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International finance for climate change has become 

an important barometer for how rich countries with 

high historical emissions will help developing countries 

shift away from carbon-intensive development to lower 

carbon development pathways. The 2010 Cancun Agree-

ments state that developed countries should provide 

new and additional resources for developing countries 

approaching $30 billion for the period 2010 to 2012 and 

that longer-term funding should come from both public 

and private sources to mobilise $100 billion per year by 

2020. Much of this conversation has stayed at the level of 

demanding transparency in pledges and commitments 

from contributor countries to address climate change in 

developing countries, and ensuring that governments 

adhere to the United Nations Framework Convention on 

Climate Change (UNFCCC) principle of ›responsibility‹ 

and ›capability‹ to pay.

But what is often missing from the international 

debate is evidence of what is happening ›on the ground‹ 

as international pledges are increased. Is finance actually 

reaching climate change mitigation and adaptation ac-

tivities? How is it being delivered? Are lessons from the 

aid effectiveness debate being considered? And what 

can we learn for the future? These are important ques-

tions for European donors, especially given European fast 

start funding (FSF) pledges at Cancun and a new Green 

paper on the future of budget support that covers quality, 

value for money and impact of budget support1. This 

brief presents four insights on climate change mitigation 

finance in Indonesia2.

Current and future international public 
mitigation finance flows in Indonesia

Committed and secured international financial sup-

port for climate change mitigation in Indonesia is ap-

proximately US$ 4.43 billion over the next few years, with 

EU donors contributing roughly 30 % of total support. 

This roughly breaks down as US$ 2.94 billion in conces-

sional loans, and US$ 1.44 billion in grants and technical 

assistance; US$ 3.48 billion in bilateral assistance and 

US$ 913 million in multilateral assistance (figure 1 and 2).

Figure 1: current international public mitigation finance to 

Indonesia

This has led to a large number of active donors (figure 2), funding 
instruments (table 1), and activities aimed at mitigating climate 
change, particularly in support for Reducing Emissions from Defores-
tation and Degradation (REDD+iv) and renewable energy and energy 
efficiency projects. Several additional pledges are in the pipeline, and 
could provide an additional several billion dollars. Based on insights 
from donors, this trend looks set to continue over at least the next 
5 years.
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This has led to a large number of active donors 

(figure 2), funding instruments (table 1), and activities 

aimed at mitigating climate change, particularly in sup-

port for Reducing Emissions from Deforestation and 

Degradation (REDD+4) and renewable energy and energy 

efficiency projects. Several additional pledges are in the 

pipeline, and could provide an additional several billion 

dollars. Based on insights from donors, this trend looks 

set to continue over at least the next 5 years.

The following table demonstrates that international 

donors are supporting several different instruments 

and delivery channels to address climate mitigation in 

Indonesia at the national level.

Figure 2: National landscape of international public finance in Indonesia

Source: Author5

Table 1: Donor-supported funding instruments for climate change mitigation in Indonesia

Instrument Description

The Climate Change 
Policy Loan (CCPL)

A loan, often with a low interest rate and extended payment terms, provided to develop a lower carbon, more 
climate-resilient growth path. Directly incorporated into the country’s general budget to cover fiscal deficit. 

The Indonesia Climate 
Change Trust Fund 
(ICCTF)

National trust fund owned and managed by the government of Indonesia. Provides grant funding to ministries 
for climate change activities. Aims to reduce transaction costs by cutting the number of free-standing projects, 
and by harmonizing the financing into a ›basket fund‹. 

Indonesia Green Invest-
ment Fund (IGIF)

A ›special purpose vehicle‹ under the Ministry of Finance’s Government Investment Unit, aimed at leveraging 
private and market-based sources of funding for private sector low emissions development projects.

The Norway-Indonesia 
›Letter of Intent‹ (LoI)

A bilateral agreement between Norway and Indonesia intended to finance REDD-plus activities, aimed at reduc-
ing deforestation to curb emissions, at the national level. Majority of funding is conditional on ›performance 
based‹ verifiable emissions reductions.

Bilateral and Multi-
lateral Project Support

Support for specific projects and programmes, through technical assistance, capacity building, REDD+ demon-
stration projects, support for measuring, verification and reporting systems etc.
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Climate finance and its aid effectiveness 
implications

The increase in activity on climate change has been ac-

companied by challenges in terms of coordination6 and 

alignment7 of finance. Coordination challenges arise 

between donors, between donors and government, and 

within government, and alignment challenges arise 

between donor and government systems. For example, 

the CCPL allows for finance to be disbursed directly to the 

government’s treasury, and uses the government’s own 

allocation systems, thus it is strongly in ›alignment‹. This 

allows the government to have complete control over the 

allocation of the resources according to the programmes 

and activities they prioritise. Other modalities use parallel 

systems to those established by the government; much of 

the externally funded sub-national projects are effectively 

working outside the government systems. From a climate 

mitigation perspective there are still challenges in both 

approaches, but from an aid effectiveness perspective, 

the fact that much donor finance is still ›sealed off‹ from 

normal government activity may be a concern for the long 

term effectiveness of the finance to support sustained re-

sponses to climate change.

There appear to be two main reasons for the lack of 

coordination and alignment:

1. Different donor priorities and financing approaches: 

While a few donors are strongly rooted in their sup-

port of the Paris Principles on Aid Effectiveness and 

are working through national institutions and pro-

curement processes, many donors chart a course 

outside the government’s institutional framework in 

order to maintain control and accountability over re-

sources, and as a way to avoid dealing with national 

and local systems that are often regarded as slow 

and ineffective. The restrictions of existing financing 

modalities (e.g. in terms of procurement guidelines; 

funding cycles) exacerbate this challenge.

2. A poor understanding (among donors and within 

government) of what activities need to be supported 

and the appropriate financial modalities to address 

these needs: This has led to a lot of ›business as usual‹ 

support, for example involving a large number of 

workshops and capacity building activities, that only 

indirectly target abatement needs. While national 

economic needs assessments have been carried out, 

the assessments are often too general or broad to give 

accurate cost projections for different sectors. Some of 

the methodologies used also have severe limitations.

In order to build more effective responses, it will be im-

portant to better understand these needs and to build 

financing modalities accordingly.

There are efforts by both government and donors to coor-

dinate the different funds and activities and ensure they 

align with country systems. A number of different work-

ing groups have been set up to coordinate different parts 

of the climate change response and various activities are 

underway to better understand the current landscape.

Does climate finance present new challenges 
for donors?

While climate change finance presents challenges that 

are common to the aid effectiveness debate, there 

are differences that may give rise to some less familiar 

challenges.

1. There is a strong emphasis on the need to ›measure, 

report and verify‹ (MRV) all mitigation action, and on 

›pay for performance‹ in terms of emissions reductions 

by both developed and developing countries in a post-

2012 agreement (Breidenich & Bodansky, 2009)

2. The importance placed on achieving financial 

›additionality‹ for climate change at the international 

level (Brown, Bird, Schalatek, 2010) could be creating 

incentives to use less aligned financing initiatives, 

which can provide higher visibility of support.

3. There is a need to achieve immediate results to avoid 

carbon lock-in. The recent emphasis on ›fast start 

finance‹ highlights the need to augment international 

public flows to support climate change between 2010 

and 2012, and is largely focused on achieving im-

mediate and demonstrable results.

Indonesia is one of few countries in which public finance 

is likely to be delivered at scale in a ›pay for performance‹ 

modality through the Norway-Indonesia LOI, which has 

some similarities to a market based mechanism in which 

tonnes of emissions reductions achieved are the unit 

of trade. Significant attention is being placed on build-

ing an MRV system and this is accompanied by a set of 

policy measures that aim to reduce deforestation, devel-

oped through a multi-stakeholder process. The question 

was raised by a number of interviewees as to the extent 

that these (and other REDD+) processes are driven by the 

government’s own priorities and whether the conditions 

imposed by international climate change policies, will 
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have the desired effect on emissions reduction. While 

it is impossible to determine the impacts of the emerg-

ing system, the changing basis of the donor-recipient 

relationship highlights that it would be useful to re-visit 

lessons from debates about aid conditionality (e.g. the 

ability to induce policy reform) as such policies are devel-

oped.

Some interviewees suggested that the obsessive focus 

on achieving large scale finance may be the wrong em-

phasis for a country like Indonesia, which may not require 

huge resource flows but rather reform of national fiscal 

policy and incentives which require little financing. The 

focus on scale certainly acts as an important entry point 

for discussion between countries, but given Indonesia’s 

low level of ODA flows relative to GDP, it is unlikely that 

it could ever be significantly scaled up to have sufficient 

incentive effects on mitigation actions. Instead, it was 

suggested that smaller levels of finance could be used 

more strategically, either politically or to leverage private 

finance in some areas.

Conclusions and recommendations 
for future EU climate financing

International public finance flows to support climate 

change responses in emerging economies such as 

Indonesia are likely to increase at least over the next 

5–10 years. Undoubtedly challenges will arise from both 

aid effectiveness and climate change mitigation perspec-

tives, in the delivery of this finance. In a recent policy an-

nouncement at Cancun, the EU committed to further FSF. 

At the same time, the evolution of the EU development 

agenda emphasises areas such as ›value for money‹ and 

›the role of conditionality and links to results‹, driven in 

part by the global economic crisis. The current situation 

in Indonesia provides some initial lessons for meeting 

these dual objectives, and moving towards more effective 

climate financing. These include the need to:

  ±± better understand what climate change mitigation ac-

tivities need to be funded within countries and to build 

financing modalities that meet these needs, rather 

than to be guided by which modalities are available;

  ±± move beyond the question of scale of finance as 

an indicator of effectiveness, especially in emerg-

ing economies in which public international climate 

finance flows are likely to remain small compared to 

national budgets;

  ±± move donor coordination beyond information shar-

ing, towards more combined strategies and joint coor-

dination with government;

  ±± increase flexibility among donors in the way they de-

liver finance (e.g. in terms of procurement rules); and

  ±± to better consider lessons from earlier development 

cooperation debates in the development of new con-

ditional financing modalities such as REDD+.

1 http://ec.europa.eu/development/icenter/repository/green_
paper_budget_support_third_countries_en.pdf

2  Summarised from the EDC2020 Working Paper: Climate Finance 
in Indonesia: Lessons for the Future of Public Finance for Climate 
Change Mitigation by Jessica Brown and Leo Peskett, 2011. The 
research findings are based on in-depth country research and 
extensive donor and government interviews.

3  While this figure includes a few regional projects by the EU, the 
vast majority of support is targeted at Indonesia specifically.

4  REDD+ uses financial incentives to reduce the emission of green-
house gases from deforestation, forest degradation, restoration, 
rehabilitation, sustainable management and af/reforestation. 

5  Note: the arrows indicate the flow of finance from donor to 
recipient agency and/or project. For direct project/programmatic 
support, this often involves a range of different implementing 
agencies. November 2010 average exchange rates have been 
used (www.oanda.com).

6  Coordination refers to any institutional interface between a set 
of donors and partner recipient organizations as well as the mech-
anisms within these donor and partner organizations that aim to 
streamline the aid process (McCormick et al., 2007). 

7  Alignment refers to the need to align donor support with 
the partner country objectives and strategies, and to use 
strengthened country systems. Within the Paris Declaration, 
donors have committed to ›base their overall support – country 
strategies, policy dialogues, and development cooperation pro-
grammes – on partners’ national development strategies‹. Ad-
ditionally, donors have committed to ›use country systems and 
procedures to the maximum extent possible... avoid, to the maxi-
mum extent possible, creating dedicated structures for day-to-
day management and implementation of aid-financed projects 
and programmes‹ (CABRI, 2008).

EADI

Kaiser-Friedrich-Strasse 11

D-53113 Bonn

Tel.: (+49) 228 . 2 61 81 01

Fax: (+49) 228 . 2 61 81 03

www.eadi.org

www.edc2020.eu

This series provides summarised research outcomes of the EDC2020 

project on European Development Co-operation to 2020. This project 

carries out research on three major emerging issues: new actors in inter-

national development, the linkage between energy security, democracy 

and development and the impact of climate change on development. 

Consortium partners: European Association of Development Research 

and Training Institutes (EADI, Germany), Overseas Development In-

stitute (ODI, United Kingdom), Institute of Development Studies (IDS, 

United Kingdom), German Development Institute (DIE, Germany), Fun-

dación para las Relaciones Internacionales y el Diálogo Exterior (FRIDE, 

Spain), Society for International Development (SID, Netherlands).

4



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 15%)
  /CalRGBProfile (eciRGB v2)
  /CalCMYKProfile (ISO Coated v2 \050ECI\051)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.3
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails true
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages false
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV <>
    /HUN <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /DEU <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [1200 1200]
  /PageSize [595.276 841.890]
>> setpagedevice


