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INTRODUCTION
Global estimates indicate that the costs of climate change adaptation 

in developing countries will far exceed the public sector’s financial 

resources. In order to build climate-resilient societies, both public 

and private stakeholders need to contribute to climate change 

adaptation. In developing countries, climate change risks magnify 

development challenges. Urgent action is therefore needed from 

the public sector to develop sound policies that address climate 

challenges, with a special focus on the private sector, which more 

directly supports the livelihoods of the majority of people living in 

vulnerable communities. Although leveraging finance from donors is 

important for adaptation efforts, engaging the private sector to invest in 

adaptation and minimize business risks will be critical to the effort. 
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Large multinationals are already incorporating cli-
mate action into their business plans. Their actions 
are reducing the harmful drivers of climate change 
while, at the same time, benefiting their bottom 
lines by saving money and retaining employees. As 
climate change intensifies, there is little doubt that 
smaller businesses, too, will need to be prepared 
to manage climate-associated risks. Policymakers, 
development partners, and climate funds can play 
a role in solidifying the business case for adapta-
tion. Supporting the development of an appropriate 
enabling environment can make investments in 
adaptation more attractive. Such support could 

The private sector is that part of the economy that is run 
primarily by individuals and companies for profit. The 
private sector comprises a range of actors, including: 

 ▪ LOCAL ENTERPRISES: 

 □ Micro and small enterprises (MSEs): The 
local private sector in developing countries consists 
primarily of MSEs, which include sole proprietors 
(individuals), smallholder and family farms, and en-
terprises with 49 and fewer employees (IFC 2012).4 
Many of these entities operate in the informal 
economy (Bacchetta et al. 2009).

 □ Medium and large enterprises: These types of 
enterprises employ 50 or more employees (IFC 2012). 
Advanced developing economies tend to have a 
higher number of medium and large enterprises than 
developing countries (Kushnir et al. 2010). 

 ▪ MULTINATIONAL CORPORATIONS (MNCS): 
MNCs are increasingly active in developing countries as 
registered companies with in-country operations. Most 
MNCs also have indirect investments in developing 
countries where their supply chains are located.

 ▪ CAPITAL PROVIDERS (INVESTORS) AND 
MARKET FACILITATORS: Actors that make direct 
investments and provide financial services, respectively. 
These include banks, venture capitalists, angel investors, 
insurance companies, and investment funds (Venugopal 
and Srivastava, 2012). Enterprises often act as “capital 
providers” because they typically provide a portion of a 
project’s financing through their own capital contribution 
(known as an “equity stake”).

BOX 1  |  WHAT IS THE PRIVATE SECTOR? direct or redirect finance from business opportuni-
ties that are at risk from climate change to those 
that are more climate resilient. 

As the principal driver of economic growth, the 
private sector has a significant influence on the 
promotion of sustainable development and climate 
change adaptation. This is recognized in Sustain-
able Development Goal 17, which includes the 
encouragement and promotion of effective public, 
public-private, private, and civil society partner-
ships.3 Private sector entities will need to safeguard 
themselves from climate risks or expand into new 
frontiers, or both, as a result of change. In many 
developing countries, MSEs form the bedrock of 
rural economies and livelihoods. Improving MSEs’ 
approach to climate change risk management is 
critical to advance inclusive growth, offering the 
potential to raise income levels and reduce poverty. 

1.1 Why Focus on MSEs?
This report focuses on MSEs, the challenges they 
face when investing in adaptation, and the interven-
tions that the public sector can make to promote 
more resilient businesses.5 In general, MSEs tend 
to have fewer resources to adapt to climate change 
than larger enterprises, and yet they play a vital role 
in scaling up investment in community resilience. 
Until recently, MSEs have been overlooked in inter-
national discussions on climate change adaptation, 
because the emphasis tends to be on larger corpora-
tions with the ability to provide finance for adapta-
tion action, particularly in the context of corporate 
social responsibility.  
 
The report focuses on MSEs for three reasons:

MSEs are an Essential Source of  
Livelihoods for the World’s Poor
MSEs are a key engine of job creation, innova-
tion, and entrepreneurship. Developing countries 
worldwide depend on MSEs for around 60 percent 
of their employment (Bacchetta et al. 2009). The 
proportion is even higher in Sub-Saharan Africa 
and South Asia (see Figure 1). Because MSEs form 
the core of developing economies, they are critical 
to adaptation efforts. They are often the only source 
of employment, income, and market access for 
the poor and they underpin the structure of most 
communities. In many cases, there are no formal 
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safety nets, so communities rely on their own labor, 
savings, and assets that can be sold in times of crisis 
to generate income (Balakrishnan et al. 2013). This 
situation only increases the importance of climate 
resilience among MSEs. Their potential invest-
ments in the provision of products and services that 
help people adapt to climate change can benefit busi-
nesses, households, and communities as a whole.

MSEs are Highly Vulnerable to Climate Impacts
MSEs in poor and vulnerable areas, often in rural 
communities, are particularly exposed to climate 
risks because of their dependence on their natural 
environment. Many MSEs in low-income coun-
tries operate in the agriculture, fisheries, forestry, 
livestock, or tourism sectors—sectors highly vulner-
able to climate change—and most will likely require 
additional support to cope with long-term impacts 
on their industries. MSEs also account for a signifi-
cant part of global supply chains in many of these 
sectors. The timing of actions to help these busi-
nesses is very sensitive because adaptation costs 
will increase alongside increasing climate impacts.

The agriculture sector has the highest concentra-
tion of MSEs in developing countries (World Bank 

Figure 1  |  Proportion of MSE Employment to Total Employment, 2014

Note: Micro enterprises represent workers working on their own account (self-employed) or with one or more partners, and contributing family workers, including 
unpaid family workers.
Source: Millennium Development Goals Report 2015, statistical annex

2012) and is expected to be the most damaged 
by the impacts of climate change (Oxfam et al. 
2012). Among least developed countries, agricul-
ture accounts for between 30 and 60 percent of 
GDP (UNDP and FAO 2007). This sector employs 
approximately 60 to 80 percent of the labor force in 
low-income countries, where many workers live in 
rural poverty (IFC South Asia 2014).

The agriculture sector depends heavily on water 
and soil resources, and on environmental factors 

BOX 2  |  DEFINITION OF VULNERABILITY

The term vulnerability refers to states of susceptibility to 
harm, powerlessness, and marginality of both physical 
and social systems (Adger 2006). In the context of climate 
change, vulnerability is the degree to which geophysical, 
biological, and socio-economic systems are susceptible to 
adverse impacts of climate change (IPCC 2007). Typically, 
poverty and vulnerability are correlated.
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determining the local climate (Barbier 2007; Stern 
2007). Farming communities rely on successful 
harvests for their livelihoods. A large part of the 
income from agricultural activities ends up in 
the local economy, thus driving economic growth 
and development efforts. However, the natural 
resources that sustain the sector are susceptible to 
the impacts of climate change through both extreme 
events and gradual changes in weather patterns. 
If business owners do not take steps to respond to 
these changes there is a high probability that yields 
will fall dramatically (World Bank 2013a). Unlike 
agricultural MSEs in industrialized countries, those 
in developing countries rarely have access to insur-
ance for protection against poor harvests caused 
by bad weather. Supporting local MSEs in the 
agriculture sector as they adapt to climate change 
is important, not only for global food security, but 
also to sustain livelihoods in the most vulnerable 
communities (Mendelsohn et al. 2007).

It is encouraging that many MSEs are already 
adapting to climate change in response to observed 
short-term risks. Because agriculture is one of the 
most important sectors for vulnerable communities, 
most adaptation interventions to date have been 
in this sector. MSEs are reforesting land, utilizing 
soil conservation techniques, experimenting with 
new crops and drought-resistant seeds, irrigating 
fields, and adjusting planting periods to the new 
climate (Benhin 2006, Deressa 2008, Kala et al. 
2012, Fleischer and Kurukulasuriya 2012, Waha et 
al. 2013). They have knowledge of local conditions 
and have been adapting to changes in the climate 
for centuries. 

MSEs Have Limited Capacity to Assess  
Climate-Related Risks and Opportunities 
MSEs are agile and innovative, and are therefore 
capable of considerable adaptation. They have 
relatively flexible business models, and a short 
investment horizon, and they can respond to new 
risks and opportunities more easily than some 
larger businesses. In contrast, larger businesses 
often have significant capital investments and 
well-established processes that cannot be changed 
quickly. The nimbleness of small enterprises makes 

them instrumental in increasing vulnerable com-
munities’ adaptive capacity (Seo et al. 2008).6

Nevertheless, the capacity of MSEs to invest in 
adaptation has limits in practice, especially when 
confronted by gradual changes in the climate or 
extreme weather (Wilbanks et al. 2007). Some of 
these changes, such as slowly decreasing yields, are 
very gradual, not always noticeable and therefore 
not on the strategic-planning or risk horizons of 
MSEs. MSEs often lack the awareness, informa-
tion, and assessment tools that are necessary for 
planning and making investment decisions. Even 
where risks are evident, MSEs are still inclined to 
postpone managing distant risks such as climate 
change, when confronted with more immediate 
risks such as harvest failure, famine, and illness 
(Jewitt and Baker 2012). As a result, investment in 
long-term climate change adaptation is often a low 
priority for MSEs in poor communities.

Many MSEs also do not have enough organizational 
capacity to analyze risks that appear to be outside 
the scope of their main business activity (Ingirige 
et al. 2008). The costs of investing in analyzing and 
acting on climate risks and opportunities resemble 
those of the “innovator’s dilemma” (Christensen 
1997). Without clear or sufficient incentives to 
invest in adaptation, there is a mismatch between 
changing climate and businesses’ behavior 
(Linnenluecke et al. 2011) and, ultimately, under-
investment in climate risk management and in 
the opportunities that come with climate change. 
MSEs therefore need support to better understand 
long-term climate risks, and incentives to invest in 
adaptation.

Given these issues and challenges, there is 
considerable scope to increase the contribution 
that MSEs can make to adaptation. With public 
assistance, these businesses could directly 
strengthen adaptation in vulnerable communities. 
The following sections describe the different 
elements that policymakers need to take into 
account when designing policies and interventions 
to catalyze MSE investment in adaptation. 
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Objective and Outline of the Report
This report aims to influence policymakers, devel-
opment partners, and climate funds to support and 
design policy interventions that unlock, catalyze 
and/or direct investments by and for MSEs in ways 
that take into account climate change risks and 
opportunities. It provides guidance to help policy-
makers design interventions that can be incorpo-
rated into their national adaptation planning and 
long-term development planning. 

The report draws on real-world projects, as well as a 
growing body of research on private sector adaptation. 
It shares examples from case studies of interventions 
in Cambodia, Nicaragua, Tajikistan, and Zimba-
bwe. The interventions focused on catalyzing MSE 
investment in climate adaptation measures in the 
agriculture sector (see Annexes 1 to 4). The choice of 
case studies was determined by the desire to reflect 
regional diversity as well as the availability of con-
cluded evaluations or reviews. The report also pres-
ents a number of shorter case studies that highlight 
the engagement of the private sector in adaptation, as 
part of projects and initiatives in Benin, Cook Islands, 
Ethiopia, Honduras, India, Namibia, Rwanda, and 
Tanzania. Most adaptation projects that target the 
private sector are still in the process of implementa-
tion or under development, making results difficult to 
assess or predict. Therefore, there are only a few cases 
from which we can draw lessons at this time. 

The section “Drivers of Investment in Adaptation” 
describes the drivers behind MSE investment in 
climate-resilient business practices. “Barriers to 
Investment in Adaptation” focuses on the barriers 
that MSEs commonly face when trying to become 
more resilient. “Interventions to Catalyze Business 
Investment in Adaptation” suggests a number of 
interventions that policymakers can make to  
engage MSEs and encourage them to reduce 
their risks to climate change and invest in new 
techniques and business opportunities. “Principles 
for Engaging MSEs in Adaptation” presents a set 
of principles, which might serve as a guide for 
policymakers when designing interventions geared 
toward catalyzing MSE investment in climate- 
resilient business practices. Some conclusions are 
presented in the final section. 

Because the design of interventions depends largely 
on contextual factors, the report does not seek to be 
prescriptive. Rather, it provides a suite of examples 
and potential interventions for policymakers to 
consider as they seek to address the barriers that 
currently inhibit MSEs from investing in adaptive 
measures and in products and services that will 
both support their own resilience and promote 
adaptation to climate change at scale. Additional 
country-specific research and cost-benefit analyses 
will be required to draw conclusive lessons. 

Figure 2  |   Overview of Drivers, Barriers, and Interventions to Catalyze MSE Investment  
 in Resilience at the Global to the Local Level
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