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PROPOSED DECISION

The PPCR Sub-Committee, having reviewed the document PPCR/SC.20/5, Strategic Program for
Climate Resilience for Ethiopia [endorses] the SPCR.

The Sub-Committee encourages the Government of Ethiopia and the MDBs to actively seek
resources from other bilateral or multilateral sources to fund further development and
implementation of the projects foreseen in the strategic plan.
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The Federal Democratic Republic of Ethiopia +%
Ministry of Finance and Economic Cooperation Date

CIF Administrative Unit
Washington DC

The United States of America

Subject: Endorsement of Ethiopia’s Multi-sector Investment Plan (MSIP) document

The Ministry of Finance and Economic Cooperation (MoFEC), with key sectoral ministries (the Ministry of
Agriculture and Natural Resources; the Ministry of Environment, Forest and Climate Change; the Ministry
of Livestock and Fisheries; and the Ministry of Water, Irrigation and Electricity) has been spearheading the
development of the Multi-Sector Investment Plan (MSIP) for climate resilience to scale up actions related to
the 2™ Growth and Transformation Plan (GTP-2), which incorporates many of the elements of the CRGE
Strategy. The MSIP development process is being supported by the World Bank Group, the Aftrican
Development Bank, Climate Investment Fund’s (CIF) Pilot Program for Climate Resilience (PPCR) and
other partners.

A group of experts from our ministries, which formed the Core MSIP team, was leading the preparation of
the plan with active engagement of stakeholders from development partners, CSOs, Private Sector, UN
Agencies, Academia, etc. The MSIP preparation was supported with review of the ongoing investment
portfolio and gap analysis in the four sectors. Stakeholders were actively engaged in the selection of activity
packages, prioritization of the activities and finalization of the MSIP document.

We have been providing guidance and receiving regular updates from the experts during the course of MSIP
preparation. In our capacity as Co-chairs of the CRGE Facility Management committee we have endorsed
the MSIP document and submission to the CIF Administration.

Sincerely,

Fo{ MOFE y For MEFCC

C.C d Sate
= His E}’{cellency Dr. Kaba Urgessa, State Minister, MOANR
» His Excellency Ato Wondimu Tekle, State Minister, MOWIE
& “His Excellency Dr. G/egizibeher G/Eyesus, state Minister, MOLF
Addis Ababa
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PiLOT PROGRAM FOR CLIMATE RESILIENCE
ETHIOPIA: Summary of Multi Sector Investment Plan for Climate Resilience

1. Country/Region: Ethiopia / Africa
2. PPCR Funding Request (in The Government of Ethiopia is requesting funding for the following
USD million):: projects proposed with World Bank and AfDB.

e With the World Bank, the GoE is preparing a Resilient Landscapes
and Livelihoods operation (USS$ 100m IDA, requesting USS 48.5 m
from PPCR, if funds are available) to be delivered in mid-2018.

e With the AfDB, the GOE is preparing to increase resilience
through affordable access to climate smart energy. To facilitate
the project preparation, AfDB is requesting a Project Preparation
Grant of USD 0.5 million leading to potential contribution from
ADF (amount to be confirmed) and requesting up to USD50 m
from PPCR, if funds are available.

Both projects are being designed based on inputs from the MSIP

process and will seek to leverage financing from multiple sources. The

GoE expects to work with the World Bank, AfDB and other

development partners to use this MSIP to leverage financing for

climate resilience, including from the GCF.

3. National PPCR Focal Point: Zerihun Getu

UN Agencies and Regional Economic Cooperation,
CRGE Facility

MoFEC, Addis Ababa, Ethiopia
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Ministry of Finance and Economic Cooperation

World Bank, AfDB, IFC
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6. MDB PPCR Focal Point and Headquarters-PPCR Focal Point: | TTLs:

Project/Program Task Team Kanta Kumari Rigaud (WB) Stephen Danyo and
Leader (TTL): Phillips Gareth (AfDB) Timothy H. Brown (WB)
Joyita M. Mukherjee (IFC) Diop Bamba (AfDB)

Senait Mekete Ayele (IFC)

7. Description of SPCR:

(a) Key challenges related to vulnerability to climate change/variability:

Ethiopia aims to become a lower middle-income country by 2025 on a climate resilient and green economic
growth path that is socially equitable and inclusive. Ethiopia is both highly exposed to climate shocks and
changes, and highly vulnerable. This is due to its rainfall-dependent economy, predominantly rural
population, frequent occurrence of droughts and floods, high poverty rates, and limited institutional
capacity. Ethiopia’s climate vulnerability results mainly from five challenges: (i) adverse impacts on the
agriculture and livestock sectors; (ii) effects on the hydropower sector and, hence, power generation; (iii)
increased flooding impacting on the transport sector; (iv) effects of drought on government expenditure
associated with vulnerability and food insecurity; and (v) impacts on irrigation and hydropower due to
conflicts associated with competing demands for water. Changes in the state of forests and woodlands can
amplify or ameliorate each of these factors, given the close interactions and inter-dependency between
water, energy, forest, and agriculture in the rural landscape.

To overcome these challenges and achieve a more resilient economy, Ethiopia must undertake a structural
transformation in line with its ambitious economic development plans which rely heavily on a four-fold
increase in the productivity of its rural landscapes, green industrialization and urbanization, and sustainable
energy access. Ethiopia requires not only large volumes of strategically coordinated public and private
investment, but also policy and regulatory reform, as well as extensive cross-sectoral and multi-stakeholder
collaboration. The MSIP captures required investments that can help to build the country’s adaptive
capacity and tackle specific climate risks.
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(b) Areas of Intervention — sectors and themes

To help Ethiopia tackle these challenges and advance the national move toward climate resilient, green
growth, this Ethiopian Multi-Sector Investment Plan (MSIP) for Climate Resilient Agriculture and Forest
Development defines an investment need of approximately USS 4 billion in the 2017-2030 period. The MSIP
deals with those sectors that are expected to be most affected by climate change in the next 15 years: by
strengthening resilience in those important sectors, the MSIP will lay the foundation for future
development towards Ethiopia’s longer term objectives of a diverse, climate resilient and green economy.
Using a broad, inclusive consultative process, the MSIP groups 50 priority Activity Packages into Activity
Groups that pursue a multi-sectoral approach to address key challenges in the agriculture, forestry, water,
livestock and energy sectors. These Activity Groups aim to address the financial, thematic and spatial gaps
identified through an analytical and inclusive process. The five Activity Groups cover the following sectors
and themes:

1. Enhancing climate resilience in agriculture, including: Climate smart and gender sensitive
agricultural support services; Reduced vulnerability to rainfall variability and water supply
uncertainty; Increased resilience through crop productivity improvements and more equal intra-
household relationships; Increased resilience through income diversification; Better natural
resource management (soil, water, agroforestry).

2. Climate resilient forest and landscape development, conservation and utilization, including:
Strengthening the resilience of the forest sector by expanding forest resources and improving their
management; Reducing pressure on landscapes from extension of the agricultural frontier;
Reducing forest degradation due to fuelwood harvesting; Reducing pressure on landscapes from
grazing-related land clearance; Reducing vulnerability of people in the forestry sector through
livelihoods diversificationlmproved land and water management to deliver economic growth in
agriculture, forestry and livestock production.

3. Ensuring climate resilient livestock management and livelihoods, including: Climate smart and
gender sensitive extension services; Enhanced resilience through reduced livestock vulnerability and
diversification; Reduced environmental impact of livestock production; Better natural resource
management (soil, water, agroforestry).

4. Increased resilience through affordable access to climate smart energy including: Reduced reliance
on fuelwood for thermal energy; Improved access to low-emissions electricity.

5. Enhanced climate-resilient disaster risk management and early warning systems including:

Improved drought and flood risk assessment and early warning systems; Increased resilience
through coordinated food and non-food responses; Improved implementation of the Sendai
Framework for Disaster Risk Reduction.

(c) Expected Outcomes from the Implementation of the SPCR

The MSIP results are aligned to Ethiopia’s CRGE Strategy and the GTP Il so that it is fully integrated into the
national system both for development planning and for monitoring and evaluation. Implementation of the
MSIP is expected to catalyse transformational change by mobilising investment to scale up existing practices
and creating a change in the use of climate, hydrological and land use data in cross-sectoral decision-
making. Specifically, implementing the activities in the MSIP should contribute to a four-fold increase in the
productivity of Ethiopia’s rural landscape by harnessing improvements in land and water management that
optimize efficiency, balance competing priorities and leverage investment from both the public and private
sectors.

The MSIP provides a widely agreed framework for coordinating public financing for investment in climate
resilience. Success will require strong implementation mechanisms and cross sectoral coordination at all
levels of government, as well as technically qualified human resources to realize investment projects on the
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ground. Fortunately, Ethiopia has established the CRGE Facility as a coordinating body that also continues
to build capacity and strengthen implementation through its sectoral focal points and links to sectoral
agencies and regional implementation structures.

The MSIP process also has analyzed the policy and regulatory incentives for improvements in resilience and
identified potential areas for reform. This will guide ongoing dialogue between the FDRE and its
development partners, as well as private sector actors. A risk assessment has also identified and categorized
key issues along with mitigation measures to manage major risks.

The MSIP expects to support and catalyse transformational change through three levers: 1) Scaling up
through enhanced, integrated and coordinated approach to public investment; 2) Creating the enabling
conditions for scaling up private investment, including smallholders; and 3) Improving decision-making and
delivery within existing large-scale government programmes and investments with targeted policy reforms
and better use of data and evidence from the field. The MSIP provides the framework for Ethiopia to
achieve the necessary transformation and advance along a pathway to increased resilience.
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8. Expected Key results from the Implementation of the Investment Strategy (consistent with PPCR
Results Framework):

Ethiopia’s MSIP for climate resilience directly supports Ethiopia’s national development vision and plans.
The Growth and Transformation Program (GTP II) sets Ethiopia’s vision to become a lower middle income
country by 2025. The Climate Resilient Green Economy (CRGE) Strategy is one of the GTP II's strategic pillars
and contributes by supporting climate resilient and green economic growth that is socially equitable and
inclusive, addressing underlying drivers of vulnerability to climate risks.

The CRGE Strategy has four supporting pillars: Agriculture Systems strengthened using low carbon, climate
resilient practices, forests and other natural resources protected and sustainably managed, increased
energy and electricity generation from diversified climate resilient, renewable sources, and green cities,
buildings, transportation and industrial systems developed and safeguarded against climate risks. The MSIP
directly and indirectly supports all of these pillars, which are consistent with the PPCR results framework
(as shown below and in Section VIl and Table 9 of the MSIP Document).

Monitoring and evaluation under the MSIP is built into the system for tracking national development and
resilience progress. The CRGE Facility has established a Monitoring and Evaluation (M&E) System that
cascades national monitoring requirements into CRGE related investments. This is readily aligned with the
PPCR M&E results framework, as indicated below, and in greater detail in Table 9 of the MSIP document.
The following table summarizes the alighment between the Expected MSIP Results, the national framework
of CRGE Indicators and the PPCR Results and Catalytic Outcomes, as well as project/program results and
indicators.
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Overarching Objective: To directly support Ethiopia’s target of a climate resilient and green economy reaching lows
middle income status by 2025.

=

CRGE Strategy

CRGE Indicators

PPCR Results, Catalytic Outcomes & Indicators

Goal: Resilience of
households improved

e Change in climate vulnerability of

rural communities

Strengthened adaptive capacity of
rural communities and businesses

Improved quality of life of people living in areas mos

affected by climate variability & CC

e % of people classified as poor (women & men) and
food insecure in most affected regions

t

Longer-Term MSIP

Outcomes

» Enhanced climate
responsive and
climate resilient
development

planning

Evidence of strengthened
government capacity to collect,
analyze and apply climate
information to planning and
decision-making

Degree of integration/
mainstreaming of climate change
in national and sector planning and
coordination

Increased resilience in economic, social, and eco-
systems to climate variability & CC through
transformed social and economic development

e Changes in budgets of all levels of government to

take into account effects of climate variability & CC

across sectors and regions.
e Degree to which development plans integrate

climate resilience by subjecting planning to climate

proofing and assessments of vulnerability (includin
gender) and including measures to better manage
and reduce risk.

oQ

» Climate responsive
investment
opportunities

Scaled-up investments in climate resilience and thei

replication

e Number and value of investments (national and
local government, non-government, private sector|
etc.) in S by type of climate resilient investments

’

» Knowledge, skills
and capacities:
Strengthened gov't
capacities to plan,
resource and deliver
green, climate
resilient results

e Extent to which sectors use
improved tools, instruments,
strategies and activities to respond
to climate variability & CC

Increased capacity to integrate climate resilience int

country strategies

e Evidence of a functioning cross-sectoral mechanis
that takes account of climate variability & CC

e Evidence of line ministries or functional agencies
lead in updating or revising country strategies
(country ownership)

Expected MSIP Results

CRGE Indicators

PPCR Project/Program Results and indicators

Activity Group 1 -
Enhancing Climate
Resilient  Agricultural
Production and Food
Security

e (Change in) Rainfed crop area
under sustainable, climate smart
land management practices (ha) —
by crop type (private holders only)
(Change in) crop land productivity
where modern, climate smart and
small-scale irrigation applied
(quintal per hectare) for: Major
food crops; High value crops
(Change in) Total crop land under
modern, climate smart irrigation
systems (ha and %) by type: S, M, L
Number of households reporting a
wider variety of livelihood
strategies (disaggregated by male
and female-headed)

Increased capacity to withstand / recover from CC/

CV effects in investment program/ project specific

priority agricultural / water interventions, social

safety nets, insurance schemes, etc

e Change in percent change in availability of
drought/salt-tolerant, certified seeds/crops

e Change in hectares of farms with sustainable acceg
to irrigation and drinking water

(%]

Activity Group 2 -

Climate Resilient
Forest and Natural
Resource

Management

Total area (individual & communal)
of land under sustainable, climate
smart, land management plans

Increased capacity to withstand / recover from CC/
CV effects in investment program/ project specific
priority agricultural / water interventions, social
safety nets, insurance schemes, etc
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e Cumulative area of land covered
with forest (ha), disaggregated by:
Protected (%); Plantation (%),
Under improved forest mgmt
systems (%) and reduced carbon
emissions practices (%)

Change in HH fuelwood use
Number of households reporting a
wider variety of livelihood
strategies (disaggregated by male
and female-headed)

Area of land developed with
community based watershed
program & area rehabilitated

e Change in hectares (ha) of area in project/program
area with management plan that integrate climate
change considerations

Activity Group 3 -

Ensuring Climate
Resilient Livestock
Management and
Livelihoods

Productivity of communal pasture
and rangeland (tons/ha) — feed /
forage

Number of households reporting a
wider variety of livelihood
strategies (disaggregated by male
and female-headed)

Increased capacity to withstand / recover from CC/
CV effects in investment program/ project specific
priority agricultural / water interventions, social
safety nets, insurance schemes, etc

Activity Group 4 -
Improved access to
climate-smart energy

Annual energy savings:
disaggregated by type of energy-
saving measure

Installed capacity renewable
energy (type, GWh), including from
solar, wind, geothermal. biomass

Increased capacity to withstand / recover from CC/

CV effects in investment program/ project specific

priority infrastructure

e Change in # of energy-related infrastructure
integrating climate resilience features

e Availability of tools to assess climate risks to powef
plants and other sources of energy

Activity Group 5
Enhanced climate-
related disaster risk
management and
response systems

Perception of men, women,
vulnerable populations, and
emergency response agencies of
the timeliness, content and reach
of early warning systems
Evidence of strengthened
government capacity to collect,
analyze and apply climate
information to decision-making
Extent to which sectors use
improved tools, instruments,
strategies and activities to respond
to climate variability & CC
Perception of men, women,
vulnerable populations, and
emergency response agencies of
the timeliness, content and reach
of early warning system

Increased resilience in economic, social, and eco-
systems to climate variability & CC through
transformed social and economic development

e Existence and effectiveness of early warning system
for extreme climate events

e Scope of social safety nets;

e Existence of risk insurances;

e Extent to which development decision making is
made based on country-specific climate science,
local climate knowledge (regional and eco-regiona
level), and (gender-sensitive) vulnerability studies

e Coverage (comprehensiveness) of climate risk
analysis and vulnerability assessments within the
limits that current scientific evidence permits.
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9. Project and Program Concepts under the SPCR:

Ethiopia’s MSIP (local name for SPCR) lays out a sound strategic investment framework. Specific project
concepts and proposals will be developed at the next stage of seeking financing from specific multilateral
and bilateral funds. As a direct result of the MSIP process:

e With AfDB, the GoE is preparing a Ethiopia’s Cook Stove Situation Analysis for PPCR Investment
Opportunity (USS 1 million) which derives from the analyses and consultations under the MSIP
process. There is a request for project preparation funds of USS$ 0.5 million. AfDB will request
accompanying MPIS funds.

e With the World Bank, the GoE is preparing a Resilient Landscapes and Livelihoods operation
(5100m IDA) to be delivered in mid-2018. This project is being designed based on inputs from the
MSIP process and will seek to leverage financing from the PPCR (requesting USS 48.5, if funds are
available), GCF and bilateral donors, though the final amounts are not yet determined. The
concept is an annex of the main document. The World Bank is not requesting MPIS funds.

Expected Preparatio
. Requested
Project/Program Concept co- n grant
" MDB po . .
Title financing request
(Uss) (Us$)

R.eS|I.|ent Landscapes and WB 485 54000 0.0
Livelihoods operation
Ethiopia’s Cook Stove
Situation Analysis for PPCR | AfDB 50.0 tbd 0.5
Investment Opportunity

Project concepts and proposals will be further developed in coming months by the Government together
with the MDBs, and possibly with other partners.

Regarding Ethiopia’s overall investment need to achieve climate resilience in the target sectors to 2030, the
MSIP follows two lines of analysis, one based on high level aggregates, the other based on more detailed
cost estimates. For the aggregate level, estimates based on the Government’s sectoral climate resilience
strategies amount to about USS 5.9 billion. Noting that these estimates dated from 2011-14, the actual
current need could be 20-30 percent higher. Taking the midpoint of 25%, this increases the estimate of the
investment gap to about $7.4 billion.

For the detailed analysis, the estimated costs of all activity packages summed to USS 11.8 billion. These cost
estimates are based on more recent data and more current understanding of the resilience needs for each
sector. However, this can still be considered an over-estimate of the need because some of the activities
will produce other co-benefits (e.g., crop productivity, household energy, infrastructure) that go beyond
core climate resilience needs. Further, there will be some synergies among activity packages in different
sectors, for example, upstream landscape management activities will lower costs and increase the resilience
of water supply and management structures. If these over-estimates and synergies account for a quarter to
a third of the costs, then the climate resilience need would be in the range of USS 8-9 billion. Thus, given
the caveats and assumptions, the two estimation approaches yield figures in the same range of USS 6-8
billion.
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In comparison to this need, the total value of the existing portfolio of development partner projects is
around USS 4.8 billion. However, not all of this spending is directly for climate resilience, as it includes water
and energy sector infrastructure, as well as agriculture and landscape productivity activities that contribute
to broader development objectives. These figures can be adjusted to account for the multiple objectives
using a range of assumptions to yield about USS 1.8 billion. Subtracting the current spending from the
estimated need yields a gap of USS 4-6 billion (based on the two approaches).

10. Timeframe (tentative) Milestones

The GoE expects to use the MSIP analysis, prioritization and consensus building as the base for developing
specific investment projects with finance blended from multiple sources in the coming months and years
and the results framework provides a system for monitoring these milestones. Some of the sources for this
financing are identified in the document, including the multi-lateral development banks, bilateral
development partners, and a range of international climate finance funds and mechanisms, notably the
Green Climate Fund, where Ethiopia is a participating member. It is expected that this strategic and
prioritized approach will yield tangible results in terms of scaled up financing within a few years. If the
Climate Investment Funds and the PPCR gain access to additional financing for investment of country level
investment plans, Ethiopia expects that the funding requests outlined below can be considered. Current
time frame for follow on activities:

e 2017 /12 - AfDB and GOE to submit concept for implementation of project preparation grant for
project, Ethiopia’s Cook Stove Situation Analysis for PPC Investment Opportunity.

e 2018/12 — AfDB and GOE deliver Ethiopia’s Cook stove Project for PPCR Investment Opportunity
to AfDB Board.

e 2017 (Q3) — GoE with World Bank will deliver Project Concept Note for Resilient Landscapes and
Livelihoods operation (5100m IDA), with parallel financing of USS$ 48.5 million requested from
PPCR and other sources.

e 2018 (mid) — GoE with World Bank will deliver Resilient Landscapes and Livelihoods operation to
WB Board. Additional financing is being sought from the GCF and bilateral partners, amounts to
be determined.

e Other Partners involved in SPCR:

Besides the MDBs (WBG and AfDB), development partners (such as UK/DFID, Norway/Norway's
International Climate and Forest Initiative, UNDP, IFAD, FAOQ, JICA, EU, Canada, Irish AID, US (State and
USAID), Denmark, Germany/KfW, Sweden/SIDA, Austria, Finland, French and Global Green Growth
Institute; Korean International Cooperation Agency; CIAT-International Center for Tropical Agriculture.
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Contributing Partners

Ministries and Agencies

FDRE Ministry of Finance and Economic Cooperation
FDRE Ministry of Environment, Forest and Climate Change
FDRE Ministry of Water, Irrigation and Electricity
FDRE Ministry of Agriculture and Natural Resources
FDRE Ministry of Livestock and Fisheries

FDRE Ministry of Mines Petroleum and Natural Gas
Ethiopian Agricultural Transformation Agency
Ethiopian Biodiversity Institute

National Meteorological Agency of Ethiopia

Tana and Beles Sub-Basin Organization

Ethiopia Abay Basin Authority

Multilateral Development Banks and their funds/programs
World Bank

African Development Bank

International Finance Corporation (IFC)

Climate Investment Fund (CIF)

Pilot Program for Climate Resilience (PPCR)

Bilateral and Multilateral Development Partners

Austria Development Cooperation

Canada Department of Foreign Affairs, Trade and Development
Canada Embassy

Consultative Group for International Agricultural Research (CGIAR)
Denmark Embassy

EU Ethiopia Office

Finland Embassy

Food and Agriculture Organization of the United Nations (FAO)
France Embassy

International Centre for Tropical Agriculture (CIAT)

International Fund for Agricultural Development (IFAD)
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Irish Aid

Japan International Cooperation Agency (JICA)

Korea Trade-Investment Promotion Agency (KOTRA), Republic of Korea
Kreditanstalt fiir Wiederaufbau (KfW)

Norway's International Climate and Forest Initiative (NICFl)

Royal Norwegian Embassy (RNE)

Switzerland Embassy

UK Department for International Development (DfID)

United States Agency for International Development (USAID)

United Nations Development Programme (UNDP)

NGOs, Civil Society Organizations, and Private Sector

Population, Health and Environment - Ethiopia Consortium, PHE-EC
World Vision-Ethiopia

Care Ethiopia

Climate Change Forum Ethiopia

Forum for Environment

Global Green Growth Institute

Oxfam GB/ACCRA

Universities and Research Institutions

Addis Ababa University Climate Science Centre/Centre for Dryland Management

Ethiopian Environment and Forest Research Institute

Ethiopian Academy of Science

Ethiopian Development Research Institute -- Environment and Climate Research Centre (EDRI/ECRC)

Horn of Africa Regional Environment Center and Network (HoA-REC & N)

Consultancy arrangements to produce this document

A consortium led by LTS International, comprising the UK-based Eco Ltd and Ethiopian limited company,
Echnoserve, facilitated completion of the consultation process, developed the portfolio review, gap
analysis, and finalized this MSIP document. More information about the process is available in Section IV.
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Multi-Sector Investment Plan (MSIP) for Climate Resilient Agriculture
and Forest Development 2017-2030!

Executive Summary

Ethiopia has a vision to become a lower middle-income country by 2025. It aims to do this through climate resilient
and green economic growth that is socially equitable and inclusive, and which addresses underlying drivers of
vulnerability to climate risks. Due in part to its diverse geography, Ethiopia has always faced a variable climate. The
precise, spatially-explicit impacts of future climate change in Ethiopia are still uncertain, but over the coming 15 years
increases in climate variability are highly likely. Uncertainty and variability present real challenges to Ethiopia’s
rapidly growing economy to adapt and build-in resilience. Economic development still relies on a largely rural rain-
fed agricultural sector: wide annual variations in seasonal rainfall performance hamper development and dampen
growth.

Negative impacts of climate change on GDP are assumed to occur as a result of the following five factors: (i) adverse
impacts on the agriculture and livestock sectors; (ii) effects on the hydropower sector and, hence, power generation;
(iii) increased flooding impacting on the transport sector; (iv) effects of drought on government expenditure
associated with vulnerability and food insecurity; and (v) impacts on irrigation and hydropower due to conflicts
associated with competing demands for water. Changes in the state of forests and woodlands can amplify or
ameliorate each of these factors, given the close interactions and inter-dependency between water, energy, forest,
and agriculture in the rural landscape.

As a low-income country, Ethiopia is more vulnerable to current climate variability and future climate changes
than are wealthier countries.? Ethiopia is both highly exposed to climate shocks and changes, and highly vulnerable.
This is due to its rainfall-dependent economy, predominantly rural population, frequent occurrence of droughts and
floods, high poverty rates, and limited institutional capacity. 3 To achieve its transformational development goals,
Ethiopia must balance investments in vulnerability reduction with response to specific climate impacts. This means
investing climate finance in interventions which overlap with traditional development practice as well as in those
which target particular climate impacts such as changes in rainfall patterns and temperature increase. In practice,
these interventions lie on a broad spectrum of activities with gradations of emphasis on vulnerability and impacts.
The MSIP captures required investments along this continuum, which can build the foundations of the country’s
adaptive capacity and identify and tackle specific climate risks. Investment along this spectrum is justified because
Ethiopia is less able to deal with climate events while it is still developing its institutional, economic or financial
capacity to adapt effectively. This justifies the investment of climate finance in both broad-based inclusive growth to
boost adaptation demand and improve the efficiency of more targeted adaptation support, while reducing

! Throughout this document, years refer to Gregorian calendar years.

2 The global insight is based partly on forward looking studies that assess the likely impact of future climate change (Tol 2002a,
b, Parry et al. 2007) and partly on empirical evidence that looks at the impact of extreme climate events in the past (Kahn 2005,
Noy 2009, Toya and Skidmore 2007). More recent papers drawing similar conclusions include Althor, G., Watson, J. E., & Fuller,
R. A. (2016). Global mismatch between greenhouse gas emissions and the burden of climate change. Scientific reports, 6.
Cariolle, J., Goujon, M., & Guillaumont, P. (2016). Has structural economic vulnerability decreased in Least Developed Countries?
Lessons drawn from retrospective indices. The Journal of Development Studies, 52(5), 591-606. Ethiopia-specific literature also
notes the gaps in ability to cope with current climate variability, as well as future changes. For example: Cooper, P. J. M., Dimes,
J., Rao, K. P. C., Shapiro, B., Shiferaw, B., & Twomlow, S. (2008).

3 Ethiopian Panel on Climate Change (2015), First Assessment Report, Summary of Reports for Policy Makers, Published by the
Ethiopian Academy of Sciences.
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fragmentation of climate finance, other forms of development finance, private sector investment, as well as
government expenditure.

Fundamentally, to overcome its adaptation deficit and achieve a more resilient economy, Ethiopia must undertake
a structural transformation in line with its ambitious economic development plans which rely heavily on a four-
fold increase in the productivity of its rural landscapes, green industrialization and urbanization, and sustainable
energy access. Ethiopia has set itself ambitious development targets in its second Growth and Transformation Plan
(GTPIl) development plan; however, it faces inefficiencies in the provision of adaptation services and has to rationally
allocate its scarce development resources to more pressing and immediate needs. To overcome its adaptation deficit
and achieve aresilient economy, Ethiopia requires a massive effort involving substantial policy and regulatory reform,
extensive cross-sectoral and multi-stakeholder collaboration, as well as large volumes of both public and private
investment that is strategically coordinated to reduce costly fragmentation.

To help Ethiopia tackle this challenge and support the national objectives of climate resilient, green growth, this
Ethiopian Multi-Sector Investment Plan (MSIP) for Climate Resilient Agriculture and Forest Development defines
an investment need between approximately USS 6-8 billion in the 2017-2030 period. The investment plan is
presented in terms of: (i) prioritized and costed activity packages; (ii) existing priority large-scale programs of the
government that can rapidly direct funds to the ground for quick action; (iii) new strategic investment areas in the
forest, agriculture, livestock, energy and water; and (iv) a suite of cross-sector prioritized activities to support these.
The MSIP deals with those sectors that are expected to be most affected by climate change in the next 15 years: by
strengthening resilience in those important sectors, the MSIP will lay the foundation for future development towards
Ethiopia’s longer term objectives of a diverse, climate resilient and green economy. The MSIP also contains an
analysis of enabling policy and regulatory reforms that can leverage the expected changes from the proposed
investments. Not only does the MSIP promise transformation through identifying opportunities for scaling-up
existing good practices but it will also leverage change through improving the efficiency of current development
spend. This leveraging will be done through building systems for better long-term planning and improved cross-
sectoral decision-making, and will be driven by using enhanced climate information, stronger coordination
mechanisms for cross-sectoral action, and more conducive conditions for public-private partnership.

The MSIP brings together the Ministry of Finance and Economic Development (MOFEC), four line ministries, and
the National Disaster Risk Management Commission (NDRMC) to enhance climate resilience in the agriculture,
forestry, water, energy and livestock sectors. The development of the MSIP was led by MoFEC, which is mandated
to mobilize both domestic and external resources for the implementation of the Climate Resilient Green Economy
(CRGE) Strategy. Financing for preparation has been provided by the Climate Investment Fund’s (CIF) Pilot Program
for Climate Resilience (PPCR) and Multilateral Development Banks, the World Bank and its BioCarbon Fund, and the
partners who are supporting the MoFEC and line ministries in operationalizing the country’s CRGE Strategy. The
Ministry of Agriculture and Natural Resources (MoANR), the Ministry of Livestock and Fisheries (MoLF), the Ministry
of Environment, Climate Change and Forests (MEFCC), the Ministry of Water, Irrigation and Energy (MoWIE), and the
NDRMC will lead the implementation of the MSIP activities.

The MSIP is designed to be purposively inclusive. It convenes and helps coordinate a wide variety of financing
sources (international financing, climate financing, domestic budget, and private sector investment) to support
Ethiopia to scale up climate action. 1t is meant to support the Federal Democratic Republic of Ethiopia (FDRE) in
defining or enhancing large strategic investment programs that can effectively and efficiently further scale up
investment action on the ground. Therefore, a detailed consultative process has been followed in the development
of the MSIP. It has used an inclusive process of identifying and prioritizing the activities necessary to achieve the
targets that Ethiopia has put forward in its CRGE Strategy, Climate Resilience Strategy for Agriculture and Forestry,
Climate Resilience Strategy for Water and Energy, UNFCCC Intended Nationally Determined Contribution (INDC),
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Climate Change National Adaptation Programme of Action (NAPA), REDD+ Strategy, Agriculture Policy Investment
Framework, Ethiopia Strategic Investment Framework for Sustainable Land Management (ESIF), and the Disaster Risk
Management Strategic Programme and Investment Framework (DRM SPIF). The prioritization process has been
complemented by a gap analysis that identified what additional activities were required to achieve these targets.
Through on-going consultation, 50 Activity Packages were prioritized.

Using the consultative MSIP process, the 50 priority Activity Packages have been grouped into five Activity Groups.
Each Activity Group focuses on sectoral priorities, pursuing a multi-sectoral approach that identifies priority Activity
Packages in the agriculture, forestry, water, livestock and energy sectors that, together, will address the financial,
thematic and spatial gaps that have been identified by the analysis. The five Activity Groups cover the following
sectors and themes:

1. Enhancing climate resilience in agriculture
e C(Climate smart and gender sensitive agricultural support services
e Reduced vulnerability to rainfall variability and water supply uncertainty
e Increased resilience through crop productivity improvements and more equal intra-household relationships
e Increased resilience through income diversification
e Better natural resource management (soil, water, agroforestry)

2. Climate resilient forest and landscape development, conservation and utilization

e Strengthening the resilience of the forest sector by expanding forest resources and improving their
management

e Reducing pressure on Ethiopia’s landscapes from extension of the agricultural frontier.

e Reducing forest degradation due to fuelwood harvesting

e Reducing pressure on Ethiopia’s landscapes from grazing-related land clearance

e Reducing vulnerability of people in the forestry sector through livelihoods diversificationImproved land and
water management to deliver economic growth in agriculture, forestry and livestock production

3. Ensuring climate resilient livestock management and livelihoods
e Climate smart and gender sensitive extension services
e Enhanced resilience through reduced livestock vulnerability and diversification
e Reduced environmental impact of livestock production
e Better natural resource management (soil, water, agroforestry)

4. Increased resilience through affordable access to climate smart energy
e Reduced reliance on fuelwood for thermal energy
e Improved access to low-emissions electricity

5. Enhanced climate-resilient disaster risk management and early warning systems
e Improved drought and flood risk assessment and early warning systems
e Increased resilience through coordinated food and non-food responses
e Improved implementation of the Sendai Framework for Disaster Risk Reduction?

4 The Sendai Framework for Disaster Risk Reduction 2015-2030 (Sendai Framework) was endorsed by the UN General
Assembly following the 2015 Third UN World Conference on Disaster Risk Reduction (WCDRR) It is a 15-year, voluntary, It is a
non-binding agreement which recognizes that the State has the primary role to reduce disaster risk but that responsibility should
be shared with other stakeholders including local government, the private sector and other stakeholders.
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If each Activity Package is counted only once, the total cost of the priority climate resilience measures is estimated
at $11.85 billion. However, this can be considered an over-estimate of the need because: some of the activities will
produce other co-benefits (e.g., crop productivity, household energy, infrastructure) that go beyond core climate
resilience needs; and there will be some synergies between activity packages. If these over-estimates and synergies
account for 20% to 30% of the costs, then the climate resilience need would be in the range of $8.3 billion — $9.5
billion USD. Further; subtracting the estimated $1.85 billion USD (estimated in the portfolio review) that is already
being invested in climate resilience; yields an unmet climate resilience need in the range of $6.5 billion - 5-7.7 billion
UsD.

Thus, given the caveats and assumptions, the two estimation approaches (high-level aggregates from Section 1V.3
and bottom-up cost estimates from Section X1) yield figures in the same range of $6-8 billion USD.

The MSIP results are closely aligned to the results framework of the CRGE Strategy and the GTP Il, which means it
will be possible for monitoring and reporting to be integrated into the national system.

Through the envisaged combination of activities, the MSIP can catalyse transformational change through
mobilising the investment to scale up existing practices and creating a change in the use of climate, hydrological
and land use data in cross-sectoral decision-making. Specifically, the MSIP should contribute to a four-fold increase
in the productivity of Ethiopia’s rural landscape by harnessing improvements in land and water management that
optimize efficiency, balance competing priorities and leverage investment from both the public and private sectors.
This requires massive investment as well as extensive policy and regulatory reform.

The MSIP aims to coordinate public financing for investment projects, requiring strong implementation
mechanisms at all levels of government as well as the availability of technically qualified manpower to realize
investment projects on the ground. Cross-sectoral co-ordination for implementation will be challenging; and
significant attention to supporting multi-sectoral planning and coordinated implementation will be necessary.
Building on the existing large-scale, long-term government programs that explicitly build climate resilience will allow
these multi-sectoral implementation mechanisms to be practically applied and then extended to new and up-scaled
investments.

The MSIP process has analyzed the policy and regulatory incentives for improvements in resilience and identified
potential areas for reform. This will guide ongoing dialogue between the FDRE and its development partners, as well
as private sector actors. Key priorities include:

e The strengthening of capacity for cross-sectoral planning, policy, and investment at all levels of Government.

e Continued regulatory reform and public-private dialogue to enhance the environment for the private sector to
scale up investment in land and forest-based sectors and to overcome key barriers to accessing finance , including
support to the Forest Fund.

e The management of trade-offs of sectors’ claims to land and water through an enhanced land use planning
process, update of all major river basin master plans and local level land and water use planning for improved
irrigation, afforestation and other infrastructure investments.

e Improved policy for input supply with consideration for greater private involvement, including clearer policies on
the registration of new seed varieties and a plan for value chain investments around agro-industrial parks and
forest industry.

e Improved regulation to support public-private investments in the forestry sector and to incentivize farmers to
use marginal farmlands for afforestation and natural regeneration.

e Improved policy on animal breeding, live animal export and stronger implementation of land use planning that
affect feedlot production and pastoral grazing lands.
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Better implementation of VAT and tariff exemption for off-grid renewable energy technologies used for
productive purposes, clear regulatory guidelines for imposition of tariffs for off-grid power generation for
communal use (e.g. irrigation pumps etc.), inclusion of all off-grid renewable energy devices in financing
mechanisms to relieve forex limitations restricting imports, and improved public-private coordination to enhance
quality standards and vocational training.

Enhanced public-private dialogue on Payment for Ecosystem Services (PES) to share lessons from the pilot
schemes and to ultimately work towards regulation.

Stronger institutional arrangements for research and development in the water sector along with more
consistent water pricing and implementation of regulations around water allocation.

Increased dissemination and institutional transparency around the implementation of environmental
management legislation.

Greater investment in the quality and the use of weather and climate data along with new regulations to support
the scale-up of weather-indexed insurance.

Shifting from costly (but often necessary) humanitarian relief to longer-term resilience-building development
pathways, in line with the profile of a middle-income country.

A full risk assessment has also been prepared, identifying and categorizing primary risks as well as a suite of
mitigation measures to ensure clear plans are in place to manage major risks. The feasibility of this plan rests on
the ability to make a change in the way that the FDRE makes decisions and delivers its services. This will include a
shift from a command-and-control approach where Government plays a lead role in service delivery to one where it
takes on a greater facilitation role, creating space for private sector investment and the incentives for behaviour

change amongst farmers and rural communities. Transformational change should use three levers to achieve scale:

1.
2.

Scaling up through public investment;

Creating the incentives for scaling via private investment, including those of smallholder farmers themselves;
and

Altering decision-making and delivery within existing large-scale government programmes and investments
through policy reform and the greater use of climate, hydrological and land use information in decision-making.

The MSIP provides the framework for Ethiopia to achieve the necessary transformation and advance along a pathway
to increased resilience.
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Part 1: INTRODUCTION AND CONTEXT

l. Introduction and Development Perspective

Upon a request from the Government of Ethiopia’'s Ministry of Finance and Economic Cooperation (MoFEC), the
World Bank Group and African Development Bank are providing support to the development of a Multi-Sector
Investment Plan (MSIP) to enhance climate resilience in the agriculture and forestry sectors, taking account of
activities in the water, energy and livestock sectors. This section of the MSIP provides an overview of the
development perspective and underlying rationale driving the MSIP.

1.1 Introduction

Ethiopia has embarked on an ambitious structural transformation through its successive Growth and
Transformation Plans and its Climate Resilient Green Economy (CRGE) Strategy (2011 to 2030). It has experienced
strong and inclusive economic development over the past decade, with growth in real gross domestic product (GDP)
averaging 10.9% between 2004 and 2014°, exceeding historical averages for the country as well as regional averages
for the same period. This economic growth has been accompanied by significant reductions in poverty, with extreme
poverty falling from 55% in 2000 to 33% in 2011°. Growth has been driven particularly by improved agricultural
practices, the development of new export sectors, strong global commodity demand, and substantial public
infrastructure investment. In parallel, substantial advances have been made in the areas of universal primary
education, gender parity in education, child mortality, maternal mortality, HIV/AIDS, and malaria, Ethiopia being one
of the countries that has made the fastest progress on the Millennium Development Goals (MDGs) and the Human
Development Index (HDI) ranking within the last decade.

Unfortunately, climate change represents a key threat to Ethiopia’s sustained growth and development. Impacts
such as environmental degradation and natural disasters could result in annual GDP losses of 2 to 5 percent per
year, with some models predicting annual losses as large as 10% for drier scenarios’. Climate projections based on
Global Climate Models (GCMs) indicate that the rainfall variability in Ethiopia will increase, with a rising frequency of
both severe flooding and droughts due to global warming®. Major drought events are estimated to reduce Ethiopia's
GDP by 1% to 4% per year®, causing a drag on economic growth and reducing the speed with which the poor can be
lifted out of poverty, in turn slowing achievement of the country’s intended middle-income aspiration. By mid-
century, climate change might lead to a 20 percent increase in the extent of Ethiopia’s dry lands (driest scenario),
which would bring more people into environments where the range of resilience options is limited™°.

The clear implication is that Ethiopia’s structural transformation requires better integration of environmental and
sustainability considerations into the country’s policy and institutional frameworks to achieve efficient use of
resources that contribute sustainably to economic development, poverty reduction and quality of life. The country
faces high population growth and urbanization; significant vulnerability to climate risks, land degradation, and forest
loss; and an agrarian economy that is seeking to diversify in the absence a sufficiently strong regulatory environment,
aligned incentives, or private sector. Its natural wealth constitutes a potentially large pool of resources that is subject
to competing uses but that can be sustainably channeled to enhance physical and human capital if re-invested wisely.

5 World Bank, World Development Indicators.
6 World Bank (2016a).

7 World Bank (2011).

8 World Bank (2011) op cit.

9 OECD (2014).

10 Cervigni and Morris (eds.) (2015).
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This is particularly important in the context of rural landscapes: transformative change requires that Ethiopia’s
diverse production landscapes become not only four times as productive, but also more resilient to climate shocks.

Ethiopia’s rural livelihoods and development depend significantly on the performance of the forest and agriculture
sectors, which are particularly vulnerable to risks associated with climate change. In Ethiopia, 81%!! of the
population lives in rural areas, and is directly dependent upon the performance of the forest and agriculture sectors
for income, energy, food, building materials, and water as their principal buffer against drought, floods and other
climate or disaster risks. Agriculture accounts for most jobs and about 40 percent of output and exports*?, resulting
in the vulnerability of many Ethiopians to climate-related risks such as drought. The forest sector is estimated to have
contributed 4% to GDP at the end of the last GTP period !* through wood and non-wood forest products and
ecosystem services. Moreover, approximately 16% of the total population are pastoralists or agro-pastoralists, and
are vulnerable to hydro-meteorological hazards such as droughts, which reduce grazing stocks and lead to the
starvation of livestock. Local grazing resources are often insufficient to support herds; in the coming decades, feeding
deficits are expected to occur in up to 80% of the years.

The depletion of natural resources compounds Ethiopia’s exposure to climate-related hazards. Forests have been
depleting at an unsustainable rate of 1% per year, due largely to demand for fuel wood and agricultural land®®. With
40% of the crop and pasture land degraded and a further 20% under degradation processes?®, catastrophic droughts
and floods caused by greater climate variability represent a significant risk to many Ethiopians whose livelihoods
depend on the natural resource base. In the absence of action, climate change is also projected to cause a decline in
crop yields under dry and wet scenarios?’, leading to larger income swings among the poor and to large GDP losses .

As a recognized global leader on climate action including the CRGE Strategy, the World Bank and International
Monetary Fund’s Carbon Pricing Leadership Panel, and landscape restoration, the FDRE has made significant
progress in advancing its climate resilience agenda, as demonstrated by the development of key policies, projects
and programs. The country has prioritized the role of natural capital to help drive and protect growth and prosperity,
and help manage climate risks for greater resilience. Advances towards integrating climate change into Ethiopia’s
national planning processes were made through the development of the Climate Change National Adaptation
Programme of Action (NAPA) in 2007. The NAPA, developed by the Ministry of Water Resources (now Ministry of
Water, Irrigation and Electricity) and the Meteorological service, was replaced in 2010 by the Ethiopian Programme
of Adaptation to Climate Change (EPACC). The EPACC calls for mainstreaming climate change into decision-making
at the national level and emphasizes planning and implementation monitoring; it outlines climate change scenarios
for Ethiopia and identifies corresponding risks, along with institutions responsible for mitigating these risks.®

The FDRE recognized the need to strengthen climate resilience in its Second Growth and Transformation Plan (GTP
1, 2015 to 2020) and its CRGE Strategy, which set ambitious climate resilience (CR) goals. The CRGE strategy aims
to enhance Ethiopia’s resilience to climate change while maintaining 2010 greenhouse gas (GHG) emissions levels.

11 World Bank, World Development Indicators, 2014.

12 World Bank (2016a).

13 World Bank Group (2016d) Ethiopia Commercial Planation Forest Industry Investment Plan

14 Cervigni and Morris (eds.) (2015).

15 Drivers of Deforestation and Forest Degradation (2015). Draft study for REDD+ Readiness.

16 FAO, Global Land Degradation Information System. http://www.fao.org/nr/lada/gladis/glad_ind/.
17 These scenarios are described more fully in section II.

18 World Bank (2011).

1% Nachmany et al. (2015).
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To drive forward its climate resilience agenda, the GTP Il identified priorities and targets towards strengthening
climate resilience for the planning period 2015 to 2020.

Climate-resilience policies and programs are complemented by a national disaster risk management agenda. Given
the increasing frequency and severity of disasters due to climate change, in 2013 FDRE developed the National Policy
and Strategy on Disaster Risk Management (NPDRM), and has recently developed the Disaster Risk Management
Strategic Program and Investment Framework (DRM-SPIF). Key goals of the NPDRM include the enhancement of
Ethiopia’s capacity to withstand the impact of natural hazards at the national, local, community and household level,
and to significantly reduce the damages associated with disasters by 2023. The DRM-SPIF is a tool envisaged to
facilitate the National Policy and Strategy on DRM by addressing existing gaps and limitations in Ethiopia’s DRM
capacity and establishing an integrated DRM system.

There have been other significant advances in strengthening climate resilience and protecting Ethiopia’s natural
capital. Recent initiatives towards enhancing Ethiopia’s climate resilience, such as those conducted under the
Ministry of Agriculture and Natural Resources’ (MoANR’s) Sustainable Land Management Program (SLMP), have
focused on improved watershed functions from structural and vegetative measures, leading to water use efficiency
gains on plots coupled with a transformation in the livestock production system by shifting from open access to cut-
and-carry systems while regenerating vegetation and tree cover. An evaluation showed that in Tigray, household
income increased by 161% because of the project, and crop yields increased by 40-189% whether irrigated or not%.
And unproductive degraded land was brought back into production, helping boost system resilience. A geospatial
assessment carried out by the World Bank in 2017 shows a greening trend in SLMP watersheds across a wide area
during the 2016 drought.

Notwithstanding these and other initiatives, further investment is required to build Ethiopia’s resilience to climate
risks and to safeguard Ethiopia’s natural capital. Quick action is needed, and existing programs offering a way to
quickly scale up action on the ground and channel new funds to do so. Advances such as those made under the
SLMP demonstrate the high potential for climate resilience measures to safeguard the large economic gains
associated with protection of the natural resource base. However, given the large exposure of the Ethiopian economy
to climate-related risks, further investments in resilience enhancing measures are required.

1.2 Rationale

Ethiopia’s situation offers both opportunities and challenges that affect the nation’s development pathways.
Reaching the shorter-term GTP Il targets and the longer-term CRGE goals, given environmental and climate risks, will
require strong synergies between sectors and careful management of trade-offs of various sectors’ claims on the
same resources.

Confronting these challenges, the FDRE identified forest and agriculture, as well as the water, energy and livestock
sectors, as key sectors to strengthen resilience to climate risks, as highlighted in its Expression of Interest (EOI) to
the Climate Investment Fund (CIF)’s Pilot Program for Climate Resilience (PPCR). Based on this EOIl and findings from
a subsequent broad consultative process including development partner agencies and stakeholders, agreement was
reached that investment planning should focus on activities in the agriculture, forest, water, energy and livestock,
because safeguarding these sectors from the adverse impacts of climate change is vital to protecting Ethiopia’s
development gains. This is consistent with the targets and priorities identified in GTP Il for these sectors, as follows:

e Agriculture: Implementing cluster-based agriculture development, improving agricultural input supply and
technology adoption, scaling up best practices of model farmers to enhance agricultural productivity among

20 praft impact assessment, GIZ (2015).
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smallholder farmers, delivering effective extension services and increasing the production of high value crops
through increased productivity.

e Forests: Protecting and rehabilitating forests for their economic and ecosystem services (i.e. forests are water
factories), enhancing forest development and utilization, increasing the share of the forest sector in the overall
economy and increasing the forest coverage through research-based forest development.

e Livestock: Improving animal health, animal feed and animal breed with targets to increase productivity, with a
view to adequately exploiting the sector’s potential for growth, export earnings and job creation.

o  Water: Mitigating flood and runoff impacts, developing and expanding medium and large-scale irrigation, and
developing and expanding efficient and sustainable irrigation-based farming.

e Energy: Expanding electricity power generation from renewable sources of energy (including hydropower, wind
power, geothermal power, and solar power) for domestic and regional markets, increasing the national energy
generation, transmission and distribution capacity to fully satisfy domestic energy demand with production
surplus for export.

To realize the objectives set out in the GTP Il and CRGE Strategy, rapid, scaled up action and investments in
agriculture, forestry, water, energy and livestock are required. This understanding, combined with recognition of
the importance of a coordinated approach, motivated GoE to submit its EOl requesting the World Bank to provide
lead support to the development of a Multi Sector Investment Plan (MSIP) to scale up investment and action to
achieve the objectives in the CRGE Strategy and GTP-IIl. In May 2015, Ethiopia was selected to participate, and was
allocated a $1.5m preparatory grant from the PPCR.

MSIP Objective

The objective of the MSIP is to help Ethiopia to systematically convene, coordinate and complement financing for
resilience objectives in the forest, agriculture, livestock, water and energy sectors from a variety of existing and
future sources including the PPCR, the Green Climate Fund (GCF), the Global Environment Facility (GEF), the WB’s
International Development Association (IDA) and AfDB’s African Development Fund (ADF), bilateral financing, GoE
budget and CRGE Facility, as well as private sector investment (such as via IFC support to forest and livestock
development). The MSIP will convene financing via multiple channels such as blended climate and non-climate
financing, private investment, government budget, direct financing to the CRGE Facility, bilateral support, pooled
and stand-alone financing, and others. These investments can facilitate the scale-up of FDRE’s existing large-scale
resilience programs, help fill gaps in resilience responses (e.g. insurance, performance-based payments), strengthen
the credibility of investment proposals, plans, programs, projects, and policies, and reduce transaction costs to
Ethiopia and partners from overlaps and duplications.

The FDRE’s MSIP will directly support Ethiopia’s targets articulated in its CRGE Strategy, Climate Resilience Strategy
for Agriculture and Forest, Climate Resilience Strategy for Water and Energy, UNFCCC Intended Nationally
Determined Contribution (INDC), Climate Change National Adaptation Programme of Action (NAPA), REDD+ Strategy,
Agriculture Policy Investment Framework, Ethiopia Strategic Investment Framework for Sustainable Land
Management (ESIF), and the Disaster Risk Management Strategic Programme and Investment Framework (DRM
SPIF). The MSIP is envisaged to enhance and empower these plans and strategies, as well as existing large-scale WB-
financed operations such as the SLMP and forthcoming Resilient Landscapes and Livelihoods operation, Agricultural
Growth Program (AGP), Productive Safety Nets Program (PSNP), and the Oromia Forested Landscape Program (OFLP),
and the new livestock development operation under preparation.

Development of the MSIP requires a concerted effort to collaborate. With the CRGE strategy and GTP I, Ethiopia
articulates the key elements to scale up action on climate change. However, an important factor in ensuring the
successful delivery of GTP Il goals is coordination. Fragmentation of programs, projects, and policies can hinder the
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scale up of financing and reduce its development impact. Moreover, overlapping, unaligned or uncoordinated
projects, programs and policies dissipate capacity and carry significant transaction costs. Coordination, as well as
consolidating and harmonizing information sharing between the FDRE, its DPs and stakeholders within the wider
development community in Ethiopia is therefore crucial in fostering collaboration and reducing costly fragmentation.

By helping to convene resources programmatically for resilient landscapes in Ethiopia, the MSIP can help harness
the potential of the natural resource-based sectors to help reduce poverty equitably. Most of Ethiopia’s population
is rural and directly dependent on natural resources for income, biomass energy (94 percent dependency), food,
building materials, and water and as their principal buffer against drought, floods, and other climate or disaster risks.
There is therefore a clear link between the renewable natural resource base and how it boosts the prospects and
resilience of the bottom 40 percent. This supports Ethiopia’s ambition to achieve middle-income status by 2025
through green growth strategies.

The MSIP can also contribute by scaling up existing large-scale programs, which in turn can enhance speed and
therefore reduce costs. Action now is more cost-effective than action later, as early action can help in protecting
natural capital and the livelihoods that depend on it, and safeguard economic gains associated with the use of natural
resources. One of the fastest ways of enabling early action is to scale up existing large-scale government-
implemented programs, since existing implementation mechanisms, such as staff, procedures, equipment and
knowledge can be deployed. Therefore, scaling up and building on existing programs, such as the SLMP, AGP, PSNP
and OFLP represents the fastest and most cost-effective way to deliver climate-resilience objectives.

Reflecting this rationale, in Part 1 this document presents the case for the MSIP, describing the climate risks facing
the country and the existing institutional framework in place to manage these, and identifying the extent to which
existing investments are meeting the needs for resilience building. Part 2 then presents the conclusions and
recommendations drawn from the MSIP process.

Il. Climate Risks Facing the Forest and Agriculture Sectors

Ethiopia is more vulnerable to current climate variability and future climate changes than wealthier countries. This
section describes how Ethiopia is both highly exposed to climate shocks and changes, and highly vulnerable due to
its rainfall-dependent economy, predominantly rural population, frequent occurrence of droughts and floods, high
poverty rates and limited institutional capacity.

1.1 Summary of Ethiopia’s Climate Challenges

Ethiopia has a complex and varied terrain and climate. The terrain spans from hot arid desert of the Danakil lowland
to the mountainous ranges of the Simien. Ethiopia’s rainfall patterns range from arid regions to those that experience
rainfall of 2,000 mm per year, with the west of the country experiencing greatest rainfall. Ethiopia’s rainfall is
determined by seasonal changes in large-scale global circulation systems that create distinct rainy seasons in
different regions of the country. As a result, there are broadly three hydrological regimes: West with one long rainy
season (June-Sept), Central and Eastern with June-Sept as the main rainy season preceded by smaller
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Figure 1: °C per decade relative to 1960s average. Trends Figure 2: °C per decade relative to 1960s average. Trends

for March — June, reproduced from FDR Ethiopia, (2014). for June — Sept, reproduced from FDR Ethiopia, (2014).
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Figure: 3 mm per decade relative to 1960s average. Trends Figure 4: mm per decade relative to 1960s average. Trends
for March — June, reproduced from FDR Ethiopia, (2014). for June - Sept, reproduced from FDR Ethiopia, (2014).

rains (March-May), and South and South-Easter with February-May as the main rain season and a secondary rainy
season in October-November. There is evidence that climate change has already been happening in Ethiopia for at
least the last 50 years. At the national level, temperatures have increased by an average of around 1°C since the
1960s (Figure 1 and 2). The changing climate may have increased weather variability and incidence of droughts and
floods in the last 10 years relative to the decade before (Figure 3 and 4).%

Climate risks in Ethiopia are linked to high rainfall variability between years, seasons and regions. Yearly variation
around mean rainfall levels of 25% is normal, and can increase to 50% in some regions. Weather variability leads to
extreme events and hazards, especially droughts and floods, and associated soil erosion (Figures 5, 6, and 7). Drought
frequently occurs: 60% of the country is dryland. Major floods have occurred in 1988, 1993, 1994, 1995, 1996, and
2006. Forest fires and pests and diseases have also been linked to increase of temperature, and humidity and
moisture available.

21 FDR Ethiopia, (2014). Climate Resilience Strategy Agriculture and Forestry.
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Figure 5: Frequency of droughts by Woreda for 1990 to 1999 (left map) and 2000-2009 (right map), reproduced from FDR Ethiopia,

(2014)
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Figure 6: Frequency of floods by Woreda for 1990 to 1999 (left map) and 2000 to 2009, reproduced from FDR Ethiopia, (2014)
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Figure 7: Soil Erosion Risk, reproduced from FDR Ethiopia, (2014). Areas at potential risk from current soil erosion have been
estimated by analyzing slope, rainfall, and land-use. The analysis reproduced here suggests that 6% of Ethiopia is at high risk of
erosion, particularly the west of the country

T AREAS PRONE TO
M@&l{g SOIL EROSION

Under current climate, Ethiopia is vulnerable to weather variability: Historic weather variability, extreme events
and hazards result in lost agricultural output, lower export earnings and reduced foreign direct investment, which
have a substantial negative impact on economic growth, particularly for agriculture and forestry, and poverty. Severe
losses in agricultural crops, livestock, and rural infrastructures resulting from drought and floods have also food
security implications. The economic impact depends on the extent of the variability and extreme events but droughts
alone can reduce total GDP by 1% to 4%. The cost of recent major floods range from $3.5 m-S 6 m per event, though
this only capture direct costs. Floods and drought impact millions of people in ways that cannot be evaluated in
simple outputs terms alone?. In addition, soil erosion is a key hazard for agriculture with up to 6% of the country at
risk, and has been estimated to reduce agricultural GDP by 2% to 3% (around 1% of total GDP). Impact on agriculture
and land-use activities are extremely diverse by region, a reflection of the variation in climate, soil type and cultural
practices across the country, but it is consistently more severe for vulnerable groups such as children, the elderly,
the disabled and women.

Increasing climate and weather variability seems likely: Future climate change in Ethiopia is uncertain, although
scenarios of change show the range of possible outcomes, and climate variability is likely to increase across all of
them. The most recent climate projections support the conclusion that future temperatures will rise in Ethiopia
within a range of 0.5 °C to 1.5 °C by the 2020s, and 1.5° to 3° by the 2050s relative to the period 1961-1990 (Figure
8).2 All projections indicate substantial increases in the frequency of days and nights that are considered ‘hot’ in the
current climate. Days that are considered ‘hot’ for their season are projected to increase the most rapidly in July to
September (JAS), occurring on 38-93% of days in JAS by the 2090s.%* Due to the complexity of Ethiopia’s climate,
projections of future rainfall are uncertain and, across the range of models, include both wetter and drier scenarios
with projected changes in annual rainfall from -25% to +30% by the 2050s (Figure 9 and 10).

22 FDR Ethiopia, (2014a)
23 FDR Ethiopia, (2014b)
24 LTS International; AEA; Common Futures; B&M Development Consultant, (2012)
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Figure 8: Historic and future temperature simulations show a clear warming trend. Reproduced from FDR Ethiopia, (2014)
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Figure 9: Historic and future rainfall simulations show mixed results and uncertainty. Reproduced from FDR Ethiopia, (2014)
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Figure 10: Rainfall projections for Ethiopia by region. Reproduced from FDR Ethiopia, (2015)
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Yet, parts of the country could see more changes in key seasonal rainfall and in long-term mean rainfall, which would
have major implications for rural livelihoods and food security, particularly in Somali, South Oromia and parts of
SNNPR. Across all scenarios, year-to-year rainfall variability is the most significant climate variable and rainfall is likely
to be less predictable with more frequent extremes in future as indicated for example by increases in the proportion
of total rainfall that falls in ‘heavy’ events.? Based on Global Climate Models, in conjunction with assumptions about
adaptation strategies, it is possible to identify four different climate change scenarios for Ethiopia that cross changes
in the temperature and rainfall variables (labeled Dryl, Dry2, Wetl and Wet2). Thereby, Dryl and Wetl refer to
scenarios developed in preparation of the World Bank’s Economics of Adaptation to Climate Change report, whereas
Dry2 and Wet2 refer to specific scenarios to capture climate uncertainty in Ethiopia. A baseline scenario for economic
growth and structural change in Ethiopia in absence of climate change has also been estimated. Under the Dry2
scenario, rainfall is likely to decrease over 2045 — 55 (i) by 10 to 25% in the central highlands, (ii) by 0 to 10% in the
south and (iii) by more than 25% in the north of the country. Under the Wet2 scenario, rainfall is projected to increase
(i) by 10 — 25% in the south and central highlands, (ii) by more than 25% in most of the rest of the country. Moreover,
for the Wet2 scenario, an increase in the rainfall variability of the short rains would be associated with an increase
in severe flooding due to storm runoff in the highlands.

Climate change causes a toll on development and dampens growth. Based on the scenarios identified above, it is
possible to estimate the impacts of climate change on GDP (see Figure 11), where a comparison is made between
the baseline scenario where no climate change occurs and the four identified climate change scenarios. Negative
impacts of climate change on GDP are assumed to occur as a result of the following five factors: (i) adverse impacts
on the agriculture and livestock sectors, (ii) effects on the hydropower sector and, hence, power generation, (iii)
increased flooding impacting on the transport sector, (iv) effects of drought on government expenditure associated
with vulnerability and food insecurity, and (v) impacts on irrigation and hydropower due to conflicts associated with
competing demands for energy. Under the Dry2 scenario, losses associated with climate change would represent 6
to 10% of GDP. Under the Wet2 scenario, losses would amount to nearly 8% of GDP, occurring towards the mid-
century. The link between growth and climate variability is shown in Figures 11 and 12.

Figure 11: Deviations of GDP from baseline Scenario. Reproduced from World Bank, 2011
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25 LTS International; AEA; Common Futures; B&E Development Consultant, (2012).
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Figure 12: Economic growth and climate. Reproduced from World Bank, 2011
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1.2 Climate Challenges for the Natural Resource Sectors

The agriculture, forestry and livestock sectors are particularly vulnerable to climate change. Under the drier
scenarios, increases in temperature, decreases in rainfall, and increases in weather variability are associated with
reductions in agricultural productivity, leading to estimated declines of agricultural and livestock productivity of 3%
to 30% by 2050 (Figure 13).%5 Two key risks from future climate change relate to coffee and irrigated crops, which
are both linked to future economic growth. For irrigated crops, water availability should be seen in the context of
rising water demand from an increase in population, rising incomes, and industrial demand, and reduced supply
linked to lower rainfall. Coffee, one of Ethiopia’s main export commaodities, is sensitive to temperature; estimates
suggest that due to global warming, the areas suitable for wild coffee production could be reduced by 40% to 90%
by the 2080s?. If similar reductions would occur for commercial coffee, this could translate into reductions of 30%
in export value by 2030%. The livestock sector is particularly sensitive to increases in temperature, with estimates
suggesting that livestock revenues could decrease by 50% by 2050, potentially jeopardizing the livelihoods of
pastoralists. Temperature increases and decreases in rainfall may also lead to the disappearance of certain types of
forest (e.g. montane and lower montane wet forest and subtropical desert scrub), as well as shifts in the climatic
zones suitable for forestry. These changes may have significant impacts on the production of timber and non-timber
forest products and ecosystem services such as water, soil catchment management, flood protection, and availability
of wood-fuel (Figure 14).% In Figure 15, the main impact of climate change on livelihoods are summarized®.

26 EDRE (2015¢).
27 EDRE (2015¢).
28 FDRE (2015¢).
23 EDRE (2015¢).
30| TS (2012) op. cit.
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Figure 13: Standard deviation in agricultural year to year growth rates. Reproduced from World Bank, 2011
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Figure 14: Biomass availability risk. Reproduced from FDR Ethiopia, (2015)
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Figure 15: Summary of projected climate impact on livelihoods. Reproduced from LTS (2012)
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Pressures on Ethiopia’s ecosystems and natural resources will combine with climate change. Over 80 percent of
Ethiopians are rural, depending on rain-fed smallholder agriculture as their primary income source. Agriculture is the
backbone of Ethiopia’s economy, now and in the foreseeable future, and a key focus of the country’s economic
policy. How landscapes are managed affects food security, water security, drought security, climate security, and
livelihoods security3!. Ethiopia is frequently affected by recurring droughts, and has experienced a high rate of
deforestation, soil degradation and loss as well as over-grazing. Unsustainable land management practices, such as
over-cultivation and over-grazing, have already led to severe land degradation32. With population pressures, annual
wood fuel consumption is expected to rise by 65% between 2010 and 2030, outstripping current supply and leading
to forest degradation of more than 22 million tons of woody biomass.3 In the highlands, pressures on land resources
have led to an expansion of the agricultural frontier into forest areas and steep slopes, which has accelerated
environmental degradation and made agricultural production vulnerable to weather shocks.3

Climate change could adversely impact the water and energy sectors through increased water stress and increased
uncertainty surrounding energy supply. Increased rainfall variability, as well as an increased incidence of floods and
droughts may lead to uncertainty of water supply for human use, livestock production and crop irrigation3. This may
in turn reduce crop and livestock productivity and jeopardize livelihoods. While climate change may affect the

31 Danyo, S. et al. (2017).
32 OECD (2014).

33 FDRE (2011a).

34 OECD (2014).

35 FDRE (2015b).
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generation of hydropower, studies indicate that the overlap between the life span of current hydropower projects
and the time when the effects of climate change will materialize is relatively limited®. A study investigating 122
different climate change scenarios suggests that in approximately one third of the scenarios, hydropower production
is less than in the no-climate change case, whereas in the remaining scenarios production could be higher if
investment in turbine generation is adequate and market arrangements for evacuating the excess power are
established®”. Continued land degradation also reduces reservoir life through sediment loading of surface water
bodies, and the feedback loop between land degradation and climate change processes amplifies the impact.3®

The frequency and severity of disasters such as droughts and floods is likely to increase with climate change,
leading to food insecurity among the affected population and prejudicing the livelihood strategies of many
Ethiopians. Ethiopia is frequently and severely affected by drought, with 70%% of the Ethiopian population at risk of
disasters and climatic variability. Droughts are associated with high economic costs, reducing Ethiopia's GDP by 1%
to 4% in major events years®’, slackening the speed with which the poor can rise from poverty. Since 2000,
approximately 6.2 million*! people have been affected by drought every year, with the 2015 drought associated with
the global El Nifio weather phenomenon causing food insecurity among 10.2 million Ethiopians*2. The 2003 drought
led to a decline in 3.8% in GDP, a 15% inflation rate, a decline in agricultural productive, and widespread food and
energy insecurity, and has changed physical, chemical and biological conditions of the country’s lakes (box 1).*

Box 1: The impact of the 2002/03 drought on the Ethiopian economy Mulat Demeke (2004)

e The drought in 2002/03 led to a 3.8% decline in the country’s GDP and a 15% inflation rate.

e Agricultural production declined by 12% and nearly 11.3 million people required food assistance; an additional 3 million
needed close monitoring (World Bank).

e The coffee harvest is estimated to have declined by 30% in 2002/03 due to drought in coffee producing areas of the
western, southwestern and eastern parts of the country (Fewsnet).

e Drought can damage quality and quantity of production. The volume of water in the hydro dams is also affected by
drought. For instance, the 2002/03 drought reduced the water level of the Koka dam by unprecedented 3 to 4 meters.

e The performance of the non-agricultural sector is also affected by power interruption in years of severe drought (shortage
of water for hydroelectric power generation). For instance, the drought in 2002/03 led to power interruptions that lasted
about four months with a one day/week complete interruption throughout the country. A one day interruption was
estimated to result in a loss of 10-15% of GDP of the day.

e Drought, along with siltation and sedimentation, has changed the physical, chemical and biological conditions of the
country’s lakes. A case in point is the 2002/03 sharp drop in the depth of Lake Tana (source of the Blue Nile), which
seriously disrupted boat transport in the area.

e Millions of dollars are spent on importing food that does not build up a capital stock to foster economic growth. For
example, the United States alone gave 500 million USD worth of food aid to Ethiopia in 2002/03.

36 World Bank (2011).

37 World Bank (2016a).

38 TerrAfrica. Land and Climate (2010)

39 World Bank (2014a).

40 OECD (2014).

41 EM-DAT average number of people affected by drought, taking into account droughts in 2003, 2005, 2008, 2009, 2011 and
2015. D. Guha-Sapir, R. Below, Ph. Hoyois - EM-DAT: The CRED/OFDA International Disaster Database. www.emdat.be.
Université Catholique de Louvain, Brussels, Belgium.

42 FDRE and Humanitarian Partners (2016).

LTS (2012) op. cit.
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1.3 Vulnerability to Climate Change

Overcoming the adaptation deficit. Ethiopia is more vulnerable to current climate variability and future climate
changes than wealthier countries.** Section I1.1 describes how Ethiopia is both highly exposed to climate shocks and
changes, and highly vulnerable due to its rainfall-dependent economy, predominantly rural population, frequent
occurrence of droughts and floods, high poverty rates and limited institutional capacity. Ethiopia has to use climate
finance to reduce climate vulnerability and respond to impacts.*%¢47 This adaptation continuum * has at one end
the most vulnerability-oriented adaptation efforts: these overlap almost completely with traditional development
practice. At the opposite end, activities are designed to target distinct climate change impacts, and fall outside the
realm of development as traditionally defined. In between lies a broad spectrum of activities with gradations of
emphasis on vulnerability and impacts. The MSIP captures required investments along this continuum which can
build the foundations of the country’s adaptive capacity and identify and tackle specific climate risks.

Figure 16: The Adaptation Continuum. Reproduced from McGray (2009)
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The importance of investments in vulnerability reduction for least developed countries is justified by research and
experience tackling the ‘adaptation deficit.”*® This term reflects the fact that low-income countries are less able to
deal with climate events because they lack the institutional, economic or financial capacity to adapt effectively. The
adaptation deficit occurs both because of inefficiencies in the provision of adaptation services but also because of
the rational allocation of scarce resources to more pressing and immediate needs. Sound institutions, high regulatory
standards and good public services are more likely to be available in richer countries and these both enhance welfare
in their own right, but also make the outcomes of climate change adaptation more efficient. This justifies the
investment of climate finance in both broad-based inclusive growth to boost adaptation demand and improve the
efficiency of more targeted adaptation support.>°

To achieve a resilient economy, Ethiopia must undertake a structural transformation in line with its ambitious
economic development plans which rely heavily on green industrialization, urbanization and a four-fold increase in
the productivity of its rural landscapes. This requires a massive effort involving substantial policy and regulatory
reform, extensive cross-sectoral and multi-stakeholder collaboration, as well as large volumes of both public and
private investment.

4 The insight is based partly on forward looking studies that assess the likely impact of future climate change (Tol 20023, b, Parry
et al. 2007) and partly on empirical evidence that looks at the impact of extreme climate events in the past (Kahn 2005, Noy
2009, Toya and Skidmore 2007).

4 Adger WN, Agrawala S, Mirza MMQ, Conde C, O’Brien K, Pulhin J, . (2007)

46 Fankhauser, S., & Burton, I. (2011). Spending adaptation money wisely. Climate Policy, 11(3), 1037-1049

47 Schipper, E. L. F., & Burton, I. (Eds.). (2009).

48 McGray (2009)

4 Burton, . (2009).

50 Fankhauser, S., & McDermott, T. K. (2014).
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Vulnerability assessments show that climate-related shocks, such as drought and food price increases, represent a
significant consumption poverty risk to many Ethiopians. The 2016 “Shockwaves” report by the World Bank argued
that climate conditions or climate events are already involved in many cases where households fall into poverty.
They can be linked to price shocks due to lower agricultural production, natural disasters that destroy assets and
livelihoods and affect health and education, and health shocks that are influenced by climatic and environmental
conditions. The World Bank estimates that unaddressed climate change could dump up to 122 million people
worldwide below the poverty line under the worst-case scenario (Table 1). Agricultural output losses are the main
driver of climate-related poverty, followed by health shocks and disasters (Figure 17)°%. Studying the vulnerability to
consumption poverty resulting from adverse shocks, Hill and Porter (2015) find that many Ethiopians are unable to
protect their consumption against large covariate shocks such as drought and food price increases. The authors find
that 42% of the population is vulnerable to absolute poverty (compared to 29% currently defined as poor), where
vulnerable households are defined as those having a probability greater than 50% of falling below the poverty line.
Food price shocks disproportionately affect urban uneducated households, whilst rural households are particularly
affected by drought shocks. Moreover, Hill and Porter (2013) find that vulnerability is concentrated in the geographic
areas targeted by the PSNP. Half of the population in PSNP woredas (districts) is vulnerable, whereas 27% of the
population in non-PSNP woredas is vulnerable. On the other hand, of the 27 million identified as vulnerable to
absolute poverty, 12.2 million live in non-PSNP woredas, as vulnerability is determined not only by geographic
location, but also by factors such as individual access to assets, or lifecycle events.

Figure 17: Agriculture is the key driver for climate change’s impact on poverty. Reproduced from World Bank, 2016
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Table 1: Climate change threatens to worsen poverty, but good development can help. Reproduced from World Bank, 2016

Climate change scenario

No climate change Low-impact scenario High-impact scenario
Number of people in extreme  Additional number of people in extreme poverty due to
Policy choices poverty by 2030 climate change by 2030
Prosperity scenario 42 million +3 million +16 million
Mindmum Maximum Minirmum Maximum
+3 million +& million +16 million +25 million
Poverty scenario 900 million +35 million +122 million
Mindmum Maximum Minirmum Maximum
=25 millicn +57 million +33 millicn +165 million

Source: Rozenberg and Hallegatte, forthcoming.
Nere: The main results use the two representative scenarios for prosperity and poverty. The ranges are based on 60 alternative poverty scenarios and 60
alternative prosperity scenarios,

While overall, climate change represents a significant risk to economic development and growth, climate change
may have positive impacts on growth in certain sectors. Research by the EDRI shows that some weather scenarios
may have positive impacts in specific sectors. For instance, while an increase in annual average temperature could
lead to a decrease in net revenue from crop agriculture and from total agriculture (crop and livestock), it may lead
to an increase in net revenue from the livestock production sector alone. Moreover, an increase in annual rainfall
would have significant positive effects on crop net revenues, but a negative impact on livestock net revenue. Given
that decreases in annual rainfall are more likely than increases in rainfall under climate change scenarios, it is likely
that climate change will lead to a decrease in net revenue from both crops and livestock®2. While climate change is
expected to lead to an increased frequency and severity of disaster events, disasters may in turn drive technological
change that partly mitigates the adverse economic impacts of disasters>3.

I, The Enabling Policy Environment to Manage Climate Risks and Mobilize and Leverage
Investment: Institutions, Incentives and Information to Manage Climate Risks

To achieve greater climate resilience, the FDRE is deploying and increasingly coordinating efforts to enhance
institutions, incentives, and information that can help build climate resilience. The key aspects of these efforts to
improve the enabling policy environment and most relevant to the MSIP are summarized below. Additional
information has been included in Annex 3.

.1 Institutions

The MSIP builds on Government of Ethiopia’s existing response to climate change. The Ethiopian Constitution
(1995) sets out the rights of Ethiopian citizens to sustainable development, to improve their standard of living, and
to a clean and healthy environment. This is further reinforced by the National Environmental Policy (1997) which
recognizes, inter alia the need to seek financial support for climate action, plan over long time horizons and ensure
community participation.

Ethiopia is guided by five-year development plans. The Second Growth and Transformation Plan (GTP II) covers the
period 2015/6 to 2019/20. It aims to sustain the broad-based inclusive growth achieved under GTP |, while placing

52 Gebreegziabher et al. (2014).
53 Hallegatte and Dumas (2009).
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greater emphasis on the links between the national development plan and the CRGE Vision, citing CRGE as one of its
nine pillars. Launched in 2011, the CRGE Vision sets the goal for Ethiopia to become a middle-income country by
2025 with zero net increase in annual carbon emissions and a climate resilient economy. The National Adaptation
Plan of Ethiopia summarizes adaptation strategies, with respect to agriculture, forestry, water, energy, transport,
urban, industry, health and education requirements. Climate Resilience (CR) Strategies also provide more detail for
the Agriculture and Forestry (2014) and Water, Irrigation and Electricity (2015) sectors. CR commitments are outlined
in Ethiopia’s Nationally Determined Contribution (NDC) submitted to the UNFCCC>*.

The cross-sectoral nature of climate resilience investments implies a need for coordination across sectoral
boundaries. MSIP will build capacity throughout Ethiopia’s coordination and delivery systems. At present, inter-
agency coordination on climate change is facilitated through the establishment of an inter-ministerial council, as well
as through the CRGE Technical Committee, the National Planning Commission, and the CRGE Facility Secretariat.
Additionally, CRGE units or focal points exist within most line ministries to promote and manage mainstreamed CRGE
activities. However, further strengthening of inter-institutional coordination will be key to unlocking the potentially
large cross-sectoral synergies of investment activities prioritized through the MSIP. This is particularly important at
regional level, since most regions have not yet created mechanisms for inter-sectoral coordination.

Sustainable management of natural resources requires an integrated and holistic approach, defining landscapes,
eco-regions or watersheds as planning and implementation areas. These landscapes usually embrace farmland,
rangeland, forests and others forms of land use. While the FDRE has made substantial progress with implementation
of its land policy through certification, it has not undertaken comprehensive macro-level land use planning in the
past.>® The responsibility for management of Natural Resources has been split: MoANR is responsible for the overall
Land Administration and Use Policy, as well as SLM on farmlands and rangeland, whereas the forest areas are under
the responsibility of MEFCC. Basin Master Plans and cross-sectoral coordination at Basin level has been designated
the responsibility of River Basin Authorities under MoWIE, but only two are functioning.

The MSIP has the potential to catalyse transformational change through mobilising the investment to scale up
existing practices and creating a step-change in the use of climate, hydrological and land use data in cross-sectoral
decision-making. Ethiopia and most of its development partners and civil society share an understanding that climate
resilient development requires economic transformation. The MSIP aims to contribute to a four-fold increase in the
productivity of Ethiopia’s rural landscape by harnessing improvements in land and water management that optimise
efficiency, balance competing priorities and leverage investment from both the public and private sectors. This
requires massive investment as well as extensive policy and regulatory reform. Transformational change should use
three levers to achieve scale: 1) Scaling up through public investment; 2) Creating the incentives for self-scale via
private investment, including those of smallholder farmers; and 3) Altering decision-making and delivery within
existing programmes and investments through policy reform and the greater use of climate, hydrological and land
use information in decision-making.

1.2 Incentives

A sound policy and regulatory framework can unlock transformative investment and represents a critical element
of a resilient economy. Ethiopia’s Federal system and ambition for inclusive, broad-based growth through the

54 FDRE(2015) See http://www4.unfccc.int/submissions/INDC/Published%20Documents/Ethiopia/1/INDC-Ethiopia-100615.pdf
55 Except in urban centres with master plans and land zoning in place. See Haddis, Bekure, Belete, Gebremeskel and Tafare
(2017) Ethiopia’s Move To A National Integrated Land Use Policy And Land Use Plan for more information. Available at:
https://www.land-links.org/wp-content/uploads/2017/03/USAID Land Tenure WB17 Ethiopia_Move Land Use Plan.pdf
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Growth and Transformation Plans create scope for resilient growth. The National Disaster Risk Management and
Social Protection policies aim to prepare for shocks and promote equity. However, there are still some limitations.
Developing a coherent and comprehensive policy framework will facilitate climate resilience enhancing investments.

Ethiopia is well-endowed with natural resources but they are subject to competing uses. Managing environmental
risks and enabling economic transformation is key to Ethiopia’s ability to achieve its climate resilience objectives.
Reaching the shorter-term GTP Il targets and the longer-term CRGE goals, given environmental and climate risks, will
require strong synergies between sectors and careful management of trade-offs between various sectors’ claims on
the same resources.*®

Land holding certificates are an important form of land tenure that can drive household and community
reinvestment in land resources. The MOANR Directorate of Rural Land Use and Administration is committed to
strengthening tenure security through a land certification program. This has been supported by investments in the
SLMPII, and has given farmers increased security and an incentive to invest in land and water resources, agroforestry,
and climate-smart agriculture. This is an important foundation for MSIP actions.

Participatory land use planning, watershed management and forest management are important drivers of rational
resource use, poverty reduction and shared benefits, but greater investment in high level integrated level land and
water use planning is essential. Participatory watershed management is well established in Ethiopia with National
Guidelines developed under the SLMPIl and used across Ethiopia’s agriculture sector programs. Similarly,
Participatory Forest Management (PFM) has been initiated to ensure that local communities benefit from the forests
they manage. However, these local-level land use approaches are not situated within a high level spatial plan that
can manage competing demands from crop and livestock production, forestry, ecosystem services and biodiversity
conservation. Neither are such plans integrated with an overall assessment of water availability and water-use
planning.

The involvement of the private sector is important for national resilience, but continued progress on regulatory
reform will be required to enhance the enabling environment for resilience investments. GTP |l sets out an
ambitious plan for attracting private sector investment in the agricultural and industrial sectors, and has made
extensive investment in market infrastructure. However, Ethiopia remains a challenging location for private sector
development, ranking 159th out of 190 countries in the World Bank’s Ease of Doing Business index. The tightly
controlled financial services sector creates limitations on the availability of finance, particularly foreign exchange and
short term loans. Enhanced modalities for public private partnerships in the land-based sectors could be developed
but require prior investments in appropriate land use planning. Public-private dialogues at a high-level should be
expanded to all relevant sectors to ensure an appropriate framework for public private partnership is developed.
Lessons from the implementation of the World Bank’s Climate Innovation Centre to support micro and small
enterprises could also be relevant.

Improved policies can foster more resilient economic growth in the forest sector. The forest sector contributes 4%
of Ethiopia’s GDP and this is expected to grow to 8% by 2020. The expansion and modernization of the forest sector
is in the center of the government’s development strategy, with forest cover is to be increased from 15% to 20%
through the rehabilitation of existing forests. A forest sector roadmap is under development setting out strategies
to encourage a substantial increase in the area under forest cover, continued growth in the share of forestry’s
contribution to national GDP and the promotion of proven approaches such as area closures, participatory forest
management, plantation development and improvements, agroforestry and the management of dry forests.

6 Danyo, S. et al (2017) op cit.
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Substantial growth is expected from foreign direct investment in plantation development and processing but this
requires improvements to the enabling environment, including (i) developing arrangements for Public Private
Partnerships; (ii) enabling access to land (e.g., leasing, certificates) to encourage long-term forest investments; and
(iii) creating economic incentives for forest investments, such as credit facilities, loan guarantees, duty-free imports
of relevant machinery, or delayed taxes, recognizing the long time horizon for these investments.>” Public-private
dialogue initiated by the World Bank Group in Ethiopia and involving high level Government representatives as well
as current and potential forest sector investors has created the foundation for this action. Plans to establish a formal
Forestry and Timber Processing Industry Association will create a stronger platform for information sharing and
dialogue with the private sector. MEFCC is working on the establishment of a Forest Fund to incubate domestic and
foreign investment in the sector. Payments for ecosystem services could also help to create incentives for forest
conservation, especially in high value areas, however the regulatory framework is limited. The identification of
stakeholders willing to pay for the services, and the development of regulations for implementers are needed to
enable scale up.

Box 2: Way forward for private sector engagement

MSIP contains numerous opportunities for public-private partnership. FDRE efforts to foster private investment and
smallholder commercialization can also be supported by civil society organizations which can act as facilitators to
strengthen the capacity of cooperatives and ensure institutional arrangements are environmentally and socially
sustainable. Investment opportunities include:

e Attracting foreign direct investment to the forest sector as per the Commercial Plantation Forest Industry
Investment Plan: This plan proposes the allocation of land for commercial plantation establishment in four key
regions, alongside the establishment of an integrated panel (plywood, MDF and particleboard) and sawnwood
production cluster. This should also enhance the productivity of existing Government-owned plantations.
Government will build on its existing investment promotion strategy to create incentives for commercial forestry.
This requires the interpretation and application guidelines of land tenure and environmental regulations, the
introduction of improved technology for harvesting and transportation of timber, upgrading the vocational and
higher education provision in subjects relevant to plantation management and timber processing, the easing of
export logistics and cross-border procedures.>®

e Strengthening value chain development in the agricultural and livestock sectors: Ethiopia’s second Growth and
Transformation Plan contains ambitious targets to attract commercial investment, with a further 500,000 hectares
identified for agricultural investments between 2015-2020 and an attractive investment policy for agricultural and
livestock investments.>® The enabling environment for land allocation will be supported by the macro-level land
use planning proposed under MSIP and by proactive implementation of the investment and smallholder
commercialization policies, including through ongoing and high-level public-private dialogue. One example is the
partnership between IFC, Nespresso and the World Bank’s BioCarbon Fund which aims to boost environmental
sustainability in the coffee value chain through farmer training and improvements to wet mill operations in the
Oromia Region.

Improvements in the policy environment for agricultural and livestock commercialization and value chain
development are required. Ethiopian farmers are inhibited from commercial production due to weak access to
working capital, inputs, poor market integration and volatile prices. Seed supply is a key barrier to improved
production and the development of policy to register new varieties and regulate imported seed are important. In the

57 Danyo, S. et al. (2017) op. cit.

58 Indufour Oy (2016) Ethiopia Commercial Plantation Forest Industry Investment Plan. Final Report. July 2016. Addis Ababa.

%9 See the Investment Promotion of Act 375/1996, Act 249/93, 543/2007; labor act 466/1997 and 456/1997 land administration
and land use proclamation.
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livestock sector, gaps relate to the lack of enforcement of meat quality standards, weak implementation of the animal
breeding policy, and weak implementation of land policies that affect feedlot production. FDRE’s recent initiative to
establish four Integrated Agro-Industrial Parks offers an opportunity to attract private investment but
complementary improvements in the technical support offered to cooperatives, input supply and finance for
cooperatives and their members are needed.

The deployment of renewable technologies for resilience can be supported by improvements in regulatory and
financial support. Recommended improvements include effective implementation of VAT and tariff exemption and
its application to parts and appliances; the creation of a policy to guide the implementation of Pay-As-You-Go solar
businesses; and improved enforcement of quality standards for solar products used for productive purposes (for
example, solar pumps).

Harnessing the country’s rural growth potential requires much greater capacity for research and development in
water use management, and more consistent water pricing. The establishment of more hydraulic infrastructure to
store and distribute water and to buffer rainfall variability will stimulate growth and reduce vulnerability to climate
change. ®° However, this is hampered by weak knowledge of resource conditions, patterns of water use, and a lack
of capacity to plan water allocation and assess the impacts and trade-offs of water resources development. Water
permits are issued by competing state and federal authorities, often outside the scope of Basin Master Plans (when
these exist). Flood and drought management are also not well integrated into the Water Recovery Management
(WRM) system. Substantial investment in WRM capacity is required, including in research and development.

Greater access to higher quality meteorological information can improve investment decision-making at all levels.
Whilst both MoWIE and MoANR have internal systems for distributing regular meteorological bulletins generated by
the National Meteorological Agency, improvements can be made both in the quality of the information and the
capacities of decision-makers to use it. Furthermore, communication to farm level is also currently patchy, with the
opportunity to build on and scale up mobile services such as the MoANR/EIAR collaboration on “8028”, Ethiopia’s
first agricultural hotline.

Improvements in cross-sectoral coordination for disaster risk management will improve economic resilience and
reduce the cost of humanitarian response. Ethiopia’s disaster management infrastructure is well-developed, with a
continuously improving annual humanitarian assessment process and a system of clusters coordinating food and
non-food responses. Interaction between the NDRMC and the Productive Safety Net Programme (PSNP) ensures that
the risk financing mechanism of the PSNP is triggered to allow rapid scale-up of transfers during drought years.
However, key gaps include weak assessment methods for non-food responses, particularly in the agriculture and
water sectors, and a lack of coordination in relation to managing rapid-onset disasters, such as floods. In addition,
there is weak uptake of risk assessment data by sector line ministries, and inadequate coordination between DRM
and CRGE mainstreaming processes and institutions.

Greater investment in the enabling environment for weather-indexed insurance could help manage risks, but there
is a long way to go for insurance to become a viable large-scale option. A range of weather-indexed and multi-peril
insurance products are offered to farmers and livestock keepers on a pilot basis in Ethiopia. Key challenges to scale-
up include the costs of premiums,®! the lack of historic weather data upon which to base risk calculations, and lack
of financial infrastructure to sell products and collect payments cheaply.®? There is, therefore, a continued need for

%0 Mosello, B., et al. (2015) op. cit.
51 Tadesse, M. A., et al. (2015).
62 MeheRette, E (2009)
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subsidy which compromises sustainability. Further analysis of the relative costs of subsidy in comparison to other
forms of public sector response to shocks is needed.

The MSIP can strengthen the implementation of FDRE policy commitments on gender equality. Ethiopian legislation
via the Constitution and Family Code (213/2000) give men and women equal rights in most areas. There remain,
however, significant differences in access to extension services, inputs and finance between men and women, and
particularly stark differences by region. % ¢ Complementary activities to narrow the gender gap may include the
provision of specific training for women, social communications on behavior change, encouraging financial inclusion
through the creation of savings and credit groups, and the establishment of women-only self-help groups.

.3 Information

Better data on the economic value of Ethiopia’s natural resources would improve decision-making and efficient
resource allocation. One recommendation of the on-going Country Environment Analysis is that Ethiopia could
consider incorporating natural capital measures into its system of national accounts to provide quantitative evidence
of achievements toward the CRGE vision. Other critical information gaps are related to ground water resources,
options for electrification, biofuel, and air pollution, as well as climate, hydrology and weather data. This requires
investment in the capacities and technologies to generate such information.%

Investment in hydrological research and mapping groundwater resources will result in better investment in new
water infrastructure. Due to limited understanding of the complex nature of groundwater resources in Ethiopia and
limited data about water availability and use, it is not possible to effectively plan for sustainable water use. Filling
knowledge gaps and identifying the likely outcomes of climate scenarios is a key priority prior to investment in further
water extraction.

It is necessary to conduct empirical studies on the analysis of demand, costs and benefits of biofuel production.
Ethiopia has an ambitious strategy for biofuel development, but this was produced in 2007 and does not draw on
latest data.

Investment in climate information services represents an opportunity to enhance Ethiopia’s resilience to climate
change. Due to Ethiopia’s diverse geography and topography, climate modeling is particularly challenging. This is
compounded by limitations in capacity, as well as resource constraints within key institutions®. One constraint is
insufficiently rich weather data related to the distribution of weather stations which are mainly in cities or along the
main roads.®’

To address its exposure to climate-related events, Ethiopia has developed early warning systems that enable a
timely response to drought events but these focus on assessing food needs and could be strengthened to ensure
livelihoods are also protected in humanitarian responses. Ethiopia uses drought early warning tools to guide its
response to the onset of a drought, including triggering contingency plans and risk financing through the PSNP.
However, the predictive power of the existing early warning tools could be enhanced with more and better data.
Furthermore, much of the early warning system is geared towards the assessment of food needs, with less resource
invested into the identification of non-food support in the agriculture and water sectors.

63 Kumar, N., & Quisumbing, A. R. (2015).
64 Kasa et al (2015)

55 Danyo et al (2017) op. cit.

66 OECD (2014).
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Improved program monitoring, in conjunction with rigorous impact assessments would help to improve the
implementation of investment programs. Enhancing the capacity to monitor investment projects and developing
rigorous impact assessments could inform the design of future investment programs, improve program
implementation, and enhance the effectiveness of existing programs to yield development and poverty results.

IV. Process for Preparing the MSIP: Collaboration, Iteration, Evidence across Sectors and
Stakeholders

IV.1  Summary of Overall Process

The MSIP was developed to convene, coordinate, and scale up funding, investment actions and enabling policies
to build climate resilience in key rural sectors. The MSIP is a strategic financing document to advance the goals of
the country’s CRGE Strategy, and was prepared with support from the PPCR of the Multilateral Development Banks
and CRGE support funds from the BioCarbon Fund of the World Bank.

Recognizing the importance of a coordinated approach, MoFEC requested the World Bank, in concert with
numerous partners including the African Development Bank and International Finance Corporation, to provide lead
support to the development of the MSIP. In May 2015, Ethiopia submitted an Expression of Interest for support in
investment for resilient forest and agriculture, which led to it being selected by the Climate Investment Fund to
participate in the PPCR, and being allocated a $1.5m preparatory grant from the PPCR for investment planning.

The MSIP will focus on the forest and agriculture sectors, and will incorporate activities in the water, energy and
livestock sectors. The MSIP will consist of a pipeline of large scale, programmatic investments that serve to contribute
to the GoE priorities and the achievement of the goals under the Government’s GTP-2 (2015-2020) and CRGE Strategy
(2011-2030). To enhance inclusivity of the MSIP development process, the WB and AfDB committed to support joint
missions and national workshops to validate the agreed upon investment plans and specific investment projects, and
worked closely with the four line ministries to convene numerous development partners interested in a coordinated,
multi-sectoral, programmatic approach to scaling up investment in climate resilience.

The MSIP preparation process is Government-owned, led by MoFEC along with a core set of line ministries including
the Ministry of Agriculture and Natural Resources (MoANR), the Ministry of Environment and Climate Change
(MEFCC), the Ministry of Water, Irrigation and Electricity (MoWIE), and the Ministry of Livestock and Fisheries
(MoLF). To ensure cohesion, it also involves the National Disaster Risk Management Commission. The collaborating
entities are briefly described in Box 3.

MOoFEC, which is mandated to mobilize both domestic and external resources for the implementation of the FDRE’s
CRGE strategy, upon which the MSIP builds, has acted as the lead agency in designing, and will oversee the delivery
of, the MSIP. Almost 50 organizations have been continually engaged in MSIP preparations and dialogues. The
process built upon sector plans and helped to harness cross-sectoral synergies, strengthen

Box 3: Background on MSIP collaborating entities

The Ministry of Finance and Economic Cooperation (MoFEC) is mandated to mobilize both domestic and external
resources for the implementation of the FDRE’s GTPIl and CRGE strategy. MoFEC is the lead agency in the process of
designing and overseeing the delivery of the MSIP. In 2016, MoFEC created the Climate Change Facility and UN Agencies
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Directorate in 2016 to formally reflect that, since 2011, this Directorate has managed the country’s national climate
finance facility - the CRGE Facility - and has worked closely with MEFCC to coordinate cross-sectoral plans to integrate
climate change. The Management Committee of the CRGE Facility has also acted as a coordination mechanism bringing
together sector representatives to discuss CRGE issues at policy level.

The Ministry of Environment, Forest and Climate Change (MEFCC) is mandated to coordinate Ethiopia’s technical
implementation of FDRE’s CRGE Vision, and is also responsible for the implementation of the Forest Development,
Conservation and Utilization Proclamation (542/2007), the subsequent Forest Development, Conservation and
Utilization Policy and Strategy and Climate Resilience Strategy for Agriculture, which includes the forestry sector. This
requires coordination with Regional bodies. Many forest areas in the regions fall under the responsibilities of Forest
Enterprises such as the Oromia Forest and Wildlife Enterprise (OFWE), others are located within National Parks under
the Ethiopian Wildlife Conservation Authority (EWCA) under the Ministry of Culture and Tourism (MoCT).

The Ministry of Agriculture and Natural Resources (MoANR) implements climate action related to agriculture. It is
guided by the 10-year Policy and Investment Framework (PIF) (2010-2020), the Agricultural Development Led
Industrialization (ADLI approach) and the Climate Resilience Strategy for Agriculture (also covering Livestock and
Forestry) (2014). MoANR is divided into three sectors covering Agricultural Development (plant health, agricultural
extension, input marketing and managing private investment), Natural Resources (land administration and utilization,
natural resource development) and Food Security (implementation of the productive safety net program). The Ethiopian
Strategic Investment Framework for Sustainable Land Management (2010) provides a holistic framework under which
all stakeholders can work to promote and sustain land management, including the flagship Sustainable Land
Management Programme. Other major programs include the Productive Safety Net Programme and the Agricultural
Growth Programme. Relevant agencies and government-owned enterprises include the Agricultural Transformation
Agency, Federal Cooperative Agency, Agricultural Input Supply Enterprise (AISE), Ethiopian Seed Enterprise (ESE) and
Ethiopian Grain Trade Enterprise (EGTE).

The Ministry of Livestock and Fisheries (MoLF) was recently created as a separate entity from MoANR and is advancing
FDRE’s agenda with respect to livestock productivity as part of FDRE’s GTP |l targets, the National Livestock Master Plan
and livestock-components of the Climate Resilience Strategy for Agriculture. Regulations established the Ethiopian Meat
and Dairy Technology Institute (143/2008) and the Ethiopian Meat and Dairy Industry Development Institute (EMDIDI)
(295/2013) to increase milk production and supply to processing industries, upgrade the capacity of milk processing
companies in product development and processing, and to reduce dependence on milk imports. The draft Animal
Breeding Policy and Strategy (2014) covers all livestock species reared in Ethiopia and supports the previously developed
“Guideline on Import and Export of Animals and Animal Genetic Materials” (2012).

The Ministry of Water, Irrigation and Energy (MOWIE) leads the implementation of FDRE’s Climate Resilience Strategy
for Water and Energy, which identifies key resilience enhancing actions in the water and energy sectors, such as
enhancing energy efficiency, strengthening irrigated agriculture and accelerating access to WASH. The Ethiopian Water
Resources Management Policy (1999) set out the basis for contemporary integrated water resource management in
Ethiopia, this including large-scale basin management and utilization of water for irrigation. In 2001, the Ethiopian Water
Strategy was adopted with the stated aim of translating the 1999 Policy into action. The River Basin Councils and
Authorities Proclamation (534/2007) marked the beginning of a process to a decentralized and basin-level approach,
but only two of Ethiopia’s eight major basins had functional river basin authorities in 2016.%® The Energy Policy (1994)
describes GoE’s intention to increase access to modern energy sources and to avoid adverse environmental impacts.
The Electricity Feed-in-Tariff Law (2012) encourages the diversification of the power mix in the national grid whereas
the Energy Proclamation (2013) sets out the responsibilities of the Ethiopian Energy Agency and establishes standards
for licensed generators and energy efficiency standards. The Rural Electrification Fund was established in 2003
(Proclamation No 317/2003) to provide loans and technical assistance for rural electrification. MoWIE has several

8 Mosello, B., et al. (2015).
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alternative energy programs for increasing access to modern fuels including the National Biomass Energy Strategy
(2013),%° National Biogas Program for Ethiopia (2007)7°, Biofuel Program and Sustainable Energy For All Action Plan.”*

The National Disaster Risk Management Commission (NDRMC) was created in 2015. It is guided by the 2013 National
Policy and Strategy on Disaster Risk Management and the 2014 Strategic Programme and Investment Framework (DRM-
SPIF). NDRMC works closely with the National Meteorological Agency in the generation and dissemination of agro-met
data and the provision of early warning information to all sectors.

investment proposals, programs, policies and projects, and thus build the capacity of relevant stakeholders to
participate in the MSIP.”2

To enable effective collaboration, the development of the MSIP has been conducted in four steps: (i) scoping to
define the MSIP process and to determine boundaries of the investment plan; (ii) analysis and stocktaking to conduct
evidence-based assessments to address gaps identified during the scoping and to agree on criteria to identify priority
investments; (iii) prioritization to identify bankable activities, projects, programs and policies, starting with each
sector’s plans; and (iv) the finalization of a comprehensive, unified, realistic, costed, multi-sector investment plan
(MSIP). Throughout the development of the MSIP, consultations with stakeholders have been conducted as part of
a participatory and inclusive process.

Development of the MSIP has utilized three distinct but inter-related tools:

e Portfolio Review: A stock-taking of relevant existing donor-supported projects has been undertaken in the
relevant sectors, to understand what investments have so far been made in the context of climate resilience in
agriculture and forestry.

e Gap Analysis: The portfolio of existing projects has been analyzed to identify any gaps in investments, based on
key parameters. Specifically, the existing portfolio has been analyzed with respect to: its alignment with GTP Il
targets; the degree to which it meets projected investment requirements, in aggregate and disaggregated by
sectors and themes; and the extent to which investment flows have met the spatial needs of Ethiopia.

e Investment Prioritization Framework: A tool for prioritizing activities was developed by the World Bank
collaboratively with partners and government, and then adopted by the consultants to help finalize preparations.
Using this tool, and the gap analysis findings, a range of identified activities were prioritized in an iterative and
inclusive manner by the line ministries, and informed by partners and stakeholders.

All tools have been applied in highly participatory ways. The relevant line ministries provided the data that has been
used in the portfolio review and gap analysis, and have engaged in consultations and workshops designed to enable
review of and feedback on the results of the analysis. They have also been closely involved in the design of the
Investment Prioritization Framework, and have used this to assess the importance of the Activity Packages that they
have identified as being most important to achieving climate resilience in the targeted sectors. The creation of the
outputs that have been combined to form the MSIP document has been iterative to ensure it has stakeholder
agreement and ownership. MSIP preparation has thus helped to consolidate and harmonize information sharing,
foster collaboration, reduce costly fragmentation and enhance coordination, which should then strengthen capacity
to implement the MSIP.

5Shttp://www.euei-

pdf.org/sites/default/files/field publication file/Ethiopia Biomass Energy Strategy and Action Plan Final 2014 02 06.pdf
70 http://www.africabiogas.org/countries/ethiopia/

! https://www.sedall-africa.org/sedall-in-africa/country-data/ethiopia/

72 See the list of Contributing Partners at the beginning of this document.
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Together these stakeholders have collaborated to deliver an MSIP that is responsive to multiple potential
international climate finance opportunities. Potential sources include the Green Climate Fund (GCF) and the Global
Environment Facility (GEF), as well as financing sources not conventionally thought of as “climate finance” including
the WB'’s International Development Association (IDA) and AfDB’s African Development Fund (ADF). The MSIP also
aims to enhance coordination of public financing for investment projects, as well as create a framework for work
with public and private banks and insurance companies, microfinance institutions and savings and credit
cooperatives to create new financing mechanisms for resilience building.

The MSIP process is in many ways the product, having enabled preparation of credible climate financing proposals
by: (i) centering on an inclusive and consultative process with numerous DPs and other stakeholders; and (ii) largely
building on and incorporating all major strategies, programs, projects and analytics for Ethiopia. Using these climate
finance proposals, the MSIP process aims to leverage and create a multiplier effect in scaling up investment and
action through 2030 using new and additional financing from multiple sources — complementing existing financing
and proven government programs for efficient impact — to support Ethiopia to achieve its climate resilience
objectives in key sectors. By doing so, the MSIP process will boost GoE’s capacity for cost-effective and efficient
scaled-up action on the ground.

The final version of the MSIP document has benefitted from and been modified in response to an external
independent peer review. Annex 4 includes details of this independent review.

The remainder of Part 1 of the MSIP summarizes the portfolio review and gap analysis, to lay a foundation for the
investment prioritization and planning to be described in detail in Part 2. More detailed descriptions of the
preparation and consultation processes, and summaries of participation, have been provided in Annex 5. The
investment prioritization tool and process are described in Part 2.

V.2  Portfolio Review

The portfolio review was undertaken to establish a clear, evidence-based baseline that could inform future-focused
multi-sectoral investment planning. The review was designed to ensure that a sufficiently reliable picture of past
and on-going investments was produced, bearing in mind available time and resources. The review has been
performed so that it can continually be refined, should this be considered necessary. The portfolio review
methodology and conclusions are more fully described in Annex 6 of the MSIP document.

The review comprised a sequence of desk research and stakeholder consultation activities, and identified projects
in the prioritized sectors, namely agriculture, forestry, water, energy and livestock. In the case of water and energy,
only projects related to agriculture, forestry and/or livestock were considered. Approximately 146 potentially
relevant projects were identified. To focus on those that would be most material to the gap analysis, the following
filters were applied:

e Project budget equal to or greater than USS$3 million: Given the nature of the review, projects below this scale
are unlikely to be material to the conclusions of the portfolio review and gap analysis.

e Projects implemented starting from 2010. As 2010 marks commencement of GTP |, any projects implemented
prior to this would be difficult to analyze in a way that is meaningful to relevant FDRE strategies and plans.

o Sufficient project data available. Minimum data requirements are a summary of the budget and the primary
activities or outputs. Without this, even a basic project review would not be possible.

These filters reduced the portfolio for detailed analysis to 102 projects. Most of the remaining projects did not meet
the minimum budget requirement. It was recognized that, while smaller projects were unlikely to change the results
of the portfolio review and gap analysis exercise, there would likely be useful lessons to be learned from some of
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these, which could inform MSIP preparation in qualitative ways. For this reason, quick case studies have been
prepared for two projects’® that offer useful learning in each of the following areas (one of these projects has been
highlighted in Box 4):

e Scaling-up potential: A priority for FDRE is to identify successful approaches that can be rapidly scaled-up by
extending them to new areas. These two small project case studies could help identify potential approaches.

o Multi-sector synergies: The MSIP seeks to identify opportunities for linking approaches across sectors to
accelerate the building of climate resilience, and to reduce costly fragmentation of financing and projects. These
two small project case studies could help identify potential linkages.

Box 4: Integrating Farmer and Scientist Knowledge

In 2009, Biodiversity International introduced the “Seeds for Needs” (S4N) initiative in Ethiopia to help increase
farmers’ resilience to climate change through agricultural biodiversity. Currently, the project has several sites in
11 countries involving a range of crop varieties. The project received an initial World Bank development
marketplace award of USS$200,000 over a three-year period. The distinctive approach of this project is that it
focused on using or (re) introducing a diversity of superior landraces available in genebanks rather than focusing
on breeding and introducing new varieties. The S4N initiative was judged a winner in the World Bank'’s
Development Marketplace 2009, for its innovative and low-cost strategy to understanding the needs of farmers,
particularly women, and improving access to crop varieties that could help them enhance their resilience to
climate change impacts. The project was successful in addressing its objective by reducing the vulnerability and
enhanced the adaptive capacity in smallholder farming communities by increasing the intraspecific diversity of
important food security crops using barley and durum wheat.

For those projects included in the detailed portfolio review, data collection focused on the following:

e Project budget: Data was sought on the total project budget, as well as by project activities and/or outputs, and
by areas (woredas) in which the project activities would be implemented.

e Project activities: Data was sought on the type and location of specific project activities.

e Project outputs: Data was sought on the outputs (results) that the project intended to achieve.

e Beneficiaries: Information was sought on the number of beneficiaries targeted in the different project locations.

It was not possible to collect data on project impact; in some cases, projects are still being implemented, while in
others impact evaluation data was not available. Consequently, project budget has to be used as an indicator of
project impact (the assumption being that all projects achieved their intended results with the funds made available).

For relevant categories of data, only partial information was available for many projects. Only a small number of
available project documents provided information on targeted beneficiaries or spatially explicit project boundaries.
In addition, a small minority of project documents disaggregated budget information by activities, outputs and/or
location. In other cases, different documents provided conflicting information about budgets or targets. Where
disaggregated data was unavailable, the project review assumed that total budget was allocated evenly across the
targeted outputs, and in proportion to the populations within each of the woredas it targeted. Where conflicting
data sources were discovered, the project review considered the size of the discrepancy and balanced efforts to

73 See Addendum 1 of Annex 6 for details.
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collect more data against the expected increase in accuracy. Another small set of project documents did have better
data on financing and project boundaries.

The characteristics of the portfolio of projects selected for gap analysis are summarized in Figures 18 and 19. The
need to make basic assumptions given a lack of detailed data means that some of the figures for investment by
thematic or spatial area may be inexact. However, the overall results remain valid for highlighting trends in
investment across resilience themes and geographic areas of the country. The analysis tool is designed to
accommodate additional data as it becomes available.

Figure 18: Share of project portfolio investment by sector
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Figure 19: Number of projects in portfolio, by size category
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IV.3 Investment Gap Analysis: Spatial, Thematic,
Financial

The gap analysis was undertaken to establish a clear, evidence-based assessment of where current committed
investments would and would not meet Ethiopia’s projected climate resilience requirements. This analysis could
then be used to help inform future-focused multi-sectoral investment planning. The gap analysis was designed to
ensure that a sufficiently accurate assessment of investment gaps was produced, bearing in mind available time and
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resources. The analysis has been performed so that it can continually be refined, should this be considered necessary.
In future iterations of the assessment, it may be useful to also include a detailed public expenditure review to
complement analysis of external financing.

The gap analysis was performed using the parameters described in Table 2. Each of these parameters provides a
different method for assessing how well existing investments meet the strategic objectives established for building
climate resilience in the prioritized sectors. By combining the findings from the different methods of gap analysis it
is expected that a reliably nuanced understanding of existing investment levels will be achieved. For this reason, all
parameters are treated as equally important and no weighting has been applied.

Table 2: Parameters for Gap Analysis

Parameter Definition

Gaps against GTP Il The assessment of how much activity is addressing climate resilience objectives stated
targets in GTP II.

Financial gaps The assessment of the difference between the level of investment that has been

projected as being required to achieve climate resilience, and the investment that has
currently been committed.

Thematic gaps Assessment of gaps in activities that are necessary to achieve the CR strategy looked at
through each of the CR themes of agricultural and forest as well as water and energy.

Spatial gaps The assessment of how much activity is addressing climate resilience objectives in
relation to relative levels of vulnerability to climate change, by woreda.

All gap analysis activity has been performed using data gathered by the portfolio review. The portfolio review
concentrated on project activity between 2010 and 2020 (very few projects under implementation have
commitments beyond 2020, although pipeline projects do, such as the new IDA-financed Resilient Landscapes and
Livelihoods operation of MOANR that aims to begin implementation in July 2018.). All analysis has been performed
on a “Business as Usual” basis; that is, it has been assumed that underlying conditions remain the same, without any
unforeseen changes in climate science, the availability or terms of climate finance and other forms of ODA, or
Ethiopia’s enabling policy environment, etc.

In all cases, the analysis has attempted to identify gaps between identified need as expressed in the CR strategies,
and existing investment commitments. In most cases, the needs expressed in different planning documents were
not directly comparable, thus requiring specific approaches to be developed to generate a consistent evaluation
of the gap for each parameter of analysis (as defined in Table 2). For analysis of gaps against GTP Il targets, the gap
analysis assessed the extent to which each activity was relevant to the target. For financial and thematic gaps,
analysis focused on the difference between the financial needs as identified in the government’s Climate Resilience
Strategies for (i) Agriculture and Forestry, and (ii) for Water and Energy, and the total investments that have so far
been committed. In all cases, assumptions must be made to enable effective and reliable gap analysis. The gap
analysis methodologies have been more fully described in Annex 7 of the MSIP document; appreciation of these
methodologies will aid interpretation of the findings and conclusions, which are summarized below. As well as
reviewing the data from the gap analysis, conclusions are also drawn by cross-referencing the MSIP Activity Package
list previously developed during the preparatory work, to help connect the portfolio gap analysis to the next phase
of investment prioritization and planning.
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Conclusions from the analysis of gaps against GTP Il targets:

The analysis of gaps in activity levels compared to CR relevant objectives established by GTP Il was inconclusive.
The analysis identified specific GTP Il targets that are the major focus of donor investment, and others that receive
little or no financial support from donors. However, it may not be appropriate to conclude that the latter areas should
receive more donor attention. The areas that receive relatively little donor support are activities that are (or could
be) pursued profitably by the commercial sector. Evidence of a gap is not always evidence of a direct funding need.
It may indicate that measures to enable or incentivize private sector investment could be appropriate. In some cases,
some private sector investment is underway, such as in forest coffee in Oromia via the new IFC-Nespresso forest
coffee project with World Bank BioCarbon Fund support as part of the government’s new umbrella Oromia Forested
Landscape Program.

Looking ahead at the Activity Packages developed through the original MSIP stakeholder consultation process, it
appears that there are no listed activities in the portfolio of ongoing donor supported projects that do not
contribute to the goals of GTP Il in some way. Hence, the GTP Il criterion provides very limited guidance to the
development of the MSIP.

Conclusions from the Analysis of Financial Gaps:

Given that it was not possible to use impact data in the gap analysis, investment flows are a proxy for intensity of
activity for each of the other analyses. The detailed conclusion from the analysis of financial gaps is therefore
reflected in the conclusions of each of the other gap analyses.

Determining the extent of the investment gap is difficult. Based on data in the CR strategies of the concerned
sectors, the total investment required by 2030 to achieve climate resilience in forest and agriculture is estimated to
be about $5.9 billion.”* Noting that these estimates dated from 2011-14, it is likely that not all climate resilience
requirements were fully anticipated and that the actual current need could be 20-30 percent higher. Increasing the
current number by 25% suggests that the total investment requirement is about $7.4 billion.

Some of this investment need has been met by the existing investments in the targeted sectors. The total value of
all 102 projects included in the portfolio is around $4.8 billion. However, not all these project expenditures were
committed to climate resilience. Available data makes it difficult to determine how much of the total amount has
been invested in climate resilience. Based on the rationale outlined in the box below, it is estimated that $1.85 billion
was invested in climate resilience between 2010 and 2020.

To estimate how much of the project portfolio’s total expenditure of $5.9 billion was committed to
climate resilience, the MSIP referred to a 2014 report on “Climate Finance in Ethiopia”,” which found
that between 40-50% of agriculture sector expenditure and (depending on the year) 35-80% of MoWIE
budget was considered “climate change” relevant. Taking the 2011/12 budget year as a benchmark,
the MSIP assumes that 40% of investment in the forest and agriculture sectors and 35% of the spend in

the water and energy sectors was relevant to climate resilience. On this basis, and given the sectoral

74 The estimate does require qualification. The sectoral calculations of investment need included commitments made by on-
going major programs at the time. Such amounts will likely have also been included in the portfolio review, and thus will already
have been subtracted from total requirement. This introduces an element of inconsistency. Nevertheless, $5.9 billion is
considered a valid assessment of investment need for the purpose of this analysis.

7> Eshetu, Z. Simane, B. Tebeje, G., Negatu, N. Amsalu, A. Berhanu, A. Bird, N., Welham, B., and Canales Trujillo, N. (2014). Climate
finance in Ethiopia. Overseas Development Institute, London and the Climate Science Centre, Addis Ababa University, Addis
Ababa.
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split of the 102 projects in the portfolio, the assessed investment in climate resilience in the target
sectors is calculated as follows:

e 72% of the total portfolio (thus $3.4bn of the total of $4.8bn) falls within the forest and agriculture
sectors. By applying a weight of 40% it can be deduced that about $1.38bn has been invested in CR.

e 28% of the total portfolio ($1.3bn) falls within the water and energy sectors. By applying a weight
of 35% it can be deduced that about $470mn has been invested in CR.

e Thus, the total assessed investment in CR across the target sectors is around $1.85bn.

From these calculations, the high-level conclusion from the financial gap analysis is that Ethiopia requires around
$5.5 billion of additional, incremental investment to reach its 2030 climate resilience targets. While these
calculations could be challenged, the benefit of limiting them to the amounts specific to climate resilience (and thus
distinguished from more traditional development finance) is that the cases become more relevant to providers of
climate finance. In addition, financing adaptation and resilience must catalyze larger financial support to make a
difference at scale. For example, the Adaptation Fund, the GEF, the GCF and the PPCR currently have limited
bandwidth and so are focused on achieving the greatest possible impact per transaction. These funds tend to invest
tens of millions of US dollars per project, with co-financing requirements that may result in a total budget of upwards
of $100 million. Even larger financiers such as IDA seek to leverage the impact of large scale investment projects by
crowding in the private sector and government budget. These examples illustrate why fragmented financing is an
opportunity lost for leveraging additional financing.

These observations indicate that the overall climate resilience financial gap is more likely to be filled — and large-
scale impact achieved — by investments in, for example, 10 5100 million USD projects, rather than for example 100
$10 million projects. The FDRE and its development partners have developed several investments to enhance
resilience to climate change in Ethiopia. Existing large-scale, long-term government programs that explicitly build
climate resilience are the most promising bets for scaling climate action, including, inter alia, the OneWash
programme, Sustainable Land Management Programme (SLMP), Rural Electrification Fund, Productive Safety Net
Programme (PSNP), and Oromia Forested Landscape Programme (OFLP). Further scale-up and strengthening of these
programs can represent a cost-effective and quick solution to further advance toward Ethiopia’s resilience objectives
in the GTP II.

A recent expenditure review of climate financing in Ethiopia’® indicates that public climate change expenditures
were mainly concentrated in MoANR and MoWIE, which accounted for approximately three quarters of the total
climate change relevant programmes in 2011/12. In contrast to overall government expenditure, which has high
budget execution rates, budget execution rates for climate change-relevant expenditure was found to be
concentrated in areas that may need additional capacity and efficiency, a factor that might be relevant to efforts to
scaling-up of existing investments.

Conclusions from the Analysis of Thematic Gaps Related to Ethiopia’s Climate Resilience Strateqy Documents:

The thematic analysis identified nine themes from the Agriculture and Forestry CR strategy as well as four strategic
priorities from the Energy and Water CR strategy relevant to the MSIP. The analysis then ranked the relative
investment requirements for each theme as indicated in the strategy documents, and compared this to the relative
levels of donor support identified in the Portfolio Review. The gap analysis was performed by comparing the
difference in relative importance of each resilience theme, as indicated by CR funding request on the one hand and
actual donor funding on the other hand. The difference between these two relative rankings can be considered an

78 1bid.
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indication in the perceived gap in importance of each theme by financiers. The relative rank of each theme is
indicated in the following table, along with the difference in scores.

Table 3: Relative Thematic Gap Analysis

Climate Resilience Theme CR Financial Donor Spending Relative Gap
Priority Rank (Priority minus
Spending)
Agriculture / Land Management 1 7 -6
Natural Resources, Conservation, Biodiversity 2 3 -1
Crop and water management (on-farm) 3 (tied) 1 +2
Disaster Risk Reduction 3 (tied) 8 -5
Social Protection 5 (tied) 6 -1
Livestock 5 (tied) 5 0
Value Chain and Market Development 5 (tied) 10 -5
Information and Awareness 5 (tied) 4 +1
Capacity Building and Institutional Coordination 5 (tied) 2 +3
Improved Biomass Efficiency 10 11 -1
Non-Grid Access 11 9 +2

One conclusion that can be drawn from this analysis is that the CR strategy would benefit from a relative
reprioritization of donor investment towards activities that support agriculture / land management, and value
chain / market development. However, this requires careful interpretation. As forestry was part of the former
Ministry of Agriculture when the Agriculture Sector CR strategy was prepared, forest and biodiversity conservation
initiatives were covered under the agriculture theme of the CR strategy. Forest sector investment had been low
(about 6% of total donor funding) but has recently increased. Furthermore, previous forest sector investments were
part of natural resource management and rehabilitation programs. Recent forest sector investment had focused on
developing national and regional level polices and guidelines to lay the necessary foundation for REDD+ and
afforestation activities. Bearing in mind the significance of forest sector development, including through private
sector activity, as a contribution to rapid industrialization of the country and the growth of the construction sector,
ICF has prepared the Ethiopia Commercial Plantation Forest Industry Investment Plan. The World Bank, Ethiopian
Chamber of Commerce and MEFCC has made private sector forest development one of the key elements of Public
Private Partnership Dialogue.

The GoE has set ambitious forestry targets in GTP Il and in its international commitments. These include increasing
agroforestry coverage from 6.06 to 16.21 million hectares of land, increasing the area of forestland protected with
management plans from 0.07 million to 2.2 million hectares, and increasing the total land covered with forests from
12 million hectares to 18 million hectares. The GoE has also made a pledge through the Bonn Challenge to restore
15 million hectares of degraded land by 2030 through reforestation and forest restoration, including agroforestry.

Ethiopia MSIP for PPCR, 9 May 2017. p. 37



Thematic gap assessments have also revealed key intervention areas that seem to require increased attention if
Ethiopia is to achieve climate resilience. One such thematic gap that is cross cutting and stands out is climate and
market information as well as relevant scientific data, which are relevant for policy making as well as smallholder
farmers. Timely and relevant data is essential for planning purposes as well as monitoring progress towards achieving
targets. While there have been efforts to create a standardized data collection and transfer system, it remains weak,
particularly on climate and markets. The National Meteorology Agency has infrastructure as well as capacity
limitations inhibiting its ability to collect, analyze and disseminate important climate information. While some efforts
have been made to address these issues, to date these have largely been pilot programs which need to be scaled-up
once complete. Climate and market information are key as they address multiple climate resilient themes.

Note that this analysis does not focus on absolute amounts of funding. It does not say that donors are spending
too much money on a thematic area, nor does it say by how much donors should increase support for other areas.
Rather, the analysis highlights the areas of greatest apparent disconnect between the government’s stated climate
resilience priorities and the distribution of donor funding. This disconnect provides a strong rationale for new
adaptation related funding that goes beyond business as usual and fills clearly identified gaps. Therefore, it may be
useful to identify and prioritize investment activities aligned with those highlighted resilience themes.

Conclusions from the Analysis of Spatial Gaps:

The spatial gap analysis compares actual levels of investment to measures of climate change across woredas in
Ethiopia. This analysis attempts to answer the question, “Where is additional adaptation related investment most
needed?” To answer the question three stages of assessment were made.

First, an assessment is made of areas with the greatest change in rainfall and temperature since 1970. The
geospatial analysis looked at existing climate changes mainly in terms of the past 46-year trends in increased average
temperature and decreased average rainfall and using that as an indication of near future changes. An intensification
of those two variables generates climate stress via more frequent and severe droughts. Figure 20 shows those areas
of Ethiopia that have been most affected by changing climate since 1970 . It is acknowledged that these areas may
not be where the people or land is most vulnerable: this is more complex and relates to a range of interacting
infrastructural, agro-ecological and socio-economic factors. We have not tried to model these but refer to the
secondary analysis presented in Section 11.2.

Second, additional climate adaptation related investment is more likely to be needed in areas with a larger number
of affected people. For any given climate impact, a greater number of people affected requires a greater response.
The spatial distribution of Ethiopia’s population is well known — it is higher in the central areas around

Figure 20: Climate change impacts (rainfall and temp)
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Addis Ababa and in the wetter agricultural regions to the west, and lower in the drier eastern and northern regions
of the country.

Figure 21 illustrates how these two spatial factors combine to indicate which rural areas should be prioritized for
climate resilience investment. The top right quadrant indicates areas with a high degree of vulnerability and relatively
large populations — this area would be a clear target for prioritization. The bottom left quadrant has less vulnerability
and relatively low populations — impacts are less likely to be severe and will not affect as many people. The top left
and bottom right quadrants are middle cases.

Third, additional climate resilience investment is more likely to be needed in areas that currently receive relatively
less investment from traditional sources. Geospatial analysis enables calculation of total and per capita donor
funding flows per region or woreda, as indicated in Figures 22 and 23.By combining Figures 21, 22 and 23, it is possible
to draw initial conclusions from the spatial analysis. The central regions are likely to experience the most severe
climate impacts due to large climate shifts and a large population. This indicates that this region might fall into the
upper right quadrant of the chart in Figure 20. The eastern region of the country has relatively high vulnerability
under existing conditions of variability and moderate climatic shifts may have high impacts on livelihoods and food
security. They have relatively low levels of per capita donor support and the region has a relatively lower population
as well, which might indicate that it belongs in the upper left quadrant of Figure 21.

Implications of Gap Analysis for Investment Planning:

The gap analysis has been conducted to provide inputs for the MSIP and feed into more informed program design,
by providing broader indication of where (thematically and geographically) increased flows/allocation of investment
in CR might be most required. Of itself, it does not provide a definitive basis for determining investment prioritization,
as other factors will likely come into play. These issues are explored more fully in Part 2 of this document.

Based on the findings, the lessons that should be drawn and potentially integrated into the MSIP include the
following.

1. dlimate and market information as well as relevant scientific data is a major gap both for policy making as
well as smallholder farmers. Timely and relevant data is essential for planning purposes as well as monitor
progress towards achieving targets. While there have been efforts to create a standardized data collection and
transfer system, it remains weak, particularly on climate related variables and markets. The National
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Meteorology Agency has infrastructure as well as capacity limitations inhibiting the collection, analysis and
dissemination of important climate information. The Ministry of Water, Irrigation and Electricity, Hydrology and
Water Quality Directorate is responsible for collecting, storing, disseminating hydrology data information. Both
NMA and MoWIE have limited capacity in use of climate and hydrological data. While few efforts are being made
to address these issues, the attempts are largely pilot programs and need to be scaled up once complete. Climate
and market information are key as they address multiple climate resilience themes.

2. The gap assessment found that a small number of GTP Il output areas have not directly received sufficient
external (development co-operation) support. The gap areas are 1) agricultural mechanization, 2) productive
export crops, coffee and spices, and 3) water access in rural areas. These are gaps where there is potential for
private sector involvement as well as public sector support for public goods (such as watershed function) that
enable private benefits and natural wealth to accrue. Conventional development partner funded grants rarely
fund the private sector, and financial regulations in Ethiopia do not generally encourage private enterprises to
access funds from donors.”” On the other hand, gaps such as agricultural mechanization are actions that both
the GTP Il and CRGE have prioritized as being important for resilience building and GHG reductions, if well-
managed. Thus, a review of the policy and legal framework for rural investment and consideration of alternative
financing approaches are required to trigger private sector actions. Examples of programs such as risk
guarantees, which will also leverage and could therefore expand financing, could be considered in the MSIP.

3. The GoE has recognized the need for improving Disaster Risk Management and has invested in the sector. To
respond to food insecurity, largely caused by climate change, the GoE has implemented several key programs.
The Sustainable Development Poverty Reduction Paper (SDPRP) was one of the earlier policies devised which
recognized food security as a central element. In the last decade a major programmatic shift has been taking
place in Ethiopia concerning food security. This is based on the development of the Productive Safety Net
Programme (PSNP), now in its fourth phase. The PSNP is framed within the long-standing Rural Economic
Development and Food Security coordinating platform of MOANR, in which SLMP and AGP are also placed as
flagship programs. The stated rationale for the PSNP is to address the food needs of the chronically food insecure
through multi-year predictable resources, rather than through a system dominated by emergency humanitarian
aid. This involves a shift from food to cash as the primary input. Another key milestone in GoE’s response to food
security is the transformation of the Disaster Risk Management and Food Security Sector (DRMFSS) to a
Commission, the National Disaster Risk Management Coordination Commission (NDRMCC) now under the
Ministry of Agriculture and Natural Resources with its own state minister. As stated in its strategic plan, the aim
of DRMFSS is, among several others, to improve identification and assessments of disaster risk; to enhance
knowledge management for DRR; and to integrate DRR in emergency response management.”® The NDRMCCC
was established with three strategic objectives: to save lives and reduce morbidity related to drought, to protect
and restore livelihoods, and to prepare for and respond to other humanitarian shocks, including natural disasters,
conflict and displacement.

However, one of the key findings of the gap assessment is that there is currently inadequate investment in
disaster risk reduction, both financially and thematically. One of the bottlenecks identified here is that resilience
and resilience building have yet to be clearly articulated in program level interventions. Furthermore, investment
in climate information collection, analysis and dissemination focusing on key parameters such as rainfall,
temperature, which are essential in disaster risk management, has been limited to pilot interventions only. Based

77 The GoE VAT (Value Added Tax) regulation does not distinguish income from sales and grants and thus private sector entities
that access grants are also subjected to VAT as the tax authority also views grant as income.
78 FDRE (2014a)
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on outcome of pilots and capacity building at NMA and other institutions, use of climate information needs to
be scaled up, and information delivered efficiently to land and water users through a variety of mechanisms and
a variety of existing and future programs and projects throughout the country.

Comparing the gap analysis to prioritized Activity Packages identified during MSIP preparation, it was found
that about 85% of the activities help fill key financial or thematic gaps. The identified activities are either new
activities that will build resilience of households and communities, or scalable activities from on-going pilot
initiatives. To help highlight the degree to which Activity Packages meet identified gaps each one has been
categorized into four groups. This identified 34 Activity Packages that fall into the category of “only in pilot stage
or not yet being addressed”, and 20 that need “to be geographically scaled up and/or allocated increased funds”.

The process of performing the portfolio review and gap analysis also generated knowledge that may help
contextualize the findings and further inform investment planning. The following points are considered material.

1.

Deficiencies in cross-sectoral coordination: in the process of data collection many donors have indicated that
limited cross-sectoral coordination is a challenge that adds cost to the government and its partners, and can
reduce project effectiveness. This difficulty could be a challenge and burden in designing and implementing
multi-sectoral programs and projects. The MSIP is expected to be implemented by four key ministries that have
their own mandates, targets and goals. Though donors have indicated that they have a preference to work
sectorally or coordinate their work with a single Ministry, they also understand the benefits of a multi-sectoral
approach. Some even have emphasized that under the current climate change trend, unless programs have
multiple components, their likelihood of transformational outcomes is limited. Whilst the advantages of multi-
sectoral program approaches are acknowledged, the GoE, and particularly MOFEC’s CRGE Facility, which will
oversee MSIP implementation, needs to design and implement a strong, effective co-ordination mechanism, and
this work has begun with a small grant from PPCR through the World Bank, as well as existing government
coordination for a such as the REDD+ Steering Committee, the REDFS platform, and the SLMP Steering
Committee. Without a more robust coordination mechanism (and careful not to “over-coordinate”), the natural
forces of sector ministry budgeting, prioritizing and implementation will hinder the success of a multi-sector
approach.

Lack of policy guidance and plans to realize GTP Il targets. Though the GoE has a well-articulated vision
expressed in the CRGE strategy and the development targets defined in GTP Il, there is much less guidance on
how these targets should be achieved. There is limited guidance given by the GoE, at Federal level, on how GTP
Il should be operationalized and implemented. Among issues that have not been addressed, and as was often
made clear by stakeholders, there is a need to improve the coherence of program design and implementation,
and of co-ordination between government ministries. The poor coordination among sector ministries during
planning and implementation is also caused by absence of a systematic coordination mechanism and high
turnover of staff. The GoE has clearly understood the climate change agenda and the need for sustained
implementation at scale; however, there are only a small number of tangible and sustainable models for scale-
up and replication to achieve developmental goals. This must be taken into consideration when planning future
investments. Lessons from successful large-scale programs such as SLMP, AGP and PSNP can be drawn when
looking to scale-up best practices. The SLM Program has emphasized scaling-up of successful practices,
approaches and technologies. The approach to scaling-up best practices has been incorporated into the long-
term Ethiopian Strategic Investment Framework for Sustainable Land Management (ESIF), which was developed
in 2008-2010 with the leadership of the MoANR, and involvement and contributions of development partners,
civil society organizations and other stakeholders.
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While the GoE has set up the CRGE Facility to mobilize and disperse climate finance, it can play a greater role
in ensuring cross-sectoral coordination in planning and implementation. Co-managed by MEFCC and MOFEC,
the Facility has already started to function with financial assistance from the UK, Austria, Denmark and Norway,
and advisory services from the World Bank and others. The Facility has systems in place and guidance provided
by the comprehensive CRGE Operations Manual. It has established and operationalized an Environmental and
Social Safeguard Framework, and a Monitoring and Evaluation framework that will be used to monitor and
evaluate CRGE initiatives implemented on ground. The MEFCC also provides a wide range of systems to monitor
and evaluate including the reporting, lesson learning and knowledge management systems. The governance
arrangement of the CRGE Facility brings sector ministries together on regular basis to discuss and decide on
climate change related issues, including cross-sectoral projects and programs.

Recently, the Management Committee of the CRGE Facility, which comprises the State Ministers of the key CRGE
Sectors, took the decision to revitalize the scope of work of the CRGE Facility and to coordinate all forms of
climate finance channeled to Ethiopia, and collaborate with and provide support to Multilateral Development
Banks and UN Agencies to mobilize and solicit climate finance from bilateral and multilateral climate finance
sources. The Committee also decided to enhance the sub-national engagement of the CRGE Facility and ensure
active engagement of the Bureaus of Finance and Economic Cooperation and Bureaus of Environment and Forest
on climate change issues. It further decided that the CRGE Facility put in place and manage a climate finance
tracking system and strengthen collaboration with research, academia and other stakeholders for generation,
management and communication of sectoral and cross-sectoral climate change related data and dissemination
of knowledge and lessons. The committee also decided that the CRGE Facility should support sectors to develop
MRV systems, engage in result based payment, carbon finance, focus on mainstreaming climate actions into
sector programs, and continuously monitor, evaluate and report on compliance to environmental and social
safeguard standards. The MSIP will benefit from the re-defined functions and scope of the CRGE Facility. The
current PPCR and the TA support from the World Bank are helping the CRGE Facility deliver some of these
renewed responsibilities. However, further capacity building and Technical Assistance for the CRGE Facility —
particularly in promoting cross-sectoral coordination at Federal, regional and woreda levels — is crucial. Other
coordination mechanisms currently functioning in Ethiopia include the RED&FS in the agriculture sector. The
CRGE Facility might draw lessons from these to help it strengthen its co-ordination between donors and
government entities. The new Oromia Forested Landscape Program is planning to support improved multisector
investment planning and implementation of forest and agriculture actions at local levels.

The approach to monitoring and evaluation (M&E) and reporting should become more systematic. The CRGE
Facility should strengthen its monitoring, evaluation and reporting functions, to ensure generation of evidence
necessary for learning and improvement, and that can guide on-going investment planning, so that progress
towards targets cannot easily be measured.
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Part 2: MULTI-SECTOR INVESTMENT PLAN

V. Summary and Added Value of the Investment Plan

Part 1 of this document provided an overview of the climate challenges facing the agriculture and forestry sectors
in Ethiopia, reviews the existing portfolio of relevant climate resilience projects and programs, and analyzes the
key thematic, financial and spatial gaps in investment. The objective of the MSIP is to help mobilize the resources
that will fill these critical gaps in Ethiopia’s climate resilience agenda for the agriculture and forestry sectors.

The MSIP can catalyze transformational change through mobilizing the investment to scale up existing practices
and creating a step-change in the use of climate, hydrological and land use data in cross-sectoral decision-making.
Both Ethiopia and her development partners share an understanding that climate resilient development requires
economic transformation and the MSIP has identified high priority investment activities that will contribute to this
transformational change. Given Ethiopia’s development context and vulnerability to climate change, these activities
strongly include vulnerability-oriented adaptation that enhance and support existing resilience building efforts, and
activities are designed to target distinct climate change impacts.

Beyond this MSIP, the FDRE is committed to green industrialization and creating the levers for urbanization and
growth in jobs in the manufacturing and service sectors. Managing the rural to urban transformation sustainably is
critical to rural resilience and well-functioning production landscapes that in turn affect the rural-to-urban transition.
To support this process, one role of the MSIP is to contribute to a four-fold increase in the productivity and resilience
of rural landscapes by harnessing improvements in land and water management that optimize efficiency, balance
competing priorities and leverage investment from both the public and private sectors. This requires massive
investment as well as extensive policy and regulatory reform as set out in the MSIP. The feasibility of this plan rests
on the ability to make a change in the way that the FDRE makes decisions and delivers its services. This will include
a shift from a command-and-control approach where Government plays a lead role in service delivery to one where
it takes on a greater facilitation role - creating space for private sector investment and the incentives for behavior
change amongst farmers and rural communities. Transformational change should use three levers to achieve scale,
namely: 1) Scaling up through public investment; 2) Creating the incentives for self-scale via private investment,
including those of smallholder farmers; and 3) Altering decision-making and delivery within existing programs and
investments through policy reform and the greater use of climate, hydrological and land use information in decision-
making.

Thus, the MSIP will add value by identifying and filling gaps in Ethiopia’s climate resilience agenda for agriculture
and forest development — including important aspects from the livestock, energy and water sectors. The Activity
Packages identified in the MSIP are intended to build on, enhance or complement existing programs and projects
across sectors as identified in Part | of this document. The MSIP Activity Packages have been developed as part of a
collaborative process involving the sectoral ministries comprising the CRGE Facility Core Team. These Activity
Packages have been prioritized through an inclusive stakeholder process, and assembled into cross-sectoral Activity
Groups that generate synergies between activities to better address the major financial, thematic and spatial gaps
identified through the portfolio review and gap analysis.

The MSIP describes the process for developing and prioritizing the individual Activity Packages via a participatory
stakeholder process. It then presents an overview of the cross-sectoral Activity Groups that are made up of
combinations of Activity Packages and describes how each Group addresses important climate resilience gaps. The
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MSIP further describes an approach to monitoring results, managing risks for sustainability, and identify new and
additional sources of potential funding for the Activity Packages and Groups that comprise the MSIP.

VI. Investment Prioritization Framework

The prioritization framework was developed to help assess possible investment activities based on their relative
importance for Ethiopia to progress along a development pathway toward greater climate resilience (see Figure
24). The prioritization process will result in a pipeline of new financing proposals for investment support to Ethiopia,
building on existing programs and opportunities across sectors.

Figure 24: Resilience pathways and corresponding Activity Packages for investment
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VII.1  Approach to Prioritization of Investment and Financing Activities

The individual elements of the investment framework / approach to prioritization, as applied to the MSIP, are
elaborated below.

Multi-criteria analysis: To assess key climate resilience enhancing investments, possible investment activities are
compared and ranked using multi-criteria analysis. The prioritization process has involved development, discussion
and consensus building on: (i) criteria to evaluate possible investments; (ii) scales to measure the relative merit of
investments; (iii) weights to assess the relative importance of criteria; (iv) indices to rank investment opportunities
based on the criteria, scales and weights; and (v) selection of the highest priority investment activities based on the
indices interpreted and refined through a consultative process.
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Possible criteria: As part of the first MSIP Joint Scoping Mission (February 2016), possible criteria for prioritization of
investment activities were discussed during a stakeholder consultation. Based on the criteria proposed during the
consultation, as set out in the Joint Scoping Mission Aide Memoire and based on further analysis of possible and
relevant criteria, an initial set of criteria was developed. As part of the second MSIP Joint Mission (June 2016), the
initial list of criteria was discussed and revised as part of a technical workshop to ensure the prioritisation of activities
that together would deliver high potential for the transformational effects articulated in the country’s GTP Il. Based
on discussions during the workshop, the following criteria were agreed to be helpful to the evaluation of investment
activities (the operational definitions of which are elaborated in Table 4 below):

Contribution to GTP I, CRGE, NAPA, INDC, ESIF and/or DRM-SPIF targets
Impact on poverty and distributional issues

Impact on climate resilience

Impact on climate change mitigation

Cross-sectoral synergies and co-benefits (positive impacts)
Cross-sectoral trade-offs (negative impacts)

Value for money

Readiness to implement

. Planning horizon

10. Scale-up potential

11. Social inclusiveness

©RNOU A BN

Table 4: Operational definition of prioritization criteria

No. | Criterion Definition
1 Contribution to GTP Il, CRGE, NAPA, | Impact of Activity Package on one or more of the climate resilience
INDC, ESIF and/or DRM-SPIF targets | targets set out in the GTP Il, CRGE, NAPA, INDC, ESIF and/or DRM-
SPIF.
2 Impact on poverty and Impact of Activity Package on consumption poverty or food
distributional issues insecurity, or impact on consumption of bottom 40%.

3 Impact on climate resilience At either the household or macro-economic level, impact of the
Activity Package on ability to generate income (household or GDP)
under a different climate change / global warming scenarios.

4 Impact on climate change Impact of the Activity Package on Ethiopia’s GHG emission targets.

mitigation

5 Cross-sectoral synergies and co- Positive impact of Activity Package on more than one sector,

benefits directly or via positive externalities.

6 Cross-sectoral trade-offs Positive impact of the Activity Package on one sector and negative
externalities in one or more other sectors.

7 Value for money Cost-effectiveness of Activity Package, as measured by expected
development results relative to Activity Package costs.

8 Readiness Capacity at all level of governments and across participating
institutions to implement the Activity Package on the ground.

9 Planning horizon Feasibility of Activity Package in the immediate future, based on
existing institutions, information and investments.
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No. | Criterion Definition

10 | Scale-up potential Applicability of investment activity across regions in Ethiopia.

11 | Social inclusiveness Impact of Activity Package on vulnerable groups including women,
youth, elderly, disabled, minorities.

Scales for measuring merit. For each of the criteria, a scale is needed to designate the evaluation of possible
investment opportunities. The measurement scale or score could be binary (yes / no), qualitative (high, medium or
low), quantitative (a measured value, like dollars). Criterion 1, “Contribution to GTP Il, CRGE, NAPA, INDC, ESIF and/or
DRM-SPIF targets”, is used as a filtering criterion to verify whether the considered investment activity meets the
basic requirement of contributing to the Government’s key targets set out in the GTP Il, CRGE, NAPA, INDC, ESIF
and/or DRM-SPIF. Criteria 2 to 11 are scored from 1 to 6, with 1 indicating the lowest value and 6 the highest.

Weights for the criteria. Weights can be assigned to the criteria, reflecting their relative importance in the evaluation
of investment opportunities. Examples of possible weights are given below (Table 5). The first scheme gives equal
weights across the criteria. The second scheme gives half the weight to an investment proposal’s impact on poverty
and climate resilience. The third scheme gives half the weight to measures of the proposal’s potential to be
operationalized quickly. The fourth scheme gives 33% of the weight to criteria in each of the categories “impact”,
“implementation” and “inclusiveness”, as detailed below.

Table 5: Weights applied to prioritization criteria

Nr. Criteria Weighting 1 | Weighting 2 | Weighting 3 | Weighting 4
2 Impact on poverty and distributional issues 10% 25% 7.1% 5.6%
3 Impact on climate resilience 10% 25% 7.1% 5.6%
4 Impact on climate change mitigation 10% 6.3% 7.1% 5.6%
5 Cross-sectoral synergies and co-benefits 10% 6.3% 7.1% 5.6%
6 |Cross-sectoral trade-offs 10% 6.3% 7.1% 5.6%
7 Value for money 10% 6.3% 7.1% 5.6%
8 |Readiness 10% 6.3% 16.7% 11.1%
9 Planning horizon 10% 6.3% 16.7% 11.1%
10 |Scale-up potential 10% 6.3% 16.7% 11.1%
11 |Social inclusiveness 10% 6.3% 7.1% 33%
TOTAL 100% 100% 100% 100%

Determining a basic prioritization index. The criteria, along with the numeric measurement scales and the weights
assigned to the criteria, can be used to construct an index, representing a combination of the numerical scales and
rankings that reflects different prioritization schemes. A simple index would multiply the weight times the measure
for each criterion, then add the resulting values. An example of how weights and measurements on each of the
criteria are combined to form an index is given in the Table 6 below.
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Table 6: Example of the creation of a prioritization index

Example of Scoring and Weighting for an Investment Activity Package
(e.g. soil and water conservation)
Criterion Weight (sxlee afs;r;n;etr;ts) Weight x Measurement
Impact of poverty and distributional issues 10% 4 0.1x4=04
Impact on climate change resilience 10% 5 0.1x5=0.5
Impact on climate change mitigation 10% 1 0.1x1=0.1
Cross-sectoral synergies and co-benefits 10% 5 0.1x5=0.5
Cross-sectoral trade-offs 10% 5 0.1x5=0.5
Value for money 10% 3 0.1x3=0.3
Readiness 10% 4 0.1x4=04
Planning horizon 10% 3 0.1x3=0.3
Scale-up potential 10% 5 0.1x5=0.5
Social inclusiveness 10% 3 0.1x3=0.3
Index Sum =38 Average = 3.8

Alternative indices: By combining different weights and scores for each criterion, different indices can be defined
that will generate different overall rankings. The following are examples of indices that could be used to prioritize
Activity Packages:

1.

Basic Index 1 (illustrated above): Average. This index assigns equal weights to all criteria, and would average
across the scores a given Activity Package has for all criteria.
Alternative Index 2: Poverty and climate resilience. This index assigns half the weight to the criteria “poverty
and distributional issues” and “climate resilience”, and half the weight to all other criteria. The resulting index
will prioritize investments that score higher in terms of focus on poverty alleviation and climate resilience.
Alternative Index 3: Operational relevance. This index assigns half the weight to the criteria “readiness”,
“planning horizon” and “scale-up potential” and half the weight to all other criteria. The resulting index will
prioritize investments that score higher on readiness, planning horizon and scale-up potential —and so may be
more operationally ready for implementation.
Alternative Index 4: Impact, implementation and inclusiveness. This index assigns criteria 2 to 11 into the
categories “impact”, “implementation” and “inclusiveness”, and assigns a third of the weight to each category.
Within each category, criteria are given equal weights. Criteria are classified as follows:
e Impact criteria (33%):
0 Impact of poverty and distributional issues
0 Impact on poverty and distributional issues
0 Impact on climate resilience
0 Impact on climate change mitigation
0 Cross-sectoral synergies and co-benefits
0 Cross-sectoral trade-offs
0 Value for money
o Implementation criteria (33%):
O Readiness to implement
0 Planning horizon
0 Scale-up potential
e Inclusiveness criteria (33%):
= Social inclusiveness
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Threshold values for the index. To use the index to select investment opportunities, it is necessary to set thresholds
that enable the classification of investment activities into the categories high priority / medium priority / low priority.
For example, opportunities with a value of the index greater than 3 could be considered high priority, those with a
value between 2 and 3 could be considered a medium priority, and those with a value less than 2 could be considered
low priority. Figure 25 provides an illustration of this approach.

Figure 25: Flowchart for prioritization of investment and financing activities (single time-period)
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A framework / tool for organizing the ranking process. These aspects of the investment prioritization process —
investment opportunities, criteria, scoring systems, weights and indices — can be combined into a framework
or tool to facilitate the MSIP planning and consultation process. An example framework is illustrated in Figure 26,
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Figure 26: Example framework / tool for MSIP prioritization
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with some examples from various sectors provided. Implementation of the ranking procedure entails completing the
scores for each proposed activity, then the spreadsheet tool could calculate various indices. Threshold values could
be incorporated into the framework by color coding, or flagging, items where the index score is below 2 or above 3,
for example, to direct the attention of reviewers/ users of the tool to those aspects of the ranking. The tool is a
framework for organizing and presenting the ranking process. It is important to note that the tool does not make
decisions; rather, it provides critical input to them.

V1.2 Applying the Prioritization Framework Tool

The prioritization framework tool allows users to assign a “Yes/No” score to indicate whether the proposed Activity
Package contributes to GTP Il and other key policies. The tool then allows users to score each Activity Package on a
scale of 1-6 against ten different criteria relating to climate resilience, scalability, investment readiness and other
factors. The prioritization tool includes brief definitions for each of the criteria, and an indication of what each of the
scores (1 to 6) should signify regarding the extent to which an Activity Package met that criterion. The tool uses these
individual scores to generate an average score (Index 1). The tool also weights this average score in three different
ways (Index 2, Index 3, and Index 4) to reflect potential GoE priorities related to climate resilience, operational
relevance, and inclusion.

During the June / July 2016 MSIP process, representatives from MEFCC, MoANR, MoWIE and MoLF were asked to
score the Activity Packages relevant to their Ministries. The intent was to use the combined scores to develop a
shortlist of activities that would be included in the MSIP for near-term investment, and another list of activities that
would be considered for future investment planning.

The 77 Activity Packages listed in the prioritization framework tool covered a range of sectors, as described in the
“Primary Economic Sector” column of the tool. A summary of the sectors covered by the Activity Packages is
indicated in Table 7 below:

Table 7: Summary of Activity Packages in the prioritization framework tool

No. of sectors | Sectors Number of Activity
addressed Packages
All Agriculture, Water, Forestry, Energy, Livestock 5
3 Agriculture, Water, Forestry 9
3 Agriculture, Forestry, Livestock 1
3 Agriculture, Water, Livestock 1
2 Agriculture, Forestry 11

2 Agriculture, Water

2 Energy, Forestry

2 Forestry, Livestock

1 Agriculture 17
1 Energy 10
1 Forestry 9
1 Livestock

1 Water 3
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Based on these groupings, the expected number of Activity Packages scored by each of the sector Ministries would
be as follows:

e MOoANR: 40
e MEFCC: 32
e MOWIE: 25
e MolF: 10

Note that 30 activities address more than one sector and were scored by more than one Ministry.

A review of the scoring submissions from each Ministry revealed that differing approaches had been applied to
using the prioritization framework tool. The number of Activity Packages scored by each Ministry was as follows:

e MoANR: 76
e MEFCC: 77
e MoOWIE: 21
e MolF: 12

Consequently, all 77 Activity Packages received multiple scores.

A detailed analysis of the results indicates that the four Ministries interpreted the scoring system differently. This
means the top scores for the four ministries vary widely, from a low of 3.7 to a high of 5.5. Table 8 shows the top five
average scores from each sectoral Ministry using Index 1.

Table 8: Top five scores using index 1

MoANR MoWIE MEFCC MolF
3.7 5.7 4.6 5.5
3.6 5.5 4.1 5.3
3.6 5.5 4.0 5.1
3.5 5.3 3.9 4.9
3.4 5.3 3.8 4.9

Taking the Ministries’ combined submissions at face value indicates that the highest priority Activity Packages
would overwhelmingly represent the scores generated by MoWIE, even though stakeholder comments from the
2016 and 2017 consultations indicate the need for a more balanced outcome. Therefore, further interpretation is
required to use the results of the prioritization framework tool.

The next stage of the prioritization process was intended to generate a short-list of priority investment packages,
but not to result in a strict numerical ranking. This stage of the investment prioritization process involved two
approaches:

1. Applying the prioritization tools against the combined Ministry scores; and
2. Review of Activity Packages against the findings of the gap analysis (the findings of the portfolio review and gap
analysis have been summarized in section IV of the current working draft of the MSIP).
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For the first of these, the prioritization tool was used to identify activities:

a) ..ranked high priority by at least one sector Ministry
b) ...across all three weighted indices defined in the prioritization framework.

This analysis found that:

e Index 1 (Average) — 64 activities ranked “high priority” by at least one Ministry

e Index 2 (Poverty & Climate Resilience) — 73 activities ranked “high priority” by at least one Ministry

e Index 3 (Operational Relevance) — 62 activities ranked “high priority” by at least one Ministry

e Index 4 (Impact, Implementation & Inclusiveness) — 50 activities ranked “high priority” by at least one Ministry.

This analysis established a high degree of consensus across the sectors:

e Approximately half of all Activity Packages were ranked “high priority” by experts from 2-3 sectoral Ministries.
This high degree of overlap indicates significant cross-cutting potential across the identified Activity Packages.
e 50 Activity Packages were ranked “high priority” by experts in at least 1 Ministry using all three weighted indices.

Using the gap analysis described in Part 1 of this document, it was found that:

e Nearly all Activity Packages fill thematic gaps
e Approximately 85% of Activity Packages (65) fill key spatial / financial gaps

Combining the results from the portfolio review and gap analysis yielded significant overlap. The gap analysis
identified 65 Activity Packages as being priorities to address investment gaps; 45 of these Activity Packages were also
included in the 50 prioritized by the sector Ministries, reflecting their practitioner assessment of what is important.
Thus, two different approaches yielded essentially the same conclusions as to where investment priorities lie.
Because the prioritization tool scores reflect the expert opinion of Ministry staff, the final list includes those five
“outlier” Activity Packages.

The resulting list of 50 high priority Activity Packages addresses the key gaps identified by the gap analysis exercise,
and reflects the results of the prioritization framework analysis, and forms the basis of the Activity Groups
described in the next section of the MSIP.

VIIl.  Portfolio of Priority Activity Groups
VI.1  Overview of the Activity Groups

The list of prioritized climate resilience activities for the targeted sectors initially prepared by the sectoral ministries
has been refined and further developed based on the outputs from the prioritization framework tool, the findings
of the Project Review and Gap Analysis (PRGA), and feedback received during the Stakeholder Workshops
conducted on 22"/23™ February and 30 March 2017. The prioritized list of Activity Packages was created using the
results from sector Ministry scores of the original list of 77 Activity Packages in the MSIP Prioritization Framework
Tool, which were evaluated against the Tool’s three weighted indices and the findings of the MSIP gap analysis.

The resultant Activity Groups comprise the 50 Activity Packages that this process identified as “priority”, meaning
that they address the conclusions drawn from the initial financial, thematic and spatial gap analysis. These were
supplemented with a small number of complementary Activity Packages suggested by participants in the stakeholder
workshops. Thus, based on currently available data, each Activity Group has been conceived as far as possible to
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address the key climate challenges for agriculture, livestock and forestry, as described in Part |, Section Il of the MSIP
document.

This updating ensures identified projects are aligned with assessed gaps and provide an opportunity for scaling-up
and exploiting cross sectoral synergies. The updated list of Activity Groups is presented below. Brief overview
descriptions of the component Activity Packages have been provided in Annex 8. A summary of the costing
information on which the cost estimates have been based has been provided in Annex 9.7

It is important to note that the proposed Activity Groups are not projects or project proposals at this point. The
Activity Groups suggest investment opportunities for a landscape approach to addressing the expected climate
impacts facing the agriculture, livestock and forestry sectors, that involves collaboration across the sectoral ministries
including energy and water. Therefore, there is some overlap in the individual discrete priority activities that
comprise each Activity Group. Each priority Activity Group is described below.

VII.2  Activity Group 1: Enhancing Climate Resilience in Agriculture

This Activity Group comprises a suite of incremental activities that reduce vulnerability to climate related shocks
and increase climate resilience in the agricultural sector.

Figure 27: Summary Description of Activity Group 1 (Enhancing Climate Resilience in Agriculture)

Development objectives: The component activities in this Activity Group aim to enhance climate resilient
agricultural production in four ways:

1. Improving agricultural support services, especially extension services to better respond to the resilience needs
of a broad range of farmers, including women, the poor and vulnerable; and market information systems to
strengthen the private sector response to climate change, helping farmers better access agricultural inputs
and sell their products.

2. Reducing vulnerability to rainfall variability and uncertain water supplies — namely, providing improved
meteorological services, encouraging enhanced water conservation, supporting integrated land-use and basin
resources planning and management, and increasing the use of solar and wind-powered pumps to access
groundwater supplies.

3. Improving resilience by encouraging climate-smart crop intensification and diversification, crop productivity
improvements through participatory research, more equal intra-household relationships, and greater
engagement of the private sector in climate resilient agricultural activities,. Key activities include protection
against crop losses (post-harvest loss and crop disease), increased mechanization and provision of new
technology, and support for lending to encourage investment in productivity improvements.

4. Improving resilience through income diversification — using mechanisms like payments for environmental
services, coupled with promotion of non-farm livelihoods activities to help farmers reduce reliance on
potentially vulnerable crops and provide a base of support in the event of climate events.

Components and activities: The specific activity packages comprising this Activity Group are:

e Improved AgroMet and HydroMet Services, spatial data and data storage and sharing platforms including
historical data analysis and projections (Activity Package 1)

e Enhanced market information systems (Activity Package 2)

e Agricultural R&D to identify climate resilient crop varieties and production methods (Activity Package 3)

e Water resources R&D to address climate change (Activity Package 6)

79 An Excel spreadsheet including the more detailed cost estimate methodology and calculations has been provided separately.
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e Enhanced agriculture extension services that are responsive to all (including poor, vulnerable and female
farmers) (Activity Package 8)

e Sustainable small, medium and large-scale irrigation (Activity Package 10 & 11)

e Soil and Water Conservation (SWC) structures / measures (Activity Package 13)

e Integrated land use planning (involving spatial planning, agriculture, forest, livestock, etc.) (Activity Package
25)

e Basin/Sub-basin Resources Planning and Management (Activity Package 27)

e Develop payments for environmental services (PES) (Activity Package 33)

e Promote non-farm livelihoods to increase resilience (Activity Package 40)

e Pre- and post-harvest plant protection (Activity Packages 20 and 41)

e Mechanization / small-scale mechanization to reduce reliance on livestock for farming (Activity Package 42)

e Value chain development and efficiency (Activity Package 47)

e Home gardens (Activity Package 54)

e Solar and wind pumps for small-scale irrigation, water supply and sanitation (Activity Package 70)

e Water pricing to encourage efficient use and cost recovery (Activity Package 71)

e Sustainable land management practices (new Activity Package)

e De-risking commercial lending for pro-poor and resilient agricultural investment (new Activity Package)

Rationale for investment:

This Activity Group contributes to the goals of Ethiopia’s agriculture Climate Resilience strategy, which addresses
the impact of rising temperatures and decreased rainfall on crop production. GTP Il includes an objective to
increase agricultural productivity per hectare of 8% per annum as part of the effort to achieve middle income
country status for 2020. At the same time, climate change scenarios anticipate an increased likelihood and
frequency of high temperatures and reduced rainfall in many key agricultural regions. These conditions lead to
crop stress and reduced crop productivity. As described in Part | of the MSIP document, the FAO reports that 40%
of cropland and pasture land is degraded, and a further 10% is in the process of becoming degraded. Low crop
productivity per hectare means that the agricultural frontier is being extended into forested areas and onto steep
slopes. The resulting loss of watershed services further increases the vulnerability of farmers and agricultural
communities to drought and flooding. While there are existing projects like SLMP and AGP that address these
issues, the magnitude and range of potential climate impacts in the agricultural sector indicates a need to scale up
these initiatives and take a more cross-sectoral approach to implementing these activities.

Gender lens:

This activity group was designed with specific consideration of the differing impacts on women and men resulting
from climate variability and weather extremes in agriculture. Women and men in rural areas in developing
countries are especially vulnerable when they are highly dependent on local natural resources for their livelihood.
Those charged with the responsibility to secure water, food and fuel for cooking and heating face the greatest
challenges. Secondly, when coupled with unequal access to resources and to decision-making processes, limited
mobility places women in rural areas in a position where they are disproportionately affected by climate change®.
Vulnerable women, such as widows, have a particular need for more tailored livelihoods support. Climate change
has serious ramifications in four dimensions of food security: food availability, food accessibility, food utilization
and food systems stability. Therefore, it is important that this Activity Group ensures that the rights of rural women
are ensured with respect to food security, non-discriminatory access to resources, and equitable participation in
decision-making processes where climate resilience activities are implemented.

8 UN Womenwatch (2009)
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Synergies with ongoing projects:

Many of the activities included in this Activity Group are being implemented as parts of projects like SLMP and
AGP. Those projects demonstrate the effectiveness of the prioritized activities. The financial and economic analysis
of AGP showed good profitability outcomes and attractive financial internal rates of return, and a similar analysis
of SLMP showed that net benefits from the program greatly exceed program costs. As described in Part 1 of this
document, climate change is expected to have a net negative impact on agricultural productivity. As a result, this
Activity Group demonstrates cost effectiveness by helping to reinforce and scale up the outputs from existing
climate resilience projects, improve linkages with other sectoral initiatives, and enhance their sustainability.

Synergies with other Activity Groups:

Climate smart crop intensification activities are designed to increase agricultural productivity without depleting
water resources or degrading soils and the natural resource base. Agricultural intensification also reduces pressure
to extend the agricultural frontier to forested areas. Both effects generate synergies with Activity Group 2.
Measures to rationalize the use of livestock in on-farm production highlights strong synergies with the livestock
focused activities in Activity Group 3. Meanwhile, agricultural resilience is enhanced through integrated natural
resource and basin management activities, which feature in all Activity Groups, but especially Activity Group 2.

Institutional arrangements:

MoANR would likely have primary responsibility for this Activity Group. However, one of its key features is its
landscape approach, and the consequent need for active coordination and implementation support across sector
Ministries. For example, while the Activity Group focuses on enhancing resilience and improving crop production,
its success depends on support from MoWIE to develop irrigation infrastructure and the data required for
sustainable wind and PV-powered groundwater pumping. Enhanced commercial lending to enable farmers and
private sector investors to access productivity enhancing equipment and supplies would require the support from
the Central Bank of Ethiopia. At the same time, effective land use planning and basin-level resources planning and
management requires coordinated action between all four sectoral Ministries. Public-private dialogue would help
ensure that public investments in value chain development will leverage commercial investment around key value
chains and agro-industrial parks. Private sector processors and buyers may expand their contribution to resilience
in the sector through the provision of services to smallholders and development of contract farming or outgrower
arrangements. An active role for farmers and their cooperatives is expected in value chain development actions.
Non-governmental organisations can also support value chain facilitation, build the capacity of cooperatives, test
new varieties, support institutional strengthening in irrigation projects and build on their existing models of good
practice in private sector engagement and Payment for Ecosystem Services.

Enabling environment and policy development:

The current policy framework creates an enabling environment for many of these activities via the Agricultural
Program Investment Framework, the Ethiopia SLM investment Framework, and Climate Resilience Strategies for
Water, Agriculture, Livestock and Forestry Sectors. Some areas for improvement include:

e Engage private sector in dialogue to develop a framework for public-private partnerships and joint investments
in value chain development associated with agro-industrial parks

e Strengthen policy for the registration of new seed varieties and regulation of imported seed and build capacity
for seed management.

e Create a policy framework for a technology / input distribution system that places greater emphasis on the
role of the private sector through establishing public-private lines of finance for farmers

e Create the mandate for a National Water Research body and ensure it is responsive to policy priorities.
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e Create incentives for EIAR and its network to undertake “climate resilient” research more closely linked to the
implementation of resilience activities.

e Establish River Basin Authorities where they do not exist and complete Basin Master Plans, where required,
including greater climate scenario planning.

e Climate change and related spatial information more accessible for decision makers (Activity 67)

e Ensure water use permits are issued based on hydrological research and limit maximum extraction during peak
irrigation demand to protect downstream users. Engage private sector water users in dialogue to set tariffs at
an appropriate level and to link where possible to the development of payments for ecosystem services. [ ]

e Ensure productive wind/solar technologies are covered by same improvements in import regulations, quality
assurance and foreign exchange facilitation as household devices. Create stronger regulatory framework to
encourage private sector engagement in the distribution, installation and maintenance of solar/wind irrigation
pumps.

Cost estimates:

The indicative cost of this Activity Group through 2030 is approximately USD $5.99 billion (of which about $5 billion
is indicated for climate resilient irrigation activities that contribute also to forest, livestock and water sector
outcomes). Note that synergies with existing project activities and complementarities with other Activity Groups
in this MSIP may yield some savings.

Indicators: The results indicators for Activity Group 1 are aligned to the CR Strategy for Agriculture and Forestry
and the CRGE strategy:

Result Indicator 1. (Change in) rainfed Frequency of Collection: Baseline, mid-term and end of program
crop area under sustainable, climate

smart land management practices (ha) | Monitoring & Reporting Responsibility: Implementing Entity
— by crop type (private holders only)

Result Indicator 2. (Change in) crop Frequency of Collection: Baseline, mid-term and end of program
land productivity where modern,

climate smart and small-scale irrigation
applied (quintal per hectare) for: Major Monitoring & Reporting Responsibility: Implementing Entity
food crops; High value crops

Result Indicator 3. (Change in) total Frequency of Collection: Baseline, mid-term and end of program
crop land under modern, climate smart

irrigation systems (ha and %) by type: Monitoring & Reporting Responsibility: Implementing Entity
Medium and large-scale; Small-scale

Result Indicator 4. Number of Frequency of Collection: Baseline, mid-term and end of program
households reporting a wider variety of
livelihood strategies (disaggregated by
male and female-headed)

Monitoring & Reporting Responsibility: Implementing Entity

Financing strategy:

A portion of the estimated cost of this Activity Group may be met by end user contributions and GoE co-financing.
The remainder may be met through a combination of grants and loans from one or a consortium of new and
existing international funding sources. The bilateral and multilateral funding institutions listed below already
support climate resilience agriculture work in Ethiopia, or have publicly expressed interest in the overall goal within
Ethiopia of enhancing climate resilience in agriculture, or in some combination of the constituent Activity Packages:
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Multilateral Banks, Funds and Agencies:

Adaptation Fund

e African Development Bank

e C(Climate Investment Funds — Pilot Program for Climate Resilience
e European Investment Bank

e Food and Agriculture Organization of the United Nations

e Global Environment Facility Least Developed Countries Fund
e Green Climate Fund

e International Finance Corporation

e International Fund for Agricultural Development

e United Nations Development Program

e The World Bank (IBRD / IDA)

Bilateral Funding Agencies: e Canada Department of Foreign Affairs, Trade and Development

e EU Ethiopia Office

e Finland Embassy

e Agence Frangaise de Développement (AfD)

e Kreditanstalt fiir Wiederaufbau (KfW)

e Norwegian Agency for Development Cooperation (NORAD)
e Switzerland Embassy

e UK Department for International Development (DfID)

e US Agency for International Development (USAID)

VII.3  Activity Group 2: Climate Resilient Forest and Landscapes for Development, Conservation and
Utilization

This Activity Group helps to address the multiple challenges facing Ethiopia’s forested landscapes — forests,
woodlands, grasslands, thickets, wetland and bamboo. The Activity Group aims to reduce the vulnerability of
forests and other landscapes to climate shocks and maintain their ability to provide economic and ecosystem
services.

Figure 28: Summary Description of Activity Group 2 (Climate Resilient Forest and Landscape Development, Conservation and
Utilization)

Development objectives: The component activities in this Activity Group aim to enhance climate resilience in

forestry and natural resource management in five key ways:

1.

Strengthening the resilience of the forest sector by expanding forest resources and improving their
management. These measures aim to support a sustainable increase in the forest sector’s contribution to GDP
(including the value of firewood, industrial wood and non-timber forest products) by encouraging sustainable
private and public sector utilization and development of forests. These measures will support a net increase
inthe number of hectares of forest land, tree plantations and urban greenery across Ethiopia, thereby reducing
pressure on those forested areas most vulnerable to climate change related temperature increases and rainfall
reductions, and helping reduce net greenhouse gas emissions.

Reducing pressure on Ethiopia’s landscapes from extension of the agricultural frontier. These agricultural
support measures encourage crop intensification and improved market access to help boost farmer’s incomes
from existing agricultural land, reducing the need to clear forests and other landscapes.
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Reducing forest degradation due to fuelwood harvesting. These measures aim to reduce the use of wood and
charcoal fuel by promoting more efficient charcoal production, efficient cook stoves and alternative sources
of cooking energy like biofuels.

Reducing pressure on Ethiopia’s landscapes from grazing-related land clearance. As with agriculture, these
measures aim to improve the productivity of the livestock sector so that incomes can be maintained or
increased without requiring more land for grazing.

Reducing vulnerability of people in the forestry sector through livelihoods diversification. These measures
promote alternative sources of income in the forest sector beyond cutting trees for fuel and timber, which
helps to protect forests and help people cope with the effects of climate shocks on forests.

Components and activities: The specific activity packages comprising this Activity Group can be classified by their

contribution to forest landscape development, sustainable utilization, and conservation :

Climate Resilient Development

Land tenure and communal forest land certification to encourage sustainable natural resource management
(Activity Package 21)

Forestry R&D (Activity Package 4)

Enhanced climate focused forestry and resource management extension services (Activity Package 7)
Basin/Sub-basin Resources Planning and Management (Activity Package 27)

Forest development (expansion) by smallholders and communities (Activity Package 28)

Develop payments for environmental services (PES) (Activity Package 33)

Bamboo agro-forestry (Activity Package 48)

Tree nursery investment (Activity Package 57)

Urban greening (Activity Package 61)

Assisted natural regeneration (ANR) (new Activity Package)

Development of out-grower schemes (hew Activity Package)

Use of climate change and related spatial information in landscape planning for medium and large-scale
commercial forest development (new Activity Package)

Building resilient livelihoods through sustainable utilization

Enhanced market information systems (Activity Package 2)
Apiculture and sericulture development (Activity Package 18)
Silvo-pastoral production systems (i.e., multi-purpose trees on rangeland and farmland) (Activity Package 49)

Strengthened commercial plantation forestry into PFM model (new Activity Package)
Design and implementation of Forest Fund (new Activity Package)

Support to link forest sector with micro enterprises (new Activity Package)

Promote small and medium scale wood processing industries (new Activity Package)

Building more resilient natural habitats and maintenance of ecosystem services through landscape conservation

Enhanced agriculture extension services that address climate change and are responsive to all (including poor,
vulnerable and female farmers (Activity Package 8)

Land tenure and communal forest land certification to encourage sustainable natural resource management
(Activity Package 21)

Integrated land use planning (including Agriculture, Forest, Livestock, etc.) (Activity Package 25)

R&D for energy to address climate change (Activity Package 69)
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e Energy efficiency to reduce wood and charcoal consumption (Activity Package 68)

e Promotion of non-food biofuel sources such as biogas and ethanol as alternatives to wood and charcoal
(Activity Package 66)

e Off-grid household energy access (Activity Package 24)

e Improved on-farm and rangeland livestock production practices and manure management (Activity Package
16)

e Planned rangeland and grazing management (Activity Package 19)

e Livestock value chain and market development and efficiency (Activity Package 73)

e Livestock related infrastructure development (Activity Package 74)

e Livestock payments for environmental services (reduced ruminant numbers, destocking, etc.) (Activity Package
75)

Rationale for investment:

The Government of Ethiopia has prioritized an increase in the forest sector’s contribution to the economy, rising
from 4% of GDP to 8% by the end of GTP Il (2020), and potentially higher by 2030. There is a parallel target for
forest cover to expand to 30% of the country by 2030. Increasing the forest sector’s economic contribution while
simultaneously expanding forest cover will require a significant incremental investment in the sustainable
development and utilization of forest resources, and will require increasing support for private sector involvement.

Forest destruction and degradation is a major source of greenhouse gas emissions in Ethiopia, representing 37%
of total emissions in 2010. In addition, the forestry sector is particularly vulnerable to climate change. Climate
related temperature increases and reduced rainfall could lead to the disappearance of montane and lower
montane wet forest and subtropical desert scrub, and affect the ability of forested areas to provide ecosystem
services such as water and soil catchment and flood protection.

While initiatives like the SLMP show promise in preserving forests’ ability to deliver ecosystem services, the
magnitude of climate and other pressures requires expanded investment to ensure the resilience of Ethiopia’s
forest sector while meeting national targets. At the same time, additional investment is needed to address the
drivers of forest degradation and loss. Extensive agriculture and livestock production is a major contributor to
landscape degradation in Ethiopia. Agriculture and livestock activities and fuelwood collection are the main drivers
of deforestation. Inefficient production techniques mean that farmers continually extend the agricultural frontier,
a practice responsible for 50% of annual forest loss in Ethiopia. Similarly, wood and charcoal remain the primary
source of energy in rural areas, with forest degradation due to inefficient fuelwood consumption responsible for
46% of annual forest loss. Further investment in climate resilient agriculture, livestock and energy activities will
help make a major contribution to Ethiopia’s forest conservation efforts. The coordinated response highlighted by
this Activity Group aims to deliver a greater and more transformative climate resilience response than would
standalone efforts.

Gender lens:

Women’s domestic roles often make them disproportionate users of natural resources such as water, firewood
and forest products. Women and girls spend a significant amount of time collecting firewood — time they could
otherwise spend on more productive activities. As wood resources become scarcer, women experience an
increased work burden and may fall further into poverty as a result®. This activity group was designed with specific

81 Kangas, A., Haider, H., and Fraser, E. (2014).
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consideration of the differing impacts on women and men resulting from the need to build resilience in forest
landscapes. The activities within this group must account for the different effects that they can have on women
and men, and consider how to mitigate the short-term trade-offs of resilience building activities (that often have
medium to long-term objectives). There is evidence that since women in many parts of Ethiopia have primary
domestic responsibility of providing for their families, they are more reliant on natural resources and are thus
more careful stewards of them and the environment. Resilience building activities in the forested landscape can
therefore offer opportunities empower women through their traditional roles as stewards of natural resources.

Synergies with ongoing projects:

The component activities in this Activity Group share useful synergies with existing projects. Most notable of
these are the Ethiopia Oromia Forested Landscape Project, SLMP (which finances bamboo development with
INBAR via the World Bank, as well as agroforestry and PFM as part of watershed rehabilitation), REDD Readiness
TA, a new Norway financed REDD operation at MEFCC via the CRGE Facility, JICA and NGO engagements on PFM
and/or REDD, and the National Programme for Improved Household Biomass Cook Stoves Development &
Promotion. The financial and economic analysis of SLMP showed that net benefits from the program greatly
exceed program costs. Similarly, a review and assessment of the Rural Energy Program showed that the program
has raised awareness and played a supportive role for improved utilization of renewable energy with emphasis
on biomass, which will foster its sustainable development in view of the expected high population growth in
combination with low agricultural productivity. As described in Part 1 of this document, climate change is
expected to have a net negative impact on Ethiopia’s forests and landscapes. This Activity Group is therefore
expected to demonstrate cost-effectiveness both due to the direct benefits of the component activity packages
as described above, and also due to preserving the benefits of existing forest and landscape related projects
against climate impacts.

Synergies with other Activity Groups:

As described above, the success of this Activity Group is closely tied to sustainable intensification of crop
production (Activity Group 1), intensification of livestock production (Activity Group 3), and reduction in the use
of fuelwood as a source of household energy (Activity Group 4).

Institutional arrangements:

While MEFCC has primary responsibility for the forestry sector, the primary risks facing the sector come from
agricultural, livestock and energy related activities. In addition, MoANR has responsibility for natural resource
management. At the same time, measures to protect upland forest areas affect the ability of watersheds to protect
against flooding, recharge groundwater supplies and feed rivers, while biofuels promotion lies within the mandate
of the Ministry of Petroleum and Natural Gas. As a result, many of the individual activities described above would
be managed by MoANR, MoLF or MoWIE, and would require close coordination with those Ministries from initial
planning stages. The CRGE Facility is expected to ensure close coordination between these agencies.

Private sector investors are expected to take on plantation development, management and the establishment of
timber processing operations such as integrated panel and sawnwood production. Such investors can also establish
outgrower arrangements with smallholder woodlot growers. Local communities and their organizations (e.g. CBOs,
cooperatives, etc.) are expected to participate in forest development plans, establish local bylaws and contribute
to value chain development through involvement in forest development cooperatives. NGOs can support through
supporting the development of capacity in forest development, organising and building the capacity of community
cooperatives and facilitating mutually beneficial commercial relationships between communities, forest investors
and Government forest enterprises.

Enabling environment and policy development:

Developing the economic contribution of the forest sector and attracting private investment will require:
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e Continuing public-private dialogue and developing arrangements for public-private partnerships in both
plantations and smallholder outgrower schemes

e enabling access to land (e.g., leasing, certificates) to encourage long-term forest investments

e creating economic incentives for forest investments, such as credit facilities, loan guarantees, duty-free
imports of relevant machinery, or delayed taxes, recognizing the long time horizon for these investments.

e Formation of a forestry and timber-processing industry association to share information with Government

e Further the development of the Forest Fund to incubate private sector forest investment

Effective land management requires balancing priorities across sectors, making long-term decisions which are
continually enforced. Whilst GoE has made progress on implementation of the land policy, the development of
Land Use Policy and National Land Use Plan is only just beginning and should be implemented in the 3rd GTP (2020-
2025). To ensure this huge undertaking is done in a way that supports climate resilience, it will be important to
consider:

e Requirements to consider future climate and population scenarios in land use planning and resource for this
research.

e A mandate for a cross-sectoral body to link land use planning and water use planning to ensure water uses are
balanced across priorities. This should link to river basin authorities and existing Basin Master Plans.

e Massive investments in capacity for local level development and enforcement of plans and cross-sectoral
monitoring and learning about trade-offs in land use planning.

e Creation of a regulatory framework for Payments for Ecosystem Services in forests and rangelands, based on
existing studies and lessons.

e Ensure future climate scenarios are considered in forestry R&D.

Cost estimates:

The indicative cost of this integrated suite of Activity Packages through 2030 is estimated at $5.41 billion USD. Of
this total, about $2 billion USD is indicated for agriculture and livestock-related activities in recognition of the
pressure these sectors place on Ethiopia’s forests. A further $0.56 billion USD is targeted at reducing the impact of
fuelwood collection. Note that synergies with existing project activities and complementarities with other Activity
Groups in this MSIP may yield some savings

Indicators: The results indicators for Activity Group 2 are aligned to the CR Strategy for Agriculture and Forestry
and the CRGE strategy:

Result Indicator 1. Total area Frequency of Collection: Baseline, mid-term and end of program

(individual & communal) of land under

sustainable, climate smart, land Monitoring & Reporting Responsibility: Implementing Entity
management plans

Result Indicator 2, Cumulative area of Frequency of Collection: Baseline, mid-term and end of program

land covered with forest (ha),
disaggregated by: Protected (%);
Plantation (%); Under improved forest | ponitoring & Reporting Responsibility: Implementing Entity
management systems and reduced
carbon emissions practices (%)

Result Indicator 3. Change in household Frequency of Collection: Baseline, mid-term and end of program

fuelwood consumption Monitoring & Reporting Responsibility: Implementing Entity
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Result Indicator 4. Number of
households reporting a wider variety of
livelihood strategies (disaggregated by
male and female-headed)

Frequency of Collection: Baseline, mid-term and end of program

Monitoring & Reporting Responsibility: Implementing Entity

Result Indicator 5. Area of land Frequency of Collection: Baseline, mid-term and end of program
developed with community based

watershed program Monitoring & Reporting Responsibility: Implementing Entity
Result Indicator 6. Area of land Frequency of Collection: Baseline, mid-term and end of program
rehabilitated Monitoring & Reporting Responsibility: Implementing Entity

Financing strategy:

A portion of the estimated cost of this Activity Group may be met by end user contributions and GoE co-financing.
The remainder may be met through a combination of grants and loans from one or a consortium of new and
existing international funding sources. The bilateral and multilateral funding institutions listed below either already
support climate resilience forest and landscape initiatives in Ethiopia, have publicly expressed interest in this
thematic area within Ethiopia, or expressed interest in supporting some combination of the constituent Activity
Packages:

Multilateral Banks, Funds and Agencies: e Adaptation Fund
e C(Climate Investment Funds — Pilot Program for Climate Resilience
e European Investment Bank
e Food and Agriculture Organization of the United Nations
e Global Environment Facility Least Developed Countries Fund
e Green Climate Fund
e International Fund for Agricultural Development
e United Nations Development Program
e The World Bank (IBRD / IDA)

Bilateral Funding Agencies: e Finland Embassy
e Kreditanstalt fir Wiederaufbau (KfW)
e Norway's International Climate and Forest Initiative (NICFI)
e Norwegian Agency for Development Cooperation (NORAD)

VII.4  Activity Group 3: Ensuring Climate Resilient Livestock Management and Livelihoods

This Activity Group helps to improve the climate resilience and reduce the climate impact of Ethiopia’s livestock
sector.

Figure 29: Summary Description of Activity Group 3 (Ensuring Climate Resilient Livestock Management and Livelihoods)
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Development objectives: The component activities in this activity group aim to achieve increased resilience in the
livestock sector in three key ways:

1. Developing climate smart livestock extension services that factor in measures to reduce climate vulnerability
and impacts for women, men, and poor farmers;

2. Reducing the vulnerability of farmers and livestock to climate shocks through measures that intensify livestock
production, increase the market value of livestock and reduce vulnerability to disease;

3. Reducing the environmental impact of livestock production, especially by reducing overall methane emissions
per head of livestock and reducing the need to clear forest land for grazing.

Components and activities: The specific activity packages comprising this Activity Group are:

e Livestock R&D to address climate change (Activity Package 5)

e Improved resilience-focused livestock extension services that are responsive to all (including poor, vulnerable
and female farmers) (Activity Package 8)

e Livestock management (Activity Package 16)

e Improved fisheries practices and aquaculture development / value chain development, including encouraging
aquaculture in reservoirs (Activity Package 17)

e Planned rangeland and grazing management (Activity Package 19)

e Integrated land use planning (involving agriculture, livestock, forestry, water, etc.) (Activity Package 25)

e Basin/sub-basin resources planning and management (e.g., integrating feed production and grazing
management into watershed management) (Activity Package 27)

e Transboundary disease monitoring for livestock (Activity Package 52)

e Climate change and related spatial information more accessible for decision makers (Activity 67)

e Livestock value chain efficiency, specialization and commercialization (Activity Package 73)

e Livestock related infrastructure development (Activity Package 74)

e Livestock payment for environmental services — reducing ruminant numbers, destocking, switching to poultry,
etc. (Activity Package 75)

e Enhanced livestock diversification / biodiversity (Activity Package 76)

e (Capacity development (institutional, organizational and HR resources development — to improve readiness)
(Activity Package 77)

e Improved on-farm and rangeland livestock practices to improve productivity for rangeland and mixed farming
agro-ecologies (new Activity Package)

e Manure management to support biogas production (new Activity Package)

Rationale for investment:

The livestock sector is particularly vulnerable to climate related weather events, especially increased temperature
and reduced rainfall. Livestock are used for animal traction on farms across Ethiopia, in addition to rangeland herds
that make Ethiopia Africa’s largest livestock producer. Climate related shocks that affect livestock therefore have
the potential to damage livelihoods across the country. This Activity Group promotes an integrated approach to
building resilience against climate shocks, and provides a framework for scaling up climate-smart livestock
production activities.

Gender lens:

Ethiopia has both full pastoralist and agro-pastoralist systems. In the former cattle and larger stock (camels) are
usually owned by men and men may undergo seasonal migration with their stock whilst women stay with
(younger) children at the homestead. In the latter, livestock activities are normally integrated into the existing
farming systems; sheep and goats can be kept on small farms without large fodder and these; and backyard poultry
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which are kept near the house; are more women's domain. Access to and tenure of rangeland or fodder resources,
and differential access to markets also must be considered. This Activity Group should be implemented with
specific consideration of the differing climate change impacts and livelihoods responses on women and men in
livestock.

Synergies with ongoing projects:

The component activities in this Activity Group complement a number ongoing initiatives, most notably the SLMP,
and the Ethiopia Oromia Forested Landscape Project, and a new IDA-financed livestock program under
preparation. A review of the SLMP showed that it has helped reduce the negative impact of livestock overgrazing
in communal hillside areas and improved livestock productivity. The cost effectiveness and value added of this
Activity Group will be determined by its direct contribution to enhancing climate resilience in the livestock sector,
and helping to ensure the continued provision of benefits from other projects and programs in the context of a
changing climate.

Synergies with other Activity Groups:

Intensification of livestock production may reduce the need to clear forest land for grazing, and therefore
contributes to the objectives of Activity Group 2. Conversely, expanding forest cover under Activity Group 2 can
provide increased shade for livestock, reducing vulnerability to increased temperatures under climate change.
Activity Groups 1 and 2 also include land use planning and basin / sub-basin resources planning and management
activities, which could be implemented most effectively across Activity Groups and sector ministries.

Institutional arrangements:

Public-private dialogue would help ensure that public investments in value chain development will leverage
commercial investment around key livestock value chains and can strengthen links to the new agro-industrial
parks. An active role for farmers and their cooperatives is expected in value chain development actions. Non-
governmental organizations can also support value chain facilitation, build the capacity of cooperatives, test new
livestock extension packages, broker partnerships with private sector traders or meat processors, and build
capacity for the implementation of the animal breeding policy.

Primary responsibility for this Activity Group would lie with the Ministry of Livestock and Fisheries (MoLF). At the
same time, intensifying livestock production can reduce competition with farmers for land and reduce the need to
clear forested areas and other landscapes for grazing. Successful scale-up of these activities will therefore require
a landscape approach with close coordination between MoLF, MoANR and MEFCC for effective land use and basin
resources planning and management. The CRGE Facility is expected to ensure close coordination between these
agencies.

Enabling environment and policy development:

The MoLF is guided by the Livestock Master Plan (2015-2020), which indicates the importance of livestock activities
contributing to both climate change adaptation and mitigation as outlined in the CRGE Strategies. The Climate
Resilience strategy indicates specific resilience measures for the livestock sector, which could be enhanced if:

e Implementation of the newly developed Animal Breeding Policy should consider future climate scenarios and
prioritize those characteristics that will allow higher yields under uncertain conditions and increased
temperatures.

e Ensure that land use planning guidance considers strategic feedlot creation alongside irrigation for agriculture
to preserve the integrity of extensive grazing systems.

e Strengthen the implementation of meat quality standards and improve control on live animal export to
enhance investment in domestic meat processing where it is profitable.
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e Review policies impacting livestock feed and create incentives for domestic feed production, including limiting
the oilseed export, encouraging domestic grain production and integrate livestock feed production in newly
developed Agro-Industrial Park Clusters.

e Greater investments are made in research and development for livestock production systems in areas with a
high level of vulnerability to climate change.

e Create a forum for public-private sector dialogue to ensure Government investments in value chain
development leverage a greater role for private sector.

Cost estimates:

The indicative cost of this cross-sectoral Activity Group through 2030 is approximately $2.63 billion USD. Note that
synergies with existing project activities and complementarities with other Activity Groups in this MSIP may yield
some savings.

Indicators: The results indicators for Activity Group 3 are aligned to the CR Strategy for Agriculture and Forestry
and the CRGE strategy:

Result Indicator 1. Area of pasture Frequency of Collection: Baseline, mid-term and end of program
under improved pastureland
management Monitoring & Reporting Responsibility: Implementing Entity

Result Indicator 2, Productivity of
communal pasture and rangeland

Frequency of Collection: Baseline, mid-term and end of program

(tons/ha) — feed / forage Monitoring & Reporting Responsibility: Implementing Entity

Result Indicator 3. Number of
households reporting a wider variety of

Frequency of Collection: Baseline, mid-term and end of program

livelihood strategies (disaggregated by

male and female-headed) Monitoring & Reporting Responsibility: Implementing Entity

Financing strategy:

A portion of the estimated cost of this Activity Group may be met by end user contributions and GoE co-financing.
The remainder may be met through a combination of grants and loans from one or a consortium of new and
existing international funding sources. The bilateral and multilateral funding institutions listed below either already
support climate resilience livestock initiatives in Ethiopia, have publicly expressed interest in this thematic area
within Ethiopia, or expressed interest in supporting some combination of the constituent Activity Packages:

Multilateral Banks, Funds and Agencies:

Adaptation Fund

e  African Development Bank

e C(Climate Investment Funds — Pilot Program for Climate Resilience
e Food and Agriculture Organization of the United Nations

e Green Climate Fund

e International Fund for Agricultural Development

e United Nations Development Program

e The World Bank (IBRD / IDA)

Bilateral Funding Agencies: e Canada Department of Foreign Affairs, Trade & Development
e Finland Embassy
e Kreditanstalt fiir Wiederaufbau (KfW)
e Switzerland Embassy
e United States Agency for International Development (USAID)
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VIS  Activity Group 4: Improved Resilience through Affordable Access to Climate-Smart Energy

This Activity Group promotes affordable energy access as an enabler of other livelihood and resilience goals.

Figure 30: Summary Description of Activity Group 4 (Improved Resilience through Affordable Access to Climate-Smart Energy)

Development objectives: This Activity Group includes measures that reduce reliance on energy resources like
fuelwood that are vulnerable to climate shocks, while also reducing pressure on forest resources. The component
activities in this activity group aim to enhance access to climate smart energy in two ways:

1. Reducing reliance on increasingly uncertain fuelwood supplies as a source of energy, by improving the
efficiency of the biomass energy value chain — including charcoal production and wood / charcoal stoves — and
by developing alternative sources of household energy;

2. Improving livelihoods and reducing vulnerability through increased access to electricity in a climate smart
manner. These activities promote renewable energy-based electrification while addressing the potential
longer term impact of climate change on hydropower resources over the longer term.

Components and activities: The specific activity packages comprising this Activity Group are:

e Enhanced energy extension services (Activity 9)

e Promotion of non-food biofuel sources — biogas, ethanol as alternatives to wood and charcoal (Activity 66)
e Energy efficiency throughout the value chain to reduce wood and charcoal consumption (Activity 68)

e LPG as an alternative to wood and charcoal

e R&D for energy to address climate change (Activity 69)

e Off-grid household energy access (Activity 24)

e Micro-hydropower (Activity 45)

e Pico-, micro-, mini- and meso-scale grid electricity (Activity 63, 64, 65)

e Introduction and adoption of energy tariffs (Activity 72)

Rationale for investment:

This Activity Group builds on the existing work of projects like SREP and the National Programme for Improved
Household Biomass Cook Stoves Development & Promotion. Given the significant role that fuelwood consumption
plays in forest degradation, it is important to further scale up those existing initiatives, promote sources of clean
energy that are not emphasized by existing projects, and encourage enhanced coordination with activities in other
sectors.

Gender lens:

Energy has significant links to gender equality: Women and girls are often primarily responsible for collecting fuel
and water at the community level. Also, poor women tend to participate in the informal economic sector, which
relies strongly on biomass as its main energy source and climate induced scarcity of natural resources can
exacerbate women’s time poverty®2. This Activity Group was designed with specific consideration of the differing
ways that women and men access and use energy, and the implications of climate change on rural energy in
Ethiopia. Gender disaggregated baseline data and inclusion of women in discussions on energy plans and policies
will inform gender mainstreaming of resilience building programs for rural energy.

82 Habtezion, S. (2012)
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Synergies with ongoing projects:

This Activity Group complements several existing projects, including the National Programme for Improved
Household Biomass Cook Stoves Development & Promotion in Ethiopia, the Ethiopia Oromia Forested Landscape
Program, SLMP (which supports household energy), and the Scaling-Up Renewable Energy Program Ethiopia
Investment Plan (SREP). The Household Biomass Cook Stoves project and SREP have contributed to an increase in
the number and improvement in the quality and cost of more efficient cooking devices. The cost-effectiveness of
this Activity Group will be determined both by its direct contribution to reducing reliance on vulnerable energy
resources and its contribution to preserving the benefits of ongoing projects in the context of a changing climate.

Synergies with other Activity Groups:

Improved energy access contributes to or depends upon the successful execution of each of the other Activity
Groups. The off-grid household energy and biofuels activities support the goals of Activity Group 2, by reducing
degradation from fuel wood collection. Conversely the sustainability of micro-hydropower initiatives depends on
improved HydroMet services and the climate resilient watershed and basin management activities described in
Activity Groups 1 and 2.

Institutional arrangements:

The household energy activities described above depend on close coordination between MEFCC and MoWIE.
Similarly, hydropower based mini-grids, while the responsibility of MoWIE, often rely upon the same water
resources as irrigation activities, and depend on well-functioning watersheds. As a result, taking a landscape
approach means that coordinating closely with MoANR and MEFCC will be important to satisfying the needs of all
users and achieving economies of scale and scope. The CRGE Facility is expected to ensure close coordination
between these agencies.

Regulatory improvement will ensure an attractive environment for private sector investors which are expected to
play an important role in the development of micro-hydro schemes, the sale of pico/micro solar products and in
the installation and maintenance of mini and meso solar installations. Civil society may have a role in promoting
renewable energy and energy efficiency measures to rural communities and in supporting the development of
local bylaws and institutions for sustainable management of off-grid generators. NGOs may also build on their
prior experience with the implementation of biogas or ethanol stoves to strengthen Government and private
sector capacity for promoting these technologies on a wider scale.

Enabling environment and policy development:

Several enabling policies exist, including The Energy Policy (1994), the Electricity Feed-in-Tariff Law (2012) and the
Energy Proclamation (2013). The Rural Electrification Fund also exists to provide loans and technical assistance for
rural electrification. MoWIE has several alternative energy programs for increasing access to modern fuels
including the National Biomass Energy Strategy (2013), National Biogas Program for Ethiopia (2007), Biofuel
Program and Sustainable Energy For All Action Plan. Priorities under the Sectoral Climate Resilience strategy
include a need to diversify the energy mix, improve energy efficiency, improve the efficiency of biomass use and
accelerate off-grid energy access. It also highlights the importance of balancing water demands between those for
human and agricultural uses as well as those for power generation. However, there is still scope for further
improvements to the policy environment and the capacity to implement existing provisions. These include:

e Develop regulatory framework for off-grid energy tariffs.

e Ensure Land and Water Use procedures balance water and land demands across personal, productive and
energy uses.

e Ensure VAT-exemption on renewable technologies is implemented consistently and applies to product parts
and appliances.

e Strengthen institutions for managing and maintaining public systems and consider creating regulations to
manage private sector involvement and sustainable operations.
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e Equip the Ethiopian Standards Agency (ESA) to quality assure all renewables products and not just those
covered by the Lighting Africa standards.

e Continue to invest in vocational training for renewable energy technicians and ensure curricula reflect
appropriate quality standards and consider environmental impacts and safe disposal.

Cost estimates:

The indicative cost of this cross-sectoral Activity Group through 2030 is approximately $0.65 billion USD. Note that
synergies with existing project activities and complementarities with other Activity Groups in this MSIP may yield
some savings.

Indicators: The results indicators for Activity Group 4 are aligned to the CR Strategy for Agriculture and Forestry
and the CRGE strategy:

Result Indicator 1. Quantity of wood fuel Frequency of Collection: Baseline, mid-term and end of program

displaced (tons): disaggregated by type of

energy-saving or alternative fuel measure Monitoring & Reporting Responsibility: Implementing Entity

Result Indicator 2: Installed capacity Frequency of Collection: Baseline, mid-term and end of program

renewable energy, including from solar,

wind, hydropower and/or biomass (type, | Monitoring & Reporting Responsibility: Implementing Entity
GWh, number of connections)

Result Indicator 3: Annual energy savings: | Frequency of Collection: Baseline, mid-term and end of program

(GWh) disaggregated by type of energy-

saving measure Monitoring & Reporting Responsibility: Implementing Entity

Financing strategy:

A portion of the estimated cost of this Activity Group may be met by end user contributions and GoE co-financing.
The remainder may be met through a combination of grants and loans from one or a consortium of new and
existing international funding sources. The bilateral and multilateral funding institutions listed below either already
support energy access and energy efficiency initiatives in Ethiopia, have publicly expressed interest in this thematic
area within Ethiopia, or expressed interest in supporting some combination of the constituent Activity Packages:

Multilateral Banks, Funds and Agencies: e Adaptation Fund
e  African Development Bank
e (Climate Investment Funds — Pilot Program for Climate
Resilience
e European Investment Bank
e International Finance Corporation
e Global Environment Facility Least Developed Countries Fund
e Green Climate Fund
e United Nations Development Program
e The World Bank (IBRD / IDA)

Bilateral Funding Agencies: e Agence Francaise for Développement
e DANIDA
e Finland Embassy
e Norwegian Agency for Development cooperation (NORAD)
e United States Agency for International Development (USAID
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Development objectives: This Activity Group includes measures that reduce reliance on energy resources like
fuelwood that are vulnerable to climate shocks, while also reducing pressure on forest resources. The component
activities in this activity group aim to enhance access to climate smart energy in two ways:

3. Reducing reliance on increasingly uncertain fuelwood supplies as a source of household energy, by improving
the efficiency of wood stoves and developing alternative sources of household energy;

4. Improving livelihoods and reducing vulnerability through increased access to electricity in a climate smart
manner. These activities promote renewable energy-based electrification while addressing the potential
longer term impact of climate change on hydropower resources over the longer term.

Components and activities: The specific activities comprising this Activity Group are:

e Enhanced energy extension services (Activity 9)

e Promotion of non-food biofuel sources — biogas, ethanol as alternatives to wood and charcoal (Activity 66)
e Energy efficiency to reduce wood and charcoal consumption (Activity 68)

e LPG as an alternative to wood and charcoal

e R&D for energy to address climate change (Activity 69)

e Off-grid household energy access (Activity 24)

e Micro-hydropower (Activity 45)

e Pico-, micro-, mini- and meso-scale grid electricity (Activity 63, 64, 65)

e Introduction and adoption of energy tariffs (Activity 72)

Rationale for investment:

This Activity Group builds on the existing work of projects like SREP and the National Programme for Improved
Household Biomass Cook Stoves Development & Promotion. Given the significant role that fuelwood consumption
plays in forest degradation, it is important to further scale up those existing initiatives, promote sources of clean
energy that are not emphasized by existing projects, and encourage enhanced coordination with activities in other
sectors.

Gender lens:

Energy has significant links to gender equality: Women and girls are often primarily responsible for collecting fuel
and water at the community level. Also, poor women tend to participate in the informal economic sector, which
relies strongly on biomass as its main energy source and climate induced scarcity of natural resources can
exacerbate women’s time poverty®. This Activity Group was designed with specific consideration of the differing
ways that women and men access and use energy, and the implications of climate change on rural energy in
Ethiopia. Gender disaggregated baseline data and inclusion of women in discussions on energy plans and policies
will inform gender mainstreaming of resilience building programs for rural energy.

Synergies with ongoing projects:

This Activity Group complements several existing projects, including the National Programme for Improved
Household Biomass Cook Stoves Development & Promotion in Ethiopia, the Ethiopia Oromia Forested Landscape
Program, SLMP (which supports household energy), and the Scaling-Up Renewable Energy Program Ethiopia
Investment Plan (SREP).

Synergies with other Activity Groups:

Improved energy access contributes to or depends upon the successful execution of each of the other Activity
Groups. The off-grid household energy and biofuels activities support the goals of Activity Group 2, by reducing
degradation from fuel wood collection. Conversely the sustainability of micro-hydropower initiatives depends on

8 Habtezion, S. (2012)
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improved HydroMet services and the climate resilient watershed and basin management activities described in
Activity Groups 1 and 2.

Institutional arrangements:

The household energy activities described above depend on close coordination between MEFCC and MoWIE.
Similarly, hydropower based mini-grids, while the responsibility of MoWIE, often rely upon the same water
resources as irrigation activities, and depend on well-functioning watersheds. As a result, taking a landscape
approach means that coordinating closely with MoANR and MEFCC will be important to satisfying the needs of all
users and achieving economies of scale and scope. The CRGE Facility is expected to ensure close coordination
between these agencies.

Enabling environment and policy development:

Several enabling policies exist, including The Energy Policy (1994), the Electricity Feed-in-Tariff Law (2012) and the
Energy Proclamation (2013). The Rural Electrification Fund also exists to provide loans and technical assistance for
rural electrification. MoWIE has several alternative energy programs for increasing access to modern fuels
including the National Biomass Energy Strategy (2013), National Biogas Program for Ethiopia (2007), Biofuel
Program and Sustainable Energy For All Action Plan. Priorities under the Sectoral Climate Resilience strategy
include a need to diversify the energy mix, improve energy efficiency, improve the efficiency of biomass use and
accelerate off-grid energy access. It also highlights the importance of balancing water demands between those for
human and agricultural uses as well as those for power generation. However, there is still scope for further
improvements to the policy environment and the capacity to implement existing provisions. These include:

e Develop regulatory framework for off-grid energy tariffs.

e Ensure Land and Water Use procedures balance water and land demands across personal, productive and
energy uses.

e Ensure VAT-exemption on renewable technologies is implemented consistently and applies to product parts
and appliances.

e Strengthen institutions for managing and maintaining public systems and consider creating regulations to
manage private sector involvement and sustainable operations.

e Equip the Ethiopian Standards Agency (ESA) to quality assure all renewables products and not just those
covered by the Lighting Africa standards.

e Continue to invest in vocational training for renewable energy technicians and ensure curricula reflect
appropriate quality standards and consider environmental impacts and safe disposal.

Cost estimates:

The indicative cost of this cross-sectoral Activity Group through 2030 is approximately $654 million USD. Note that
synergies with existing project activities and complementarities with other Activity Groups in this MSIP may yield
some savings.

Indicators: The results indicators for Activity Group 4 are aligned to the CR Strategy for Agriculture and Forestry
and the CRGE strategy:

Result Indicator 1. Quantity of wood fuel Frequency of Collection: Baseline, mid-term and end of program

displaced (tons): disaggregated by type of

energy-saving or alternative fuel measure Monitoring & Reporting Responsibility: Implementing Entity

Result Indicator 2: Installed capacity Frequency of Collection: Baseline, mid-term and end of program

renewable energy, including from solar,

wind, hydropower and/or biomass (type, | Monitoring & Reporting Responsibility: Implementing Entity
GWh, number of connections)

Frequency of Collection: Baseline, mid-term and end of program
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Result Indicator 3: Annual energy savings:
(GWh) disaggregated by type of energy- Monitoring & Reporting Responsibility: Implementing Entity
saving measure

Financing strategy:

A portion of the estimated cost of this Activity Group may be met by end user contributions and GoE co-financing.
The remainder may be met through a combination of grants and loans from one or a consortium of new and
existing international funding sources. The bilateral and multilateral funding institutions listed below either already
support energy access and energy efficiency initiatives in Ethiopia, have publicly expressed interest in this thematic
area within Ethiopia, or expressed interest in supporting some combination of the constituent Activity Packages:

Multilateral Banks, Funds and Agencies: e Adaptation Fund
e African Development Bank
e Climate Investment Funds — PPCR
e European Investment Bank
e International Finance Corporation
e Global Environment Facility Least Developed Countries Fund
e Green Climate Fund
e United Nations Development Program
e The World Bank (IBRD / IDA)

Bilateral Funding Agencies: e Agence Francaise for Développement
e DANIDA
e Finland Embassy
e Norwegian Agency for Development cooperation (NORAD)
e United States Agency for International Development (USAID)

VII.6  Activity Group 5: Enhanced Climate-Resilient Disaster Risk Management and Early Warning Systems

This Activity Group aims to improve the capacity to anticipate and manage climate related disaster risks as part of
Ethiopia’s existing DRM Strategic Program and Investment Framework.

Figure 31: Summary Description of Activity Group 5 (Enhanced Climate-Resilient Disaster Risk Management and Early Warning
Systems)

Development objectives: This Activity Group aims to enhance climate-related disaster risk management in three
main ways:

1. Enhancing prevention, mitigation and preparedness activities, including by building DRM elements into
development strategies, policies and programs. This involves improving drought and flood risk assessment and
early warning systems, including historical data analysis, prediction and early warning. These activities reflect
the increased need for meteorological and hydrological systems that integrate changing climate projections
into agriculture and forestry development and disaster risk management planning as climate related shocks
become more frequent and severe.

2. Increasing resilience through coordinated food and non-food responses to climate related disasters. These
measures are intended to reduce the stress that climate shocks place on government and civil society response
capacities.
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3. Enhanced adoption of post-disaster risk reduction and resilience approaches. These measures are meant to
address long-term risks as part of disaster risk assessment and ensure that households and communities can
“build back better” after an event.

Components and activities: The specific activity packages comprising this Activity Group are:

e Improved Spatial, AgroMet and HydroMet monitoring services and data storage and information sharing
platforms, including historical data analysis and projections (Activity 1)

e Capacity building for the collection and analysis of drought and flood early warning information (e.g. LIAS data,
bottom up data including indigenous knowledge), spatial data and creation of data storage and sharing
platform (Activity 34)

e Climate change and related spatial information more accessible for decision makers (Activity 67)

e Enhanced data sharing to ensure climate projections and weather forecasts reach the woreda planners who
can interpret and advise extension agents and farmers (Activity 34).

e Risk financing via weather index based agriculture, livestock, and forest crop insurance (Activity 36)

e Improved coordination between administrative, humanitarian and insurance-based disaster response systems
(new activity package)

e Long-term risks considered in non-food responses to contribute to reduce vulnerability (e.g. infrastructure is
“built back better” and non-food response funds are used to incentivize households to adopt more resilient
livelihood options) (new activity package)

Rationale for investment:

Ethiopia has an established DRM Strategic Program and Investment Framework and a well-functioning disaster
management system. However, there is insufficient knowledge of climate risks to enable long term planning. Given
the expected increase in the frequency and severity of climate related weather events such as floods and drought,
it is important to increase the quality and availability of meteorological and hydrological forecasts and early
warning systems. In addition, there is very limited support for potential private sector measures like insurance that
can help reduce the government’s disaster response burden.

Gender lens:

Women often have a strong body of knowledge and expertise that can be used in climate change mitigation,
disaster reduction and adaptation strategies. Furthermore, women’s responsibilities in households and
communities, as stewards of natural and household resources, positions them well to contribute to livelihood
strategies adapted to changing environmental realities®®. Key supporting activities for this group include: Increase
the understanding of gender concerns and needs in disaster risk reduction; Develop government capacity to
address gender issues in disaster risk reduction; Encourage governments to take action to integrate gender
perspectives into disaster risk reduction legislation, policies and programs8. Gender sensitive risk assessments are
required to determine the differentiated exposure to risk and climate vulnerability of women and men.

Synergies with ongoing projects:

The disaster risk management and response activity packages described above align with and build climate
resilience into each of the seven pillars of the Government of Ethiopia Disaster Risk Management Strategic
Programme and Investment Framework (DRM-SPIF). They also complement the approach taken in the UNDP led
Disaster Risk Management and Livelihood Recovery Programme. The mid-term evaluation of the UNDP program
found that it to be a highly relevant intervention that helped Ethiopia respond to a drought crisis in 2011, and that
it has been effective in advancing policy actions at Federal Level. The cost-effectiveness of this Activity Group will

8 UNISDR (2009).
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be determined by the extent to which incremental funding focused on climate resilience preserves and enhances
the performance of Ethiopia’s DRM system in the context of more frequent and severe droughts and floods.

Synergies with other Activity Groups:

Disaster management and response has strong synergies with activities to promote climate resilient livelihoods.
Enhancing the success achieved by those climate resilient livelihoods activities means that people can cope with
manageable climate stresses and shocks with less need for DRM. What is more, the long-term climate and weather
forecasts that are a featured part of this Activity Group can improve decision making across the Activity Groups,
making all of them more effective.

Institutional arrangements:

The NDRMC has primary responsibility for ensuring that DRM is mainstreamed in the sector Ministries, and would
be expected to be have a strong role in this Activity Group. However, the success of the component activities is
also heavily dependent upon the work of the National Met Agency, MoANR, MEFCC, MoWIE and a range of other
government and research institutions. The CRGE Facility is expected to ensure close coordination between these
agencies.

Private Sector insurance providers are expected to deliver existing weather-indexed products to a larger number
of clients whilst developing new products as required. Civil Society will continue to play a role in supporting the
collection of early warning data and building national capacity for the use of risk data in planning and the
implementation of non-food responses during crises.

Enabling environment and policy development:

The 2013 National Policy and Strategy on Disaster Risk Management and the 2014 Strategic Program and
Investment Framework (DRM-SPIF) set out the requirements for a national DRM system. However, since the
NDRMC is newly created and has historically focused on Disaster Management and Food Security, there are
capacity gaps in its ability to coordinate and push for Disaster Risk Management across sectors. Some priority areas
for improvement include:

e Create formal mechanisms to link NDRMC and RBAs to coordinate flood management activities and ensure
sufficient capacity on hydrological issues within NDRMC.

e Create systematic and cross-sectoral guidelines on the use of agro-meteorological and hydro-meteorological
data, risk analyses and livelihood data and improve links to contingency planning and action.

e Continue to invest in the data and meteorological systems required for the insurance industry.

e Ensure capability for national-level contingency planning is available to allow access to the African Risk
Capacity and systems for learning and improvement to expand its coverage if appropriate.

e Improve the communication infrastructure and develop regulatory frameworks to enhance the use of mobile
banking to facilitate the scale-up of farmer/herder focused insurance products.

Cost estimates:

The indicative incremental cost of this cross-sectoral Activity Group through 2030 is approximately USD $107
million. Note that synergies with existing project activities and complementarities with other Activity Groups in
this MSIP may yield cost savings.

Indicators: The results indicators for Activity Group 5 are aligned to the CR Strategy for Agriculture and Forestry
and the CRGE strategy:

Frequency of Collection: Every 5 years
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Result Indicator 1: Perception of men,
women, vulnerable populations, and
emergency response agencies of the
timeliness, content and reach of early
warning systems

Monitoring & Reporting Responsibility: Disaster Risk Management
and Food Security Sector

Result Indicator 2: Evidence of Frequency of Collection: Annually

strengthened government capacity to
collect, analyze and apply climate
information to decision-making

Monitoring & Reporting Responsibility: Responsibility: CRGE
Secretariat and CRGE priority Ministries under the program

Financing strategy:

A portion of the estimated cost of this Activity Group may be met GoE co-financing. Note also that the activity
package focused on de-risking the provision of livestock, agriculture and forest crop insurance is intended to
leverage a significantly larger private sector contribution to resilience. The remainder may be met through a
combination of grants and loans from one or a consortium of new and existing international funding sources. The
bilateral and multilateral funding institutions listed below either already support climate resilience livestock
initiatives in Ethiopia, have publicly expressed interest in this thematic area within Ethiopia, or expressed interest
in supporting some combination of the constituent Activity Packages:

Multilateral Banks, Funds and Agencies: e Adaptation Fund
e African Development Bank
e (Climate Investment Funds — Pilot Program for Climate
Resilience
e Food and Agriculture Organization of the United Nations
e Green Climate Fund
e United Nations Development Program
e The World Bank (IBRD / IDA)

Bilateral Funding Agencies: e Austria Development Agency
e DANIDA
e EU Ethiopia Office
e Kreditanstalt fir Wiederaufbau (KfW)
e Norwegian Agency for Development Cooperation (NORAD)
e Switzerland Embassy
e UK Department for International Development (DfID)
e United States Agency for International Development (USAID

Development objectives: This Activity Group aims to enhance climate-related disaster risk management in three
main ways:

4. Improving drought and flood risk assessment and early warning systems, including historical data analysis,
prediction and early warning. These activities reflect the increased need for meteorological and hydrological
systems that integrate changing climate projections into disaster risk management planning as climate related
shocks become more frequent and severe.

5. Increasing resilience through coordinated food and non-food responses to climate related disasters. These
measures are intended to reduce the stress that climate shocks place on government budgets.
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6. Enhanced adoption of the Sendai Framework for Disaster Risk Reduction. These measures are meant to
address long-term risks as part of disaster risk assessment and ensure that households and communities can
“build back better” after an event.

Components and activities: The specific activities comprising this Activity Group are:

e Improved Spatial, AgroMet and HydroMet monitoring services and data storage and information sharing
platforms, including historical data analysis and projections (Activity 1)

e Capacity building for the collection and analysis of drought and flood early warning information (e.g. LIAS data,
bottom up data including indigenous knowledge), spatial data and creation of data storage and sharing
platform (Activity 34)

e Climate change and related spatial information more accessible for decision makers (Activity 67)

e Enhanced data sharing to ensure climate projections and weather forecasts reach the woreda planners who
can interpret and advise extension agents and farmers (Activity 34).

e Risk financing via weather index based agriculture, livestock, and forest crop insurance (Activity 36)

e Improved coordination between administrative, humanitarian and insurance-based disaster response systems
(new activity package)

e Long-term risks considered in non-food responses to contribute to reduce vulnerability (e.g. infrastructure is
“built back better” and non-food response funds are used to incentivize households to adopt more resilient
livelihood options) (new activity package)

Rationale for investment:

Ethiopia has an established and well-functioning disaster management system. However, there is insufficient
knowledge of risks to enable long term planning. Given the expected increase in the frequency and severity of
climate related weather events such as floods and drought, it is important to increase the quality and availability
of meteorological and hydrological forecasts and early warning systems. In addition, there is very limited support
for potential private sector measures like insurance that can help reduce the government’s disaster response
burden.

Gender lens:

Women often have a strong body of knowledge and expertise that can be used in climate change mitigation,
disaster reduction and adaptation strategies. Furthermore, women’s responsibilities in households and
communities, as stewards of natural and household resources, positions them well to contribute to livelihood
strategies adapted to changing environmental realities®®. Key supporting activities for this group include: Increase
the understanding of gender concerns and needs in disaster risk reduction; Develop government capacity to
address gender issues in disaster risk reduction; Encourage governments to take action to integrate gender
perspectives into disaster risk reduction legislation, policies and programs®. Gender sensitive risk assessments are
required to determine the differentiated exposure to risk and climate vulnerability of women and men.

Synergies with ongoing projects:

The disaster risk management and response activities described above reinforce and complement several ongoing
projects, most notably the Disaster Risk Management Strategic Programme and Investment Framework (DRM-
SPIF).

8 UNISDR (2009).
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Synergies with other Activity Groups:

Disaster management and response has strong synergies with activities to promote climate resilient livelihoods.
Enhancing the success achieved by those climate resilient livelihoods activities means that people can cope with
manageable climate stresses and shocks with less need for DRM. What is more, the long-term climate and weather
forecasts that are a featured part of this Activity Group can improve decision making across the Activity Groups,
making all of them more effective.

Institutional arrangements:

The NDRMC has primary responsibility for ensuring that DRM is mainstreamed in the sector Ministries, and would
be expected to have a strong role in this Activity Group. However, the success of the component activities is also
heavily dependent upon the work of the National Met Agency, MoANR, MEFCC, MoWIE and a range of other
government and research institutions. The CRGE Facility is expected to ensure close coordination between these
agencies.

Enabling environment and policy development:

The 2013 National Policy and Strategy on Disaster Risk Management and the 2014 Strategic Program and
Investment Framework (DRM-SPIF) set out the requirements for a national DRM system. However, since the
NDRMC is newly created and has historically focused on Disaster Management and Food Security, there are
capacity gaps in its ability to coordinate and push for Disaster Risk Management across sectors. Some priority areas
for improvement include:

e Create formal mechanisms to link NDRMC and RBAs to coordinate flood management activities and ensure
sufficient capacity on hydrological issues within NDRMC.

e C(Create systematic and cross-sectoral guidelines on the use of agro-meteorological and hydro-meteorological
data, risk analyses and livelihood data and improve links to contingency planning and action.

e Continue to invest in the data and meteorological systems required for the insurance industry.

e Ensure capability for national-level contingency planning is available to allow access to the African Risk
Capacity and systems for learning and improvement to expand its coverage if appropriate.

e Improve the communication infrastructure and develop regulatory frameworks to enhance the use of mobile
banking to facilitate the scale-up of farmer/herder focused insurance products.

Cost estimates:

The indicative cost of this cross-sectoral Activity Group through 2030 is approximately USD $53 million. Note that
synergies with existing project activities and complementarities with other Activity Groups in this MSIP may yield
cost savings.

Indicators: The results indicators for Activity Group 5 are aligned to the CR Strategy for Agriculture and Forestry
and the CRGE strategy:

Result Indicator 1: Perception of men, Frequency of Collection: Every 5 years

women, vulnerable populations, and

emergency response agencies of the Monitoring & Reporting Responsibility: Disaster Risk Management
timeliness, content and reach of early and Food Security Sector

warning systems

Frequency of Collection: Annually

Result Indicator 2: Evidence of
strengthened government capacity to

Monitoring & Reporting Responsibility: Responsibility: CRGE
Secretariat and CRGE priority Ministries under the program

Ethiopia MSIP for PPCR, 9 May 2017. p. 77



collect, analyze and apply climate
information to decision-making

Financing strategy:

A portion of the estimated cost of this Activity Group may be met GoE co-financing. Note also that the activity
package focused on de-risking the provision of livestock, agriculture and forest crop insurance is intended to
leverage a significantly larger private sector contribution to resilience. The remainder may be met through a
combination of grants and loans from one or a consortium of new and existing international funding sources. The
bilateral and multilateral funding institutions listed below either already support climate resilience livestock
initiatives in Ethiopia, have publicly expressed interest in this thematic area within Ethiopia, or expressed interest
in supporting some combination of the constituent Activity Packages:

Multilateral Banks, Funds and Agencies: e Adaptation Fund
e  African Development Bank
e (Climate Investment Funds — Pilot Program for Climate
Resilience
e Food and Agriculture Organization of the United Nations
e Green Climate Fund
e United Nations Development Program
e The World Bank (IBRD / IDA)

Bilateral Funding Agencies: e Austria Development Agency
e DANIDA
e EU Ethiopia Office
e Kreditanstalt fiir Wiederaufbau (KfW)
e Norwegian Agency for Development Cooperation (NORAD)
o Switzerland Embassy
e UK Department for International Development (DfID)
e United States Agency for International Development (USAID

VIIl.  Monitoring and Evaluation

VIII.L1 The Objective Hierarchy

The MSIP directly supports Ethiopia’s targets articulated in its Climate Resilient Green Economy (CRGE) Strategy,
Climate Resilience Strategy for Agriculture and Forest, Climate Resilience Strategy for Water and Energy, and
related sectoral investment frameworks in pursuance of the GTP Il transformational objective of reaching lower-
middle income status by 2025. The CRGE is one of nine strategic pillars of the GTP Il and contributes by supporting
climate resilient and green economic growth that is socially equitable and inclusive, addressing underlying drivers of
vulnerability to climate risks (Figure 32). As shown in Figure 32, the MSIP will directly support three of the CRGE
Strategic Pillars and indirectly support the fourth by supporting the climate sensitive development of the rural-urban
interface.
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Figure 32: Objective Hierarchy for MSIP to contribute to the GTP Il

GTP II: Vision to become a lower middle-income country by 2025
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Therefore, there is significant overlap in the priority activity packages that comprise each Activity Group
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Monitoring and evaluation under the MSIP is part of an ongoing effort to track national development and
resilience progress. The objective hierarchy proposed here is based on the national Growth and Transformation Plan.
The CRGE Facility will coordinate and support improvements needed in sector monitoring systems to respond to
CRGE priorities. However, it will not be responsible for producing monitoring data. This is provided by existing
investment projects, ongoing sector reports and annual surveys conducted by the Central Statistics Agency. Studies
conducted by development research groups such as the EDRI will also be used to measure impact and explore
learning priorities in relation to effective resilience investment. Investment is required to improve the quality of
routine monitoring data and to ensure surveys and impact studies meet the requirements of the CRGE.

VIII.2 Integrated M&E System

The CRGE Facility has established a Monitoring and Evaluation (M&E) System that cascades national monitoring
requirements into CRGE related investments. This can be aligned with the PPCR M&E results framework, as required
(and as indicated in Table 9). The priority for the MSIP is a strong nationally led process to prepare and report
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evidence. However, should PPCR resources become available, this will ensure consistency with PPCR M&E
requirements within existing national monitoring, evaluation and reporting systems.

Table 9 provides a range of indicators that may be used to monitor and evaluate the MSIP. At the Goal level, both
the CRGE and PPCR set out indicators for measuring the improvements in climate resilient development of people.
At the outcome level, the MSIP will catalyze transformational change through mobilizing the investment to scale up
existing practices and creating a step-change in the use of landscape-level cross-sectoral planning, implementation
and monitoring and through this; the greater use of spatial, climate, hydrological and land use data and tools in cross-
sectoral decision-making. This is consistent with PPCR transformational objectives, and will be measured by CRGE
indicators with respect to:

e Integration of climate resilience into development planning.
e Increased capacity, knowledge and skills.

Ethiopia does not yet have an indicator for or data to track climate-responsive investment and private sector
development. However, this is a strong component of the GTP I, and the MSIP may measure the number and value
of investments (national and local government, non-government, private sector, etc.) for each type of climate
resilient investments as this will contribute to the IEs GTP Il reporting.

The result-level indicators will be monitored by the responsible implementing entities and reported through the
FDRE M&E system as well as directly to project investors through the relevant sector-level management units or
via the CRGE Facility depending on implementation arrangements. At the results level, several possible indicators
may be selected by IEs depending on the final configuration of any activity group investment, as long as these are
consistent with the FDRE M&E system requirements.

There is a lot of potential to use remote-sensed satellite imagery for monitoring progress. For this to be effective
all investments across sectors would need to use the same spatial and mapping standards for reporting, starting with
a set of common ‘base maps’ using agreed data sources. The National Spatial Data Infrastructure will provide the
basis for this spatial monitoring platform.

VIIl.3 Implementation of the M&E Framework

FDRE achievements in relation to CRGE will be monitored and reported on a regular basis using the indicators
selected from the CRGE and GTP Il Framework. The CRGE Facility will coordinate and support this process to
encourage mainstreaming of CRGE-relevant indicators into the sectoral monitoring processes. In turn, the IEs must
select relevant outcome-level indicators and ensure new investments contain appropriate resources to monitor
these or explain how existing data collection exercises will allow monitoring.

Under the national monitoring system, the following process will be followed in ensuring appropriate indicators
are reported via MSIP investments (as summarized in Box 5).

Ethiopia MSIP for PPCR, 9 May 2017. p. 80



Box 5: Background on MSIP collaborating entities

Level-1: Woredas report on a quarterly and annual basis to regional sector bureaus. Where there are Executing Entities
working with regional sector bureaus, they should also report in the same way. However, where Executing Entities
(EEs) operate at the federal level, they report instead to federal Implementing Entities.

Level-2: Regional sector bureaus consolidate the quarterly and annual reports received from woredas and Executing
Entities, and submit this to the respective federal Implementing Entity (IEs). This may take place through routine GTPII
progress reporting or through investment/project specific processes. In the case of climate-focused investments,
regional sector bureaus also send a copy of this collated report to regional CRGE focal points; these will be BOFED and
Environment and Forest Bureau (names may differ from region to region).

Level-3: Federal Implementing Entities aggregate the reports received from Executing Entities and from regional sector
bureaus into one report. This is used for investment/project specific processes or may be submitted to the CRGE Facility
if they are playing the financial intermediary role. In both cases, the CRGE Facility must receive copies to aggregate
reporting against key CRGE indicators for the Management Committee.

Level-4: The CRGE Facility presents quarterly reports to the CRGE Facility Management Committee for review and
approval. This committee is used to further the process of mainstreaming climate action and climate data into ongoing
sector action and progress reviews as well as resolve problems associated with climate finance investments.

Level-5: If the CRGE Facility acts as the program intermediary for any investments under MSIP, they will be responsible
for sending the report to contributors, development partners and interested parties. Otherwise, they will produce
regular reviews of climate-relevant results produced with FDRE data with the goal of promoting improved data quality
and better sectoral decision making.

Annex 10 provides a Logical Framework. At the Activity Group level, proposed indicators have been included in the
summaries for each Group, as documented in section VII. These have been aligned with the MSIP Logical Framework.
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Table 9: The MSIP Results and Outcomes integrated with CRGE Indicators, compared to relevant PPCR Indicators

General Objective: To directly support Ethiopia’s target of a climate resilient and green economy reaching lower-middle income status by 2025.

CRGE Narrative

CRGE Indicators

PPCR Results and Catalytic Outcomes

PPCR Indicators

Goal: Resilience of households
improved

e Change in climate vulnerability of
rural communities

e Strengthened adaptive capacity of
rural communities and rural
businesses

Improved quality of life of people
living in areas most affected by
climate variability and climate change

e Percent (%) of people classified as
poor (women and men) and food
insecure (women and men) in most
affected regions

e Change in Global Adaptation Index

Longer-term MSIP outcomes

CRGE Indicators

PPCR Results and Catalytic Outcomes

PPCR Indicators

Enhanced climate responsive and
climate resilient development
planning

e Evidence of strengthened
government capacity to collect,
analyze and apply climate
information to planning and
decision-making

e Degree of integration/
mainstreaming of climate change in
national and sector planning and
coordination

Increased resilience in economic,
social, and eco-systems to climate
variability and climate change through
transformed social and economic
development

e Changes in budget allocations of all
levels of government to take into
account effects of climate variability
and climate change across sectors
and regions.

Degree to which development plans
integrate climate resilience by
subjecting planning to climate
proofing and assessments of
vulnerability (including gender) and
including measures to better manage
and reduce related risk.

Climate responsive investment
opportunities

Scaled-up investments in climate
resilience and their replication

Number and value of investments
(national and local government, non-
government, private sector, etc.) in $
by type of climate resilient
investments

Knowledge, skills and capacities:
Strengthened government capacities
to plan, resource and deliver green,
climate resilient development results

Extent to which sectors use
improved tools, instruments,
strategies and activities to respond
to climate variability and climate
change

Increased capacity to integrate
climate resilience into country
strategies

Evidence of a functioning cross-
sectoral mechanism that takes
account of climate variability and
climate change

Evidence of line ministries or
functional agencies lead in updating
or revising country strategies
(country ownership)
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Expected MSIP results

CRGE Indicators

PPCR Project/Program Results

PPCR Indicators

Activity Group 1 - Enhancing Climate
Resilient Agricultural Production and
Food Security

(Change in) Rainfed crop area under
sustainable, climate smart land
management practices (ha) — by
crop type (private holders only)

(Change in) crop land productivity
where modern, climate smart and
small-scale irrigation applied
(quintal per hectare) for: Major
food crops; High value crops

(Change in) Total crop land under
modern, climate smart irrigation
systems (ha and %) by type:
Medium and large-scale; Small-
scale

Number of households reporting a
wider variety of livelihood
strategies (disaggregated by male
and female-headed)

Increased capacity to withstand /
recover from CC/ CV effects in
investment program/ project specific
priority agricultural / water
interventions, social safety nets,
insurance schemes, etc

e Change in percent change in
availability of drought/salt-tolerant,
certified seeds/crops

e Change in hectares of farms with
sustainable access to irrigation and
drinking water

Activity Group 2 - Climate Resilient
Forest and Landscapes for
Development, Conservation and
utilization

Total area (individual & communal)
of land under sustainable, climate
smart, land management plans

Cumulative area of land covered
with forest (ha), disaggregated by:
Protected (%); Plantation (%),
Under improved forest
management systems (%) and
reduced carbon emissions practices
(%)

Change in household fuelwood
consumption

Number of households reporting a
wider variety of livelihood
strategies (disaggregated by male
and female-headed)

Increased capacity to withstand /
recover from CC/ CV effects in
investment program/ project specific
priority agricultural / water
interventions, social safety nets,
insurance schemes, etc

e Change in hectares (ha) of area in
project/program area with
management plan that integrate
climate change considerations
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e Area of land developed with
community based watershed
program

e Area of land rehabilitated

Expected MSIP results

CRGE Indicators

PPCR Project/Program Results

PPCR Indicators

Activity Group 3 - Ensuring Climate
Resilient Livestock Management and
Livelihoods

e Productivity of communal pasture
and rangeland (tons/ha) — feed /
forage

Number of households reporting a
wider variety of livelihood
strategies (disaggregated by male
and female-headed)

Activity Group 4 - Improved access to
climate-smart energy

e Annual energy savings:
disaggregated by type of energy-
saving measure

e Installed capacity renewable energy
(type, GWh), including from solar,
wind, geothermal and/or biomass

Increased capacity to withstand /
recover from CC/ CV effects in
investment program/ project specific
priority infrastructure

e Change in number of energy-related
infrastructure integrating climate
resilience features

e Availability of tools to assess climate
risks to power plants and other
sources of energy

Activity Group 5: Enhanced climate-
related disaster risk management and
response systems

Perception of men, women,
vulnerable populations, and
emergency response agencies of
the timeliness, content and reach of
early warning systems

Evidence of strengthened
government capacity to collect,
analyze and apply climate
information to decision-making

Extent to which sectors use
improved tools, instruments,
strategies and activities to respond
to climate variability and change

e Perception of men, women,
vulnerable populations, and
emergency response agencies of
the timeliness, content and reach of
early warning system

Increased resilience in economic,
social, and eco-systems to climate
variability and climate change through
transformed social and economic
development

Existence and effectiveness of early
warning system for extreme climate
events

Scope of social safety nets;

Existence of risk insurances;

Extent to which development
decision making is made based on
country-specific climate science,
local climate knowledge (regional
and eco-regional level), and (gender-
sensitive) vulnerability studies

Coverage (comprehensiveness) of
climate risk analysis and vulnerability
assessments within the limits that
current scientific evidence permits.
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IX. Managing Risks for Sustainability

IX.1  Background

The MSIP will use existing FDRE and MDB risk management systems to effectively manage implementation,
and associated political, social and environmental risks. This includes due attention to the following issues:

Ensuring political support for MSIP through using participatory approaches at all stages: MSIP has been
designed using participatory approaches, consulting stakeholders at all levels and bringing together FDRE and
development partners. This approach will continue as activities are rolled out to sub-national levels of
Government ensuring that, at each level, strong Government ownership is developed and key actors are engaged
to ensure feasibility. Ultimately participatory planning with communities will build ownership and sustainability
at the local level.

Using existing Operational Manuals and Public Financial Management Systems: The CRGE Facility Operational
Manual contains clear guidance to ensure effective fund mobilization, allocation and management. Extensive
capacity building support has been provided by the World Bank and other development partners to ensure
Ethiopia’s Financial Management Systems continue to improve. Consequently, the FDRE has experience in
delivering billions of dollars of international development assistance per year. The MSIP will continue to build
on this by using FDRE systems to deliver resilience finance but exploring the possibility for innovative financial
mechanisms to create new public-private partnerships where possible.

Using best practices in Human Resource Management, Technical Assistance and Capacity Development: A key
risk to sustainability is the high staff turnover in the Ethiopian civil service, which suffers from weak career and
salary incentives, particularly when contrasted with market-level salaries provided to contracted staff. The MSIP
will support the deployment of contracted staff and provide additional incentives for existing staff to enhance
delivery prospects and promote sustainability. System improvements for human resources management within
the civil service will also be essential to complement this.

Effectively Applying Social and Environmental Safeguards: Ethiopia has a robust legislative framework to
ensure application of appropriate social and environmental safeguards. These are underpinned by the
Constitution and include the Environmental Policy (1997), Environmental Impact Assessment Proclamation
(299/2002), Environmental Pollution Control Proclamation (300/2002), Solid Waste Management Proclamation
(513/2007), the Expropriation of Land Holdings for Public Purposes and Payment of Compensation Proclamation
(455/2005) and (135/2007), Proclamation on Rural Land Administration and Land Use Proclamation on Research
and Conservation of Cultural Heritage (209/2000). Ethiopia is also a signatory to several Multilateral
Environmental Agreements and has experience in the application of the World Bank, the Global Environmental
Facility, and the African Development Bank safeguards systems for specific project investments.

Effectively mobilizing and supporting CRGE Facility and Line Ministry Staff within dedicated units for social
and environmental safeguards. The CRGE Facility has developed an Environmental and Social Safeguards
Framework (ESSF). This draws on the World Bank’s policies related to: Environmental Assessment, Indigenous
Peoples, and Involuntary resettlement; the African Development Bank Integrated Safeguards System (ISS),
including provisions for gender equality, climate risk management and civil society engagement; and the GEF
safeguarding strategies related to natural habitats, pest management and the safety of dams. The ESSF
documents a seven-step process applied to all new investments. This starts with screening projects, scoping and
conducting environmental and social impact assessments as required, reviewing the assessment, making
decisions about the future of the project and the required mitigation measures, monitoring and reporting on
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their implementation and finally auditing completed projects as required. As well as the environmental
requirements, the ESSF places a requirement on all projects to identify under-served and vulnerable peoples
and develop appropriate measures to meet their specific requirements. A Resettlement Policy Framework is also
available to guide CRGE initiatives requiring small scale resettlement (less than 200 people) and those with larger
scale resettlement requirements.

Several of the proposed activities under MSIP present safeguarding risks stemming from possible changes of
land use, introduction of new technologies, and generation of new waste streams. However, these risks will
be effectively managed through implementation of the FDRE ESSF as well as associated World Bank
procedures. Ongoing World Bank support to the FDRE’s safeguards and risk management system will also be
used with any grants awarded under the MSIP incorporating specialist safeguards support. This will complement
other Bank-supported activities in the same area, such as the similar safeguards component of the Enhancing
Shared Prosperity through Equitable Services (ESPES)/Promoting Basic Services (PBS) project, and ongoing
safeguards training provided to MoFEC’s CRGE Facility (dedicated climate fund).

Social mobilization will be a key feature of community based activities and grievance redress systems and
mechanisms will be put in place where needed. FDRE has a long experience of social mobilization and can also
draw on successful NGO pilots in participatory land use management to deliver MSIP. It has managed grievance
redress systems in the context of large World Bank managed programmes and been subject to international due
diligence on safeguarding implementation. Continued improvement of such systems will be supported through
the MSIP investment projects.

MSIP is intended to support resource mobilization for the delivery of inclusive resilience building activities.
Detailed feasibility work will be undertaken prior to the implementation of activity packages. This will allow
the phased delivery of activities as soon as sufficient resources are available for a particular group of activity
packages. Resource mobilization must ensure sufficient funds are available for required capacity development
and technical assistance activities, and to mitigate any project risks or adverse environmental and social impacts
identified during feasibility assessments.

IX.2  Risk Assessment

The MSIP risk assessment differentiates between numerous risk types. The overall summary of risks is available
in Table 10 with an explanation of these risk ratings in the subsequent text.

Table 10: MSIP Risk Rating Summary

Risk categories Rating

1. Political and governance High

2. Macroeconomic Moderate
3. Regulatory Risks: Sector strategies and policies Substantial
4. Technical design and program development risks Substantial
5. Operational risks: Institutional capacity for implementation High
and sustainability

6. Operational risks: Fiduciary Moderate
7. Environment and social High
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8. Stakeholders Substantial

9. Outcome Risks Moderate
10. Other -
Overall High

The MSIP’s overall risk is rated high, but effective application of mitigation measures described in section IX.1
and in more detail in section IX.3 can mitigate these risks. Risk mitigation measures seek to manage and
eliminate preventable risks, whilst monitoring external risks to ensure MSIP implementation can respond to
changing circumstances and maximize its impact on climate resilient and inclusive growth in Ethiopia.

IX.3 Summary of key risks and mitigation measures
IX.3.1 Political and Governance (High risk)

Governance arrangements for inter-sectoral coordination could be insufficient

Ethiopia does not have extensive experience of implementing cross-sector investments. Conflict between
sectors on the use of land or water or inadequate collaboration in the development of land use plans could
threaten the achievement of MSIP objectives. Mitigation measures include the development of a robust multi-
sector implementation approach. This will build on FDRE’s existing capacity, including the inter-ministerial
Management Committee of the CRGE Facility and the National Planning Council. The NPC brings together sector
ministries with Regional Leaders and this forum can be used to ensure inter-sectoral arrangements for cross-
sectoral coordination are replicated at Regional Levels. Furthermore, it is envisaged that sufficient resources
would be mobilized under MSIP to incentivize the creation of woreda level groups for planning and
implementation as was done under the recent CRGE Facility Fast Track Initiative.

Political instability prevents implementation or results in reputational damage

In October 2016, FDRE declared a six-month State of Emergency as a result of widespread disturbances and
protests, which were particularly concentrated in Oromia and Amhara Regions and included destruction of
government and private investor’s property. The situation has since stabilized, but local grievances regarding
broad governance issues, land use and land conversions remain. This situation is in part a legacy issue that
requires a political resolution by the FDRE, and which the World Bank is unable to influence via MSIP. The
disturbances were not related directly to forest, agriculture, energy or water issues and therefore are outside
the scope or influence of MSIP. However, they pose both implementation and reputational risks.

Risks to implementation include security concerns, limitations on access to communities and unavailability of
key FDRE implementation staff. The situation will be monitored and mitigated through (i) carefully planned
missions that take security into account, (ii) implementing sound safeguards monitoring, (iii) effective
communications and outreach, and (iv) enhanced transparency in project-supported activities.

Risks to reputation may occur from false associations. For example, if actors misunderstand the nature of the
MSIP and allege that it is responsible for financing activities that lead to protests or underlying complaints. Key
mitigating measures include: a) implementation of a proactive communication strategy to clarify what the
operation does and does not finance, and articulate MSIP and the WB'’s distance from the causes of the protests,
should they re-emerge; (b) MSIP’s participatory approach to land use, forest and land management will benefit
affected communities and help reduce residual reputational risks to the Bank; (c) extensive local consultations

Ethiopia MSIP for PPCR, 9 May 2017. p. 87



and the inclusion of dedicated activities to strengthen the FDRE’s safeguards system to promote inclusiveness
and sustainability should be a key design principle of investments under MSIP.

I1X.3.2 Macro-economic risk (moderate risk)

MSIP assumes Ethiopia’s growth trajectory will continue as projected. However, slower growth in the off-farm
and industrial sectors could result in increased pressure on land-use and inhibit MSIP delivery.

Ethiopia’s overarching macro-economic policy focuses on structural transformation including massive growth in
the industrial sector, creating jobs and creating space for land consolidation and more productive land uses. This
will happen over a long timescale and slower progress during the GTPII period is unlikely to pose an operational
risk to the MSIP. However, ultimately climate resilience will be harder to achieve without some transition to less
weather-dependent sectors. World Bank engagement with FDRE via the Country Environmental Analysis (CEA)
process and in wider macro-economic dialogue will mitigate this risk to the extent possible.

IX.3.3 Regulatory Risks: Sector Policies and Strategies (substantial risk)

Necessary improvements to policy and regulations are not introduced or successfully implemented

The MSIP has proposed numerous areas where regulatory reform is needed to create an enabling environment
for resilience building. These reforms cut across four sector line ministries and one national commission and are
ambitious in scope, requiring substantial FDRE capacity and political will. The MSIP will be supported by ongoing
donor-Government dialogue through the Development Assistance Group and its sector working groups, as well
as the option to provide technical assistance and capacity building components within investment projects under
MSIP. The World Bank will also work with other providers of technical assistance (GGGI, USAID, DFID) to ensure
that FDRE personnel receive sufficient support to design and implement new regulatory arrangements

Private sector investors do not respond to new incentives

Currently, private sector aversion to risk is high, the country suffers from some restrictions on international
investment and the domestic private sector is less developed than other countries in the region. However, there
is an improving infrastructure, a number of incentives in the investment policy and low costs of labor and
electricity which can attract investment and help make Ethiopia competitive in export markets. The MSIP has
recommended a series of regulatory incentives, public-private sector dialogues and complementary private
investments to help address this. However, there is still a risk that private sector will be crowded out due to
FDRE’s strong role in resilience sectors. This will be managed through strong dialogue and through the creation
of appropriate financial instruments to attract private sector and develop sound frameworks for public-private
partnerships.

Weak land tenure at the individual and community levels inhibits investment in land-based enterprises
Communities and landholders still face a perception of land tenure insecurity in Ethiopia. This is particularly
important in forested areas and rangelands, since individual land certificates are not issued. Although
participatory forest or rangeland management can go some way to mitigate this risk, FDRE is also planning legal
reforms to improve the community tenure arrangements but it may take time for these to be implemented at
local level. In rangeland areas, weaker Government capacity and competing claims to rangeland may inhibit
progress. MSIP will actively seek to mitigate these risks through support to macro land and water use planning
and the implementation of participatory land management planning at multiple levels. Lessons from FDRE and
NGO experiences in implementing rangeland and forest management plans will also be used to strengthen
capacity in this area.
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I1X.3.4 Technical Design and Program Development Risks (substantial risk)

More detailed water and natural resource assessments may reveal finite limits requiring trade-offs and
limiting progress for some activities.

FDRE’s development plans, reflected in MSIP are extremely ambitious and suggest a four-fold productivity
increase from Ethiopia’s rural landscapes. Detailed and spatially explicit feasibility studies for MSIP activities
have not yet been undertaken. This is an activity under MSIP and will result in the development of specific
investment projects which will contain their own nested risk assessments. However, it is possible that there will
be insufficient resources for all sectors to achieve all their growth objectives in all locations. Water or land
availability may be a constraint to growth in commercial agriculture, forest plantation establishment or
renewable energy development. MSIP will allow the best possible decision-making in the event of such trade-
offs by improving data availability and creating multi-sector fora for decision-making. Nevertheless, continued
efforts to improve transparency and to commit to partnership and dialogue with international partners will also
support the effective management of such trade-offs and can minimize minimum operational or reputational
risk to the World Bank and the FDRE.

Not all private sector and civil society implementing partners have been identified.

Since MSIP is an overarching investment framework and not a detailed investment project, FDRE has not yet
identified all the private sector and CSO partners which will be expected to participate in MSIP implementation.
There is therefore a risk that appropriate partners will not be available or willing to contribute. However, MSIP
can mitigate this risk by building on existing forums for public-private dialogue and using existing coordination
arrangements that regulate civil society activity in the country. The FDRE Charities and Societies Agency will be
responsible for regulating NGO contributions to the MSIP and all NGOs will be expected to negotiate agreements
with FDRE at Regional and National level before beginning implementation. For funds channeled through the
CRGE Facility, the national climate finance facility, further arrangements are in place to ensure NGO
contributions are managed through Sector Line Ministries. It is therefore expected that sectors will also play a
key role in identifying the most appropriate technical areas where CSOs can cost-effectively add value to FDRE
capacity. Suggestions are also included in each Activity Group in the MSIP. Historically FDRE has a strong record
of effectively engaging with a range of development partners, including private sector and CSOs.

IX. 3.5 Operational risks: Institutional capacity for implementation and sustainability

Inadequate operational capacity within Government to implement the proposed activities and high staff
turnover limits capacity development efforts.

The MSIP has identified several capacity limitations that currently constrain improvements in resilience in the
country — these cover all sectors and technical areas. However, MSIP has been designed to address such
limitations. It will embed support to system building and mobilize additional human and financial resources as
part of its implementation. Appropriate priority must be given to this during implementation design, with
consideration of the resources and working conditions most likely to support the retention of staff given
consideration. It is possible that capacity limitations at local levels could cause implementation delays if they are
not effectively managed. Support from other service providers may be helpful in filling capacity gaps.

Monitoring and reporting capacity may be insufficient for accountability and learning, inhibiting resource
mobilization and adaptive management.

The MSIP will only continue to leverage financial resources if it is able to demonstrate its results and provide
strong evidence of its efficiency and effectiveness. Some of its work will be innovative and will require in-built
learning to continuously adapt to changing contexts and emerging lessons. Investment in data gathering and in

Ethiopia MSIP for PPCR, 9 May 2017. p. 89



strengthening the capacity for monitoring, evaluation and learning is therefore essential for successful
implementation. Prior experience suggests there are insufficient numbers of trained staff able to complete
monitoring and evaluation tasks to a donor-compliant standard, particularly in some reasons. There is a need
for greater attention to the maintenance of records. This can be mitigated through the provision of technical
assistance for monitoring and evaluation alongside MSIP investment projects.®

IX 3.6 Operational risks: Fiduciary (High)

FDRE must mobilize sufficient financial resources to implement the MSIP

MSIP is an investment framework and whilst it contains a financial mobilization strategy, this will need to be
successfully implemented as the FDRE does not currently have committed resources to meet the financing gap
outlined in the MSIP. However, this is considered a manageable risk as the CRGE Facility exists to mobilize and
allocate available resources and, via the MSIP process, has begun a process of stakeholder engagement for
resource mobilization. It is proposed that detailed feasibility studies set out more detailed geographic priorities
for specific Activity Packages and that FDRE then only launches implementation once sufficient resources are
available for integrated implementation in a particular area.

Weak application of procurement systems limit or delay the availability of key resources

Both the CRGE Facility and the World Bank have experience of supporting Sector Line Ministries and Regions
with procurement planning and implementation. However, there are limitations at sectoral and regional level
where a lack of qualified procurement staff has caused delays and quality issues. There are also wider
procurement issues such as the shortage of foreign exchange for imported goods. These risks will be monitored
closely and continual training and close implementation support will be needed to ensure these do not impair
the achievement of MSIP objectives.

IX 3.7 Environment and social (Substantial risk)

Social or environmental safeguards are insufficient or poorly applied

MSIP will work in a changing and fragile environment with complex social relationships and will likely face social
concerns from undeserved and vulnerable groups in its intervention areas. This is compounded by: (a)
inadequate understanding of relevant social issues, and (b) weak capacity and expertise within the government
structures to deal with both social and environmental risks to properly implement and document safeguards
instruments. The risk mitigation measures will rely on carefully designed safeguards management plans and
capacity-building measures to strengthen the implementation capacity of the implementing agency. The CRGE
Facility has developed an Environmental and Social Sustainability Framework (ESSF) which is compliant with
World Bank and AfDB requirements. Safeguards Specialists have also been recruited in both MEFCC and MoFEC,
and there is an ongoing collaboration with the World Bank to build capacity at all levels.?” Legislation mandates
the completion of assessments but they are not routinely applied and impact assessments are not publicly
available. MSIP will ensure that all feasibility work for MSIP investments complete environmental and social
impact assessments in line with these procedures and any risks are appropriately addressed in collaboration
with the FDRE. Additional technical assistance or safeguards support should be embedded in implementation
projects. If safeguards implementation is solely the responsibility of FDRE without external oversight it will be
hard to assure risks are minimized.

8 |bid.
87 LTS (2016b) Review of Climate High Level Investment Programme. Report submitted to DFID.
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IX 3.8 Stakeholder-related risks (substantial risk)

If MISIP targeting is not transparent and benefits are not equitably distributed, there is a risk of conflict. Not
all households in a given area may benefit equally from MSIP support. Evidence from community consultations
suggest the potential for conflict if benefits are seen to be distributed unfairly. Transparent and fair process are
particularly important given the continued risk of civil disturbances. It is therefore suggested that detailed
project planning should draw on lessons from existing interventions and use clear targeting guidance. Such
guidance must prioritize transparency and equity and include strong communication measures to mobilize and
inform local communities, strengthen consultation/participatory development models, and enhance
transparency in project-supported activities and safeguard implementation. Sufficient resources must be made
available to train local level implementing staff in the implementation of such guidelines and their application
must also be continually monitored with course corrections rapidly applied. Capacity for the management of
complaints and feedback mechanisms will also be strengthened.

IX 3.9 Outcome Risks (moderate risk)

Resilience outcomes from proposed approaches do not materialize or do not reach the most vulnerable
Ethiopians

Whilst MSIP has largely selected interventions where there is already evidence of their efficacy from Ethiopian
pilots or from other contexts, there remains a risk that not all projected benefits will materialize due to potential
conflicts with other land uses, elite capture, political disturbance or broader macro-economic conditions. To
ensure efficacy, MSIP will continue to improve data availability, both from routine monitoring and via specially
commissioned impact assessments to understand how these activities can best deliver resilience in the Ethiopian
context. Such data will identify quickly whether interventions are proceeding as planned and allow appropriate
course correction. Decision makers at all levels will be trained to use data appropriately for adaptive
management. Ethiopia has committed itself to an inclusive and broad-based growth trajectory, it also has proven
capability to deliver programmes that target and meet the needs of vulnerable groups — for example the
Productive Safety Net Programme (PSNP). Whilst all targeting approaches have limitations, joint Government-
donor dialogue and effective use of complaints and grievance mechanisms have mitigated some of these risks
in other programmes and would continue to be applied and strengthened in MSIP. Overall, the risk to Ethiopia
of not implementing the MSIP is ultimately the most significant. Without measures to build climate resilience,
Ethiopia will experience GDP losses as a result of climatic changes and the food security and livelihoods of rural
communities will suffer.

IX.3  The Critical Role of Coordination

The MSIP requires FDRE to deliver at scale and to adopt new ways of cross-sectoral working to improve the
quality of results delivered. This will require substantial investment in building coordination capacity,
especially at sub-national levels. The cross-sectoral approach proposed by MSIP requires new data, increased
capacity to analyze and use this data, and continuously improving skills and relationships for decision making.
This will need to be supported by strong management and a more transparent and learning-focused approach
to results measurement and monitoring. Such capacities need to be developed at all levels of Government,
including within meso-level coordination groups such as River Basin Authorities and in dialogue with external
bodies such as through public-private partnerships.

The CRGE Facility anticipates playing a key role in the “recipient executed” aspects of the MSIP. Through
existing FDRE financial management and coordination systems, MOFEC will hold the relevant line ministries and
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commissions accountable for the delivery of “recipient executed” activities under MSIP. It is likely that the
recruitment of dedicated personnel to lead on the delivery of MSIP activities will be a core part of the FDRE
approach but it will ensure these personnel are paired with existing Government staff to promote skill transfer
and sustainability.

The CRGE Facility has substantial capacity for fund mobilization and management, and both MoANR and
MoWIE already manage large, multi-donor programs. However, MSIP must build further capacity within FDRE
systems for effective delivery, monitoring and reporting. To do this, it should utilize existing fora for donor-
Government policy dialogue. FDRE has invested in the CRGE Facility, substantially expanding its personnel and
using seconded staff provided by Development Partners to train staff and embed systems. This Facility can also
work closely with Sectors to strengthen their ability to deliver climate finance. MSIP will continue to support
these efforts by providing opportunities to use CRGE Facility systems and strengthen staff capacity in sectors
through recruitment, training and technical assistance. Political incentives within Sectors and Regions are also
extremely important to the creation of functional systems. Use of the Inter-ministerial Steering Group, the
National Planning Council and existing FDRE-Development Partner dialogue will help push for regulatory reform
and for sufficient priority to be given to MSIP objectives.

Delivery and inter-sectoral coordination capacity at regional and sub-national level varies considerably.
Federal Government’s use of political levers to influence this may also vary. This may require different delivery
mechanisms to ensure quality is not compromised. To ensure high value for money of all funds invested,
sufficient attention needs to be given to Emerging Regions where FDRE capacity for high quality delivery is
weaker. In some Regions, it may also not be possible to influence the political incentives that are required for
system improvements over the lifetime of this investment. Options to build capacity within the system may need
to be paired with greater investment in functional capacity of more independent project delivery units but this
should be investigated in more detail during the feasibility assessment for specific project investments.

The MSIP can benefit from well-equipped delivery systems for existing major multi-donor programs such as
the Agricultural Growth Programme, Productive Safety Net Programme, Sustainable Land Management
Programme, Oromia Forested Landscape Programme and One Wash initiative. Work with USAID-led initiatives
such as the Land Administration to Nurture Development (LAND) and the Program for Pastoralist Resilience
Improvement and Market Expansion (PRIME) could also be considered. Such programs are already making
capacity development investments and are supported by a well-established Government-Donor coordination
mechanism that supports the utilization of monitoring data, adaptive management of the program delivery and
coordination with components delivered by non-governmental entities. For example, Working Groups for Rural
Economic Development and Food Security (RED&FS SWG), Water and Private Sector Development and Trade
provide Government-Donor coordination platforms relevant to MSIP. These groups promote continuous
improvement in the delivery of flagship multi-donor programs and enable policy dialogue, including in relation
to climate resilience themes. These Sector Working Groups can support the leveraging of investments in existing
programs to support the MSIP as well as mobilization of additional climate finance, which can then be managed
either by the CRGE Facility or through the existing sector-led approaches.

Decisions about institutional arrangements for delivery must be made once funding sources have been
identified and detailed feasibility work undertaken. However, these should ensure maximum FDRE ownership
and leadership, and contribute to lasting delivery capacity within Government systems. This MSIP does not
propose arrangements for project level funding, but assumes that detailed investment planning will take place
once funding sources for specific Activity Groups are identified. Given existing capacity within FDRE systems and
the importance of continuing to build and sustain that capacity, delivery arrangements which prioritize the
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strengthening of Government systems are considered paramount. Different investors have different risk
tolerance and varied appetite for what proportion of their investment should be spent on direct delivery of
results rather than on long-term systems building. Investment into existing mechanisms may be an efficient way
to deliver results but may offer less scope for innovation, problem-solving or building systems which lie outside
of those programs. The CRGE Facility must play a key role in negotiating with donors to ensure that MSIP
investments meet priority investment needs.

X. Financing Plan and Instruments

X.1 Summary of Costs Associated with Activity Packages and Activity Groups

Cost estimates for the Activity Groups have been derived based on an analysis of similar interventions
undertaken in Ethiopia and other countries, and scaled to address the regional or national climate challenges
facing the country, designed to ensure they can support Ethiopia’s transformational objectives under GTP |l.
This is a bottom-up approach to identifying the climate resilience investment gap, and provides an alternate
approach to the “top-down” financial gap analysis described in Section IV.3.

As described in Section VI, the five Activity Groups combine prioritized Activity Packages to address the spatial
and thematic gaps identified through the Portfolio Review and Gap Analysis. The Activity Groups represent a
programmatic, landscape approach to ensuring climate resilience, and emphasize the benefits of cross sectoral
collaboration between sector Ministries to maximize impacts at the national, regional and woreda level.
Investment in these cross-sectoral responses will require implementation at a landscape scale, necessitating
multi-stakeholder coordination in spatial land-use planning which requires using climate, hydrological and land
use data in cross-sectoral decision-making.

Many of the climate resilience activities covered by the MSIP reflect established national priorities and are
already being supported by existing projects and programs. At present, however, more than 50% of priority
Activity Packages are supported only at pilot stage or need to be scaled up to fully address the resilience
challenges faced. In other cases, there are critical gaps that would significantly increase the effectiveness of
ongoing initiatives, for example via improving agriculture related weather forecasting and information services.
The MSIP creates the opportunity for substantially scaling these up.

Table 11 summarizes the estimated cost of the Activity Packages associated with each of the five, climate
resilience-focused Activity Groups.®

Table 11: Summary of Activity Group Costings

Title Main Components Est. overall cost
(USD)

Activity Group 1 - 1. Climate smart and gender sensitive agricultural $5,992 million

Enhancing Climate support services

Resilience in Agriculture

88 See Annex 9 for more detailed costing information.
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resilience approaches

Title Main Components Est. overall cost
(USD)
2. Reduced vulnerability to rainfall variability and water
supply uncertainty
3. Increased resilience through crop productivity
improvements and more equal intra-household
relationships
4. Increased resilience through income diversification
Activity Group 2 — Climate 1. Enhanced climate resilience through expansion of $5,414 million
Resilient Forest and forest resources, effective joint management, more
Landscapes for inclusive benefit sharing, and sustainable utilization
Development, Conservation | 2. Reduced pressure on forests from extensive
and Utilization agriculture
3. Reduced pressure on forests from fuelwood collection
4. Reduced pressure on forests from livestock activities
5. Enhanced resilience through livelihood diversification
Activity Group 3 —Ensuring | 1. Climate smart and gender sensitive extension services $2,628 million
Climate Resilient Livestock | 2. Enhanced resilience through reduced livestock
Management and vulnerability and diversification
Livelihoods 3. Reduced environmental impact of livestock
production
Activity Group 4 — 1. Reduced reliance on fuelwood and charcoal for $654 million
Increased Resilience thermal energy
through Affordable Access | 2. Improved access to low-emissions electricity
to Climate Smart Energy
Activity Group 5 - 1. Enhancing prevention, mitigation and preparedness $107 million
Enhanced Climate-Resilient activities, including through improved drought and
Disaster Risk Management flood risk assessment and early warning systems
and Early Warning Systems | 2. Increased resilience through coordinated food and
non-food responses
3. Enhanced adoption of post-disaster risk reduction and

Many key Activity Packages contribute to the resilience goals of more than one Activity Group, therefore any
attempt to add the costs of the Activity Groups would overestimate the cost of these cross-sectoral resilience
measures. For example, improved livestock management practices (Activity Package 16) has an indicative cost
of $545 million USD. This Activity Package is included in costings for Activity Groups 2 and 3 due to this measure’s
contribution to conservation of forests and landscapes and to improved livelihoods in the livestock sector.

If each Activity Package is counted only once, the total cost of the priority climate resilience measures is
estimated at $11.85 billion. However, this can be considered an over-estimate of the need because some of the
activities will produce other co-benefits (e.g., crop productivity, household energy, infrastructure) that go
beyond core climate resilience needs. Further, there will be some synergies among activity packages in different

sectors. For example, upstream landscape management activities will lower costs and increase the resilience of
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water supply and management structures. Similarly, improving agriculture, livestock and forest management
and related livelihoods can improve people’s ability to mitigate and cope with drought and flood risks without
costlier reliance on disaster risk response.

If these over-estimates and synergies account for 20% to 30% of the costs, then the climate resilience need
would be in the range of $8.3 billion — $9.5 billion USD.

Further subtracting the estimated $1.85 billion USD that is already being invested in climate resilience, as
described in Section 1V.3 from this figure yields an unmet climate resilience need in the range of $6.5 billion -
$7.7 billion USD.

Thus, given the caveats and assumptions, the two estimation approaches (high-level aggregates from Section
IV.3 and bottom-up cost estimates from this Section) yield figures in the same range of $6-8 billion USD.

X.2 Mapping of Priority Investments to Possible Funding Sources

There are over 20 multilateral and bilateral institutions including development banks, funds and assistance
agencies that currently support agriculture, forest and livestock resilience activities in Ethiopia, or else have
publicly indicated an interest in supporting these activities. A review of these agencies has identified:

e 20 funders that could potentially support components of Activity Group 1;
e 13 funders that could potentially support components of Activity Group 2;
e 13 funders that could potentially support components of Activity Group 3;
e 14 funders that could potentially support components of Activity Group 4; and
e 15 funders that could potentially support components of Activity Group 5;

The amount of financial support that each provides ranges from technical assistance grants of less than 51
million to programmatic investments of well over 51 billion for agriculture, land management, watersheds,
safety nets, tenure, livestock and forest. Funding support comprises a mixture of in-kind assistance, grants,
concessional loans and equity investment. Note that these figures do not include private sector and / or IFC
investments. Public / private partnerships have the potential to unlock and leverage public financing, both
domestic and international. However, detailed information on large-scale private sector investment in
agriculture, forest and livestock were not available for this analysis.

The potential funding available through these institutions, coupled with end user contributions and GoE co-
financing, would be sufficient to meet the incremental investment requirement of the Activity Groups. While
some funding sources may be capable of fully funding an Activity Group, there may be advantages to combining
funding from several potential sources to better match the programmatic focus, time horizon and administrative
requirements with needs at the woreda, regional or national level. A preliminary framework to help match
funding sources to investment priorities has been provided in Annex 11.

The GoE expects to use the MSIP analysis, prioritization and consensus building as the base for developing
specific investment projects with finance blended from multiple sources in the coming months. Sources for
this financing include the multi-lateral development banks, bilateral development partners, and a range of
international climate finance funds and mechanisms, notably the Green Climate Fund. It is expected that this
strategic and prioritized approach will yield tangible results in terms of scaled up financing within a few years. If
the Climate Investment Funds and the PPCR gain access to additional financing for investment of country level
investment plans, Ethiopia expects that the funding requests outlined below can be considered. Specific project
concepts and proposals will be developed at the next stage of seeking financing from specific multilateral and
bilateral funds, including the PPCR if funding becomes available. As a direct result of the MSIP process:
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e With AfDB, the GoE is preparing a Ethiopia’s Cook Stove Situation Analysis for PPCR Investment
Opportunity (USS 1 million) which derives from the analyses and consultations under the MSIP process.
There is a request for project preparation funds of USS 0.5 million. AfDB will request MPIS funds.

¢ With the World Bank, the GoE is preparing a Resilient Landscapes and Livelihoods operation (5100m IDA)
to be delivered in mid-2018. This project is being designed based on inputs from the MSIP process and will
seek to leverage financing from the PPCR (requesting USS 48.5, if funds are available), GCF and bilateral
donors, though the final amounts are not yet determined. The World Bank is not requesting MPIS funds.

XI. Essential Learning from the MSIP Process

Xl.1  The Value of the MSIP Process

The MSIP was established to address particularly the climate resilience needs of the forest and agriculture
sectors, taking account of activities in the water, energy and livestock sectors. While this document focuses on
work specific to these sectors, it was recognized at the early stages that the “product is the process”, and the
process could be applied equally to other sectors in the country, and indeed in other countries tackling risks
caused by climate change. The MSIP can therefore add further value through lesson learning and dissemination.

The MSIP process has featured two core approaches to the preparation of credible climate financing proposals,
namely: (i) centering on an inclusive and consultative process with numerous DPs and other stakeholders; and
(ii) largely building on and incorporating all major strategies, programs, projects and analytics for Ethiopia.
The two approaches are somewhat mutually reinforcing; without the high level of participation and
inclusiveness, it will be difficult for the analysis and conclusions to fully and properly reflect the strategic
priorities of Ethiopia. The combination of these two approaches is essential to generating the buy-in and
commitment of the most influential and concerned stakeholders.

In themselves, these two approaches are not new to development or unique to climate change programs.
Participation and ownership have for some time been understood as essential to effective process of technical
assistance and change management. They have perhaps been even more important than might otherwise be
the case, given that the MSIP process aims to leverage and create a multiplier effect in scaling up investment
and action through 2030 using new and additional financing from multiple sources to support Ethiopia to achieve
its climate resilience objectives. This requires a high level of clarity on the current state of play as well as the
case for change, and one that is unlikely to emerge from a more traditional (or “expert”) approach to
programming, where the essential realities and interests of the country unfortunately can get overlooked.

As highlighted elsewhere in the MSIP, the three essential components of the process have been preparation,
consultation and participation. Lessons learned in the context of each one are worth consideration.

Xl.2  The Value of Preparatory Work

Preparation has been a continual element of the MSIP process. In many ways, the extensive strategic planning
and institutional adaptation pursued by GoE to tackle climate resilience provided the strong foundation for the
work. Without this, the consultation and participation would have been harder to facilitate, as it would have
lacked both an organizing framework and material data.

In the context of the MSIP itself, the first Joint Scoping Mission, conducted in February 2016, represented the
foundation point for the work and engaged with over 40 different entities intensively in investment and policy
dialogue. The second mission brought in regional actors to deepen the dialogue. This provided the important
base of understanding for stakeholders, which could continually be referenced to guide on-going work and
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ensure consistency. The creation of an early “zero draft” of the MSIP document provided a line of sight for
participants, establishing a framework under which the process could inform the product.

Thus, preparation was essential to the effectiveness and efficiency of the process, and hence the robustness of
the product. As usually the case, hindsight provides lessons on how preparation could have been strengthened.
The main ones relate to the elements of consultation and participation, as described below.

X1.3  The Value of Consultation

Consultation has been the bedrock of the MSIP, this document incorporating data and information collected
from, and analysis and conclusions that have been jointly reviewed and refined with, stakeholders. While
external parties have helped develop the MSIP their role has been to sustain rather than substitute for such
consultations. The consultants engaged in the latter part of the MSIP preparation were required to add capacity
in data collection, analysis and reporting, while ensuring that stakeholders remained the owners of the process.

The involvement of the consultants on this basis was enabled by the preparatory work that had gone before.
There was a clear starting point that limited the risk of either duplication or digression of work. Regular
consultations between the consultants and the Core MSIP team ensured that this remained the case.

While consultation was essential to the MSIP, it should always be recognized that this comes at a cost.
Extensive and inclusive consultations such as those that have been practiced inevitably take time. The
submission of the MSIP to the PPCR will be almost two years after Ethiopia was selected to participate in the
PPCR. For some, this might seem too long, particularly in a context where there is an understandable sense of
urgency driving resource mobilization to support the CRGE initiative.

Ensuring such urgency does not overtake the consultative process is essential. The end-product can only derive
from full consultations around each step of the process, if it is to be robust and owned by those that will take it
forward. The lesson is that there must be, from the outset, a strongly shared vision of the nature and value of -
the end-product, so that any urge for short-term progress can be overcome.

This lends emphasis to the vital role of thorough preparation, as it is this that will help create the shared vision.
While acknowledging the effort that had gone into early preparation, the consultants observed some
inconsistencies in stakeholder understanding of the purpose of the MSIP. Such inconsistencies did not prevent
the work from going forward, but did at times slow the process down. Totally removing divergence of
understanding is extremely difficult, particularly when involving many people with differing interests.
Nevertheless, the critical lesson is that substantial time must be spent communicating the vision, ensuring that
stakeholders really do share an understanding and thus are able to contribute fully to the consultative process.

Xl.4  The Importance of Participation

Participation is essential if consultation is to be effective. To work the fullest extent, participation must be
inclusive and engaged.

The essence of the MSIP is that it takes a multi-sectoral approach and melds together the interests of the
different groups that can contribute to and will likely be affected by the MSIP. The importance of involving the
different sectors, as well as the donors and potential executing agencies, was recognized at the outset, the
formation of the Core MSIP Team being instrumental in bringing them together in constructive dialogue. The
inclusiveness of the participation is indicated by the recording of over 230 contributors to the MSIP process (see
Annex 5 for more details).
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For participants to be engaged the opportunity to contribute is necessary but not sufficient; for real
engagement to occur people must feel that their input can make a difference, and will be considered as
seriously as those of other stakeholders. Key to this has been both the openness of the consultative process and
transparency achieved through the regular updating and sharing of information. Outputs have resulted from
each stepin the process, and it is possible to see from these how consultations have influenced the development
of the MSIP. This seems to have encouraged continual and constructive participation.

Effective (engaged) participation also requires continuity, otherwise progression is difficult to achieve. The
records of stakeholder participation (see Annex 5) reveal that there were many individuals that participated in
only one or two steps, and few outside the Bank that have been involved in all, which implies lack of continuity.
Participating organizations might counter this by ensuring that, even if different people are involved, they have
all been fully briefed and thus have the necessary shared understanding. While in theory this is possible, the
observation of the consultants was that such briefing had not always adequately taken place, with some
participants at workshops seeming to have limited understanding of previous steps. This slowed down progress
and reduced the value of the consultations. Given demands on participant time, safeguarding against this lack
of continuity is always difficult. However, it is important to address this as much as possible, including by making
the organizations involved understand that they are accountable for the ability of the individuals that represent
them to properly engage in — and therefore for the success of — the process.

If this continuity in organizational engagement can be achieved, then in fact there are benefits of inclusivity
from involving a larger number of people. The more people that participate in the preparations and
consultations, the broader the base of understanding of and, potentially, buy-in to the MSIP. In this way, the
MSIP process can achieve one of its aims, by boosting GoE’s capacity for cost-effective and efficient scaled-up
action on the ground.

In taking the MSIP forward it should be noted that there has been limited participation of the private sector,
and none of the communities intended to benefit from investments in climate resilience. The latter seems
appropriate, as community involvement will be more constructive when considering the design of specific
projects developed under the MSIP. The lack of engagement of the private sector is potentially more
problematic, given how important their contribution will be to some investment areas. The lack of participation
of this group probably reflects its current low levels of investment in activities that contribute to climate
resilience in natural resources in Ethiopia, and will need to be addressed as the MSIP is used to mobilize
necessary resources, some of which must come from the private sector.
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PiLOT PROGRAM FOR CLIMATE RESILIENCE
ETHIOPIA: Summary of Multi Sector Investment Plan for Climate Resilience

1. Country/Region: Ethiopia / Africa
2. PPCR Funding Request (in The Government of Ethiopia is requesting funding for the following
USD million):: projects proposed with World Bank and AfDB.

e With the World Bank, the GoE is preparing a Resilient Landscapes
and Livelihoods operation (USS$ 100m IDA, requesting USS 48.5 m
from PPCR, if funds are available) to be delivered in mid-2018.

e With the AfDB, the GOE is preparing to increase resilience
through affordable access to climate smart energy. To facilitate
the project preparation, AfDB is requesting a Project Preparation
Grant of USD 0.5 million leading to potential contribution from
ADF (amount to be confirmed) and requesting up to USD50 m
from PPCR, if funds are available.

Both projects are being designed based on inputs from the MSIP

process and will seek to leverage financing from multiple sources. The

GoE expects to work with the World Bank, AfDB and other

development partners to use this MSIP to leverage financing for

climate resilience, including from the GCF.

3. National PPCR Focal Point: Zerihun Getu

UN Agencies and Regional Economic Cooperation,
CRGE Facility

MoFEC, Addis Ababa, Ethiopia
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Ministry of Finance and Economic Cooperation

World Bank, AfDB, IFC
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6. MDB PPCR Focal Point and Headquarters-PPCR Focal Point: | TTLs:

Project/Program Task Team Kanta Kumari Rigaud (WB) Stephen Danyo and
Leader (TTL): Phillips Gareth (AfDB) Timothy H. Brown (WB)
Joyita M. Mukherjee (IFC) Diop Bamba (AfDB)

Senait Mekete Ayele (IFC)

7. Description of SPCR:

(a) Key challenges related to vulnerability to climate change/variability:

Ethiopia aims to become a lower middle-income country by 2025 on a climate resilient and green economic
growth path that is socially equitable and inclusive. Ethiopia is both highly exposed to climate shocks and
changes, and highly vulnerable. This is due to its rainfall-dependent economy, predominantly rural
population, frequent occurrence of droughts and floods, high poverty rates, and limited institutional
capacity. Ethiopia’s climate vulnerability results mainly from five challenges: (i) adverse impacts on the
agriculture and livestock sectors; (ii) effects on the hydropower sector and, hence, power generation; (iii)
increased flooding impacting on the transport sector; (iv) effects of drought on government expenditure
associated with vulnerability and food insecurity; and (v) impacts on irrigation and hydropower due to
conflicts associated with competing demands for water. Changes in the state of forests and woodlands can
amplify or ameliorate each of these factors, given the close interactions and inter-dependency between
water, energy, forest, and agriculture in the rural landscape.

To overcome these challenges and achieve a more resilient economy, Ethiopia must undertake a structural
transformation in line with its ambitious economic development plans which rely heavily on a four-fold
increase in the productivity of its rural landscapes, green industrialization and urbanization, and sustainable
energy access. Ethiopia requires not only large volumes of strategically coordinated public and private
investment, but also policy and regulatory reform, as well as extensive cross-sectoral and multi-stakeholder
collaboration. The MSIP captures required investments that can help to build the country’s adaptive
capacity and tackle specific climate risks.
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(b) Areas of Intervention — sectors and themes

To help Ethiopia tackle these challenges and advance the national move toward climate resilient, green
growth, this Ethiopian Multi-Sector Investment Plan (MSIP) for Climate Resilient Agriculture and Forest
Development defines an investment need of approximately USS 4 billion in the 2017-2030 period. The MSIP
deals with those sectors that are expected to be most affected by climate change in the next 15 years: by
strengthening resilience in those important sectors, the MSIP will lay the foundation for future
development towards Ethiopia’s longer term objectives of a diverse, climate resilient and green economy.
Using a broad, inclusive consultative process, the MSIP groups 50 priority Activity Packages into Activity
Groups that pursue a multi-sectoral approach to address key challenges in the agriculture, forestry, water,
livestock and energy sectors. These Activity Groups aim to address the financial, thematic and spatial gaps
identified through an analytical and inclusive process. The five Activity Groups cover the following sectors
and themes:

1. Enhancing climate resilience in agriculture, including: Climate smart and gender sensitive
agricultural support services; Reduced vulnerability to rainfall variability and water supply
uncertainty; Increased resilience through crop productivity improvements and more equal intra-
household relationships; Increased resilience through income diversification; Better natural
resource management (soil, water, agroforestry).

2. Climate resilient forest and landscape development, conservation and utilization, including:
Strengthening the resilience of the forest sector by expanding forest resources and improving their
management; Reducing pressure on landscapes from extension of the agricultural frontier;
Reducing forest degradation due to fuelwood harvesting; Reducing pressure on landscapes from
grazing-related land clearance; Reducing vulnerability of people in the forestry sector through
livelihoods diversificationlmproved land and water management to deliver economic growth in
agriculture, forestry and livestock production.

3. Ensuring climate resilient livestock management and livelihoods, including: Climate smart and
gender sensitive extension services; Enhanced resilience through reduced livestock vulnerability and
diversification; Reduced environmental impact of livestock production; Better natural resource
management (soil, water, agroforestry).

4. Increased resilience through affordable access to climate smart energy including: Reduced reliance
on fuelwood for thermal energy; Improved access to low-emissions electricity.

5. Enhanced climate-resilient disaster risk management and early warning systems including:

Improved drought and flood risk assessment and early warning systems; Increased resilience
through coordinated food and non-food responses; Improved implementation of the Sendai
Framework for Disaster Risk Reduction.

(c) Expected Outcomes from the Implementation of the SPCR

The MSIP results are aligned to Ethiopia’s CRGE Strategy and the GTP Il so that it is fully integrated into the
national system both for development planning and for monitoring and evaluation. Implementation of the
MSIP is expected to catalyse transformational change by mobilising investment to scale up existing practices
and creating a change in the use of climate, hydrological and land use data in cross-sectoral decision-
making. Specifically, implementing the activities in the MSIP should contribute to a four-fold increase in the
productivity of Ethiopia’s rural landscape by harnessing improvements in land and water management that
optimize efficiency, balance competing priorities and leverage investment from both the public and private
sectors.

The MSIP provides a widely agreed framework for coordinating public financing for investment in climate
resilience. Success will require strong implementation mechanisms and cross sectoral coordination at all
levels of government, as well as technically qualified human resources to realize investment projects on the
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ground. Fortunately, Ethiopia has established the CRGE Facility as a coordinating body that also continues
to build capacity and strengthen implementation through its sectoral focal points and links to sectoral
agencies and regional implementation structures.

The MSIP process also has analyzed the policy and regulatory incentives for improvements in resilience and
identified potential areas for reform. This will guide ongoing dialogue between the FDRE and its
development partners, as well as private sector actors. A risk assessment has also identified and categorized
key issues along with mitigation measures to manage major risks.

The MSIP expects to support and catalyse transformational change through three levers: 1) Scaling up
through enhanced, integrated and coordinated approach to public investment; 2) Creating the enabling
conditions for scaling up private investment, including smallholders; and 3) Improving decision-making and
delivery within existing large-scale government programmes and investments with targeted policy reforms
and better use of data and evidence from the field. The MSIP provides the framework for Ethiopia to
achieve the necessary transformation and advance along a pathway to increased resilience.

Ethiopia MSIP for PPCR, 9 May 2017. Summary, p. v




8. Expected Key results from the Implementation of the Investment Strategy (consistent with PPCR
Results Framework):

Ethiopia’s MSIP for climate resilience directly supports Ethiopia’s national development vision and plans.
The Growth and Transformation Program (GTP II) sets Ethiopia’s vision to become a lower middle income
country by 2025. The Climate Resilient Green Economy (CRGE) Strategy is one of the GTP II's strategic pillars
and contributes by supporting climate resilient and green economic growth that is socially equitable and
inclusive, addressing underlying drivers of vulnerability to climate risks.

The CRGE Strategy has four supporting pillars: Agriculture Systems strengthened using low carbon, climate
resilient practices, forests and other natural resources protected and sustainably managed, increased
energy and electricity generation from diversified climate resilient, renewable sources, and green cities,
buildings, transportation and industrial systems developed and safeguarded against climate risks. The MSIP
directly and indirectly supports all of these pillars, which are consistent with the PPCR results framework
(as shown below and in Section VIl and Table 9 of the MSIP Document).

Monitoring and evaluation under the MSIP is built into the system for tracking national development and
resilience progress. The CRGE Facility has established a Monitoring and Evaluation (M&E) System that
cascades national monitoring requirements into CRGE related investments. This is readily aligned with the
PPCR M&E results framework, as indicated below, and in greater detail in Table 9 of the MSIP document.
The following table summarizes the alighment between the Expected MSIP Results, the national framework
of CRGE Indicators and the PPCR Results and Catalytic Outcomes, as well as project/program results and
indicators.
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Overarching Objective: To directly support Ethiopia’s target of a climate resilient and green economy reaching lows
middle income status by 2025.

=

CRGE Strategy

CRGE Indicators

PPCR Results, Catalytic Outcomes & Indicators

Goal: Resilience of
households improved

e Change in climate vulnerability of

rural communities

Strengthened adaptive capacity of
rural communities and businesses

Improved quality of life of people living in areas mos

affected by climate variability & CC

e % of people classified as poor (women & men) and
food insecure in most affected regions

t

Longer-Term MSIP

Outcomes

» Enhanced climate
responsive and
climate resilient
development

planning

Evidence of strengthened
government capacity to collect,
analyze and apply climate
information to planning and
decision-making

Degree of integration/
mainstreaming of climate change
in national and sector planning and
coordination

Increased resilience in economic, social, and eco-
systems to climate variability & CC through
transformed social and economic development

e Changes in budgets of all levels of government to

take into account effects of climate variability & CC

across sectors and regions.
e Degree to which development plans integrate

climate resilience by subjecting planning to climate

proofing and assessments of vulnerability (includin
gender) and including measures to better manage
and reduce risk.

oQ

» Climate responsive
investment
opportunities

Scaled-up investments in climate resilience and thei

replication

e Number and value of investments (national and
local government, non-government, private sector|
etc.) in S by type of climate resilient investments

’

» Knowledge, skills
and capacities:
Strengthened gov't
capacities to plan,
resource and deliver
green, climate
resilient results

e Extent to which sectors use
improved tools, instruments,
strategies and activities to respond
to climate variability & CC

Increased capacity to integrate climate resilience int

country strategies

e Evidence of a functioning cross-sectoral mechanis
that takes account of climate variability & CC

e Evidence of line ministries or functional agencies
lead in updating or revising country strategies
(country ownership)

Expected MSIP Results

CRGE Indicators

PPCR Project/Program Results and indicators

Activity Group 1 -
Enhancing Climate
Resilient  Agricultural
Production and Food
Security

e (Change in) Rainfed crop area
under sustainable, climate smart
land management practices (ha) —
by crop type (private holders only)
(Change in) crop land productivity
where modern, climate smart and
small-scale irrigation applied
(quintal per hectare) for: Major
food crops; High value crops
(Change in) Total crop land under
modern, climate smart irrigation
systems (ha and %) by type: S, M, L
Number of households reporting a
wider variety of livelihood
strategies (disaggregated by male
and female-headed)

Increased capacity to withstand / recover from CC/

CV effects in investment program/ project specific

priority agricultural / water interventions, social

safety nets, insurance schemes, etc

e Change in percent change in availability of
drought/salt-tolerant, certified seeds/crops

e Change in hectares of farms with sustainable acceg
to irrigation and drinking water

(%]

Activity Group 2 -

Climate Resilient
Forest and Natural
Resource

Management

Total area (individual & communal)
of land under sustainable, climate
smart, land management plans

Increased capacity to withstand / recover from CC/
CV effects in investment program/ project specific
priority agricultural / water interventions, social
safety nets, insurance schemes, etc
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e Cumulative area of land covered
with forest (ha), disaggregated by:
Protected (%); Plantation (%),
Under improved forest mgmt
systems (%) and reduced carbon
emissions practices (%)

Change in HH fuelwood use
Number of households reporting a
wider variety of livelihood
strategies (disaggregated by male
and female-headed)

Area of land developed with
community based watershed
program & area rehabilitated

e Change in hectares (ha) of area in project/program
area with management plan that integrate climate
change considerations

Activity Group 3 -

Ensuring Climate
Resilient Livestock
Management and
Livelihoods

Productivity of communal pasture
and rangeland (tons/ha) — feed /
forage

Number of households reporting a
wider variety of livelihood
strategies (disaggregated by male
and female-headed)

Increased capacity to withstand / recover from CC/
CV effects in investment program/ project specific
priority agricultural / water interventions, social
safety nets, insurance schemes, etc

Activity Group 4 -
Improved access to
climate-smart energy

Annual energy savings:
disaggregated by type of energy-
saving measure

Installed capacity renewable
energy (type, GWh), including from
solar, wind, geothermal. biomass

Increased capacity to withstand / recover from CC/

CV effects in investment program/ project specific

priority infrastructure

e Change in # of energy-related infrastructure
integrating climate resilience features

e Availability of tools to assess climate risks to powef
plants and other sources of energy

Activity Group 5
Enhanced climate-
related disaster risk
management and
response systems

Perception of men, women,
vulnerable populations, and
emergency response agencies of
the timeliness, content and reach
of early warning systems
Evidence of strengthened
government capacity to collect,
analyze and apply climate
information to decision-making
Extent to which sectors use
improved tools, instruments,
strategies and activities to respond
to climate variability & CC
Perception of men, women,
vulnerable populations, and
emergency response agencies of
the timeliness, content and reach
of early warning system

Increased resilience in economic, social, and eco-
systems to climate variability & CC through
transformed social and economic development

e Existence and effectiveness of early warning system
for extreme climate events

e Scope of social safety nets;

e Existence of risk insurances;

e Extent to which development decision making is
made based on country-specific climate science,
local climate knowledge (regional and eco-regiona
level), and (gender-sensitive) vulnerability studies

e Coverage (comprehensiveness) of climate risk
analysis and vulnerability assessments within the
limits that current scientific evidence permits.
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9. Project and Program Concepts under the SPCR:

Ethiopia’s MSIP (local name for SPCR) lays out a sound strategic investment framework. Specific project
concepts and proposals will be developed at the next stage of seeking financing from specific multilateral
and bilateral funds. As a direct result of the MSIP process:

e With AfDB, the GoE is preparing a Ethiopia’s Cook Stove Situation Analysis for PPCR Investment
Opportunity (USS 1 million) which derives from the analyses and consultations under the MSIP
process. There is a request for project preparation funds of USS$ 0.5 million. AfDB will request
accompanying MPIS funds.

e With the World Bank, the GoE is preparing a Resilient Landscapes and Livelihoods operation
(5100m IDA) to be delivered in mid-2018. This project is being designed based on inputs from the
MSIP process and will seek to leverage financing from the PPCR (requesting USS 48.5, if funds are
available), GCF and bilateral donors, though the final amounts are not yet determined. The
concept is an annex of the main document. The World Bank is not requesting MPIS funds.

Expected Preparatio
. Requested
Project/Program Concept co- n grant
" MDB po . .
Title financing request
(Uss) (Us$)

R.eS|I.|ent Landscapes and WB 485 54000 0.0
Livelihoods operation
Ethiopia’s Cook Stove
Situation Analysis for PPCR | AfDB 50.0 tbd 0.5
Investment Opportunity

Project concepts and proposals will be further developed in coming months by the Government together
with the MDBs, and possibly with other partners.

Regarding Ethiopia’s overall investment need to achieve climate resilience in the target sectors to 2030, the
MSIP follows two lines of analysis, one based on high level aggregates, the other based on more detailed
cost estimates. For the aggregate level, estimates based on the Government’s sectoral climate resilience
strategies amount to about USS 5.9 billion. Noting that these estimates dated from 2011-14, the actual
current need could be 20-30 percent higher. Taking the midpoint of 25%, this increases the estimate of the
investment gap to about $7.4 billion.

For the detailed analysis, the estimated costs of all activity packages summed to USS 11.8 billion. These cost
estimates are based on more recent data and more current understanding of the resilience needs for each
sector. However, this can still be considered an over-estimate of the need because some of the activities
will produce other co-benefits (e.g., crop productivity, household energy, infrastructure) that go beyond
core climate resilience needs. Further, there will be some synergies among activity packages in different
sectors, for example, upstream landscape management activities will lower costs and increase the resilience
of water supply and management structures. If these over-estimates and synergies account for a quarter to
a third of the costs, then the climate resilience need would be in the range of USS 8-9 billion. Thus, given
the caveats and assumptions, the two estimation approaches yield figures in the same range of USS 6-8
billion.
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In comparison to this need, the total value of the existing portfolio of development partner projects is
around USS 4.8 billion. However, not all of this spending is directly for climate resilience, as it includes water
and energy sector infrastructure, as well as agriculture and landscape productivity activities that contribute
to broader development objectives. These figures can be adjusted to account for the multiple objectives
using a range of assumptions to yield about USS 1.8 billion. Subtracting the current spending from the
estimated need yields a gap of USS 4-6 billion (based on the two approaches).

10. Timeframe (tentative) Milestones

The GoE expects to use the MSIP analysis, prioritization and consensus building as the base for developing
specific investment projects with finance blended from multiple sources in the coming months and years
and the results framework provides a system for monitoring these milestones. Some of the sources for this
financing are identified in the document, including the multi-lateral development banks, bilateral
development partners, and a range of international climate finance funds and mechanisms, notably the
Green Climate Fund, where Ethiopia is a participating member. It is expected that this strategic and
prioritized approach will yield tangible results in terms of scaled up financing within a few years. If the
Climate Investment Funds and the PPCR gain access to additional financing for investment of country level
investment plans, Ethiopia expects that the funding requests outlined below can be considered. Current
time frame for follow on activities:

e 2017 /12 - AfDB and GOE to submit concept for implementation of project preparation grant for
project, Ethiopia’s Cook Stove Situation Analysis for PPC Investment Opportunity.

e 2018/12 — AfDB and GOE deliver Ethiopia’s Cook stove Project for PPCR Investment Opportunity
to AfDB Board.

e 2017 (Q3) — GoE with World Bank will deliver Project Concept Note for Resilient Landscapes and
Livelihoods operation (5100m IDA), with parallel financing of USS$ 48.5 million requested from
PPCR and other sources.

e 2018 (mid) — GoE with World Bank will deliver Resilient Landscapes and Livelihoods operation to
WB Board. Additional financing is being sought from the GCF and bilateral partners, amounts to
be determined.

e Other Partners involved in SPCR:

Besides the MDBs (WBG and AfDB), development partners (such as UK/DFID, Norway/Norway's
International Climate and Forest Initiative, UNDP, IFAD, FAOQ, JICA, EU, Canada, Irish AID, US (State and
USAID), Denmark, Germany/KfW, Sweden/SIDA, Austria, Finland, French and Global Green Growth
Institute; Korean International Cooperation Agency; CIAT-International Center for Tropical Agriculture.
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Multi-Sector Investment Plan (MSIP) for Climate Resilient Agriculture
and Forest Development 2017-2030!

Executive Summary

Ethiopia has a vision to become a lower middle-income country by 2025. It aims to do this through climate resilient
and green economic growth that is socially equitable and inclusive, and which addresses underlying drivers of
vulnerability to climate risks. Due in part to its diverse geography, Ethiopia has always faced a variable climate. The
precise, spatially-explicit impacts of future climate change in Ethiopia are still uncertain, but over the coming 15 years
increases in climate variability are highly likely. Uncertainty and variability present real challenges to Ethiopia’s
rapidly growing economy to adapt and build-in resilience. Economic development still relies on a largely rural rain-
fed agricultural sector: wide annual variations in seasonal rainfall performance hamper development and dampen
growth.

Negative impacts of climate change on GDP are assumed to occur as a result of the following five factors: (i) adverse
impacts on the agriculture and livestock sectors; (ii) effects on the hydropower sector and, hence, power generation;
(iii) increased flooding impacting on the transport sector; (iv) effects of drought on government expenditure
associated with vulnerability and food insecurity; and (v) impacts on irrigation and hydropower due to conflicts
associated with competing demands for water. Changes in the state of forests and woodlands can amplify or
ameliorate each of these factors, given the close interactions and inter-dependency between water, energy, forest,
and agriculture in the rural landscape.

As a low-income country, Ethiopia is more vulnerable to current climate variability and future climate changes
than are wealthier countries.? Ethiopia is both highly exposed to climate shocks and changes, and highly vulnerable.
This is due to its rainfall-dependent economy, predominantly rural population, frequent occurrence of droughts and
floods, high poverty rates, and limited institutional capacity. 3 To achieve its transformational development goals,
Ethiopia must balance investments in vulnerability reduction with response to specific climate impacts. This means
investing climate finance in interventions which overlap with traditional development practice as well as in those
which target particular climate impacts such as changes in rainfall patterns and temperature increase. In practice,
these interventions lie on a broad spectrum of activities with gradations of emphasis on vulnerability and impacts.
The MSIP captures required investments along this continuum, which can build the foundations of the country’s
adaptive capacity and identify and tackle specific climate risks. Investment along this spectrum is justified because
Ethiopia is less able to deal with climate events while it is still developing its institutional, economic or financial
capacity to adapt effectively. This justifies the investment of climate finance in both broad-based inclusive growth to
boost adaptation demand and improve the efficiency of more targeted adaptation support, while reducing

! Throughout this document, years refer to Gregorian calendar years.

2 The global insight is based partly on forward looking studies that assess the likely impact of future climate change (Tol 2002a,
b, Parry et al. 2007) and partly on empirical evidence that looks at the impact of extreme climate events in the past (Kahn 2005,
Noy 2009, Toya and Skidmore 2007). More recent papers drawing similar conclusions include Althor, G., Watson, J. E., & Fuller,
R. A. (2016). Global mismatch between greenhouse gas emissions and the burden of climate change. Scientific reports, 6.
Cariolle, J., Goujon, M., & Guillaumont, P. (2016). Has structural economic vulnerability decreased in Least Developed Countries?
Lessons drawn from retrospective indices. The Journal of Development Studies, 52(5), 591-606. Ethiopia-specific literature also
notes the gaps in ability to cope with current climate variability, as well as future changes. For example: Cooper, P. J. M., Dimes,
J., Rao, K. P. C., Shapiro, B., Shiferaw, B., & Twomlow, S. (2008).

3 Ethiopian Panel on Climate Change (2015), First Assessment Report, Summary of Reports for Policy Makers, Published by the
Ethiopian Academy of Sciences.
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fragmentation of climate finance, other forms of development finance, private sector investment, as well as
government expenditure.

Fundamentally, to overcome its adaptation deficit and achieve a more resilient economy, Ethiopia must undertake
a structural transformation in line with its ambitious economic development plans which rely heavily on a four-
fold increase in the productivity of its rural landscapes, green industrialization and urbanization, and sustainable
energy access. Ethiopia has set itself ambitious development targets in its second Growth and Transformation Plan
(GTPIl) development plan; however, it faces inefficiencies in the provision of adaptation services and has to rationally
allocate its scarce development resources to more pressing and immediate needs. To overcome its adaptation deficit
and achieve aresilient economy, Ethiopia requires a massive effort involving substantial policy and regulatory reform,
extensive cross-sectoral and multi-stakeholder collaboration, as well as large volumes of both public and private
investment that is strategically coordinated to reduce costly fragmentation.

To help Ethiopia tackle this challenge and support the national objectives of climate resilient, green growth, this
Ethiopian Multi-Sector Investment Plan (MSIP) for Climate Resilient Agriculture and Forest Development defines
an investment need between approximately USS 6-8 billion in the 2017-2030 period. The investment plan is
presented in terms of: (i) prioritized and costed activity packages; (ii) existing priority large-scale programs of the
government that can rapidly direct funds to the ground for quick action; (iii) new strategic investment areas in the
forest, agriculture, livestock, energy and water; and (iv) a suite of cross-sector prioritized activities to support these.
The MSIP deals with those sectors that are expected to be most affected by climate change in the next 15 years: by
strengthening resilience in those important sectors, the MSIP will lay the foundation for future development towards
Ethiopia’s longer term objectives of a diverse, climate resilient and green economy. The MSIP also contains an
analysis of enabling policy and regulatory reforms that can leverage the expected changes from the proposed
investments. Not only does the MSIP promise transformation through identifying opportunities for scaling-up
existing good practices but it will also leverage change through improving the efficiency of current development
spend. This leveraging will be done through building systems for better long-term planning and improved cross-
sectoral decision-making, and will be driven by using enhanced climate information, stronger coordination
mechanisms for cross-sectoral action, and more conducive conditions for public-private partnership.

The MSIP brings together the Ministry of Finance and Economic Development (MOFEC), four line ministries, and
the National Disaster Risk Management Commission (NDRMC) to enhance climate resilience in the agriculture,
forestry, water, energy and livestock sectors. The development of the MSIP was led by MoFEC, which is mandated
to mobilize both domestic and external resources for the implementation of the Climate Resilient Green Economy
(CRGE) Strategy. Financing for preparation has been provided by the Climate Investment Fund’s (CIF) Pilot Program
for Climate Resilience (PPCR) and Multilateral Development Banks, the World Bank and its BioCarbon Fund, and the
partners who are supporting the MoFEC and line ministries in operationalizing the country’s CRGE Strategy. The
Ministry of Agriculture and Natural Resources (MoANR), the Ministry of Livestock and Fisheries (MoLF), the Ministry
of Environment, Climate Change and Forests (MEFCC), the Ministry of Water, Irrigation and Energy (MoWIE), and the
NDRMC will lead the implementation of the MSIP activities.

The MSIP is designed to be purposively inclusive. It convenes and helps coordinate a wide variety of financing
sources (international financing, climate financing, domestic budget, and private sector investment) to support
Ethiopia to scale up climate action. 1t is meant to support the Federal Democratic Republic of Ethiopia (FDRE) in
defining or enhancing large strategic investment programs that can effectively and efficiently further scale up
investment action on the ground. Therefore, a detailed consultative process has been followed in the development
of the MSIP. It has used an inclusive process of identifying and prioritizing the activities necessary to achieve the
targets that Ethiopia has put forward in its CRGE Strategy, Climate Resilience Strategy for Agriculture and Forestry,
Climate Resilience Strategy for Water and Energy, UNFCCC Intended Nationally Determined Contribution (INDC),
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Climate Change National Adaptation Programme of Action (NAPA), REDD+ Strategy, Agriculture Policy Investment
Framework, Ethiopia Strategic Investment Framework for Sustainable Land Management (ESIF), and the Disaster Risk
Management Strategic Programme and Investment Framework (DRM SPIF). The prioritization process has been
complemented by a gap analysis that identified what additional activities were required to achieve these targets.
Through on-going consultation, 50 Activity Packages were prioritized.

Using the consultative MSIP process, the 50 priority Activity Packages have been grouped into five Activity Groups.
Each Activity Group focuses on sectoral priorities, pursuing a multi-sectoral approach that identifies priority Activity
Packages in the agriculture, forestry, water, livestock and energy sectors that, together, will address the financial,
thematic and spatial gaps that have been identified by the analysis. The five Activity Groups cover the following
sectors and themes:

1. Enhancing climate resilience in agriculture
e C(Climate smart and gender sensitive agricultural support services
e Reduced vulnerability to rainfall variability and water supply uncertainty
e Increased resilience through crop productivity improvements and more equal intra-household relationships
e Increased resilience through income diversification
e Better natural resource management (soil, water, agroforestry)

2. Climate resilient forest and landscape development, conservation and utilization

e Strengthening the resilience of the forest sector by expanding forest resources and improving their
management

e Reducing pressure on Ethiopia’s landscapes from extension of the agricultural frontier.

e Reducing forest degradation due to fuelwood harvesting

e Reducing pressure on Ethiopia’s landscapes from grazing-related land clearance

e Reducing vulnerability of people in the forestry sector through livelihoods diversificationImproved land and
water management to deliver economic growth in agriculture, forestry and livestock production

3. Ensuring climate resilient livestock management and livelihoods
e Climate smart and gender sensitive extension services
e Enhanced resilience through reduced livestock vulnerability and diversification
e Reduced environmental impact of livestock production
e Better natural resource management (soil, water, agroforestry)

4. Increased resilience through affordable access to climate smart energy
e Reduced reliance on fuelwood for thermal energy
e Improved access to low-emissions electricity

5. Enhanced climate-resilient disaster risk management and early warning systems
e Improved drought and flood risk assessment and early warning systems
e Increased resilience through coordinated food and non-food responses
e Improved implementation of the Sendai Framework for Disaster Risk Reduction?

4 The Sendai Framework for Disaster Risk Reduction 2015-2030 (Sendai Framework) was endorsed by the UN General
Assembly following the 2015 Third UN World Conference on Disaster Risk Reduction (WCDRR) It is a 15-year, voluntary, It is a
non-binding agreement which recognizes that the State has the primary role to reduce disaster risk but that responsibility should
be shared with other stakeholders including local government, the private sector and other stakeholders.
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If each Activity Package is counted only once, the total cost of the priority climate resilience measures is estimated
at $11.85 billion. However, this can be considered an over-estimate of the need because: some of the activities will
produce other co-benefits (e.g., crop productivity, household energy, infrastructure) that go beyond core climate
resilience needs; and there will be some synergies between activity packages. If these over-estimates and synergies
account for 20% to 30% of the costs, then the climate resilience need would be in the range of $8.3 billion — $9.5
billion USD. Further; subtracting the estimated $1.85 billion USD (estimated in the portfolio review) that is already
being invested in climate resilience; yields an unmet climate resilience need in the range of $6.5 billion - 5-7.7 billion
UsD.

Thus, given the caveats and assumptions, the two estimation approaches (high-level aggregates from Section 1V.3
and bottom-up cost estimates from Section X1) yield figures in the same range of $6-8 billion USD.

The MSIP results are closely aligned to the results framework of the CRGE Strategy and the GTP Il, which means it
will be possible for monitoring and reporting to be integrated into the national system.

Through the envisaged combination of activities, the MSIP can catalyse transformational change through
mobilising the investment to scale up existing practices and creating a change in the use of climate, hydrological
and land use data in cross-sectoral decision-making. Specifically, the MSIP should contribute to a four-fold increase
in the productivity of Ethiopia’s rural landscape by harnessing improvements in land and water management that
optimize efficiency, balance competing priorities and leverage investment from both the public and private sectors.
This requires massive investment as well as extensive policy and regulatory reform.

The MSIP aims to coordinate public financing for investment projects, requiring strong implementation
mechanisms at all levels of government as well as the availability of technically qualified manpower to realize
investment projects on the ground. Cross-sectoral co-ordination for implementation will be challenging; and
significant attention to supporting multi-sectoral planning and coordinated implementation will be necessary.
Building on the existing large-scale, long-term government programs that explicitly build climate resilience will allow
these multi-sectoral implementation mechanisms to be practically applied and then extended to new and up-scaled
investments.

The MSIP process has analyzed the policy and regulatory incentives for improvements in resilience and identified
potential areas for reform. This will guide ongoing dialogue between the FDRE and its development partners, as well
as private sector actors. Key priorities include:

e The strengthening of capacity for cross-sectoral planning, policy, and investment at all levels of Government.

e Continued regulatory reform and public-private dialogue to enhance the environment for the private sector to
scale up investment in land and forest-based sectors and to overcome key barriers to accessing finance , including
support to the Forest Fund.

e The management of trade-offs of sectors’ claims to land and water through an enhanced land use planning
process, update of all major river basin master plans and local level land and water use planning for improved
irrigation, afforestation and other infrastructure investments.

e Improved policy for input supply with consideration for greater private involvement, including clearer policies on
the registration of new seed varieties and a plan for value chain investments around agro-industrial parks and
forest industry.

e Improved regulation to support public-private investments in the forestry sector and to incentivize farmers to
use marginal farmlands for afforestation and natural regeneration.

e Improved policy on animal breeding, live animal export and stronger implementation of land use planning that
affect feedlot production and pastoral grazing lands.
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Better implementation of VAT and tariff exemption for off-grid renewable energy technologies used for
productive purposes, clear regulatory guidelines for imposition of tariffs for off-grid power generation for
communal use (e.g. irrigation pumps etc.), inclusion of all off-grid renewable energy devices in financing
mechanisms to relieve forex limitations restricting imports, and improved public-private coordination to enhance
quality standards and vocational training.

Enhanced public-private dialogue on Payment for Ecosystem Services (PES) to share lessons from the pilot
schemes and to ultimately work towards regulation.

Stronger institutional arrangements for research and development in the water sector along with more
consistent water pricing and implementation of regulations around water allocation.

Increased dissemination and institutional transparency around the implementation of environmental
management legislation.

Greater investment in the quality and the use of weather and climate data along with new regulations to support
the scale-up of weather-indexed insurance.

Shifting from costly (but often necessary) humanitarian relief to longer-term resilience-building development
pathways, in line with the profile of a middle-income country.

A full risk assessment has also been prepared, identifying and categorizing primary risks as well as a suite of
mitigation measures to ensure clear plans are in place to manage major risks. The feasibility of this plan rests on
the ability to make a change in the way that the FDRE makes decisions and delivers its services. This will include a
shift from a command-and-control approach where Government plays a lead role in service delivery to one where it
takes on a greater facilitation role, creating space for private sector investment and the incentives for behaviour

change amongst farmers and rural communities. Transformational change should use three levers to achieve scale:

1.
2.

Scaling up through public investment;

Creating the incentives for scaling via private investment, including those of smallholder farmers themselves;
and

Altering decision-making and delivery within existing large-scale government programmes and investments
through policy reform and the greater use of climate, hydrological and land use information in decision-making.

The MSIP provides the framework for Ethiopia to achieve the necessary transformation and advance along a pathway
to increased resilience.
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Part 1: INTRODUCTION AND CONTEXT

l. Introduction and Development Perspective

Upon a request from the Government of Ethiopia’'s Ministry of Finance and Economic Cooperation (MoFEC), the
World Bank Group and African Development Bank are providing support to the development of a Multi-Sector
Investment Plan (MSIP) to enhance climate resilience in the agriculture and forestry sectors, taking account of
activities in the water, energy and livestock sectors. This section of the MSIP provides an overview of the
development perspective and underlying rationale driving the MSIP.

1.1 Introduction

Ethiopia has embarked on an ambitious structural transformation through its successive Growth and
Transformation Plans and its Climate Resilient Green Economy (CRGE) Strategy (2011 to 2030). It has experienced
strong and inclusive economic development over the past decade, with growth in real gross domestic product (GDP)
averaging 10.9% between 2004 and 2014°, exceeding historical averages for the country as well as regional averages
for the same period. This economic growth has been accompanied by significant reductions in poverty, with extreme
poverty falling from 55% in 2000 to 33% in 2011°. Growth has been driven particularly by improved agricultural
practices, the development of new export sectors, strong global commodity demand, and substantial public
infrastructure investment. In parallel, substantial advances have been made in the areas of universal primary
education, gender parity in education, child mortality, maternal mortality, HIV/AIDS, and malaria, Ethiopia being one
of the countries that has made the fastest progress on the Millennium Development Goals (MDGs) and the Human
Development Index (HDI) ranking within the last decade.

Unfortunately, climate change represents a key threat to Ethiopia’s sustained growth and development. Impacts
such as environmental degradation and natural disasters could result in annual GDP losses of 2 to 5 percent per
year, with some models predicting annual losses as large as 10% for drier scenarios’. Climate projections based on
Global Climate Models (GCMs) indicate that the rainfall variability in Ethiopia will increase, with a rising frequency of
both severe flooding and droughts due to global warming®. Major drought events are estimated to reduce Ethiopia's
GDP by 1% to 4% per year®, causing a drag on economic growth and reducing the speed with which the poor can be
lifted out of poverty, in turn slowing achievement of the country’s intended middle-income aspiration. By mid-
century, climate change might lead to a 20 percent increase in the extent of Ethiopia’s dry lands (driest scenario),
which would bring more people into environments where the range of resilience options is limited™°.

The clear implication is that Ethiopia’s structural transformation requires better integration of environmental and
sustainability considerations into the country’s policy and institutional frameworks to achieve efficient use of
resources that contribute sustainably to economic development, poverty reduction and quality of life. The country
faces high population growth and urbanization; significant vulnerability to climate risks, land degradation, and forest
loss; and an agrarian economy that is seeking to diversify in the absence a sufficiently strong regulatory environment,
aligned incentives, or private sector. Its natural wealth constitutes a potentially large pool of resources that is subject
to competing uses but that can be sustainably channeled to enhance physical and human capital if re-invested wisely.

5 World Bank, World Development Indicators.
6 World Bank (2016a).

7 World Bank (2011).

8 World Bank (2011) op cit.

9 OECD (2014).

10 Cervigni and Morris (eds.) (2015).
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This is particularly important in the context of rural landscapes: transformative change requires that Ethiopia’s
diverse production landscapes become not only four times as productive, but also more resilient to climate shocks.

Ethiopia’s rural livelihoods and development depend significantly on the performance of the forest and agriculture
sectors, which are particularly vulnerable to risks associated with climate change. In Ethiopia, 81%!! of the
population lives in rural areas, and is directly dependent upon the performance of the forest and agriculture sectors
for income, energy, food, building materials, and water as their principal buffer against drought, floods and other
climate or disaster risks. Agriculture accounts for most jobs and about 40 percent of output and exports*?, resulting
in the vulnerability of many Ethiopians to climate-related risks such as drought. The forest sector is estimated to have
contributed 4% to GDP at the end of the last GTP period !* through wood and non-wood forest products and
ecosystem services. Moreover, approximately 16% of the total population are pastoralists or agro-pastoralists, and
are vulnerable to hydro-meteorological hazards such as droughts, which reduce grazing stocks and lead to the
starvation of livestock. Local grazing resources are often insufficient to support herds; in the coming decades, feeding
deficits are expected to occur in up to 80% of the years.

The depletion of natural resources compounds Ethiopia’s exposure to climate-related hazards. Forests have been
depleting at an unsustainable rate of 1% per year, due largely to demand for fuel wood and agricultural land®®. With
40% of the crop and pasture land degraded and a further 20% under degradation processes?®, catastrophic droughts
and floods caused by greater climate variability represent a significant risk to many Ethiopians whose livelihoods
depend on the natural resource base. In the absence of action, climate change is also projected to cause a decline in
crop yields under dry and wet scenarios?’, leading to larger income swings among the poor and to large GDP losses .

As a recognized global leader on climate action including the CRGE Strategy, the World Bank and International
Monetary Fund’s Carbon Pricing Leadership Panel, and landscape restoration, the FDRE has made significant
progress in advancing its climate resilience agenda, as demonstrated by the development of key policies, projects
and programs. The country has prioritized the role of natural capital to help drive and protect growth and prosperity,
and help manage climate risks for greater resilience. Advances towards integrating climate change into Ethiopia’s
national planning processes were made through the development of the Climate Change National Adaptation
Programme of Action (NAPA) in 2007. The NAPA, developed by the Ministry of Water Resources (now Ministry of
Water, Irrigation and Electricity) and the Meteorological service, was replaced in 2010 by the Ethiopian Programme
of Adaptation to Climate Change (EPACC). The EPACC calls for mainstreaming climate change into decision-making
at the national level and emphasizes planning and implementation monitoring; it outlines climate change scenarios
for Ethiopia and identifies corresponding risks, along with institutions responsible for mitigating these risks.®

The FDRE recognized the need to strengthen climate resilience in its Second Growth and Transformation Plan (GTP
1, 2015 to 2020) and its CRGE Strategy, which set ambitious climate resilience (CR) goals. The CRGE strategy aims
to enhance Ethiopia’s resilience to climate change while maintaining 2010 greenhouse gas (GHG) emissions levels.

11 World Bank, World Development Indicators, 2014.

12 World Bank (2016a).

13 World Bank Group (2016d) Ethiopia Commercial Planation Forest Industry Investment Plan

14 Cervigni and Morris (eds.) (2015).

15 Drivers of Deforestation and Forest Degradation (2015). Draft study for REDD+ Readiness.

16 FAO, Global Land Degradation Information System. http://www.fao.org/nr/lada/gladis/glad_ind/.
17 These scenarios are described more fully in section II.

18 World Bank (2011).

1% Nachmany et al. (2015).
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To drive forward its climate resilience agenda, the GTP Il identified priorities and targets towards strengthening
climate resilience for the planning period 2015 to 2020.

Climate-resilience policies and programs are complemented by a national disaster risk management agenda. Given
the increasing frequency and severity of disasters due to climate change, in 2013 FDRE developed the National Policy
and Strategy on Disaster Risk Management (NPDRM), and has recently developed the Disaster Risk Management
Strategic Program and Investment Framework (DRM-SPIF). Key goals of the NPDRM include the enhancement of
Ethiopia’s capacity to withstand the impact of natural hazards at the national, local, community and household level,
and to significantly reduce the damages associated with disasters by 2023. The DRM-SPIF is a tool envisaged to
facilitate the National Policy and Strategy on DRM by addressing existing gaps and limitations in Ethiopia’s DRM
capacity and establishing an integrated DRM system.

There have been other significant advances in strengthening climate resilience and protecting Ethiopia’s natural
capital. Recent initiatives towards enhancing Ethiopia’s climate resilience, such as those conducted under the
Ministry of Agriculture and Natural Resources’ (MoANR’s) Sustainable Land Management Program (SLMP), have
focused on improved watershed functions from structural and vegetative measures, leading to water use efficiency
gains on plots coupled with a transformation in the livestock production system by shifting from open access to cut-
and-carry systems while regenerating vegetation and tree cover. An evaluation showed that in Tigray, household
income increased by 161% because of the project, and crop yields increased by 40-189% whether irrigated or not%.
And unproductive degraded land was brought back into production, helping boost system resilience. A geospatial
assessment carried out by the World Bank in 2017 shows a greening trend in SLMP watersheds across a wide area
during the 2016 drought.

Notwithstanding these and other initiatives, further investment is required to build Ethiopia’s resilience to climate
risks and to safeguard Ethiopia’s natural capital. Quick action is needed, and existing programs offering a way to
quickly scale up action on the ground and channel new funds to do so. Advances such as those made under the
SLMP demonstrate the high potential for climate resilience measures to safeguard the large economic gains
associated with protection of the natural resource base. However, given the large exposure of the Ethiopian economy
to climate-related risks, further investments in resilience enhancing measures are required.

1.2 Rationale

Ethiopia’s situation offers both opportunities and challenges that affect the nation’s development pathways.
Reaching the shorter-term GTP Il targets and the longer-term CRGE goals, given environmental and climate risks, will
require strong synergies between sectors and careful management of trade-offs of various sectors’ claims on the
same resources.

Confronting these challenges, the FDRE identified forest and agriculture, as well as the water, energy and livestock
sectors, as key sectors to strengthen resilience to climate risks, as highlighted in its Expression of Interest (EOI) to
the Climate Investment Fund (CIF)’s Pilot Program for Climate Resilience (PPCR). Based on this EOIl and findings from
a subsequent broad consultative process including development partner agencies and stakeholders, agreement was
reached that investment planning should focus on activities in the agriculture, forest, water, energy and livestock,
because safeguarding these sectors from the adverse impacts of climate change is vital to protecting Ethiopia’s
development gains. This is consistent with the targets and priorities identified in GTP Il for these sectors, as follows:

e Agriculture: Implementing cluster-based agriculture development, improving agricultural input supply and
technology adoption, scaling up best practices of model farmers to enhance agricultural productivity among

20 praft impact assessment, GIZ (2015).
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smallholder farmers, delivering effective extension services and increasing the production of high value crops
through increased productivity.

e Forests: Protecting and rehabilitating forests for their economic and ecosystem services (i.e. forests are water
factories), enhancing forest development and utilization, increasing the share of the forest sector in the overall
economy and increasing the forest coverage through research-based forest development.

e Livestock: Improving animal health, animal feed and animal breed with targets to increase productivity, with a
view to adequately exploiting the sector’s potential for growth, export earnings and job creation.

o  Water: Mitigating flood and runoff impacts, developing and expanding medium and large-scale irrigation, and
developing and expanding efficient and sustainable irrigation-based farming.

e Energy: Expanding electricity power generation from renewable sources of energy (including hydropower, wind
power, geothermal power, and solar power) for domestic and regional markets, increasing the national energy
generation, transmission and distribution capacity to fully satisfy domestic energy demand with production
surplus for export.

To realize the objectives set out in the GTP Il and CRGE Strategy, rapid, scaled up action and investments in
agriculture, forestry, water, energy and livestock are required. This understanding, combined with recognition of
the importance of a coordinated approach, motivated GoE to submit its EOl requesting the World Bank to provide
lead support to the development of a Multi Sector Investment Plan (MSIP) to scale up investment and action to
achieve the objectives in the CRGE Strategy and GTP-IIl. In May 2015, Ethiopia was selected to participate, and was
allocated a $1.5m preparatory grant from the PPCR.

MSIP Objective

The objective of the MSIP is to help Ethiopia to systematically convene, coordinate and complement financing for
resilience objectives in the forest, agriculture, livestock, water and energy sectors from a variety of existing and
future sources including the PPCR, the Green Climate Fund (GCF), the Global Environment Facility (GEF), the WB’s
International Development Association (IDA) and AfDB’s African Development Fund (ADF), bilateral financing, GoE
budget and CRGE Facility, as well as private sector investment (such as via IFC support to forest and livestock
development). The MSIP will convene financing via multiple channels such as blended climate and non-climate
financing, private investment, government budget, direct financing to the CRGE Facility, bilateral support, pooled
and stand-alone financing, and others. These investments can facilitate the scale-up of FDRE’s existing large-scale
resilience programs, help fill gaps in resilience responses (e.g. insurance, performance-based payments), strengthen
the credibility of investment proposals, plans, programs, projects, and policies, and reduce transaction costs to
Ethiopia and partners from overlaps and duplications.

The FDRE’s MSIP will directly support Ethiopia’s targets articulated in its CRGE Strategy, Climate Resilience Strategy
for Agriculture and Forest, Climate Resilience Strategy for Water and Energy, UNFCCC Intended Nationally
Determined Contribution (INDC), Climate Change National Adaptation Programme of Action (NAPA), REDD+ Strategy,
Agriculture Policy Investment Framework, Ethiopia Strategic Investment Framework for Sustainable Land
Management (ESIF), and the Disaster Risk Management Strategic Programme and Investment Framework (DRM
SPIF). The MSIP is envisaged to enhance and empower these plans and strategies, as well as existing large-scale WB-
financed operations such as the SLMP and forthcoming Resilient Landscapes and Livelihoods operation, Agricultural
Growth Program (AGP), Productive Safety Nets Program (PSNP), and the Oromia Forested Landscape Program (OFLP),
and the new livestock development operation under preparation.

Development of the MSIP requires a concerted effort to collaborate. With the CRGE strategy and GTP I, Ethiopia
articulates the key elements to scale up action on climate change. However, an important factor in ensuring the
successful delivery of GTP Il goals is coordination. Fragmentation of programs, projects, and policies can hinder the
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scale up of financing and reduce its development impact. Moreover, overlapping, unaligned or uncoordinated
projects, programs and policies dissipate capacity and carry significant transaction costs. Coordination, as well as
consolidating and harmonizing information sharing between the FDRE, its DPs and stakeholders within the wider
development community in Ethiopia is therefore crucial in fostering collaboration and reducing costly fragmentation.

By helping to convene resources programmatically for resilient landscapes in Ethiopia, the MSIP can help harness
the potential of the natural resource-based sectors to help reduce poverty equitably. Most of Ethiopia’s population
is rural and directly dependent on natural resources for income, biomass energy (94 percent dependency), food,
building materials, and water and as their principal buffer against drought, floods, and other climate or disaster risks.
There is therefore a clear link between the renewable natural resource base and how it boosts the prospects and
resilience of the bottom 40 percent. This supports Ethiopia’s ambition to achieve middle-income status by 2025
through green growth strategies.

The MSIP can also contribute by scaling up existing large-scale programs, which in turn can enhance speed and
therefore reduce costs. Action now is more cost-effective than action later, as early action can help in protecting
natural capital and the livelihoods that depend on it, and safeguard economic gains associated with the use of natural
resources. One of the fastest ways of enabling early action is to scale up existing large-scale government-
implemented programs, since existing implementation mechanisms, such as staff, procedures, equipment and
knowledge can be deployed. Therefore, scaling up and building on existing programs, such as the SLMP, AGP, PSNP
and OFLP represents the fastest and most cost-effective way to deliver climate-resilience objectives.

Reflecting this rationale, in Part 1 this document presents the case for the MSIP, describing the climate risks facing
the country and the existing institutional framework in place to manage these, and identifying the extent to which
existing investments are meeting the needs for resilience building. Part 2 then presents the conclusions and
recommendations drawn from the MSIP process.

Il. Climate Risks Facing the Forest and Agriculture Sectors

Ethiopia is more vulnerable to current climate variability and future climate changes than wealthier countries. This
section describes how Ethiopia is both highly exposed to climate shocks and changes, and highly vulnerable due to
its rainfall-dependent economy, predominantly rural population, frequent occurrence of droughts and floods, high
poverty rates and limited institutional capacity.

1.1 Summary of Ethiopia’s Climate Challenges

Ethiopia has a complex and varied terrain and climate. The terrain spans from hot arid desert of the Danakil lowland
to the mountainous ranges of the Simien. Ethiopia’s rainfall patterns range from arid regions to those that experience
rainfall of 2,000 mm per year, with the west of the country experiencing greatest rainfall. Ethiopia’s rainfall is
determined by seasonal changes in large-scale global circulation systems that create distinct rainy seasons in
different regions of the country. As a result, there are broadly three hydrological regimes: West with one long rainy
season (June-Sept), Central and Eastern with June-Sept as the main rainy season preceded by smaller
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Figure 1: °C per decade relative to 1960s average. Trends Figure 2: °C per decade relative to 1960s average. Trends

for March — June, reproduced from FDR Ethiopia, (2014). for June — Sept, reproduced from FDR Ethiopia, (2014).
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Figure: 3 mm per decade relative to 1960s average. Trends Figure 4: mm per decade relative to 1960s average. Trends
for March — June, reproduced from FDR Ethiopia, (2014). for June - Sept, reproduced from FDR Ethiopia, (2014).

rains (March-May), and South and South-Easter with February-May as the main rain season and a secondary rainy
season in October-November. There is evidence that climate change has already been happening in Ethiopia for at
least the last 50 years. At the national level, temperatures have increased by an average of around 1°C since the
1960s (Figure 1 and 2). The changing climate may have increased weather variability and incidence of droughts and
floods in the last 10 years relative to the decade before (Figure 3 and 4).%

Climate risks in Ethiopia are linked to high rainfall variability between years, seasons and regions. Yearly variation
around mean rainfall levels of 25% is normal, and can increase to 50% in some regions. Weather variability leads to
extreme events and hazards, especially droughts and floods, and associated soil erosion (Figures 5, 6, and 7). Drought
frequently occurs: 60% of the country is dryland. Major floods have occurred in 1988, 1993, 1994, 1995, 1996, and
2006. Forest fires and pests and diseases have also been linked to increase of temperature, and humidity and
moisture available.

21 FDR Ethiopia, (2014). Climate Resilience Strategy Agriculture and Forestry.
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Figure 5: Frequency of droughts by Woreda for 1990 to 1999 (left map) and 2000-2009 (right map), reproduced from FDR Ethiopia,

(2014)
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Figure 6: Frequency of floods by Woreda for 1990 to 1999 (left map) and 2000 to 2009, reproduced from FDR Ethiopia, (2014)
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Figure 7: Soil Erosion Risk, reproduced from FDR Ethiopia, (2014). Areas at potential risk from current soil erosion have been
estimated by analyzing slope, rainfall, and land-use. The analysis reproduced here suggests that 6% of Ethiopia is at high risk of
erosion, particularly the west of the country

T AREAS PRONE TO
M@&l{g SOIL EROSION

Under current climate, Ethiopia is vulnerable to weather variability: Historic weather variability, extreme events
and hazards result in lost agricultural output, lower export earnings and reduced foreign direct investment, which
have a substantial negative impact on economic growth, particularly for agriculture and forestry, and poverty. Severe
losses in agricultural crops, livestock, and rural infrastructures resulting from drought and floods have also food
security implications. The economic impact depends on the extent of the variability and extreme events but droughts
alone can reduce total GDP by 1% to 4%. The cost of recent major floods range from $3.5 m-S 6 m per event, though
this only capture direct costs. Floods and drought impact millions of people in ways that cannot be evaluated in
simple outputs terms alone?. In addition, soil erosion is a key hazard for agriculture with up to 6% of the country at
risk, and has been estimated to reduce agricultural GDP by 2% to 3% (around 1% of total GDP). Impact on agriculture
and land-use activities are extremely diverse by region, a reflection of the variation in climate, soil type and cultural
practices across the country, but it is consistently more severe for vulnerable groups such as children, the elderly,
the disabled and women.

Increasing climate and weather variability seems likely: Future climate change in Ethiopia is uncertain, although
scenarios of change show the range of possible outcomes, and climate variability is likely to increase across all of
them. The most recent climate projections support the conclusion that future temperatures will rise in Ethiopia
within a range of 0.5 °C to 1.5 °C by the 2020s, and 1.5° to 3° by the 2050s relative to the period 1961-1990 (Figure
8).2 All projections indicate substantial increases in the frequency of days and nights that are considered ‘hot’ in the
current climate. Days that are considered ‘hot’ for their season are projected to increase the most rapidly in July to
September (JAS), occurring on 38-93% of days in JAS by the 2090s.%* Due to the complexity of Ethiopia’s climate,
projections of future rainfall are uncertain and, across the range of models, include both wetter and drier scenarios
with projected changes in annual rainfall from -25% to +30% by the 2050s (Figure 9 and 10).

22 FDR Ethiopia, (2014a)
23 FDR Ethiopia, (2014b)
24 LTS International; AEA; Common Futures; B&M Development Consultant, (2012)
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Figure 8: Historic and future temperature simulations show a clear warming trend. Reproduced from FDR Ethiopia, (2014)
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Figure 9: Historic and future rainfall simulations show mixed results and uncertainty. Reproduced from FDR Ethiopia, (2014)
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Figure 10: Rainfall projections for Ethiopia by region. Reproduced from FDR Ethiopia, (2015)
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Yet, parts of the country could see more changes in key seasonal rainfall and in long-term mean rainfall, which would
have major implications for rural livelihoods and food security, particularly in Somali, South Oromia and parts of
SNNPR. Across all scenarios, year-to-year rainfall variability is the most significant climate variable and rainfall is likely
to be less predictable with more frequent extremes in future as indicated for example by increases in the proportion
of total rainfall that falls in ‘heavy’ events.? Based on Global Climate Models, in conjunction with assumptions about
adaptation strategies, it is possible to identify four different climate change scenarios for Ethiopia that cross changes
in the temperature and rainfall variables (labeled Dryl, Dry2, Wetl and Wet2). Thereby, Dryl and Wetl refer to
scenarios developed in preparation of the World Bank’s Economics of Adaptation to Climate Change report, whereas
Dry2 and Wet2 refer to specific scenarios to capture climate uncertainty in Ethiopia. A baseline scenario for economic
growth and structural change in Ethiopia in absence of climate change has also been estimated. Under the Dry2
scenario, rainfall is likely to decrease over 2045 — 55 (i) by 10 to 25% in the central highlands, (ii) by 0 to 10% in the
south and (iii) by more than 25% in the north of the country. Under the Wet2 scenario, rainfall is projected to increase
(i) by 10 — 25% in the south and central highlands, (ii) by more than 25% in most of the rest of the country. Moreover,
for the Wet2 scenario, an increase in the rainfall variability of the short rains would be associated with an increase
in severe flooding due to storm runoff in the highlands.

Climate change causes a toll on development and dampens growth. Based on the scenarios identified above, it is
possible to estimate the impacts of climate change on GDP (see Figure 11), where a comparison is made between
the baseline scenario where no climate change occurs and the four identified climate change scenarios. Negative
impacts of climate change on GDP are assumed to occur as a result of the following five factors: (i) adverse impacts
on the agriculture and livestock sectors, (ii) effects on the hydropower sector and, hence, power generation, (iii)
increased flooding impacting on the transport sector, (iv) effects of drought on government expenditure associated
with vulnerability and food insecurity, and (v) impacts on irrigation and hydropower due to conflicts associated with
competing demands for energy. Under the Dry2 scenario, losses associated with climate change would represent 6
to 10% of GDP. Under the Wet2 scenario, losses would amount to nearly 8% of GDP, occurring towards the mid-
century. The link between growth and climate variability is shown in Figures 11 and 12.

Figure 11: Deviations of GDP from baseline Scenario. Reproduced from World Bank, 2011
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25 LTS International; AEA; Common Futures; B&E Development Consultant, (2012).
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Figure 12: Economic growth and climate. Reproduced from World Bank, 2011
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1.2 Climate Challenges for the Natural Resource Sectors

The agriculture, forestry and livestock sectors are particularly vulnerable to climate change. Under the drier
scenarios, increases in temperature, decreases in rainfall, and increases in weather variability are associated with
reductions in agricultural productivity, leading to estimated declines of agricultural and livestock productivity of 3%
to 30% by 2050 (Figure 13).%5 Two key risks from future climate change relate to coffee and irrigated crops, which
are both linked to future economic growth. For irrigated crops, water availability should be seen in the context of
rising water demand from an increase in population, rising incomes, and industrial demand, and reduced supply
linked to lower rainfall. Coffee, one of Ethiopia’s main export commaodities, is sensitive to temperature; estimates
suggest that due to global warming, the areas suitable for wild coffee production could be reduced by 40% to 90%
by the 2080s?. If similar reductions would occur for commercial coffee, this could translate into reductions of 30%
in export value by 2030%. The livestock sector is particularly sensitive to increases in temperature, with estimates
suggesting that livestock revenues could decrease by 50% by 2050, potentially jeopardizing the livelihoods of
pastoralists. Temperature increases and decreases in rainfall may also lead to the disappearance of certain types of
forest (e.g. montane and lower montane wet forest and subtropical desert scrub), as well as shifts in the climatic
zones suitable for forestry. These changes may have significant impacts on the production of timber and non-timber
forest products and ecosystem services such as water, soil catchment management, flood protection, and availability
of wood-fuel (Figure 14).% In Figure 15, the main impact of climate change on livelihoods are summarized®.

26 EDRE (2015¢).
27 EDRE (2015¢).
28 FDRE (2015¢).
23 EDRE (2015¢).
30| TS (2012) op. cit.
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Figure 13: Standard deviation in agricultural year to year growth rates. Reproduced from World Bank, 2011
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Figure 14: Biomass availability risk. Reproduced from FDR Ethiopia, (2015)
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Figure 15: Summary of projected climate impact on livelihoods. Reproduced from LTS (2012)
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Pressures on Ethiopia’s ecosystems and natural resources will combine with climate change. Over 80 percent of
Ethiopians are rural, depending on rain-fed smallholder agriculture as their primary income source. Agriculture is the
backbone of Ethiopia’s economy, now and in the foreseeable future, and a key focus of the country’s economic
policy. How landscapes are managed affects food security, water security, drought security, climate security, and
livelihoods security3!. Ethiopia is frequently affected by recurring droughts, and has experienced a high rate of
deforestation, soil degradation and loss as well as over-grazing. Unsustainable land management practices, such as
over-cultivation and over-grazing, have already led to severe land degradation32. With population pressures, annual
wood fuel consumption is expected to rise by 65% between 2010 and 2030, outstripping current supply and leading
to forest degradation of more than 22 million tons of woody biomass.3 In the highlands, pressures on land resources
have led to an expansion of the agricultural frontier into forest areas and steep slopes, which has accelerated
environmental degradation and made agricultural production vulnerable to weather shocks.3

Climate change could adversely impact the water and energy sectors through increased water stress and increased
uncertainty surrounding energy supply. Increased rainfall variability, as well as an increased incidence of floods and
droughts may lead to uncertainty of water supply for human use, livestock production and crop irrigation3. This may
in turn reduce crop and livestock productivity and jeopardize livelihoods. While climate change may affect the

31 Danyo, S. et al. (2017).
32 OECD (2014).

33 FDRE (2011a).

34 OECD (2014).

35 FDRE (2015b).
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generation of hydropower, studies indicate that the overlap between the life span of current hydropower projects
and the time when the effects of climate change will materialize is relatively limited®. A study investigating 122
different climate change scenarios suggests that in approximately one third of the scenarios, hydropower production
is less than in the no-climate change case, whereas in the remaining scenarios production could be higher if
investment in turbine generation is adequate and market arrangements for evacuating the excess power are
established®”. Continued land degradation also reduces reservoir life through sediment loading of surface water
bodies, and the feedback loop between land degradation and climate change processes amplifies the impact.3®

The frequency and severity of disasters such as droughts and floods is likely to increase with climate change,
leading to food insecurity among the affected population and prejudicing the livelihood strategies of many
Ethiopians. Ethiopia is frequently and severely affected by drought, with 70%% of the Ethiopian population at risk of
disasters and climatic variability. Droughts are associated with high economic costs, reducing Ethiopia's GDP by 1%
to 4% in major events years®’, slackening the speed with which the poor can rise from poverty. Since 2000,
approximately 6.2 million*! people have been affected by drought every year, with the 2015 drought associated with
the global El Nifio weather phenomenon causing food insecurity among 10.2 million Ethiopians*2. The 2003 drought
led to a decline in 3.8% in GDP, a 15% inflation rate, a decline in agricultural productive, and widespread food and
energy insecurity, and has changed physical, chemical and biological conditions of the country’s lakes (box 1).*

Box 1: The impact of the 2002/03 drought on the Ethiopian economy Mulat Demeke (2004)

e The drought in 2002/03 led to a 3.8% decline in the country’s GDP and a 15% inflation rate.

e Agricultural production declined by 12% and nearly 11.3 million people required food assistance; an additional 3 million
needed close monitoring (World Bank).

e The coffee harvest is estimated to have declined by 30% in 2002/03 due to drought in coffee producing areas of the
western, southwestern and eastern parts of the country (Fewsnet).

e Drought can damage quality and quantity of production. The volume of water in the hydro dams is also affected by
drought. For instance, the 2002/03 drought reduced the water level of the Koka dam by unprecedented 3 to 4 meters.

e The performance of the non-agricultural sector is also affected by power interruption in years of severe drought (shortage
of water for hydroelectric power generation). For instance, the drought in 2002/03 led to power interruptions that lasted
about four months with a one day/week complete interruption throughout the country. A one day interruption was
estimated to result in a loss of 10-15% of GDP of the day.

e Drought, along with siltation and sedimentation, has changed the physical, chemical and biological conditions of the
country’s lakes. A case in point is the 2002/03 sharp drop in the depth of Lake Tana (source of the Blue Nile), which
seriously disrupted boat transport in the area.

e Millions of dollars are spent on importing food that does not build up a capital stock to foster economic growth. For
example, the United States alone gave 500 million USD worth of food aid to Ethiopia in 2002/03.

36 World Bank (2011).

37 World Bank (2016a).

38 TerrAfrica. Land and Climate (2010)

39 World Bank (2014a).

40 OECD (2014).

41 EM-DAT average number of people affected by drought, taking into account droughts in 2003, 2005, 2008, 2009, 2011 and
2015. D. Guha-Sapir, R. Below, Ph. Hoyois - EM-DAT: The CRED/OFDA International Disaster Database. www.emdat.be.
Université Catholique de Louvain, Brussels, Belgium.

42 FDRE and Humanitarian Partners (2016).

LTS (2012) op. cit.
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1.3 Vulnerability to Climate Change

Overcoming the adaptation deficit. Ethiopia is more vulnerable to current climate variability and future climate
changes than wealthier countries.** Section I1.1 describes how Ethiopia is both highly exposed to climate shocks and
changes, and highly vulnerable due to its rainfall-dependent economy, predominantly rural population, frequent
occurrence of droughts and floods, high poverty rates and limited institutional capacity. Ethiopia has to use climate
finance to reduce climate vulnerability and respond to impacts.*%¢47 This adaptation continuum * has at one end
the most vulnerability-oriented adaptation efforts: these overlap almost completely with traditional development
practice. At the opposite end, activities are designed to target distinct climate change impacts, and fall outside the
realm of development as traditionally defined. In between lies a broad spectrum of activities with gradations of
emphasis on vulnerability and impacts. The MSIP captures required investments along this continuum which can
build the foundations of the country’s adaptive capacity and identify and tackle specific climate risks.

Figure 16: The Adaptation Continuum. Reproduced from McGray (2009)
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The importance of investments in vulnerability reduction for least developed countries is justified by research and
experience tackling the ‘adaptation deficit.”*® This term reflects the fact that low-income countries are less able to
deal with climate events because they lack the institutional, economic or financial capacity to adapt effectively. The
adaptation deficit occurs both because of inefficiencies in the provision of adaptation services but also because of
the rational allocation of scarce resources to more pressing and immediate needs. Sound institutions, high regulatory
standards and good public services are more likely to be available in richer countries and these both enhance welfare
in their own right, but also make the outcomes of climate change adaptation more efficient. This justifies the
investment of climate finance in both broad-based inclusive growth to boost adaptation demand and improve the
efficiency of more targeted adaptation support.>°

To achieve a resilient economy, Ethiopia must undertake a structural transformation in line with its ambitious
economic development plans which rely heavily on green industrialization, urbanization and a four-fold increase in
the productivity of its rural landscapes. This requires a massive effort involving substantial policy and regulatory
reform, extensive cross-sectoral and multi-stakeholder collaboration, as well as large volumes of both public and
private investment.

4 The insight is based partly on forward looking studies that assess the likely impact of future climate change (Tol 20023, b, Parry
et al. 2007) and partly on empirical evidence that looks at the impact of extreme climate events in the past (Kahn 2005, Noy
2009, Toya and Skidmore 2007).

4 Adger WN, Agrawala S, Mirza MMQ, Conde C, O’Brien K, Pulhin J, . (2007)

46 Fankhauser, S., & Burton, I. (2011). Spending adaptation money wisely. Climate Policy, 11(3), 1037-1049

47 Schipper, E. L. F., & Burton, I. (Eds.). (2009).

48 McGray (2009)

4 Burton, . (2009).

50 Fankhauser, S., & McDermott, T. K. (2014).
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Vulnerability assessments show that climate-related shocks, such as drought and food price increases, represent a
significant consumption poverty risk to many Ethiopians. The 2016 “Shockwaves” report by the World Bank argued
that climate conditions or climate events are already involved in many cases where households fall into poverty.
They can be linked to price shocks due to lower agricultural production, natural disasters that destroy assets and
livelihoods and affect health and education, and health shocks that are influenced by climatic and environmental
conditions. The World Bank estimates that unaddressed climate change could dump up to 122 million people
worldwide below the poverty line under the worst-case scenario (Table 1). Agricultural output losses are the main
driver of climate-related poverty, followed by health shocks and disasters (Figure 17)°%. Studying the vulnerability to
consumption poverty resulting from adverse shocks, Hill and Porter (2015) find that many Ethiopians are unable to
protect their consumption against large covariate shocks such as drought and food price increases. The authors find
that 42% of the population is vulnerable to absolute poverty (compared to 29% currently defined as poor), where
vulnerable households are defined as those having a probability greater than 50% of falling below the poverty line.
Food price shocks disproportionately affect urban uneducated households, whilst rural households are particularly
affected by drought shocks. Moreover, Hill and Porter (2013) find that vulnerability is concentrated in the geographic
areas targeted by the PSNP. Half of the population in PSNP woredas (districts) is vulnerable, whereas 27% of the
population in non-PSNP woredas is vulnerable. On the other hand, of the 27 million identified as vulnerable to
absolute poverty, 12.2 million live in non-PSNP woredas, as vulnerability is determined not only by geographic
location, but also by factors such as individual access to assets, or lifecycle events.

Figure 17: Agriculture is the key driver for climate change’s impact on poverty. Reproduced from World Bank, 2016
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Table 1: Climate change threatens to worsen poverty, but good development can help. Reproduced from World Bank, 2016

Climate change scenario

No climate change Low-impact scenario High-impact scenario
Number of people in extreme  Additional number of people in extreme poverty due to
Policy choices poverty by 2030 climate change by 2030
Prosperity scenario 42 million +3 million +16 million
Mindmum Maximum Minirmum Maximum
+3 million +& million +16 million +25 million
Poverty scenario 900 million +35 million +122 million
Mindmum Maximum Minirmum Maximum
=25 millicn +57 million +33 millicn +165 million

Source: Rozenberg and Hallegatte, forthcoming.
Nere: The main results use the two representative scenarios for prosperity and poverty. The ranges are based on 60 alternative poverty scenarios and 60
alternative prosperity scenarios,

While overall, climate change represents a significant risk to economic development and growth, climate change
may have positive impacts on growth in certain sectors. Research by the EDRI shows that some weather scenarios
may have positive impacts in specific sectors. For instance, while an increase in annual average temperature could
lead to a decrease in net revenue from crop agriculture and from total agriculture (crop and livestock), it may lead
to an increase in net revenue from the livestock production sector alone. Moreover, an increase in annual rainfall
would have significant positive effects on crop net revenues, but a negative impact on livestock net revenue. Given
that decreases in annual rainfall are more likely than increases in rainfall under climate change scenarios, it is likely
that climate change will lead to a decrease in net revenue from both crops and livestock®2. While climate change is
expected to lead to an increased frequency and severity of disaster events, disasters may in turn drive technological
change that partly mitigates the adverse economic impacts of disasters>3.

I, The Enabling Policy Environment to Manage Climate Risks and Mobilize and Leverage
Investment: Institutions, Incentives and Information to Manage Climate Risks

To achieve greater climate resilience, the FDRE is deploying and increasingly coordinating efforts to enhance
institutions, incentives, and information that can help build climate resilience. The key aspects of these efforts to
improve the enabling policy environment and most relevant to the MSIP are summarized below. Additional
information has been included in Annex 3.

.1 Institutions

The MSIP builds on Government of Ethiopia’s existing response to climate change. The Ethiopian Constitution
(1995) sets out the rights of Ethiopian citizens to sustainable development, to improve their standard of living, and
to a clean and healthy environment. This is further reinforced by the National Environmental Policy (1997) which
recognizes, inter alia the need to seek financial support for climate action, plan over long time horizons and ensure
community participation.

Ethiopia is guided by five-year development plans. The Second Growth and Transformation Plan (GTP II) covers the
period 2015/6 to 2019/20. It aims to sustain the broad-based inclusive growth achieved under GTP |, while placing

52 Gebreegziabher et al. (2014).
53 Hallegatte and Dumas (2009).
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greater emphasis on the links between the national development plan and the CRGE Vision, citing CRGE as one of its
nine pillars. Launched in 2011, the CRGE Vision sets the goal for Ethiopia to become a middle-income country by
2025 with zero net increase in annual carbon emissions and a climate resilient economy. The National Adaptation
Plan of Ethiopia summarizes adaptation strategies, with respect to agriculture, forestry, water, energy, transport,
urban, industry, health and education requirements. Climate Resilience (CR) Strategies also provide more detail for
the Agriculture and Forestry (2014) and Water, Irrigation and Electricity (2015) sectors. CR commitments are outlined
in Ethiopia’s Nationally Determined Contribution (NDC) submitted to the UNFCCC>*.

The cross-sectoral nature of climate resilience investments implies a need for coordination across sectoral
boundaries. MSIP will build capacity throughout Ethiopia’s coordination and delivery systems. At present, inter-
agency coordination on climate change is facilitated through the establishment of an inter-ministerial council, as well
as through the CRGE Technical Committee, the National Planning Commission, and the CRGE Facility Secretariat.
Additionally, CRGE units or focal points exist within most line ministries to promote and manage mainstreamed CRGE
activities. However, further strengthening of inter-institutional coordination will be key to unlocking the potentially
large cross-sectoral synergies of investment activities prioritized through the MSIP. This is particularly important at
regional level, since most regions have not yet created mechanisms for inter-sectoral coordination.

Sustainable management of natural resources requires an integrated and holistic approach, defining landscapes,
eco-regions or watersheds as planning and implementation areas. These landscapes usually embrace farmland,
rangeland, forests and others forms of land use. While the FDRE has made substantial progress with implementation
of its land policy through certification, it has not undertaken comprehensive macro-level land use planning in the
past.>® The responsibility for management of Natural Resources has been split: MoANR is responsible for the overall
Land Administration and Use Policy, as well as SLM on farmlands and rangeland, whereas the forest areas are under
the responsibility of MEFCC. Basin Master Plans and cross-sectoral coordination at Basin level has been designated
the responsibility of River Basin Authorities under MoWIE, but only two are functioning.

The MSIP has the potential to catalyse transformational change through mobilising the investment to scale up
existing practices and creating a step-change in the use of climate, hydrological and land use data in cross-sectoral
decision-making. Ethiopia and most of its development partners and civil society share an understanding that climate
resilient development requires economic transformation. The MSIP aims to contribute to a four-fold increase in the
productivity of Ethiopia’s rural landscape by harnessing improvements in land and water management that optimise
efficiency, balance competing priorities and leverage investment from both the public and private sectors. This
requires massive investment as well as extensive policy and regulatory reform. Transformational change should use
three levers to achieve scale: 1) Scaling up through public investment; 2) Creating the incentives for self-scale via
private investment, including those of smallholder farmers; and 3) Altering decision-making and delivery within
existing programmes and investments through policy reform and the greater use of climate, hydrological and land
use information in decision-making.

1.2 Incentives

A sound policy and regulatory framework can unlock transformative investment and represents a critical element
of a resilient economy. Ethiopia’s Federal system and ambition for inclusive, broad-based growth through the

54 FDRE(2015) See http://www4.unfccc.int/submissions/INDC/Published%20Documents/Ethiopia/1/INDC-Ethiopia-100615.pdf
55 Except in urban centres with master plans and land zoning in place. See Haddis, Bekure, Belete, Gebremeskel and Tafare
(2017) Ethiopia’s Move To A National Integrated Land Use Policy And Land Use Plan for more information. Available at:
https://www.land-links.org/wp-content/uploads/2017/03/USAID Land Tenure WB17 Ethiopia_Move Land Use Plan.pdf
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Growth and Transformation Plans create scope for resilient growth. The National Disaster Risk Management and
Social Protection policies aim to prepare for shocks and promote equity. However, there are still some limitations.
Developing a coherent and comprehensive policy framework will facilitate climate resilience enhancing investments.

Ethiopia is well-endowed with natural resources but they are subject to competing uses. Managing environmental
risks and enabling economic transformation is key to Ethiopia’s ability to achieve its climate resilience objectives.
Reaching the shorter-term GTP Il targets and the longer-term CRGE goals, given environmental and climate risks, will
require strong synergies between sectors and careful management of trade-offs between various sectors’ claims on
the same resources.*®

Land holding certificates are an important form of land tenure that can drive household and community
reinvestment in land resources. The MOANR Directorate of Rural Land Use and Administration is committed to
strengthening tenure security through a land certification program. This has been supported by investments in the
SLMPII, and has given farmers increased security and an incentive to invest in land and water resources, agroforestry,
and climate-smart agriculture. This is an important foundation for MSIP actions.

Participatory land use planning, watershed management and forest management are important drivers of rational
resource use, poverty reduction and shared benefits, but greater investment in high level integrated level land and
water use planning is essential. Participatory watershed management is well established in Ethiopia with National
Guidelines developed under the SLMPIl and used across Ethiopia’s agriculture sector programs. Similarly,
Participatory Forest Management (PFM) has been initiated to ensure that local communities benefit from the forests
they manage. However, these local-level land use approaches are not situated within a high level spatial plan that
can manage competing demands from crop and livestock production, forestry, ecosystem services and biodiversity
conservation. Neither are such plans integrated with an overall assessment of water availability and water-use
planning.

The involvement of the private sector is important for national resilience, but continued progress on regulatory
reform will be required to enhance the enabling environment for resilience investments. GTP |l sets out an
ambitious plan for attracting private sector investment in the agricultural and industrial sectors, and has made
extensive investment in market infrastructure. However, Ethiopia remains a challenging location for private sector
development, ranking 159th out of 190 countries in the World Bank’s Ease of Doing Business index. The tightly
controlled financial services sector creates limitations on the availability of finance, particularly foreign exchange and
short term loans. Enhanced modalities for public private partnerships in the land-based sectors could be developed
but require prior investments in appropriate land use planning. Public-private dialogues at a high-level should be
expanded to all relevant sectors to ensure an appropriate framework for public private partnership is developed.
Lessons from the implementation of the World Bank’s Climate Innovation Centre to support micro and small
enterprises could also be relevant.

Improved policies can foster more resilient economic growth in the forest sector. The forest sector contributes 4%
of Ethiopia’s GDP and this is expected to grow to 8% by 2020. The expansion and modernization of the forest sector
is in the center of the government’s development strategy, with forest cover is to be increased from 15% to 20%
through the rehabilitation of existing forests. A forest sector roadmap is under development setting out strategies
to encourage a substantial increase in the area under forest cover, continued growth in the share of forestry’s
contribution to national GDP and the promotion of proven approaches such as area closures, participatory forest
management, plantation development and improvements, agroforestry and the management of dry forests.

6 Danyo, S. et al (2017) op cit.

Ethiopia MSIP for PPCR, 9 May 2017. p. 24



Substantial growth is expected from foreign direct investment in plantation development and processing but this
requires improvements to the enabling environment, including (i) developing arrangements for Public Private
Partnerships; (ii) enabling access to land (e.g., leasing, certificates) to encourage long-term forest investments; and
(iii) creating economic incentives for forest investments, such as credit facilities, loan guarantees, duty-free imports
of relevant machinery, or delayed taxes, recognizing the long time horizon for these investments.>” Public-private
dialogue initiated by the World Bank Group in Ethiopia and involving high level Government representatives as well
as current and potential forest sector investors has created the foundation for this action. Plans to establish a formal
Forestry and Timber Processing Industry Association will create a stronger platform for information sharing and
dialogue with the private sector. MEFCC is working on the establishment of a Forest Fund to incubate domestic and
foreign investment in the sector. Payments for ecosystem services could also help to create incentives for forest
conservation, especially in high value areas, however the regulatory framework is limited. The identification of
stakeholders willing to pay for the services, and the development of regulations for implementers are needed to
enable scale up.

Box 2: Way forward for private sector engagement

MSIP contains numerous opportunities for public-private partnership. FDRE efforts to foster private investment and
smallholder commercialization can also be supported by civil society organizations which can act as facilitators to
strengthen the capacity of cooperatives and ensure institutional arrangements are environmentally and socially
sustainable. Investment opportunities include:

e Attracting foreign direct investment to the forest sector as per the Commercial Plantation Forest Industry
Investment Plan: This plan proposes the allocation of land for commercial plantation establishment in four key
regions, alongside the establishment of an integrated panel (plywood, MDF and particleboard) and sawnwood
production cluster. This should also enhance the productivity of existing Government-owned plantations.
Government will build on its existing investment promotion strategy to create incentives for commercial forestry.
This requires the interpretation and application guidelines of land tenure and environmental regulations, the
introduction of improved technology for harvesting and transportation of timber, upgrading the vocational and
higher education provision in subjects relevant to plantation management and timber processing, the easing of
export logistics and cross-border procedures.>®

e Strengthening value chain development in the agricultural and livestock sectors: Ethiopia’s second Growth and
Transformation Plan contains ambitious targets to attract commercial investment, with a further 500,000 hectares
identified for agricultural investments between 2015-2020 and an attractive investment policy for agricultural and
livestock investments.>® The enabling environment for land allocation will be supported by the macro-level land
use planning proposed under MSIP and by proactive implementation of the investment and smallholder
commercialization policies, including through ongoing and high-level public-private dialogue. One example is the
partnership between IFC, Nespresso and the World Bank’s BioCarbon Fund which aims to boost environmental
sustainability in the coffee value chain through farmer training and improvements to wet mill operations in the
Oromia Region.

Improvements in the policy environment for agricultural and livestock commercialization and value chain
development are required. Ethiopian farmers are inhibited from commercial production due to weak access to
working capital, inputs, poor market integration and volatile prices. Seed supply is a key barrier to improved
production and the development of policy to register new varieties and regulate imported seed are important. In the

57 Danyo, S. et al. (2017) op. cit.

58 Indufour Oy (2016) Ethiopia Commercial Plantation Forest Industry Investment Plan. Final Report. July 2016. Addis Ababa.

%9 See the Investment Promotion of Act 375/1996, Act 249/93, 543/2007; labor act 466/1997 and 456/1997 land administration
and land use proclamation.
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livestock sector, gaps relate to the lack of enforcement of meat quality standards, weak implementation of the animal
breeding policy, and weak implementation of land policies that affect feedlot production. FDRE’s recent initiative to
establish four Integrated Agro-Industrial Parks offers an opportunity to attract private investment but
complementary improvements in the technical support offered to cooperatives, input supply and finance for
cooperatives and their members are needed.

The deployment of renewable technologies for resilience can be supported by improvements in regulatory and
financial support. Recommended improvements include effective implementation of VAT and tariff exemption and
its application to parts and appliances; the creation of a policy to guide the implementation of Pay-As-You-Go solar
businesses; and improved enforcement of quality standards for solar products used for productive purposes (for
example, solar pumps).

Harnessing the country’s rural growth potential requires much greater capacity for research and development in
water use management, and more consistent water pricing. The establishment of more hydraulic infrastructure to
store and distribute water and to buffer rainfall variability will stimulate growth and reduce vulnerability to climate
change. ®° However, this is hampered by weak knowledge of resource conditions, patterns of water use, and a lack
of capacity to plan water allocation and assess the impacts and trade-offs of water resources development. Water
permits are issued by competing state and federal authorities, often outside the scope of Basin Master Plans (when
these exist). Flood and drought management are also not well integrated into the Water Recovery Management
(WRM) system. Substantial investment in WRM capacity is required, including in research and development.

Greater access to higher quality meteorological information can improve investment decision-making at all levels.
Whilst both MoWIE and MoANR have internal systems for distributing regular meteorological bulletins generated by
the National Meteorological Agency, improvements can be made both in the quality of the information and the
capacities of decision-makers to use it. Furthermore, communication to farm level is also currently patchy, with the
opportunity to build on and scale up mobile services such as the MoANR/EIAR collaboration on “8028”, Ethiopia’s
first agricultural hotline.

Improvements in cross-sectoral coordination for disaster risk management will improve economic resilience and
reduce the cost of humanitarian response. Ethiopia’s disaster management infrastructure is well-developed, with a
continuously improving annual humanitarian assessment process and a system of clusters coordinating food and
non-food responses. Interaction between the NDRMC and the Productive Safety Net Programme (PSNP) ensures that
the risk financing mechanism of the PSNP is triggered to allow rapid scale-up of transfers during drought years.
However, key gaps include weak assessment methods for non-food responses, particularly in the agriculture and
water sectors, and a lack of coordination in relation to managing rapid-onset disasters, such as floods. In addition,
there is weak uptake of risk assessment data by sector line ministries, and inadequate coordination between DRM
and CRGE mainstreaming processes and institutions.

Greater investment in the enabling environment for weather-indexed insurance could help manage risks, but there
is a long way to go for insurance to become a viable large-scale option. A range of weather-indexed and multi-peril
insurance products are offered to farmers and livestock keepers on a pilot basis in Ethiopia. Key challenges to scale-
up include the costs of premiums,®! the lack of historic weather data upon which to base risk calculations, and lack
of financial infrastructure to sell products and collect payments cheaply.®? There is, therefore, a continued need for

%0 Mosello, B., et al. (2015) op. cit.
51 Tadesse, M. A., et al. (2015).
62 MeheRette, E (2009)
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subsidy which compromises sustainability. Further analysis of the relative costs of subsidy in comparison to other
forms of public sector response to shocks is needed.

The MSIP can strengthen the implementation of FDRE policy commitments on gender equality. Ethiopian legislation
via the Constitution and Family Code (213/2000) give men and women equal rights in most areas. There remain,
however, significant differences in access to extension services, inputs and finance between men and women, and
particularly stark differences by region. % ¢ Complementary activities to narrow the gender gap may include the
provision of specific training for women, social communications on behavior change, encouraging financial inclusion
through the creation of savings and credit groups, and the establishment of women-only self-help groups.

.3 Information

Better data on the economic value of Ethiopia’s natural resources would improve decision-making and efficient
resource allocation. One recommendation of the on-going Country Environment Analysis is that Ethiopia could
consider incorporating natural capital measures into its system of national accounts to provide quantitative evidence
of achievements toward the CRGE vision. Other critical information gaps are related to ground water resources,
options for electrification, biofuel, and air pollution, as well as climate, hydrology and weather data. This requires
investment in the capacities and technologies to generate such information.%

Investment in hydrological research and mapping groundwater resources will result in better investment in new
water infrastructure. Due to limited understanding of the complex nature of groundwater resources in Ethiopia and
limited data about water availability and use, it is not possible to effectively plan for sustainable water use. Filling
knowledge gaps and identifying the likely outcomes of climate scenarios is a key priority prior to investment in further
water extraction.

It is necessary to conduct empirical studies on the analysis of demand, costs and benefits of biofuel production.
Ethiopia has an ambitious strategy for biofuel development, but this was produced in 2007 and does not draw on
latest data.

Investment in climate information services represents an opportunity to enhance Ethiopia’s resilience to climate
change. Due to Ethiopia’s diverse geography and topography, climate modeling is particularly challenging. This is
compounded by limitations in capacity, as well as resource constraints within key institutions®. One constraint is
insufficiently rich weather data related to the distribution of weather stations which are mainly in cities or along the
main roads.®’

To address its exposure to climate-related events, Ethiopia has developed early warning systems that enable a
timely response to drought events but these focus on assessing food needs and could be strengthened to ensure
livelihoods are also protected in humanitarian responses. Ethiopia uses drought early warning tools to guide its
response to the onset of a drought, including triggering contingency plans and risk financing through the PSNP.
However, the predictive power of the existing early warning tools could be enhanced with more and better data.
Furthermore, much of the early warning system is geared towards the assessment of food needs, with less resource
invested into the identification of non-food support in the agriculture and water sectors.

63 Kumar, N., & Quisumbing, A. R. (2015).
64 Kasa et al (2015)

55 Danyo et al (2017) op. cit.

66 OECD (2014).

§7 Dinku et al. (2014); OECD (2014).
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Improved program monitoring, in conjunction with rigorous impact assessments would help to improve the
implementation of investment programs. Enhancing the capacity to monitor investment projects and developing
rigorous impact assessments could inform the design of future investment programs, improve program
implementation, and enhance the effectiveness of existing programs to yield development and poverty results.

IV. Process for Preparing the MSIP: Collaboration, Iteration, Evidence across Sectors and
Stakeholders

IV.1  Summary of Overall Process

The MSIP was developed to convene, coordinate, and scale up funding, investment actions and enabling policies
to build climate resilience in key rural sectors. The MSIP is a strategic financing document to advance the goals of
the country’s CRGE Strategy, and was prepared with support from the PPCR of the Multilateral Development Banks
and CRGE support funds from the BioCarbon Fund of the World Bank.

Recognizing the importance of a coordinated approach, MoFEC requested the World Bank, in concert with
numerous partners including the African Development Bank and International Finance Corporation, to provide lead
support to the development of the MSIP. In May 2015, Ethiopia submitted an Expression of Interest for support in
investment for resilient forest and agriculture, which led to it being selected by the Climate Investment Fund to
participate in the PPCR, and being allocated a $1.5m preparatory grant from the PPCR for investment planning.

The MSIP will focus on the forest and agriculture sectors, and will incorporate activities in the water, energy and
livestock sectors. The MSIP will consist of a pipeline of large scale, programmatic investments that serve to contribute
to the GoE priorities and the achievement of the goals under the Government’s GTP-2 (2015-2020) and CRGE Strategy
(2011-2030). To enhance inclusivity of the MSIP development process, the WB and AfDB committed to support joint
missions and national workshops to validate the agreed upon investment plans and specific investment projects, and
worked closely with the four line ministries to convene numerous development partners interested in a coordinated,
multi-sectoral, programmatic approach to scaling up investment in climate resilience.

The MSIP preparation process is Government-owned, led by MoFEC along with a core set of line ministries including
the Ministry of Agriculture and Natural Resources (MoANR), the Ministry of Environment and Climate Change
(MEFCC), the Ministry of Water, Irrigation and Electricity (MoWIE), and the Ministry of Livestock and Fisheries
(MoLF). To ensure cohesion, it also involves the National Disaster Risk Management Commission. The collaborating
entities are briefly described in Box 3.

MOoFEC, which is mandated to mobilize both domestic and external resources for the implementation of the FDRE’s
CRGE strategy, upon which the MSIP builds, has acted as the lead agency in designing, and will oversee the delivery
of, the MSIP. Almost 50 organizations have been continually engaged in MSIP preparations and dialogues. The
process built upon sector plans and helped to harness cross-sectoral synergies, strengthen

Box 3: Background on MSIP collaborating entities

The Ministry of Finance and Economic Cooperation (MoFEC) is mandated to mobilize both domestic and external
resources for the implementation of the FDRE’s GTPIl and CRGE strategy. MoFEC is the lead agency in the process of
designing and overseeing the delivery of the MSIP. In 2016, MoFEC created the Climate Change Facility and UN Agencies
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Directorate in 2016 to formally reflect that, since 2011, this Directorate has managed the country’s national climate
finance facility - the CRGE Facility - and has worked closely with MEFCC to coordinate cross-sectoral plans to integrate
climate change. The Management Committee of the CRGE Facility has also acted as a coordination mechanism bringing
together sector representatives to discuss CRGE issues at policy level.

The Ministry of Environment, Forest and Climate Change (MEFCC) is mandated to coordinate Ethiopia’s technical
implementation of FDRE’s CRGE Vision, and is also responsible for the implementation of the Forest Development,
Conservation and Utilization Proclamation (542/2007), the subsequent Forest Development, Conservation and
Utilization Policy and Strategy and Climate Resilience Strategy for Agriculture, which includes the forestry sector. This
requires coordination with Regional bodies. Many forest areas in the regions fall under the responsibilities of Forest
Enterprises such as the Oromia Forest and Wildlife Enterprise (OFWE), others are located within National Parks under
the Ethiopian Wildlife Conservation Authority (EWCA) under the Ministry of Culture and Tourism (MoCT).

The Ministry of Agriculture and Natural Resources (MoANR) implements climate action related to agriculture. It is
guided by the 10-year Policy and Investment Framework (PIF) (2010-2020), the Agricultural Development Led
Industrialization (ADLI approach) and the Climate Resilience Strategy for Agriculture (also covering Livestock and
Forestry) (2014). MoANR is divided into three sectors covering Agricultural Development (plant health, agricultural
extension, input marketing and managing private investment), Natural Resources (land administration and utilization,
natural resource development) and Food Security (implementation of the productive safety net program). The Ethiopian
Strategic Investment Framework for Sustainable Land Management (2010) provides a holistic framework under which
all stakeholders can work to promote and sustain land management, including the flagship Sustainable Land
Management Programme. Other major programs include the Productive Safety Net Programme and the Agricultural
Growth Programme. Relevant agencies and government-owned enterprises include the Agricultural Transformation
Agency, Federal Cooperative Agency, Agricultural Input Supply Enterprise (AISE), Ethiopian Seed Enterprise (ESE) and
Ethiopian Grain Trade Enterprise (EGTE).

The Ministry of Livestock and Fisheries (MoLF) was recently created as a separate entity from MoANR and is advancing
FDRE’s agenda with respect to livestock productivity as part of FDRE’s GTP |l targets, the National Livestock Master Plan
and livestock-components of the Climate Resilience Strategy for Agriculture. Regulations established the Ethiopian Meat
and Dairy Technology Institute (143/2008) and the Ethiopian Meat and Dairy Industry Development Institute (EMDIDI)
(295/2013) to increase milk production and supply to processing industries, upgrade the capacity of milk processing
companies in product development and processing, and to reduce dependence on milk imports. The draft Animal
Breeding Policy and Strategy (2014) covers all livestock species reared in Ethiopia and supports the previously developed
“Guideline on Import and Export of Animals and Animal Genetic Materials” (2012).

The Ministry of Water, Irrigation and Energy (MOWIE) leads the implementation of FDRE’s Climate Resilience Strategy
for Water and Energy, which identifies key resilience enhancing actions in the water and energy sectors, such as
enhancing energy efficiency, strengthening irrigated agriculture and accelerating access to WASH. The Ethiopian Water
Resources Management Policy (1999) set out the basis for contemporary integrated water resource management in
Ethiopia, this including large-scale basin management and utilization of water for irrigation. In 2001, the Ethiopian Water
Strategy was adopted with the stated aim of translating the 1999 Policy into action. The River Basin Councils and
Authorities Proclamation (534/2007) marked the beginning of a process to a decentralized and basin-level approach,
but only two of Ethiopia’s eight major basins had functional river basin authorities in 2016.%® The Energy Policy (1994)
describes GoE’s intention to increase access to modern energy sources and to avoid adverse environmental impacts.
The Electricity Feed-in-Tariff Law (2012) encourages the diversification of the power mix in the national grid whereas
the Energy Proclamation (2013) sets out the responsibilities of the Ethiopian Energy Agency and establishes standards
for licensed generators and energy efficiency standards. The Rural Electrification Fund was established in 2003
(Proclamation No 317/2003) to provide loans and technical assistance for rural electrification. MoWIE has several

8 Mosello, B., et al. (2015).
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alternative energy programs for increasing access to modern fuels including the National Biomass Energy Strategy
(2013),%° National Biogas Program for Ethiopia (2007)7°, Biofuel Program and Sustainable Energy For All Action Plan.”*

The National Disaster Risk Management Commission (NDRMC) was created in 2015. It is guided by the 2013 National
Policy and Strategy on Disaster Risk Management and the 2014 Strategic Programme and Investment Framework (DRM-
SPIF). NDRMC works closely with the National Meteorological Agency in the generation and dissemination of agro-met
data and the provision of early warning information to all sectors.

investment proposals, programs, policies and projects, and thus build the capacity of relevant stakeholders to
participate in the MSIP.”2

To enable effective collaboration, the development of the MSIP has been conducted in four steps: (i) scoping to
define the MSIP process and to determine boundaries of the investment plan; (ii) analysis and stocktaking to conduct
evidence-based assessments to address gaps identified during the scoping and to agree on criteria to identify priority
investments; (iii) prioritization to identify bankable activities, projects, programs and policies, starting with each
sector’s plans; and (iv) the finalization of a comprehensive, unified, realistic, costed, multi-sector investment plan
(MSIP). Throughout the development of the MSIP, consultations with stakeholders have been conducted as part of
a participatory and inclusive process.

Development of the MSIP has utilized three distinct but inter-related tools:

e Portfolio Review: A stock-taking of relevant existing donor-supported projects has been undertaken in the
relevant sectors, to understand what investments have so far been made in the context of climate resilience in
agriculture and forestry.

e Gap Analysis: The portfolio of existing projects has been analyzed to identify any gaps in investments, based on
key parameters. Specifically, the existing portfolio has been analyzed with respect to: its alignment with GTP Il
targets; the degree to which it meets projected investment requirements, in aggregate and disaggregated by
sectors and themes; and the extent to which investment flows have met the spatial needs of Ethiopia.

e Investment Prioritization Framework: A tool for prioritizing activities was developed by the World Bank
collaboratively with partners and government, and then adopted by the consultants to help finalize preparations.
Using this tool, and the gap analysis findings, a range of identified activities were prioritized in an iterative and
inclusive manner by the line ministries, and informed by partners and stakeholders.

All tools have been applied in highly participatory ways. The relevant line ministries provided the data that has been
used in the portfolio review and gap analysis, and have engaged in consultations and workshops designed to enable
review of and feedback on the results of the analysis. They have also been closely involved in the design of the
Investment Prioritization Framework, and have used this to assess the importance of the Activity Packages that they
have identified as being most important to achieving climate resilience in the targeted sectors. The creation of the
outputs that have been combined to form the MSIP document has been iterative to ensure it has stakeholder
agreement and ownership. MSIP preparation has thus helped to consolidate and harmonize information sharing,
foster collaboration, reduce costly fragmentation and enhance coordination, which should then strengthen capacity
to implement the MSIP.

5Shttp://www.euei-

pdf.org/sites/default/files/field publication file/Ethiopia Biomass Energy Strategy and Action Plan Final 2014 02 06.pdf
70 http://www.africabiogas.org/countries/ethiopia/

! https://www.sedall-africa.org/sedall-in-africa/country-data/ethiopia/

72 See the list of Contributing Partners at the beginning of this document.
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Together these stakeholders have collaborated to deliver an MSIP that is responsive to multiple potential
international climate finance opportunities. Potential sources include the Green Climate Fund (GCF) and the Global
Environment Facility (GEF), as well as financing sources not conventionally thought of as “climate finance” including
the WB'’s International Development Association (IDA) and AfDB’s African Development Fund (ADF). The MSIP also
aims to enhance coordination of public financing for investment projects, as well as create a framework for work
with public and private banks and insurance companies, microfinance institutions and savings and credit
cooperatives to create new financing mechanisms for resilience building.

The MSIP process is in many ways the product, having enabled preparation of credible climate financing proposals
by: (i) centering on an inclusive and consultative process with numerous DPs and other stakeholders; and (ii) largely
building on and incorporating all major strategies, programs, projects and analytics for Ethiopia. Using these climate
finance proposals, the MSIP process aims to leverage and create a multiplier effect in scaling up investment and
action through 2030 using new and additional financing from multiple sources — complementing existing financing
and proven government programs for efficient impact — to support Ethiopia to achieve its climate resilience
objectives in key sectors. By doing so, the MSIP process will boost GoE’s capacity for cost-effective and efficient
scaled-up action on the ground.

The final version of the MSIP document has benefitted from and been modified in response to an external
independent peer review. Annex 4 includes details of this independent review.

The remainder of Part 1 of the MSIP summarizes the portfolio review and gap analysis, to lay a foundation for the
investment prioritization and planning to be described in detail in Part 2. More detailed descriptions of the
preparation and consultation processes, and summaries of participation, have been provided in Annex 5. The
investment prioritization tool and process are described in Part 2.

V.2  Portfolio Review

The portfolio review was undertaken to establish a clear, evidence-based baseline that could inform future-focused
multi-sectoral investment planning. The review was designed to ensure that a sufficiently reliable picture of past
and on-going investments was produced, bearing in mind available time and resources. The review has been
performed so that it can continually be refined, should this be considered necessary. The portfolio review
methodology and conclusions are more fully described in Annex 6 of the MSIP document.

The review comprised a sequence of desk research and stakeholder consultation activities, and identified projects
in the prioritized sectors, namely agriculture, forestry, water, energy and livestock. In the case of water and energy,
only projects related to agriculture, forestry and/or livestock were considered. Approximately 146 potentially
relevant projects were identified. To focus on those that would be most material to the gap analysis, the following
filters were applied:

e Project budget equal to or greater than USS$3 million: Given the nature of the review, projects below this scale
are unlikely to be material to the conclusions of the portfolio review and gap analysis.

e Projects implemented starting from 2010. As 2010 marks commencement of GTP |, any projects implemented
prior to this would be difficult to analyze in a way that is meaningful to relevant FDRE strategies and plans.

o Sufficient project data available. Minimum data requirements are a summary of the budget and the primary
activities or outputs. Without this, even a basic project review would not be possible.

These filters reduced the portfolio for detailed analysis to 102 projects. Most of the remaining projects did not meet
the minimum budget requirement. It was recognized that, while smaller projects were unlikely to change the results
of the portfolio review and gap analysis exercise, there would likely be useful lessons to be learned from some of
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these, which could inform MSIP preparation in qualitative ways. For this reason, quick case studies have been
prepared for two projects’® that offer useful learning in each of the following areas (one of these projects has been
highlighted in Box 4):

e Scaling-up potential: A priority for FDRE is to identify successful approaches that can be rapidly scaled-up by
extending them to new areas. These two small project case studies could help identify potential approaches.

o Multi-sector synergies: The MSIP seeks to identify opportunities for linking approaches across sectors to
accelerate the building of climate resilience, and to reduce costly fragmentation of financing and projects. These
two small project case studies could help identify potential linkages.

Box 4: Integrating Farmer and Scientist Knowledge

In 2009, Biodiversity International introduced the “Seeds for Needs” (S4N) initiative in Ethiopia to help increase
farmers’ resilience to climate change through agricultural biodiversity. Currently, the project has several sites in
11 countries involving a range of crop varieties. The project received an initial World Bank development
marketplace award of USS$200,000 over a three-year period. The distinctive approach of this project is that it
focused on using or (re) introducing a diversity of superior landraces available in genebanks rather than focusing
on breeding and introducing new varieties. The S4N initiative was judged a winner in the World Bank'’s
Development Marketplace 2009, for its innovative and low-cost strategy to understanding the needs of farmers,
particularly women, and improving access to crop varieties that could help them enhance their resilience to
climate change impacts. The project was successful in addressing its objective by reducing the vulnerability and
enhanced the adaptive capacity in smallholder farming communities by increasing the intraspecific diversity of
important food security crops using barley and durum wheat.

For those projects included in the detailed portfolio review, data collection focused on the following:

e Project budget: Data was sought on the total project budget, as well as by project activities and/or outputs, and
by areas (woredas) in which the project activities would be implemented.

e Project activities: Data was sought on the type and location of specific project activities.

e Project outputs: Data was sought on the outputs (results) that the project intended to achieve.

e Beneficiaries: Information was sought on the number of beneficiaries targeted in the different project locations.

It was not possible to collect data on project impact; in some cases, projects are still being implemented, while in
others impact evaluation data was not available. Consequently, project budget has to be used as an indicator of
project impact (the assumption being that all projects achieved their intended results with the funds made available).

For relevant categories of data, only partial information was available for many projects. Only a small number of
available project documents provided information on targeted beneficiaries or spatially explicit project boundaries.
In addition, a small minority of project documents disaggregated budget information by activities, outputs and/or
location. In other cases, different documents provided conflicting information about budgets or targets. Where
disaggregated data was unavailable, the project review assumed that total budget was allocated evenly across the
targeted outputs, and in proportion to the populations within each of the woredas it targeted. Where conflicting
data sources were discovered, the project review considered the size of the discrepancy and balanced efforts to

73 See Addendum 1 of Annex 6 for details.
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collect more data against the expected increase in accuracy. Another small set of project documents did have better
data on financing and project boundaries.

The characteristics of the portfolio of projects selected for gap analysis are summarized in Figures 18 and 19. The
need to make basic assumptions given a lack of detailed data means that some of the figures for investment by
thematic or spatial area may be inexact. However, the overall results remain valid for highlighting trends in
investment across resilience themes and geographic areas of the country. The analysis tool is designed to
accommodate additional data as it becomes available.

Figure 18: Share of project portfolio investment by sector
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Figure 19: Number of projects in portfolio, by size category
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IV.3 Investment Gap Analysis: Spatial, Thematic,
Financial

The gap analysis was undertaken to establish a clear, evidence-based assessment of where current committed
investments would and would not meet Ethiopia’s projected climate resilience requirements. This analysis could
then be used to help inform future-focused multi-sectoral investment planning. The gap analysis was designed to
ensure that a sufficiently accurate assessment of investment gaps was produced, bearing in mind available time and
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resources. The analysis has been performed so that it can continually be refined, should this be considered necessary.
In future iterations of the assessment, it may be useful to also include a detailed public expenditure review to
complement analysis of external financing.

The gap analysis was performed using the parameters described in Table 2. Each of these parameters provides a
different method for assessing how well existing investments meet the strategic objectives established for building
climate resilience in the prioritized sectors. By combining the findings from the different methods of gap analysis it
is expected that a reliably nuanced understanding of existing investment levels will be achieved. For this reason, all
parameters are treated as equally important and no weighting has been applied.

Table 2: Parameters for Gap Analysis

Parameter Definition

Gaps against GTP Il The assessment of how much activity is addressing climate resilience objectives stated
targets in GTP II.

Financial gaps The assessment of the difference between the level of investment that has been

projected as being required to achieve climate resilience, and the investment that has
currently been committed.

Thematic gaps Assessment of gaps in activities that are necessary to achieve the CR strategy looked at
through each of the CR themes of agricultural and forest as well as water and energy.

Spatial gaps The assessment of how much activity is addressing climate resilience objectives in
relation to relative levels of vulnerability to climate change, by woreda.

All gap analysis activity has been performed using data gathered by the portfolio review. The portfolio review
concentrated on project activity between 2010 and 2020 (very few projects under implementation have
commitments beyond 2020, although pipeline projects do, such as the new IDA-financed Resilient Landscapes and
Livelihoods operation of MOANR that aims to begin implementation in July 2018.). All analysis has been performed
on a “Business as Usual” basis; that is, it has been assumed that underlying conditions remain the same, without any
unforeseen changes in climate science, the availability or terms of climate finance and other forms of ODA, or
Ethiopia’s enabling policy environment, etc.

In all cases, the analysis has attempted to identify gaps between identified need as expressed in the CR strategies,
and existing investment commitments. In most cases, the needs expressed in different planning documents were
not directly comparable, thus requiring specific approaches to be developed to generate a consistent evaluation
of the gap for each parameter of analysis (as defined in Table 2). For analysis of gaps against GTP Il targets, the gap
analysis assessed the extent to which each activity was relevant to the target. For financial and thematic gaps,
analysis focused on the difference between the financial needs as identified in the government’s Climate Resilience
Strategies for (i) Agriculture and Forestry, and (ii) for Water and Energy, and the total investments that have so far
been committed. In all cases, assumptions must be made to enable effective and reliable gap analysis. The gap
analysis methodologies have been more fully described in Annex 7 of the MSIP document; appreciation of these
methodologies will aid interpretation of the findings and conclusions, which are summarized below. As well as
reviewing the data from the gap analysis, conclusions are also drawn by cross-referencing the MSIP Activity Package
list previously developed during the preparatory work, to help connect the portfolio gap analysis to the next phase
of investment prioritization and planning.
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Conclusions from the analysis of gaps against GTP Il targets:

The analysis of gaps in activity levels compared to CR relevant objectives established by GTP Il was inconclusive.
The analysis identified specific GTP Il targets that are the major focus of donor investment, and others that receive
little or no financial support from donors. However, it may not be appropriate to conclude that the latter areas should
receive more donor attention. The areas that receive relatively little donor support are activities that are (or could
be) pursued profitably by the commercial sector. Evidence of a gap is not always evidence of a direct funding need.
It may indicate that measures to enable or incentivize private sector investment could be appropriate. In some cases,
some private sector investment is underway, such as in forest coffee in Oromia via the new IFC-Nespresso forest
coffee project with World Bank BioCarbon Fund support as part of the government’s new umbrella Oromia Forested
Landscape Program.

Looking ahead at the Activity Packages developed through the original MSIP stakeholder consultation process, it
appears that there are no listed activities in the portfolio of ongoing donor supported projects that do not
contribute to the goals of GTP Il in some way. Hence, the GTP Il criterion provides very limited guidance to the
development of the MSIP.

Conclusions from the Analysis of Financial Gaps:

Given that it was not possible to use impact data in the gap analysis, investment flows are a proxy for intensity of
activity for each of the other analyses. The detailed conclusion from the analysis of financial gaps is therefore
reflected in the conclusions of each of the other gap analyses.

Determining the extent of the investment gap is difficult. Based on data in the CR strategies of the concerned
sectors, the total investment required by 2030 to achieve climate resilience in forest and agriculture is estimated to
be about $5.9 billion.”* Noting that these estimates dated from 2011-14, it is likely that not all climate resilience
requirements were fully anticipated and that the actual current need could be 20-30 percent higher. Increasing the
current number by 25% suggests that the total investment requirement is about $7.4 billion.

Some of this investment need has been met by the existing investments in the targeted sectors. The total value of
all 102 projects included in the portfolio is around $4.8 billion. However, not all these project expenditures were
committed to climate resilience. Available data makes it difficult to determine how much of the total amount has
been invested in climate resilience. Based on the rationale outlined in the box below, it is estimated that $1.85 billion
was invested in climate resilience between 2010 and 2020.

To estimate how much of the project portfolio’s total expenditure of $5.9 billion was committed to
climate resilience, the MSIP referred to a 2014 report on “Climate Finance in Ethiopia”,” which found
that between 40-50% of agriculture sector expenditure and (depending on the year) 35-80% of MoWIE
budget was considered “climate change” relevant. Taking the 2011/12 budget year as a benchmark,
the MSIP assumes that 40% of investment in the forest and agriculture sectors and 35% of the spend in

the water and energy sectors was relevant to climate resilience. On this basis, and given the sectoral

74 The estimate does require qualification. The sectoral calculations of investment need included commitments made by on-
going major programs at the time. Such amounts will likely have also been included in the portfolio review, and thus will already
have been subtracted from total requirement. This introduces an element of inconsistency. Nevertheless, $5.9 billion is
considered a valid assessment of investment need for the purpose of this analysis.

7> Eshetu, Z. Simane, B. Tebeje, G., Negatu, N. Amsalu, A. Berhanu, A. Bird, N., Welham, B., and Canales Trujillo, N. (2014). Climate
finance in Ethiopia. Overseas Development Institute, London and the Climate Science Centre, Addis Ababa University, Addis
Ababa.

Ethiopia MSIP for PPCR, 9 May 2017. p. 35



split of the 102 projects in the portfolio, the assessed investment in climate resilience in the target
sectors is calculated as follows:

e 72% of the total portfolio (thus $3.4bn of the total of $4.8bn) falls within the forest and agriculture
sectors. By applying a weight of 40% it can be deduced that about $1.38bn has been invested in CR.

e 28% of the total portfolio ($1.3bn) falls within the water and energy sectors. By applying a weight
of 35% it can be deduced that about $470mn has been invested in CR.

e Thus, the total assessed investment in CR across the target sectors is around $1.85bn.

From these calculations, the high-level conclusion from the financial gap analysis is that Ethiopia requires around
$5.5 billion of additional, incremental investment to reach its 2030 climate resilience targets. While these
calculations could be challenged, the benefit of limiting them to the amounts specific to climate resilience (and thus
distinguished from more traditional development finance) is that the cases become more relevant to providers of
climate finance. In addition, financing adaptation and resilience must catalyze larger financial support to make a
difference at scale. For example, the Adaptation Fund, the GEF, the GCF and the PPCR currently have limited
bandwidth and so are focused on achieving the greatest possible impact per transaction. These funds tend to invest
tens of millions of US dollars per project, with co-financing requirements that may result in a total budget of upwards
of $100 million. Even larger financiers such as IDA seek to leverage the impact of large scale investment projects by
crowding in the private sector and government budget. These examples illustrate why fragmented financing is an
opportunity lost for leveraging additional financing.

These observations indicate that the overall climate resilience financial gap is more likely to be filled — and large-
scale impact achieved — by investments in, for example, 10 5100 million USD projects, rather than for example 100
$10 million projects. The FDRE and its development partners have developed several investments to enhance
resilience to climate change in Ethiopia. Existing large-scale, long-term government programs that explicitly build
climate resilience are the most promising bets for scaling climate action, including, inter alia, the OneWash
programme, Sustainable Land Management Programme (SLMP), Rural Electrification Fund, Productive Safety Net
Programme (PSNP), and Oromia Forested Landscape Programme (OFLP). Further scale-up and strengthening of these
programs can represent a cost-effective and quick solution to further advance toward Ethiopia’s resilience objectives
in the GTP II.

A recent expenditure review of climate financing in Ethiopia’® indicates that public climate change expenditures
were mainly concentrated in MoANR and MoWIE, which accounted for approximately three quarters of the total
climate change relevant programmes in 2011/12. In contrast to overall government expenditure, which has high
budget execution rates, budget execution rates for climate change-relevant expenditure was found to be
concentrated in areas that may need additional capacity and efficiency, a factor that might be relevant to efforts to
scaling-up of existing investments.

Conclusions from the Analysis of Thematic Gaps Related to Ethiopia’s Climate Resilience Strateqy Documents:

The thematic analysis identified nine themes from the Agriculture and Forestry CR strategy as well as four strategic
priorities from the Energy and Water CR strategy relevant to the MSIP. The analysis then ranked the relative
investment requirements for each theme as indicated in the strategy documents, and compared this to the relative
levels of donor support identified in the Portfolio Review. The gap analysis was performed by comparing the
difference in relative importance of each resilience theme, as indicated by CR funding request on the one hand and
actual donor funding on the other hand. The difference between these two relative rankings can be considered an

78 1bid.
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indication in the perceived gap in importance of each theme by financiers. The relative rank of each theme is
indicated in the following table, along with the difference in scores.

Table 3: Relative Thematic Gap Analysis

Climate Resilience Theme CR Financial Donor Spending Relative Gap
Priority Rank (Priority minus
Spending)
Agriculture / Land Management 1 7 -6
Natural Resources, Conservation, Biodiversity 2 3 -1
Crop and water management (on-farm) 3 (tied) 1 +2
Disaster Risk Reduction 3 (tied) 8 -5
Social Protection 5 (tied) 6 -1
Livestock 5 (tied) 5 0
Value Chain and Market Development 5 (tied) 10 -5
Information and Awareness 5 (tied) 4 +1
Capacity Building and Institutional Coordination 5 (tied) 2 +3
Improved Biomass Efficiency 10 11 -1
Non-Grid Access 11 9 +2

One conclusion that can be drawn from this analysis is that the CR strategy would benefit from a relative
reprioritization of donor investment towards activities that support agriculture / land management, and value
chain / market development. However, this requires careful interpretation. As forestry was part of the former
Ministry of Agriculture when the Agriculture Sector CR strategy was prepared, forest and biodiversity conservation
initiatives were covered under the agriculture theme of the CR strategy. Forest sector investment had been low
(about 6% of total donor funding) but has recently increased. Furthermore, previous forest sector investments were
part of natural resource management and rehabilitation programs. Recent forest sector investment had focused on
developing national and regional level polices and guidelines to lay the necessary foundation for REDD+ and
afforestation activities. Bearing in mind the significance of forest sector development, including through private
sector activity, as a contribution to rapid industrialization of the country and the growth of the construction sector,
ICF has prepared the Ethiopia Commercial Plantation Forest Industry Investment Plan. The World Bank, Ethiopian
Chamber of Commerce and MEFCC has made private sector forest development one of the key elements of Public
Private Partnership Dialogue.

The GoE has set ambitious forestry targets in GTP Il and in its international commitments. These include increasing
agroforestry coverage from 6.06 to 16.21 million hectares of land, increasing the area of forestland protected with
management plans from 0.07 million to 2.2 million hectares, and increasing the total land covered with forests from
12 million hectares to 18 million hectares. The GoE has also made a pledge through the Bonn Challenge to restore
15 million hectares of degraded land by 2030 through reforestation and forest restoration, including agroforestry.
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Thematic gap assessments have also revealed key intervention areas that seem to require increased attention if
Ethiopia is to achieve climate resilience. One such thematic gap that is cross cutting and stands out is climate and
market information as well as relevant scientific data, which are relevant for policy making as well as smallholder
farmers. Timely and relevant data is essential for planning purposes as well as monitoring progress towards achieving
targets. While there have been efforts to create a standardized data collection and transfer system, it remains weak,
particularly on climate and markets. The National Meteorology Agency has infrastructure as well as capacity
limitations inhibiting its ability to collect, analyze and disseminate important climate information. While some efforts
have been made to address these issues, to date these have largely been pilot programs which need to be scaled-up
once complete. Climate and market information are key as they address multiple climate resilient themes.

Note that this analysis does not focus on absolute amounts of funding. It does not say that donors are spending
too much money on a thematic area, nor does it say by how much donors should increase support for other areas.
Rather, the analysis highlights the areas of greatest apparent disconnect between the government’s stated climate
resilience priorities and the distribution of donor funding. This disconnect provides a strong rationale for new
adaptation related funding that goes beyond business as usual and fills clearly identified gaps. Therefore, it may be
useful to identify and prioritize investment activities aligned with those highlighted resilience themes.

Conclusions from the Analysis of Spatial Gaps:

The spatial gap analysis compares actual levels of investment to measures of climate change across woredas in
Ethiopia. This analysis attempts to answer the question, “Where is additional adaptation related investment most
needed?” To answer the question three stages of assessment were made.

First, an assessment is made of areas with the greatest change in rainfall and temperature since 1970. The
geospatial analysis looked at existing climate changes mainly in terms of the past 46-year trends in increased average
temperature and decreased average rainfall and using that as an indication of near future changes. An intensification
of those two variables generates climate stress via more frequent and severe droughts. Figure 20 shows those areas
of Ethiopia that have been most affected by changing climate since 1970 . It is acknowledged that these areas may
not be where the people or land is most vulnerable: this is more complex and relates to a range of interacting
infrastructural, agro-ecological and socio-economic factors. We have not tried to model these but refer to the
secondary analysis presented in Section 11.2.

Second, additional climate adaptation related investment is more likely to be needed in areas with a larger number
of affected people. For any given climate impact, a greater number of people affected requires a greater response.
The spatial distribution of Ethiopia’s population is well known — it is higher in the central areas around

Figure 20: Climate change impacts (rainfall and temp)
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Addis Ababa and in the wetter agricultural regions to the west, and lower in the drier eastern and northern regions
of the country.

Figure 21 illustrates how these two spatial factors combine to indicate which rural areas should be prioritized for
climate resilience investment. The top right quadrant indicates areas with a high degree of vulnerability and relatively
large populations — this area would be a clear target for prioritization. The bottom left quadrant has less vulnerability
and relatively low populations — impacts are less likely to be severe and will not affect as many people. The top left
and bottom right quadrants are middle cases.

Third, additional climate resilience investment is more likely to be needed in areas that currently receive relatively
less investment from traditional sources. Geospatial analysis enables calculation of total and per capita donor
funding flows per region or woreda, as indicated in Figures 22 and 23.By combining Figures 21, 22 and 23, it is possible
to draw initial conclusions from the spatial analysis. The central regions are likely to experience the most severe
climate impacts due to large climate shifts and a large population. This indicates that this region might fall into the
upper right quadrant of the chart in Figure 20. The eastern region of the country has relatively high vulnerability
under existing conditions of variability and moderate climatic shifts may have high impacts on livelihoods and food
security. They have relatively low levels of per capita donor support and the region has a relatively lower population
as well, which might indicate that it belongs in the upper left quadrant of Figure 21.

Implications of Gap Analysis for Investment Planning:

The gap analysis has been conducted to provide inputs for the MSIP and feed into more informed program design,
by providing broader indication of where (thematically and geographically) increased flows/allocation of investment
in CR might be most required. Of itself, it does not provide a definitive basis for determining investment prioritization,
as other factors will likely come into play. These issues are explored more fully in Part 2 of this document.

Based on the findings, the lessons that should be drawn and potentially integrated into the MSIP include the
following.

1. dlimate and market information as well as relevant scientific data is a major gap both for policy making as
well as smallholder farmers. Timely and relevant data is essential for planning purposes as well as monitor
progress towards achieving targets. While there have been efforts to create a standardized data collection and
transfer system, it remains weak, particularly on climate related variables and markets. The National
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Meteorology Agency has infrastructure as well as capacity limitations inhibiting the collection, analysis and
dissemination of important climate information. The Ministry of Water, Irrigation and Electricity, Hydrology and
Water Quality Directorate is responsible for collecting, storing, disseminating hydrology data information. Both
NMA and MoWIE have limited capacity in use of climate and hydrological data. While few efforts are being made
to address these issues, the attempts are largely pilot programs and need to be scaled up once complete. Climate
and market information are key as they address multiple climate resilience themes.

2. The gap assessment found that a small number of GTP Il output areas have not directly received sufficient
external (development co-operation) support. The gap areas are 1) agricultural mechanization, 2) productive
export crops, coffee and spices, and 3) water access in rural areas. These are gaps where there is potential for
private sector involvement as well as public sector support for public goods (such as watershed function) that
enable private benefits and natural wealth to accrue. Conventional development partner funded grants rarely
fund the private sector, and financial regulations in Ethiopia do not generally encourage private enterprises to
access funds from donors.”” On the other hand, gaps such as agricultural mechanization are actions that both
the GTP Il and CRGE have prioritized as being important for resilience building and GHG reductions, if well-
managed. Thus, a review of the policy and legal framework for rural investment and consideration of alternative
financing approaches are required to trigger private sector actions. Examples of programs such as risk
guarantees, which will also leverage and could therefore expand financing, could be considered in the MSIP.

3. The GoE has recognized the need for improving Disaster Risk Management and has invested in the sector. To
respond to food insecurity, largely caused by climate change, the GoE has implemented several key programs.
The Sustainable Development Poverty Reduction Paper (SDPRP) was one of the earlier policies devised which
recognized food security as a central element. In the last decade a major programmatic shift has been taking
place in Ethiopia concerning food security. This is based on the development of the Productive Safety Net
Programme (PSNP), now in its fourth phase. The PSNP is framed within the long-standing Rural Economic
Development and Food Security coordinating platform of MOANR, in which SLMP and AGP are also placed as
flagship programs. The stated rationale for the PSNP is to address the food needs of the chronically food insecure
through multi-year predictable resources, rather than through a system dominated by emergency humanitarian
aid. This involves a shift from food to cash as the primary input. Another key milestone in GoE’s response to food
security is the transformation of the Disaster Risk Management and Food Security Sector (DRMFSS) to a
Commission, the National Disaster Risk Management Coordination Commission (NDRMCC) now under the
Ministry of Agriculture and Natural Resources with its own state minister. As stated in its strategic plan, the aim
of DRMFSS is, among several others, to improve identification and assessments of disaster risk; to enhance
knowledge management for DRR; and to integrate DRR in emergency response management.”® The NDRMCCC
was established with three strategic objectives: to save lives and reduce morbidity related to drought, to protect
and restore livelihoods, and to prepare for and respond to other humanitarian shocks, including natural disasters,
conflict and displacement.

However, one of the key findings of the gap assessment is that there is currently inadequate investment in
disaster risk reduction, both financially and thematically. One of the bottlenecks identified here is that resilience
and resilience building have yet to be clearly articulated in program level interventions. Furthermore, investment
in climate information collection, analysis and dissemination focusing on key parameters such as rainfall,
temperature, which are essential in disaster risk management, has been limited to pilot interventions only. Based

77 The GoE VAT (Value Added Tax) regulation does not distinguish income from sales and grants and thus private sector entities
that access grants are also subjected to VAT as the tax authority also views grant as income.
78 FDRE (2014a)
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on outcome of pilots and capacity building at NMA and other institutions, use of climate information needs to
be scaled up, and information delivered efficiently to land and water users through a variety of mechanisms and
a variety of existing and future programs and projects throughout the country.

Comparing the gap analysis to prioritized Activity Packages identified during MSIP preparation, it was found
that about 85% of the activities help fill key financial or thematic gaps. The identified activities are either new
activities that will build resilience of households and communities, or scalable activities from on-going pilot
initiatives. To help highlight the degree to which Activity Packages meet identified gaps each one has been
categorized into four groups. This identified 34 Activity Packages that fall into the category of “only in pilot stage
or not yet being addressed”, and 20 that need “to be geographically scaled up and/or allocated increased funds”.

The process of performing the portfolio review and gap analysis also generated knowledge that may help
contextualize the findings and further inform investment planning. The following points are considered material.

1.

Deficiencies in cross-sectoral coordination: in the process of data collection many donors have indicated that
limited cross-sectoral coordination is a challenge that adds cost to the government and its partners, and can
reduce project effectiveness. This difficulty could be a challenge and burden in designing and implementing
multi-sectoral programs and projects. The MSIP is expected to be implemented by four key ministries that have
their own mandates, targets and goals. Though donors have indicated that they have a preference to work
sectorally or coordinate their work with a single Ministry, they also understand the benefits of a multi-sectoral
approach. Some even have emphasized that under the current climate change trend, unless programs have
multiple components, their likelihood of transformational outcomes is limited. Whilst the advantages of multi-
sectoral program approaches are acknowledged, the GoE, and particularly MOFEC’s CRGE Facility, which will
oversee MSIP implementation, needs to design and implement a strong, effective co-ordination mechanism, and
this work has begun with a small grant from PPCR through the World Bank, as well as existing government
coordination for a such as the REDD+ Steering Committee, the REDFS platform, and the SLMP Steering
Committee. Without a more robust coordination mechanism (and careful not to “over-coordinate”), the natural
forces of sector ministry budgeting, prioritizing and implementation will hinder the success of a multi-sector
approach.

Lack of policy guidance and plans to realize GTP Il targets. Though the GoE has a well-articulated vision
expressed in the CRGE strategy and the development targets defined in GTP Il, there is much less guidance on
how these targets should be achieved. There is limited guidance given by the GoE, at Federal level, on how GTP
Il should be operationalized and implemented. Among issues that have not been addressed, and as was often
made clear by stakeholders, there is a need to improve the coherence of program design and implementation,
and of co-ordination between government ministries. The poor coordination among sector ministries during
planning and implementation is also caused by absence of a systematic coordination mechanism and high
turnover of staff. The GoE has clearly understood the climate change agenda and the need for sustained
implementation at scale; however, there are only a small number of tangible and sustainable models for scale-
up and replication to achieve developmental goals. This must be taken into consideration when planning future
investments. Lessons from successful large-scale programs such as SLMP, AGP and PSNP can be drawn when
looking to scale-up best practices. The SLM Program has emphasized scaling-up of successful practices,
approaches and technologies. The approach to scaling-up best practices has been incorporated into the long-
term Ethiopian Strategic Investment Framework for Sustainable Land Management (ESIF), which was developed
in 2008-2010 with the leadership of the MoANR, and involvement and contributions of development partners,
civil society organizations and other stakeholders.
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While the GoE has set up the CRGE Facility to mobilize and disperse climate finance, it can play a greater role
in ensuring cross-sectoral coordination in planning and implementation. Co-managed by MEFCC and MOFEC,
the Facility has already started to function with financial assistance from the UK, Austria, Denmark and Norway,
and advisory services from the World Bank and others. The Facility has systems in place and guidance provided
by the comprehensive CRGE Operations Manual. It has established and operationalized an Environmental and
Social Safeguard Framework, and a Monitoring and Evaluation framework that will be used to monitor and
evaluate CRGE initiatives implemented on ground. The MEFCC also provides a wide range of systems to monitor
and evaluate including the reporting, lesson learning and knowledge management systems. The governance
arrangement of the CRGE Facility brings sector ministries together on regular basis to discuss and decide on
climate change related issues, including cross-sectoral projects and programs.

Recently, the Management Committee of the CRGE Facility, which comprises the State Ministers of the key CRGE
Sectors, took the decision to revitalize the scope of work of the CRGE Facility and to coordinate all forms of
climate finance channeled to Ethiopia, and collaborate with and provide support to Multilateral Development
Banks and UN Agencies to mobilize and solicit climate finance from bilateral and multilateral climate finance
sources. The Committee also decided to enhance the sub-national engagement of the CRGE Facility and ensure
active engagement of the Bureaus of Finance and Economic Cooperation and Bureaus of Environment and Forest
on climate change issues. It further decided that the CRGE Facility put in place and manage a climate finance
tracking system and strengthen collaboration with research, academia and other stakeholders for generation,
management and communication of sectoral and cross-sectoral climate change related data and dissemination
of knowledge and lessons. The committee also decided that the CRGE Facility should support sectors to develop
MRV systems, engage in result based payment, carbon finance, focus on mainstreaming climate actions into
sector programs, and continuously monitor, evaluate and report on compliance to environmental and social
safeguard standards. The MSIP will benefit from the re-defined functions and scope of the CRGE Facility. The
current PPCR and the TA support from the World Bank are helping the CRGE Facility deliver some of these
renewed responsibilities. However, further capacity building and Technical Assistance for the CRGE Facility —
particularly in promoting cross-sectoral coordination at Federal, regional and woreda levels — is crucial. Other
coordination mechanisms currently functioning in Ethiopia include the RED&FS in the agriculture sector. The
CRGE Facility might draw lessons from these to help it strengthen its co-ordination between donors and
government entities. The new Oromia Forested Landscape Program is planning to support improved multisector
investment planning and implementation of forest and agriculture actions at local levels.

The approach to monitoring and evaluation (M&E) and reporting should become more systematic. The CRGE
Facility should strengthen its monitoring, evaluation and reporting functions, to ensure generation of evidence
necessary for learning and improvement, and that can guide on-going investment planning, so that progress
towards targets cannot easily be measured.
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Part 2: MULTI-SECTOR INVESTMENT PLAN

V. Summary and Added Value of the Investment Plan

Part 1 of this document provided an overview of the climate challenges facing the agriculture and forestry sectors
in Ethiopia, reviews the existing portfolio of relevant climate resilience projects and programs, and analyzes the
key thematic, financial and spatial gaps in investment. The objective of the MSIP is to help mobilize the resources
that will fill these critical gaps in Ethiopia’s climate resilience agenda for the agriculture and forestry sectors.

The MSIP can catalyze transformational change through mobilizing the investment to scale up existing practices
and creating a step-change in the use of climate, hydrological and land use data in cross-sectoral decision-making.
Both Ethiopia and her development partners share an understanding that climate resilient development requires
economic transformation and the MSIP has identified high priority investment activities that will contribute to this
transformational change. Given Ethiopia’s development context and vulnerability to climate change, these activities
strongly include vulnerability-oriented adaptation that enhance and support existing resilience building efforts, and
activities are designed to target distinct climate change impacts.

Beyond this MSIP, the FDRE is committed to green industrialization and creating the levers for urbanization and
growth in jobs in the manufacturing and service sectors. Managing the rural to urban transformation sustainably is
critical to rural resilience and well-functioning production landscapes that in turn affect the rural-to-urban transition.
To support this process, one role of the MSIP is to contribute to a four-fold increase in the productivity and resilience
of rural landscapes by harnessing improvements in land and water management that optimize efficiency, balance
competing priorities and leverage investment from both the public and private sectors. This requires massive
investment as well as extensive policy and regulatory reform as set out in the MSIP. The feasibility of this plan rests
on the ability to make a change in the way that the FDRE makes decisions and delivers its services. This will include
a shift from a command-and-control approach where Government plays a lead role in service delivery to one where
it takes on a greater facilitation role - creating space for private sector investment and the incentives for behavior
change amongst farmers and rural communities. Transformational change should use three levers to achieve scale,
namely: 1) Scaling up through public investment; 2) Creating the incentives for self-scale via private investment,
including those of smallholder farmers; and 3) Altering decision-making and delivery within existing programs and
investments through policy reform and the greater use of climate, hydrological and land use information in decision-
making.

Thus, the MSIP will add value by identifying and filling gaps in Ethiopia’s climate resilience agenda for agriculture
and forest development — including important aspects from the livestock, energy and water sectors. The Activity
Packages identified in the MSIP are intended to build on, enhance or complement existing programs and projects
across sectors as identified in Part | of this document. The MSIP Activity Packages have been developed as part of a
collaborative process involving the sectoral ministries comprising the CRGE Facility Core Team. These Activity
Packages have been prioritized through an inclusive stakeholder process, and assembled into cross-sectoral Activity
Groups that generate synergies between activities to better address the major financial, thematic and spatial gaps
identified through the portfolio review and gap analysis.

The MSIP describes the process for developing and prioritizing the individual Activity Packages via a participatory
stakeholder process. It then presents an overview of the cross-sectoral Activity Groups that are made up of
combinations of Activity Packages and describes how each Group addresses important climate resilience gaps. The
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MSIP further describes an approach to monitoring results, managing risks for sustainability, and identify new and
additional sources of potential funding for the Activity Packages and Groups that comprise the MSIP.

VI. Investment Prioritization Framework

The prioritization framework was developed to help assess possible investment activities based on their relative
importance for Ethiopia to progress along a development pathway toward greater climate resilience (see Figure
24). The prioritization process will result in a pipeline of new financing proposals for investment support to Ethiopia,
building on existing programs and opportunities across sectors.

Figure 24: Resilience pathways and corresponding Activity Packages for investment
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VII.1  Approach to Prioritization of Investment and Financing Activities

The individual elements of the investment framework / approach to prioritization, as applied to the MSIP, are
elaborated below.

Multi-criteria analysis: To assess key climate resilience enhancing investments, possible investment activities are
compared and ranked using multi-criteria analysis. The prioritization process has involved development, discussion
and consensus building on: (i) criteria to evaluate possible investments; (ii) scales to measure the relative merit of
investments; (iii) weights to assess the relative importance of criteria; (iv) indices to rank investment opportunities
based on the criteria, scales and weights; and (v) selection of the highest priority investment activities based on the
indices interpreted and refined through a consultative process.
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Possible criteria: As part of the first MSIP Joint Scoping Mission (February 2016), possible criteria for prioritization of
investment activities were discussed during a stakeholder consultation. Based on the criteria proposed during the
consultation, as set out in the Joint Scoping Mission Aide Memoire and based on further analysis of possible and
relevant criteria, an initial set of criteria was developed. As part of the second MSIP Joint Mission (June 2016), the
initial list of criteria was discussed and revised as part of a technical workshop to ensure the prioritisation of activities
that together would deliver high potential for the transformational effects articulated in the country’s GTP Il. Based
on discussions during the workshop, the following criteria were agreed to be helpful to the evaluation of investment
activities (the operational definitions of which are elaborated in Table 4 below):

Contribution to GTP I, CRGE, NAPA, INDC, ESIF and/or DRM-SPIF targets
Impact on poverty and distributional issues

Impact on climate resilience

Impact on climate change mitigation

Cross-sectoral synergies and co-benefits (positive impacts)
Cross-sectoral trade-offs (negative impacts)

Value for money

Readiness to implement

. Planning horizon

10. Scale-up potential

11. Social inclusiveness

©RNOU A BN

Table 4: Operational definition of prioritization criteria

No. | Criterion Definition
1 Contribution to GTP Il, CRGE, NAPA, | Impact of Activity Package on one or more of the climate resilience
INDC, ESIF and/or DRM-SPIF targets | targets set out in the GTP Il, CRGE, NAPA, INDC, ESIF and/or DRM-
SPIF.
2 Impact on poverty and Impact of Activity Package on consumption poverty or food
distributional issues insecurity, or impact on consumption of bottom 40%.

3 Impact on climate resilience At either the household or macro-economic level, impact of the
Activity Package on ability to generate income (household or GDP)
under a different climate change / global warming scenarios.

4 Impact on climate change Impact of the Activity Package on Ethiopia’s GHG emission targets.

mitigation

5 Cross-sectoral synergies and co- Positive impact of Activity Package on more than one sector,

benefits directly or via positive externalities.

6 Cross-sectoral trade-offs Positive impact of the Activity Package on one sector and negative
externalities in one or more other sectors.

7 Value for money Cost-effectiveness of Activity Package, as measured by expected
development results relative to Activity Package costs.

8 Readiness Capacity at all level of governments and across participating
institutions to implement the Activity Package on the ground.

9 Planning horizon Feasibility of Activity Package in the immediate future, based on
existing institutions, information and investments.
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No. | Criterion Definition

10 | Scale-up potential Applicability of investment activity across regions in Ethiopia.

11 | Social inclusiveness Impact of Activity Package on vulnerable groups including women,
youth, elderly, disabled, minorities.

Scales for measuring merit. For each of the criteria, a scale is needed to designate the evaluation of possible
investment opportunities. The measurement scale or score could be binary (yes / no), qualitative (high, medium or
low), quantitative (a measured value, like dollars). Criterion 1, “Contribution to GTP Il, CRGE, NAPA, INDC, ESIF and/or
DRM-SPIF targets”, is used as a filtering criterion to verify whether the considered investment activity meets the
basic requirement of contributing to the Government’s key targets set out in the GTP Il, CRGE, NAPA, INDC, ESIF
and/or DRM-SPIF. Criteria 2 to 11 are scored from 1 to 6, with 1 indicating the lowest value and 6 the highest.

Weights for the criteria. Weights can be assigned to the criteria, reflecting their relative importance in the evaluation
of investment opportunities. Examples of possible weights are given below (Table 5). The first scheme gives equal
weights across the criteria. The second scheme gives half the weight to an investment proposal’s impact on poverty
and climate resilience. The third scheme gives half the weight to measures of the proposal’s potential to be
operationalized quickly. The fourth scheme gives 33% of the weight to criteria in each of the categories “impact”,
“implementation” and “inclusiveness”, as detailed below.

Table 5: Weights applied to prioritization criteria

Nr. Criteria Weighting 1 | Weighting 2 | Weighting 3 | Weighting 4
2 Impact on poverty and distributional issues 10% 25% 7.1% 5.6%
3 Impact on climate resilience 10% 25% 7.1% 5.6%
4 Impact on climate change mitigation 10% 6.3% 7.1% 5.6%
5 Cross-sectoral synergies and co-benefits 10% 6.3% 7.1% 5.6%
6 |Cross-sectoral trade-offs 10% 6.3% 7.1% 5.6%
7 Value for money 10% 6.3% 7.1% 5.6%
8 |Readiness 10% 6.3% 16.7% 11.1%
9 Planning horizon 10% 6.3% 16.7% 11.1%
10 |Scale-up potential 10% 6.3% 16.7% 11.1%
11 |Social inclusiveness 10% 6.3% 7.1% 33%
TOTAL 100% 100% 100% 100%

Determining a basic prioritization index. The criteria, along with the numeric measurement scales and the weights
assigned to the criteria, can be used to construct an index, representing a combination of the numerical scales and
rankings that reflects different prioritization schemes. A simple index would multiply the weight times the measure
for each criterion, then add the resulting values. An example of how weights and measurements on each of the
criteria are combined to form an index is given in the Table 6 below.
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Table 6: Example of the creation of a prioritization index

Example of Scoring and Weighting for an Investment Activity Package
(e.g. soil and water conservation)
Criterion Weight (sxlee afs;r;n;etr;ts) Weight x Measurement
Impact of poverty and distributional issues 10% 4 0.1x4=04
Impact on climate change resilience 10% 5 0.1x5=0.5
Impact on climate change mitigation 10% 1 0.1x1=0.1
Cross-sectoral synergies and co-benefits 10% 5 0.1x5=0.5
Cross-sectoral trade-offs 10% 5 0.1x5=0.5
Value for money 10% 3 0.1x3=0.3
Readiness 10% 4 0.1x4=04
Planning horizon 10% 3 0.1x3=0.3
Scale-up potential 10% 5 0.1x5=0.5
Social inclusiveness 10% 3 0.1x3=0.3
Index Sum =38 Average = 3.8

Alternative indices: By combining different weights and scores for each criterion, different indices can be defined
that will generate different overall rankings. The following are examples of indices that could be used to prioritize
Activity Packages:

1.

Basic Index 1 (illustrated above): Average. This index assigns equal weights to all criteria, and would average
across the scores a given Activity Package has for all criteria.
Alternative Index 2: Poverty and climate resilience. This index assigns half the weight to the criteria “poverty
and distributional issues” and “climate resilience”, and half the weight to all other criteria. The resulting index
will prioritize investments that score higher in terms of focus on poverty alleviation and climate resilience.
Alternative Index 3: Operational relevance. This index assigns half the weight to the criteria “readiness”,
“planning horizon” and “scale-up potential” and half the weight to all other criteria. The resulting index will
prioritize investments that score higher on readiness, planning horizon and scale-up potential —and so may be
more operationally ready for implementation.
Alternative Index 4: Impact, implementation and inclusiveness. This index assigns criteria 2 to 11 into the
categories “impact”, “implementation” and “inclusiveness”, and assigns a third of the weight to each category.
Within each category, criteria are given equal weights. Criteria are classified as follows:
e Impact criteria (33%):
0 Impact of poverty and distributional issues
0 Impact on poverty and distributional issues
0 Impact on climate resilience
0 Impact on climate change mitigation
0 Cross-sectoral synergies and co-benefits
0 Cross-sectoral trade-offs
0 Value for money
o Implementation criteria (33%):
O Readiness to implement
0 Planning horizon
0 Scale-up potential
e Inclusiveness criteria (33%):
= Social inclusiveness
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Threshold values for the index. To use the index to select investment opportunities, it is necessary to set thresholds
that enable the classification of investment activities into the categories high priority / medium priority / low priority.
For example, opportunities with a value of the index greater than 3 could be considered high priority, those with a
value between 2 and 3 could be considered a medium priority, and those with a value less than 2 could be considered
low priority. Figure 25 provides an illustration of this approach.

Figure 25: Flowchart for prioritization of investment and financing activities (single time-period)

100 activity packages
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A framework / tool for organizing the ranking process. These aspects of the investment prioritization process —
investment opportunities, criteria, scoring systems, weights and indices — can be combined into a framework
or tool to facilitate the MSIP planning and consultation process. An example framework is illustrated in Figure 26,
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Figure 26: Example framework / tool for MSIP prioritization
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with some examples from various sectors provided. Implementation of the ranking procedure entails completing the
scores for each proposed activity, then the spreadsheet tool could calculate various indices. Threshold values could
be incorporated into the framework by color coding, or flagging, items where the index score is below 2 or above 3,
for example, to direct the attention of reviewers/ users of the tool to those aspects of the ranking. The tool is a
framework for organizing and presenting the ranking process. It is important to note that the tool does not make
decisions; rather, it provides critical input to them.

V1.2 Applying the Prioritization Framework Tool

The prioritization framework tool allows users to assign a “Yes/No” score to indicate whether the proposed Activity
Package contributes to GTP Il and other key policies. The tool then allows users to score each Activity Package on a
scale of 1-6 against ten different criteria relating to climate resilience, scalability, investment readiness and other
factors. The prioritization tool includes brief definitions for each of the criteria, and an indication of what each of the
scores (1 to 6) should signify regarding the extent to which an Activity Package met that criterion. The tool uses these
individual scores to generate an average score (Index 1). The tool also weights this average score in three different
ways (Index 2, Index 3, and Index 4) to reflect potential GoE priorities related to climate resilience, operational
relevance, and inclusion.

During the June / July 2016 MSIP process, representatives from MEFCC, MoANR, MoWIE and MoLF were asked to
score the Activity Packages relevant to their Ministries. The intent was to use the combined scores to develop a
shortlist of activities that would be included in the MSIP for near-term investment, and another list of activities that
would be considered for future investment planning.

The 77 Activity Packages listed in the prioritization framework tool covered a range of sectors, as described in the
“Primary Economic Sector” column of the tool. A summary of the sectors covered by the Activity Packages is
indicated in Table 7 below:

Table 7: Summary of Activity Packages in the prioritization framework tool

No. of sectors | Sectors Number of Activity
addressed Packages
All Agriculture, Water, Forestry, Energy, Livestock 5
3 Agriculture, Water, Forestry 9
3 Agriculture, Forestry, Livestock 1
3 Agriculture, Water, Livestock 1
2 Agriculture, Forestry 11

2 Agriculture, Water

2 Energy, Forestry

2 Forestry, Livestock

1 Agriculture 17
1 Energy 10
1 Forestry 9
1 Livestock

1 Water 3
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Based on these groupings, the expected number of Activity Packages scored by each of the sector Ministries would
be as follows:

e MOoANR: 40
e MEFCC: 32
e MOWIE: 25
e MolF: 10

Note that 30 activities address more than one sector and were scored by more than one Ministry.

A review of the scoring submissions from each Ministry revealed that differing approaches had been applied to
using the prioritization framework tool. The number of Activity Packages scored by each Ministry was as follows:

e MoANR: 76
e MEFCC: 77
e MoOWIE: 21
e MolF: 12

Consequently, all 77 Activity Packages received multiple scores.

A detailed analysis of the results indicates that the four Ministries interpreted the scoring system differently. This
means the top scores for the four ministries vary widely, from a low of 3.7 to a high of 5.5. Table 8 shows the top five
average scores from each sectoral Ministry using Index 1.

Table 8: Top five scores using index 1

MoANR MoWIE MEFCC MolF
3.7 5.7 4.6 5.5
3.6 5.5 4.1 5.3
3.6 5.5 4.0 5.1
3.5 5.3 3.9 4.9
3.4 5.3 3.8 4.9

Taking the Ministries’ combined submissions at face value indicates that the highest priority Activity Packages
would overwhelmingly represent the scores generated by MoWIE, even though stakeholder comments from the
2016 and 2017 consultations indicate the need for a more balanced outcome. Therefore, further interpretation is
required to use the results of the prioritization framework tool.

The next stage of the prioritization process was intended to generate a short-list of priority investment packages,
but not to result in a strict numerical ranking. This stage of the investment prioritization process involved two
approaches:

1. Applying the prioritization tools against the combined Ministry scores; and
2. Review of Activity Packages against the findings of the gap analysis (the findings of the portfolio review and gap
analysis have been summarized in section IV of the current working draft of the MSIP).
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For the first of these, the prioritization tool was used to identify activities:

a) ..ranked high priority by at least one sector Ministry
b) ...across all three weighted indices defined in the prioritization framework.

This analysis found that:

e Index 1 (Average) — 64 activities ranked “high priority” by at least one Ministry

e Index 2 (Poverty & Climate Resilience) — 73 activities ranked “high priority” by at least one Ministry

e Index 3 (Operational Relevance) — 62 activities ranked “high priority” by at least one Ministry

e Index 4 (Impact, Implementation & Inclusiveness) — 50 activities ranked “high priority” by at least one Ministry.

This analysis established a high degree of consensus across the sectors:

e Approximately half of all Activity Packages were ranked “high priority” by experts from 2-3 sectoral Ministries.
This high degree of overlap indicates significant cross-cutting potential across the identified Activity Packages.
e 50 Activity Packages were ranked “high priority” by experts in at least 1 Ministry using all three weighted indices.

Using the gap analysis described in Part 1 of this document, it was found that:

e Nearly all Activity Packages fill thematic gaps
e Approximately 85% of Activity Packages (65) fill key spatial / financial gaps

Combining the results from the portfolio review and gap analysis yielded significant overlap. The gap analysis
identified 65 Activity Packages as being priorities to address investment gaps; 45 of these Activity Packages were also
included in the 50 prioritized by the sector Ministries, reflecting their practitioner assessment of what is important.
Thus, two different approaches yielded essentially the same conclusions as to where investment priorities lie.
Because the prioritization tool scores reflect the expert opinion of Ministry staff, the final list includes those five
“outlier” Activity Packages.

The resulting list of 50 high priority Activity Packages addresses the key gaps identified by the gap analysis exercise,
and reflects the results of the prioritization framework analysis, and forms the basis of the Activity Groups
described in the next section of the MSIP.

VIIl.  Portfolio of Priority Activity Groups
VI.1  Overview of the Activity Groups

The list of prioritized climate resilience activities for the targeted sectors initially prepared by the sectoral ministries
has been refined and further developed based on the outputs from the prioritization framework tool, the findings
of the Project Review and Gap Analysis (PRGA), and feedback received during the Stakeholder Workshops
conducted on 22"/23™ February and 30 March 2017. The prioritized list of Activity Packages was created using the
results from sector Ministry scores of the original list of 77 Activity Packages in the MSIP Prioritization Framework
Tool, which were evaluated against the Tool’s three weighted indices and the findings of the MSIP gap analysis.

The resultant Activity Groups comprise the 50 Activity Packages that this process identified as “priority”, meaning
that they address the conclusions drawn from the initial financial, thematic and spatial gap analysis. These were
supplemented with a small number of complementary Activity Packages suggested by participants in the stakeholder
workshops. Thus, based on currently available data, each Activity Group has been conceived as far as possible to
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address the key climate challenges for agriculture, livestock and forestry, as described in Part |, Section Il of the MSIP
document.

This updating ensures identified projects are aligned with assessed gaps and provide an opportunity for scaling-up
and exploiting cross sectoral synergies. The updated list of Activity Groups is presented below. Brief overview
descriptions of the component Activity Packages have been provided in Annex 8. A summary of the costing
information on which the cost estimates have been based has been provided in Annex 9.7

It is important to note that the proposed Activity Groups are not projects or project proposals at this point. The
Activity Groups suggest investment opportunities for a landscape approach to addressing the expected climate
impacts facing the agriculture, livestock and forestry sectors, that involves collaboration across the sectoral ministries
including energy and water. Therefore, there is some overlap in the individual discrete priority activities that
comprise each Activity Group. Each priority Activity Group is described below.

VII.2  Activity Group 1: Enhancing Climate Resilience in Agriculture

This Activity Group comprises a suite of incremental activities that reduce vulnerability to climate related shocks
and increase climate resilience in the agricultural sector.

Figure 27: Summary Description of Activity Group 1 (Enhancing Climate Resilience in Agriculture)

Development objectives: The component activities in this Activity Group aim to enhance climate resilient
agricultural production in four ways:

1. Improving agricultural support services, especially extension services to better respond to the resilience needs
of a broad range of farmers, including women, the poor and vulnerable; and market information systems to
strengthen the private sector response to climate change, helping farmers better access agricultural inputs
and sell their products.

2. Reducing vulnerability to rainfall variability and uncertain water supplies — namely, providing improved
meteorological services, encouraging enhanced water conservation, supporting integrated land-use and basin
resources planning and management, and increasing the use of solar and wind-powered pumps to access
groundwater supplies.

3. Improving resilience by encouraging climate-smart crop intensification and diversification, crop productivity
improvements through participatory research, more equal intra-household relationships, and greater
engagement of the private sector in climate resilient agricultural activities,. Key activities include protection
against crop losses (post-harvest loss and crop disease), increased mechanization and provision of new
technology, and support for lending to encourage investment in productivity improvements.

4. Improving resilience through income diversification — using mechanisms like payments for environmental
services, coupled with promotion of non-farm livelihoods activities to help farmers reduce reliance on
potentially vulnerable crops and provide a base of support in the event of climate events.

Components and activities: The specific activity packages comprising this Activity Group are:

e Improved AgroMet and HydroMet Services, spatial data and data storage and sharing platforms including
historical data analysis and projections (Activity Package 1)

e Enhanced market information systems (Activity Package 2)

e Agricultural R&D to identify climate resilient crop varieties and production methods (Activity Package 3)

e Water resources R&D to address climate change (Activity Package 6)

79 An Excel spreadsheet including the more detailed cost estimate methodology and calculations has been provided separately.
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e Enhanced agriculture extension services that are responsive to all (including poor, vulnerable and female
farmers) (Activity Package 8)

e Sustainable small, medium and large-scale irrigation (Activity Package 10 & 11)

e Soil and Water Conservation (SWC) structures / measures (Activity Package 13)

e Integrated land use planning (involving spatial planning, agriculture, forest, livestock, etc.) (Activity Package
25)

e Basin/Sub-basin Resources Planning and Management (Activity Package 27)

e Develop payments for environmental services (PES) (Activity Package 33)

e Promote non-farm livelihoods to increase resilience (Activity Package 40)

e Pre- and post-harvest plant protection (Activity Packages 20 and 41)

e Mechanization / small-scale mechanization to reduce reliance on livestock for farming (Activity Package 42)

e Value chain development and efficiency (Activity Package 47)

e Home gardens (Activity Package 54)

e Solar and wind pumps for small-scale irrigation, water supply and sanitation (Activity Package 70)

e Water pricing to encourage efficient use and cost recovery (Activity Package 71)

e Sustainable land management practices (new Activity Package)

e De-risking commercial lending for pro-poor and resilient agricultural investment (new Activity Package)

Rationale for investment:

This Activity Group contributes to the goals of Ethiopia’s agriculture Climate Resilience strategy, which addresses
the impact of rising temperatures and decreased rainfall on crop production. GTP Il includes an objective to
increase agricultural productivity per hectare of 8% per annum as part of the effort to achieve middle income
country status for 2020. At the same time, climate change scenarios anticipate an increased likelihood and
frequency of high temperatures and reduced rainfall in many key agricultural regions. These conditions lead to
crop stress and reduced crop productivity. As described in Part | of the MSIP document, the FAO reports that 40%
of cropland and pasture land is degraded, and a further 10% is in the process of becoming degraded. Low crop
productivity per hectare means that the agricultural frontier is being extended into forested areas and onto steep
slopes. The resulting loss of watershed services further increases the vulnerability of farmers and agricultural
communities to drought and flooding. While there are existing projects like SLMP and AGP that address these
issues, the magnitude and range of potential climate impacts in the agricultural sector indicates a need to scale up
these initiatives and take a more cross-sectoral approach to implementing these activities.

Gender lens:

This activity group was designed with specific consideration of the differing impacts on women and men resulting
from climate variability and weather extremes in agriculture. Women and men in rural areas in developing
countries are especially vulnerable when they are highly dependent on local natural resources for their livelihood.
Those charged with the responsibility to secure water, food and fuel for cooking and heating face the greatest
challenges. Secondly, when coupled with unequal access to resources and to decision-making processes, limited
mobility places women in rural areas in a position where they are disproportionately affected by climate change®.
Vulnerable women, such as widows, have a particular need for more tailored livelihoods support. Climate change
has serious ramifications in four dimensions of food security: food availability, food accessibility, food utilization
and food systems stability. Therefore, it is important that this Activity Group ensures that the rights of rural women
are ensured with respect to food security, non-discriminatory access to resources, and equitable participation in
decision-making processes where climate resilience activities are implemented.

8 UN Womenwatch (2009)
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Synergies with ongoing projects:

Many of the activities included in this Activity Group are being implemented as parts of projects like SLMP and
AGP. Those projects demonstrate the effectiveness of the prioritized activities. The financial and economic analysis
of AGP showed good profitability outcomes and attractive financial internal rates of return, and a similar analysis
of SLMP showed that net benefits from the program greatly exceed program costs. As described in Part 1 of this
document, climate change is expected to have a net negative impact on agricultural productivity. As a result, this
Activity Group demonstrates cost effectiveness by helping to reinforce and scale up the outputs from existing
climate resilience projects, improve linkages with other sectoral initiatives, and enhance their sustainability.

Synergies with other Activity Groups:

Climate smart crop intensification activities are designed to increase agricultural productivity without depleting
water resources or degrading soils and the natural resource base. Agricultural intensification also reduces pressure
to extend the agricultural frontier to forested areas. Both effects generate synergies with Activity Group 2.
Measures to rationalize the use of livestock in on-farm production highlights strong synergies with the livestock
focused activities in Activity Group 3. Meanwhile, agricultural resilience is enhanced through integrated natural
resource and basin management activities, which feature in all Activity Groups, but especially Activity Group 2.

Institutional arrangements:

MoANR would likely have primary responsibility for this Activity Group. However, one of its key features is its
landscape approach, and the consequent need for active coordination and implementation support across sector
Ministries. For example, while the Activity Group focuses on enhancing resilience and improving crop production,
its success depends on support from MoWIE to develop irrigation infrastructure and the data required for
sustainable wind and PV-powered groundwater pumping. Enhanced commercial lending to enable farmers and
private sector investors to access productivity enhancing equipment and supplies would require the support from
the Central Bank of Ethiopia. At the same time, effective land use planning and basin-level resources planning and
management requires coordinated action between all four sectoral Ministries. Public-private dialogue would help
ensure that public investments in value chain development will leverage commercial investment around key value
chains and agro-industrial parks. Private sector processors and buyers may expand their contribution to resilience
in the sector through the provision of services to smallholders and development of contract farming or outgrower
arrangements. An active role for farmers and their cooperatives is expected in value chain development actions.
Non-governmental organisations can also support value chain facilitation, build the capacity of cooperatives, test
new varieties, support institutional strengthening in irrigation projects and build on their existing models of good
practice in private sector engagement and Payment for Ecosystem Services.

Enabling environment and policy development:

The current policy framework creates an enabling environment for many of these activities via the Agricultural
Program Investment Framework, the Ethiopia SLM investment Framework, and Climate Resilience Strategies for
Water, Agriculture, Livestock and Forestry Sectors. Some areas for improvement include:

e Engage private sector in dialogue to develop a framework for public-private partnerships and joint investments
in value chain development associated with agro-industrial parks

e Strengthen policy for the registration of new seed varieties and regulation of imported seed and build capacity
for seed management.

e Create a policy framework for a technology / input distribution system that places greater emphasis on the
role of the private sector through establishing public-private lines of finance for farmers

e Create the mandate for a National Water Research body and ensure it is responsive to policy priorities.
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e Create incentives for EIAR and its network to undertake “climate resilient” research more closely linked to the
implementation of resilience activities.

e Establish River Basin Authorities where they do not exist and complete Basin Master Plans, where required,
including greater climate scenario planning.

e Climate change and related spatial information more accessible for decision makers (Activity 67)

e Ensure water use permits are issued based on hydrological research and limit maximum extraction during peak
irrigation demand to protect downstream users. Engage private sector water users in dialogue to set tariffs at
an appropriate level and to link where possible to the development of payments for ecosystem services. [ ]

e Ensure productive wind/solar technologies are covered by same improvements in import regulations, quality
assurance and foreign exchange facilitation as household devices. Create stronger regulatory framework to
encourage private sector engagement in the distribution, installation and maintenance of solar/wind irrigation
pumps.

Cost estimates:

The indicative cost of this Activity Group through 2030 is approximately USD $5.99 billion (of which about $5 billion
is indicated for climate resilient irrigation activities that contribute also to forest, livestock and water sector
outcomes). Note that synergies with existing project activities and complementarities with other Activity Groups
in this MSIP may yield some savings.

Indicators: The results indicators for Activity Group 1 are aligned to the CR Strategy for Agriculture and Forestry
and the CRGE strategy:

Result Indicator 1. (Change in) rainfed Frequency of Collection: Baseline, mid-term and end of program
crop area under sustainable, climate

smart land management practices (ha) | Monitoring & Reporting Responsibility: Implementing Entity
— by crop type (private holders only)

Result Indicator 2. (Change in) crop Frequency of Collection: Baseline, mid-term and end of program
land productivity where modern,

climate smart and small-scale irrigation
applied (quintal per hectare) for: Major Monitoring & Reporting Responsibility: Implementing Entity
food crops; High value crops

Result Indicator 3. (Change in) total Frequency of Collection: Baseline, mid-term and end of program
crop land under modern, climate smart

irrigation systems (ha and %) by type: Monitoring & Reporting Responsibility: Implementing Entity
Medium and large-scale; Small-scale

Result Indicator 4. Number of Frequency of Collection: Baseline, mid-term and end of program
households reporting a wider variety of
livelihood strategies (disaggregated by
male and female-headed)

Monitoring & Reporting Responsibility: Implementing Entity

Financing strategy:

A portion of the estimated cost of this Activity Group may be met by end user contributions and GoE co-financing.
The remainder may be met through a combination of grants and loans from one or a consortium of new and
existing international funding sources. The bilateral and multilateral funding institutions listed below already
support climate resilience agriculture work in Ethiopia, or have publicly expressed interest in the overall goal within
Ethiopia of enhancing climate resilience in agriculture, or in some combination of the constituent Activity Packages:
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Multilateral Banks, Funds and Agencies:

Adaptation Fund

e African Development Bank

e C(Climate Investment Funds — Pilot Program for Climate Resilience
e European Investment Bank

e Food and Agriculture Organization of the United Nations

e Global Environment Facility Least Developed Countries Fund
e Green Climate Fund

e International Finance Corporation

e International Fund for Agricultural Development

e United Nations Development Program

e The World Bank (IBRD / IDA)

Bilateral Funding Agencies: e Canada Department of Foreign Affairs, Trade and Development

e EU Ethiopia Office

e Finland Embassy

e Agence Frangaise de Développement (AfD)

e Kreditanstalt fiir Wiederaufbau (KfW)

e Norwegian Agency for Development Cooperation (NORAD)
e Switzerland Embassy

e UK Department for International Development (DfID)

e US Agency for International Development (USAID)

VII.3  Activity Group 2: Climate Resilient Forest and Landscapes for Development, Conservation and
Utilization

This Activity Group helps to address the multiple challenges facing Ethiopia’s forested landscapes — forests,
woodlands, grasslands, thickets, wetland and bamboo. The Activity Group aims to reduce the vulnerability of
forests and other landscapes to climate shocks and maintain their ability to provide economic and ecosystem
services.

Figure 28: Summary Description of Activity Group 2 (Climate Resilient Forest and Landscape Development, Conservation and
Utilization)

Development objectives: The component activities in this Activity Group aim to enhance climate resilience in

forestry and natural resource management in five key ways:

1.

Strengthening the resilience of the forest sector by expanding forest resources and improving their
management. These measures aim to support a sustainable increase in the forest sector’s contribution to GDP
(including the value of firewood, industrial wood and non-timber forest products) by encouraging sustainable
private and public sector utilization and development of forests. These measures will support a net increase
inthe number of hectares of forest land, tree plantations and urban greenery across Ethiopia, thereby reducing
pressure on those forested areas most vulnerable to climate change related temperature increases and rainfall
reductions, and helping reduce net greenhouse gas emissions.

Reducing pressure on Ethiopia’s landscapes from extension of the agricultural frontier. These agricultural
support measures encourage crop intensification and improved market access to help boost farmer’s incomes
from existing agricultural land, reducing the need to clear forests and other landscapes.
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Reducing forest degradation due to fuelwood harvesting. These measures aim to reduce the use of wood and
charcoal fuel by promoting more efficient charcoal production, efficient cook stoves and alternative sources
of cooking energy like biofuels.

Reducing pressure on Ethiopia’s landscapes from grazing-related land clearance. As with agriculture, these
measures aim to improve the productivity of the livestock sector so that incomes can be maintained or
increased without requiring more land for grazing.

Reducing vulnerability of people in the forestry sector through livelihoods diversification. These measures
promote alternative sources of income in the forest sector beyond cutting trees for fuel and timber, which
helps to protect forests and help people cope with the effects of climate shocks on forests.

Components and activities: The specific activity packages comprising this Activity Group can be classified by their

contribution to forest landscape development, sustainable utilization, and conservation :

Climate Resilient Development

Land tenure and communal forest land certification to encourage sustainable natural resource management
(Activity Package 21)

Forestry R&D (Activity Package 4)

Enhanced climate focused forestry and resource management extension services (Activity Package 7)
Basin/Sub-basin Resources Planning and Management (Activity Package 27)

Forest development (expansion) by smallholders and communities (Activity Package 28)

Develop payments for environmental services (PES) (Activity Package 33)

Bamboo agro-forestry (Activity Package 48)

Tree nursery investment (Activity Package 57)

Urban greening (Activity Package 61)

Assisted natural regeneration (ANR) (new Activity Package)

Development of out-grower schemes (hew Activity Package)

Use of climate change and related spatial information in landscape planning for medium and large-scale
commercial forest development (new Activity Package)

Building resilient livelihoods through sustainable utilization

Enhanced market information systems (Activity Package 2)
Apiculture and sericulture development (Activity Package 18)
Silvo-pastoral production systems (i.e., multi-purpose trees on rangeland and farmland) (Activity Package 49)

Strengthened commercial plantation forestry into PFM model (new Activity Package)
Design and implementation of Forest Fund (new Activity Package)

Support to link forest sector with micro enterprises (new Activity Package)

Promote small and medium scale wood processing industries (new Activity Package)

Building more resilient natural habitats and maintenance of ecosystem services through landscape conservation

Enhanced agriculture extension services that address climate change and are responsive to all (including poor,
vulnerable and female farmers (Activity Package 8)

Land tenure and communal forest land certification to encourage sustainable natural resource management
(Activity Package 21)

Integrated land use planning (including Agriculture, Forest, Livestock, etc.) (Activity Package 25)

R&D for energy to address climate change (Activity Package 69)
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e Energy efficiency to reduce wood and charcoal consumption (Activity Package 68)

e Promotion of non-food biofuel sources such as biogas and ethanol as alternatives to wood and charcoal
(Activity Package 66)

e Off-grid household energy access (Activity Package 24)

e Improved on-farm and rangeland livestock production practices and manure management (Activity Package
16)

e Planned rangeland and grazing management (Activity Package 19)

e Livestock value chain and market development and efficiency (Activity Package 73)

e Livestock related infrastructure development (Activity Package 74)

e Livestock payments for environmental services (reduced ruminant numbers, destocking, etc.) (Activity Package
75)

Rationale for investment:

The Government of Ethiopia has prioritized an increase in the forest sector’s contribution to the economy, rising
from 4% of GDP to 8% by the end of GTP Il (2020), and potentially higher by 2030. There is a parallel target for
forest cover to expand to 30% of the country by 2030. Increasing the forest sector’s economic contribution while
simultaneously expanding forest cover will require a significant incremental investment in the sustainable
development and utilization of forest resources, and will require increasing support for private sector involvement.

Forest destruction and degradation is a major source of greenhouse gas emissions in Ethiopia, representing 37%
of total emissions in 2010. In addition, the forestry sector is particularly vulnerable to climate change. Climate
related temperature increases and reduced rainfall could lead to the disappearance of montane and lower
montane wet forest and subtropical desert scrub, and affect the ability of forested areas to provide ecosystem
services such as water and soil catchment and flood protection.

While initiatives like the SLMP show promise in preserving forests’ ability to deliver ecosystem services, the
magnitude of climate and other pressures requires expanded investment to ensure the resilience of Ethiopia’s
forest sector while meeting national targets. At the same time, additional investment is needed to address the
drivers of forest degradation and loss. Extensive agriculture and livestock production is a major contributor to
landscape degradation in Ethiopia. Agriculture and livestock activities and fuelwood collection are the main drivers
of deforestation. Inefficient production techniques mean that farmers continually extend the agricultural frontier,
a practice responsible for 50% of annual forest loss in Ethiopia. Similarly, wood and charcoal remain the primary
source of energy in rural areas, with forest degradation due to inefficient fuelwood consumption responsible for
46% of annual forest loss. Further investment in climate resilient agriculture, livestock and energy activities will
help make a major contribution to Ethiopia’s forest conservation efforts. The coordinated response highlighted by
this Activity Group aims to deliver a greater and more transformative climate resilience response than would
standalone efforts.

Gender lens:

Women’s domestic roles often make them disproportionate users of natural resources such as water, firewood
and forest products. Women and girls spend a significant amount of time collecting firewood — time they could
otherwise spend on more productive activities. As wood resources become scarcer, women experience an
increased work burden and may fall further into poverty as a result®. This activity group was designed with specific

81 Kangas, A., Haider, H., and Fraser, E. (2014).
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consideration of the differing impacts on women and men resulting from the need to build resilience in forest
landscapes. The activities within this group must account for the different effects that they can have on women
and men, and consider how to mitigate the short-term trade-offs of resilience building activities (that often have
medium to long-term objectives). There is evidence that since women in many parts of Ethiopia have primary
domestic responsibility of providing for their families, they are more reliant on natural resources and are thus
more careful stewards of them and the environment. Resilience building activities in the forested landscape can
therefore offer opportunities empower women through their traditional roles as stewards of natural resources.

Synergies with ongoing projects:

The component activities in this Activity Group share useful synergies with existing projects. Most notable of
these are the Ethiopia Oromia Forested Landscape Project, SLMP (which finances bamboo development with
INBAR via the World Bank, as well as agroforestry and PFM as part of watershed rehabilitation), REDD Readiness
TA, a new Norway financed REDD operation at MEFCC via the CRGE Facility, JICA and NGO engagements on PFM
and/or REDD, and the National Programme for Improved Household Biomass Cook Stoves Development &
Promotion. The financial and economic analysis of SLMP showed that net benefits from the program greatly
exceed program costs. Similarly, a review and assessment of the Rural Energy Program showed that the program
has raised awareness and played a supportive role for improved utilization of renewable energy with emphasis
on biomass, which will foster its sustainable development in view of the expected high population growth in
combination with low agricultural productivity. As described in Part 1 of this document, climate change is
expected to have a net negative impact on Ethiopia’s forests and landscapes. This Activity Group is therefore
expected to demonstrate cost-effectiveness both due to the direct benefits of the component activity packages
as described above, and also due to preserving the benefits of existing forest and landscape related projects
against climate impacts.

Synergies with other Activity Groups:

As described above, the success of this Activity Group is closely tied to sustainable intensification of crop
production (Activity Group 1), intensification of livestock production (Activity Group 3), and reduction in the use
of fuelwood as a source of household energy (Activity Group 4).

Institutional arrangements:

While MEFCC has primary responsibility for the forestry sector, the primary risks facing the sector come from
agricultural, livestock and energy related activities. In addition, MoANR has responsibility for natural resource
management. At the same time, measures to protect upland forest areas affect the ability of watersheds to protect
against flooding, recharge groundwater supplies and feed rivers, while biofuels promotion lies within the mandate
of the Ministry of Petroleum and Natural Gas. As a result, many of the individual activities described above would
be managed by MoANR, MoLF or MoWIE, and would require close coordination with those Ministries from initial
planning stages. The CRGE Facility is expected to ensure close coordination between these agencies.

Private sector investors are expected to take on plantation development, management and the establishment of
timber processing operations such as integrated panel and sawnwood production. Such investors can also establish
outgrower arrangements with smallholder woodlot growers. Local communities and their organizations (e.g. CBOs,
cooperatives, etc.) are expected to participate in forest development plans, establish local bylaws and contribute
to value chain development through involvement in forest development cooperatives. NGOs can support through
supporting the development of capacity in forest development, organising and building the capacity of community
cooperatives and facilitating mutually beneficial commercial relationships between communities, forest investors
and Government forest enterprises.

Enabling environment and policy development:

Developing the economic contribution of the forest sector and attracting private investment will require:
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e Continuing public-private dialogue and developing arrangements for public-private partnerships in both
plantations and smallholder outgrower schemes

e enabling access to land (e.g., leasing, certificates) to encourage long-term forest investments

e creating economic incentives for forest investments, such as credit facilities, loan guarantees, duty-free
imports of relevant machinery, or delayed taxes, recognizing the long time horizon for these investments.

e Formation of a forestry and timber-processing industry association to share information with Government

e Further the development of the Forest Fund to incubate private sector forest investment

Effective land management requires balancing priorities across sectors, making long-term decisions which are
continually enforced. Whilst GoE has made progress on implementation of the land policy, the development of
Land Use Policy and National Land Use Plan is only just beginning and should be implemented in the 3rd GTP (2020-
2025). To ensure this huge undertaking is done in a way that supports climate resilience, it will be important to
consider:

e Requirements to consider future climate and population scenarios in land use planning and resource for this
research.

e A mandate for a cross-sectoral body to link land use planning and water use planning to ensure water uses are
balanced across priorities. This should link to river basin authorities and existing Basin Master Plans.

e Massive investments in capacity for local level development and enforcement of plans and cross-sectoral
monitoring and learning about trade-offs in land use planning.

e Creation of a regulatory framework for Payments for Ecosystem Services in forests and rangelands, based on
existing studies and lessons.

e Ensure future climate scenarios are considered in forestry R&D.

Cost estimates:

The indicative cost of this integrated suite of Activity Packages through 2030 is estimated at $5.41 billion USD. Of
this total, about $2 billion USD is indicated for agriculture and livestock-related activities in recognition of the
pressure these sectors place on Ethiopia’s forests. A further $0.56 billion USD is targeted at reducing the impact of
fuelwood collection. Note that synergies with existing project activities and complementarities with other Activity
Groups in this MSIP may yield some savings

Indicators: The results indicators for Activity Group 2 are aligned to the CR Strategy for Agriculture and Forestry
and the CRGE strategy:

Result Indicator 1. Total area Frequency of Collection: Baseline, mid-term and end of program

(individual & communal) of land under

sustainable, climate smart, land Monitoring & Reporting Responsibility: Implementing Entity
management plans

Result Indicator 2, Cumulative area of Frequency of Collection: Baseline, mid-term and end of program

land covered with forest (ha),
disaggregated by: Protected (%);
Plantation (%); Under improved forest | ponitoring & Reporting Responsibility: Implementing Entity
management systems and reduced
carbon emissions practices (%)

Result Indicator 3. Change in household Frequency of Collection: Baseline, mid-term and end of program

fuelwood consumption Monitoring & Reporting Responsibility: Implementing Entity
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Result Indicator 4. Number of
households reporting a wider variety of
livelihood strategies (disaggregated by
male and female-headed)

Frequency of Collection: Baseline, mid-term and end of program

Monitoring & Reporting Responsibility: Implementing Entity

Result Indicator 5. Area of land Frequency of Collection: Baseline, mid-term and end of program
developed with community based

watershed program Monitoring & Reporting Responsibility: Implementing Entity
Result Indicator 6. Area of land Frequency of Collection: Baseline, mid-term and end of program
rehabilitated Monitoring & Reporting Responsibility: Implementing Entity

Financing strategy:

A portion of the estimated cost of this Activity Group may be met by end user contributions and GoE co-financing.
The remainder may be met through a combination of grants and loans from one or a consortium of new and
existing international funding sources. The bilateral and multilateral funding institutions listed below either already
support climate resilience forest and landscape initiatives in Ethiopia, have publicly expressed interest in this
thematic area within Ethiopia, or expressed interest in supporting some combination of the constituent Activity
Packages:

Multilateral Banks, Funds and Agencies: e Adaptation Fund
e C(Climate Investment Funds — Pilot Program for Climate Resilience
e European Investment Bank
e Food and Agriculture Organization of the United Nations
e Global Environment Facility Least Developed Countries Fund
e Green Climate Fund
e International Fund for Agricultural Development
e United Nations Development Program
e The World Bank (IBRD / IDA)

Bilateral Funding Agencies: e Finland Embassy
e Kreditanstalt fir Wiederaufbau (KfW)
e Norway's International Climate and Forest Initiative (NICFI)
e Norwegian Agency for Development Cooperation (NORAD)

VII.4  Activity Group 3: Ensuring Climate Resilient Livestock Management and Livelihoods

This Activity Group helps to improve the climate resilience and reduce the climate impact of Ethiopia’s livestock
sector.

Figure 29: Summary Description of Activity Group 3 (Ensuring Climate Resilient Livestock Management and Livelihoods)
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Development objectives: The component activities in this activity group aim to achieve increased resilience in the
livestock sector in three key ways:

1. Developing climate smart livestock extension services that factor in measures to reduce climate vulnerability
and impacts for women, men, and poor farmers;

2. Reducing the vulnerability of farmers and livestock to climate shocks through measures that intensify livestock
production, increase the market value of livestock and reduce vulnerability to disease;

3. Reducing the environmental impact of livestock production, especially by reducing overall methane emissions
per head of livestock and reducing the need to clear forest land for grazing.

Components and activities: The specific activity packages comprising this Activity Group are:

e Livestock R&D to address climate change (Activity Package 5)

e Improved resilience-focused livestock extension services that are responsive to all (including poor, vulnerable
and female farmers) (Activity Package 8)

e Livestock management (Activity Package 16)

e Improved fisheries practices and aquaculture development / value chain development, including encouraging
aquaculture in reservoirs (Activity Package 17)

e Planned rangeland and grazing management (Activity Package 19)

e Integrated land use planning (involving agriculture, livestock, forestry, water, etc.) (Activity Package 25)

e Basin/sub-basin resources planning and management (e.g., integrating feed production and grazing
management into watershed management) (Activity Package 27)

e Transboundary disease monitoring for livestock (Activity Package 52)

e Climate change and related spatial information more accessible for decision makers (Activity 67)

e Livestock value chain efficiency, specialization and commercialization (Activity Package 73)

e Livestock related infrastructure development (Activity Package 74)

e Livestock payment for environmental services — reducing ruminant numbers, destocking, switching to poultry,
etc. (Activity Package 75)

e Enhanced livestock diversification / biodiversity (Activity Package 76)

e (Capacity development (institutional, organizational and HR resources development — to improve readiness)
(Activity Package 77)

e Improved on-farm and rangeland livestock practices to improve productivity for rangeland and mixed farming
agro-ecologies (new Activity Package)

e Manure management to support biogas production (new Activity Package)

Rationale for investment:

The livestock sector is particularly vulnerable to climate related weather events, especially increased temperature
and reduced rainfall. Livestock are used for animal traction on farms across Ethiopia, in addition to rangeland herds
that make Ethiopia Africa’s largest livestock producer. Climate related shocks that affect livestock therefore have
the potential to damage livelihoods across the country. This Activity Group promotes an integrated approach to
building resilience against climate shocks, and provides a framework for scaling up climate-smart livestock
production activities.

Gender lens:

Ethiopia has both full pastoralist and agro-pastoralist systems. In the former cattle and larger stock (camels) are
usually owned by men and men may undergo seasonal migration with their stock whilst women stay with
(younger) children at the homestead. In the latter, livestock activities are normally integrated into the existing
farming systems; sheep and goats can be kept on small farms without large fodder and these; and backyard poultry
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which are kept near the house; are more women's domain. Access to and tenure of rangeland or fodder resources,
and differential access to markets also must be considered. This Activity Group should be implemented with
specific consideration of the differing climate change impacts and livelihoods responses on women and men in
livestock.

Synergies with ongoing projects:

The component activities in this Activity Group complement a number ongoing initiatives, most notably the SLMP,
and the Ethiopia Oromia Forested Landscape Project, and a new IDA-financed livestock program under
preparation. A review of the SLMP showed that it has helped reduce the negative impact of livestock overgrazing
in communal hillside areas and improved livestock productivity. The cost effectiveness and value added of this
Activity Group will be determined by its direct contribution to enhancing climate resilience in the livestock sector,
and helping to ensure the continued provision of benefits from other projects and programs in the context of a
changing climate.

Synergies with other Activity Groups:

Intensification of livestock production may reduce the need to clear forest land for grazing, and therefore
contributes to the objectives of Activity Group 2. Conversely, expanding forest cover under Activity Group 2 can
provide increased shade for livestock, reducing vulnerability to increased temperatures under climate change.
Activity Groups 1 and 2 also include land use planning and basin / sub-basin resources planning and management
activities, which could be implemented most effectively across Activity Groups and sector ministries.

Institutional arrangements:

Public-private dialogue would help ensure that public investments in value chain development will leverage
commercial investment around key livestock value chains and can strengthen links to the new agro-industrial
parks. An active role for farmers and their cooperatives is expected in value chain development actions. Non-
governmental organizations can also support value chain facilitation, build the capacity of cooperatives, test new
livestock extension packages, broker partnerships with private sector traders or meat processors, and build
capacity for the implementation of the animal breeding policy.

Primary responsibility for this Activity Group would lie with the Ministry of Livestock and Fisheries (MoLF). At the
same time, intensifying livestock production can reduce competition with farmers for land and reduce the need to
clear forested areas and other landscapes for grazing. Successful scale-up of these activities will therefore require
a landscape approach with close coordination between MoLF, MoANR and MEFCC for effective land use and basin
resources planning and management. The CRGE Facility is expected to ensure close coordination between these
agencies.

Enabling environment and policy development:

The MoLF is guided by the Livestock Master Plan (2015-2020), which indicates the importance of livestock activities
contributing to both climate change adaptation and mitigation as outlined in the CRGE Strategies. The Climate
Resilience strategy indicates specific resilience measures for the livestock sector, which could be enhanced if:

e Implementation of the newly developed Animal Breeding Policy should consider future climate scenarios and
prioritize those characteristics that will allow higher yields under uncertain conditions and increased
temperatures.

e Ensure that land use planning guidance considers strategic feedlot creation alongside irrigation for agriculture
to preserve the integrity of extensive grazing systems.

e Strengthen the implementation of meat quality standards and improve control on live animal export to
enhance investment in domestic meat processing where it is profitable.
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e Review policies impacting livestock feed and create incentives for domestic feed production, including limiting
the oilseed export, encouraging domestic grain production and integrate livestock feed production in newly
developed Agro-Industrial Park Clusters.

e Greater investments are made in research and development for livestock production systems in areas with a
high level of vulnerability to climate change.

e Create a forum for public-private sector dialogue to ensure Government investments in value chain
development leverage a greater role for private sector.

Cost estimates:

The indicative cost of this cross-sectoral Activity Group through 2030 is approximately $2.63 billion USD. Note that
synergies with existing project activities and complementarities with other Activity Groups in this MSIP may yield
some savings.

Indicators: The results indicators for Activity Group 3 are aligned to the CR Strategy for Agriculture and Forestry
and the CRGE strategy:

Result Indicator 1. Area of pasture Frequency of Collection: Baseline, mid-term and end of program
under improved pastureland
management Monitoring & Reporting Responsibility: Implementing Entity

Result Indicator 2, Productivity of
communal pasture and rangeland

Frequency of Collection: Baseline, mid-term and end of program

(tons/ha) — feed / forage Monitoring & Reporting Responsibility: Implementing Entity

Result Indicator 3. Number of
households reporting a wider variety of

Frequency of Collection: Baseline, mid-term and end of program

livelihood strategies (disaggregated by

male and female-headed) Monitoring & Reporting Responsibility: Implementing Entity

Financing strategy:

A portion of the estimated cost of this Activity Group may be met by end user contributions and GoE co-financing.
The remainder may be met through a combination of grants and loans from one or a consortium of new and
existing international funding sources. The bilateral and multilateral funding institutions listed below either already
support climate resilience livestock initiatives in Ethiopia, have publicly expressed interest in this thematic area
within Ethiopia, or expressed interest in supporting some combination of the constituent Activity Packages:

Multilateral Banks, Funds and Agencies:

Adaptation Fund

e  African Development Bank

e C(Climate Investment Funds — Pilot Program for Climate Resilience
e Food and Agriculture Organization of the United Nations

e Green Climate Fund

e International Fund for Agricultural Development

e United Nations Development Program

e The World Bank (IBRD / IDA)

Bilateral Funding Agencies: e Canada Department of Foreign Affairs, Trade & Development
e Finland Embassy
e Kreditanstalt fiir Wiederaufbau (KfW)
e Switzerland Embassy
e United States Agency for International Development (USAID)
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VIS  Activity Group 4: Improved Resilience through Affordable Access to Climate-Smart Energy

This Activity Group promotes affordable energy access as an enabler of other livelihood and resilience goals.

Figure 30: Summary Description of Activity Group 4 (Improved Resilience through Affordable Access to Climate-Smart Energy)

Development objectives: This Activity Group includes measures that reduce reliance on energy resources like
fuelwood that are vulnerable to climate shocks, while also reducing pressure on forest resources. The component
activities in this activity group aim to enhance access to climate smart energy in two ways:

1. Reducing reliance on increasingly uncertain fuelwood supplies as a source of energy, by improving the
efficiency of the biomass energy value chain — including charcoal production and wood / charcoal stoves — and
by developing alternative sources of household energy;

2. Improving livelihoods and reducing vulnerability through increased access to electricity in a climate smart
manner. These activities promote renewable energy-based electrification while addressing the potential
longer term impact of climate change on hydropower resources over the longer term.

Components and activities: The specific activity packages comprising this Activity Group are:

e Enhanced energy extension services (Activity 9)

e Promotion of non-food biofuel sources — biogas, ethanol as alternatives to wood and charcoal (Activity 66)
e Energy efficiency throughout the value chain to reduce wood and charcoal consumption (Activity 68)

e LPG as an alternative to wood and charcoal

e R&D for energy to address climate change (Activity 69)

e Off-grid household energy access (Activity 24)

e Micro-hydropower (Activity 45)

e Pico-, micro-, mini- and meso-scale grid electricity (Activity 63, 64, 65)

e Introduction and adoption of energy tariffs (Activity 72)

Rationale for investment:

This Activity Group builds on the existing work of projects like SREP and the National Programme for Improved
Household Biomass Cook Stoves Development & Promotion. Given the significant role that fuelwood consumption
plays in forest degradation, it is important to further scale up those existing initiatives, promote sources of clean
energy that are not emphasized by existing projects, and encourage enhanced coordination with activities in other
sectors.

Gender lens:

Energy has significant links to gender equality: Women and girls are often primarily responsible for collecting fuel
and water at the community level. Also, poor women tend to participate in the informal economic sector, which
relies strongly on biomass as its main energy source and climate induced scarcity of natural resources can
exacerbate women’s time poverty®2. This Activity Group was designed with specific consideration of the differing
ways that women and men access and use energy, and the implications of climate change on rural energy in
Ethiopia. Gender disaggregated baseline data and inclusion of women in discussions on energy plans and policies
will inform gender mainstreaming of resilience building programs for rural energy.

82 Habtezion, S. (2012)
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Synergies with ongoing projects:

This Activity Group complements several existing projects, including the National Programme for Improved
Household Biomass Cook Stoves Development & Promotion in Ethiopia, the Ethiopia Oromia Forested Landscape
Program, SLMP (which supports household energy), and the Scaling-Up Renewable Energy Program Ethiopia
Investment Plan (SREP). The Household Biomass Cook Stoves project and SREP have contributed to an increase in
the number and improvement in the quality and cost of more efficient cooking devices. The cost-effectiveness of
this Activity Group will be determined both by its direct contribution to reducing reliance on vulnerable energy
resources and its contribution to preserving the benefits of ongoing projects in the context of a changing climate.

Synergies with other Activity Groups:

Improved energy access contributes to or depends upon the successful execution of each of the other Activity
Groups. The off-grid household energy and biofuels activities support the goals of Activity Group 2, by reducing
degradation from fuel wood collection. Conversely the sustainability of micro-hydropower initiatives depends on
improved HydroMet services and the climate resilient watershed and basin management activities described in
Activity Groups 1 and 2.

Institutional arrangements:

The household energy activities described above depend on close coordination between MEFCC and MoWIE.
Similarly, hydropower based mini-grids, while the responsibility of MoWIE, often rely upon the same water
resources as irrigation activities, and depend on well-functioning watersheds. As a result, taking a landscape
approach means that coordinating closely with MoANR and MEFCC will be important to satisfying the needs of all
users and achieving economies of scale and scope. The CRGE Facility is expected to ensure close coordination
between these agencies.

Regulatory improvement will ensure an attractive environment for private sector investors which are expected to
play an important role in the development of micro-hydro schemes, the sale of pico/micro solar products and in
the installation and maintenance of mini and meso solar installations. Civil society may have a role in promoting
renewable energy and energy efficiency measures to rural communities and in supporting the development of
local bylaws and institutions for sustainable management of off-grid generators. NGOs may also build on their
prior experience with the implementation of biogas or ethanol stoves to strengthen Government and private
sector capacity for promoting these technologies on a wider scale.

Enabling environment and policy development:

Several enabling policies exist, including The Energy Policy (1994), the Electricity Feed-in-Tariff Law (2012) and the
Energy Proclamation (2013). The Rural Electrification Fund also exists to provide loans and technical assistance for
rural electrification. MoWIE has several alternative energy programs for increasing access to modern fuels
including the National Biomass Energy Strategy (2013), National Biogas Program for Ethiopia (2007), Biofuel
Program and Sustainable Energy For All Action Plan. Priorities under the Sectoral Climate Resilience strategy
include a need to diversify the energy mix, improve energy efficiency, improve the efficiency of biomass use and
accelerate off-grid energy access. It also highlights the importance of balancing water demands between those for
human and agricultural uses as well as those for power generation. However, there is still scope for further
improvements to the policy environment and the capacity to implement existing provisions. These include:

e Develop regulatory framework for off-grid energy tariffs.

e Ensure Land and Water Use procedures balance water and land demands across personal, productive and
energy uses.

e Ensure VAT-exemption on renewable technologies is implemented consistently and applies to product parts
and appliances.

e Strengthen institutions for managing and maintaining public systems and consider creating regulations to
manage private sector involvement and sustainable operations.
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e Equip the Ethiopian Standards Agency (ESA) to quality assure all renewables products and not just those
covered by the Lighting Africa standards.

e Continue to invest in vocational training for renewable energy technicians and ensure curricula reflect
appropriate quality standards and consider environmental impacts and safe disposal.

Cost estimates:

The indicative cost of this cross-sectoral Activity Group through 2030 is approximately $0.65 billion USD. Note that
synergies with existing project activities and complementarities with other Activity Groups in this MSIP may yield
some savings.

Indicators: The results indicators for Activity Group 4 are aligned to the CR Strategy for Agriculture and Forestry
and the CRGE strategy:

Result Indicator 1. Quantity of wood fuel Frequency of Collection: Baseline, mid-term and end of program

displaced (tons): disaggregated by type of

energy-saving or alternative fuel measure Monitoring & Reporting Responsibility: Implementing Entity

Result Indicator 2: Installed capacity Frequency of Collection: Baseline, mid-term and end of program

renewable energy, including from solar,

wind, hydropower and/or biomass (type, | Monitoring & Reporting Responsibility: Implementing Entity
GWh, number of connections)

Result Indicator 3: Annual energy savings: | Frequency of Collection: Baseline, mid-term and end of program

(GWh) disaggregated by type of energy-

saving measure Monitoring & Reporting Responsibility: Implementing Entity

Financing strategy:

A portion of the estimated cost of this Activity Group may be met by end user contributions and GoE co-financing.
The remainder may be met through a combination of grants and loans from one or a consortium of new and
existing international funding sources. The bilateral and multilateral funding institutions listed below either already
support energy access and energy efficiency initiatives in Ethiopia, have publicly expressed interest in this thematic
area within Ethiopia, or expressed interest in supporting some combination of the constituent Activity Packages:

Multilateral Banks, Funds and Agencies: e Adaptation Fund
e  African Development Bank
e (Climate Investment Funds — Pilot Program for Climate
Resilience
e European Investment Bank
e International Finance Corporation
e Global Environment Facility Least Developed Countries Fund
e Green Climate Fund
e United Nations Development Program
e The World Bank (IBRD / IDA)

Bilateral Funding Agencies: e Agence Francaise for Développement
e DANIDA
e Finland Embassy
e Norwegian Agency for Development cooperation (NORAD)
e United States Agency for International Development (USAID
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Development objectives: This Activity Group includes measures that reduce reliance on energy resources like
fuelwood that are vulnerable to climate shocks, while also reducing pressure on forest resources. The component
activities in this activity group aim to enhance access to climate smart energy in two ways:

3. Reducing reliance on increasingly uncertain fuelwood supplies as a source of household energy, by improving
the efficiency of wood stoves and developing alternative sources of household energy;

4. Improving livelihoods and reducing vulnerability through increased access to electricity in a climate smart
manner. These activities promote renewable energy-based electrification while addressing the potential
longer term impact of climate change on hydropower resources over the longer term.

Components and activities: The specific activities comprising this Activity Group are:

e Enhanced energy extension services (Activity 9)

e Promotion of non-food biofuel sources — biogas, ethanol as alternatives to wood and charcoal (Activity 66)
e Energy efficiency to reduce wood and charcoal consumption (Activity 68)

e LPG as an alternative to wood and charcoal

e R&D for energy to address climate change (Activity 69)

e Off-grid household energy access (Activity 24)

e Micro-hydropower (Activity 45)

e Pico-, micro-, mini- and meso-scale grid electricity (Activity 63, 64, 65)

e Introduction and adoption of energy tariffs (Activity 72)

Rationale for investment:

This Activity Group builds on the existing work of projects like SREP and the National Programme for Improved
Household Biomass Cook Stoves Development & Promotion. Given the significant role that fuelwood consumption
plays in forest degradation, it is important to further scale up those existing initiatives, promote sources of clean
energy that are not emphasized by existing projects, and encourage enhanced coordination with activities in other
sectors.

Gender lens:

Energy has significant links to gender equality: Women and girls are often primarily responsible for collecting fuel
and water at the community level. Also, poor women tend to participate in the informal economic sector, which
relies strongly on biomass as its main energy source and climate induced scarcity of natural resources can
exacerbate women’s time poverty®. This Activity Group was designed with specific consideration of the differing
ways that women and men access and use energy, and the implications of climate change on rural energy in
Ethiopia. Gender disaggregated baseline data and inclusion of women in discussions on energy plans and policies
will inform gender mainstreaming of resilience building programs for rural energy.

Synergies with ongoing projects:

This Activity Group complements several existing projects, including the National Programme for Improved
Household Biomass Cook Stoves Development & Promotion in Ethiopia, the Ethiopia Oromia Forested Landscape
Program, SLMP (which supports household energy), and the Scaling-Up Renewable Energy Program Ethiopia
Investment Plan (SREP).

Synergies with other Activity Groups:

Improved energy access contributes to or depends upon the successful execution of each of the other Activity
Groups. The off-grid household energy and biofuels activities support the goals of Activity Group 2, by reducing
degradation from fuel wood collection. Conversely the sustainability of micro-hydropower initiatives depends on

8 Habtezion, S. (2012)
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improved HydroMet services and the climate resilient watershed and basin management activities described in
Activity Groups 1 and 2.

Institutional arrangements:

The household energy activities described above depend on close coordination between MEFCC and MoWIE.
Similarly, hydropower based mini-grids, while the responsibility of MoWIE, often rely upon the same water
resources as irrigation activities, and depend on well-functioning watersheds. As a result, taking a landscape
approach means that coordinating closely with MoANR and MEFCC will be important to satisfying the needs of all
users and achieving economies of scale and scope. The CRGE Facility is expected to ensure close coordination
between these agencies.

Enabling environment and policy development:

Several enabling policies exist, including The Energy Policy (1994), the Electricity Feed-in-Tariff Law (2012) and the
Energy Proclamation (2013). The Rural Electrification Fund also exists to provide loans and technical assistance for
rural electrification. MoWIE has several alternative energy programs for increasing access to modern fuels
including the National Biomass Energy Strategy (2013), National Biogas Program for Ethiopia (2007), Biofuel
Program and Sustainable Energy For All Action Plan. Priorities under the Sectoral Climate Resilience strategy
include a need to diversify the energy mix, improve energy efficiency, improve the efficiency of biomass use and
accelerate off-grid energy access. It also highlights the importance of balancing water demands between those for
human and agricultural uses as well as those for power generation. However, there is still scope for further
improvements to the policy environment and the capacity to implement existing provisions. These include:

e Develop regulatory framework for off-grid energy tariffs.

e Ensure Land and Water Use procedures balance water and land demands across personal, productive and
energy uses.

e Ensure VAT-exemption on renewable technologies is implemented consistently and applies to product parts
and appliances.

e Strengthen institutions for managing and maintaining public systems and consider creating regulations to
manage private sector involvement and sustainable operations.

e Equip the Ethiopian Standards Agency (ESA) to quality assure all renewables products and not just those
covered by the Lighting Africa standards.

e Continue to invest in vocational training for renewable energy technicians and ensure curricula reflect
appropriate quality standards and consider environmental impacts and safe disposal.

Cost estimates:

The indicative cost of this cross-sectoral Activity Group through 2030 is approximately $654 million USD. Note that
synergies with existing project activities and complementarities with other Activity Groups in this MSIP may yield
some savings.

Indicators: The results indicators for Activity Group 4 are aligned to the CR Strategy for Agriculture and Forestry
and the CRGE strategy:

Result Indicator 1. Quantity of wood fuel Frequency of Collection: Baseline, mid-term and end of program

displaced (tons): disaggregated by type of

energy-saving or alternative fuel measure Monitoring & Reporting Responsibility: Implementing Entity

Result Indicator 2: Installed capacity Frequency of Collection: Baseline, mid-term and end of program

renewable energy, including from solar,

wind, hydropower and/or biomass (type, | Monitoring & Reporting Responsibility: Implementing Entity
GWh, number of connections)

Frequency of Collection: Baseline, mid-term and end of program
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Result Indicator 3: Annual energy savings:
(GWh) disaggregated by type of energy- Monitoring & Reporting Responsibility: Implementing Entity
saving measure

Financing strategy:

A portion of the estimated cost of this Activity Group may be met by end user contributions and GoE co-financing.
The remainder may be met through a combination of grants and loans from one or a consortium of new and
existing international funding sources. The bilateral and multilateral funding institutions listed below either already
support energy access and energy efficiency initiatives in Ethiopia, have publicly expressed interest in this thematic
area within Ethiopia, or expressed interest in supporting some combination of the constituent Activity Packages:

Multilateral Banks, Funds and Agencies: e Adaptation Fund
e African Development Bank
e Climate Investment Funds — PPCR
e European Investment Bank
e International Finance Corporation
e Global Environment Facility Least Developed Countries Fund
e Green Climate Fund
e United Nations Development Program
e The World Bank (IBRD / IDA)

Bilateral Funding Agencies: e Agence Francaise for Développement
e DANIDA
e Finland Embassy
e Norwegian Agency for Development cooperation (NORAD)
e United States Agency for International Development (USAID)

VII.6  Activity Group 5: Enhanced Climate-Resilient Disaster Risk Management and Early Warning Systems

This Activity Group aims to improve the capacity to anticipate and manage climate related disaster risks as part of
Ethiopia’s existing DRM Strategic Program and Investment Framework.

Figure 31: Summary Description of Activity Group 5 (Enhanced Climate-Resilient Disaster Risk Management and Early Warning
Systems)

Development objectives: This Activity Group aims to enhance climate-related disaster risk management in three
main ways:

1. Enhancing prevention, mitigation and preparedness activities, including by building DRM elements into
development strategies, policies and programs. This involves improving drought and flood risk assessment and
early warning systems, including historical data analysis, prediction and early warning. These activities reflect
the increased need for meteorological and hydrological systems that integrate changing climate projections
into agriculture and forestry development and disaster risk management planning as climate related shocks
become more frequent and severe.

2. Increasing resilience through coordinated food and non-food responses to climate related disasters. These
measures are intended to reduce the stress that climate shocks place on government and civil society response
capacities.
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3. Enhanced adoption of post-disaster risk reduction and resilience approaches. These measures are meant to
address long-term risks as part of disaster risk assessment and ensure that households and communities can
“build back better” after an event.

Components and activities: The specific activity packages comprising this Activity Group are:

e Improved Spatial, AgroMet and HydroMet monitoring services and data storage and information sharing
platforms, including historical data analysis and projections (Activity 1)

e Capacity building for the collection and analysis of drought and flood early warning information (e.g. LIAS data,
bottom up data including indigenous knowledge), spatial data and creation of data storage and sharing
platform (Activity 34)

e Climate change and related spatial information more accessible for decision makers (Activity 67)

e Enhanced data sharing to ensure climate projections and weather forecasts reach the woreda planners who
can interpret and advise extension agents and farmers (Activity 34).

e Risk financing via weather index based agriculture, livestock, and forest crop insurance (Activity 36)

e Improved coordination between administrative, humanitarian and insurance-based disaster response systems
(new activity package)

e Long-term risks considered in non-food responses to contribute to reduce vulnerability (e.g. infrastructure is
“built back better” and non-food response funds are used to incentivize households to adopt more resilient
livelihood options) (new activity package)

Rationale for investment:

Ethiopia has an established DRM Strategic Program and Investment Framework and a well-functioning disaster
management system. However, there is insufficient knowledge of climate risks to enable long term planning. Given
the expected increase in the frequency and severity of climate related weather events such as floods and drought,
it is important to increase the quality and availability of meteorological and hydrological forecasts and early
warning systems. In addition, there is very limited support for potential private sector measures like insurance that
can help reduce the government’s disaster response burden.

Gender lens:

Women often have a strong body of knowledge and expertise that can be used in climate change mitigation,
disaster reduction and adaptation strategies. Furthermore, women’s responsibilities in households and
communities, as stewards of natural and household resources, positions them well to contribute to livelihood
strategies adapted to changing environmental realities®®. Key supporting activities for this group include: Increase
the understanding of gender concerns and needs in disaster risk reduction; Develop government capacity to
address gender issues in disaster risk reduction; Encourage governments to take action to integrate gender
perspectives into disaster risk reduction legislation, policies and programs8. Gender sensitive risk assessments are
required to determine the differentiated exposure to risk and climate vulnerability of women and men.

Synergies with ongoing projects:

The disaster risk management and response activity packages described above align with and build climate
resilience into each of the seven pillars of the Government of Ethiopia Disaster Risk Management Strategic
Programme and Investment Framework (DRM-SPIF). They also complement the approach taken in the UNDP led
Disaster Risk Management and Livelihood Recovery Programme. The mid-term evaluation of the UNDP program
found that it to be a highly relevant intervention that helped Ethiopia respond to a drought crisis in 2011, and that
it has been effective in advancing policy actions at Federal Level. The cost-effectiveness of this Activity Group will

8 UNISDR (2009).
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be determined by the extent to which incremental funding focused on climate resilience preserves and enhances
the performance of Ethiopia’s DRM system in the context of more frequent and severe droughts and floods.

Synergies with other Activity Groups:

Disaster management and response has strong synergies with activities to promote climate resilient livelihoods.
Enhancing the success achieved by those climate resilient livelihoods activities means that people can cope with
manageable climate stresses and shocks with less need for DRM. What is more, the long-term climate and weather
forecasts that are a featured part of this Activity Group can improve decision making across the Activity Groups,
making all of them more effective.

Institutional arrangements:

The NDRMC has primary responsibility for ensuring that DRM is mainstreamed in the sector Ministries, and would
be expected to be have a strong role in this Activity Group. However, the success of the component activities is
also heavily dependent upon the work of the National Met Agency, MoANR, MEFCC, MoWIE and a range of other
government and research institutions. The CRGE Facility is expected to ensure close coordination between these
agencies.

Private Sector insurance providers are expected to deliver existing weather-indexed products to a larger number
of clients whilst developing new products as required. Civil Society will continue to play a role in supporting the
collection of early warning data and building national capacity for the use of risk data in planning and the
implementation of non-food responses during crises.

Enabling environment and policy development:

The 2013 National Policy and Strategy on Disaster Risk Management and the 2014 Strategic Program and
Investment Framework (DRM-SPIF) set out the requirements for a national DRM system. However, since the
NDRMC is newly created and has historically focused on Disaster Management and Food Security, there are
capacity gaps in its ability to coordinate and push for Disaster Risk Management across sectors. Some priority areas
for improvement include:

e Create formal mechanisms to link NDRMC and RBAs to coordinate flood management activities and ensure
sufficient capacity on hydrological issues within NDRMC.

e Create systematic and cross-sectoral guidelines on the use of agro-meteorological and hydro-meteorological
data, risk analyses and livelihood data and improve links to contingency planning and action.

e Continue to invest in the data and meteorological systems required for the insurance industry.

e Ensure capability for national-level contingency planning is available to allow access to the African Risk
Capacity and systems for learning and improvement to expand its coverage if appropriate.

e Improve the communication infrastructure and develop regulatory frameworks to enhance the use of mobile
banking to facilitate the scale-up of farmer/herder focused insurance products.

Cost estimates:

The indicative incremental cost of this cross-sectoral Activity Group through 2030 is approximately USD $107
million. Note that synergies with existing project activities and complementarities with other Activity Groups in
this MSIP may yield cost savings.

Indicators: The results indicators for Activity Group 5 are aligned to the CR Strategy for Agriculture and Forestry
and the CRGE strategy:

Frequency of Collection: Every 5 years
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Result Indicator 1: Perception of men,
women, vulnerable populations, and
emergency response agencies of the
timeliness, content and reach of early
warning systems

Monitoring & Reporting Responsibility: Disaster Risk Management
and Food Security Sector

Result Indicator 2: Evidence of Frequency of Collection: Annually

strengthened government capacity to
collect, analyze and apply climate
information to decision-making

Monitoring & Reporting Responsibility: Responsibility: CRGE
Secretariat and CRGE priority Ministries under the program

Financing strategy:

A portion of the estimated cost of this Activity Group may be met GoE co-financing. Note also that the activity
package focused on de-risking the provision of livestock, agriculture and forest crop insurance is intended to
leverage a significantly larger private sector contribution to resilience. The remainder may be met through a
combination of grants and loans from one or a consortium of new and existing international funding sources. The
bilateral and multilateral funding institutions listed below either already support climate resilience livestock
initiatives in Ethiopia, have publicly expressed interest in this thematic area within Ethiopia, or expressed interest
in supporting some combination of the constituent Activity Packages:

Multilateral Banks, Funds and Agencies: e Adaptation Fund
e African Development Bank
e (Climate Investment Funds — Pilot Program for Climate
Resilience
e Food and Agriculture Organization of the United Nations
e Green Climate Fund
e United Nations Development Program
e The World Bank (IBRD / IDA)

Bilateral Funding Agencies: e Austria Development Agency
e DANIDA
e EU Ethiopia Office
e Kreditanstalt fir Wiederaufbau (KfW)
e Norwegian Agency for Development Cooperation (NORAD)
e Switzerland Embassy
e UK Department for International Development (DfID)
e United States Agency for International Development (USAID

Development objectives: This Activity Group aims to enhance climate-related disaster risk management in three
main ways:

4. Improving drought and flood risk assessment and early warning systems, including historical data analysis,
prediction and early warning. These activities reflect the increased need for meteorological and hydrological
systems that integrate changing climate projections into disaster risk management planning as climate related
shocks become more frequent and severe.

5. Increasing resilience through coordinated food and non-food responses to climate related disasters. These
measures are intended to reduce the stress that climate shocks place on government budgets.

Ethiopia MSIP for PPCR, 9 May 2017. p. 75




6. Enhanced adoption of the Sendai Framework for Disaster Risk Reduction. These measures are meant to
address long-term risks as part of disaster risk assessment and ensure that households and communities can
“build back better” after an event.

Components and activities: The specific activities comprising this Activity Group are:

e Improved Spatial, AgroMet and HydroMet monitoring services and data storage and information sharing
platforms, including historical data analysis and projections (Activity 1)

e Capacity building for the collection and analysis of drought and flood early warning information (e.g. LIAS data,
bottom up data including indigenous knowledge), spatial data and creation of data storage and sharing
platform (Activity 34)

e Climate change and related spatial information more accessible for decision makers (Activity 67)

e Enhanced data sharing to ensure climate projections and weather forecasts reach the woreda planners who
can interpret and advise extension agents and farmers (Activity 34).

e Risk financing via weather index based agriculture, livestock, and forest crop insurance (Activity 36)

e Improved coordination between administrative, humanitarian and insurance-based disaster response systems
(new activity package)

e Long-term risks considered in non-food responses to contribute to reduce vulnerability (e.g. infrastructure is
“built back better” and non-food response funds are used to incentivize households to adopt more resilient
livelihood options) (new activity package)

Rationale for investment:

Ethiopia has an established and well-functioning disaster management system. However, there is insufficient
knowledge of risks to enable long term planning. Given the expected increase in the frequency and severity of
climate related weather events such as floods and drought, it is important to increase the quality and availability
of meteorological and hydrological forecasts and early warning systems. In addition, there is very limited support
for potential private sector measures like insurance that can help reduce the government’s disaster response
burden.

Gender lens:

Women often have a strong body of knowledge and expertise that can be used in climate change mitigation,
disaster reduction and adaptation strategies. Furthermore, women’s responsibilities in households and
communities, as stewards of natural and household resources, positions them well to contribute to livelihood
strategies adapted to changing environmental realities®®. Key supporting activities for this group include: Increase
the understanding of gender concerns and needs in disaster risk reduction; Develop government capacity to
address gender issues in disaster risk reduction; Encourage governments to take action to integrate gender
perspectives into disaster risk reduction legislation, policies and programs®. Gender sensitive risk assessments are
required to determine the differentiated exposure to risk and climate vulnerability of women and men.

Synergies with ongoing projects:

The disaster risk management and response activities described above reinforce and complement several ongoing
projects, most notably the Disaster Risk Management Strategic Programme and Investment Framework (DRM-
SPIF).

8 UNISDR (2009).
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Synergies with other Activity Groups:

Disaster management and response has strong synergies with activities to promote climate resilient livelihoods.
Enhancing the success achieved by those climate resilient livelihoods activities means that people can cope with
manageable climate stresses and shocks with less need for DRM. What is more, the long-term climate and weather
forecasts that are a featured part of this Activity Group can improve decision making across the Activity Groups,
making all of them more effective.

Institutional arrangements:

The NDRMC has primary responsibility for ensuring that DRM is mainstreamed in the sector Ministries, and would
be expected to have a strong role in this Activity Group. However, the success of the component activities is also
heavily dependent upon the work of the National Met Agency, MoANR, MEFCC, MoWIE and a range of other
government and research institutions. The CRGE Facility is expected to ensure close coordination between these
agencies.

Enabling environment and policy development:

The 2013 National Policy and Strategy on Disaster Risk Management and the 2014 Strategic Program and
Investment Framework (DRM-SPIF) set out the requirements for a national DRM system. However, since the
NDRMC is newly created and has historically focused on Disaster Management and Food Security, there are
capacity gaps in its ability to coordinate and push for Disaster Risk Management across sectors. Some priority areas
for improvement include:

e Create formal mechanisms to link NDRMC and RBAs to coordinate flood management activities and ensure
sufficient capacity on hydrological issues within NDRMC.

e C(Create systematic and cross-sectoral guidelines on the use of agro-meteorological and hydro-meteorological
data, risk analyses and livelihood data and improve links to contingency planning and action.

e Continue to invest in the data and meteorological systems required for the insurance industry.

e Ensure capability for national-level contingency planning is available to allow access to the African Risk
Capacity and systems for learning and improvement to expand its coverage if appropriate.

e Improve the communication infrastructure and develop regulatory frameworks to enhance the use of mobile
banking to facilitate the scale-up of farmer/herder focused insurance products.

Cost estimates:

The indicative cost of this cross-sectoral Activity Group through 2030 is approximately USD $53 million. Note that
synergies with existing project activities and complementarities with other Activity Groups in this MSIP may yield
cost savings.

Indicators: The results indicators for Activity Group 5 are aligned to the CR Strategy for Agriculture and Forestry
and the CRGE strategy:

Result Indicator 1: Perception of men, Frequency of Collection: Every 5 years

women, vulnerable populations, and

emergency response agencies of the Monitoring & Reporting Responsibility: Disaster Risk Management
timeliness, content and reach of early and Food Security Sector

warning systems

Frequency of Collection: Annually

Result Indicator 2: Evidence of
strengthened government capacity to

Monitoring & Reporting Responsibility: Responsibility: CRGE
Secretariat and CRGE priority Ministries under the program
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collect, analyze and apply climate
information to decision-making

Financing strategy:

A portion of the estimated cost of this Activity Group may be met GoE co-financing. Note also that the activity
package focused on de-risking the provision of livestock, agriculture and forest crop insurance is intended to
leverage a significantly larger private sector contribution to resilience. The remainder may be met through a
combination of grants and loans from one or a consortium of new and existing international funding sources. The
bilateral and multilateral funding institutions listed below either already support climate resilience livestock
initiatives in Ethiopia, have publicly expressed interest in this thematic area within Ethiopia, or expressed interest
in supporting some combination of the constituent Activity Packages:

Multilateral Banks, Funds and Agencies: e Adaptation Fund
e  African Development Bank
e (Climate Investment Funds — Pilot Program for Climate
Resilience
e Food and Agriculture Organization of the United Nations
e Green Climate Fund
e United Nations Development Program
e The World Bank (IBRD / IDA)

Bilateral Funding Agencies: e Austria Development Agency
e DANIDA
e EU Ethiopia Office
e Kreditanstalt fiir Wiederaufbau (KfW)
e Norwegian Agency for Development Cooperation (NORAD)
o Switzerland Embassy
e UK Department for International Development (DfID)
e United States Agency for International Development (USAID

VIIl.  Monitoring and Evaluation

VIII.L1 The Objective Hierarchy

The MSIP directly supports Ethiopia’s targets articulated in its Climate Resilient Green Economy (CRGE) Strategy,
Climate Resilience Strategy for Agriculture and Forest, Climate Resilience Strategy for Water and Energy, and
related sectoral investment frameworks in pursuance of the GTP Il transformational objective of reaching lower-
middle income status by 2025. The CRGE is one of nine strategic pillars of the GTP Il and contributes by supporting
climate resilient and green economic growth that is socially equitable and inclusive, addressing underlying drivers of
vulnerability to climate risks (Figure 32). As shown in Figure 32, the MSIP will directly support three of the CRGE
Strategic Pillars and indirectly support the fourth by supporting the climate sensitive development of the rural-urban
interface.
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Figure 32: Objective Hierarchy for MSIP to contribute to the GTP Il

GTP II: Vision to become a lower middle-income country by 2025

)

Climate resilient and green economic growth is socially equitable and inclusive,
addressing underlying drivers of vulnerability to climate risks

T

Build a Climate Resilient Green Economy

CRGE | Pillars
[ 1 { \
. 4. Green cities, buildings,
o oot || & easedenrgy
Y ) electr‘|0|ty ggnera}tlon from industrial systems
strengthened using protected and diversified climate
low carbon climate sustainabl ili developed and
resilient practices mana edy resiient renewable safeguarded against
P g sources climate risks
4 Multi-Sector Investment Plan for Climate Resilient Agriculture and Forest Development 2017-2030 )
Activity Group 1 - Activity Group 2 - : Activity Group 3 - Activity Group 4 - Activity Group 5 -
Enhancing Climate Climate Resilient Forest Ensuring Climate Improved accessto Enhanced climate-
Resilient Agricultural Landscape Development, Resilient Livestock climate-smart related disaster risk
Production and Food Conservation & Utilization Management and energy management and
Security Livelihoods response systems

RS —

Priority activity packages combinedto create opportunities for a landscape approach to addressing the expected climate
impacts facing the agriculture, livestock and forestry sectors, involving collaboration across the sectoral ministries.
Therefore, there is significant overlap in the priority activity packages that comprise each Activity Group

- /

Monitoring and evaluation under the MSIP is part of an ongoing effort to track national development and
resilience progress. The objective hierarchy proposed here is based on the national Growth and Transformation Plan.
The CRGE Facility will coordinate and support improvements needed in sector monitoring systems to respond to
CRGE priorities. However, it will not be responsible for producing monitoring data. This is provided by existing
investment projects, ongoing sector reports and annual surveys conducted by the Central Statistics Agency. Studies
conducted by development research groups such as the EDRI will also be used to measure impact and explore
learning priorities in relation to effective resilience investment. Investment is required to improve the quality of
routine monitoring data and to ensure surveys and impact studies meet the requirements of the CRGE.

VIII.2 Integrated M&E System

The CRGE Facility has established a Monitoring and Evaluation (M&E) System that cascades national monitoring
requirements into CRGE related investments. This can be aligned with the PPCR M&E results framework, as required
(and as indicated in Table 9). The priority for the MSIP is a strong nationally led process to prepare and report
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evidence. However, should PPCR resources become available, this will ensure consistency with PPCR M&E
requirements within existing national monitoring, evaluation and reporting systems.

Table 9 provides a range of indicators that may be used to monitor and evaluate the MSIP. At the Goal level, both
the CRGE and PPCR set out indicators for measuring the improvements in climate resilient development of people.
At the outcome level, the MSIP will catalyze transformational change through mobilizing the investment to scale up
existing practices and creating a step-change in the use of landscape-level cross-sectoral planning, implementation
and monitoring and through this; the greater use of spatial, climate, hydrological and land use data and tools in cross-
sectoral decision-making. This is consistent with PPCR transformational objectives, and will be measured by CRGE
indicators with respect to:

e Integration of climate resilience into development planning.
e Increased capacity, knowledge and skills.

Ethiopia does not yet have an indicator for or data to track climate-responsive investment and private sector
development. However, this is a strong component of the GTP I, and the MSIP may measure the number and value
of investments (national and local government, non-government, private sector, etc.) for each type of climate
resilient investments as this will contribute to the IEs GTP Il reporting.

The result-level indicators will be monitored by the responsible implementing entities and reported through the
FDRE M&E system as well as directly to project investors through the relevant sector-level management units or
via the CRGE Facility depending on implementation arrangements. At the results level, several possible indicators
may be selected by IEs depending on the final configuration of any activity group investment, as long as these are
consistent with the FDRE M&E system requirements.

There is a lot of potential to use remote-sensed satellite imagery for monitoring progress. For this to be effective
all investments across sectors would need to use the same spatial and mapping standards for reporting, starting with
a set of common ‘base maps’ using agreed data sources. The National Spatial Data Infrastructure will provide the
basis for this spatial monitoring platform.

VIIl.3 Implementation of the M&E Framework

FDRE achievements in relation to CRGE will be monitored and reported on a regular basis using the indicators
selected from the CRGE and GTP Il Framework. The CRGE Facility will coordinate and support this process to
encourage mainstreaming of CRGE-relevant indicators into the sectoral monitoring processes. In turn, the IEs must
select relevant outcome-level indicators and ensure new investments contain appropriate resources to monitor
these or explain how existing data collection exercises will allow monitoring.

Under the national monitoring system, the following process will be followed in ensuring appropriate indicators
are reported via MSIP investments (as summarized in Box 5).
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Box 5: Background on MSIP collaborating entities

Level-1: Woredas report on a quarterly and annual basis to regional sector bureaus. Where there are Executing Entities
working with regional sector bureaus, they should also report in the same way. However, where Executing Entities
(EEs) operate at the federal level, they report instead to federal Implementing Entities.

Level-2: Regional sector bureaus consolidate the quarterly and annual reports received from woredas and Executing
Entities, and submit this to the respective federal Implementing Entity (IEs). This may take place through routine GTPII
progress reporting or through investment/project specific processes. In the case of climate-focused investments,
regional sector bureaus also send a copy of this collated report to regional CRGE focal points; these will be BOFED and
Environment and Forest Bureau (names may differ from region to region).

Level-3: Federal Implementing Entities aggregate the reports received from Executing Entities and from regional sector
bureaus into one report. This is used for investment/project specific processes or may be submitted to the CRGE Facility
if they are playing the financial intermediary role. In both cases, the CRGE Facility must receive copies to aggregate
reporting against key CRGE indicators for the Management Committee.

Level-4: The CRGE Facility presents quarterly reports to the CRGE Facility Management Committee for review and
approval. This committee is used to further the process of mainstreaming climate action and climate data into ongoing
sector action and progress reviews as well as resolve problems associated with climate finance investments.

Level-5: If the CRGE Facility acts as the program intermediary for any investments under MSIP, they will be responsible
for sending the report to contributors, development partners and interested parties. Otherwise, they will produce
regular reviews of climate-relevant results produced with FDRE data with the goal of promoting improved data quality
and better sectoral decision making.

Annex 10 provides a Logical Framework. At the Activity Group level, proposed indicators have been included in the
summaries for each Group, as documented in section VII. These have been aligned with the MSIP Logical Framework.
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Table 9: The MSIP Results and Outcomes integrated with CRGE Indicators, compared to relevant PPCR Indicators

General Objective: To directly support Ethiopia’s target of a climate resilient and green economy reaching lower-middle income status by 2025.

CRGE Narrative

CRGE Indicators

PPCR Results and Catalytic Outcomes

PPCR Indicators

Goal: Resilience of households
improved

e Change in climate vulnerability of
rural communities

e Strengthened adaptive capacity of
rural communities and rural
businesses

Improved quality of life of people
living in areas most affected by
climate variability and climate change

e Percent (%) of people classified as
poor (women and men) and food
insecure (women and men) in most
affected regions

e Change in Global Adaptation Index

Longer-term MSIP outcomes

CRGE Indicators

PPCR Results and Catalytic Outcomes

PPCR Indicators

Enhanced climate responsive and
climate resilient development
planning

e Evidence of strengthened
government capacity to collect,
analyze and apply climate
information to planning and
decision-making

e Degree of integration/
mainstreaming of climate change in
national and sector planning and
coordination

Increased resilience in economic,
social, and eco-systems to climate
variability and climate change through
transformed social and economic
development

e Changes in budget allocations of all
levels of government to take into
account effects of climate variability
and climate change across sectors
and regions.

Degree to which development plans
integrate climate resilience by
subjecting planning to climate
proofing and assessments of
vulnerability (including gender) and
including measures to better manage
and reduce related risk.

Climate responsive investment
opportunities

Scaled-up investments in climate
resilience and their replication

Number and value of investments
(national and local government, non-
government, private sector, etc.) in $
by type of climate resilient
investments

Knowledge, skills and capacities:
Strengthened government capacities
to plan, resource and deliver green,
climate resilient development results

Extent to which sectors use
improved tools, instruments,
strategies and activities to respond
to climate variability and climate
change

Increased capacity to integrate
climate resilience into country
strategies

Evidence of a functioning cross-
sectoral mechanism that takes
account of climate variability and
climate change

Evidence of line ministries or
functional agencies lead in updating
or revising country strategies
(country ownership)
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Expected MSIP results

CRGE Indicators

PPCR Project/Program Results

PPCR Indicators

Activity Group 1 - Enhancing Climate
Resilient Agricultural Production and
Food Security

(Change in) Rainfed crop area under
sustainable, climate smart land
management practices (ha) — by
crop type (private holders only)

(Change in) crop land productivity
where modern, climate smart and
small-scale irrigation applied
(quintal per hectare) for: Major
food crops; High value crops

(Change in) Total crop land under
modern, climate smart irrigation
systems (ha and %) by type:
Medium and large-scale; Small-
scale

Number of households reporting a
wider variety of livelihood
strategies (disaggregated by male
and female-headed)

Increased capacity to withstand /
recover from CC/ CV effects in
investment program/ project specific
priority agricultural / water
interventions, social safety nets,
insurance schemes, etc

e Change in percent change in
availability of drought/salt-tolerant,
certified seeds/crops

e Change in hectares of farms with
sustainable access to irrigation and
drinking water

Activity Group 2 - Climate Resilient
Forest and Landscapes for
Development, Conservation and
utilization

Total area (individual & communal)
of land under sustainable, climate
smart, land management plans

Cumulative area of land covered
with forest (ha), disaggregated by:
Protected (%); Plantation (%),
Under improved forest
management systems (%) and
reduced carbon emissions practices
(%)

Change in household fuelwood
consumption

Number of households reporting a
wider variety of livelihood
strategies (disaggregated by male
and female-headed)

Increased capacity to withstand /
recover from CC/ CV effects in
investment program/ project specific
priority agricultural / water
interventions, social safety nets,
insurance schemes, etc

e Change in hectares (ha) of area in
project/program area with
management plan that integrate
climate change considerations
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e Area of land developed with
community based watershed
program

e Area of land rehabilitated

Expected MSIP results

CRGE Indicators

PPCR Project/Program Results

PPCR Indicators

Activity Group 3 - Ensuring Climate
Resilient Livestock Management and
Livelihoods

e Productivity of communal pasture
and rangeland (tons/ha) — feed /
forage

Number of households reporting a
wider variety of livelihood
strategies (disaggregated by male
and female-headed)

Activity Group 4 - Improved access to
climate-smart energy

e Annual energy savings:
disaggregated by type of energy-
saving measure

e Installed capacity renewable energy
(type, GWh), including from solar,
wind, geothermal and/or biomass

Increased capacity to withstand /
recover from CC/ CV effects in
investment program/ project specific
priority infrastructure

e Change in number of energy-related
infrastructure integrating climate
resilience features

e Availability of tools to assess climate
risks to power plants and other
sources of energy

Activity Group 5: Enhanced climate-
related disaster risk management and
response systems

Perception of men, women,
vulnerable populations, and
emergency response agencies of
the timeliness, content and reach of
early warning systems

Evidence of strengthened
government capacity to collect,
analyze and apply climate
information to decision-making

Extent to which sectors use
improved tools, instruments,
strategies and activities to respond
to climate variability and change

e Perception of men, women,
vulnerable populations, and
emergency response agencies of
the timeliness, content and reach of
early warning system

Increased resilience in economic,
social, and eco-systems to climate
variability and climate change through
transformed social and economic
development

Existence and effectiveness of early
warning system for extreme climate
events

Scope of social safety nets;

Existence of risk insurances;

Extent to which development
decision making is made based on
country-specific climate science,
local climate knowledge (regional
and eco-regional level), and (gender-
sensitive) vulnerability studies

Coverage (comprehensiveness) of
climate risk analysis and vulnerability
assessments within the limits that
current scientific evidence permits.
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IX. Managing Risks for Sustainability

IX.1  Background

The MSIP will use existing FDRE and MDB risk management systems to effectively manage implementation,
and associated political, social and environmental risks. This includes due attention to the following issues:

Ensuring political support for MSIP through using participatory approaches at all stages: MSIP has been
designed using participatory approaches, consulting stakeholders at all levels and bringing together FDRE and
development partners. This approach will continue as activities are rolled out to sub-national levels of
Government ensuring that, at each level, strong Government ownership is developed and key actors are engaged
to ensure feasibility. Ultimately participatory planning with communities will build ownership and sustainability
at the local level.

Using existing Operational Manuals and Public Financial Management Systems: The CRGE Facility Operational
Manual contains clear guidance to ensure effective fund mobilization, allocation and management. Extensive
capacity building support has been provided by the World Bank and other development partners to ensure
Ethiopia’s Financial Management Systems continue to improve. Consequently, the FDRE has experience in
delivering billions of dollars of international development assistance per year. The MSIP will continue to build
on this by using FDRE systems to deliver resilience finance but exploring the possibility for innovative financial
mechanisms to create new public-private partnerships where possible.

Using best practices in Human Resource Management, Technical Assistance and Capacity Development: A key
risk to sustainability is the high staff turnover in the Ethiopian civil service, which suffers from weak career and
salary incentives, particularly when contrasted with market-level salaries provided to contracted staff. The MSIP
will support the deployment of contracted staff and provide additional incentives for existing staff to enhance
delivery prospects and promote sustainability. System improvements for human resources management within
the civil service will also be essential to complement this.

Effectively Applying Social and Environmental Safeguards: Ethiopia has a robust legislative framework to
ensure application of appropriate social and environmental safeguards. These are underpinned by the
Constitution and include the Environmental Policy (1997), Environmental Impact Assessment Proclamation
(299/2002), Environmental Pollution Control Proclamation (300/2002), Solid Waste Management Proclamation
(513/2007), the Expropriation of Land Holdings for Public Purposes and Payment of Compensation Proclamation
(455/2005) and (135/2007), Proclamation on Rural Land Administration and Land Use Proclamation on Research
and Conservation of Cultural Heritage (209/2000). Ethiopia is also a signatory to several Multilateral
Environmental Agreements and has experience in the application of the World Bank, the Global Environmental
Facility, and the African Development Bank safeguards systems for specific project investments.

Effectively mobilizing and supporting CRGE Facility and Line Ministry Staff within dedicated units for social
and environmental safeguards. The CRGE Facility has developed an Environmental and Social Safeguards
Framework (ESSF). This draws on the World Bank’s policies related to: Environmental Assessment, Indigenous
Peoples, and Involuntary resettlement; the African Development Bank Integrated Safeguards System (ISS),
including provisions for gender equality, climate risk management and civil society engagement; and the GEF
safeguarding strategies related to natural habitats, pest management and the safety of dams. The ESSF
documents a seven-step process applied to all new investments. This starts with screening projects, scoping and
conducting environmental and social impact assessments as required, reviewing the assessment, making
decisions about the future of the project and the required mitigation measures, monitoring and reporting on
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their implementation and finally auditing completed projects as required. As well as the environmental
requirements, the ESSF places a requirement on all projects to identify under-served and vulnerable peoples
and develop appropriate measures to meet their specific requirements. A Resettlement Policy Framework is also
available to guide CRGE initiatives requiring small scale resettlement (less than 200 people) and those with larger
scale resettlement requirements.

Several of the proposed activities under MSIP present safeguarding risks stemming from possible changes of
land use, introduction of new technologies, and generation of new waste streams. However, these risks will
be effectively managed through implementation of the FDRE ESSF as well as associated World Bank
procedures. Ongoing World Bank support to the FDRE’s safeguards and risk management system will also be
used with any grants awarded under the MSIP incorporating specialist safeguards support. This will complement
other Bank-supported activities in the same area, such as the similar safeguards component of the Enhancing
Shared Prosperity through Equitable Services (ESPES)/Promoting Basic Services (PBS) project, and ongoing
safeguards training provided to MoFEC’s CRGE Facility (dedicated climate fund).

Social mobilization will be a key feature of community based activities and grievance redress systems and
mechanisms will be put in place where needed. FDRE has a long experience of social mobilization and can also
draw on successful NGO pilots in participatory land use management to deliver MSIP. It has managed grievance
redress systems in the context of large World Bank managed programmes and been subject to international due
diligence on safeguarding implementation. Continued improvement of such systems will be supported through
the MSIP investment projects.

MSIP is intended to support resource mobilization for the delivery of inclusive resilience building activities.
Detailed feasibility work will be undertaken prior to the implementation of activity packages. This will allow
the phased delivery of activities as soon as sufficient resources are available for a particular group of activity
packages. Resource mobilization must ensure sufficient funds are available for required capacity development
and technical assistance activities, and to mitigate any project risks or adverse environmental and social impacts
identified during feasibility assessments.

IX.2  Risk Assessment

The MSIP risk assessment differentiates between numerous risk types. The overall summary of risks is available
in Table 10 with an explanation of these risk ratings in the subsequent text.

Table 10: MSIP Risk Rating Summary

Risk categories Rating

1. Political and governance High

2. Macroeconomic Moderate
3. Regulatory Risks: Sector strategies and policies Substantial
4. Technical design and program development risks Substantial
5. Operational risks: Institutional capacity for implementation High
and sustainability

6. Operational risks: Fiduciary Moderate
7. Environment and social High
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8. Stakeholders Substantial

9. Outcome Risks Moderate
10. Other -
Overall High

The MSIP’s overall risk is rated high, but effective application of mitigation measures described in section IX.1
and in more detail in section IX.3 can mitigate these risks. Risk mitigation measures seek to manage and
eliminate preventable risks, whilst monitoring external risks to ensure MSIP implementation can respond to
changing circumstances and maximize its impact on climate resilient and inclusive growth in Ethiopia.

IX.3 Summary of key risks and mitigation measures
IX.3.1 Political and Governance (High risk)

Governance arrangements for inter-sectoral coordination could be insufficient

Ethiopia does not have extensive experience of implementing cross-sector investments. Conflict between
sectors on the use of land or water or inadequate collaboration in the development of land use plans could
threaten the achievement of MSIP objectives. Mitigation measures include the development of a robust multi-
sector implementation approach. This will build on FDRE’s existing capacity, including the inter-ministerial
Management Committee of the CRGE Facility and the National Planning Council. The NPC brings together sector
ministries with Regional Leaders and this forum can be used to ensure inter-sectoral arrangements for cross-
sectoral coordination are replicated at Regional Levels. Furthermore, it is envisaged that sufficient resources
would be mobilized under MSIP to incentivize the creation of woreda level groups for planning and
implementation as was done under the recent CRGE Facility Fast Track Initiative.

Political instability prevents implementation or results in reputational damage

In October 2016, FDRE declared a six-month State of Emergency as a result of widespread disturbances and
protests, which were particularly concentrated in Oromia and Amhara Regions and included destruction of
government and private investor’s property. The situation has since stabilized, but local grievances regarding
broad governance issues, land use and land conversions remain. This situation is in part a legacy issue that
requires a political resolution by the FDRE, and which the World Bank is unable to influence via MSIP. The
disturbances were not related directly to forest, agriculture, energy or water issues and therefore are outside
the scope or influence of MSIP. However, they pose both implementation and reputational risks.

Risks to implementation include security concerns, limitations on access to communities and unavailability of
key FDRE implementation staff. The situation will be monitored and mitigated through (i) carefully planned
missions that take security into account, (ii) implementing sound safeguards monitoring, (iii) effective
communications and outreach, and (iv) enhanced transparency in project-supported activities.

Risks to reputation may occur from false associations. For example, if actors misunderstand the nature of the
MSIP and allege that it is responsible for financing activities that lead to protests or underlying complaints. Key
mitigating measures include: a) implementation of a proactive communication strategy to clarify what the
operation does and does not finance, and articulate MSIP and the WB'’s distance from the causes of the protests,
should they re-emerge; (b) MSIP’s participatory approach to land use, forest and land management will benefit
affected communities and help reduce residual reputational risks to the Bank; (c) extensive local consultations
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and the inclusion of dedicated activities to strengthen the FDRE’s safeguards system to promote inclusiveness
and sustainability should be a key design principle of investments under MSIP.

I1X.3.2 Macro-economic risk (moderate risk)

MSIP assumes Ethiopia’s growth trajectory will continue as projected. However, slower growth in the off-farm
and industrial sectors could result in increased pressure on land-use and inhibit MSIP delivery.

Ethiopia’s overarching macro-economic policy focuses on structural transformation including massive growth in
the industrial sector, creating jobs and creating space for land consolidation and more productive land uses. This
will happen over a long timescale and slower progress during the GTPII period is unlikely to pose an operational
risk to the MSIP. However, ultimately climate resilience will be harder to achieve without some transition to less
weather-dependent sectors. World Bank engagement with FDRE via the Country Environmental Analysis (CEA)
process and in wider macro-economic dialogue will mitigate this risk to the extent possible.

IX.3.3 Regulatory Risks: Sector Policies and Strategies (substantial risk)

Necessary improvements to policy and regulations are not introduced or successfully implemented

The MSIP has proposed numerous areas where regulatory reform is needed to create an enabling environment
for resilience building. These reforms cut across four sector line ministries and one national commission and are
ambitious in scope, requiring substantial FDRE capacity and political will. The MSIP will be supported by ongoing
donor-Government dialogue through the Development Assistance Group and its sector working groups, as well
as the option to provide technical assistance and capacity building components within investment projects under
MSIP. The World Bank will also work with other providers of technical assistance (GGGI, USAID, DFID) to ensure
that FDRE personnel receive sufficient support to design and implement new regulatory arrangements

Private sector investors do not respond to new incentives

Currently, private sector aversion to risk is high, the country suffers from some restrictions on international
investment and the domestic private sector is less developed than other countries in the region. However, there
is an improving infrastructure, a number of incentives in the investment policy and low costs of labor and
electricity which can attract investment and help make Ethiopia competitive in export markets. The MSIP has
recommended a series of regulatory incentives, public-private sector dialogues and complementary private
investments to help address this. However, there is still a risk that private sector will be crowded out due to
FDRE’s strong role in resilience sectors. This will be managed through strong dialogue and through the creation
of appropriate financial instruments to attract private sector and develop sound frameworks for public-private
partnerships.

Weak land tenure at the individual and community levels inhibits investment in land-based enterprises
Communities and landholders still face a perception of land tenure insecurity in Ethiopia. This is particularly
important in forested areas and rangelands, since individual land certificates are not issued. Although
participatory forest or rangeland management can go some way to mitigate this risk, FDRE is also planning legal
reforms to improve the community tenure arrangements but it may take time for these to be implemented at
local level. In rangeland areas, weaker Government capacity and competing claims to rangeland may inhibit
progress. MSIP will actively seek to mitigate these risks through support to macro land and water use planning
and the implementation of participatory land management planning at multiple levels. Lessons from FDRE and
NGO experiences in implementing rangeland and forest management plans will also be used to strengthen
capacity in this area.
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I1X.3.4 Technical Design and Program Development Risks (substantial risk)

More detailed water and natural resource assessments may reveal finite limits requiring trade-offs and
limiting progress for some activities.

FDRE’s development plans, reflected in MSIP are extremely ambitious and suggest a four-fold productivity
increase from Ethiopia’s rural landscapes. Detailed and spatially explicit feasibility studies for MSIP activities
have not yet been undertaken. This is an activity under MSIP and will result in the development of specific
investment projects which will contain their own nested risk assessments. However, it is possible that there will
be insufficient resources for all sectors to achieve all their growth objectives in all locations. Water or land
availability may be a constraint to growth in commercial agriculture, forest plantation establishment or
renewable energy development. MSIP will allow the best possible decision-making in the event of such trade-
offs by improving data availability and creating multi-sector fora for decision-making. Nevertheless, continued
efforts to improve transparency and to commit to partnership and dialogue with international partners will also
support the effective management of such trade-offs and can minimize minimum operational or reputational
risk to the World Bank and the FDRE.

Not all private sector and civil society implementing partners have been identified.

Since MSIP is an overarching investment framework and not a detailed investment project, FDRE has not yet
identified all the private sector and CSO partners which will be expected to participate in MSIP implementation.
There is therefore a risk that appropriate partners will not be available or willing to contribute. However, MSIP
can mitigate this risk by building on existing forums for public-private dialogue and using existing coordination
arrangements that regulate civil society activity in the country. The FDRE Charities and Societies Agency will be
responsible for regulating NGO contributions to the MSIP and all NGOs will be expected to negotiate agreements
with FDRE at Regional and National level before beginning implementation. For funds channeled through the
CRGE Facility, the national climate finance facility, further arrangements are in place to ensure NGO
contributions are managed through Sector Line Ministries. It is therefore expected that sectors will also play a
key role in identifying the most appropriate technical areas where CSOs can cost-effectively add value to FDRE
capacity. Suggestions are also included in each Activity Group in the MSIP. Historically FDRE has a strong record
of effectively engaging with a range of development partners, including private sector and CSOs.

IX. 3.5 Operational risks: Institutional capacity for implementation and sustainability

Inadequate operational capacity within Government to implement the proposed activities and high staff
turnover limits capacity development efforts.

The MSIP has identified several capacity limitations that currently constrain improvements in resilience in the
country — these cover all sectors and technical areas. However, MSIP has been designed to address such
limitations. It will embed support to system building and mobilize additional human and financial resources as
part of its implementation. Appropriate priority must be given to this during implementation design, with
consideration of the resources and working conditions most likely to support the retention of staff given
consideration. It is possible that capacity limitations at local levels could cause implementation delays if they are
not effectively managed. Support from other service providers may be helpful in filling capacity gaps.

Monitoring and reporting capacity may be insufficient for accountability and learning, inhibiting resource
mobilization and adaptive management.

The MSIP will only continue to leverage financial resources if it is able to demonstrate its results and provide
strong evidence of its efficiency and effectiveness. Some of its work will be innovative and will require in-built
learning to continuously adapt to changing contexts and emerging lessons. Investment in data gathering and in
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strengthening the capacity for monitoring, evaluation and learning is therefore essential for successful
implementation. Prior experience suggests there are insufficient numbers of trained staff able to complete
monitoring and evaluation tasks to a donor-compliant standard, particularly in some reasons. There is a need
for greater attention to the maintenance of records. This can be mitigated through the provision of technical
assistance for monitoring and evaluation alongside MSIP investment projects.®

IX 3.6 Operational risks: Fiduciary (High)

FDRE must mobilize sufficient financial resources to implement the MSIP

MSIP is an investment framework and whilst it contains a financial mobilization strategy, this will need to be
successfully implemented as the FDRE does not currently have committed resources to meet the financing gap
outlined in the MSIP. However, this is considered a manageable risk as the CRGE Facility exists to mobilize and
allocate available resources and, via the MSIP process, has begun a process of stakeholder engagement for
resource mobilization. It is proposed that detailed feasibility studies set out more detailed geographic priorities
for specific Activity Packages and that FDRE then only launches implementation once sufficient resources are
available for integrated implementation in a particular area.

Weak application of procurement systems limit or delay the availability of key resources

Both the CRGE Facility and the World Bank have experience of supporting Sector Line Ministries and Regions
with procurement planning and implementation. However, there are limitations at sectoral and regional level
where a lack of qualified procurement staff has caused delays and quality issues. There are also wider
procurement issues such as the shortage of foreign exchange for imported goods. These risks will be monitored
closely and continual training and close implementation support will be needed to ensure these do not impair
the achievement of MSIP objectives.

IX 3.7 Environment and social (Substantial risk)

Social or environmental safeguards are insufficient or poorly applied

MSIP will work in a changing and fragile environment with complex social relationships and will likely face social
concerns from undeserved and vulnerable groups in its intervention areas. This is compounded by: (a)
inadequate understanding of relevant social issues, and (b) weak capacity and expertise within the government
structures to deal with both social and environmental risks to properly implement and document safeguards
instruments. The risk mitigation measures will rely on carefully designed safeguards management plans and
capacity-building measures to strengthen the implementation capacity of the implementing agency. The CRGE
Facility has developed an Environmental and Social Sustainability Framework (ESSF) which is compliant with
World Bank and AfDB requirements. Safeguards Specialists have also been recruited in both MEFCC and MoFEC,
and there is an ongoing collaboration with the World Bank to build capacity at all levels.?” Legislation mandates
the completion of assessments but they are not routinely applied and impact assessments are not publicly
available. MSIP will ensure that all feasibility work for MSIP investments complete environmental and social
impact assessments in line with these procedures and any risks are appropriately addressed in collaboration
with the FDRE. Additional technical assistance or safeguards support should be embedded in implementation
projects. If safeguards implementation is solely the responsibility of FDRE without external oversight it will be
hard to assure risks are minimized.

8 |bid.
87 LTS (2016b) Review of Climate High Level Investment Programme. Report submitted to DFID.
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IX 3.8 Stakeholder-related risks (substantial risk)

If MISIP targeting is not transparent and benefits are not equitably distributed, there is a risk of conflict. Not
all households in a given area may benefit equally from MSIP support. Evidence from community consultations
suggest the potential for conflict if benefits are seen to be distributed unfairly. Transparent and fair process are
particularly important given the continued risk of civil disturbances. It is therefore suggested that detailed
project planning should draw on lessons from existing interventions and use clear targeting guidance. Such
guidance must prioritize transparency and equity and include strong communication measures to mobilize and
inform local communities, strengthen consultation/participatory development models, and enhance
transparency in project-supported activities and safeguard implementation. Sufficient resources must be made
available to train local level implementing staff in the implementation of such guidelines and their application
must also be continually monitored with course corrections rapidly applied. Capacity for the management of
complaints and feedback mechanisms will also be strengthened.

IX 3.9 Outcome Risks (moderate risk)

Resilience outcomes from proposed approaches do not materialize or do not reach the most vulnerable
Ethiopians

Whilst MSIP has largely selected interventions where there is already evidence of their efficacy from Ethiopian
pilots or from other contexts, there remains a risk that not all projected benefits will materialize due to potential
conflicts with other land uses, elite capture, political disturbance or broader macro-economic conditions. To
ensure efficacy, MSIP will continue to improve data availability, both from routine monitoring and via specially
commissioned impact assessments to understand how these activities can best deliver resilience in the Ethiopian
context. Such data will identify quickly whether interventions are proceeding as planned and allow appropriate
course correction. Decision makers at all levels will be trained to use data appropriately for adaptive
management. Ethiopia has committed itself to an inclusive and broad-based growth trajectory, it also has proven
capability to deliver programmes that target and meet the needs of vulnerable groups — for example the
Productive Safety Net Programme (PSNP). Whilst all targeting approaches have limitations, joint Government-
donor dialogue and effective use of complaints and grievance mechanisms have mitigated some of these risks
in other programmes and would continue to be applied and strengthened in MSIP. Overall, the risk to Ethiopia
of not implementing the MSIP is ultimately the most significant. Without measures to build climate resilience,
Ethiopia will experience GDP losses as a result of climatic changes and the food security and livelihoods of rural
communities will suffer.

IX.3  The Critical Role of Coordination

The MSIP requires FDRE to deliver at scale and to adopt new ways of cross-sectoral working to improve the
quality of results delivered. This will require substantial investment in building coordination capacity,
especially at sub-national levels. The cross-sectoral approach proposed by MSIP requires new data, increased
capacity to analyze and use this data, and continuously improving skills and relationships for decision making.
This will need to be supported by strong management and a more transparent and learning-focused approach
to results measurement and monitoring. Such capacities need to be developed at all levels of Government,
including within meso-level coordination groups such as River Basin Authorities and in dialogue with external
bodies such as through public-private partnerships.

The CRGE Facility anticipates playing a key role in the “recipient executed” aspects of the MSIP. Through
existing FDRE financial management and coordination systems, MOFEC will hold the relevant line ministries and
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commissions accountable for the delivery of “recipient executed” activities under MSIP. It is likely that the
recruitment of dedicated personnel to lead on the delivery of MSIP activities will be a core part of the FDRE
approach but it will ensure these personnel are paired with existing Government staff to promote skill transfer
and sustainability.

The CRGE Facility has substantial capacity for fund mobilization and management, and both MoANR and
MoWIE already manage large, multi-donor programs. However, MSIP must build further capacity within FDRE
systems for effective delivery, monitoring and reporting. To do this, it should utilize existing fora for donor-
Government policy dialogue. FDRE has invested in the CRGE Facility, substantially expanding its personnel and
using seconded staff provided by Development Partners to train staff and embed systems. This Facility can also
work closely with Sectors to strengthen their ability to deliver climate finance. MSIP will continue to support
these efforts by providing opportunities to use CRGE Facility systems and strengthen staff capacity in sectors
through recruitment, training and technical assistance. Political incentives within Sectors and Regions are also
extremely important to the creation of functional systems. Use of the Inter-ministerial Steering Group, the
National Planning Council and existing FDRE-Development Partner dialogue will help push for regulatory reform
and for sufficient priority to be given to MSIP objectives.

Delivery and inter-sectoral coordination capacity at regional and sub-national level varies considerably.
Federal Government’s use of political levers to influence this may also vary. This may require different delivery
mechanisms to ensure quality is not compromised. To ensure high value for money of all funds invested,
sufficient attention needs to be given to Emerging Regions where FDRE capacity for high quality delivery is
weaker. In some Regions, it may also not be possible to influence the political incentives that are required for
system improvements over the lifetime of this investment. Options to build capacity within the system may need
to be paired with greater investment in functional capacity of more independent project delivery units but this
should be investigated in more detail during the feasibility assessment for specific project investments.

The MSIP can benefit from well-equipped delivery systems for existing major multi-donor programs such as
the Agricultural Growth Programme, Productive Safety Net Programme, Sustainable Land Management
Programme, Oromia Forested Landscape Programme and One Wash initiative. Work with USAID-led initiatives
such as the Land Administration to Nurture Development (LAND) and the Program for Pastoralist Resilience
Improvement and Market Expansion (PRIME) could also be considered. Such programs are already making
capacity development investments and are supported by a well-established Government-Donor coordination
mechanism that supports the utilization of monitoring data, adaptive management of the program delivery and
coordination with components delivered by non-governmental entities. For example, Working Groups for Rural
Economic Development and Food Security (RED&FS SWG), Water and Private Sector Development and Trade
provide Government-Donor coordination platforms relevant to MSIP. These groups promote continuous
improvement in the delivery of flagship multi-donor programs and enable policy dialogue, including in relation
to climate resilience themes. These Sector Working Groups can support the leveraging of investments in existing
programs to support the MSIP as well as mobilization of additional climate finance, which can then be managed
either by the CRGE Facility or through the existing sector-led approaches.

Decisions about institutional arrangements for delivery must be made once funding sources have been
identified and detailed feasibility work undertaken. However, these should ensure maximum FDRE ownership
and leadership, and contribute to lasting delivery capacity within Government systems. This MSIP does not
propose arrangements for project level funding, but assumes that detailed investment planning will take place
once funding sources for specific Activity Groups are identified. Given existing capacity within FDRE systems and
the importance of continuing to build and sustain that capacity, delivery arrangements which prioritize the
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strengthening of Government systems are considered paramount. Different investors have different risk
tolerance and varied appetite for what proportion of their investment should be spent on direct delivery of
results rather than on long-term systems building. Investment into existing mechanisms may be an efficient way
to deliver results but may offer less scope for innovation, problem-solving or building systems which lie outside
of those programs. The CRGE Facility must play a key role in negotiating with donors to ensure that MSIP
investments meet priority investment needs.

X. Financing Plan and Instruments

X.1 Summary of Costs Associated with Activity Packages and Activity Groups

Cost estimates for the Activity Groups have been derived based on an analysis of similar interventions
undertaken in Ethiopia and other countries, and scaled to address the regional or national climate challenges
facing the country, designed to ensure they can support Ethiopia’s transformational objectives under GTP |l.
This is a bottom-up approach to identifying the climate resilience investment gap, and provides an alternate
approach to the “top-down” financial gap analysis described in Section IV.3.

As described in Section VI, the five Activity Groups combine prioritized Activity Packages to address the spatial
and thematic gaps identified through the Portfolio Review and Gap Analysis. The Activity Groups represent a
programmatic, landscape approach to ensuring climate resilience, and emphasize the benefits of cross sectoral
collaboration between sector Ministries to maximize impacts at the national, regional and woreda level.
Investment in these cross-sectoral responses will require implementation at a landscape scale, necessitating
multi-stakeholder coordination in spatial land-use planning which requires using climate, hydrological and land
use data in cross-sectoral decision-making.

Many of the climate resilience activities covered by the MSIP reflect established national priorities and are
already being supported by existing projects and programs. At present, however, more than 50% of priority
Activity Packages are supported only at pilot stage or need to be scaled up to fully address the resilience
challenges faced. In other cases, there are critical gaps that would significantly increase the effectiveness of
ongoing initiatives, for example via improving agriculture related weather forecasting and information services.
The MSIP creates the opportunity for substantially scaling these up.

Table 11 summarizes the estimated cost of the Activity Packages associated with each of the five, climate
resilience-focused Activity Groups.®

Table 11: Summary of Activity Group Costings

Title Main Components Est. overall cost
(USD)

Activity Group 1 - 1. Climate smart and gender sensitive agricultural $5,992 million

Enhancing Climate support services

Resilience in Agriculture

88 See Annex 9 for more detailed costing information.
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resilience approaches

Title Main Components Est. overall cost
(USD)
2. Reduced vulnerability to rainfall variability and water
supply uncertainty
3. Increased resilience through crop productivity
improvements and more equal intra-household
relationships
4. Increased resilience through income diversification
Activity Group 2 — Climate 1. Enhanced climate resilience through expansion of $5,414 million
Resilient Forest and forest resources, effective joint management, more
Landscapes for inclusive benefit sharing, and sustainable utilization
Development, Conservation | 2. Reduced pressure on forests from extensive
and Utilization agriculture
3. Reduced pressure on forests from fuelwood collection
4. Reduced pressure on forests from livestock activities
5. Enhanced resilience through livelihood diversification
Activity Group 3 —Ensuring | 1. Climate smart and gender sensitive extension services $2,628 million
Climate Resilient Livestock | 2. Enhanced resilience through reduced livestock
Management and vulnerability and diversification
Livelihoods 3. Reduced environmental impact of livestock
production
Activity Group 4 — 1. Reduced reliance on fuelwood and charcoal for $654 million
Increased Resilience thermal energy
through Affordable Access | 2. Improved access to low-emissions electricity
to Climate Smart Energy
Activity Group 5 - 1. Enhancing prevention, mitigation and preparedness $107 million
Enhanced Climate-Resilient activities, including through improved drought and
Disaster Risk Management flood risk assessment and early warning systems
and Early Warning Systems | 2. Increased resilience through coordinated food and
non-food responses
3. Enhanced adoption of post-disaster risk reduction and

Many key Activity Packages contribute to the resilience goals of more than one Activity Group, therefore any
attempt to add the costs of the Activity Groups would overestimate the cost of these cross-sectoral resilience
measures. For example, improved livestock management practices (Activity Package 16) has an indicative cost
of $545 million USD. This Activity Package is included in costings for Activity Groups 2 and 3 due to this measure’s
contribution to conservation of forests and landscapes and to improved livelihoods in the livestock sector.

If each Activity Package is counted only once, the total cost of the priority climate resilience measures is
estimated at $11.85 billion. However, this can be considered an over-estimate of the need because some of the
activities will produce other co-benefits (e.g., crop productivity, household energy, infrastructure) that go
beyond core climate resilience needs. Further, there will be some synergies among activity packages in different

sectors. For example, upstream landscape management activities will lower costs and increase the resilience of
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water supply and management structures. Similarly, improving agriculture, livestock and forest management
and related livelihoods can improve people’s ability to mitigate and cope with drought and flood risks without
costlier reliance on disaster risk response.

If these over-estimates and synergies account for 20% to 30% of the costs, then the climate resilience need
would be in the range of $8.3 billion — $9.5 billion USD.

Further subtracting the estimated $1.85 billion USD that is already being invested in climate resilience, as
described in Section 1V.3 from this figure yields an unmet climate resilience need in the range of $6.5 billion -
$7.7 billion USD.

Thus, given the caveats and assumptions, the two estimation approaches (high-level aggregates from Section
IV.3 and bottom-up cost estimates from this Section) yield figures in the same range of $6-8 billion USD.

X.2 Mapping of Priority Investments to Possible Funding Sources

There are over 20 multilateral and bilateral institutions including development banks, funds and assistance
agencies that currently support agriculture, forest and livestock resilience activities in Ethiopia, or else have
publicly indicated an interest in supporting these activities. A review of these agencies has identified:

e 20 funders that could potentially support components of Activity Group 1;
e 13 funders that could potentially support components of Activity Group 2;
e 13 funders that could potentially support components of Activity Group 3;
e 14 funders that could potentially support components of Activity Group 4; and
e 15 funders that could potentially support components of Activity Group 5;

The amount of financial support that each provides ranges from technical assistance grants of less than 51
million to programmatic investments of well over 51 billion for agriculture, land management, watersheds,
safety nets, tenure, livestock and forest. Funding support comprises a mixture of in-kind assistance, grants,
concessional loans and equity investment. Note that these figures do not include private sector and / or IFC
investments. Public / private partnerships have the potential to unlock and leverage public financing, both
domestic and international. However, detailed information on large-scale private sector investment in
agriculture, forest and livestock were not available for this analysis.

The potential funding available through these institutions, coupled with end user contributions and GoE co-
financing, would be sufficient to meet the incremental investment requirement of the Activity Groups. While
some funding sources may be capable of fully funding an Activity Group, there may be advantages to combining
funding from several potential sources to better match the programmatic focus, time horizon and administrative
requirements with needs at the woreda, regional or national level. A preliminary framework to help match
funding sources to investment priorities has been provided in Annex 11.

The GoE expects to use the MSIP analysis, prioritization and consensus building as the base for developing
specific investment projects with finance blended from multiple sources in the coming months. Sources for
this financing include the multi-lateral development banks, bilateral development partners, and a range of
international climate finance funds and mechanisms, notably the Green Climate Fund. It is expected that this
strategic and prioritized approach will yield tangible results in terms of scaled up financing within a few years. If
the Climate Investment Funds and the PPCR gain access to additional financing for investment of country level
investment plans, Ethiopia expects that the funding requests outlined below can be considered. Specific project
concepts and proposals will be developed at the next stage of seeking financing from specific multilateral and
bilateral funds, including the PPCR if funding becomes available. As a direct result of the MSIP process:
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e With AfDB, the GoE is preparing a Ethiopia’s Cook Stove Situation Analysis for PPCR Investment
Opportunity (USS 1 million) which derives from the analyses and consultations under the MSIP process.
There is a request for project preparation funds of USS 0.5 million. AfDB will request MPIS funds.

¢ With the World Bank, the GoE is preparing a Resilient Landscapes and Livelihoods operation (5100m IDA)
to be delivered in mid-2018. This project is being designed based on inputs from the MSIP process and will
seek to leverage financing from the PPCR (requesting USS 48.5, if funds are available), GCF and bilateral
donors, though the final amounts are not yet determined. The World Bank is not requesting MPIS funds.

XI. Essential Learning from the MSIP Process

Xl.1  The Value of the MSIP Process

The MSIP was established to address particularly the climate resilience needs of the forest and agriculture
sectors, taking account of activities in the water, energy and livestock sectors. While this document focuses on
work specific to these sectors, it was recognized at the early stages that the “product is the process”, and the
process could be applied equally to other sectors in the country, and indeed in other countries tackling risks
caused by climate change. The MSIP can therefore add further value through lesson learning and dissemination.

The MSIP process has featured two core approaches to the preparation of credible climate financing proposals,
namely: (i) centering on an inclusive and consultative process with numerous DPs and other stakeholders; and
(ii) largely building on and incorporating all major strategies, programs, projects and analytics for Ethiopia.
The two approaches are somewhat mutually reinforcing; without the high level of participation and
inclusiveness, it will be difficult for the analysis and conclusions to fully and properly reflect the strategic
priorities of Ethiopia. The combination of these two approaches is essential to generating the buy-in and
commitment of the most influential and concerned stakeholders.

In themselves, these two approaches are not new to development or unique to climate change programs.
Participation and ownership have for some time been understood as essential to effective process of technical
assistance and change management. They have perhaps been even more important than might otherwise be
the case, given that the MSIP process aims to leverage and create a multiplier effect in scaling up investment
and action through 2030 using new and additional financing from multiple sources to support Ethiopia to achieve
its climate resilience objectives. This requires a high level of clarity on the current state of play as well as the
case for change, and one that is unlikely to emerge from a more traditional (or “expert”) approach to
programming, where the essential realities and interests of the country unfortunately can get overlooked.

As highlighted elsewhere in the MSIP, the three essential components of the process have been preparation,
consultation and participation. Lessons learned in the context of each one are worth consideration.

Xl.2  The Value of Preparatory Work

Preparation has been a continual element of the MSIP process. In many ways, the extensive strategic planning
and institutional adaptation pursued by GoE to tackle climate resilience provided the strong foundation for the
work. Without this, the consultation and participation would have been harder to facilitate, as it would have
lacked both an organizing framework and material data.

In the context of the MSIP itself, the first Joint Scoping Mission, conducted in February 2016, represented the
foundation point for the work and engaged with over 40 different entities intensively in investment and policy
dialogue. The second mission brought in regional actors to deepen the dialogue. This provided the important
base of understanding for stakeholders, which could continually be referenced to guide on-going work and
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ensure consistency. The creation of an early “zero draft” of the MSIP document provided a line of sight for
participants, establishing a framework under which the process could inform the product.

Thus, preparation was essential to the effectiveness and efficiency of the process, and hence the robustness of
the product. As usually the case, hindsight provides lessons on how preparation could have been strengthened.
The main ones relate to the elements of consultation and participation, as described below.

X1.3  The Value of Consultation

Consultation has been the bedrock of the MSIP, this document incorporating data and information collected
from, and analysis and conclusions that have been jointly reviewed and refined with, stakeholders. While
external parties have helped develop the MSIP their role has been to sustain rather than substitute for such
consultations. The consultants engaged in the latter part of the MSIP preparation were required to add capacity
in data collection, analysis and reporting, while ensuring that stakeholders remained the owners of the process.

The involvement of the consultants on this basis was enabled by the preparatory work that had gone before.
There was a clear starting point that limited the risk of either duplication or digression of work. Regular
consultations between the consultants and the Core MSIP team ensured that this remained the case.

While consultation was essential to the MSIP, it should always be recognized that this comes at a cost.
Extensive and inclusive consultations such as those that have been practiced inevitably take time. The
submission of the MSIP to the PPCR will be almost two years after Ethiopia was selected to participate in the
PPCR. For some, this might seem too long, particularly in a context where there is an understandable sense of
urgency driving resource mobilization to support the CRGE initiative.

Ensuring such urgency does not overtake the consultative process is essential. The end-product can only derive
from full consultations around each step of the process, if it is to be robust and owned by those that will take it
forward. The lesson is that there must be, from the outset, a strongly shared vision of the nature and value of -
the end-product, so that any urge for short-term progress can be overcome.

This lends emphasis to the vital role of thorough preparation, as it is this that will help create the shared vision.
While acknowledging the effort that had gone into early preparation, the consultants observed some
inconsistencies in stakeholder understanding of the purpose of the MSIP. Such inconsistencies did not prevent
the work from going forward, but did at times slow the process down. Totally removing divergence of
understanding is extremely difficult, particularly when involving many people with differing interests.
Nevertheless, the critical lesson is that substantial time must be spent communicating the vision, ensuring that
stakeholders really do share an understanding and thus are able to contribute fully to the consultative process.

Xl.4  The Importance of Participation

Participation is essential if consultation is to be effective. To work the fullest extent, participation must be
inclusive and engaged.

The essence of the MSIP is that it takes a multi-sectoral approach and melds together the interests of the
different groups that can contribute to and will likely be affected by the MSIP. The importance of involving the
different sectors, as well as the donors and potential executing agencies, was recognized at the outset, the
formation of the Core MSIP Team being instrumental in bringing them together in constructive dialogue. The
inclusiveness of the participation is indicated by the recording of over 230 contributors to the MSIP process (see
Annex 5 for more details).
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For participants to be engaged the opportunity to contribute is necessary but not sufficient; for real
engagement to occur people must feel that their input can make a difference, and will be considered as
seriously as those of other stakeholders. Key to this has been both the openness of the consultative process and
transparency achieved through the regular updating and sharing of information. Outputs have resulted from
each stepin the process, and it is possible to see from these how consultations have influenced the development
of the MSIP. This seems to have encouraged continual and constructive participation.

Effective (engaged) participation also requires continuity, otherwise progression is difficult to achieve. The
records of stakeholder participation (see Annex 5) reveal that there were many individuals that participated in
only one or two steps, and few outside the Bank that have been involved in all, which implies lack of continuity.
Participating organizations might counter this by ensuring that, even if different people are involved, they have
all been fully briefed and thus have the necessary shared understanding. While in theory this is possible, the
observation of the consultants was that such briefing had not always adequately taken place, with some
participants at workshops seeming to have limited understanding of previous steps. This slowed down progress
and reduced the value of the consultations. Given demands on participant time, safeguarding against this lack
of continuity is always difficult. However, it is important to address this as much as possible, including by making
the organizations involved understand that they are accountable for the ability of the individuals that represent
them to properly engage in — and therefore for the success of — the process.

If this continuity in organizational engagement can be achieved, then in fact there are benefits of inclusivity
from involving a larger number of people. The more people that participate in the preparations and
consultations, the broader the base of understanding of and, potentially, buy-in to the MSIP. In this way, the
MSIP process can achieve one of its aims, by boosting GoE’s capacity for cost-effective and efficient scaled-up
action on the ground.

In taking the MSIP forward it should be noted that there has been limited participation of the private sector,
and none of the communities intended to benefit from investments in climate resilience. The latter seems
appropriate, as community involvement will be more constructive when considering the design of specific
projects developed under the MSIP. The lack of engagement of the private sector is potentially more
problematic, given how important their contribution will be to some investment areas. The lack of participation
of this group probably reflects its current low levels of investment in activities that contribute to climate
resilience in natural resources in Ethiopia, and will need to be addressed as the MSIP is used to mobilize
necessary resources, some of which must come from the private sector.
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Annex 1: GLOSSARY

Activity Group

Activity Package

Adaptation Deficit

Climate change
adaptation

Climate resilience

Climate Resilient Green
Economy (CRGE)

Disaster Risk
Management

Financial Gap Analysis

Investment Prioritization
Framework

Multi-sectoral
approaches

Groups that generate synergies between Activity Packages to better address the
major financial, thematic and spatial gaps identified through the portfolio review
and gap analysis.

An area of investment identified as being necessary to build climate resilience in
the targeted sectors in Ethiopia.

Poor countries are more heavily affected by extreme weather events and future
climate change than rich countries. This discrepancy is known as an adaptation
deficit and is a result of increased vulnerability, weaker demand for climate
security and reduced efficiency of adaptation investments due to weaker
infrastructure and governance. In poor countries with a large adaptation deficit,
there is strong justification for climate finance to be invested in both inclusive
growth and dedicated adaptation support.

Adjustment in natural or human systems in response to actual or expected
climatic stimuli or their effects, which moderates harm or exploits beneficial
opportunities.

The capacity for a socio-ecological system to: (1) absorb stresses and maintain
function in the face of external stresses imposed upon it by climate change and
(2) adapt, reorganize, and evolve into more desirable configurations thatimprove
the sustainability of the system, leaving it better prepared for future climate
change impacts.

Ethiopia’s high level policy commitment to achieve middle income status by 2025
in a climate resilient green economy.

Disaster risk is a function of the occurrence of a potentially dangerous event
(hazard), combined with the vulnerability the population and economic assets
located in hazard-prone areas (exposure); and the susceptibility of the exposed
elements to the natural hazard (vulnerability). Disaster Risk Management are
those actions taken to assess risks, prepare for, respond to and recover shocks as
well as those longer-term measures to reduce exposure and vulnerability.

The assessment of the difference between the level of investment that has been
projected as being required to achieve climate resilience, and the investment that
has currently been committed.

An Excel-based tool developed to help assess possible investment activities based
on their relative importance for Ethiopia to progress along a development
pathway toward greater climate resilience.

Approaches which require deliberate collaboration between stakeholders from
different line ministries and agencies to achieve a policy outcome which requires
coordinated action across sectors. Land and Water Use Planning are key
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examples of sectors demanding multi-sectoral action due to the competing
priorities for land and water use across agriculture, energy, forestry and livestock
sectors.

Participatory approaches Participatory approaches are those which seek to engage affected stakeholders
in the decisions that affect their work and lives. Participation is a right held by all
people to engage in society and in the decisions that impact their lives. The right
to promote the participation of the people in the formulation of national
development policies and programs is enshrined in Article 89 of the Ethiopian
Constitution.

Portfolio Review A stock-take of relevant existing donor supported projects has been undertaken
in the relevant sectors, to understand what investments have so far been made
in the context of climate resilience in agriculture and forestry.

Program Government initiative.
Project Externally financed contributions to government programs.
Spatial Gap Analysis The assessment of how much activity is addressing climate resilience objectives

in relation to relative levels of vulnerability to climate change, by woreda.

Thematic Gap Analysis Assessment of gaps in activities that are necessary to achieve the CR strategy
looked at through each of the CR themes of agricultural and forest as well as
water and energy.
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Annex 3: INSTITUTIONS AND INCENTIVES

This text provides more extensive analysis to support the summary text in the main MSIP document.

A3.1 Institutions

The MSIP is being developed through a process involving five ministries, namely the Ministry of Finance and
Economic Cooperation (MoFEC), the Ministry of Environment, Forest and Climate Change (MEFCC), the Ministry
of Agriculture and Natural Resources (MoANR), the Ministry of Water, Irrigation and Electricity (MoWIE) and the
Ministry of Livestock and Fisheries (MoLF). To ensure cohesion, it also involves the National Disaster Risk
Management Commission. MoFEC, which is mandated to mobilize both domestic and external resources for the
implementation of the FDRE’s CRGE strategy, upon which the MSIP builds, is the lead agency in the process of
designing and overseeing the delivery of the MSIP. The coordination of the process is being further facilitated
by the existing designated focal points within all five ministries. Key development partner agencies and
stakeholders will remain engaged in MSIP preparation and dialogues.

The MSIP builds on Government of Ethiopia’s existing response to climate change. The Ethiopian Constitution
(1995) sets out the rights of Ethiopian citizens to sustainable development, to improve their standard of living
and to a clean and healthy environment. This is further reinforced by the National Environmental Policy (1997)
which recognizes, inter alia the need to seek financial support for climate action, plan over long time horizons
and ensure community participation in sustainable environmental management.

Ethiopia is guided by five-year development plans. The Second Growth and Transformation Plan (GTP Il) covers
the period 2015/6 to 2019/20. It aims to sustain the broad-based inclusive growth achieved under GTP |, but
places a greater emphasis on the links between the national development plan and the CRGE Vision, citing CRGE
as one of its nine pillars. Launched in 2011, the CRGE Vision sets the goal for Ethiopia to become a middle-income
country by 2025 with zero net increase in annual carbon emissions and a climate resilient economy. The National
Adaptation Plan of Ethiopia summarizes adaptation strategies, with respect to agriculture, forestry, water,
energy, transport, urban, industry, health and education requirements. Climate Resilience (CR) Strategies also
provide more detail for the Agriculture and Forestry (2014) and Water, Irrigation and Electricity (2015) sectors.
CR commitments are also outlined in Ethiopia’s Nationally Determined Contribution submitted to the UNFCCC*.

The MSIP pursues a cross-sectoral approach and is coordinated by Ethiopia’s MOFEC’s CRGE Facility. MEFCC is
mandated to coordinate Ethiopia’s technical implementation of CRGE. MoFEC created the Climate Resilient
Green Economy and UN Agencies Directorate in 2016 to formally reflect that, since 2011, this Directorate has
managed the country’s national climate finance facility (the CRGE Facility) and has worked closely with MEFCC
to coordinate cross-sectoral plans to integrate climate change. The Inter-Ministerial Steering Committee of the
CRGE Facility has acted as a coordination mechanism bringing together sector representatives to discuss CRGE
issues at policy level.

The overall objectives of the CRGE Facility are to access, mobilize and combine domestic and international
sources of finance (both public and private) to support the implementation of the CRGE Strategy. The Facility
is an “on budget” fund using FDRE’s Channel One Program Coordination Arrangement for financial disbursement
and reporting as well as the Public Procurement Administration (PPA) policy and procurement arrangements.

1 FDRE(2015) See http://www4.unfccc.int/submissions/INDC/Published%20Documents/Ethiopia/1/INDC-Ethiopia-
100615.pdf
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The CRGE Facility has proven capacity to manage at least moderate amounts of climate finance, which is
achieved via implementation agreements with GoE sector line ministries using finance channeled via Regional
Bureaus of Finance and Economic Development. At local level, multi-sectoral implementation committees
composed of Woreda technical experts and chaired by the Woreda Administrator will oversee implementation.
More recently the CRGE Facility has added a climate mainstreaming focus among sectors.

At national level, the CRGE Facility works closely with the National Planning Commission (NPC) (Regulation
281/2013) to support cross-sectoral planning across Ethiopia’s Regions. The NPC reports to the Prime
Minister’s Office and is accountable to the National Planning Council, made up of the Prime Minister, Cabinet
Ministers, Regional Chief Executives and the National Bank. The NPC works closely with MoFEC in coordinating
sector planning and was involved in efforts to more closely integrate GTP Il and the CRGE Strategy.

MSIP implementation will rely on national statistical and research bodies to support innovation, monitor
progress and undertake research to promote learning. For macro-economic research and monitoring, this
would include the Central Statistics Authority (CSA), and the Environment and Climate Research Center (ECRC)
of the Ethiopian Development Research Institute (EDRI). Within the agriculture sector, this will include the
Agricultural Transformation Agency, an autonomous strategy and delivery oriented government agency, the
Ethiopian Institute of Agricultural Research and its network of regional research centers. For hydrological
research, the Research and Development Directorate of MoWIE has responsibility for coordinating policy-
oriented water research, whereas The Ethiopian Environment and Forest Research Institute exists to support
research and development in the forestry sector. The Ethiopian Biodiversity Institute (EBI) has lead responsibility
forimplementing the UN Convention on Biological Diversity within Ethiopia and its work is guided by the National
Biodiversity Strategy and Action Plan (NBSAP) 2015-2020 and referenced in the Climate Resilience Strategy for
Agriculture and Forestry.

The MSIP aims to coordinate public financing for investment projects, requiring strong implementation
mechanisms at all levels of government as well as the availability of technically qualified manpower to realize
investment projects on the ground. Initiatives to strengthen institutional capacity to implement large-scale
projects have been undertaken as part of the PSNP 1I, AGP Il and SLMP Il projects, which include components to
build capacity with respect to SLM practices, monitoring and evaluation and fund management at the regional
and local level. Existing capacity gaps with respect to afforestation and reforestation, Participatory Forest
Management (PFM), land-use planning, safeguards, policy development, and extension activities will be
addressed through MEFCC's OFLP. As part of MoWIE’s WASH project, capacity constraints with respect to
program planning, implementation and management are being addressed. While these programs have led to
significant advances within all participating institutions and across all levels of government, considerable further
investments will be required to create the needed capacity within government ministries and implementing
entities to deliver FDRE’s ambitious national climate change agenda.

The MSIP creates a framework for work with public and private banks and insurance companies, microfinance
institutions and savings and credit cooperatives to create new financing mechanisms for resilience building.
The Ethiopian financial sector consists of three public banks, including the Development Bank of Ethiopia (DBE),
16 private banks, 14 private insurance companies, one public insurance company, 31 microfinance institutions
and over 8,200 Saving and Credit Cooperatives (SACCOs) in both rural and urban areas.? There are 30
international development partners, active in the country, providing both grants and concessional loans.
Multilateral Development Finance Institutions include the European Union, World Bank Group International
Bank for Reconstruction and Development and International Finance Corporation, the African Development

2Zwedu, G. A. (2014).
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Bank, the International Fund for Agricultural Development. Major bilateral donors are the USA and UK, with
Canada, Netherlands and Japan also provided substantial support. Bilateral sources of loan finance include the
Agence Francaise de Développement, the UK’s Commonwealth Development Corporation and the German Kfw.
The African Risk Capacity of the African Union provides sovereign drought insurance. The MSIP has built on
existing lessons to ensure appropriate financial instruments and capacity is available to support resilience
objectives.

Realization and implementation of investments prioritized under the MSIP require further strengthening of
Ethiopia’s policy framework for climate resilience. Key steps towards strengthening this policy framework and
implementing relevant policy have been made in all sectors. For example, under MoANR’s SLMP, the
implementation of land use planning and land use certification has been enhanced, thereby enhancing
ownership of the project and incentivizing farmers to invest in conservation. Within the water sector, recent
advances were made as part of policy strengthening initiatives under MoWIE’s WASH program. For example, the
implementation of FDRE’s cost recovery policy. Building on these advances, the MSIP will seek to further
strengthen FDRE’s climate resilience policy framework, thereby enriching the enabling environment for climate
action. Key areas for reform are highlighted below, specific opportunities being referenced in Part 2, in relation
to descriptions of each investment Activity Group.

The development of the MSIP has benefitted from successful information sharing among stakeholders, this
will need to be sustained and further developed during implementation. The MSIP methodology has been
designed to consolidate and harmonize information sharing, foster collaboration, reduce costly fragmentation
and enhance coordination. This requires strong institutional capacity to manage, share and disseminate
information. Advances in the field of information sharing are currently made as part of the AGP Il program, which
includes the creation of information databases, and provides an interactive mechanism for key stakeholders to
share best practices and lessons learned. The AGP Il also supports the establishment of information technology
centers to enable extension services to access a knowledge database. Ethiopia’s capacity to share and
disseminate climate information has been strengthened further through the SLMP Il program, which supports
the development of a harmonized land information system, and the Tana-Beles Program of MOWIE which
established a robust basin monitoring information system. SLMP Il also facilitates the generation and sharing of
knowledge regarding the adoption of sustainable natural resource management, sustainable land and water
management practices, and climate-smart agriculture in almost 250 major watersheds throughout the highland
regional states. The NDRMC has developed databases of livelihood zone assessments and many woreda disaster
risk profiles, and has worked with the National Meteorological Agency to share weather and early warning
information. The MSIP will seek to further enhance the capacity to share climate information among key
stakeholders within Ethiopia; possible initiatives could include development of hydro-meteorological and
groundwater monitoring systems, or the development of a platform to share disaster early warning data.

The cross-sectoral nature of climate resilience investments implies a need for coordination across sectoral
boundaries. At present, inter-agency coordination on climate change is facilitated through the establishment of
an inter-ministerial council with representatives from relevant line ministries, as well as through the CRGE
Technical Committee, the National Planning Commission, and the CRGE Facility Secretariat. Additionally, CRGE
units or focal points exist within most line ministries to promote and manage mainstreamed CRGE activities.
However, further strengthening of inter-institutional coordination will be key to unlocking the potentially large
cross-sectoral synergies of investment activities prioritized through the MSIP. This is particularly important at
regional level, since most regions have not yet created mechanisms for inter-sectoral coordination. MEFCC'’s
regional institutions, which should take leadership in this, are still at an early stage of development in some
regions.
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Sustainable management of natural resources requires an integrated and holistic approach, defining
landscapes, eco-regions or watersheds as planning and implementation areas. These landscapes usually
embrace farmland, rangeland, forests and others forms of land use. While the FDRE has made substantial
progress with implementation of its land policy through certification, it has not undertaken comprehensive
macro-level land use planning in the past.® The responsibility for management of Natural Resources has been
split: MoANR is responsible for the overall Land Administration and Use Policy, as well as SLM on farmlands and
rangeland, whereas the forest areas are under the responsibility of MEFCC. Basin Master Plans and cross-sectoral
coordination at Basin level has been designated the responsibility of River Basin Authorities under MoWIE, but
only two are functioning and implementing master plans, which lack capacity for all required tasks. There is also
an Advisor to the Prime Minister of Ethiopia on Environment and Basin Development in the rank of State Minister
who can support cross-sectoral coordination on this issue.

FDRE has developed a National Integrated Land Use Plan Road Map that sets out a process to prepare a land
use policy and conduct macro-level land use planning to be implemented in the 3" Growth and Transformation
Plan between 2020-2024. This process will require complex data analysis, extensive stakeholder engagement
and effective measures to share and enforce plans, but will create a formal mechanism to make decisions about
land use in the face of competing priorities for land use from crop and livestock production and forestry as well
as the need to balance water demands for consumption, irrigation and electricity generation. Considering the
suitability of land for specific uses under future climate scenarios adds a further layer of complexity. Therefore,
the MSIP must integrate with, and support these cross-sectoral processes.

Mitigating and effectively managing risks will be crucial to delivering on Ethiopia’s climate resilience priorities.
Due to the necessarily large number of stakeholders and implementing agencies involved in the realization of
prioritized investments, the delivery of the MSIP will rest on the successful mitigation of risks, particularly with
respect to the timely implementation of investment priorities. Key risks include weak land tenure at the
individual and community levels, limited regional capacity for inter-sectoral coordination, the absence of
functional river basin authorities, weak capacity for forestry at all levels and the nascent stage of national-level
land use planning. Within the agricultural sector, capacity weaknesses at regional and local levels may represent
a risk to the successful implementation of prioritized investment activities, as well as the risk that Government
investments crowd out private sector and limit farmer choice. Appropriate risk mitigation strategies will be
required to safeguard the development benefits of investment activities prioritized through the MSIP.

The MSIP has the potential to catalyse transformational change through mobilising the investment to scale
up existing practices and creating a step-change in the use of climate, hydrological and land use data in cross-
sectoral decision-making. Ethiopia and most of its development partners and civil society share an
understanding that climate resilient development requires economic transformation. Outside of the MSIP, the
FDRE is committed to green industrialisation and creating the levers for urbanisation and a growth in jobs in the
manufacturing and service sectors. To support this, the MSIP should contribute to a four-fold increase in the
productivity of Ethiopia’s rural landscape by harnessing improvements in land and water management that
optimise efficiency, balance competing priorities and leverage investment from both the public and private
sectors. This requires massive investment as well as extensive policy and regulatory reform as set out in the MSIP
document. The feasibility of this approach rests on the ability to make a step-change in the way that the FDRE
makes decisions and delivers its services. This will include a shift from a command-and-control approach where

3 Except in urban centres with master plans and land zoning in place. See Haddis, Bekure, Belete, Gebremeskel and Tafare
(2017) Ethiopia’s Move To A National Integrated Land Use Policy And Land Use Plan for more information. Available at:
https://www.land-links.org/wp-

content/uploads/2017/03/USAID Land Tenure WB17 Ethiopia_Move Land Use Plan.pdf
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Government plays a lead role in service delivery to one where it takes on a greater facilitation role - creating
space for private sector investment and the incentives for behaviour change amongst farmers and rural
communities. Transformational change should use three levers to achieve scale: 1) Scaling up through public
investment; 2) Creating the incentives for self-scale via private investment, including those of smallholder
farmers; and 3) Altering decision-making and delivery within existing programmes and investments through
policy reform and the greater use of climate, hydrological and land use information in decision-making.

A3.2 Incentives

A sound policy and regulatory framework can unlock transformative investment and represents a critical
element of a resilient economy. Ethiopia’s Federal system and ambition for inclusive, broad-based growth
through the Growth and Transformation Plans create scope for resilient growth. The National Disaster Risk
Management and Social Protection policies aim to prepare for shocks and promote equity. Recent policy
advances, such as those made under the MoANR’s SLMP program and AGP, have enhanced the enabling
environment for transformative investments. On the other hand, policy barriers and limitations in information
may represent a binding constraint on investment. Removing policy gaps and barriers and developing a coherent
and comprehensive policy framework can foster the accumulation of human and natural capital and facilitate
climate resilience enhancing investments.

Ethiopia is well-endowed with natural resources but they are subject to competing uses. Managing
environmental risks and enabling economic transformation are essential for achievements of Ethiopia’s
resilience objectives. The structural transformation of Ethiopia’s natural capital into other forms of capital is
crucial for Ethiopia’s development strategy. Reaching the shorter-term GTP |l targets and the longer-term CRGE
goals, given environmental and climate risks, will require strong synergies between sectors and careful
management of trade-offs of various sectors’ claims on the same resources. Improvements in policy and
regulation is needed to bring Ethiopia to middle-income status by 2025, via resilient and environmentally
sustainable growth pathways.*

Participatory land use planning, watershed management and forest management are important drivers of
rational resource use, poverty reduction and shared benefits, but greater investment in high level integrated
level land and water use planning is essential. Participatory watershed management is well established in
Ethiopia with National Guidelines developed under the SLMPII and used across Ethiopia’s agriculture sector
programs. The involvement of communities in in project development and implementation creates ownership
and increases the sustainability of soil and water conservation measures. Similarly, by ensuring that local
communities benefit from the forests they manage and strengthening community forest user rights through
Participatory Forest Management (PFM), incentives towards sustainable forest management can be created.
However, these local-level land use approaches are not situated within a high level spatial plan that can manage
competing demands from crop and livestock production, forestry, ecosystem services and biodiversity
conservation. Neither are such plans integrated with an overall assessment of water availability and water-use
planning. MSIP can support the development of land use plans and decision-making around local priorities.

Land holding certificates are an important form of land tenure that can drive household and community
reinvestment in land resources. The MOANR Directorate of Rural Land Use and Administration is committed to
strengthening tenure security through a land certification program, and it has already begun to issue land
certificates to cover both individual and communally held lands, with geo-referencing and mapping of plots. This

4 Danyo, S. et al (2017) op cit.
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has been supported by investments in the SLMPII and has given farmers increased security and an incentive to
invest in land and water resources, agroforestry, and climate-smart agriculture. The MSIP can continue to
support these efforts alongside wider land use planning and watershed management initiatives.

The involvement of the private sector is important for national resilience, but continued progress on regulatory
reform will be required to enhance the enabling environment for resilience investments. GTP |l sets out an
ambitious plan for attracting private sector investment in the agricultural and industrial sectors, and has made
extensive investment in the road network and other market infrastructure. However, Ethiopia remains a
challenge location for private sector development, ranking 159th out of 190 countries in the World Bank’s Ease
of Doing Business index. In addition, the tightly controlled financial services sector has meant that limitations on
the availability of finance, particularly foreign exchange and short term loans of working capital, remain a key
barrier to investors and to the development of small and medium sized enterprises (SMEs). Enhanced modalities
for public private partnerships in the land-based sectors could be developed but require prior investments in
appropriate land use planning. A series of public-private dialogues have been initiated by the government to
explore the above ideas in relation to the forestry sector and includes the World Bank, IFC, Chamber of
Commerce and sectoral associations, small operators, cooperatives and their unions, and NGOs. It would be
critical to expand that dialogue to cover other sectors and to continue dialogue at the level of ministers and
private sector leaders to ensure an appropriate framework for public private partnership in each sector could
be developed. Lessons from the implementation of the World Bank’s Climate Innovation Centre to support micro
and small enterprises in the green technology sector could also be utilized in sectors relevant to resilience.

Improved policies and incentives can foster more resilient and inclusive investment and growth in the forest
sector. The forest sector contributes 4% of Ethiopia’s GDP and this is expected to grow to 8% by 2020. The
expansion and modernization of the forest sector is in the center of the government’s development strategy,
with forest cover is to be increased from 15% to 20% through the rehabilitation of existing forests A forest sector
roadmap is under development setting out strategies to encourage a substantial increase in the area under
forest cover, continued growth in the share of forestry’s contribution to national GDP and the promotion of
proven approaches such as area closures, participatory forest management, plantation development and
improvements, agroforestry and the management of dry forests. Through the Ethiopian Forest Sector Review
(MEFCC/WB 2016), the Government sponsored an analytical and dialogue process culminating in
recommendations from a new public-private dialogue on forest sector development. Substantial growth is
expected from foreign direct investment in plantation development and processing but this requires
improvements to the enabling environment which include: (i) developing arrangements for Public Private
Partnerships in both plantations and smallholder outgrower schemes; (ii) enabling access to land (e.g., leasing,
certificates) to encourage long-term forest investments; and (iii) creating economic incentives for forest
investments, such as credit facilities, loan guarantees, duty-free imports of relevant machinery, or delayed taxes,
recognizing the long time horizon for these investments.> The GTP |l also identifies the need for the delivery of
agro-forestry and silvo-pastoral extension packages, the promotion of tree nursery management as a
commercial enterprise, the exploitation of Ethiopia’s large bamboo resources and development of improved
regulation for joint-forest management.® Small-scale tree nursery enterprises can also be effectively linked to
urban greening initiatives which mitigate urban flood risk and improve re-charge of urban water sources.
Additional incentive systems can also be put in place to encourage farmers to use more of their marginal
farmland for tree planting and regeneration, such as the development of outgrower schemes around existing
plantations, subsiding seeds or seedlings, enhancing market linkages and providing tax reductions for farmers

5 Danyo, S. et al. (2017) op. cit.
6 LTS (2016a)
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allocating land for agro-forestry. The establishment of certification systems and the development of public
procurement policies could also create incentives for sustainable and quality certified wood products.” Public-
private dialogue initiated by the World Bank Group in Ethiopia and involving high level Government
representatives as well as current and potential forest sector investors has created the foundation for this action.
Plans to establish a formal Forestry and Timber Processing Industry Association will create a stronger platform
for information sharing and dialogue with the private sector. MEFCC is working on the establishment of a Forest
Fund to incubate domestic and foreign investment in the sector.

Further action is needed to remove constraints to economic development in the forest sector, which should be
a key consideration of the MSIP. Specifically, several constraints potentially inhibit long-term investment in
forest plantations, including the need for Government to:

e Allocate land for commercial forest plantations.

e Develop adequate infrastructure to support the activities of those plantations — improvements in transport
logistics, electricity supply, telecommunication networks, and technical and vocational training.

e Carry out comprehensive preparation to ensure that the major investment projects comply with the best
international practices in social, technical and environmental matters. For example, investments in pulp and
paper mills and large-scale panel plants would increase significantly wood consumption and water intake as
well as impacts on local socio-economic environments which should be assessed and major risks mitigated.

e Include the current commercial (government) plantations in Private Public Partnerships (PPPs) with potential
investors for the effective development of proposed clusters.

e Support smallholder woodlot owners to form effective tree-grower associations and provide incentives to
encourage farmers to convert more marginal farmland into tree plantation.

Given the long timeframe of investments in pulp, paper, sawn wood and panel clusters, sufficient stability in the
regulatory environment would need to be assured to ensure investors are confident about the returns.

Agricultural commercialization requires improvements in input supply and value chain development. Many
Ethiopian farmers are inhibited from commercial production due to weak access to working capital, inputs, poor
market integration and volatile prices. Seed supply is a key barrier to improved production with the Ethiopian
seed sector characterized by dominance of the public sector in production and supply, inaccurate demand
estimation mechanisms, and limited capability of the private sector.® There is currently a lack of enabling policy
for the registration of new seed varieties and insufficient regulation of imported seed. This is a priority for the
Agricultural Transformation Agency’s seed systems interventions and new policies are expected. However,
substantial work will remain in terms of harmonizing the directives and guidelines across regions and to create
an environment which can strengthen seed production and distribution.

Whilst improvements have been made in market infrastructure and in market integration via the Ethiopian
Commodity Exchange, further improvements are needed to support farmers and their cooperatives and to
develop better integrated value chains for priority commodities. FDRE’s recent initiative to establish four
Integrated Agro-Industrial Parks offers an opportunity to attract private investment along specific value chains
but, to succeed, the Government will need to make complementary improvements in the technical support
offered to cooperatives, as well as improvements in input supply and finance for cooperatives and their
members.

7 Danyo et al. (2017). op. cit.
8 USAID Ethiopia, Comparative analysis of Ethiopia’s 2013 Seed Proclamation and Draft Seed Regulations, 2013.
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Livestock value chain development and the development of export are critical elements of enhancing
household income and job creation. Ethiopia is the fifth biggest livestock-producing country worldwide, with
the largest cattle population in Africa at 54 million®. However, Ethiopia accounts for less than one percent of
global meat exports, and the country is a net importer of dairy products. Agricultural growth will have a larger
impact on poverty reduction if policy supports growth in the livestock sector’., The Livestock Masterplan has
identified several key challenges related to the lack of enforcement of meat quality standards, weak
implementation of the animal breeding policy, and weak implementation of land policies that affect feedlot
production. A lack of control on illegal live animal export reduces incentives to make necessary investments in
modernizing slaughterhouses and abattoirs. In addition to this, existing animal breeding policies do not
specifically target resilience characteristics nor prioritize investments in herd diversification where it is logical to
do so. The MSIP presents opportunities for improving animal breeding and for strengthening the policy
frameworks for land and water management. For example, land use policy to support livestock production might
prioritize strategic feedlot creation for pastoral animal production in dryland irrigation schemes alongside crop
production. It might also consider fisheries management in the design of new infrastructure to store or extract
water.

The MSIP contains numerous opportunities for public-private partnership. FDRE efforts to foster private investment
and smallholder commercialization can also be supported by civil society organizations which can act as facilitators
to strengthen the capacity of cooperatives and ensure institutional arrangements are environmentally and socially
sustainable. Investment opportunities include:

e Attracting foreign direct investment to the forest sector as per the Commercial Plantation Forest Industry
Investment Plan: This plan proposes the allocation of land for commercial plantation establishment in four key
regions, alongside the establishment of an integrated panel (plywood, MDF and particleboard) and sawnwood
production cluster. This should also enhance the productivity of existing Government-owned plantations.
Government will build on its existing investment promotion strategy to create incentives for commercial
forestry. This requires the interpretation and application guidelines of land tenure and environmental
regulations, the introduction of improved technology for harvesting and transportation of timber, upgrading
the vocational and higher education provision in subjects relevant to plantation management and timber
processing, the easing of export logistics and cross-border procedures.!!

e Strengthening value chain development in the agricultural and livestock sectors: Ethiopia’s second Growth
and Transformation Plan contains ambitious targets to attract commercial investment, with a further 500,000
hectares identified for agricultural investments between 2015-2020 and an attractive investment policy for
agricultural and livestock investments.’? The enabling environment for land allocation will be supported by
the macro-level land use planning proposed under MSIP and by proactive implementation of the investment
and smallholder commercialization policies, including through ongoing and high-level public-private dialogue.
One example is the partnership between IFC, Nespresso and the World Bank’s BioCarbon Fund which aims to
boost environmental sustainability in the coffee value chain through farmer training and improvements to wet
mill operations in the Oromia Region.

Regulatory support for the import and use of renewable energy technologies can enhance their availability
and sustainability. While solar products are officially VAT and tariff exempt, there are reports of implementation

® World Bank (2016a).

10 Gelan et al. (2013).

1 Indufour Oy (2016) Ethiopia Commercial Plantation Forest Industry Investment Plan. Final Report. July 2016. Addis Ababa.
12 See the Investment Promotion of Act 375/1996, Act 249/93, 543/2007; labor act 466/1997 and 456/1997 land
administration and land use proclamation.
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problems related to the customs and revenue office, which lead to the inconsistent application of this regulation.
There is no clarity on the VAT and tariff status for product parts and appliances is unclear.'®* There is also no
regulatory support for the establishment of Pay-As-You-Go solar business models which could strengthen. The
absence of minimum warranties and provisions for adequate after sales service undermine consumer
protection. There are no direct subsidies on kerosene or diesel in place. However, since fuel is VAT exempt,
kerosene and diesel therefore benefit from an indirect subsidy.*

The Ethiopian Standards Agency (ESA) adopted IEC (International Electro-technical Commission) technical
specifications for pico-PV lighting products as a Voluntary Ethiopian Standard in October 2013. Since then, as
part of on-going cooperation with Lighting Africa/Lighting Global, the Government has adopted Lighting Global
standards for off-grid solar products up to 15 Watt-peak size. 15-100 Watt-peak standards are in process.
Standards above 100 Watt-peak are at an early stage. There is a need to also consider standards for other solar
products (e.g. water pumps). There is also a lack of sufficiently skilled technicians to install and maintain solar
systems, but recent efforts to strengthen vocational training are set to address these. The absence of an effective
private sector industry association, and insufficient public-private coordination on this issue has contributed to
rapid growth of sub-standard products.’® Whilst there are plans via Lighting Africa to strengthen the Private
Sector Solar Industry Association, it is important that this encompasses regulation of other solar products. There
are, as yet, no regulations or incentives that could minimize the environmental impacts of the solar industry or
encourage recycling of end-of-life solar products.

Payments for ecosystem services (PES) offer potential incentives for conservation but are not well supported
by Ethiopian and international policy. The regulatory framework for PES is currently limited within Ethiopia with
greatest learning available in relation to afforestation and REDD+ and research underway for rangeland
development.® Domestic pilots charging local farmers for ecosystems services are also under design in two
Ethiopian watersheds.” With international carbon markets contracting, the identification of national
stakeholders willing to pay for the services, and the development of regulations and guidance for implementers
will be essential before this can be effectively scaled up. Key challenges for putting PES in place include the need
for open access to information, strong capacity to monitor the resource, the ability to manage financial
transactions transparently, ensuring that local land users are supported, and ensuring that the buyers’ and
sellers’ aims and prices are well-aligned.

Greater investment in capacity for water use management, research and development and the introduction
of more consistent water pricing can assist water allocation and enhance the resilience of rural production
systems. Unmitigated hydrological variability, compounded by climate change, has been estimated to cost the
country roughly one third of its growth potential. The establishment of hydraulic infrastructure to store and
distribute water and to buffer rainfall variability can stimulate growth and reduce vulnerability to climate
change. A joint ODI and MoWIE research project on adaptive water resources management in Ethiopia
highlighted a number of implementation issues in relation to water management, noting that “Ethiopia’s water
sector continues to be characterized by little integrated planning, so that water resources are being allocated in
ways that neither take into account competing demands nor are based on a systematic understanding of ‘how

13 oDI.

¥ bid.

15 DFID and FDRE (2017) Energy Africa Compact.

16 https://www.fs.fed.us/sites/default/files/ethiopia-international-programs.pdf

v http://gggi.org/ailec event/validation-workshop-on-assessment-of-forest-based-payment-for-ecosystem-services-
opportunities-in-ethiopia/

Annexes to Final Draft, 2 May 2017. p. 16


https://www.fs.fed.us/sites/default/files/ethiopia-international-programs.pdf
http://gggi.org/ai1ec_event/validation-workshop-on-assessment-of-forest-based-payment-for-ecosystem-services-opportunities-in-ethiopia/
http://gggi.org/ai1ec_event/validation-workshop-on-assessment-of-forest-based-payment-for-ecosystem-services-opportunities-in-ethiopia/

much water’ is available.”*® Weak knowledge of resource conditions, patterns of use, and drivers of change, and
a lack of capacity and skills within institutions to plan water allocation, assess the impacts and trade-offs of water
resources development and allocation compound this problem. Hydrological (for both surface water and
groundwater) and meteorological data are collected in a scattered way by different organizations, and
information sharing is minimal. Water permits are issued by competing state and federal authorities, often
outside the scope of Basin Master Plans (when these exist), and with insufficient consideration given to the
sustainable and equitable allocation of water resources. Water use permits are issued in a way that is not
transparent or well-coordinated, limiting regulation. Flood and drought management are also not well
integrated into the WRM system. Substantial investment in WRM capacity is required, including in research and
development.

Understanding the nature of groundwater resources, and hence, the costs of irrigation for households, could
be key in making efficiency gains with the respect to the allocation and use of scarce water resources. At
present, less than one percent of smallholder-cultivated land is irrigated, mainly resulting from lack of knowledge
and extension. Through the development of low-cost irrigation solutions and water pricing, efficiency gains in
the agricultural sector can be made, enhancing the resilience of rural production systems?®.

Greater access to higher quality meteorological information can improve investment decision-making at all
levels Whilst both MoWIE and MoANR have internal systems for distributing regular meteorological bulletins
generated by the NMA, improvements can be made both in the quality of the information and the capacities of
decision-makers to use it. Stronger capacity building efforts are needed to ensure this information is
communicated and its implications are understood be decision-makers in water and agricultural sectors.
Furthermore, communication to farm level is also currently patchy, with the opportunity to build on and scale
up mobiles services such as the MoANR/EIAR collaboration on ‘8028’, Ethiopia’s first agricultural hotline or the
World Bank/EIAR agro-weather advisory services project.

Mandating the widespread dissemination of environmental information, including EIA and environmental
management reports by industry and government agencies would create incentives for improved
environmental management and greater institutional transparency. Ethiopia’s legislation (Environmental
Policy 1997 and the 2002 EIA Proclamation) provides for this but, in practice, EIA reports remain undisclosed.
Encouraging public disclosure of EIAs and similar information would promote institutional transparency and
stakeholder engagement.?

Improvements in cross-sectoral coordination for disaster risk management will improve economic resilience
and reduce the cost of humanitarian response. Ethiopia’s disaster management infrastructure is well-
developed, with a continuously improving annual humanitarian assessment process and a system of clusters
coordinating food and non-food responses. Interaction between the NDRMC and the Productive Safety Net
Programme ensures that the risk financing mechanism of the PSNP is triggered to allow rapid scale-up of
transfers during drought years. However, key gaps include weak assessment methods for non-food responses,
particularly in the agriculture and water sectors, and a lack of coordination in relation to managing rapid-onset
disasters, such as floods. In addition, whilst the DRM Policy and Strategic Programme Investment Framework
suggest an important role for risk analysis in directing long-term investment, there is weak uptake of this data

18 Mosello, B., et al. (2015) op. cit.
1% World Bank (2016a).
20 Danyo et al (2017) op cit.
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by sector line ministries, and inadequate coordination between DRM and CRGE mainstreaming processes and
institutions.

Greater investment in the enabling environment for weather-indexed insurance could help manage risks, but
there is a long way to go for insurance to become a viable large-scale option at this point in time. Both weather-
indexed and multi-peril insurance are offered to small-scale and larger farmers by Nyala Insurance, but these
products are not yet used at scale, particularly by poorer farmers. Key challenges include the lack of historic
weather data upon which to base risk calculations, and the absence of fast and transparent weather data
collection.?! Similarly, index-based livestock insurance has been piloted amongst pastoralist herders in Southern
Ethiopia using satellite data to measure grass cover. However, whilst the Kenyan Government has replicated the
scheme, scale-up has not yet taken off in Ethiopia. Higher costs involved in selling the products to herders (Kenya
uses mobile banking) and weaker implementation capacity amongst key agencies are possible reasons. A key
challenge for scaling insurance products in Ethiopia is that, amongst poorer farmers, the gain in utility from
smoothing consumption is frequently insufficient to cover the cost of the premium. Furthermore, there is often
divergence between the calculated weather index and actual productivity loss on the farm.? This means that
there is continued need for subsidy. Withdrawal of this support may reduce demand and leave insurance an
unsustainable option. It is therefore important that there is a clear analysis of the relative costs of subsidy and
other forms of public sector response to shocks and that insurance schemes are developed to promote the
adoption of more productive and market-oriented agricultural technologies. In the case of the Nyala pilot via
the R4 initiative, a public-works linked subsidized insurance premium is a mechanism to allow poorer farmers to
participate, but the costs limit the extent to which the product can scale.

Development of a national sovereign drought insurance scheme could increase the speed of response and
reduce costs. The FDRE is in the process of negotiating an MoU with the African Risk Capacity (ARC) — a
specialized agency of the African Union supporting sovereign drought insurance.? This offers payouts for time-
sensitive activities that would not be possible without “first available funds” and requires a detailed operational
contingency plan to be in place and approved by the ARC. It is also noted that the ARC in its current design only
covers between 1.5% and 4% of Ethiopia’s exposed population so further work to develop this facility could be
relevant to improve overall resilience,? but is under discussion.

The MSIP can strengthen the implementation of FDRE policy commitments on gender equality. The Ethiopian
constitution (1995) gives women equal rights to men, including equal rights to the use, transfer and control of
land. It also enables the use of positive discrimination to enable women to participate and compete with men in
all political, economic and social fields. The Family Code (213/2000) gives equal rights to spouses during the
conclusion, duration, and dissolution of marriage, and requires the equal division of all assets between the
husband and wife upon divorce. The Ministry of Women and Children Affairs is mandated “to evaluate all
policies, legislation, development programs and projects to ensure they give due consideration to women and
youth issues”. In line with this, most sector line ministries have Women’s Affairs Directorates to support sectoral
gender mainstreaming. Despite these efforts, there are still there are large differences in access to extension
services, inputs and finance between men and women, and particularly stark differences by region. > 2° A range

21 MeheRette, E (2009)

22 Tadesse, M. A., et al. (2015).

2 This is not the first attempt at sovereign drought insurance in Ethiopia. A 2006 USAID-funded sovereign drought insurance
pilot which channeled a payout via WFP was not replicated. Poor cost-benefit ratios were cited as a reason at the time.

2 Lung, F (2013).

25> Kumar, N., & Quisumbing, A. R. (2015).

26 Kasa et al (2015)
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of complementary activities are important to enhance women’s participation in the rural economy and in
resilience building activities. These include improving access to formal information, the provision of specific
training for women, encouraging financial inclusion through the creation of savings and credit groups, and the
establishment of women-only self-help groups for processing and marketing.
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Annex 4: REPORT ON THE INDEPENDENT REVIEW OF THE MSIP

The final version of the MSIP document has benefitted from and been modified in response to an external
independent peer review. This annex includes copies of:

e The report provided by the external independent peer reviewer; and
e The combined GoE/MDB response to the external independent peer reviewer.
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