated with adapta-
tion-oriented infrastructure investments are more
likely to be financed from the budget if the original
expenditure is ‘on budget’ too.

e Lastly, it has also been argued that the budget is
more effective than ODA in delivering adaptation
benefits, principally because it can leverage exist-
ing institutional structures, such as social protec-
tion systems, thereby improving impact and value
for money'.

Figure 1 presents a high-level framework for how the
domestic budget can contribute to reducing the adaptation
finance gap. Broadly speaking, there are four main chan-
nels, which relate to the quantity and quality of spending.
The first two channels concern general fiscal reform which
would indirectly lead to augmented adaptation outcomes,
by increasing the size of the budget overall (some of which
would go to adaptation-related investments), or by improv-
ing overall spending efficiency (positively impacting all
public expenditures). This paper, however, is focused on
more direct measures, operating through the third channel,
i.e. looking at how governments can allocate a higher share
of the annual budget to adaptation, and the fourth, i.e. con-
cerning how budget process could improve the design of
spending programmes to increase adaptation benefits.

Figure 1: Channels by which the Budgetary Contribution to
Adaptation Could be Increased’

l. II. M. IV.

Allocating a
higher share of
spending to
adaptation

Improving the
design of
spending

programmes to
increase
adaptation
benefits

Growing total
government
expenditure

Improving
general
spending
efficiency

Marginal decisions
around budgets
favour spending with
adaptation benefits,
so % of spending
related to adaptation
increases

Maximising
adaptation returns
from existing
investments

As measured by
PEFA* scores

Public expenditure
as % GDP

Source: Based on Climate Scrutiny and Mokoro, 2017. "The Public
Expenditure and Financial Accountability (PEFA) framework is an assess-
ment of PFM systems and processes against standardised criteria; it is
applied in many countries around the world.

We have chosen to focus on these two channels because
they have the highest potential in terms of reducing the
adaptation finance gap. Recent continent-level analysis for
Africa suggested that reforms to allocate a higher share
of spending to adaptation (channel ll) could result in a
20% increase in the total spending devoted to adaptation,
compared to 10% for channels | and I1'3. Evidence on the
potential impact of channel IV (improving the design of
development programmes to make them more adaptive
to climate change) is only emerging, but this could con-
ceivably be even more impactful. Additionally, we note
that channels lll and IV are more in line with the specific
research interests and mandate of the Global Commission
(being focused directly on adaptation), whereas channel | is
largely determined by economic growth rates, and channel
Il relates to general PFM performance issues (on which a
wide and rich literature already exists™).

This paper will discuss the challenges, opportunities, and
mechanisms for mobilising adaptation financing from
the domestic budget through these two channels. We use
the phrase ‘climate budgeting’ as a catch-all term to refer
to a set interventions designed to make PFM processes
more responsive to adaptation needs, with the ultimate
objective of leading to better adaptation outcomes from
public expenditure. This includes reforms which encour-
age governments to consider climate risks when prepar-
ing spending plans, to prioritise investment in measures
to address them in the budget proposals, to track those
expenditures, and to assess their effectiveness. The paper
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will also discuss the political and institutional factors which
enable climate budgeting to happen, including the role of
accountability actors like legislatures and civil society.
Readers should note that the focus is on domestic budgets
in non-Annex | countries, because this tends to be where
the greatest adaptation needs are. Most of the country
experience cited in the report is drawn from countries in the
South Asia region, by virtue of the fact that those countries
have progressed the furthest in this field. However, the
learning has wider relevance for all other countries which
are vulnerable to climate change. In addition, the focus is
on how adaptation concerns can be mainstreamed into
core, regular budget processes, as opposed to how gov-
ernments might go about setting up a dedicated climate
fund (such funds tend to be managed completely outside
the routine budget processes). The reason for this, as is
discussed under Section 3.3, is that mainstreaming is
better suited to the integrated nature of adaptation and
development, and can influence a larger pot of resources.
Finally, we also note that there are other domestic sourc-
es of adaptation finance beyond the government budget,
including national banks and insurance schemes, but these
are not the focus here (and are instead dealt with by other
Background Papers).

Following this introduction, Section 2 assesses the current
state of play in relation to the mobilisation of adaptation
funding from domestic budgets, and sets out the common
technical, institutional, and political barriers which coun-
tries face. Looking across locations where progress has
been made, Section 3 presents a range of potential entry
points for integrating adaptation into budget processes,
and looks at some of the design options that are open

to government. Section 4 presents four case studies, in
countries or states which have adopted different approach-
es to mobilising and managing resources for adaptation
through their domestic public finance systems, and
elucidates some of the obstacles and opportunities faced
along the way. Section 5 explores cross-cutting enablers
and opportunities for accelerating action for accessing and
managing resources for adaptation from domestic bud-
gets. The paper concludes in Section 6 by looking ahead
to outline future developments in the field. It presents a
specific and targeted set of calls to action, directed to
different institutions and actors engaged in the field, with
the intention of pushing forward a climate-resilient develop-
ment agenda.

The Role of Domestic Budgets in Financing Climate Change Adaptation
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2 State of Play

What role do domestic budgets currently play in the
financing of adaptation investments? Our ability to answer
this question is hampered by the absence of a comprehen-
sive global-level assessment on how much governments
currently spend on adaptation (which is due, in large part,
to the technical challenges that are addressed in the next
section). However, we can draw some conclusions from
the regional- and country-level spending assessments
which have been conducted, including the decade’s worth
of CPEIRs, as well as the more recent Climate Change
Financing Frameworks (CCFFs). A selection of this evi-
dence base is summarised in Box 2. While the degree of fis-
cal priority afforded to adaptation varies between countries,
two conclusions standout:

[. asignificant volume of investment in adaptation
is already coming from public domestic sources
(often more than comes from international sourc-
es); and

Il.  this nonetheless falls far short of current and pro-
jected needs and domestic policy ambitions.

Given that the central objective of a budget process is to
allocate scarce resources in a way which optimises welfare
and the achievement of policy goals, coupled with the

fact that over the long term, climate change adaptation
has been shown to be consistent with, and in many cas-
es integral to the achievement of, broader development
goals, the widespread underinvestment in adaptation
can be considered a deficiency of the budget process.
From a PFM perspective, the basic reason for this is that,
in the short term, climate change adaptation competes
with other development objectives, and decisions on
how public funds are allocated, managed, expended, and
reported against do not consistently or adequately prior-
itise adaptation. The rest of this section looks at some of
the common technical, institutional, and political reasons
why this is the case. It should be noted that some of these
challenges are unique to climate budgeting, but others are
not, and in fact are familiar from the experience in other
sorts of ‘thematic budgeting’, of which gender budgeting

is the pre-eminent example. Useful learning can be taken
from the example of gender-responsive budgeting, which is
summarised in Annex 1.

TECHNICAL KNOWLEDGE AND
CAPACITY BARRIERS

A prominent challenge which pervades all aspects of
governance of adaptation, but is particularly pertinent
when discussing financing, is the definitional ambiguity
in terms of ‘what counts’ as adaptation. This is due to

the fact that adaptation investments tend to be part and
parcel of development investments — as elucidated in the
examples presented in Box 1. Because of this, trying to
determine exactly what investments to finance as part of
an adaptation response, or teasing out what portion of
the public expenditure programme is adaptation-related,
say for reporting purposes, can be an onerous exercise in
conjecture. It also makes deciding what to do as part of
an adaptation response a challenge, requiring planners to
work in a manner which is somewhat antithetical to the
way in which governments prefer to plan and implement —
along sectoral lines with clear and differentiated institution-
al responsibilities. The definitional ambiguity is of course
a challenge for international climate finance too'®, and in
both international and domestic spheres undermines the
credibility of reporting, and means cross-country compari-
son is rarely feasible.

The interconnectedness of adaptation
and development investments

There are very few standalone investments which it
can be argued are wholly and specifically for adapta-
tion purposes. Some examples might be climate infor-
mation systems, research on adaptation, or focused
capacity development and awareness raising.

Rather, it is much more common for adaptation to be
part and parcel of routine development investments.
Deriving adaptation benefits from development invest-
ments need not necessarily require incurring addition-
al costs or changes in design. Take, for example, a
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reforestation project. Forests are often an important
part of a government’s adaptation effort because
they reduce flooding and soil erosion in the wake of
increased rainfall brought about by climate change.
However, they are often first and foremost economic
investments which generate income from sustainable
logging, or environmental investments due to the
promotion of biodiversity.

In other cases, ensuring a development programme is
also delivering adaptation benefits may require some
incremental investment. An example of this would be
climate-resilient infrastructure, such as a road which
is built to withstand cyclones. Some additional cost
may be required to ensure that the road is more likely
to withstand a cyclone — by using different materials
or choosing an alternate route. However, that does
not negate the fact that the main return from these
infrastructure investments are economic, for example
by improving interconnectivity and access to markets.
It is not even so simple as to attribute the value of the
incremental investment as being wholly and specif-
ically for adaptation purposes, as cyclones would
happen even without climate change, it is just that the
evidence suggests that climate change is impacting
their frequency and severity.

In addition, the complexity of climate change science
makes it challenging to derive salient and directed policy
implications. Since the mid-1990s economists and climate
scientists have been trying to project the impact of climate
change on GDP arriving at widely varying estimates based
on the approach taken and assumptions used. While some
of the more conservative estimates have now been
debunked, the more sophisticated modelling approaches
still face challenges around estimating future expected
sensitivity of temperatures to greenhouse gas emissions
and the link between temperature changes and economic
damages'®. While there is now a relatively strong con-
sensus that climate change is leading to lower per capita
output in most low-income countries, due to lower agricul-
tural output, depressed labour productivity, reduced capital
accumulation, and poorer human health', in most instanc-
es the reporting of such research is rarely in a format and
language which can be easily understood by policymakers,

or downscaled to a level of relevance for domestic budgets.

At the same time, there are similar levels of uncertainty
and complexity related to the measurement and commu-
nication of the economic benefits of adaptation. As noted
previously, there is a growing volume of research on this
issue by the GCF Independent Evaluation Unit and others,
to quantify the value of specific investments. However,
these efforts also face the same challenges around esti-
mating the value of climate change impacts (which will/will
not be negated through adaptation), and do not yet amount
to a comprehensive peer-reviewed evidence base which
can be applied by governments at large to inform spend-
ing decisions. At the country level, some governments are
beginning to use CCIA approaches (essentially, cost—bene-
fit analysis which seeks to quantify the adaptation and mit-
igation benefits of an investment, in addition to the more
routine consideration of economic, social, and environmen-
tal costs and benefits). However, the technical capacity for
these sorts of analytics is often lacking in developing coun-
tries, in part related to the complexity of modelling climate
change impacts, but also because of broader weaknesses
in public investment appraisal capacity'®. Taken together,
challenges in quantifying the negative economic conse-
quences of climate change and the positive economic
returns to investment in adaptation make it hard to ‘make
the case and win the argument’ for financing adaptation.
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m Evidence on the contribution of domestic budgets to adaptation spending®

A CPEIR is a systematic qualitative and quantitative analysis of a country’s public expenditures and how they relate
to climate change. Using a definition of climate change and adaptation which is tailored according to each coun-
try policy context, a core pillar of the CPEIR process involves tracking climate-relevant expenditures from various
sources. Since they were first piloted in 2010/11, CPEIRs have been conducted in over 20 countries.

A common finding of CPEIR assessments conducted to date is that a significant proportion of government spend-
ing seeks to address climate-related issues, particularly through adaptation, as captured in the summary results
table below. Furthermore, many CPEIRs have found that domestic public finance for climate change exceeds that

from international sources (with the exception of some small island states and highly aid-dependent countries).

Spending on adaptation: evidence from select CPEIRs

Climate-relevant Adaptation expend- Share of climate expend-
Location expenditure as a % of | iture* as a % of gov- iture from domestic / Years of analysis
government budget ernment budget external sources
Bangladesh 6.35% 3.87% 77%/23% | 2010-2014
Nepal 6.70% 5.09% 45% /55% | 2008-2012
Samoa 8L 100 49%/51% | 2007-2012
Tanzania 2% Zise 61%/39% | 2009-2012
Thailand L0 185 ~ | 2009-2011
Uganda 0.93% 0.56% 91% /9% | 2008-2011
Vanuatu 8L 1274 91% /9% | 2008-2012

“CPEIRs tend to divide expenditures into those which are for adaptation, mitigation, and both; this only captures
those flagged as adaptation (and so may be missing additional adaptation expenditures flagged as ‘both’). Note:
The values in these tables cannot be compared to those under the CCFF analysis due to variation in climate
change relevance (CC%) weighting employed, as discussed later in the report.

CCFFs can be considered as a second generation of climate finance diagnostics, and in some countries (like
Bangladesh) they have been conducted in response to a recommendation in a preceding CPEIR. In its fullest
form, a CCFF can be understood as a process of structuring a more strategic approach towards the mobilisation,

management, and targeting of climate change finance, resulting in workflows that serve to align a country’s climate

policy framework with its budget process and to integrate climate finance into its existing public economic and
financial management systems.
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Like CPEIRs, a CCFF includes an assessment of current and projected levels of spending on climate change in a coun-
try. The findings are consistent with CPEIRs in terms of identifying government budgets as a key source of climate
change financing. For example, a pan-African CCFF found that total weighted adaptation expenditure amounted to
between 0.1% and 0.5% of GDP, and furthermore that an average of 62% of this came from domestic government

budgets.

CCFFs take this analysis further by estimating the adequacy of total funding (something which CPEIRs stop short of
doing), as indicated by reference to the adaptation financing gap. This is calculated as the percentage of economic
losses and damages caused by climate change which will not be addressed with current and projected levels of adap-
tation finance (up to the year 2050). The table below summarises some estimates of adaptation finance gaps from

the CCFFs.

Adaptation finance gaps: evidence from selected CCFFs

Location Adaptation finance gap (by 2050)
Pan-Africa 80.00%
Afghanistan 68.90%
Assam, India 68.20%
Bihar, India 85.40%
Kerala, India 89.70%
Chhattisgarh, India 65.30%

The fact that current spending is estimated to avoid in the region of 10—35% of climate-induced economic losses and
damages reaffirms the point that a lot is already being done. However, much more remains to do, and in proposing
financing scenarios for how the shortfall can be met, CCFFs typically highlight the primacy of domestic budgets.

The pan-African CCFF, for example, concluded that increasing budgetary expenditure on adaptation was ‘the most
obvious strategic response to closing the adaptation gap’, and that improving the design of public investments to
improve their adaptation relevance will ‘often be the way in which most countries can make the biggest impact’

The fact that climate change risks are not well communi-
cated or widely understood compounds an existing chal-
lenge around weak capacity for integrating risk into bud-
geting. When budget decision makers in resource-scarce
environments face a choice between an additional invest-
ment to alleviate a cost that could occur (knowing that if
it does not the incremental investment would effectively
be wasted), versus investing in something that will have a

definite benefit, they are likely to choose the second option.

Therefore, because risk metrics are not advanced enough

in budgeting in general, and in relation to climate change
even more so, pre-emptive adaptation expenditure is often
foregone in favour of remedial response.

Lastly, it should be noted that there continues to be a
deficit in awareness among developing country govern-
ments (and central finance agencies in particular) that
adaptation is an issue which should be mainstreamed
across the domestic budget process, as part of the pursuit
of broader development goals. Testament to this is the fact
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that this research has identified no evidence or examples
of developing country governments which have pursued
climate budgeting reforms endogenously: rather, it tends to
come about as a result of some external institution which
has sought to sensitise partner governments regarding
the need for reform, and to provide the relevant technical
assistance. Peer-to-peer learning on this topic has helped
generate more awareness and internal demand, but this
has yet to reach a tipping point whereby climate budgeting
is considered as a core pillar of sound PFM and climate
change management alike.

INSTITUTIONAL BARRIERS

A lack of appropriate institutional leadership is also
something which has hampered the mobilisation of
domestic finance for adaptation. In some countries,
climate change is still perceived to be a ‘ministry of environ-
ment issue’, even though CPEIRs have demonstrated that
the bulk of domestic public adaptation expenditure comes
not from ministries of environment (which have relatively
small budgets) but other ministries, such as agriculture,
local government, and infrastructure. This environment
perception can lead to insufficient engagement from
ministries of finance and ministries of planning, who, as
the guardians of planning and budgeting processes, have
influence over how resources are allocated, expended, and
accounted for. In general, when a sector ministry is put in
charge of a multi-sector issue, it rarely has the convening
power to ensure coordination and prioritisation. As demon-
strated in a number of the case studies (including the
Philippines and Afghanistan), leadership from the finance
ministry can be key to driving this agenda. In other cases,
ministries of finance are setting up dedicated units for
climate change, but these remain limited and often focus
on international climate finance. However, this is not to say
that the ministry of finance is the only relevant institution
to the climate budgeting; in reality finance ministries have
strong control only over high-level allocations in the budget,
but beyond this operational responsibility for using funds
lies with the line ministries (and in particular in the case of
adaptation, ministries of agriculture, land, water, energy,
infrastructure, and health)®. In some countries, climate
change councils or inter-ministerial committees for climate
change have been established; however, often these have
little to no ‘budgeting teeth’ and so relying on these to lead
can substantially undermine efforts to mainstream adapta-
tion into the budget.

Institutional coordination is also a challenge. The gov-
ernance of adaptation is a diverse responsibility which
should fall across multiple institutions; however, ministries
have different (and sometimes competing) priorities, man-
dates, jurisdictions, and constituencies, which complicate
the manner in which institutions should work together to
achieve adaptation objectives?’. This comes to the fore in
PFM systems, which tend to mirror the institutional setup
of government (i.e. by sector and agency, with differentiat-
ed areas of responsibility and clear lines of accountability),
and so do not to comfortably accommodate cross-sec-
toral concerns such as climate change adaptation. The
structure of the government budget is a case in point:
appropriations are usually structured by vote (i.e. admin-
istrative institution), enabling each agency to be held
accountable for the resources allocated to them, but pro-
viding little incentive for inter-agency collaboration. Take,
for example, programme budgeting, which is now practised
in many PFM systems across the world. When programme
budgeting was first devised it was intended to be a way

of clustering spending activities of government around

a common overarching policy priority (such as ‘poverty
reduction’ or ‘gender equality’), and as such was intended
as a means of strengthening the linkages between funding
and policy implementation. However, over time these pro-
grammes have migrated to mirror administrative setups,
with each programme falling under the auspices of a single
agency, like ‘primary education’ or ‘basic healthcare’ — so
as not to blur lines of accountability for results. As a result,
today examples of cross-ministerial budget programmes
are relatively uncommon (albeit not impossible — the case
of the Philippines’ Risk Resilience and Adaptation budget
programme, discussed in the next section, being one such
example). Government accounting systems are also not
normally designed to track cross-sectoral issues: they tend
to comply with the IMF'’s Classification of the Functions of
Government (COFOG), and there is no classification related
to climate change adaptation. This is because COFOG
categories are mutually exclusive, so an expenditure line
can only be coded to a single function??. Under this classi-
fication system, then, adaptation expenditures are coded
against the function to which they primarily relate, such as
forestry in the example in Box 1. In summary, mainstream-
ing adaptation means working in opposition to these
basic governing principles of PFM systems.
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POLITICAL AND GOVERNANCE BARRIERS

As detailed in Figure 1, the primary channels by which
domestic budgets can narrow the adaptation gap are
through improving the design of existing programmes to
increase the adaptation benefits (which would normally,
but not always, have an incremental cost implication), and
allocating a higher share of funds towards sectors and pro-
grammes which bring adaptation benefits. In both of these
cases, climate change adaptation would be competing with
other development objectives for scarce fiscal resources,
and it is not uncommon for political classes to prioritise
more expedient, short-term issues. This relates to the
uncertainty and complexity of climate change discussed
above, as well as the divergent timeframes between adap-
tation returns and a typical election cycle. Compounding
this is the well-documented reality that there are higher
political gains to be had from disaster response compared
to investment in prevention, as voters tend to hold politi-
cians accountable for the latter but not the former?®. Add to
this the fact that in some countries the presumed avail-
ability of donor assistance also undermines incentives for
governments to take preventive adaptation investment and
what emerges is a complex web of counterincentives for
domestic investment in adaptation.?

An active and well-informed accountability ecosystem,

in which states (legislatures and supreme audit institu-
tion), and non-state accountability actors (CSOs, media,
academia, and citizens) engage with one another and

the executive can help overcome some of these polit-

ical counterincentives, to ultimately improve climate
change-related budget policies, monitor execution, and
contribute to oversight?®. However, recent research led by
International Budget Partnership (IBP) in four countries
(India, Bangladesh, Philippines, and Nepal) found that there
were considerable barriers which prevent these account-
ability actors from fulfilling their functions in relation to
climate finance. These include the following:

* Lack of awareness among accountability actors on
how the impacts of climate change threaten develop-
ment priorities.

e Technical capacity gaps — among CSOs and journalists
there tend to be groups that work on climate change
and groups that work on budget issues, with minimal
interaction between them.

Lack of meaningful and detailed information on the
government’s adaptation spending, related to challeng-
es around fiscal transparency as a whole. Where the
government does issue publications on the public
expenditure, the information is often highly aggregated
and not in a format which these actors can interrogate.
It is also common for governments to make public
information on approved budgets but not on end-of-
year outturns, which offer a more meaningful picture of
where public resources are going.

Relatedly, a lack of a clear, agreed definition of what
constitutes climate-related expenditures. As the expe-
rience in Nepal, summarised in Box 3 below, indicates,
even in countries where the government is reporting
on its climate expenditures, if the methodology used
to determine what ‘counts’ as climate change is not
well-understood or accepted, the results may not be
deemed credible.

Minimal opportunities for CSOs to engage in the bud-
get process in general, and therefore to influence how
funds are allocated for adaptation and other purposes.

Minimal engagement of supreme audit institutions on
climate finance issues.

Extensive use of earmarked funds for financing climate
action — such funds lie outside of core formal account-
ability systems, and lack adequate compensating
transparency?.
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m Climate budget tagging in Nepal?’

In Nepal, the Ministry of Finance has developed climate change tagging systems which enables it to report on
climate-relevant budget expenditures in the Annual Economic Survey. The code is added in the budgeting software,
which provides the opportunity to add policy tags. The climate change code was added to an existing code on
alignment with strategic pillars for government, a pro-poor spending tracking code, and a gender code. The code is
flat, i.e. it does not provide information on whether expenditure is for adaptation or for mitigation, or which National
Adaptation Plan pillar it contributes to. It does, however, allow for signifying the degree of alignment between the
budget allocation and climate change purposes. Ministries are given guidance on when to consider an allocation
climate change expenditure, through 11 expenditure purpose criteria. If expenditure ticks any one of the criteria,
(which includes purposes such as sustainable management of natural resource and greenery production, land use
planning and climate-resilient infrastructure, plans/programmes supporting food safety and security, promotion

of renewable energy, preparedness for climate-induced disaster risk reduction, prevention and control of cli-
mate-induced health hazards, and endangerment of biodiversity), it is flagged. A system is in place for the National
Planning Commission to review spending agencies’ proposed coding, before the budget is sent to the Finance
Ministry for assessment. However, this system has not resolved issues around accountability for climate finance.
The Commission, in its early review, noted that problems persisted in regard to identifying and demarcating climate
change actions, as ministries had some scope to interpret the criteria. Over the first three years of implementation,
the amount of resources tagged grew significantly, but it was not clear whether this is because new funding was
being provided for adaptation expenditure, or whether it was just that more of existing funding for environmental,
health etc expenditure was being tagged as spending agencies learnt how the system worked and responded

to the incentives in place for heads of ministries, departments, and agencies to show higher climate change
expenditures. Initially, too, the system only applied to budgeted and not actual expenditure. It also only covered
national and not sub-national expenditure, where much of localised climate adaptation expenditure would occur.
The information was also not machine-readable, making it difficult for non-state actors to take up and assess
expenditure growth and distribution across government functions. Given their doubts as to the reliability of the
data, and these factors, there has been a lack of up take in CSOs using the information in Nepal. Non-state actors
also feel that there should have been a greater effort to reach consensus between actors on what would count as
climate change expenditure.
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3 Climate Adaptation and
the Budget Cycle

Despite the challenges laid out in the previous section, some
governments have managed to pursue varied and innovative
means of augmenting the volumes of budgetary resources
for adaptation. The experience of a number of countries —
including those discussed as case studies in the next section
— combined with the experience of other ‘thematic budgeting’
efforts (including gender, pro-poor, and equity budgeting,

see Annex 1), point to a wide range of potential entry points
for integrating adaptation into budgets and PFM processes.
These entry points span all stages of the typical budget cycle
and serve a single overarching purpose, which is to address
the shortcomings in prevailing domestic budget processes
that results in systematic underinvestment in adaptation.
By doing this, domestic budget processes could better opti-
mise public investment in adaptation, ensuring that public
expenditure overall is more resilient to climate change. These
budget cycle entry points are presented as a single diagram
in Figure 2, which is a synthesis of previous research?.

BUDGET PREPARATION

This stage in the budget cycle usually begins with the
forecast of revenue and expenditure projections, in view
of macroeconomic and fiscal sustainability targets. This
determines overall resource availability and defines the
aggregate expenditure ceiling. In consultation with the
cabinet and the president or prime minister, the ministry
of finance will then define the expenditure ceiling for line
ministries. Budget preparation guidelines, often known as
the ‘budget circular’, are issued, which contain instructions
on how to prepare the annual budget. Line ministries then
prepare their draft budgets, in some cases undertaking a
series of internal and external consultations as part of this,
before submitting them to the ministry of finance. After
this, the ministry of finance will normally hold bilateral bud-
get hearings with line ministries to discuss the submission
and agree on any changes required.

The entry points at this stage of the cycle are numerous,
and, to date, this has been where most of the effort has
taken place. Prominent examples include the following:

*  Public investment appraisal processes: Most gov-
ernments have certain guidelines on project appraisal
which must be followed in order for a project to be
included in the budget?. The objective of such apprais-
al is to ensure that only those proposals which are of
the highest priority for public resources are taken for-
ward. This particularly applies to capital investments,
where appraisal is usually a key pillar of a country’s
public investment management (PIM) system. Climate
change can be incorporated into a variety of different
appraisal techniques, from relatively simple multi-cri-
teria checklists (as has been done in Bangladesh)
to more robust cost—benefit analyses (as are used
in certain Indian states), with the intention that the
incremental risks, costs, and benefits associated with
climate change are factored into the appraisal (along-
side the economic, social, and environmental costs
and benefits, which are more routinely considered).
This process can be used to decide between different
spending options, or to improve the design of spend-
ing programmes to maximise their adaptation bene-
fits. Often termed ‘climate change impact appraisal’
(CCIA), the methodologies adopted have varied
depending on levels of capacity, time available, and the
volume of schemes to be analysed, as well as varia-
tion in how adaptation is conceptualised in different
locations (see Box 4). However, in its most robust form,
quantitative climate-sensitive cost—benefit analysis
can be demanding in regard to capacity, particularly
in contexts where underlying appraisal capacity is
already weak, and so it is usually only targeted to those
programmes where it is expected to make the largest
material difference. The case study of Chhattisgarh
State, India, demonstrates how this process led to a
redesign of significant adaptation-relevant investments
in the Department of Water.
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BOX 4 Principles and requirements of CCIA

CCIA is an approach to systematically assessing the implications of climate change for the performance of
programmes. At the same time, it can be used to assess the extent to which a particular programme addresses
climate change, be it through adaptation or mitigation.

CCIA, using a benefits-based approach to estimating climate change relevance (explained later under Box 7),
follows some key basic principles. Firstly, assessors need to assess the full array of benefits and costs of a (pro-
spective) programme. This means building up a comprehensive picture of all the benefits, be they economic, social,
or environmental, as well as any adaptation or mitigation benefits. This involves estimating a ‘counterfactual’ — that
is, the situation without the specific programme or expenditure — and comparing it to the situation with it.

Secondly, assessors try to tell the climate change story — by which we mean they estimate the sensitivity of those
benefits to climate change. This can be done by assessing benefits under two scenarios: one where climate
change is not taken into consideration, and one where it is. Any difference between the net benefits under these
scenarios will be due to adaptation or mitigation.

There are a variety of methodologies which can be used for CCIA, and the most appropriate one depends on the
purpose of the appraisal, and the amount of data and time available. In most cases, a rapid appraisal is suffl-
cient, and will draw on a variety of sources of evidence, some quantitative and some qualitative, drawn from case
studies, existing surveys, and other research, adjusted as necessary to reflect local circumstances. Any remaining
gaps can usually be reasonably filled through the analyst's assessments, and can employ such techniques as
multi-criteria analysis, where assessors are required to score various benefits, to give a qualitative assessment of
their relative weight. Such an appraisal can be completed relatively quickly (a rapid budget scoring exercise can
cover a ministry’s budget in a matter of hours) and it can be conducted by anyone familiar with the project and
with some understanding of the forecasted impacts of climate change. This makes it amenable to roll-out across a
government or agency. While such rapid appraisal methods aim to introduce some structure and objectivity to the
appraisal, there is still quite a bit of scope for subjectivity. The real value in the process comes from transparently
laying out all the appraisal assumptions, so that they can be debated openly by all stakeholders.

For large programmes, it may be justified to invest in more detailed, quantitative CCIA. This is particularly true of
programmes that are seeking significant funding and/or are strongly affected by climate change. Quantitative
CCIA draws on established methodologies of cost—benefit analysis to quantify the ratio of costs to benefits of the
programme (with and without taking climate change into consideration). It looks over an expanded time horizon
(up to 20-25 years) to capture the growing impact of climate-induced losses and damages, and applies a discount
rate to reflect a preference for near-term benefits over those in the long term. Such programmes would usually be
subject to an impact appraisal, which often requires several person-weeks of expertise, and the climate dimen-
sion to the appraisal would add another week or two of expertise. Quantitative CCIA is quite capacity-intensive,

as it requires an understanding of cost—benefit analysis techniques, as well as an ability to quantify the impact of
climate on these. Therefore, while quantitative CCIA can be undertaken by line departments within government,
external technical assistance may also be required.
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Macroeconomic forecasting and fiscal sustainability
analysis: Unfettered climate change acts as a signifi-
cant dampener on a country’s economic growth projec-
tions, but at the same time countries need to balance
their adaptation financing ambitions with fiscal and debt
sustainability objectives. To this end, in some countries
there has been an effort to incorporate climate change
considerations into macroeconomic forecasts and fiscal
sustainability analysis. This sort of approach has been
particularly useful for bringing ministries of finance on
board with the adaptation agenda. For example, the

IMF, in partnership with the World Bank, is supporting
countries to develop appropriate macroeconomic policy
frameworks that take into account climate change
impacts and response measures — see the example
discussed in the box below.

m Climate Change Policy Assessments®

Climate Change Policy Assessments are an initiative
of the IMF and World Bank, to provide a big-picture
assessment of a country’s policy response to climate
change from a macroeconomic and fiscal sustain-
ability perspective, and to suggest macro-relevant
reforms which could strengthen the country's like-
lihood of successfully implementing its Nationally
Determined Contributions (NDCs). Using a template
of standard questions which mirrors the NDC for-
mat, Climate Change Policy Assessments are brief,
policy-oriented documents which have so far been
prepared for Belize, St Lucia, and Seychelles.

The Seychelles assessment, for example, found that
the financing needs for projects identified in the NDC
amount to 3% of GDP a year between 2017 and 2030,
which implies a substantial but not extreme scale-

up of investment, which is likely to be consistent

with debt sustainability targets. It also warned that
the pace of mobilising climate investment is slower
than would be consistent with completing the NDC
package by 2030—i.e., faster investment would be
called for in future years. To this end, the assessment
recommended that ‘climate change objectives and
activities are systematically identified throughout

the budget, and investment projects explicitly linked

to these, and identified the planned introduction of
programme performance-based budgeting as an
opportunity in this regard. It also provided further rec-
ommendations around building capacity for effective
public investment appraisal and monitoring, and closer
management of off-budget donor funding.

Annual budgeting frameworks: Ministries, in their
budget submissions to the ministry of finance, will
often be required to prepare an annual budgeting
framework which sets out the key ministerial pro-
grammes, and often KPIs for each ministry. In relevant
ministries, adaptation needs can be reflected in these
documents and climate-related KPIs need to be includ-
ed. For example, climate change has been integrated
into the annual budget frameworks of certain ministries
in Bangladesh, including the agriculture ministry.

MTEFs: The practice of applying MTEFs is now wide-
spread, and involves laying out allocations to spending
agencies over a three- to five-year period, as opposed
to just a single year. Climate change can be introduced
into this framework, giving certainty and predictability
to agencies on their climate expenditure planning, while
allowing for alignments with other priorities along the
way®'. However, this assumes that the MTEF is credi-
ble, i.e. that outer year allocations are based on realistic
expectations and for the basis of future appropriations
(which is often not the case). For example, climate
change has been integrated into the MTEF of the Ministry
of Water Resources, Pakistan, from 2018/19. This means
that the Ministry has a budgetary allocation for its invest-
ment in climate-resilient water infrastructure which spans
three fiscal years, totalling approximately $370 million.
The approach is expected to be replicated next in the
Ministry of Food **

Budgeting guidelines: The government's budget circu-
lar can be adjusted, or an additional circular prepared,
to require line ministries to prioritise climate adaptation
programming and/or to explain how their submitted
programmes contribute to adaptation and how they
are linked to the national strategies around adaptation.
Suggested target levels for each ministry with respect
to climate spending could also be indicated, although
guidance would be required on how to classify and
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weight climate expenditure. Budget guidelines are
followed by all spending agencies and infrequently
changed, so integration of climate change in them

is seen as a low-effort, high-return investment.

The case study of Afghanistan describes how the
Ministry of Finance developed climate budgeting guide-
lines to ensure the mainstreaming of climate change
considerations across agency budgets.

Budget hearings: Ensuring adaptation is an agenda
item or consideration in budget hearings conducted
by the ministry of finance is one means of ensuring
that decisions on resource allocations promote
climate-compatible development. This can be formally
done by adding to the official budget appraisal criteria,
or by having it as a standard agenda item, but in prac-
tice relies on those engaged in the negotiations being
adequately sensitised. The case study of the Philippines
gives an account of how the Department of Budget
and Management (DBM) ensured climate change was
systematically incorporated into budget hearing discus-
sions, using climate budget briefs as an analytical input
and engaging with the Climate Change Commission.

BUDGET APPROVAL

Once agency budgets are finalised and consolidated,
they are presented as an appropriation bill to parlia-
ment. In some cases a budget committee or similar will
scrutinise the budget, and may call different ministers
to defend their submission. There may or may not be
opportunities for civil society and external actors to
participate in this process, depending on the context.
The budget may be returned to the government for
further revisions. Once parliament approves the budget,
it is adopted as legally binding.

The main entry points at this stage are the following:

Budget statements / speech: When the budget is
reviewed by parliament, it is initially presented by the
minister of finance, in the budget speech. This is one of
the key annual policy statements of the government as
it presents the resource allocation priorities of the
government, with their overall rationale and political
context. The budget speech is often televised and
reported live by media and analysed carefully by
commentators and journalists. While it is an ambitious

objective, some countries have succeeded in including
climate adaptation in this budget speech by the minis-
ter of finance. This was the case in Bangladesh, when
the Minister of Finance in 2017 used the opportunity of
the budget speech to table the Climate Budget Report,
which was then praised by the Prime Minister.

Parliamentary scrutiny of the budget: Ensuring

the parliament has the information and capacity to
scrutinise the government budget from a climate
change perspective, predominantly through trainings
and toolkits, can be an important means of increasing
awareness among lawmakers, and with time should
help them to hold the government to account in regard
to meeting its financial commitments related to cli-
mate change. The turnover in elected officials requires
that sensitisation and training is undertaken often. In
Nepal, a Climate Budget Review Toolkit has been devel-
oped for the Finance Committee and the Environmental
Protection Committee to use in fulfilling their

oversight responsibility.

Cross-committee engagement: Some legislatures
have climate change committees, although the extent
to which these consider financing issues varies.

The core of budget examination is typically done by
flnance or budget committees, but these do not usually
consider climate-related spending as a distinct issue.
Cross-committee engagement can help close this gap.
In the Philippines Senate, the chair of the Senate budget
committee is also the chair of the climate change com-
mittee, which ensures that climate change issues are
systematically taken up in legislature budget discus-
sions. However, this combination is not institutionalised
so there is no guarantee that it will be sustained when
the Senate seat turns over .
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BUDGET EXECUTION, MONITORING,
AND REPORTING

This is the stage when the planned activities are imple-
mented. The budget execution process is initiated when
the ministry of finance releases funds to line ministries
in line with the approved budget. Agencies can then
procure goods and services, and spending is initiated.
Deviations from planned budgets are common in devel-
oping countries, either because the planned releases
from finance do not materialise or because spending
agencies do not have the capacity to fully expend the
resources received. Budget revisions are commonplace,
often in the form of virements (transfers between line
items within the budget), the issuing of a supplementary
budget (following an exceptional change in circum-
stances), or through budget cuts (following overspend
or a fall in revenue). Accounting and monitoring of
revenues and expenditure informs whether the budget is
being implemented as agreed, and can include financial
and non-financial performance indicators.

The entry points at this stage of the cycle include
the following:

Expenditure tracking, including through the use of

a budget tagging system: Expenditure tracking is a
widely deployed tool used by governments to assess
whether past expenditures were in line with policy
objectives, to reveal trends in spending (including
whether amounts are increasing or not), and to identify
inefficiencies in spending. In the climate field, these
have ranged from one-off in-depth analytical diagnos-
tics (predominantly in the form of CPEIRs) to more
regular budget analyses. A major trend in recent years
has been the move to institutionalising climate budget
analysis through the introduction of a climate budget
tagging or scoring system. Some learning on this expe-
rience is summarised in Box 6. The case studies in the
Philippines, Afghanistan, and Odisha and Chhattisgarh
in India all include an aspect of climate budget tagging,
with each location adopting a different approach.

Performance indicators: With the spread of perfor-
mance-based budgeting (whereby budget allocations
are linked to performance against agreed indicators)
some countries are seeking to ensure indicators are
defined which capture the adaptive performance of

relevant programmes. There are challenges associated
with defining meaningful performance indicators for
adaptation, and typically the ones that are used focus
on outputs rather than outcomes. For example, the
Pakistan Ministry of Water Resources’ climate-resilient
water infrastructure programme has outputs and KPIs
relating to climate change adaptation, including the
number of flood mitigation initiatives undertaken®*.

Processes for cash management, and managing
budget revisions: As noted above, it is not uncom-
mon for implemented budgets to vary considerably
from planned budgets, due to shortfalls in revenues

or changes in spending plans. A study looking at
domestic financing for NDCs in Ethiopia, Ghana, Kenya,
and Uganda®® found that the approved budget was a
poor predictor of actual spending on climate change
actions, with actual expenditures in each of the coun-
tries being significantly less than the budgeted amount.
This suggests that a key entry point for impacting on
adaptation spending may be to ensure that in the face
of funding shortfalls, adaptation programmes enjoy
some degree of prioritisation or protection from cuts.
To date, there is little developing country experience

of these sorts of measures to draw upon (at least in
relation to adaptation), however there is some expe-
rience from OECD countries. For example, the UK
Government's Department for Environment, Food and
Rural Affairs manages a ring-fenced budget for flood
and coastal risk management in the UK, as well as one
for international climate funds. In the UK context, this
means that savings in these budgets may not be used to
fund pressures on other budgets. Furthermore, within the
gender-responsive budgeting field there has been some
analytical work to consider how budget cuts dispropor-
tionately impact women, and efforts to mitigate this.
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BOX 6 Climate budget tagging: a summary of experience 3¢

As discussed under Section 2.2, government accounting systems do not typically allow for the tracking of
cross-sectoral expenditures, including climate change adaptation, because the chart of accounts coding catego-
ries are delineated by traditional sectors, are hierarchical, and are mutually exclusive. Climate budget tagging has
emerged as a response to this constraint, as a tool for monitoring and tracking climate-related expenditures in the
national budget system. Climate budget tagging works by flagging budget lines that are relevant to climate change
adaptation/mitigation, and recording budget allocations and/or expenditures which are made against those lines,
to provide an overall picture of climate-related spending. This can either be done through a standalone analysis or
budget datasets, or it can be automated by integrating the tag into the government'’s electronic financial manage-
ment system. Some countries will publish the results as a standalone ‘climate budget report’ (like Bangladesh),
whereas other countries will report them as part of routine budget outputs (like in Nepal).

Climate budget tagging is intended to serve a number objectives: i) it enables policymakers to plan and allocate
resources to better tackle climate change-associated impacts; ii) it is an important means of promoting transpar-
ency and accountability; iii) it provides a baseline analysis of the existing level of effort against which progress in
scaling up adaptation finance can be tracked over time; iv) it permits governments to demonstrate the degree to
which they are supporting adaptation using domestic funding; and v) it can also encourage government agencies
to incorporate climate considerations in programme and project design.

The primary challenge in relation to climate budget tagging relates to defining and delineating the functional area
of relevance, in this case adaptation (and potentially mitigation). As discussed above, there is no universally accepted
definition of adaptation, so countries will tend to refer to their domestic policy context to define the scope. On top of
this, as discussed in Box 1, very few government activities are wholly and specifically for adaptation purposes, rather
it is much more common for adaptation to be part and parcel of broader development investments. This makes it
necessary to apply a weighting as a proxy for the climate change relevance of a particular programme, for which
different methodologies have emerged over the last decade (see Box 7 for a detailed discussion on this point).

As a growing number of countries adopt climate budget tagging, with many going into their third or fourth year of
reporting, the following lessons are emerging:

® Tagging is not an end in itself. Unless the information resulting from the tag, analysis, or review is used to
inform climate change policy, planning, or budgeting, or to strengthen accountability around climate change
commitments, it will remain an academic exercise of limited operational value. Some countries have used
tagging formation to directly inform budget decisions (such as in the Philippines case study) or the design of
programmes (such as in the Odisha case study); however, in other locations the value added is less evident.

® Tagging of budget allocations is more common than tagging of actual expenditures, but, given that expendi-
tures can depart significantly from allocated amounts, for a meaningful assessment, both are required.

® Budget tracking should be viewed as a first step in a performance management system, which also
requires an accompanying assessment of the outputs, outcomes, and impacts of relevant programmes.
This is not something that a budget tagging exercise can provide — other financial, economic, and climate
analyses should complement the budget tracking tool to evaluate effectiveness of adaptation investments
(including CCIAs).

® The use of tagging results by accountability actors has been minimal to date. Too often the reports are
impenetrable for non-technical audiences (although citizen climate budget reports, which attempt to convey
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key messages in an accessible and visually engaging format, can aid in this respect). In other cases the informa-
tion shared does not give enough detail to support meaningful monitoring by CSOs, or a lack of understanding
around the methodology means the results are not deemed credible (see Box 3).

No countries are yet accounting negative investments in their assessments (i.e. spending which is not consis-
tent with climate-compatible economic development, including maladaptation).

A primary benefit of climate budget tagging has been in providing an entry point for engaging ministries of
finance, and from a line ministry perspective as a means of attracting additional budget adaptation activities.

In terms of institutional engagement, climate budget tagging usually requires the engagement of the ministry
of finance, as the overall controller of the budget system; however, it is often spending agencies (as the parties
most familiar with the details of budget programmes) that apply the tags. Involving them in this way can ensure
that the quality of investments (from a climate change perspective) improves over time. Environment / climate
change ministries or commissions can play a key role in quality assurance.

There is a trade-off between the degree of accuracy and the level of effort and capacity required. This
relates to the level of expenditure which is tagged (more granular approaches, i.e. tagging at activity or activity
component level, might be more accurate but can be highly labour intensive), and the weighting methodology
(approaches that draw on cost—benefit analyses / CCIA being more robust but more demanding in terms of
capacity and data).

The lack of consensus or standardisation around climate change relevance weighting is a cause of confusion
and prevents cross-country comparison. Some experts consulted for this paper felt it would be pertinent to wait
for consensus on this issue before countries invest more in budget tagging, others felt the variation in country
approaches should be nurtured alongside peer-to-peer learning, and that cross-country comparison matters less
than temporal trends within countries.

Efforts to expand climate tagging to the local level are relevant in fiscally decentralised contexts but can be
demanding where local government PFM capacity and/or understanding of climate issues is limited.

To date, climate budget tagging efforts have been dependant on technical assistance (usually from UNDP, World
Bank, or the UK Department for International Development (DFID)), and the sustainability of efforts beyond the
life-cycle of these engagements remains to be seen. However, reporting results in routine budget publications
and engaging CSOs are probably strategic measures from this perspective.

The Role of Domestic Budgets in Financing Climate Change Adaptation
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ACCOUNTABILITY AND EX-POST OVERSIGHT

During this phase, external auditing provides finan-
cial and legal probity in regard to the actual use of

the budget (versus the intended use). The legislature
has a key role in assessing regularity of expenditure,
implementation, and performance. Typically, a pub-

lic accounts committee examines the regularity of
accounts and expenditure (from a policy-neutral per-
spective), while sectoral committees examine the extent
to which spending has achieved policy goals. At the
same time, civil society can have a key role in ensuring
resources are used for their intended purposes, and
highlighting instances of misuse or inefficiency.

Key entry points for mainstreaming climate change adap-
tation in this phase of the budget cycle relate to ensuring
that those institutions which make up the ‘climate finance
accountability ecosystem’ (CSOs, journalists, legislative
bodies, and supreme audit institutions) have the capacity
and resources to enable them to scrutinise public finances
from an adaptation perspective. Experience points to a
number of different good practices:

* Parliamentary scrutiny: Parliamentary climate change
committees and sector committees in key adapta-
tion-related sectors can play a role in scrutinising gov-
ernment reports to determine whether adaptation-re-
lated targets have been met. In Nepal, a Climate Budget

Review Toolkit is used by members of the Standing
Committees on Finance and Environment.

Performance audits: Creating an increased role for
supreme audit institutions both in terms of quality
assuring the climate budget reports and conducting
performance audits which consider performance from
an adaptation perspective are emerging entry points.
The Bangladesh case study briefly discusses how the
Office for the Comptroller and Auditor General is adopt-
ing climate-related dimensions into its performance
audit protocols.

Role of non-state accountability actors (including
CSO0s and the media): The potential roles of these
accountability actors include both direct engage-
ment (for example, where it is allowed, participating

in budget processes by engaging the finance minis-
try/planning ministry and delivery ministries on the
incorporation of climate change in budgets) or indirect
participation (for example, raising awareness on cli-
mate change finance issues through media articles or
conducting analysis, including commentary on govern-
ment budgets)®’. The Bangladesh case study describes
how a coalition of civil society actors came together to
produce a civil society response to the Government's
Climate Budget, including issuing a series of key
demands for the Government to improve the quantity
and quality of its spending on adaptation.

Figure 2: Entry Points for Mobilising and Managing Resources for Adaptation Through Domestic Budgets

Figure 2 summarises these
key entry points for mobilising
and managing resources for
adaptation through domestic
budget processes. It brings
together and builds on other
research on this theme®8 Entry
points for mobilising and man-
aging resources for adaptation
through domestic budgets
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There are various modes of mainstreaming climate
change into domestic budget processes. For example,

it may involve initiatives which are oriented from within
centre-of-government agencies, as well as sectoral
agencies. In general, reforming PFM processes and
systems requires working with ministries of finance and/
or planning, for example to amend budget guidelines or
investment appraisal processes, or to make changes to
flelds in the expenditure recording systems. However,
working with line ministries in key sectors, for example on
integrating adaptation into their budget submissions, can
be complementary to this.

Similarly, climate budgeting methodologies are valid at
different levels of government (national and sub-national).
Depending on the degree of fiscal decentralisation in a
country, as well as the assignment of expenditure respon-
sibilities to sub-national governments, it may be more
impactful to mainstream climate change adaptation into
sub-national budget processes. Furthermore, the litera-
ture suggests that working with local governments can
improve the relevance and ownership of climate budgeting
reforms, and may be more appropriate given that adapta-
tion expenditure related to climate impacts like flooding
are often localised to particular towns, cities, or regions.
However, the challenges working at lower levels are often
more pronounced, in particular due to weaker levels of PFM
capacity than is usually found at national level.

BOX 7 Diverging approaches to assessing climate change relevance®

Although all of the initiatives identified in this research can
be situated around the budget cycle, the wide variation in
approaches adopted suggests that there is no ‘one size
fits all’ approach for how to mainstream adaptation in
budgets. This variation is derived from the variation in con-
text, including the prevailing features of the PFM system,
baseline levels of capacity, and nuances in how climate
change adaptation is understood. This diversity should be
welcomed, though not at the expense of the evolution of
common approaches and standards, generated through
cross-country research and peer-to peer exchange. Areas
where some greater standardisation might be of value
include the approach to estimating the climate change
relevance of spending programmes (given that adaptation
is typically one aspect of a broader development invest-
ment), which is discussed in Box 7.

When devising an optimal strategy for mainstreaming
climate change adaptation into domestic budget process-
es, diagnostics and other decision-making support tools
have proven valuable for providing a road map of future
areas for reform. The most common such diagnostics
has been CPEIRs, which involve a systematic qualitative
and quantitative analysis of a country’s public expendi-
tures and how they relate to climate change, as well as

a set of recommendations for improvement. CCFFs can
serve a similar purpose, with components that typically
include an assessment of economic losses and damages
from climate change, analysis of current levels of cli-
mate finance and the resulting financing gap, ending with
recommendations around how to best mobilise additional
resources, including those from the domestic budget.

Interventions which provide adaptation benefits are usually part and parcel of broader programmes that promote
sustainable development, with examples of investments that are specifically for adaptation purposes being relative-
ly rare. This means we need a way of assessing the varying relevance to climate change adaptation of different
spending programmes. This is necessary for informing ex-ante spending decisions and decisions around the design
of public expenditure programmes, the logic being that from a climate change perspective, more emphasis should be
given to those investments which deliver higher adaptation returns. This is also needed for ex-post expenditure track-
ing purposes, to enable us to untangle how much of the budget is going to adaptation, and to track trends over time.

Climate change relevance (CC%) is a measure of the percentage of a programme or budget line which is assumed
to be related to climate change (adaptation or mitigation). Broadly speaking, two approaches to assessing CC% have
emerged: an objectives-based approach and a benefits-based approach (the latter is sometimes referred to as the

climate benefits share method).
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The objectives-based approach originated from the CPEIR exercises and is also used in OECD ODA climate change
markers. Under this approach, the assessment focuses on the extent to which climate change is part of the explicit or
implicit objectives of the programme, with bands defined which typically look like the following:

® 75-100%, where climate change is a primary objective of the spending programme;
® 25-75%, where it is one of a mix of objectives; and
®  25% or less, where climate change is a secondary or significant implicit objective.

Take an example of a hypothetical forestry project, whose stated objectives include i) generating income from timber
sales; i) improving biodiversity of local area; and iii) reducing flooding in nearby villages. Under this scheme a CC% weight
of 25-75% would be assigned as one of the objectives is adaptation-related.

The benefits-based approach has emerged more recently, and is commonly applied in climate change financing
frameworks. The assessment of CC% is based on analysis of the proportion of total benefits from the programme
associated with adaptation and mitigation, as compared with other types of benefits (economic, social, and environ-
mental). This is done by comparing the benefits delivered if there is no climate change (i.e. the development benefits
do not change and adaptation/mitigation has no value) with the benefits if it does happen (i.e. the benefits increase—or
decrease for maladaptation—and reductions in greenhouse gas emissions have a value). It draws on cost—benefit
analysis and CCIA techniques.

The typical values which emerge are much lower than those that come from the objectives-based approach, ranging
between 0—33%, where 33% indicates adaptation and/or mitigation make a substantial contribution to benefits and thus
climate change is highly relevant to the programme's resuilts.

Returning to the hypothetical forestry project, assuming CCIA analysis had provided the following estimates of benefits,
a CC% weight of 7% would be applied (10/135)

Value of projected impacts

Income from logging $110 million

Biodiversity $15 million

Climate losses avoided from reduced flooding $10 million
Total $135 million

The objectives-based approach has clear advantages, including that it is intuitive and easy to apply by anyone with
access to information on project objectives, and so is amenable to relatively low-cost, rapid roll-out across govern-
ment. However, it is highly subjective, and because objectives can be manipulated, it is vulnerable to ‘greenwashing/, i.e.
inflating claims of CC% in order to gain access to climate funds. The benefits-based approach appears to adopt a more
data-reliant, rigorous methodology; however, by virtue of this it is more demanding in terms of time, data needs, and
capacity requirements, and in governments where existing investment appraisal standards are low, its application can
be reliant on technical support.

There are variations within these two broad categories — the case studies in Chhattisgarh and Odisha describe a variant

of the benefits-based approach, for example. One challenge associated with this lack of standardisation is that it severely
hinders cross-country analysis, and it is for this reason that climate budget tagging systems are not used for international
reporting purposes. From a domestic governance perspective this is less of a concern as what matters most are the trends:
is more being spent on adaptation over time and are budget processes prioritising programsnmes which deliver greater adap-
tation benefits? These questions can be answered adequately using either approach outlined here.
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Climate budgeting focuses on how adaptation can be
mainstreamed into the government budget: it stops short

of discussing dedicated climate funds, even those that

are domestically financed, which tend to operate outside

of routine budget processes (for example, with separate
oversight structures and decision-making processes for
how the funds resources are allocated). This focus on
mainstreaming climate adaptation into the government
budget is deliberate, and reflects a number of strategic
advantages that a mainstreaming approach has, compared
to standalone funds. First, we note that mainstreaming
befits the nature of adaptation (given its interconnected-
ness to development, as set out in Box 1). Furthermore, as

a financing strategy, mainstreaming typically has greater
potential impact in terms of the volume of funds that can
potentially be mobilised. We note also that specific-issue
funds often lack the capacity to implement, leading to high
volumes of unutilised funding (if mainstreamed, imple-
mentation makes use of all of a government's capacity to
implement), and that mainstreamed funding is more likely to
be scrutinised as part of routine oversight and audit. While
these facets point to considerable advantages to main-
streaming vis-a-vis earmarked funds, we do not suggest that
there are no cases where earmarked fund modalities can
add value to an adaptation financing strategy; however, such
cases are not investigated as part of this research.

Because domestic budgets are so well-suited to delivering
adaptation finance, an argument can be made for making
use of them to deliver international climate finance too.
Indeed, this is the objective of climate-related budget
support modalities, which have been deployed by a num-
ber of donors and multilaterals including the European
Union, the Japan International Cooperation Agency, the
Asian Development Bank, and the World Bank. Through
these modalities, the provision of general or sector budget
support is provided contingent on the government meet-

ing a number of pre-agreed disbursement criteria, typically
related to climate change as well as broader governance
concerns (see discussion of the World Bank’s climate-related
Development Policy Operation in Samoa in Box 8). As budget
support, these mechanisms contribute to domestic financ-
ing, which may be used for any public expenditure purpose,

including adaptation. As with own-source revenues, the sorts
of climate budgeting reforms set out above will increase the
likelihood of budget support resources being spent

on adaptation.
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BOX 8 Climate-related budget support in Samoa#*

In 2018, the World Bank approved the Development Policy Operation, aimed at boosting the macroeconomic and
financial resilience of Samoa to the effects of climate change and natural hazards, and at reducing the vulnerability of
Samoans to non-communicable diseases. The operation provides budget support through a combination of upfront
financing of S5 million, in addition to disaster-contingent financing of $8.7 million available in the event of a natural
catastrophe. In order to access this budget support, the Government of Samoa must meet a set of prior actions related
to strengthening macroeconomic and financial resilience, enhancing resilience to climate change, and reducing vulner-
ability to non-communicable diseases. The prior actions include the following:

simplification of the capital gains tax regime and facilitation of the collection of capital gains tax;

enactment of the Money Laundering Prevention Amendment Act 2018;

approval of Guidelines for the Application of the National Building Code to strengthen new single-storey residential
housing against climate-related risks and earthquakes;

approval of the Samoa Infrastructure Asset Management Strategy;

approval of Community Integrated Management Plans to strengthen the resilience of all 41 districts to the impacts
of climate change and natural disasters; and

the introduction of an integrated, computerised inventory management system for pharmaceuticals.

Source: World Bank (2018).
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4 Case Studies

In this section we present four case studies of locations
where budget processes have been adapted or capitalised
upon to be more responsive to adaptation needs, with

the ultimate objective of improving adaptation outcomes.
The examples are varied, to demonstrate the practical
application of different aspects of climate budgeting, and
include the following:

¢ the Philippines, where the government has introduced
a cross-sectoral budget programme for adaptation,
and operates a climate budget tagging system,
with reports that directly inform the annual budget
negotiations;

e Afghanistan, where the Ministry of Finance has rolled
out climate budget guidelines to help in the manage-
ment of domestic spending and to signal commitment
to the international community;

e the Indian states of Chhattisgarh and Odisha, where
CCIAs are used to inform tagging at the sector level in
these sub-national contexts; and

e Bangladesh, where the case study focuses on the
engagement of accountability actors in the climate
budgeting agenda, including civil society and the Office
of the Auditor General.

The Government of the Philippines has pursued a portfolio
of climate budgeting reforms which encompasses multiple
stages of its domestic budget cycle. This includes budget
preparation processes (with the establishment of a budget
programme specifically focused on adaptation), budget
approval (where budget hearings routinely consider climate
change), as well reporting and monitoring processes (thanks
to an embedded climate budget tagging process which
results in a series of climate budget reports throughout the
fiscal year).

Adaptive budget

Preparation programme

Climate
Budgeting

Execution,

Climate budget monitoring and
tagging reporting

Approval Budget
hearings

By virtue of its location, climate, and topography, the
Philippines is exposed to a range of climate-related hazards,
including typhoons, floods, landslides, and droughts, which
are already adversely affecting livelihoods, food security, and
economic development. For this reason, political support
for investing in adaptation has not been the stumbling

block in the Philippines, as in many other countries, with

the Government demonstrating a strong commitment

to a comprehensive reform agenda for climate change
adaptation since the Climate Change Act was passed in
2009. This law mandates the Philippine DBM to ‘undertake
the formulation of the annual national budget in a way that
ensures the appropriate prioritization and allocation of funds
to support climate change-related programs and projects in
the annual program of government'.

The Role of Domestic Budgets in Financing Climate Change Adaptation 31



In 2012, a CPEIR was conducted, which set the direction
for the climate change budgeting reforms “'. First among
these was the introduction of Climate Change Expenditure
Tagging (CCET). Jointly managed by the DBM and the
Climate Change Commission, the CCET is a comparatively
simplistic binary tag — i.e. spending lines are either marked
as climate change-related or not, without any weighting

to account for varying degrees of relevance. The relative
simplicity of this approach has facilitated its rapid roll-out,
to all national government agencies in 2013 and then to
local government units from 2014 onwards. However, the
process has faced challenges, particularly in relation to a
lack of awareness of what ‘adaptation’ means (particularly
among local authorities), and inconsistencies in classifying
and defining the level of funding budgeted for climate
change adaptation®.

Budget tagging in the Philippines’ case is not an end

in itself, rather it is used to ‘guide the formulation of
subsequent budgets to mainstream climate change
adaptation and mitigation strategies in the national
development process’ through a series of reporting outputs
and feedback loops*. Based on the climate budget data,
climate budget briefs have been developed to identify

the scope and scale of sector agencies’ climate budgets,
gaps in coverage, and the mix of activity types. The first
version of the brief is prepared based on the spending
agency'’s draft budget request and so sets out the
adaptation and mitigation investments the agency would
like to make, prior to negotiations with the DBM. A second
iteration relates to the President's proposed budget and
therefore encompasses all spending plans which have
been approved by the DBM to be tabled for discussion in
Parliament. The third report on climate investments relates
to the approved budget, according to which spending
agencies are then permitted to execute. Finally, since
financial year (FY) 2017 climate-related expenditures have
been published as part of the Budget of Expenditures and
Sources of Financing report. Phasing the climate budget
reporting in this way, which mirrors the timing and nature
of routine budget reports, helps ensure that climate budget
reporting becomes part and parcel of the Government'’s
publication cycle (the Government is now entering its

fifth year of reporting on climate spending). It also means
information is available to inform critical decision-making
junctures.

Another climate budgeting reform which the Philippines
has introduced relates to the programmatic structure of
the national budget. As is common across a lot of PFM
systems, the Philippines operates a programme budget
structure, which means that activities financed from

the budget are clustered together under the umbrella

of a common policy objective. As is also typical, most

of these programmes align under a single spending
agency, which is held accountable for the financial and
non-financial performance of the programme. However,
recognising that there are some areas of government
business where agencies need to collaborate instead

of compete for budgets, the DBM in 2012 introduced
‘Programme Convergence Budgeting’, to facilitate and
incentivise inter-agency collaboration. Under this innovative
approach, multiple spending agencies working towards a
common cross-sectoral policy goal form clusters under
the leadership of a lead agency. The cluster agencies then
collaborate to identify relevant interventions in their plans,
and submit a joint budget proposal to the DBM for funding
for converged programme activities, for which an amount
is set aside in each fiscal year*.

‘Climate Change Adaptation and Risk Resilience Program’
is one of the 11 converged programmes in the FY2019
Philippines budget. It provides an opportunity to bring
together under a convergence programme climate
change actions by participating agencies, which include
the Department Agriculture, Department of Budget
Management, Department of Energy, Department of
Environment and Natural Resources; the Department of
Health; the Department of Interior and Local Government;
the Department of Defence; the Department of Public
Works; the Department of Science and Technology; and
the Department of Social Welfare and Development*.

The activities under the programme are aligned with the
Climate Change Adaptation and Risk Resilience plan,
oriented around three outcomes, one of which is ‘improving
adaptive capacity of communities’. By ensuring there is a
separate pot of additional money available, the programme
provides an incentive to scale up adaptation and risk resil-
ience investments in priority sectors (while still allowing
mainstreaming across the rest of the budget). Ensuring
coordination under what is one of the most institutionally
diverse converged budget programmes has reportedly
been a challenge*); however, the DBM reports that the
Climate Change Adaptation and Risk Resilience Program
is the best-implemented programme convergence bud-
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get among the 11, due to the proactive leadership of the
Department for Environment and Natural Resources.

These two reforms, alongside a selection of other climate
budgeting interventions over the past five to six years,
have enhanced government capacity to make informed
decisions around budgetary investments for climate
change. From a sustainability perspective, it is promising
that many of the reforms have been made routine as part
of the annual budget process managed by the DBM, and
are integrated into official circulars and guidelines, with
some outputs appearing as a standing feature of regular
budget publications. Meanwhile, the technical assistance
in this area provided by the World Bank has tapered off but
these processes have been sustained.

In terms of the ultimate impact on the Government’s
spending on adaptation, these reforms have been credited
with contributing to the increased levels of national budget
allocations for adaptation seen in recent years, which has
seen a compound annual growth rate of 22% over the

last four years (see Figure 3). This suggests progress in
mainstreaming adaptation across the government budget.
At the same time, the Climate Change Adaptation and Risk
Resilience convergence budget programme is a growing
and important vehicle for national- level adaptation spend-
ing, as it has comprised over half of the national climate
expenditure since 2016 (see Figure 4).

Figure 3: National-Level Adaptation Appropriations in the
Philippines 2016-2019
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Figure 4: Climate Change Adaptation and Risk Resilience
Program Budget 2014~ 2018
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To summarise, there are a number of identifiable enabling
factors which have contributed to the results seen in

the Philippines, and which may have wider relevance.
Government leadership at the highest levels was
considered a primary factor in catalysing systematic
effort which has brought together a range of institutions.
The DBM has been implementing the tagging system
jointly with the Climate Change Commission, whereas the
National Economic and Development Authority leads on
the mainstreaming of climate change into planning and
the Department for Local Government has responsibility
transferring funds for local governments, including for
adaptation purposes (not addressed here). The culture

of the Government of Philippines, and that of the DBM

in particular, mean that it has been able to bring about
changes in the PFM processes relatively quickly, and
feedback loops have enabled necessary changes to be
identified, providing the cornerstone for rapid progress in
establishing a climate budgeting system. In addition, the
Climate Change Commission has reflected that ‘targeted
scientific assessments and amassing evidence of
successes’ has played a significant role in building cases
for financing and investments for resilience building*.
Finally, the World Bank technical assistance was critical
in defining the overall scope and the evolution of the
incremental tasks under a flexible design; as capacity has
been built, the technical assistance has scaled back but the
use of the CCET system has been sustained.

The Indian states are mandated to invest in climate change
adaptation, although their preferred mechanisms for doing
so vary. This case study looks at Odisha and Chhattisgarh,
where CCIA methodologies have been adopted as part

of budget preparation processes: in the case of the

former to facilitate mainstreaming and in the case of the
latter to demonstrate the value (from a climate change
perspective) from a few key investments. The case study
also demonstrates how climate budgeting can be applied at
the sub-national level from a sector perspective, and it also
demonstrates how establishing success and uptake with
one sub-national government can encourage peer learning
and wider uptake across the country.

Investment appraisal
Preparation (CCIA)

Climate
Budgeting

Execution,

Climate budget monitoring and
tagging reporting

All states in India are required to set out a package of
adaptation initiatives in their State Action Plans on Climate
Change (SAPCCs). However, implementing these plans has
proven a challenge for many state governments. Funding is
typically the critical stumbling block, as there is no specific
budget allocation or national government transfer for
SAPCC implementation; rather, the expectation is that the
states will finance initiatives primarily through their existing
budget activities.

Odisha was among the more proactive states of India with
respect to drawing up its SAPCC and identifying financing
for the SAPCC projects within existing budgetary schemes
(programmes). However, the state government recognised
that stopping there would amount to a partial effort to
mainstream climate change, as beyond the 12 or so
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budget schemes which could explicitly be linked to SAPCC
investments there was the rest of the budget to consider.
This led the Odisha State government to undertake a
climate budgeting exercise across 11 departments, with
technical support from the DFID-funded Climate Proofing
Growth and Development (CPGD) programme. This
entailed a preliminary screening, followed by a detailed
analysis of departmental budgets for their inherent
relevance to climate change and potential vulnerability

to adverse impacts of climate change, a variant of the
benefits-based approach drawing on CCIA techniques.
The process itself was initiated through a consultative
brainstorming involving all key departments linked with the
SAPCC, through which the CCIA tool was refined to reflect
local understanding of climate sensitivity and adaptation.
Following this, valuable inputs were provided by the Odisha
Climate Change Cell, the state nodal agency for climate
change, the departments of Environment and Forests,
Water Resources, Finance and Plan & Convergence.
Through this process the departments identified which
public investments were the most vulnerable to climate
change, as well as a set of specific opportunities in relation
to how those interventions could be reconfigured to
withstand future climate change risks. This was reported
in the State Budget showing the climate relevance and
sensitivity of all schemes of 11 departments (similar

to the Government's annual disclosure of the Gender
Budget), which is intended to now be a regular feature of
the budget document. This process not only served to
enhance Odisha’s credibility among its peers as a pioneer
in financing climate action, but also helped strengthening
decisions around budget allocations from a climate
change perspective.

The approach to budget screening which was adopted

in Odisha established a tested approach that was subse-
quently applied by the government of the neighbouring
State of Chhattisgarh. However, there the intention behind
the approach was instead to demonstrate the value of
additional financing to augment the adaptation benefits
of public investments in key departments. Given this, the
focus of budget screening in Chhattisgarh was intentionally
narrow, to permit a deep-dive into planned investments of
three climate-relevant departments. The process involved
listing the benefits of the programme as comprehensively
as possible, before scoring them (0-100%) based on their
assessed degree of climate relevance and vulnerability.
Based on this stock-taking, which revealed inherent adap-

tation (and/or mitigation) opportunities and gaps, planners
were able to identify a list of potential programme design
changes which could enhance the climate benefits in sub-
sequent planning/budgeting cycles. This combined exer-
cise of assessing the benefits and listing potential actions
to enhance benefits allowed the departments to bid for
additional climate resilience funds from the state budget,
and to defend its request convincingly. Specifically, it gave
the state’s Water Resources Department the evidence it
needed to request additional funding for a ‘building climate
resilience’ budget head, against which a budget of $5.7
million was approved, of which $730,000 is allocated for
projects in the year 2019/20.

Modest or low levels of understanding of how to address
climate change linkages with departmental activities, and
the lack of strong leadership for the climate agenda, is a
common challenge at the state level (usually the SAPCC
is owned by the Forest & Environment Department as the
nodal agency, which may not have much influence over
budget processes and financing decisions). However,
these two examples demonstrate how focused advocacy
and follow-through with select sectors, namely those
that showed greater understanding of and appreciation
for climate budgeting, led to successful adoption and
financial gains. It also points to different reasons why

a government might buy in to the climate budgeting
agenda. Being a forerunner among states in this domain,
the Odisha Government took up the mainstreaming agen-
da because it wanted to demonstrate a commitment to
financing climate change that went beyond the piecemeal
investments in the SAPCC. Chhattisgarh, on the other
hand, being a mining-intensive state, used the opportunity
to formulate concerted climate change responses and to
demonstrate their value to budget decision makers. Finally,
the case study points to the value of peer learning, as the
appraisal methodology developed in Odisha was subse-
quently adopted in Chhattisgarh.
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This case study from Afghanistan looks at how climate
change adaptation can be integrated into national budget
guidelines. This modest tweak to budgeting processes has
furnished the Ministry of Finance with a clear view of the
investments that support climate resilience or mitigation,
while also giving line ministries an indication of which
investments are vulnerable, to enable pre-emptive adaptive
actions. It points to the value of leadership by an institution
with the mandate to change budgets, while simultaneously
focusing on the few line ministries that are likely to expend
the majority of funds.

Budget
guidelines

Preparation

Climate
Budgeting

Afghanistan’s vulnerability to climate change impacts is
posing major challenges to its socio-economic development,
through drought and other weather-related shocks. At the
same time, over recent years the country has experienced

a steady decline in ODA. Recognition of this challenge
prompted the Ministry of Finance to make major strides
within the domain of climate budget analysis to enhance the
state of domestic financing for adaptation.

The Ministry of Finance first worked with international
partners to undertake a CPEIR that provided a snapshot of
the available adaptation finance across key sectors, and
revealed that between 2013 and 2015, the country spent
more than $100 million annually from its own development
budget on programmes that directly addressed climate
adaptation or mitigation. This was a pivotal insight as it
allowed the Government to demonstrate that it was making
strides to address climate change from its own resources,
as a means to encourage the international community to
shoulder its share of the burden.

Once this foundation was laid, the Ministry of Finance set
out to develop a systematic and structured approach to
determining the climate relevance of its budgets, through
the preparation of National Guidelines on Climate
Budgeting. This entailed undertaking a pilot CCIA analysis
of the programmes of three nodal ministries, namely the
Ministry of Agriculture, Irrigation and Livestock; the Ministry
of Energy and Water; and the Ministry of Rural Rehabilitation
and Development. This was done in order to arrive at a
granular understanding of the degree to which the planned
budget expenditure would contribute to improving climate
resilience or mitigation outcomes. It was also intended

to reveal the extent to which planned programmes will be
affected by climate risks and to provide entry points for
mainstreaming adaptation within them.

For implementation of the guidelines, a core leadership
group was formed composed of staff from the Ministry

of Finance and the Climate Finance Unit, supported by
DFID-funded technical assistance under the Action on
Climate Today programme. This group trained focal groups
in each ministry to undertake climate budget analysis, and
together analysed approximately 70% of the programmes
that constituted the total budgets of these ministries. Taking
one set of findings as an example, in 2019/20 57% of the
planned budget expenditure analysed for the Ministry of
Agriculture, Irrigation and Livestock was found to support
adaptation and mitigation.

Reviewing this initiative reveals a set of replicable lessons for
those attempting similar initiatives. First, it underscores the
point that you can make great strides if you focus inter-
ventions on the few ministries that are likely to expend
the majority of climate change funds. This is cheaper and
easier to roll out, and then you can work in much more
depth — rather than trying to design a system that treats all
ministries as equal in terms of climate change expenditure,
which may give you more complete information in terms

of coverage but less useful depth. Secondly, it is crucial

to ensure that such actions have the necessary political
backing. In this case, key members within the Ministry of
Finance leadership (including the former and current deputy
ministers) provided their public endorsement, and climate
change was also announced as a national priority in the
budget statement of the previous financial year. Third, it

is vital to anchor such initiatives within bodies that have
the institutional mandate to drive change. In this case,
however, it was the Ministry of Finance that was driving this
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agenda, which led to deep cooperation from line ministries.
Fourth, international technical consultants are helpful but
for change to be institutionally sustainable it is vital that
permanent government staff drive the process, even if this
causes delays. In this case, this effort was predominantly
run by personnel from the Ministry of Finance and the three
line ministries, with technical input being provided by only
one external consultant. Finally, this agenda is difficult to
grasp and operationalise, and therefore a phased approach
is essential. In Afghanistan, this work was spread out over
four years and started first with a relatively light-touch
CPEIR, which was instrumental in the Government under-
standing the value of this work. This then created the right
momentum for the Ministry of Finance to begin the process
of enforcing National Guidelines on Climate Budgeting.

This case study looks primarily at the accountability side

of climate budgeting, as it is emerging in Bangladesh.

It describes how a group of civil society actors there have
coalesced around the publication of the annual Climate
Budget Report and instigated a policy discussion with
Government about the adequacy and effectiveness of
financing for adaptation. It also discusses nascent efforts
to integrate climate change into the Performance Audit
Standards used by the Office of the Comptroller and Auditor
General. The case study demonstrates how local account-
ability actors, when working together and when provided
with funding and capacity-building support, can bring about
demand-side pressures for more and better public financing
for climate adaptation.

Engagement of CSOs

& the media Oversight and

Accountability

Performance Climate
audit Budgeting

Execution,
Climate budget monitoring and
tagging reporting

As Bangladesh is one of the world’s most climate-vulnerable
countries, the Government of Bangladesh has positioned
itself as a global leader in climate budgeting. It was among
the first batch of countries to have undertaken a CPEIR, in
2012, and the Government now publishes annual climate
budget reports that clearly indicate the level and trends of
climate-relevant budget expenditure. This has been made
possible with sustained technical support over a seven-year
period from UNDP, with SIDA, GIZ, and DFID funding.

At the same time, Bangladesh has a rich and vibrant

civil society that has a long history of engaging with the
Government on various issues, but not, until recently, on the
topic of climate finance. Therefore, there was a recognition
of the need to motivate the Government by celebrating its
considerable achievements, while also highlighting where it
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can do more to improve the quantity and quality
of adaptation expenditure.

This imperative drove a group of CSOs, led by ActionAid
Bangladesh and the International Centre for Climate
Change and Development (ICCCAD), to build a civil society
coalition that would engage in debates on domestic
financing of climate change adaptation in the country.
The process began with workshops and training on climate
finance, conducted in collaboration with national and
international experts, that included a review of various
methodologies being used to understand the climate
relevance of budgets, and to determine the adaptation gap.
Equipped with a fuller understanding of the Government

of Bangladesh’s Climate Budget Report, alongside an
appreciation of international experience against which it
could be critiqued, the group jointly agreed to table a set

of demands to the Government to enhance the state of
domestic financing for adaptation. They co-produced a
‘Civil Society Response to the Bangladesh Climate Budget
Report’, which aimed not only to demystify the climate
budget, but also examined the impact of climate-relevant
spending and presented a set of recommendations

for the Government. These included a demand for a

5% increase in the share of the budget going towards
climate-relevant activities in the next fiscal year (a target
which was derived based on past expenditure trends, and
international comparisons), and a request to also report

on the quality of climate-relevant spending (i.e. the results
it delivers), as opposed to only the quantity. The report
also underlined the need to consider methodological
improvements in determining climate relevance, and
suggested the establishment of a joint government—civil
society monitoring task force to gauge the effectiveness of
climate-relevant expenditure.

The Civil Society Response Report was published by the
civil society coalition and then circulated widely within

the Ministry of Finance. Following this, there was a public
discussion of it, hosted jointly by the Secretary of Finance
and the Secretary of Environment, involving over 70 senior
officials. This provided a unique opportunity to discuss all
facets of the report and to go over the recommendations
in detail with key decision makers. ICCCAD also hosted a
training session for journalists in the run up to the event,
ensuring the report and the discussion event received
national press coverage. Even though policy and advocacy
initiatives such as this take time to bear fruit, plans are

now afoot to start operationalising some of the report'’s
recommendations (beginning with the design of the
monitoring task force) that are likely to enhance the state
of domestic financing for adaptation.

At the same time, other complementary interventions are
seeking to strengthen other aspects of the climate finance
accountability ecosystem. UNDP has been supporting the
Office of the Comptroller and Auditor General to integrate
climate dimensions into its performance audit criteria.
To date, two such audits using the criteria have been
conducted. However, the ability of the Office to continue
this process after cessation of financial and technical
support has been questioned by some, underlining

the need for domestic prioritisation complemented by
long-term external assistance.

Reviewing these initiatives reveals a set of replicable
lessons for accountability actors attempting to enhance
the state of domestic financing for adaptation. First, even
though international technical experts add value, it is
crucial that credible local actors lead an initiative such
as this. In this case, ICCCAD and ActionAid were both
influential and respected organisations that were able to
mobilise a group of actors that were representative of
wider civil society. Similarly, UNDP supported the Office of
the Comptroller and Auditor to conduct climate-sensitive
audits, building on its mandate as Bangladesh's supreme
audit institution. Second, the involvement of intermediary
organisations that can broker trust between government
and non-governmental stakeholders is vital. In this case,
UNDP ensured that the Government understood the

aims and objectives of the CSO initiative, and therefore
welcomed this engagement at the highest level. In a
country where aspects of budgeting are tightly controlled
by the Government and the perceived interference of
CSOs in this domain carried the real threat of a negative
backlash, this careful management was essential. Third,
a certain amount of funding and donor support is crucial.
Even though many organisations engaged in this initiative
contributed their time pro-bono, support from DFID through
the CPGD programme contributed to organising meetings
and workshops, publishing the report, and soliciting the
input of select international experts to guide the process.
Fourth, capacity building is essential. In Bangladesh, as
in other countries, CSOs and journalists tend to fall into
one of two camps: those that work on climate change and
environmental issues, and those that work on economic

38 December 2019



and public finance issues. Climate finance tends to fall
between these, and bridging these capacity gaps was an
essential first step. Lastly, the combination of initiatives
working with different accountability actors, including
CSOs, journalists, and the supreme audit institution,
created an environment where different initiatives could
be tested, and complementarities between them helped
generate additional momentum (as in the case of the
journalist training, timed to coincide with the launch of the
CSO response report).

Example Press coverage of Civil Society’s Review of the
Bangladesh Climate Budget®

@he Baily Star

Wednesday, October 23, 2019
YOUR RIGHT TO KNOW

Home # Opinion ® POLITICS OF CLIMATE CHANGE

12:00 AM, Novernber 28, 2018 / LAST MODIFIED: 12:03 PM, Novemnber 28, 2018

Making climate budgeting
transparent

PHOTO: BRET HARTMAMN/REUTERS

Saleemul Hug

Bangladesh is among the world's most at-risk countries in relation to climate change
and the Government of Bangladesh has recognised climate change as one of the most
s;r‘ious threats to poverty reduction and development, and as such has made a number
of ambitious commitments to tackle it.
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5 Enabling Factors for the
Prioritisation of Adaptation in
Domestic Budget Processes

Based on the experiences summarised in the case studies
and the broader literature, this section presents a summary
discussion of the enabling factors which support the
prioritisation of adaptation in domestic PFM system:s.

As with the discussion of barriers, it is structured around
technical, institutional, and political enablers.

TECHNICAL ENABLERS

Integrating adaptation considerations into routine budget
processes is a promising means of mobilising sustainable
adaptation finance. By making sure marginal decisions
about how resources are allocated and spent go in favour
of adaptation-related programmes, as well as redesigning
programmes to optimise their adaptation benefits, there is
significant potential to see growth in adaptation finance.
For such an approach to work, however, it is necessary

to align climate budgeting reforms with domestic
budget cycles, and, wherever possible, to anchor the
changes in the prevailing PFM processes (i.e. to avoid
creating duplicate or parallel systems). PFM systems

are notoriously difficult to change, but once climate
change adaptation is integrated as a consideration in

the budget process, it is similarly difficult to remove it

in subsequent years. This approach is reflected in the
Philippines and Afghanistan case studies, where budget
guidelines and processes have been amended to include
routine considerations of climate change, with positive
sustainability prospects.

Relatedly, there is an opportunity for countries to capitalise
on a number of common PFM reforms, which are increas-
ingly widespread among developing countries, using them
as a vehicle and entry point to promote adaptation-relevant
interests. These include, for example, the following:

Using an MTEF to forecast the fiscal implications of
climate change for revenue and expenditures, over
the next three to five years (along similar lines to the
analysis underlying the IMF's climate change policy
assessments, described in Box 5).

Integrating aspects of climate change impact appraisal
into PIM processes, including appraisals.

Embedding climate budget tags into budget prepara-
tion systems and integrated financial management

systems to automate the process of tracking budget

allocations and expenditures for climate change.

Defining adaptation-related KPIs under the
performance-based budgeting system.

*  Where programme budgeting is practised, ensuring
programme mandates encourage adaptation-sensitive
investments (wherever relevant). Or, alternatively, defin-
ing a cross-sectoral programme for adaptation, learn-
ing from the experience of countries like the Philippines
which have sought to overcome the accountability
challenges related with this.

Typically, initial entry points for governments starting

out in this area tend to be around the budget formula-
tion stage, such as using elements of CCIA approaches
as part of the investment appraisal process, using the
budget circular to direct agencies to include adaptation in
their proposed budgets, or using budget tagging / scoring
systems to track budget allocations for adaptation. This is
a logical place to start, but should be viewed as a first step
in a performance management system which optimises
adaptation outcomes, the ultimate effectiveness of which
relies also on conducive approval, execution, and account-
ability processes®.

A key enabler is technical advice and peer-to-peer learn-
ing, particularly around climate budget tagging, citizens’
climate budgets, and climate change relevance / impact
appraisal. The role of knowledge brokers (e.g. the CPGD
programme, the Asia and Pacific Climate Finance Network,
AAl, and the Climate Action Peer Exchange) is valuable in
interpreting, sorting, and translating the wealth of informa-
tion available and tailoring it to government needs. That
said, there is an opportunity for further technical clarity and
peer-to-peer learning around elements of climate budget-
ing which remain technically challenging, including around
elucidating and downscaling climate change impacts to
country and sub-national level, and the demarcation of
adaptation (to determine climate relevance); as well as how
to integrate adaptation into downstream PFM processes,
including cash management operations, performance mon-
itoring systems, and audit.
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INSTITUTIONAL ENABLERS

Institutional coordination for effective adaptation delivery
is made more complex by the fact that the governance

of adaptation is highly dispersed and fragmented across
multiple institutions operating at multiple levels °'. For

this reason, the case studies (particularly those of the
Philippines and Afghanistan), as well as the experience of
other thematic budgeting efforts, including gender-respon-
sive budgeting, point to the value of designating a central
body with strong convening and/or decision-making
powers to lead government-wide climate budgeting
reforms, such as ministries of finance or planning, or the
office of the president or prime minister. This experience
has been echoed in other parts of the world too, including
Ethiopia, where the Ministry of Finance leads the oversight
of the Climate-Resilient Green Economic Plan. It is possible
that in some locations, climate change councils or equiv-
alent may have adequate convening power, but this would
need to be underpinned with strong linkages to the ministry
of finance for budgeting purposes. This has meant a shift in
who drives the process of climate finance mobilisation, from
ministries of environment or climate (which would common-
ly lead engagement around external climate finance and
extra-budgetary climate funds) to ministries of finance and
planning, which manage the public finance architecture. As
the Indian case studies demonstrate, it may be possible to
bring about some changes by working instead with motivat-
ed line ministries, but in doing so the scope of the impact is
limited to inter-sectoral budget reallocations, and sector-spe-
cific programme design changes. That considered, as the
Afghanistan case study demonstrates, focusing on reforms
in a few of the most adaptation-relevant ministries can be
a cost-effective strategy, as these tend to be responsible
for the vast majority of climate change actions.

While government necessarily needs to lead the climate
budgeting reform, it can be advantageous to also engage
local technical partners with the right relationships
with government, to open doors and act as trusted
advisers. The case studies point to the importance of
these partners being national or local, to ensure contex-
tual relevance and continued presence. ICCCAD fulfilled
this role in Bangladesh, as did the Institute for Financial
Management and Research in India, and UNDP country
offices elsewhere. Beyond this, the benefits of engaging
accountability actors in public finance processes extend to

climate budgeting too, including civil society, legislatures,
and journalists. The experience of engaging supreme audit
institutions is less advanced but is also promising. In all,
demand-side engagement is a new but growing area of
interest, with emerging lessons pointing to the need to
build local coalitions, to capacitate stakeholders around
public finance and climate change topics, and to support
CSO0s with funding for climate budget advocacy work .

Beyond technical capacity, the capacity of institutions to
innovate and change is critical for the mobilisation and
management of adaptation finance. Adaptation financing is
a relatively new concern and, given the dynamic nature of
climate vulnerability, the ability to demonstrate innovation
is an important institutional characteristic to secure the
effective delivery of climate finance®. The varied and itera-
tive reform paths set out in the case studies are testament
to this.

Lastly, we note that a long period of adaptive learning is
required to embed new analysis into government systems.
The initial reform effort is often only the first step in a pro-
cess which continues to be refined over successive budget
cycles and (hopefully) successive terms of government.
The most advanced cases cited in this report — including the
Philippines, Nepal, and Bangladesh — are among the early
movers in respect to climate budgeting, and their initiatives
in this field have in each case evolved over five-plus years.
In this respect, long-term engagement and capacity support
from technical partners is a key enabling factor.

POLITICAL ENABLERS

As with other aspects of governance reforms, the experi-
ence of climate budgeting reforms suggest that traction
occurs where there is identifiable ‘reform space’, which

is contingent on contextual factors commonly found to
influence policy and reform success, shaping what and

how much can be achieved in any policy or reform initiative
at any time. These factors have been well discussed in the
literature on politically-informed, locally-led development %,
and include not only technical capacity to implement reform,
and broad-based acceptance of the need to change from rel-
evant institutions (discussed in the preceding sections), but
also political authorisation to effect reform or policy change.
It is when these factors converge that we are most likely to
find reform space, as depicted in the Venn diagram.
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Figure 5: Optimising Reform Space S Linking climate budget tagging with
the SDGs in Assam, India

One of the major challenges in furthering the climate
mainstreaming discourse with governments is the
perceived burden of additional analysis/scrutiny and

growing political value is being observed in restruc-
turing domestic planning and reporting frameworks
to reflect consonance with globally accepted mile-
stones, such as the SDGs. This means that govern-
ments must work to capture linkages between their
attainments in key development indicators, and the
SDGs, by suitably modifying their existing reporting
templates.

One such example of early identification of this

‘twin opportunity’ is the initiative to develop a digital
SDG-climate change joint reporting interface by the
Government of Assam in India. The sub-national
government has defined its SDG roadmap for 2030,
based on the national mapping of ministerial bud-
gets across the SDGs. It is developing an interface
that provides SDG-wise physical and financial attain-
ments for development programmes budgeted at the

Optimal Reform
Space

Adapted from Andrews et al 2018

Building political support for climate budgeting can be one of
the most challenging vectors to influence. Nonetheless, the
following have been identified as potential enabling factors:

Being ‘problem-driven’ by aligning the climate department level. Incorporating inputs from the CCIA
budgeting agenda with the prevailing priorities of tool, the corresponding climate benefits from the
the political leadership. This means shifting the respective budgets are also reflected in the interface.
narrative from one where climate change adaptation This empowers the planners at the sub-national level
is competing with development for resources, to one to project the climate relevance of the development
where adaptation ensures development objectives hap- budget, classified by SDG attainment. This also leads
pen in the face of climate change threats. For example, to the identification of budget allocations that can
in Cambodia there has been some success in winning have a transformative impact by delivering greater
political support for adaptation by modelling how climate benefits, while furthering specific SDG targets
unfettered climate change will delay the realisation of and without creating another tier of reporting.

the key political priority of reaching high-income
country status. In Assam the high-profile nature of the

Sustainable Development Goals (SDGs) has enabled side, therefore meeting the co-financing requirements

reporting of public expenditure. However, a strong and

climate budgeting initiatives to be successfully required by a number of funders. Identifying and
attached to the requirements around SDG reporting: emphasising such leveraging opportunities can help
build political support for investment in adaptation, and

¢ Identifying and emphasising financial leveraging can go some way towards counterbalancing the fact
opportunities. As demonstrated in Box 10 below, there that in some countries the presumed availability of donor
are some examples of cases where governments have assistance undermines incentives for governments to
used domestic climate budgeting reforms as a means take preventive adaptation investment®.
of leveraging additional external climate finance, by
virtue of being able to demonstrate that they have *  Exploiting opportunistic policy windows. It is not
made significant financial commitments on their own uncommon for exogenous events to provide oppor-
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tunities through which political support for adaptation
investment can be built. Take, for example, the case

of the Philippines, in the wake of Typhoon Yolanda,
which ripped through the country in 2013. The nation-

al non-governmental organisation Social Watch
Philippines investigated how public funds were used in
the reconstruction and rehabilitation effort and revealed
that three years later only 1% of the planned resettle-
ment units had been built and were occupied. This hit
the headlines and created external pressures on the
Government to address financial leakages, and created
a space for discussion around the management of these
resources *°. Given that these windows of opportunity
can be quite brief, regular political economy context
assessments can be useful in ascertaining any positive
shifts in the political or governance contexts which could
be exploited.

Identifying climate change champions. Identifying the
right stakeholders within government and the political
class can catalyse efforts to mainstream climate change
within public sector plans and budgets. For example,

in Pakistan, the former Prime Minister's special adviser
on climate change was critical in helping build political
leadership and coordinating as a climate champion
between the Ministry of Finance, the Ministry of Climate
Change, and the Prime Minister’s Office. The DFID-
financed CPGD programme reported that the programme
teams regularly mapped ‘key influencers' across each
governance context in which the programme operates, to
determine who would be crucial in helping it achieve its
goals in relation to accessing and mainstreaming climate
finance. Thereafter, bespoke and contextually tailored
engagement strategies are deployed to secure the
support of these key influencers®.

. Leveraging external climate funds
through domestic financing

[ ]

A number of external funders of climate change adapta-
tion look favourably on countries which are seen to be also
investing their own resources in adaptation. This is most
apparent in the co-financing requirements of internation-

al climate funds. Take for example, the GCF. Among the
various criteria for the approval of proposals, the GCF looks
for adequate institutional capacity to execute and sustain
these interventions, such that the recipient (in the form of a
national government, sectoral ministries, and/or technical
partners) holds a stake in the actual mandate to address
climate issues even after the funding arrangement con-
cludes. This is mostly achieved by entering into a ‘co-financ-
ing' arrangement with the recipient wherein the latter shows
strong linkage with ongoing activities that it funds, which
can be used as a platform to integrate proposed climate
actions. This becomes a basis for estimating the recipi-
ent’s financial contribution to the proposal, such that niche
climate actions are jointly supported with dedicated climate
funds. This provides a strong rationale for several national
and sub-national government and quasi-government entities
to undertake public expenditure reviews or climate change
budget coding to identify co-financing opportunities that can
serve as entry points for accessing more climate finance.

Among a few recent examples is the GCF grant to the State
of Odisha in India for the project ‘Ground Water Recharge
and Solar Micro Irrigation to Ensure Food Security and
Enhance Resilience in Vulnerable Tribal Areas of Odisha),
which was approved in 2017 with a value of $166.3
million. While the state government’s convergence fund
and the community contribute about 75% of the pro-
gramme's value, and a loan from the International Bank for
Reconstruction and Development about 4%, the GCF grant
is to fund 21% of the total investment. Similarly, another
GCF grant contributes to about one-third of a $30.3 million
project on ‘Enhancing climate resilience of India's coastal
communities’, co-financed by India's national government
(15%) and the three state governments of Andhra Pradesh,
Maharashtra, and Odisha (totalling 51%). There are several
other examples from other African and Asian countries,
including Kenya, Senegal, Zambia, Bangladesh, Cambodia,
Indonesia, and so on, where the national government also
makes a financial contribution in climate actions primed
with external support.
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6 Vision and
Recommendations

The overarching vision for the initiatives described in this
paper is that domestic budgets processes will optimise
public investment in adaptation, ensuring that public
expenditure overall is more resilient to climate change.
This vision is entirely consistent with the primary function of
the budget process: namely, to weigh the competing bene-
fits from public spending against their costs, and to expand
programmes for which, at the margin, the net benefits are
positive and have a higher return than other competing prior-
ities. However, for reasons documented in this background
paper (see Section 2.2), too often the processes by which
public funds are allocated, managed, expended, and reported
against, do not consistently or adequately prioritise climate
change adaptation, leading to systematic underinvestment.
For this reason, targeted climate budgeting reforms which
seek to mainstream adaptation consideration in PFM pro-
cesses in climate-vulnerable countries can add value.

To this end, the following recommendations are made:

Recommendation 1 (for those governments which have
already initiated climate budgeting reforms): Continue to
pursue the deepening and widening of climate budgeting
reforms, including through the integration of climate
change in downstream budget processes and expansion to
lower levels of government.

In most countries, the next phase of climate budgeting
reforms will need to include an increasing focus on down-
stream processes, in particular looking at budget execution
arrangements (to ensure that budgeted amounts for adap-
tation are fully spent), as well as performance monitoring
(i.e. regular measurement of observable impacts related

to adaptation investments (losses foregone, capacity built
etc)). Wherever possible, country-level reforms should be
integrated into ongoing PFM reform, for example as an
aspect of programme performance-based budgeting.

While the overarching objective may be more and bet-

ter spending on climate adaptation, the government's
macroeconomic and fiscal setting should define the context
for public spending on climate change adaptation, including
through the integration of climate change into macro-fiscal
projections and MTEFs. The IMF/World Bank Climate

Change Policy Assessment is a useful diagnostic in this
regard, which should be considered for wider roll-out.

Given the pace of fiscal decentralisation and the local nature
of adaptation solutions, in some countries it will make sense
to extend climate budgeting reforms to the sub-national
level. Doing so is likely to require significant expansion of
capacity building and awareness raising efforts.

Recommendation 2 (for governments which are just
starting out in climate budgeting): Make use of
climate-oriented public finance diagnostics to define
a reform agenda around mainstreaming climate into
budgeting processes.

As the case studies demonstrate, diagnostic studies

(such as CPEIRs or CCFFs) can help in forging a reform
path. Wherever possible, this research (as with all research
on climate change finance) should be tailored to the
audience and policy context, including through brief
presentation of the most salient points.

Dedicated domestic adaptation funds should not be consid-
ered as an optimal financing strategy, except under specific
circumstances (i.e. potentially as a temporary measure
while PFM systems are strengthening, or to finance adapta-
tion-specific investments, like research and training, or as a
modality for disbursing international financing). In most cas-
es, mainstreaming adaptation into routine budget processes
will be a preferable strategy.

In terms of implementation, the application of a climate
budget tagging mechanism is a common first step, for
which there is a lot of documented guidance available and
experience to build on. Key learnings include the need to
adopt a robust weighting methodology (and to communi-
cate it clearly), to track actual expenditures as well as budget
allocations, to capture maladaptation as well as positive
investments (including a mechanism in the prioritisation
system to ensure tagged spending is prioritised), and to
ensure that the information is used to inform budgeting
decisions and is made available to the public and account-
ability actors.

Recommendation 3 (for the Global Commission on
Adaptation and its partners): Support climate budgeting
reforms in partner countries through sustained technical
assistance, promulgation of tools and standards, and
supporting peer learning forums.
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The Global Commission on Adaptation, with its high-profile
mandate, is well placed to call for greater attention towards
climate budgeting reforms in developing countries, and

in particular to those more neglected areas (for example,
around the monitoring of the efficiency and effectiveness
of adaptation spend). The Commission’s partner organi-
sations should continue to provide technical assistance to
governments looking to make progress on this front, while
bearing in mind the learning presented in this report around
the value of a phased approach sustained over the medium
term, the need to anchor reform in appropriate institutions,
and the criticality of government leadership.

Recognising that peer-to-peer learning can be very useful
in disseminating good practice, fostering government
engagement, and sustaining momentum, the Commission
and its partners should endorse and collaborate with exist-
ing networks serving this purpose, including the Climate
Action Peer Exchange and the Asia and Pacific Climate
Learning Network, which bring together government offi-
cials (including ministries of finance) to discuss climate
budgeting issues.

Lastly, there is potentially a role for the Commission in
the promulgation of emerging tools and standards related
to climate budgeting: for example, by housing a reposi-
tory of evidence and guidelines related to commonplace
aspects of climate budgeting reform (such as CCIAs and
budget tagging).

Recommendation 4 (for accountability actors (including
CSOs, supreme audit institutions, legislatures, and media
organisations) and the Global Commission on Adaptation
and its partners): Strengthen oversight and engagement
by accountability actors in the climate budgeting agenda.

PFM process are notoriously hard to change, and making
climate budgeting a core facet of good domestic PFM

will require a whole-of-society approach, including active
engagement of accountability actors. This is an area where
more attention and investment is called for. Ultimately, the
onus of action lies with the accountability actors them-
selves: CSOs and the media should engage more actively
around how governments are allocating and managing
public budgets for adaptation, legislatures should routinely
screen proposed budgets and government accounts for
the same, and there is a role for supreme audit institutions
in developing climate-related standards for performance

audit, and in including climate change as an aspect when
building up social audit practices. This is an area where
investment from donor countries may be required, to
finance capacity-building initiatives with the actors, to facili-
tate the formation of coalitions, and to open up avenues for
dialogue with governments. Moreover, there is a need to add
to the scant body of research on what works in the area of
climate finance accountability, which the IBP is well placed
to lead on.

Recommendation 5 (for the Global Commission on
Adaptation and other actors in the international climate
finance space): Wherever feasible, make more use of
domestic budgets as a delivery modality for international
climate finance.

Underpinning the findings in this report is the recognition
that budgets are an inherently appropriate financing

vehicle for adaptation investment (see the discussion in the
introduction). The international climate finance architecture
(including the UNFCCC, and international climate funds
and their donors) should better reflect this understanding
of effective adaptation instruments by making more use

of budget support modalities. These should be linked to
the existence of a robust climate policy framework and a
conducive macro-fiscal environment.

In an effort to square the need to tie funding to
climate-specific interventions, on the one hand, with the
reality that most adaptation cannot be separated from
development, on the other, international climate-fund-

ing institutions should also consider explicitly financing
adaptation ‘top-ups’ to government-financed development
expenditure. The value of these top-ups could be ascer-
tained through the derivative climate relevance / CCIA
techniques discussed in this paper.

It is feasible that these measures could also help address
the ongoing challenges around slow disbursement which
a number of climate funds are currently experiencing.

The Global Commission on Adaptation, as a key part of
the international climate finance architecture, has a key
role to play in advocating for such reforms and monitoring
their impact.
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ANNEX T RELEVANT LEARNING FROM THE EXPERIENCE OF OTHER THEMATIC

BUDGETING INITIATIVES

The desire to reflect and manage budgetary funding for
thematic concerns which transcend traditional sector
boundaries is not new. For decades, governments have
been tweaking their budget processes to better serve these
concerns, usually linked to specific international agen-

das and targets. Gender-responsive budgeting, pro-poor
budgeting, equity budgeting, nutrition budgeting, and
child-focused budgeting are just a few examples, and are a
reflection of the fact that many critical human development
dimensions are collectively achieved by a combination

of publicly funded programnmes over a period of time.
When done well, these thematic budgeting initiatives
improve government budgeting, by ensuring that sound
budgeting principles and practices are promoted. In some
countries they have registered considerable impact: for
example, in some locations gender budgeting has led to
changes in fiscal policies in such key areas as education,
health, and infrastructure, and has contributed to the
achievement of gender-oriented goals®.

Some of these thematic budgeting initiatives — in particular,
gender-responsive and pro-poor budgeting — have a much
longer history than climate budgeting, and, by virtue of this,
they have experienced much wider uptake than climate
budgeting has (to date at least). Nonetheless, in many
countries even these early starters have still not managed
to achieve impact (in terms of a progressive change in
fiscal incidence public expenditure outcomes), and have
failed to secure the level of integration and institutionali-
sation whereby core PFM processes are operating more
optimally (without the need for additional interventions).

A wide cross-section of cases in thematic budgeting
suggest some common challenges and opportunities
which could provide useful learning for climate budgeting,
not only so it can achieve some of the successes of these
other initiatives, but also to avoid similar pitfalls. A sum-
mary of these key lessons are presented below. They are
based on a review of key literature related to these other
thematic budgeting initiatives *.

There must be a strong mandate and stake within the
institutions involved to support such budget tracking,
to ensure both sustained finances for the cause, as
well as the incentive to report on them. Donor-driven
initiatives will not outlive the provision of donor
support/ technical assistance. However, international,
bilateral, and non-governmental organisations can play
a catalytic role in influencing the adoption of thematic
budgeting reforms.

Defining ‘what counts’ as relevant spending is a
necessary early step. This question is best determined
through a consultative process including line minis-
tries, legislators, researchers, and community.

Where it exists, a relevant policy framework can

offer a guiding framework.

It is important to expand the definitional scope to
include those activities that may contribute to relevant
outcomes, even in the absence of an explicit mandate
in their programme objectives. While narrow and
focused definitions may be easier to work with, they
may run the risk of being arbitrary, and ignorant of
several other kinds of public expenditure that are
relevant to the concerned theme.

Where possible, a tracking exercise should consider
whether and how to accommodate expenditure of

a 'negative’ nature, rather than looking only at spending
that could have a favourable linkage to the cause.

[t may help to identify ministries that can be early
starters (typically, ‘pilot’ ministries where the thematic
budgeting approach could be tested for robust scale-
up) — this would also reduce compliance issues in
the future.

If applying in a country with a history of thematic
budgeting, it may be useful to draw on a template that
has already been accepted within the regular process
(such as gender-responsive budgeting) — to reduce
additional effort and burden on staff, as well as to
improve the quality of reporting on a new theme.
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Tracking relevant expenditure becomes more oner-
ous if a considerable portion of public spending is not
routed through the national fiscal frameworks (like
donor-supported programmes directly implemented by
line ministries/departments).

Information on actual expenditures/disbursements is
not as easily available as estimates of allocation, but is
more relevant. At the same time, tracking outlays and
expenditures does not extend to assessing the intend-
ed outcomes and impacts of policy, and so should

be considered only as part of a more comprehensive
approach which also assesses whether the spending
achieves desirable outcomes.

Itis important to embed such reform within the
institutional purview of overall budget management.
For this reason, where ministries of finance (and min-
isters of finance, in particular) have led these efforts,
they have tended to have more influence on budget
policies, rather than as standalone reports or internal
systems within select line ministries. This ensures
consistency in coverage and may aid sustainability.
At the same time, line ministries are responsible

for developing and administering key spending pro-
grammes of the government and play an important
role in incorporating the thematic goals into their
programmes and policies, and reporting on the spend-
ing to government accounting and audit offices.
Parliamentarians and parliamentary committees are
important supports to the executive branch and have
sometimes been catalytic.

Programme budgeting tends to lend itself better than
traditional input-based budgeting to incorporating
cross-cutting themes, but there are exceptions (Ukraine
and Rwanda, for example, provide good examples,
where governments are integrating gender budgeting
into a programme-based budgeting approach).

Revenue issues have generally received less attention
in cross-sectoral budgeting initiatives, but we do note a
couple of cases where governments sought to achieve
gender-oriented goals through tax policy reforms.

Many of the reform efforts have focused on national
governments; however, it is equally important that
gender budgeting efforts extend at least to any levels of
government with responsibilities for the provision of key
public services.
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