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Executive Summary

Funding to support developing countries take action on climate change is projected to increase dramatically in
the coming years. However, this increase in opportunities is being matched by an equally dramatic increase in
complexity. This range of sources, each with their own set of rules and regulations, is often difficult to navigate,
confusing and requires significant investment of a country’s limited resources to access and manage.

The purpose of this national climate change finance assessment (the Nauru Case Study) is to assist the Govern-
ment of Nauru (GoN) make informed decisions on measures to improve access to and management of climate
change resources. It has been undertaken in response to a request from the GoN, following recent decisions
made by Leaders and Economic Ministers on climate change financing.

The Nauru Case Study is based on review of readily available information on the policies, programs and approach-
es of Nauru and key development partners, and consultations with Government Officials, community and private
sector representatives, donors and other development partners. It draws together a variety of previous studies,
including policy reviews and analyses focussing on specific sector or thematic issues.

The Pacific Climate Change Financing Assessment Framework (PCCFAF) provided the overarching framework for
this assessment. The cross-cutting nature of climate change requires national responses, which can bring to-
gether efforts which focus on specific sectors or issues and enable a renewed look at the effectiveness of overall
development efforts. The PCCFAF assesses a country’s ability to access and manage climate change resources
against six interrelated dimensions: 1) Funding sources; 2) Policies and plans; 3) Institutions; 4) Public financial
management and expenditure; 5) Human capacity; and 6) Development effectiveness.

Climate change has been recognised in Nauru’s National Sustainable Development Strategy and the GoN is in
the process of developing a climate change policy statement, and a Joint National Action Plan on Climate Change
Adaptation and Disaster Risk Management. Climate change has not, however, been fully integrated into national,
sectoral or thematic strategies and associated GoN systems and processes.

Review of the institutional structure to support delivery of Nauru’s climate change program indicated that the
flow of climate change related information between key line ministries was limited and several parts of Govern-
ment had insufficient capacity to undertake their climate change related responsibilities. There was also a lack of
clarity of roles and responsibilities with respect to climate change.

It is difficult to accurately quantify the extent of external financing for climate change being made available and
to separate it from existing development assistance that has been repackaged as climate change finance. This
information is not adequately recorded either at source or at the recipient level. Attempts to monitor the flow
of climate change resources have been made at both the global and regional levels; however, it has been widely
acknowledged that while useful, these databases contain gaps and inconsistencies. The lack of an internationally
recognised definition of ‘climate change financing’ further adds to this complexity.

This debate will no doubt continue to play out under the UNFCCC and global ODA discussions. For all practical
purposes however, the most meaningful definition of what constitutes climate change finance for any developing
country should be based on its own climate change needs, and draw from all sources of funding available — be
they global, bilateral or domestic — to adequately address these priorities. Indeed tracking this basket of resourc-
es through national expenditure analysis will help countries decipher where the contribution of external sources
is supporting their growing climate change needs. Ultimately this will help to inform negotiations on the need
for increased external climate change finance sources, and where domestic resources might best be leveraged.

Thirty two projects were identified as being part of Nauru’s climate change program since 2005, with an esti-



mated total value of AUD19 million. Review of annual climate change related expenditure over the three years
to 2012-13 indicates that expenditure is increasing both in absolute terms and as a proportion of total GoN ex-
penditure. Key sources of climate change related assistance to date include Australia, the European Union, Japan
and GEF and United Nations Agencies. While recent increases in assistance have been welcome, climate change
related support has largely been delivered through projects and not been delivered using the flexible modalities,
such as budget support, utilised in other areas.

Key recommendations to improve Nauru’s access to and management of climate change resources are
summarised below.

Funding Sources

¢ The majority of climate change related assistance for Nauru to date has been sourced from bilateral partners
and this trend is likely to continue. Regional and global sources will continue to be important, and may in-
crease in the longer term if current trends continue.

o0 Inthe short to medium term, the GoN should focus limited resources on maintaining and strengthening
its engagement with key bilateral partners to improve delivery ofprograms and increase access to support.

o An efficient and targeted approach should be taken to engagement with regional and global partners and
fora, particularly through strengthening engagement with existing mechanisms and relationships (e.g. SPC
and SPREP annual meetings, or CIF board meetings). Working with like-minded countries and using Pacific
representatives and agencies with greater capacity to focus on and influence global funds on behalf of
Nauru should be supported to push for improved delivery of climate change resources.

o Delegation of tasks to external partners may be an effective approach to engagement where GoN capacity
is limited (e.g. accessing support through the Regional Technical Support Mechanism).

e Development partners should use lessons learnt from existing aid effectiveness to deliver more efficient and
predictable resources to Nauru for its response efforts in climate change. The fast start period is now over
and many lessons have been learnt by donors and partner countries in trying to disperse and access these
resources which in themselves have been difficult to define.

e To better understand and manage future assistance:

o Itisimportant that climate change financing and broader development assistance be differentiated where
ever possible, given the call for climate change assistance to be “new and additional”, although both
should be delivered in a harmonised and streamlined way.

o Regional and global organisations should clearly identify what support is available to specific countries
and regions where possible.

Policies and Plans

e Climate change priorities for Nauru over the short, medium and long term should be updated to
inform relevant national policies,plans and associated budgetary processes. This work is underway through
revision of Nauru’s climate change action plan and development of a climate change policy statement.
e Climate change focal points, particularly the Climate Change Unit (CCU) within the Department
of Commerce, Industry and Environment, should engage in the upcoming review of the National
Sustainable Development Strategy to improve how climate change is integrated into the
document.
e The CCU should provide technical support to line agencies responsible for development, review
and implementation of sectoral policies and plans, to ensure that climate change is integrated
within these documents.



o Support should be provided to the Department of Finance and Sustainable Development given their key
role in overseeing climate change related expenditure, development and monitoring of national policies,
and development partner coordination.

o Integration of climate change into policies and plans will have significant implications on the sources and
modalities of access/delivery available for climate change funding into the future.

Institutions

Clearly define all climate change roles and responsibilities, particularly given recent changes to Government
oversight arrangements.
Improve the institutional links between key line agencies to ensure provision of timely and relevant climate
change information across Government and to private sector and community groups.
o The proposed establishment of a High Level Climate Change Steering Committee should assist in

these efforts.
o The CCU should work closely with key line agencies and state owned enterprises on day-to-day

basis.
o Efforts to engage with the community on climate change through training workshops and out

reach should continue.
o More targeted approaches to engage with the private sector are required.
Climate change should be integrated into work being undertaken by all line agencies and state owned enter
prises to ensure the most efficient use of the limited resources available to manage and implement Nauru'’s
climate change program.
The absence of resident representation from development partners makes it challenging for the GoN to
maintain close and consistent engagement. To address this, greater use of Nauru’s diplomatic missions to
improve engagement with development partners without resident representation.
The GoN should take an efficient and selective approach to engagement with relevant regional and global
organisations or fora. Opportunities should be sought to engage potentially through delegated representation
using existing mechanisms and relationships. This includes annual meetings or through Pacific representatives
on global fund boards.

Public Financial Management and Expenditure

The 2009 PEFA assessment indicates that the GoN does not have a well-functioning, basic PFM system.

Significant work has been undertaken to strengthen these processes and continued efforts will also support

more efficient climate change finance efforts.

o Climate change focal points should engage in the upcoming review of the PFM action plan to ensure
actions most relevant to climate change are considered.

The GoN'’s relatively narrow interpretation or definition of what climate change finance is has implications

on how funds available to address Nauru’s climate change needs are tracked and sourced and how roles

and responsibilities and resources are allocated internally. A broader definition of climate change should be

adopted, to assist the GoN identify additional opportunities for engagement on the issue and to more accu-

rately reflect the total resources being applied to climate change relevant activities in Nauru.

Mechanisms to more effectively track climate change expenditure (at source and within country systems)

should be developed by the GoN and its development partners.

Measures to consider sectoral policies and plans, including those related to climate change, as part of national

budget processes should be strengthened.




Human Capacity

e The workforce planning project currently underway in Nauru is a critical step to strengthening the capacity of
the Nauru public service. The GoN should ensure capacity to undertake all aspects of Nauru’s climate change
program are strengthened and/or supplemented where appropriate. This includes finance, planning and aid
management functions as well as technical areas related to climate change.

¢ Provision of day-to-day support to key line ministries by the Department of Commerce, Industry and
Environment may help to improve delivery of climate change programs. This may include short term second-
ments to undertake key tasks such as development and review of Annual Operating Plans.

e The GoN and its development partners should ensure sufficient management resources are included as part
of support for implementation of Nauru’s climate change program.

e Capacity supplementation may assist the GoN effectively complete specific tasks where capacity is limited.
This includes accessing support through mechanisms such as the Regional Technical Support Mechanism.
Identifying where Nauru’s future capacity needs might be shared with other Forum Island Countries could
assist in guiding strengthened regional approaches to climate change support.

¢ Innovative financing arrangements to sustainably develop and retain human capacity should be
explored further following the workforce planning project. Examples such as student loan
schemes that are written off for equivalent years of service back in Nauru could be considered,
amongst others.

Development Effectiveness

e Strengthened national systems including policy, budgetary allocation and expenditure, capacity and
monitoring and evaluation underpins maximising resilient development pathways. Effectively responding to
climate change including the necessary resources applied to this (be they external or domestic) must be con-
sidered intertwined within these national systems and processes. This will ultimately facilitate the channelling
and harmonisation of external funding sources more effectively through national systems, where appropriate.

e Efforts to strengthen delivery of overall development assistance are critical to strengthening delivery of
Nauru’s climate change program, particularly in the context of increasing funding for climate change. Climate
change focal points should continue their engagement in these efforts to ensure climate change related issues
are considered.

¢ The GoN should engage with development partners to ensure donor funded programs are aligned with
national priorities.

¢ To improve monitoring and evaluation of Nauru’s climate change program, the GoN should prepare a
bi-annual climate change report. This would also be a useful tool to assist in provision of information to key
stakeholders.

Modalities

¢ Trends in overall development assistance to Nauru indicate that the level of support is increasing and more of
this is being delivered through Government systems. While climate change related assistance has also in-
creased, support continues to be delivered through projects. While projects can be an effective way to deliver
support for some activities, this modality can reduce flexibility, increase administration costs, limit capacity
building and foster unsustainable efforts. Climate change focal points should work with development partners
to utilise more flexible modalities for delivery of climate change programs where appropriate.

o Different types of modalities of accessing or delivering climate change finance need to be considered in con
text of the specific need or activity being addressed as well as the strength of systems available to support its
effective operations.

¢ Development partners currently deliver assistance to Nauru through a range of modalities and this is likely
to continue. The greatest returns for the GoN are likely to come from working with partners who have or are



planning to utilise more flexible modalities. Others, who may have less flexible approaches, and smaller fund-
ing agencies, can be brought into common arrangement as they develop.

e Several donors currently provide Nauru with assistance in the form of budget support, which indicates that
differences in eligibility criteria and donor capacity to engage are key factors that determine the use of this
modality. The GoN should continue to engage with donors to increase the volume of support provided through
this modality. In the short term, efforts should focus on Australia, given the current use of this modality, and
the European Union given their expressed intention to make greater use of this modality and the support
available to prepare for this.

¢ An application for accreditation as a National Implementing Entity for the Adaptation Fund is unlikely to be
successful at this time. However, efforts to gain this accreditation in the coming years are consistent with
broader efforts to strengthen GoN systems and may put Nauru in a good position to directly access emerging
global mechanisms such as the Green Climate Fund.

¢ Nauru’s previous experience with trust fund has been negative which, in general, has made stakeholders
cautious of establishing new trust funds of any sort. Recent proposals to establish new trust funds have not
been successful. Prior to consideration of establishment of any National Climate Fund, sufficient resources
should be allocated to clearly set out the rationale, objectives and management arrangements for such a
fund. Estimates suggest that design of an NCF could take at least two years to complete. Issues relating to
economies of scale and reduced transaction costs through adoption of a sub-regional or regional approach,
or potential outsourcing of fund management functions should be considered.

Conclusions

The GoN has taken significant steps to address climate change over recent years, across all dimensions of climate
change financing. The GoN has developed policies and plans to address key climate change challenges, amended
institutional arrangements to facilitate decision making and implement their programs, and accessed millions of
dollars to deliver on-ground support to communities. Nauru has also played a significant role in global climate
change discussions on behalf of the region and played a pioneering role in the Pacific region’s efforts to improve
development effectiveness. Despite this progress, more work is still required to meet Nauru’s climate change
needs.

The Climate Change Finance Action Plan presented in Table 1 attached provides a summary guide to implement-
ing the recommendations presented in this case study (see full report for all recommendations). It provides an
indication of the timeframe, outputs, and roles and responsibilities for implementation of the recommendations
under each dimension of climate change financing. This action plan serves as a guide to assist GoN decision
makers, donors and development partners, to improve Nauru’s access to and management of climate change
resources.
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