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Abstract

The private sector is increasingly recognised as having important potential to help society adapt and
become more resilient to climate change. Yet there is limited research examining how to promote
and facilitate private sector adaptation in developing countries and in particular how governments
can create an enabling environment to stimulate and incentivise domestic private sector adaptation.
In this paper, we address this gap through a review of the key factors required to provide an enabling
environment for the private sector denoted by existing adaptation literatures. We do this with a
focus on adaptation by small and medium enterprises (SMEs) in sub-Saharan Africa (SSA). To advance
this review, we draw insights from a much larger, yet generally independent, literature on enabling
environments for private sector development. This literature disaggregates the private sector and
highlights key constraints to the development and growth of SMEs in SSA, including deficient
infrastructure and evidence of an African gap in access to and use of finance. Both areas of
scholarship are then combined in a framework identifying key ‘building blocks’ constituting enabling
conditions for private sector adaptation. The framework could be applied in many ways including to
focus strategies to enhance private sector adaptation and to identify trade-offs and interactions
between policies or initiatives surrounding private sector development. By combining these
literatures, we call for a more holistic approach to developing enabling environments for SME
adaptation and climate resilient development, that addresses the broader structural deficits that
condition vulnerability and barriers that limit adaptive capacity.

Graphical/Visual Abstract and Caption
Synthesis of adaptation and development literatures, exploring enabling environments for
adaptation among SMEs in sub-Saharan Africa

Introduction

Climate change poses increasing risks to economic growth and development efforts across the world
and effective adaptation will require the participation and inclusion of all actors in society. The role
of the private sector in adaptation is gaining increasing policy attention within national® and
international governance fora, with the United Nations explicitly calling for the private sector to
engage in shaping and furthering global climate change adaptation and sustainable development
agendas®>**®. Discussion, however, is often focused on what Pauw & Pegels” (p.258) describe as ‘the
private sector for adaptation’. Given the high level of investment required to respond meaningfully
to adaptation challenges, coupled with the limited public funds being mobilised, here the focus is on
the private sector as a tool for resourcing adaptation and driving innovation to foster wider
resilience.

Much less attention has been paid to examining how to promote and facilitate what Pauw & Pegels®
label ‘domestic private sector adaptation’; i.e. the processes through which firms institute strategies
to manage climate risk within their own operations. Defined by Avenchenkova et al* (p.520) as “the
process of adjustment by companies to actual or expected climate and its effects through changes in
business strategies, operations, practices and/or investment decisions”, private sector adaptation is
particularly underexplored in developing countries, where climate change adaptation research has
primarily focused on households and communities. This is a critical gap in research since, as the pillar
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of most national economies, the private sector plays a fundamental role in developing countries’
growth and livelihood activities. Overall, in Africa for example, the private sector generates two-
thirds of the continent’s investment, 75% of its economic output and 90% of its formal and informal
employment®’. At a disaggregated country level, the picture remains largely the same.

Climate change will affect the private sector in a variety of ways. It may lead to new possibilities for
people and businesses in developing countries, with opportunities to create new products and
services, develop new markets and access new funding streams and finance mechanisms®°. However
businesses will also be exposed to different risks, ranging from economy-wide risks to specific
sectoral, industry or company-level risks'®. The impacts can be both direct, including damage to
infrastructure and disruption to production processes, and indirect through disruption to supply
chains, and changes in regulation, product demand and business reputation®®*".

To some extent businesses will respond to these impacts through self-interest and will adopt
adaptation measures to reduce costs, manage their exposure to risks and minimise disruption to
their operations'?. Adaptation strategies vary by sector, but examples of private sector adaptation
measures commonly documented within the literature include installing flood protection measures,
investing in infrastructure to protect assets and processes, investment within supply chains to secure
supply availability, integrating climate risk management into business management practices,
undertaking vulnerability risk assessments, moving locations and selecting suppliers based on their
resilience profiles**®**™ Yet although awareness of climate risk is often high within the private
sector'®*® businesses implementing adaptation strategies remain in the minority™® and tend to be
large corporations in developed countries, mainly within the insurance, agriculture and water

secto rsl'lo.

Moreover, businesses need to have the incentives, resources, knowledge and skills to adapt
effectively to climate change®’. And thus, while private sector actors in developing countries also
adapt to changes in climate, uptake of what has been categorised as sustainable adaptation
strategies, that seek to maintain business operations at existing levels, such as weather index crop or
livestock insurance, or purchase of drought-resistant seeds, is still fairly low™®*. Instead, firms may
be drawn into reactive coping strategies at times of climate stress, such as distress sale of assets and
making staff redundancies'®**. While such strategies may help businesses to cope in the short term,
over time reductions in stock and production may prove counter-productive, further reducing the
resources that firms have available to help them cope with future climate impacts. A second
distinction in SME adaptive behaviour in relation to climate change can be made between adaptation
to current climate risks (sustainable or reactive) and anticipatory planning for future climate
change™. Yet even in developed economies, examples of adaptation based on future projections are
rare'®?,

The way in which governments can create an enabling environment to stimulate and incentivise
sustainable, proactive domestic private sector adaptation has been particularly overlooked within
existing literatures. Adapting to climate change is not simply a technical issue that can be resolved
through large-scale investments in infrastructure or technology transfers. Rather it requires enabling
policies and an appropriate institutional environment that supports individual participants in the
private sector”?’. Emerging literature on private sector adaptation has identified some of the broad
methods through which governments can support private sector climate change adaptation, such as
the provision of climate information, adoption of sensible regulations and creation of appropriate
economic incentives®*®. However little work has specifically sought to identify key elements
constituting an enabling environment for private sector adaptation and it is this gap that this paper
begins to address.
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The private sector adaptation literature to date has tended to focus on larger sized companies and
those based in developed countries™**>%. This review meanwhile specifically considers factors
constituting an enabling environment for small and medium enterprises (SMEs) in sub-Saharan Africa
(SSA). The reasons for this are two-fold. Firstly, SSA is especially vulnerable to climate shocks for
reasons ranging from the region's challenging climate, to its lower GDP per capita and less developed
infrastructure, climate services and market mechanisms. SSA is therefore an adaptation priority.
Secondly, ‘the private sector’ is a wide-ranging term that covers all types of formal and informal
businesses, ranging from micro enterprises, such as local entrepreneurs and smallholder farmers,
through to multinational companies (MNCs) operating at global scales. Not all businesses possess the
same capacity to consider climate change within their operations or require the same type of
support, or facilitating environment, to adapt to climate change®®*’. It is therefore important to
disaggregate the private sector, rather than to treat it as a homogenous entity.

SMEs were selected for the review as they are considered highly vulnerable to climate change, to be
amongst the most affected by extreme weather events and to typically have low adaptive capacity**
%> 0n the other hand, SMEs are often seen as being more flexible in their operations than larger
companies, and so also present their own potential to respond to climate change. SMEs form a
critical part of both developing and developed country economies and are fundamental to more
inclusive and equitable development. They contribute to economic growth, provide most
employment opportunities and are strongly integrated into communities®**“*°. SMEs also hold the
potential to make an important contribution to female employment and the social integration of
marginalised groups”*'. Given their role in driving local development, as well as their ability to
innovate and to build community resilience, SMEs are important drivers for societal adaptation and
for realising the opportunities of climate change®.

While little attention has been given to the question of how to provide an enabling environment for
private sector adaptation, there is a more extensive literature on providing an enabling environment
for private sector development more generally, which, as described by Byiers & Rosengren®, is
“focused on developing country domestic economies and helping governments to design and
implement policies to encourage economic transformation through investment, productivity growth,
business expansion and employment” (p.5). To date this literature has remained largely disconnected
from the private sector adaptation literature. Yet, as argued by Ackerman et al*}, adaptive capacity is
“closely interconnected with other risks and vulnerabilities that accompany development and will be
heavily constrained by local institutional and technological conditions” (p.77). Thus, echoing
Trabacchi & Stadelmann®, this paper assumes that an enabling environment for private sector
adaptation requires general social and economic constraints and uncertainties experienced by SMEs
to be addressed. We therefore anticipate key insights from the private sector development literature
can inform research on private sector adaptation. By combining both areas of scholarship, this paper
pursues a novel approach to reviewing the factors required to provide an enabling environment for
private sector adaptation.

In its design, this review followed many of the processes that are expected of a systematic literature
review. Sources of literature were identified through key word searches of electronic bibliographic
databases, including Web of Science and Google Scholar. Abstracts and summaries were read, to
preserve only the literature salient to our research. Papers were then read in more detail and
appraised for their contribution to the research questions, before relevant data was extracted and
summarised. Unlike a systematic review, however, in order to incorporate a wider range of
practitioner perspectives, alongside these searches of bibliographic databases, we also extended our
review to grey literatures, including reports, websites and policy documents. We did this through a
snowballing technique, where we identified additional literatures from our existing corpus, and
through other online search engines. Some additional documents were obtained through email or
face-to-face contact with actors and institutions working in the field. Initially we explored the private
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sector adaptation and private sector development literatures more generally. This focus was then
narrowed down to literature considering Africa and then SMEs specifically.

The review is structured as follows. First the literature on private sector development is reviewed
with a particular focus on identifying the structural barriers that SMEs in SSA face to their business
development. Secondly, we review existing literatures on private sector adaptation to identify factors
most relevant to SME adaptation. These areas of scholarship are then combined within an organising
framework that attempts to integrate and represent the ‘building blocks’ of an enabling environment
for climate resilient development and private sector adaptation. We close by suggesting that this
framework could serve as an assessment tool to evaluate enabling environments for private sector
adaptation within and across countries, as well as to support developing country governments,
international agencies and donors in the identification of structural deficits and the definition of
policy and intervention priorities.

PROVIDING AN ENABLING ENVIRONMENT FOR SME ADAPTATION IN SUB-SAHARAN
AFRICA — WHAT CAN WE LEARN FROM THE PRIVATE SECTOR DEVELOPMENT LITERATURE?

Characteristics of SMEs in sub-Saharan Africa

Within the literature, definitions of SMEs vary widely. Although the majority of definitions focus on
the number of employees and/or annual turnover of a business, they are not consistent across the
literature and can vary significantly between countries*. The World Bank’s definition of ‘small’ (5-19
employees), ‘medium’ (20-99 employees) and ‘large’ businesses (>99 employees), utilised in the
World Enterprise Survey, is perhaps the most widely employed for developing countries, with ‘micro’
enterprises accounting for those with fewer than 5 employees™®.

The private sector in SSA is generally characterised by a large number of micro and small enterprises,
and a small number of medium and large enterprises. In Kenya, for example, conservative estimates
suggest that there are 2.3 million SMEs (including micro enterprises), of which only 1% are of
medium size*® and, across SSA, micro and small enterprises are estimated to represent around 80%
of total employment®. This situation is termed the ‘missing middle’. It arises because overall, the
private sector in SSA suffers from several structural deficits including widespread and rising
informality, lack of upward mobility of enterprises, weak inter-firm linkages, low levels of export
competitiveness and a lack of innovation capabilities’’. As a result, very few micro or small
enterprises manage to make the transition to medium-sized or large companies. The ‘missing middle’
creates an important disadvantage for the region, because medium or large firms tend to create the
majority of higher quality and higher wage jobs and are considered key sources of innovation and
economic diversification*®*.

The informal sector is often conceptualised as small and unorganised producers on the fringe of the
formal economy. However, across SSA, it is estimated that only 10% of SMEs, excluding
microenterprises, are formal®®. The informal sector is especially dominant in rural areas and in the
key economic sectors of agriculture, livestock and trade. There are disadvantages to operating
informally, such as restricted access to finance, new market opportunities and public sector
services""*2. Yet businesses often face significant barriers to transitioning to formalisation®>>*™’. As a
result, while this situation varies across the region, in Senegal, for example, some larger enterprises
operate with a capital exceeding millions of West African CFA franc, but remain in the informal sector
because of a poor business climate, which includes high taxes, high compliance costs and
burdensome business regulations and reporting requirements®’.
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Characteristics of an enabling environment for private sector development in sub-Saharan Africa
The accepted characteristics of an enabling environment for private sector growth and development
have changed over time. Earlier research on private sector development typically recommended
regulatory reform and reduced government intervention, focusing primarily on deregulation,
property rights and the effective functioning of markets. Yet such approaches have proven
insufficient’””®%, with over emphasis on the importance of regulatory reform, leading to public
intervention being neglected and other constraints in the business environment being
overlooked*”3.

In more recent development literature, Bowen et al®* identify nine features that are associated with
sustainable, private sector-led growth and that are present in dynamic and fast-growing economies.
These include: Natural capital, infrastructure, human capital, macroeconomic stability, institutional
and regulatory frameworks, access to markets, access to capital, competitive markets and high firm
performance. More specific factors identified in the development literature as key components of a
business enabling environment include low levels of bureaucracy, simplified business registration
procedures, labour regulation reforms, business development services, access to market information,
access to investment capital and property titling®”#°>84>¢,

The growing literature that is developing around the barriers that SMEs in SSA face to their operation
and business development affords particular attention to evidence of an African gap in access to and
use of finance, which is argued to present a major bottleneck for the emergence and growth of
enterprise® . Using data from the World Bank’s Enterprise Survey, Beck and Cull®’ found that more
than 25% of firms in Africa rate the availability and cost of finance as their most important constraint.
This is nearly twice the rate seen in firms elsewhere. Beck and Cull®’ additionally highlight lower use
of financial services by companies inside Africa, as well as by smaller and younger companies. There
is also evidence of the ‘missing middle’ when it comes to accessing finance for businesses in Africa.
While micro enterprises can often access finance through microfinance’® and personal loans, these
types of credit sources are more limited for the more established, but yet still vulnerable, enterprises
that fall outside of ‘micro’ industry and within the larger, ‘small’ and ‘medium’ enterprise
classifications’’. Large enterprises, on the other hand, particularly those within the formal sector,
find it easier to access more formal bank loans.

Deficient infrastructure, including power, transportation, water and telecommunications, is generally
understood to be another key constraint to the development and growth of formal and informal
SMEs in Africa”’"’% This applies to SMEs in all areas, but is particularly salient for those in rural and
remote regions, where the quality of service tends to be low and disruptions frequent and
unpredictable’. Other key gaps in the business environment in SSA, which again particularly impact
rural and remote regions, and which present particular challenges for SMEs involved in agribusiness,
surround the lack of access to technology, knowledge and local, national and international markets’".

Recognising these challenges in the business environment, value chain analysis and improving access
to service providers and input and output markets, has been increasingly recognised as a means of
building climate resilience in SSA, particularly in agricultural sectors. In the East African livestock
sector, for example, investment to support commercialisation of livestock production, vertical
transformation and development of inter-firm linkages has been shown to have great potential to
leverage a range of socio-economic development benefits, at the same time as reducing the
vulnerability of pastoralists to climate change’’*. Fattening lots, breeding businesses and processing
facilities, for example, can improve the quality of livestock production and provide opportunities for
a larger proportion of livestock to reach national and international markets; including during times of
climatic stress. These forms of adaptation largely depend on market mechanisms and the
establishment of inter-firm linkages among SMEs. Incentives are needed for private sector actors to
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enter the necessary markets to provide these goods and services. Again, these incentives need to be
coupled with supporting services such as financial and extension services, product marketing tools,
transport and communication networks and appropriate market regulation (e.g. of feed quality)’.

Alongside uneven performance in access to quality secondary education in SSA”>, SMEs in SSA also
suffer from a lack of skilled labour, as well as low managerial, entrepreneurial and technical
capacity’®”’. This is a crucial constraint since firm characteristics play a key role in driving SME growth
and development. In their recent research, Hampel-Milagrosa et al* found that critical factors in the
upgrading potential of micro and small firms to medium and large-sized enterprises included not only
the overall quality of the business environment, but also specific entrepreneur and enterprise
characteristics, including the gender, education, experience, social capital, ambition and risk-
readiness of enterprise owners.

Bardasi et al’®, suggest that male and female-owned enterprises face very similar constraints in their
business environment, but that some constraints, including crime, corruption, education levels and
access to finance, affect female-owned enterprises more severely*”’*®!. In addition, traditional
gender roles and associated discrimination that limit access to factors such as finance and land
ownership can present significant additional barriers to entry into entrepreneurship for women®#*,
As a result, female-owned enterprises tend to be confined to the informal sector, to micro
enterprises with limited growth potential and to economic sectors that typically require less capital
(e.g. agriculture, processing)®®>>’®78%> |n the face of this structural exclusion, female entrepreneurs
in SSA often rely on informal support groups and social networks, including table banking groups, to
support business development®®’. And these groups may also undertake a range of other activities
with potential to increase the resilience of SMEs, such as the group purchase of inputs (e.g. drought-
resilient seeds), initiating cooperatives and other common pool resource management initiatives,
such as reforestation/afforestation and greenhouse farming®.

Table 1 summarises the key factors influencing SME development identified in this review. Many of
these factors, such as improved infrastructure, access to markets, financial and advisory services and
training and research, echo factors identified to shape an enabling environment for the private
sector more generally. In order to exploit the full economic and social potential of the SME sector
and to realise climate resilient development ambitions in rural and remote areas, action to
strengthen business enabling environments in these areas needs to identify ways to reach female-
owned and informal SMEs.
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Table 1. Summary of key factors identified from the literature to influence SME development.

Key Factors

Example Literature

Internal Factors

Enterprise characteristics
Presence of skilled labour
Managerial and technical capacity and skills

Access to finance, as well as access to appropriate

financial instruments for enterprises of different
sizes
Access to technology, knowledge and training

Access to markets, especially beyond local markets,

and market information

Entrepreneur characteristics

Age

Gender

Education level

Experience

Social capital

Motivation

Risk-taking ability of enterprise owner

Altenburg & Von
Drachenfels (2006)®
APPG (2015)"

Beck & Cull (2014)’
Hampel-Milagrosa et al
(2015)*

Lonsdale et al (2010)*
Robertson (2003)"’
UNIDO (2008)"

External Factors

Physical Business Environment

High quality infrastructure with reliable
transportation, telecommunication, power and
water supply services

Business development services and support
systems

Regulatory environment

Institutional and regulatory frameworks
Labour regulation reform

Simplified business registration
Property rights and titling

Altenburg & Von
Drachenfels (2006)®
AfDB (2013)’

APPG (2015)"
Hampel-Milagrosa et al
(2015)*

Lonsdale et al (2010)*
OECD, 2004

OECD, 2007%

UNIDO (2008)"

DRIVERS AND BARRIERS TO PRIVATE SECTOR AND SME ADAPTATION — WHAT DO WE
KNOW FROM THE ADAPTATION LITERATURE?

As private sector adaptation gains increasing policy interest, a key question from a decision-making
perspective is, ‘how can such adaptation be facilitated’? Indeed crucially, reflecting wider national
and development objectives, the question is moreover, ‘how can climate change adaptation be
facilitated to enhance equitable private sector growth and to promote climate resilient
development’? Understanding what might drive and motivate the private sector to adapt to climate
change is critical to beginning to empower policy makers to provide and support a favourable
enabling environment for private sector adaptation.

General motives for private sector adaptation to climate change include keeping costs down,

minimising disruption to production and services, maintaining or increasing value and profitability
and improving capacity to do business*'*%. As described by Fankhauser”, the underlying paradigm
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of such private sector adaptation “is of economic agents that maximise their profits or welfare in the
light of climatic risk” (p.10, see also Mendelsohn'?). Market drivers therefore play a key role in
private sector adaptation, as businesses may respond to changing demand, diversify their activities,
develop new products and services, upgrade their business, adopt new technologies, access new
markets and seize new business opportunities arising from climate change’®**?°. This is seen in the
heart of Senegal’s ‘peanut-basin’, for example, where dwindling harvests resulting from reduced
rainfall, soil salinisation and land degradation have pushed some former farmers to abandon their
agricultural activities, and to gather in small businesses, to pursue salt extraction and production, for
export to other African countries®®°.

Other examples of SMEs adapting to changing climates and introducing new, more climate resilient
products into local and national markets exist. Street vendors, restaurants and even breweries in
West Africa have been documented incorporating more drought-resistant cassava into their food and
beverage production, for example®’. Similarly, a brewery in Zimbabwe has developed new beer
products that use more resilient red sorghum grains. And a sanitation company in Ghana has now
redesigned pit latrines to position them above ground in flood-prone areas®. Nevertheless,
adaptation is influenced and inhibited by a range of other internal and external factors®®®2. In this
section, we provide only a brief overview of these factors and focus on those most relevant to SMEs,
since a recent and more extensive review of drivers and barriers to private sector adaptation can be
found in Averchenkova et al'. Key factors identified in this review to help enable effective adaptation
among SMEs are summarised in Table 2.

Limited access to financial products and services, as outlined above, means SMEs often struggle to
cover the high upfront capital costs of investing in both short- and long-term adaptation measures®®.
Furthermore, the differences in time horizons between climate change impacts and business
investment planning, alongside the need for quick returns and short term growth, also present key
challenges®. Indeed, businesses of all sizes face trade-offs between actions to optimise short-term
growth and actions to reduce climate risk®®; while businesses’ short-term investment horizons can
impact their willingness to invest in longer-term adaptation measures and to develop products and
services to reduce climate impacts®. This may be especially the case among businesses not currently
experiencing high exposure to climate risk, for which the business case for investing in adaptation
measures to protect themselves against future climate risk may be less apparent™'®**. Anticipatory
adaptation planning also requires the ability to make long-term decisions under conditions of
uncertainty, which many businesses find difficult even in their core operations®.

Just as firm and entrepreneur characteristics are critical in influencing the growth, development and
upgrade potential of SMEs, internal factors and capabilities within a company will also influence its
willingness and ability to adapt to climate change'®?**%*% For example, key decision makers, such
as business owners, or internal champions have important roles to play in identifying and
communicating climate risks and opportunities, and in supporting adaptation decision making®>*°.
Such champions are key, for example, in ensuring that business continuity or emergency
preparedness plans and vulnerability assessment frameworks are put in place, to understand and
manage long-term risks and opportunities from climate change. Yet adequate expertise for risk
assessment and management is less likely to be found within micro, small and medium enterprises,
compared to larger companies®%>293094,

There is therefore a key role for government in supporting SME adaptation through business capacity
building and information services. Governments and development partners could, for example,
support adaptation by domestic private businesses through providing credible and easily accessible
scientific information, through weather and climate services, through guidelines, models and tools
and through co-financing research and developing new products and services>'%>?*881%! gyryeys of
SMEs in Gaborone, Lusaka and Nairobi, following the 2015-16 El Nifio, for example, illustrate the
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value of climate services, wherein 28% of SMEs surveyed noted that forecasts and other early
warning systems helped their business to plan for El Nifio associated water supply disruption,
hydroelectric load shedding and flooding. In this study, business managers described attempting to
limit disruption through ex-ante changes to their business inventory, investment decisions, supply
chains and savings behaviour; although notably other SMEs reported that other barriers to action
limited the value of early-warnings.

Policies and regulatory and legal frameworks represent further critical external drivers that can
stimulate or constrain private sector engagement1'10'43’93’1°1_103. Low institutional capacity, poor
business environments and policies and incentive structures that distort price signals (e.g. subsidies
on certain seeds, fertilisers or irrigation water) can constrain the private sector’s ability to respond to
climate change risks'®**'®". Indeed, many businesses are unable to overcome these types of
structural barriers to adaptation®; especially those in developing countries that already suffer from
poor business enabling environments. By comparison, economic incentives may encourage SMEs to
invest in climate resilience’®**® % and subsidies and tax breaks can be employed by governments to
encourage SMEs to adopt strategic adaptation responses. In 2015, the Zambian Energy Regulation
Board, for example removed duty and fees on solar power products, following extensive national
drought-induced hydroelectric load shedding, in an effort to increase private sector electricity

. 105
production™.,

As our examples above illustrate, market drivers also play a role, as businesses can respond to
changing demand, develop new products and services, access new markets and seize new business
opportunities from climate change'?. This is particularly true for large companies, where there is
evidence in several sectors, including agriculture, water, insurance and consulting sectors, that
companies have recognised that adaptation represents a new business opportunity. For SMEs, such
drivers may remain more limited if they do not have the right supporting environment to enable
them to take advantage of opportunities, new markets and changing demand.
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Table 2. Summary of key factors enabling SME adaptation identified from the literature.

Key Factors

Example Literature

Internal Factors

Presence of a climate change leader/champion
within the business (not limited to the business
owner);

Internal capacity of business

Climate change relevant knowledge/expertise
and skills amongst employees

Financial resources

Access to data, knowledge and information
Experience of climatic impacts or awareness of

Agrawala et al (2011)*°
Ballard et al (2013)**
Berkhout (2012)%
Crawford & Seidel (2013)"
Linnenluecke et al (2013)%
Lonsdale et al (2010)*
Trabacchi & Stadelmann
(2013)*

risks

Legal and regulatory drivers to stimulate private
sector adaptation

Policies and incentive structures to engage
private sector in climate change adaptation
Economic and financial incentives to encourage
and support private sector investment in climate
resilience

Market drivers that create new opportunities for
the private sector from climate change

Agrawala et al (2011)*°
Ampaire et al (2017)'*®
Averchenkova et al (2016)*
Crawford & Seidel (2013)"
Stenek et al (2013)%®
Trabacchi & Stadelmann
(2013)*

UNGC & UNEP (2012)°

External Factors

A role for multi-stakeholder partnerships?

This review suggests that SME adaptation requires multiple factors of enabling environments to be
addressed in combination, in areas that are often lacking in SSA and that require the involvement of
a diverse range of actors. Pathways to overcoming these multiple barriers in enabling environments
and to implementing action to support SME adaptation are very sparsely treated within the
literature, both practically and conceptually; signalling a priority area for future research'®.
Nevertheless, emerging interest surrounds the model of multi-stakeholder partnerships (MSPs) for
meeting the multifaceted challenges of adaptation’”, and this warrants consideration for enabling
adaptation among SMEs.

Described under various labels, MSPs can operate at diverse scales, through different combinations
of actors, and with varying formality'®'®. The language of ‘multi-stakeholder partnerships’,
however, is frequently related to partnerships bringing together actors from the three main social
sectors — government, the private sector and civil society — often with a public policy objective, such
as climate change and/or development'®. This is reflected in the definition of partnerships offered
by Van Huijstee et al''®, who describe partnerships as “collaborative arrangements in which actors
from two or more spheres of society (state, market and civil society) are involved in a non-
hierarchical process, and through which these actors strive for a sustainability goal” (p.77).

MSPs present their own challenges as a model for structuring action to enable adaptation. Actors
from different sectors — and indeed within sectors — have different agendas, priorities and ways of
doing business, which may be difficult to reconcile’. Setting up and maintaining effective
partnerships can be very time costly'''. And key concerns have been raised around equity and power
inequalities within partnerships, as well as around transparency and accountability'®**?. More
broadly, the overall effectiveness of partnerships has also been called into question®***.
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Nevertheless, the role that MSPs can play in supporting adaptation and climate resilient
development represents an understudied area that warrants further exploration. This research gap is
particularly salient to enabling environments for SME adaptation, since, as seen in this review, the
factors required to enable SME adaptation are cross-cutting, spilling over the traditional remits and
capabilities of any single sector, institution or actor. MSPs, meanwhile, appear to be a potential tool
for coordinating action at multiple scales, and for developing more integrated and holistic
approaches to addressing barriers within enabling environments. They offer the opportunity to bring
stakeholders together, for the strengths of each sector to be harnessed, for knowledge, expertise
and resources to be cross-leveraged and for regulatory, participatory, resource and learning gaps to
be identified and addressed'®**®. In this way, rhetorically at least, MSPs also fit in with broader
trends towards consultation'®'"?, based on the recognition, that “increasing collaboration between
different stakeholders will contribute significantly to a more resilient future”***.

There are a growing number of partnerships engaging in adaptation activities across SSA. The
Planning for Resilience in East Africa through Policy, Adaptation, Research, and Economic
Development (PREPARED) Project, is an example of such an MSP, that includes USAID, Jubilee
Insurance, Kenya Meteorological Department (KMD), Rabobank and the United Nations Food and
Agriculture Organisation (UNFAO). One of PREPARED’s activities involves piloting weather index
insurance among SMEs who may otherwise lack a safety net in the event of climate shock*™. The
PREPARED partnership served as a forum to identify and articulate user needs, allowing partners in
PREPARED to identify climate data quality issues as a core challenge for insurance companies; who
struggle to access a robust index through which to determine commercially viable premiums for crop
insurance™®'". Partners have leveraged expertise within the partnership for capacity building within
KMD, in order to facilitate greater investment in data. This has ultimately helped the partnership to
take steps towards overcoming this resource gap within the business environment*****’.

In another example of national governments working with development partners to assist businesses
to build resilience to climate change, the ‘Coping with Drought and Climate Change in Zimbabwe’
initiative pursued a range of micro and small enterprise business development activities in the
Chiredzi region, with the aim of diversifying the maize-based local economy, introducing adaptation
measures to build climate resilience and reducing poverty®. Among the initiative’s activities were
demonstration plots, farmer field schools and other capacity building activities to increase farmers
ability to pursue diversification strategies, improved soil moisture management approaches and
more resilient mixed production models. Reflecting ongoing interest in the partnerships approach to
adaptation, this project is now being built on through the ‘Scaling up Adaptation in Zimbabwe’
project implemented by Oxfam in partnership with Plan International, SAFIRE and the University of

Zimbabwe™®,

TOWARDS AN ASSESSMENT FRAMEWORK FOR ENABLING PRIVATE SECTOR ADAPTATION
TO CLIMATE CHANGE IN SUB-SAHARAN AFRICA

This review has drawn from two fairly disparate literatures to identify key factors required to provide
an enabling environment for business development, as well as the main barriers and drivers of
private sector adaptation (Tables 1 and 2). We believe combining these literatures makes an
important contribution for two main reasons. Firstly, while the private sector adaptation literature
has tended to treat the private sector as a homogenous entity and has sought to identify drivers and
barriers to adaptation in the private sector in general, the private sector development literature
disaggregates the private sector, and thus makes space to develop greater insight into enabling
conditions that are more directly relevant to SMEs. This is important given the unique potential of
SMEs to contribute to more equitable climate resilient development.
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Secondly, this paper has begun to reveal complex and multi-faceted interlinkages and synergies
between the conditions required to promote SME development and adaptive capacity”'*. Often
SMEs in SSA not only lack the ability to adapt to climate change, but also face significant barriers to
business growth. Yet some of the constraints that limit SME adaptive capacity also limit the general
growth and development of SMEs. Both literatures highlight, for example, the role of technical and
managerial capacity, a skilled workforce, economic incentives and access to finance, as well as
regulatory frameworks, policies, institutional arrangements and market access. Measures to create
an enabling environment for SME adaptation therefore hold the potential to also support broader
climate resilient development. Meanwhile situating private sector adaptation within a broader
exploration of the elements that are likely to enable climate resilient private sector development and
growth, offers the opportunity to address the broader structural deficits and barriers that limit
adaptive capacity and condition SME vulnerability. This is especially important in light of Tol &
Yohe’s'® “weakest link” hypothesis, which suggests that adaptive capacity may be disproportionately
influenced by the least developed aspects of enabling environments.

This review has additionally revealed factors that are considered more explicitly within one of the
sets of literature examined and which are perhaps overlooked by the other. For example, the private
sector adaptation literature emphasises the importance of access to climate information and
expertise to enable businesses to undertake climate change vulnerability assessments and to plan for
climate change impacts. The SME development literature meanwhile affords particular attention to
the role of infrastructure and to enabling SMEs to build resilience through better access to local,
national and international markets. It also provides a greater focus on the need for business
development services and for capacity building and training more generally. In combination, these
literatures make space for more holistic efforts to structure enabling environments for private sector
adaptation; taking into account wider aspects of the business and policy environment, to address and
remove structural barriers and enable adaptive capacity. With this aim, we end by presenting an
organising framework that attempts to integrate and represent the ‘building blocks’ of an enabling
environment for climate resilient development and private sector adaptation, as captured in existing
literatures (summarised in Tables 1 and 2).

The framework presented is adapted from Stenek et al*®, who reviewed the private sector adaptation
literature to build an index assessment framework around five key factors for influencing private
sector adaptation, which they labelled ‘Data and information’, ‘Institutional arrangements’, ‘Policies’,
‘Economic incentives’ and ‘Communication, technology and knowledge’. Many aspects of the
adaptation literature (as summarised in Table 2) are captured by Stenek et al. For example, their
framework stresses factors such as financing instruments and incentives to support private sector
adaptation, as well as the importance of access to climate and hydrological data at a temporal and
spatial resolution that is salient to business decision-making. In this way, the framework developed in
Stenek et al takes an important first step towards conceptualising enabling environments for private
sector adaptation and we found its key elements useful to help structure our framework. However,
Stenek et al only seek to capture elements specific to private sector adaptation and thus our
framework, presented in Figure 1, extends and adapts the work of Stenek et al through the
integration of wider private sector development literature.
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Policies and Institutions

. Institutional and
governance
arrangements

. Regulatory framework
and policies

Infrastructure, Markets and

Data, Information and

3 ICT
Capacity Development
: . Infrastructure and
. Knowledge capacity -
development and . Information and

training

. . communication
. Data and information

technologies

Financial Environment

) Economic and
financial incentives

. Availability and cost of
finance

across elements

The ‘building blocks' for SME adaptation outlined in Figure 1 are inextricably and complexly linked. To
offer one illustrative example of these linkages, having appropriate policies and institutions in place
is a necessary condition for the development of climate data and information and the establishment
of funds that can be accessed by the private sector. Connecting arrows in Figure 1 therefore
represent interlinkages and dependencies between the different elements. Stenek et al constructed
a set of indicators of enabling environments for private sector adaptation for each factor that they
identified to influence private sector adaptation. The elements in Figure 1 are similarly dissected in
Table 3, allowing the framework to serve as an organising mechanism that helps to break down the
many interrelated factors of an enabling environment, characterised in existing literatures.
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Table 3. Framework for an enabling environment for private sector and SME adaptation (adapted from Stenek et a

INFLUENTIAL FACTORS

|88)

KEY ELEMENTS

POLICIES AND
INSTITUTIONS

INFRASTRUCTURE,
MARKETS AND ICT

FINANCIAL
ENVIRONMENT

DATA,

INFORMATION
AND CAPACITY
DEVELOPMENT

Institutional and governance arrangements

Regulatory framework and policies

Climate change coordinating bodies/agencies at national and regional levels

National and/or regional agencies/bodies supporting private sector development

Multi-stakeholder or public-private partnerships (MSP/PPPs) to support climate change adaptation decision
making

Private sector multipliers — private sector associations/entities (e.g. chambers, business associations)
Networks or consortia on climate change adaptation

Climate change adaptation policies at national and regional levels

Building standards and/or codes incorporating climate change considerations

Local zoning rules incorporating climate change considerations

Private sector development policies

Climate change considerations integrated into policies supporting development of private sector and/or
SMEs

Infrastructure and markets

Information and communication technologies

Transportation infrastructure

Water and electricity infrastructure

Markets and business zones/centres

Access to inputs, irrigation and new technologies

Public and key infrastructure incorporating climate change considerations
Information and communication technologies

Websites/online portals on climate change adaptation and market information

Economic and financial incentives and affordable
and accessible finance

Government incentives
Finance instruments

Climate and adaptation funds
Insurance schemes

Knowledge, capacity development and training

Data and information

Climate change adaptation training courses or programmes targeted at the private sector
Research institutions or centres engaged in climate change research/work
Forums/conferences on climate change

Agricultural extension and training services

Training and technology development centres

Climate and hydrological observations, and early warning systems

Seasonal weather forecasts

Climate change projections

Data and information on direct and indirect impacts of climate change
Information on, or case studies of, adaptation measures, costs and benefits
Information on, or case studies of, community vulnerability, risk and adaptation
Adaptation decision support tools and toolkits

Standardised risk assessment tools for private sector
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Adaptation requirements are locally contingent and adaptation planning requires extensive
consultation to ensure that it is implemented in contextually appropriate ways. Thus, our framework
must be understood as providing only broad categories of enabling conditions that themselves
require scrutiny, consultation with local and situated actors and reflexive application. Nevertheless,
we believe the framework could have broad applicability in efforts to cultivate an enabling
environment for private sector adaptation, climate resilient development and SME growth.

Our expanded framework offers a coherent approach to exploring and understanding the complex
inter-linkages between different broad elements of enabling environments, as reflected in the
current knowledge base. To examine national provision for private sector adaptation through
Infrastructure, Markets and ICT, for example, the framework calls for the consideration of access and
reliability in electricity and water supplies, the presence of well-developed markets, as well as of
business zones and centres that support market activities of enterprises; including export processing
zones (EPZ). It calls for the evaluation of road infrastructure, ports and airports and the extent to
which these facilitate transport and access to these key urban centres and markets. The framework
also examines the extent to which public and key infrastructure incorporate climate change impacts
and adaptation into their design, operations and decommissioning. And in relation to information
and communication technologies, the framework demands consideration of the availability and
market penetration of technologies such as mobile phones and the internet, including within rural
areas. It considers the availability and usability of climate and adaptation information delivered
through ICT’s, (including websites and online portals), which are targeted at SMEs and the broader
private sector, and which have relevance to specific geographical areas.

By combining key private sector development and adaptation elements and providing a description
of how to examine the extent to which these elements are provided within a country, the
framework could function as a general assessment tool: Offering a means through which to pursue a
holistic, systematic and detailed evaluation of enabling environments for private sector adaptation
within and across countries and to identify general strengths and weaknesses within business
environments™. In addition to facilitating national evaluations and international comparisons, the
framework could also serve as a guide through which to examine opportunities for developing
country governments, international agencies and donors to focus strategies for enhancing private
sector adaptation and to identify structural deficits and policy priorities. It might be helpful, for
example, in the identification of trade-offs, conflicts and interactions, as well as overlaps and
synergies between policies or initiatives surrounding private sector development and adaptation.
New policy measures are not always needed and synergies with existing policies can be reinforced
once they are identified. The identification of misalignments within existing regulatory frameworks

.. .. . . . 101
and policies could also lead to revisions and advances in policy making™ .

Our framework may initially seem more relevant for SMEs operating within the formal sector (e.g.
the factors relating to institutional arrangements, regulatory framework and policies and financial
incentives). However, many aspects of the framework are also relevant for informal SMEs, especially
those relating to data and information, ICT, capacity development and training, in addition to some
aspects of infrastructure and markets. Nevertheless, further research is required to better
understand the specific constraints that informal SMEs in developing countries face in adapting to
climate change. Since the literature on enabling environments for private sector and SME adaptation
remains sparse, there is also much research still to be done with regards to expanding our
understanding of how to support enabling environments more generally. Particular questions arise
around how to strengthen engagement of SMEs in adaptation policy making, so as to develop
policies and initiatives that better account for their specific needs and priorities. Moreover, SMEs in
SSA operate in a difficult business environment, with multiple constraints on their growth and
adaptive capacity’**'* and there remains strong disagreement regarding the relative importance of
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the different factors that are required for SME adaptation. There is also disagreement surrounding
how successful initiatives based on attempts to improve these conditions have been in the
past?4247%885 Research exploring SME adaptive management behaviour is particularly scant, but
likely forms an important prerequisite.

This paper has called for an active role for governments in enabling private sector adaptation, yet we
acknowledge that the state in developing countries can also present barriers to private sector
development and adaptation. Measures such as distorting agricultural subsidies, for example, can
have unintended adverse effects and exacerbate risks by discouraging action by businesses®. For
this reason, in many developed countries, including the UK and Australia, national governments are
trying to reduce their role in facilitating climate change adaptation and instead transferring
responsibilities directly to local governments and the private sector.

Comparing these political trajectories however is likely to be unhelpful, as typically these countries
already have fairly strong enabling environments for private sector development. To follow through
with our examples, at the date of publication the UK and Australia sit at number 7 and number 15
respectively on the World Bank Doing Business project’s ‘ease of doing business’ rank'?*. Moreover,
the business environment in these countries often includes many of the elements identified within
this review as required to support business development and private sector adaptation; including
national climate change adaptation policies, climate change projections, data and information on
climate change impacts, adaptation decision support tools as well as standardised risk assessment
tools for the private sector and climate change training courses targeted at businesses. By contrast,
very few of these key elements are generally found in developing countries“**%.

This review therefore echoes recent private sector development literature that has argued for a
move away from strategies that rely on reduced government intervention and dependence on the
principle of well-functioning markets***®, calling instead for more reflexive forms of public
intervention®>474%58.6366

Conclusion

SMEs, and the private sector at large, will play an increasing role in climate change adaptation over
the next 10 years’. However, the extent to which SMEs are able to meet the challenges and
opportunities of climate change will depend in part on the way in which governments at local,
national and international levels support an enabling environment for the private sector and for
SMEs in particular. This paper has reviewed the literatures on private sector development and
adaptation and, focusing particularly on SME adaptation, has synthesised these literatures into a
framework that, while inevitably not comprehensive, identifies key ‘building blocks’ constituting
enabling conditions for private sector adaptation. We have proposed this framework has wide
potential application as an assessment tool for systematic examination of enabling conditions within
and across countries, as well as a means through which to focus strategies to enhance private sector
adaptation and to identify trade-offs and interactions between policies or initiatives.

Perhaps the foremost contribution of this framework, however, is that it rests on integrating
literatures on private sector development and adaptation and demonstrates important interlinkages
between the conditions required for climate resilient development and adaptation within the private
sector. By combining the two literatures we have highlighted pathways for investment and
development that show potential to simultaneously unlock SME adaptive capacity and business
growth. This is fundamental since SMEs in SSA face multiple stressors and a range of obstacles in
their business environment and adaptation is rarely undertaken in response to climate impacts
alone'®. The synergies in enabling climate resilient private sector development highlighted in this
paper may also serve as pathways to policy responses to enable private sector adaptation, among
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policy makers who may otherwise struggle to reconcile actions to reduce longer-term climate risks
with budget constraints, electoral cycles and the immediate demands of their constituencies. We
anticipate the value of this more holistic approach to developing enabling environments for climate
change adaptation to be particularly important for those SMEs which typically face additional
barriers to their growth and development, such as those that that are female-owned, rurally located
or operate within the informal sector. This is important because creating enabling environments for
private sector adaptation among all SMEs in developing countries will be fundamental to the quest
for equitable and climate resilient development.
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