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SECTION 1

Introduction to VfM Information and Report

Background

As adaptation moves from theory to practice, there is a need to select, prioritise and
implement adaptation interventions. At the same time, as DfID starts to finance large
adaptation programmes, there is a need to ensure Value-for-Money (VfM). However, the
identification and appraisal of options, and the identification of VM adaptation, are
challenging.

To provide support for these challenges, DFID has produced information notes on early
adaptation and value for money, including:

o A Report on Early VfM Adaptation.

° An Early ViM Adaptation Toolkit.

Both the report and toolkit are built around the use of iterative climate risk management
frameworks, as recommended in the recent IPCC 5th Assessment Report (IPCC, 2014).

These frameworks can help in sequencing adaptation activities over time and for
identifying early actions that are likely to offer good returns on investment, i.e. that
deliver ViM.

They include an early focus on low- and no-regret adaptation, priority areas for
mainstreaming resilience and early actions that start preparing for long-term challenges.

The Report and the accompanying Toolkit will be useful for any programme that aims to
build resilience, i.e. for (i) advisers designing projects as part of a portfolio e.g. in DFID
country office (direct adaptation programmes or mainstreaming of adaptation into other non-
climate country programmes or sector support) and (ii) for DFID support (finance, technical
assistance) of country national/sector plans (e.g. National Adaptation Plans, sector
adaptation plans or projects, Climate Funds) or local adaptation.

The early VFM Adaptation Report:

The aim of the Early VfM Adaptation Report is to set out the latest thinking on how to
maximise value for money from adaptation programming.

The report:

o Sets out the latest thinking on iterative adaptation and how to use this to maximise
value for money.

o Outlines how to use these iterative frameworks for the early identification and framing
of adaptation.
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) Provides examples of early adaptation interventions that are likely to be priorities.

The Early VM Adaptation Toolkit:

The aim of the toolkit is to help DFID advisers to design adaptation projects or
portfolios of projects that maximise VFM.

The Early VM Adaptation Toolkit is a word based document, structured around the six steps
in the adaptation policy cycle, i.e.

o Step 1. ldentify risk, vulnerability and impacts;

o Step 2. The theory of change;

o Step 3. ldentify possible adaptation options and sequence these over time;
o Step 4. Early prioritisation of options (listing of promising options);

o Step 5. Theory of change part 2, with programme scenarios;

o Step 6. Appraisal of adaptation options.

For each step it provides relevant context and support, potentially useful sources of
information, case study application and examples.

The final step includes more detailed information on cost-benefit ratios and value for money
analysis for a large number of promising early adaptation options, i.e. as potential
information for economic appraisal and business cases.

Outline of the Report

The Early VIM Adaptation Report is structured as follows:

. Section 2. The adaptation policy cycle, challenges and the rationale for iterative
adaptation. This section outlines the policy cycle for adaptation. It explores the key
challenges for identifying and prioritising early adaptation and the benefits of using
iterative frameworks to address these. It also explains how these iterative
frameworks can maximise value for money through the use of no- and low-regret
options.

. Section 3. lIterative frameworks and VM options in practice. This section outlines
how the practical use of iterative frameworks can help with the early identification and
sequencing of adaptation. It provides a typology of early VfM options, outlining the
benefits of each of these, and the cases in which they will deliver value for money (as
well as the cases where they do not).

o Section 4. Evidence of how iterative climate risk frameworks are improving VEM.
This provides information from a series of case studies that demonstrate how
iterative thinking is improving VM.

. Section 5. The Early Adaptation VEM toolkit. This section summarises the main
components of the early VFM toolkit. This uses an iterative adaptation framework to
help DFID advisers to design programmes that maximise VFM over time. It includes
advice on how to prioritise actions and how to identify early actions, as well as
information that will be useful for preparing concept notes and business casese.

J Conclusions. This presents the conclusions and recommendations of the report, and
the likely development of these approaches and the toolkit for climate finance
effectiveness in the future.
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SECTION 2

The Rationale for Iterative Frameworks and
Early Adaptation

Key Messages in this Section

o This section begins with an outline of the adaptation policy cycle.

o It examines the issues with the implementation of this cycle and identifies the key
challenges with the identification and early prioritisation of early adaptation, i.e. that
benefits arise in the future and are subject to high uncertainty.

o In response, it outlines a new framework for considering climate change adaptation,
based around iterative climate risk management. This has two key components.

1. Climate change is viewed in dynamic terms, starting with current climate
variability and extreme events, then considering future climate change and
associated uncertainty.

2. In response, adaptation is considered as an iterative process, involving a set
of complementary actions (a portfolio) that:

o Tackles the current adaptation deficit,
o Mainstreams climate change into development, and
o Starts preparing for future (and uncertain) long-term challenges.

o The rationale for the use of this framework is outlined, explaining how it can
maximise value-for-money for ‘early’ adaptation, i.e. over the next 5 — 10 years.

o Finally, the concepts of early no- and low-regret adaptation, and how these fit within
the iterative framework and provide value-for-money are explained.

Introduction: the Adaptation Policy Cycle

Earlier studies of climate change focused on assessing vulnerability or future impacts, using
vulnerability or impact assessment. In turn these studies were used to identify broad lists of
possible adaptation options.

In recent years, however, there has been a shift towards adaptation assessment. While
these studies still use information from vulnerability or impact assessments, adaptation plays
a much more central role in the objectives and analysis. Indeed, these studies are focused
around the identification and implementation of real adaptation, within the context of policy
and development, and have a much immediate time focus.

The broad set of steps in an adaptation assessment have been identified, and summarised
in guidance such as the PROVIA and Mediation projects (see box). These outline a broad
policy cycle for adaptation, summarised around five steps.
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i) identifying vulnerability and impacts;

1)) identifying adaptation measures;

i) appraising adaptation options;

iv) planning and implementing adaptation; and
V) monitoring and evaluation.

Box 1 Initiatives on Adaptation

Programme of Research on Climate Change Vulnerability, Impacts and Adaptation (PROVIA) is
a global initiative which aims to provide direction and coherence at the international level for
research on vulnerability, impacts and adaptation (VIA).

Provia was supported by the Mediation Project (Methodology for Effective Decision-making on
Impacts and AdaptaTION). This project provided scientific and technical information about
climate change impacts, vulnerability and adaptation options, including the adaptation learning
cycle, methods, decision support and information.

This cycle has been adapted to align to the DFID context. This proceeds through a cycle of
six stages of Business Case Development, set out in the diagram below. Stages 1 to 5 are
aimed at advisers who are developing a Strategic Case. Stage 6 is aimed primarily at DFID
economists for use during the economic appraisal of programme options.

Figure 1 DFID Cycle for designing programme options and carrying out options appraisal

Munituring and Identify risks, Identlﬁ;fn:r;:f;iliuﬂr;ale far
evaluation vulnerability and
B impacts
e /’J \\
- o
) Theory of change
Appraisal of (part 1) without
adaptation options prog ccenario
Take uncertainty
into account
T"‘;‘-‘gg{gﬁ:}iﬁ;‘ﬂe Identify possible
programme scenarios adaptation options
N dentify priority 4

\H adaptation options
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http://www.unep.org/provia/
http://mediation-project.eu/

This Report focuses on the third and fourth steps of the cycle, the identification and
prioritisation of early adaptation.

However, while this cycle- and the identification and prioritisation steps — seem fairly
intuitive, in practice there are a number of challenges. These are set out below. .

The Challenges with Early Adaptation

Climate change has a large number of potential impacts, and this leads to a large number of
potential areas to consider for adaptation. Early critical questions therefore include where to
focus resources and how to select and prioritise early options?

While an initial focus on major risks is useful, even when these have been identified, there
are usually a very large number of possible adaptation options available, even within an
individual sector.

These can involve different types of adaptation interventions, at multiple geographical scales
(farm-level, local, regional or national) and temporal scales (immediate or long-term), and
range in nature from technical project level interventions through to policy interventions or
institutional change. When all of these factors are combined, the list of possible adaptation
options can become very large indeed.

As an example, most National Climate Change Strategies identify several hundred
adaptation options, and work in Ethiopia developing an adaptation strategy for the
Government in the agricultural sector (Watkiss et al, 2013) identified almost 1000 possible
options. Such a large number is unhelpful.

It is therefore important to identify and prioritise adaptation interventions, i.e. to direct
available resources most effectively, efficiently and equitably, and thus to deliver Value for
Money. However, this is made difficult by the issues associated with future climate change
and uncertainty.

Future Climate Change and Uncertainty

The climate is already changing. The recent 5™ Assessment Report of the IPCC states that
warming of the climate system is unequivocal (IPCC, 2013). In turn, these observed
changes are leading to early impacts, particularly in developing countries (IPCC, 2014).

While these changes are important, the main concern over climate change has historically
been on the future, as the rate of temperature change increases and major climate shifts
emerge. Indeed, most climate change modelling has focused on the middle of the century
(2050s) and beyond, because this is the time period when a clear climate change signal
emerges, relative to the noise of underlying variability.

However, these future changes are very uncertain, as explained in the box. This uncertainty
presents a number of critical challenges for adaptation.

First, as impacts arise in the future, e.g. towards 2050 or beyond, the benefits of adaptation
also arise (predominantly) in this time period. This means that the costs of early adaptation
action (today) are high when compared to future discounted benefits.

Second, as there is high uncertainty over future impacts, this also affects the future benefits
of adaptation. An early adaptation response has the potential to waste resources by over-
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investing against risks that do not emerge, or implementing measures that are insufficient to
cope with more extreme outcomes.

Critically, this uncertainty acts as a barrier to adaptation, i.e. as a reason for inaction.
However, this need not be the case, though it does require a re-framing of climate change.
This involves a shift away from a classical optimisation framework (i.e. a predict-and-
optimise approach where future climate is predicted, then an optimised adaptation response
is advanced) towards a more dynamic view of climate change, and an iterative approach for
adaptation.

Note that further information on uncertainty is provided in the DFID TOPIC GUIDE:
Adaptation: Decision Making under Uncertainty.

Box 2 Uncertainty

While adaptation involves several difficult aspects, the most challenging is uncertainty*
(UNFCCC, 2009: Hallegatte, 2009), particularly in relation to future climate change. This arises
for two reasons:

First, future greenhouse gas emissions — and thus the level of climate change that will occur over
time - are uncertain. Itis currently not clear whether the world will implement the emission
reductions (mitigation) needed to limit global warming to 2 degrees relative to pre-industrial levels
(the 2°C goal) and many commentators consider higher emission scenarios towards a 3 or 4°C
warmer world are more likely. The future emission path makes a large difference to future
warming and changes in other climate parameters, such as precipitation.

Second, even when a future emission scenario is defined, there are still large variations
projected from different climate models. This arises because of structure and sensitivity of the
models, the regional and seasonal changes associated with global temperature, and the difficulty
in projecting complex effects such as rainfall. As a result, different climate models often give very
different results even for the same scenario and same location.

This can lead to a very high range of uncertainty. An example is shown below for the change in
annual rainfall with climate change in Ethiopia in the 2050s, with a comparison of downscaled
regional climate information. This shows how uncertainty increases in moving from:

1) a single model or ensemble mean to:

2) comparisons of alternative climate model outputs for a single scenario to:

3) comparisons of alternative climate models and scenarios.

The figures show increasing uncertainty from top to bottom, noting there is even disagreement
on the sign of the change, i.e. whether rainfall will increase in the North (blue) or decrease
(orange). These uncertainties also exist for individual months of the year, and for other
parameters such as extreme rainfall or drought periods. Even for more robust changes, such as
average temperature increases, future differences are large. It is stressed that it is not possible
to use probabilities to get around these problems, because of the uncertainty across both future
scenarios and models.

This uncertainty grows when different socio-economic scenarios (e.g. population projections) and
alternative impact models are considered, which adds to the uncertainty above.

There are many different definitions of uncertainty. We adopt a definition from UK Government
economic appraisal (HMT, 2007), where uncertainty involves a large number of possible outcomes and
it is impossible to attach probabilities to each of these, as differentiated from risk, which is defined as the
likelihood, measured by the probability, that a particular event will occur.
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Using lterative Adaptation Frameworks

Earlier adaptation studies used a predict-then-optimise approach, where a climate model
produced a future projection, which was used in an impact assessment to quantify future
impacts, and finally to consider potential adaptation responses. While this is a logical
approach, in terms of costs and benefits, this has a number of problems related to the
discussion above, i.e. the challenge of future discounted benefits and the fact that
uncertainty is ignored (as these approaches assume perfect foresight).

These problems are compounded when moving towards real adaptation, i.e. to the ‘here and
now’, because of the need to make decisions and investments over the next five to ten years
(‘early’ adaptation), and because of the need to consider broader policy and development,
e.g. beyond science-only. Furthermore, in this context, it is important to balance resource
allocations for adaptation against broader development.

To address these problems, the focus of adaptation has changed over recent years.
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There is now a greater focus on starting with current climate variability and extreme events

(such as rainfall variability, droughts, floods and tropical storms). These already cause large
economic impacts in developing countries, as well as affecting millions of livelihoods.

As an example, the IPCC SREX (2012) reviewed losses from current natural disasters and
reports these amount to about 0.3% of GDP (on average) for low-income countries.
However, in small exposed countries, losses were much higher, exceeding 1% in many
cases and 8% in the most extreme cases, especially when indirect and macro-economic
costs are included.

These impacts of current climate variability are often known as the ‘adaptation deficit’.
Addressing this current adaptation deficit provides immediate economic and livelihood
benefits and also enhances resilience to future climate change. It is also recognised that
adaptation (to future climate change) will be less effective if current adaptation deficits have
not been addressed (Burton, 2004).

However, while reducing the deficit is generally beneficial, there is an economic component
to consider. Some level of adaptation deficit exists in all countries, even in highly developed
economies. This reflects the trade-off between the costs of reducing the deficit versus the
costs of bearing ‘residual risks’. This means it is optimal to reduce but not eliminate the
deficit, e.g. to reduce climate risks to the point where benefits are equal to costs. As an
example, the costs of flood defences rise with higher levels of protection, and for rare
events, the use of risk financing (insurance or reserve funds) may be more economically
efficient.

At the same time, the future benefits and high uncertainty associated with future climate
change is now recognised, and in response, the use of more flexible frameworks is being
advanced, that allow learning and iteration.

These aspects have been brought together in a new overall framework for climate change
adaptation, illustrated in the Figure below. The framework starts with climate change (top),
which is split into a number of linked risks, each related to different policy problems and
time-scales. This starts with current climate variability and extremes (top left), i.e. the
adaptation deficit. Over time, climate change will affect these existing impacts, and lead to
major new risks (top right), though often with high uncertainty.

In response, an adaptive management framework is recommended for adaptation (bottom),
also known as iterative climate risk management (IPCC, 2014). This involves
complementary responses that cover different challenges across the time-periods and
climate challenges. Three broad sets of complementary adaptation activities are identified:
1) addressing current risks, 2) mainstreaming climate into development and infrastructure
(e.g. to address future exposure) and 3) building iterative responses to address future long-
term risks. These iterative frameworks can help maximise value for money adaptation.

1. The first area targets the current adaptation deficit, to reduce the impacts of climate
variability, and also build resilience for the future. This often includes interventions
termed no- or low-regret measures, which are good to do anyway (even without
climate change).

2. The second area targets short-term decisions with long life-times, i.e. which will be
exposed to climate change in the future (e.g. infrastructure, development planning
decisions). This can be addressed using risk screening and mainstreaming, with
early priorities around low-cost robustness and flexibility.

3. The final area addresses the long-term (and uncertain) risks of future climate change,
building iterative response pathways using a framework of decision making under
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uncertainty and identifying early action to allow learning for future decisions. This
allows responses to evolve over time (with a learning and review cycle) so that
appropriate decisions can be taken at the right time, allowing for action to be brought
forward or delayed as the evidence and observations (of climate change) emerge.
Note that in some cases, where there are limits to adaptation, there may be a need
for transformational change, achieved through a long-term vision and a set of
incremental actions.

Variations on these themes exist in the literature, e.g. there may be further sub-divisions, or
alternative terms, but the key thing is around the timing of responses, with (1) immediate
action to address the deficit, (2) short-term actions that will be exposed in the future, and (3)
early action to address future risks, to keep options open and avoid the risks of lock-in.

Figure 2 An lterative Framework for Climate Change and Adaptation.

Current (now) Near future (2020s) Longer-term (2050s)

Emerging early trends &
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| Future major climate
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These frameworks have been recommended widely in the literature, including in the recent
IPCC SREX report (2012) and more recently in IPCC 5™ Assessment Report (2014).

Importantly, they also provide the means to select the early focus for adaptation.
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Using Iterative Frameworks to Select Early VIM Adaptation

The framework above allows the identification of adaptation interventions that start with the
current adaption deficit and build resilience for the future, taking account of uncertainty.
These frameworks can be used to identify areas of early adaptation focus.

It is stressed that while much of the recent focus has been on addressing the current
adaptation deficit, focusing on this area alone (at the expense of longer-term changes) will
lead to mal-adaptation. For example, failure to account for long-term risks when designing
short-term responses could increase future impacts by increasing future exposure.
Furthermore, the historic climate is not a good predictor of the future (with climate change),
and thus optimising responses against historic experience is unlikely to be sufficient.

All three response areas in Figure 2 are an essential part of early adaptation, i.e. for decision
and investments over the next 5 — 10 years. They represent a key focus for delivering
value for money adaptation. However, a good adaptation programme will comprise of a
portfolio of interventions that cover all of these different aspects.

It is highlighted that the nature of actions will vary across each of the three areas. Early
interventions to tackle the adaptation deficit will focus on concrete action, while early actions
for the medium and longer-term (2 and 3) will involve marginal aspect, early planning or
information and evidence gathering, rather than large-scale action or major investment. This
is highlighted in the figure below, with the early actions highlighted in green.

Figure 3 Priority Areas for Early VfM Adaptation.

Current (now) Near future (2020s) . Longer-term
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These early actions (in the green shaded area) are the early priority for adaptation. They
include options that are often termed ‘no-regret’ or ‘low-regret’.

These low-regret options are now 