

























































































































































































SECTION 1 - ECONOMICS AND FINANCE
MACROECONOMICS AND CLIMATE ADAPTATION

POLICY RECOMMENDATIONS

There is a need to integrate climate change in
public fnancial management, as well as more
fully into development policy and budgetary
cycles. This involves moving beyond national
adaptation plans to integrate climate change in
national and sector development planning. This
needs a stronger lead from economic and fnancial
ministries (in coordination with sector ministries),
combined with greater understanding, coordination
and management of climate risks across sectors.
Countries will increasingly need to demonstrate
they are managing climate risks to reassure
fnancial markets and investors, but they will need
support to do this. IFIs and bilateral donors can
help governments improve climate risk fnancial
management.

Delivering this will mean more direct integration of
climate change risks and adaptation budgeting in
public fnancial management, and into development
planning and budgeting cycles. Clearly, this starts
with countries assessing the risks of climate
change to the economy and on public fnances.
This information then needs to cascade into the
integration (mainstreaming) of climate change
adaptation in long-term country visions (e.g., for
2040 or 2050) and medium-term (5-year) plans, as
well as more generally in macroeconomic forecasts
and planning. This needs to happen in the relevant
ministries, notably fnance ministries. For example, the
Helsinki Principles 2 from the Coalition of Finance
Ministers for Climate Action, includes six common
principles, including the need to take climate change
and the need for Paris alignment into account in
macroeconomic policy, fscal planning, budgeting,
public investment management, and procurement
practices.

There have been positive examples of such action
internationally, though there is a need to scale up. This
includes Climate Public Finance Tracking (Climate
Budget Tagging),?° which allows countries to identify
how much of the government budget is currently
being spent on adaptation (and mitigation) activities
and creates a climate mainstreaming cascade across
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subsequent development planning and budgeting
processes. Several countries have undertaken

such exercises, including in Africa (e.g., in Tanzania,
Uganda and Ethiopia — see insert on this topic). It

also includes initiatives such as the UNDP Poverty-
Environment Action for Sustainable Development
Goals initiative, which has sought to integrate climate
into development planning, with pilots conducted in
Malawi, Mozambique and Rwanda. These approaches
have important advantages, as they can leverage
funding of underlying development budgets, and can
nudge national and sector development plans along
climate-smart pathways. However, there is still work to
do to translate these approaches into systematic input
to inform future plans and budgets!*° These issues
also need to be integrated in national development
support and fnancing from development partners
and International Finance Institutions, for example in
country partnership programs.

More broadly, there is an opportunity for greater
participation of African central banks in the network
for greening fnancial systems.*® This could extend to
integrate climate-related fnancial risks in macro-and
micro-prudential supervision and even to integrate
climate risk/resilience into developing-country
fnancial policy and regulation 2

There also needs to be more action to reduce
climate risks. While this will require investing in
adaptation (see next point), there is also a need to
improve structural and fnancial resilience more
generally. This might include enhancing economic
diversifcation and policy management, fscal buffers,
insurance schemes, etc., to help the public fnances
with the challenge of climate change in particular
and economic development in general *3 It might
also include innovative fnancing instruments linked
to climate change to reduce the debt burdens in the
case of catastrophic events.*

Given the impacts of climate change will be uneven,
there will be a need to support more vulnerable
regions and countries in particular. Across all of
these areas, there will be a need to communicate
that action is being taken and that risks are being
addressed with credit agencies, fnancial markets and

investors. Communication with these stakeholders
would beneft from support from development
partners, multilateral development banks, and
International Finance Institutions.

Underpinning all of this is the need for better access
to high-quality historic, current and projected future
climate data—and investment in the training and
support needed to interpret this data and include it
in public fnancial management and development
planning. There is some evidence on the success
factors for such adaptation mainstreaming 135136
These include the presence of a high-level champion,
the involvement of strong ministries (notably
Finance), and the availability of climate fnance and
technical assistance. Supportive policy frameworks
(and commitments) can also help push forward the
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process of mainstreaming, as can the presence

of coordination mechanisms across government
that support mainstreaming goals, and information
and tools. Such activities could be supported by
DPs and IFls through technical assistance and
funding (e.g., policy-based lending), as well as from
country-to-country sharing of practice. There is also
likely to be a role for such partners to help provide
macroeconomic support and innovative solutions to
help particularly vulnerable countries directly.

Given the potentially large impact of climate
change on countries’ public fnances and
macroeconomic implications, there will need to
be a rapid scale-up of adaptation in the next 20
years in Africa. It is important to strengthen the
consideration of climate adaptation upstream (at
a more strategic level in government policy and
strategy, as well as MDBSs), as well as to develop
pipelines of bankable projects, considering both
climate-proofng of planned development (e.g.,
resilient infrastructure), but also targeted adaptation
projects (e.g., food defenses).

This chapter shows the strong economic case for
adaptation-positive beneft-to-cost ratios. However,

a core challenge now is to scale up adaptation. To
date, much of the focus has been downstream, at
the level of individual projects, and there is a need

to move the debate and analysis upstream—for
example, to incorporate climate risks in early-stage
planning of national infrastructure, rather than when
it is being built. There are good examples of such
action internationally and in Africa. For example, in
Ghana, the GCA catalyzed a joint initiative between
the Ministry of Environment, Science, Technology
and Innovation, UNOPS, UN Environment and the
University of Oxford’s Environmental Change Institute
to explore the performance of Ghana’s energy, water
and transportation system under climate change, and
to identify actions at both the system-level and asset
level that can help improve the resilience of national
infrastructure.

There is also a need to develop investable project
pipelines and facilitate the integration into the
mainstream planning and investment pipelines

of the country, for example by climate-proofng
infrastructure. This may be supported by other
activities, for example developing standards and
codes that embed climate resilience at national level,
or providing guidance for the integration of climate
risks into public-private partnerships.

Clearly, this will require an increase in the fnancing of
adaptation, which will in turn lead to issues for public
Tfnances, e.g., on debt levels and sustainability. These
are discussed in the Finance chapter of this report,
including external fnance for many LDCs. However,
delivering this in practice will also require institutional
support and capacity building, and technical
assistance, information and guidance.

There is an important role for governments to
identify the strategic economic case for action,
and to consider where and how best to intervene
to create the enabling environment for adaptation,
as well as to ensure it is effective, efFcient and
equitable. There is a need to integrate economic
thinking when designing adaptation strategies and
policies, i.e., to consider market and policy failures
and where it is appropriate for government to act,
and to design strategy and policy accordingly. This
will require analysis of these issues by governments,
and involve relevant ministries and expertise, and

the translation of these into strategy, policy and
development. As well as eFciency and effectiveness,
there will be a need to design interventions to ensure
the most vulnerable are not left behind, and to ensure
there is the capacity to deliver. Many countries will
require support to do this.

Looking forward, it will be useful to identify some
metrics to measure the issues above, so as to

allow changes in these metrics to be considered

in subsequent versions of this report. This might
center on the number of medium-term national
development plans in Africa that have integrated
climate adaptation, as well as the status of climate
risks on credit risks of African countries. It might also
assess the progress on addressing distributional
issues in adaptation policy and programming.
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With African economies projected to lose an
average of 3.2 percent of annual GDP between
2021-2050 due to climate change, adapta-

tion and climate resilience has to become an
integral part of national planning and budget-
ing. This insert highlights eforts to mainstream
climate change in national planning and fnance
in fve countries in Africa.
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Ethiopia

Ethiopia launched the Climate Resilient Green
Economy (CRGE) Initiative in 2011 to pursue the triple
goals of economic growth, net-zero emissions, and
resilience. Its fve main elements include:

1. The CRGE Strategy

2. iPlan, an integrated planning process for
CRGE sector investment plans

3. CRGE units in line ministries and in regional states
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4. A national monitoring, reporting, and verifcation
(MRV) system

5. A CRGE Facility to mobilise, access, and blend
climate fnance

Ethiopia estimates that an investment of US$ 150
billion will be needed over 2010-2030 to implement
the Strategy, which the Planning and Development
Commission has integrated into the country’s second
Growth and Transformation Plan and Ten-Year
Development Plan. Climate change is a central pillar
of the Ten-Year Development Plan, which refects
the submissions of different sectors. Ethiopia has
also taken steps to mainstream climate change in
subsequent three-year plans and in planning at the
‘woreda’ or district level 27

In 2013, the Ministry of Finance established a
dedicated CRGE Unit and Secretariat to drive the
climate change integration agenda, with technical
guidance from the Environment, Forest, and Climate
Change Commission (EFCCC).

Each ministry now has an independent climate
Tnance unit that reports through the CRGE Unit to the
CRGE Secretariat.'*®

The Ministry of Finance introduced a Fiscal Risk
Statement in 2019, and is currently working on
quantifying the risks associated with droughts

and foods, two key climate-related hazards in

the country. The Ministry of Finance is also in

the process of strengthening public investment
management (PIM) from a climate and environment
perspective; and developing a consolidated climate
budget tagging and tracking system, with a pilot
expected to be ready in late 2021.

Finally, Ethiopia plans to be the frst country in

Africa to pilot the Public Expenditure and Financial
Accountability (PEFA) climate module, with an
assessment of its performance planned for 2021.
There are also ongoing discussions to establish a
domestically fnanced climate fund proposed by the
Ministry of Finance, which is expected to get

0.5 percent of the annual budget to restore degraded
land and fund afforestation and reforestation *°

Uganda

The priority of Uganda’s Nationally Determined
Contribution (NDC), which is based on a 2015
National Climate Change Policy, is to reduce the
climate-change vulnerability of its population,
environment, and economy by promoting adaptation
in agriculture, livestock, forestry, and infrastructure.
The NDC emphasizes human settlements, social
infrastructure, transport, water, energy, health,

and disaster risk management. Sustainable land
management and climate-smart agriculture will

be scaled up to increase resilience at the grassroots
level14©

The Ministry of Finance, Planning and Economic
Development (MOFPED), the National Planning
Authority (NPA), and the Ministry of Water and
Environment’s Climate Change Department are
currently spearheading the NDC implementation
and revision. This arrangement has encouraged the
revision process to span across sectors and include
multiple stakeholders that include national, sub-
national, and non-government entities.

The tripartite group has also led efforts to
mainstream climate change into national planning
and budgetary processes.*

©000000000000000000000000000000000000000000000000000000000

Uganda has mainstreamed climate changein
Uganda Vision 2040,'*2 and climate changeis
one of the strategic programsin the Third Na-
tional Development Plan (NDP IIl) 2021-2025.143
Climate change has also been identifed in Budget
Call Circulars as a key crosscutting issue since the
2017-2018 fnancial year. MOFPED's frst fscal risk
statement for 2019-2020 featured climate change
as a driver of extreme weather that endangers
economic growth and social welfare, with potentially
signifcant consequences for the national budget
through unplanned or emergency spending. Since
then, climate change has been qualitatively featured
in annual fscal risk statements 144

In 2018, MOFPED and the NPA partnered with the World
Bank to develop a paper on natural capital accounting
and a country-adjusted macroeconomic report. This
provided quantitative estimates for NDP Il to consider
the contribution of natural assets to the economy, and
incorporate risks to natural resources from climate
change!*® In the same year, MOFPED introduced climate
budget tagging, with support from the World Bank
for a climate budget tagging manual. It was piloted

in four ministries and four local governments, but its
implementation was delayed, partly due to the COVID-19
pandemic and limited dedicated administrative capacity.

Uganda has mainstreamed climate change in its well-
established performance-based budgeting system.

In the last three years, PIM has become a focal point
of public fnancial management reform in the country,
leading to the creation of a draft national PIM policy.
Finally, Uganda is in the process of drafting a National
Climate Change Bill to support implementation of the
National Climate Change Policy. The passage of the
Bill will ensure that procurement standards include
climate change factors, and will roll out the budget
tagging methodology4®
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Kenya

Kenya's NDC aims to ensure a climate-resilient society
by mainstreaming adaptation into its medium-term
plans and Country Integrated Development Plans
(CIDP); and by implementing adaptation measures.
The Climate Change Act of 2016 mandated the
establishment of Climate Change Units in all counties
and ministries to mainstream climate change activities
within planning and budgeting*” A National Climate
Change Fund was launched in the 2018-2019
fnancial year, and County Climate Change Funds
(CCCF) have been piloted in fve counties.}*® Kenya
has also recognized climate change as a risk to

the country’s development in Kenya Vision 2030,
launched in 2008.

The National Action Plan (NAP) for 2015-2030
and the National Climate Change Action Plan
(2018-2022) further detail the government's
climate change ambitions, while the National
Climate Change Framework Policy (2018) provides
an explicit commitment to integrate climate
change considerations into planning, budgeting,
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implementation, and decision-making at the national
and county levels, and across all economic sectors.
Finally, the National Climate Finance Policy (2018)
promotes the establishment of legal, institutional,
and reporting frameworks to access and manage
climate fnance#°

The CIDP embraced decentralization and enlisted
the Council of Governors and county governments
to establish the CCCF. The CCCFs are managed

by county authorities, and receive funds from the
national budget, donors, and international climate
funds. They provide fnancial support to counties

to propose, prioritize, and implement adaptation
measures, including for local efforts to mainstream
climate adaptation, and gather data on local risks,
hazards, vulnerabilities, and adaptation measures*°

Kenya has also introduced various plans, policies,

and interventions to integrate climate change into

the national budgetary system. For example, the

2020 Budget Call Circular outlines priority mitigation
and adaptation interventions and details Kenya's
system of climate budget tagging. The country

also has a separate system for reporting disaster-
related expenditures by ministries, departments,

and agencies. The national Budget Policy Statement
(equivalent to a budget speech) recognizes the need to
reduce exposure to climate-related risks and disasters,
and consequent impacts on the budget and economy.
Over time, this has led to the establishment of the
Disaster Risk Financing Strategy, which proposes
fnancing options to reduce the impact of primary
disaster risks. Kenya had sovereign insurance for
drought but ended it because of its cost, refecting

the inability of governments in Africa to overcome the
barrier of high upfront costs for climate risk insurance.
The country was also a member of the African Risk
Capacity'’s risk insurance pool until 2017.

Kenya's PIM program incorporates climate risk, and
in 2015, all ministries, departments, and agencies
were required by law to evaluate the effects of
climate change on programs and activities. Finally,
Kenya is considering issuing a green bond. Despite
Kenya's efforts to mainstream climate adaptation,
inadequate social inclusion has limited the impact of
its resilience-building efforts.1*

Rwanda

Rwanda’s Ministry of Agriculture has placed
adaptation at the center of its plans to boost the
productivity of coffee and tea production — the
country’s primary export industries — as global
temperatures rise*? In 2011, Rwanda launched

a Green Growth and Climate Resilience Strategy
(GGCRS) that set out actions and priorities on climate
change adaptation and mitigation, including how these
would be mainstreamed into economic planning.

GGCRS is now being revised to include a carbon
neutral target by 2050. The strategy has 14 programs
of action as a basis for strategic and sectoral
programs. These include the NDC, Vision 2050,

the National Strategy for Transformation, sectoral
policies, sectoral strategic plans, the Strategic
Programme for Climate Resilience (SPCR), and
Sustainable Energy for All (2015-2030).>% A National
Environment and Climate Change Policy that aims
to achieve a climate-resilient nation with a clean and
healthy environment was enacted in 2019.

Most of Rwanda’s interventions in climate budgeting
and fnance have focused on budget preparation
processes. For example, Rwanda starts its budget
process with a review of fscal risks, as required under
the East African Community Monetary Union. This
is a new process, launched in 2020-2021, and led

by the Ministry of Finance and Economic Planning's
Macroeconomic Department. Climate change has
featured in Rwanda’s budget guidelines since 2011,
championed by the Ministry of Environment, along
with climate budget tagging. The tagging process is
not built into the Integrated Financial Management

Information System, but is a standalone exercise
conducted annually by the Ministry of Finance and
Economic Planning and the Ministry of Environment.
Climate change is also usually featured in the Minister
of Finance’s annual budget presentation >4

Rwanda has a National Fund for Environment

— FONERWA — fnanced entirely from national
budgetary sources and managed by the Ministry
of Finance and Economic Planning. FONERWA
fnances elements that are not normally covered
by the budget, including unforeseen climate-related
emergencies like foods and drought.

Finally, Rwanda is in the process of developing

green procurement guidelines, and introducing
environmental standards into PIM. It is also
considering revenue measures, developing a
post-COVID-19 green economic recovery plan,

and the introduction of a climate change budget
statement from 2021-2022. The country has
expressed interest in receiving support from the
Collaborative Instruments for Ambitious Climate
Action workstream of the UN Framework Convention
on Climate Change, to explore the adoption of carbon
pricing instruments 1%®

Kenya has also introduced various plans
policies, and interventions to integrate climate
change into the national budgetary system. For
example, the 2020 Budget Call Circular out-
lines priority mitigation and adaptation inter-
ventions and details Kenya's system of climate
budget tagging.

STATE AND TRENDS REPORT 2021 | 129



SECTION 1 - ECONOMICS AND FINANCE
INSERT

South Africa

South Africa’'s NDC includes plans to develop an
integrated National Climate Change Adaptation
Strategy and Plan and operationalize it as part

of implementing the National Climate Change
Response Policy (NCCRP); and to integrate climate
change in national development, subnational, and
sector policy frameworks for 2020-2030, including
the National Development Plan Vision 2030. The
NCCRP highlights the government's commitment
“to mainstream climate change response into the
fscal budgetary process and so integrate the climate
change response programs at national, provincial and
local government levels” 16

Most of South Africa’s interventions on climate
budgeting and fnance have been initiated at
the local government level. For example, local
governments are required by the Built Environ-
ment Performance Plans to consider climate
risks in investment planning. Johannesburg
and Cape Town have also issued green bonds.

©000000000000000000000000000000000000000000000000000000000

In 2010, South Africa introduced the Renewable Energy
Independent Power Producer procurement program to
address regular power shortages, and over-reliance on
a single state-owned electricity provider, Eskom

In September 2020, the National Treasury partnered
with World Bank to develop a climate budget tagging
system. As a result, the 2020-2021 Medium-Term
Expenditure Framework submission guidelines
mentioned climate change for the frst time, requiring
provinces to consider climate risks in their budgets.
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In October 2020, South Africa’s post-COVID-19
economic recovery plan committed to various

green stimulus measures, such as re-prioritizing
planned investments in renewable energy, increasing
investments to energy and water eFciency of buildings,
and developing the forestry sector.

South Africa is also in the process of developing
various plans to extend climate-related public fnance
management reforms, introducing climate-relevant
fscal instruments through an Environmental Fiscal
Policy Paper, and tabling a climate change Bill in the
national legislature **7

Conclusions

While signifcant strides have been made in
integrating climate adaptation and resilience into
long-term planning, standard macroeconomic ‘fxes’
may not ensure stability in an era of climate shocks.
Systematic climate risk management for policies and
projects is essential, for which better climate data,
tools and resilience planning efforts are necessary.

E-fcient and prepared government institutions
matter, as do sectoral and cross-sectoral climate-
centered policies and investment. Governments must
continue to enable and reinforce climate-informed
macro-level analysis through research on whole-
of-economy modeling of climate impacts, debt
sustainability analysis, public expenditure reviews,
and poverty diagnostics.

Greater internal coherence is key to stronger climate
action, with a clear recognition that development
outcomes hinge on the management of climate

risk across sectors and levels of government.
Robust ownership of climate action (rather than
simply a compliance response) follows more easily
from greater internal coherence, and can speed up
adaptation and resilience efforts.
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Viewpoint:
Reshaping the relationship between science
and policy for informed adaptation action

Lessons from the Future Climate for Africa program

SouthSouthNorth

Future Climate for Africa (FCFA) is a research
and development program in which more than
200 researchers worked to improve the global
understanding of Africa’s climate and to bring
climate information into the policy-making
process. Through targeted engagements with
key institutions and decision makers on specifc
adaptation problems in 16 pilot studies across 13
countries in Sub-Saharan Africa, the program has
supported the integration of climate information
into 13 national and local policies, plans and
investments and delivered 14 tools to support the
uptake and use of climate information.

FCFA consisted of one pan-Africa research
consortium, Improving Model Processes For African
Climate (IMPALA), and four regional research
consortia’®® In order to infuence policy, planning
and investments within the context of each pilot
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study, co-production was used as a guiding principle
for engagement. Co-production refers to the
process of “bringing together different knowledge
sources and experiences to jointly develop new and
combined knowledge [that] is better able to support
specifc decision-making contexts.”*® In the case

of FCFA, co-production led to researchers tailoring
climate information to decision makers’ needs to be
better ft to inform adaptation planning, policy and
investments.

Within FCFA, co-production was not only important
to delivering relevant and useful climate information,
but was crucial to bridging the divide between
researchers, practitioners and decision makers. Each
pilot project had its own co-production process,

but they all utilized six common building blocks:

(1) identify key actors, (2) build common ground,

(3) co-explore need, (4) co-design solutions, (5)

co-deliver solutions and (6) evaluate. This process
helped to facilitate shared learning between all
groups involved and strengthened relationships by
building trust, creating shared goals and generating
co-ownership of research. In-person meetings

and regular virtual check-ins played a key role in
maintaining these relationships while helping decision
makers to engage in the research process, thus
improving their receptivity to climate information.
When key decision makers and stakeholders were
asked in annual surveys'®® whether their engagement
with FCFA had improved their appreciation of climate
information and risks in decision-making, 100
percent of respondents stated they had an improved
appreciation, with 75 percent of respondents noting
signifcant improvements in their appreciation for
information on climate risks (Figure 1).

Co-production was also benefcial in building the
capacity of all involved. The interdisciplinary and
co-production approaches employed by FCFA, in
some cases, were the frst instance in which climate
scientists were able to directly interact with decision
makers regarding climate research. Interviews with
12 partner researchers within the AMMA-2050
showed that 11 of these researchers felt their
capacity to deliver climate information for decision-
making had been partially or completely improved
during the program 16t

Figure 1: Improved appreciation of climate risks
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o =
l

Civil International Local Meteorological National Private Think UN

Society Development ~ Government Services

Organisation

Government Sector Tank

Type of organisation

I Notatall [ Slightly

Moderately [ Significantly

STATE AND TRENDS REPORT 2021 | 133



VIEWPOINT

Working closely with decision-makers to understand
their climate information needs also led to new
knowledge on how climate information is packaged
and communicated. While climate scientists and
researchers often present decision-makers with
complex data that has various levels of uncertainty,
decision makers often only require high-level
messaging. This realization led to the production of
climate risk narratives. These narratives combine
climate information with other data on the local
socio-economic and environmental context to
provide decision makers with a range of potential
future scenarios. These narratives were found to be
benefcial to both helping scientists to understand
decision makers’' needs and providing decision
makers with a starting point to plan for the impacts
of climate change** For example, in Windhoek,
Namibia, the climate risk narratives developed by the
FRACTAL project were used as a reference point in
the development of the Integrated Climate Change
Strategy and Action Plan.

While FCFA's approach has helped to improve the
capacity of researchers to produce user-relevant
information, including decision makers and key
stakeholders in the process also improved their
capacity to use climate information. Key informant
interviews with stakeholders that engaged with
the AMMA-2050 indicated that 79 percent of
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decision makers felt the project supported the
integration of climate information into decision
making and planning.1®®* One respondent highlighted
the signifcant achievements made through
co-production, saying, “[AMMA-2050] managed

to achieve more understanding in one workshop
than | have managed to achieve in the 20 years

I've been doing this job."%® This engagement not
only improved decision makers’ understanding of
climate information but also increased demand for
climate information*” For example, in the City of
Ouagadougou, Burkina Faso, consultants working
for the public sector in the city (Agence d’Etudes
d’Ingénierie et de Maitise d'oeuvre (AEIM) and
Agence Municipale des Grands Travaux) requested
intensity-duration-frequency (IDF) information from
the project to inform road and drainage plans being
developed for the city.

FCFA's collaborative and interdisciplinary approach
was able to make signifcant headway in both the
scientifc understanding of Africa’s climate and in
approaches to support the integration of climate
information into decision-making. While the full
impact of the program will only be evident in years
to come, it was able to create valuable networks and

approaches that can be applied to future projects and

programs to continue to support adaptation across
the continent.
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SECTION 1 - ECONOMICS AND FINANCE

» KEY MESSAGES

y Before the COVID-19 pandemic, investment

in adaptation to climate change was low
compared to investment in mitigation. In light

of the economic crises and the disruption to
livelihoods caused by the pandemic, it is important
to emphasize the idea of resilience and to
contemplate new, “green” pathways to growth.

y Key common principles that defne and govern

the “green growth” approach to development
include: sustained economic growth; resource-
use eFciency; climate change response
through adaptation and mitigation; creation of
decent green jobs; and human well-being and
social inclusiveness.
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OVID-19 recovery
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y In this chapter, the use of an Intervention &

Investment Impact Model (13M) developed by
the economics consultancy Vivid Economics and
the Oxford University Economic Recovery Project
models and analyses the prospects for several
kinds of green economic activity and job creation
in four African countries (the Democratic Republic
of the Congo, the Arab Republic of Egypt, the
Republic of Kenya, and South Africa).

y Amongst economic activities that OUERP and

partners indicated as presenting a high potential
for levering green economic growth, two were
prominent in all country case studies: agriculture,
and natural capital services.

Agriculture is a dominant sector in the economies

of most African countries, accounting for 30—40
percent of GDP and providing jobs for over two-thirds
of Africa’s population. A focus on natural capital

has the potential to bring economic, social and
environmental benefts, creating jobs rapidly and
safeguarding communities against climate change.

y Investing stimulus packages wisely in sustainable

growth, supported by fnance from foreign
governments and international organizations, could
deliver the triple dividend of economic, social, and
environmental gains needed to lay the base for a
successful and resilient economic recovery for the
economies of Africa.
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The time to move forward on adaptation
is now. In the run up to COP26, we

need to translate our ambitions into
firm action, planning, financing and
implementation.”

H.E. Mark Rutte, Prime Minister of the Kingdom of the
Netherlands

High-Level Dialogue “An adaptation acceleration imperative for COP26",
September, 2021
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COVID RECOVERY

GREEN ECONOMIC RECOVERY AND
GROWTH IN AFRICA

Globally, the unprecedented economic challenges

of COVID-19 are being addressed by a combination
of fscal and monetary interventions as indicated

in the macroeconomics chapter. As countries have
begun to emerge from the depths of the health
crisis, fscal spending has again been the favored
economic policy lever, this time to support long-term
recovery by stimulating new jobs and enabling a
return to pre-COVID-19 levels of economic growth.
Only a small share of the fscal stimulus packages is
explicitly green. Yet recent global economic analyses
show that green spending can secure both greater
growth and a greener future. These estimates on
whether recovery packages will accelerate or retard
progress on climate change, also emphasize the
importance of front-loading resource mobilization

to be able to invest in these sectors ! The availability
of fscal resources to invest in a green recovery
remains a critical limitation for African countries,
with recovery spending lagging compared to OECD
countries. Additional resources, either through grants
and concessional funding, or through market-based
mechanisms, have been limited.

Key common principles that defne and govern the
“green growth” approach to development include:
sustained economic growth; resource-use eFciency;
climate change response through adaptation and
mitigation; the creation of decent green jobs; and
human well-being and social inclusiveness.?

Before the pandemic, investment in climate adaptation
was still low compared to mitigation as indicated

in the Finance chapter. It should now be prioritized.
Climate-proofng developmental gains is crucial for
economic growth and the eradication of poverty, as
discussed in the following GCA recent reports:

y The report Adaptation Finance in the Context of
COVID-19, developed in partnership with Climate
Policy Initiative (CPI), had two objectives: frst, to
understand how adaptation fnance fows could
be affected by the pandemic and beyond; and
second, to outline opportunities for stakeholders
to identify and implement interventions that
support a resilient recovery. The report highlights
opportunities for increasing adaptation investment
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in the period of COVID-19 recovery, and proposes
strategies for development fnance institutions
(DFIs) and governments to promote climate
resilience. It also describes fnancial instruments
that can be leveraged for recovery and resilience,
and highlights the critical role of overseas
development assistance (ODA) in fnancing
climate adaptation, particularly for highly climate-
vulnerable developing countries.®

y The report A Green and Resilient Recovery for
Latin America, developed in partnership with the
Government of Mexico and CELAC (Comunidad
de Estados Latinoamericanos y Caribefios),
analyzed COVID-19 recovery packages and climate
regulations in the Latin American region, providing
a pathway for their sustainable and resilient
recovery.*

In an effort to inform government policy and
strategies on how green investments can bolster a
short-term economic recovery from the pandemic
in Africa while also catalyzing long-term economic
prosperity and advancing progress towards key
climate commitments and the SDGs, the United
Nations Economic Commission for Africa (UNECA),
in partnership with Oxford University Economic
Recovery Project (OUERP), Smith School of
Enterprise and the Environment (SSEE) and the
economics consultancy Vivid Economics, reviewed
the COVID-19 recovery fscal stimulus expenditures
in selected African countries, analyzed their
immediate benefts, and proposed ways to enable
their sustainable green economic growth. Selected
countries include the Democratic Republic of the
Congo, Egypt, Kenya and South Africa.

The measures for green economic growth include
energy, transport, and other sectors where
greenhouse emissions can be reduced. Other
measures would support the adaptation and
resilience of African economies to climate change.
Amongst economic activities that OUERP and
partners indicated as presenting a high potential for

levering green economic growth, two were prominent

in all country case studies: agriculture, and natural
capital services. Agriculture is a dominant sector in

the economies of most African countries, accounting

for 30—40 percent of GDP and providing jobs for
over two-thirds of Africa’s population. A focus on

natural capital has the potential to bring economic,
social and environmental benefts, creating jobs
rapidly and safeguarding communities against
climate change.®®” In addition, the energy sector is
also a critical platform for investment. Even when its
contribution in terms of jobs or value addition directly
from energy may be less, it is a key mobilising factor
in developing all sectors.

Our analyses show that there is a clear and strong
co-dependency between agriculture, natural

capital and climate change. Natural capital
management provides a great variety of critical
services to agriculture. Among them, for example,
are ecosystem services (i.e., water, soil, nutrients,
etc.) and regulating environmental conditions (i.e.,
physical protection against natural hazards like
foods, tsunamis or wild fres, purifying water, etc.).
On the other hand, we found that poor agricultural
practices and management reduce the availability
and quality of natural capital, which in turn may
create a spiral of degradation of both natural capital
and agricultural activities. Both sectors are extremely
vulnerable to climate change. Climate change
accelerates the depletion of natural capital and
ecosystem services by altering major geophysical
conditions—average surface temperatures, ocean
temperatures, precipitation patterns, the oxygen

content and acidity of seawater—too quickly for
natural systems to adapt. When these changes

reach thresholds that ecosystems can no longer
sustain, natural capital and ecosystem services often
degrade along a nonlinear path.®

The sustainable use of natural capital, particularly

to address vast adaptation needs through nature-
based solutions (NbS), and the adaptation of the
agricultural sector to cope with current and future
climate change impacts are vital for Africa’s recovery
and for resilient green economic growth.

This chapter reviews the opportunities and
recommendations developed by OUERP and
partners, for green economic growth particularly in
the natural capital and agriculture sectors, which
may beneft immensely from climate adaptation
initiatives and yield the triple dividends of economic,
social and environmental benefts much needed

by the continent. It summarizes the analysis from

4 original papers with a focus on the modeling
approach used; the impacts of the pandemic and
the policy responses it elicited; the expected benefts
from green growth spending; and recommendations
for agriculture and natural-capital related sectors as
well as priorities in the four selected countries. The
full papers can be found on the OUERP website.®
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MODELING APPROACH

Aiming to estimate the direct and indirect economic
impacts of different stimulus packages, the analysis
used the economic model Intervention & Investment
Impact Model (I3M), The modeling approach is
composed of four steps:

1. Coordinate background policy analysis:
mapping of existing COVID-19-related spending
policies for years 2020 and 2021, the policies
included rescue-type spending such as
household and job support programmes, as well
as non-targeted business support. To consider
recovery-type investment policies, a set of
reference investments across core sectors was
established. Vivid Economics designed a series
of indicative green recovery policies to form a
potential green recovery package. This package
is tailored to the national context, while drawing
on international best practice for designing green
stimulus policies. These policies are categorized
as recovery policies (incentive measures and
investment measures) and rescue measures
(temporary liquidity measures, temporary life
and livelihood measures, and temporary tax and
payment relief measures). They are analysed with
regard to their:

potential environmental impact: GHG
emissions and air pollution reduction, and
conservation and sustainable use of natural
capital;

potential social impact: wealth-inequality
mitigation, quality of life increase, rural
livelihood improvement; and

potential economic impact

2. Develop model inputs: translating interventions
into ‘'shocks’ for use in the I3M model and
changing model shocks in sectoral fnal demand.

3. Conduct economic modelling: estimation of
the direct and indirect economic impacts of
the different stimulus scenarios. The shocks
are applied to the model to estimate the direct
and indirect economic impacts of the different
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stimulus scenarios. The direct economic impacts
are those within the sector where demand has
changed. For example, an increase in demand
for solar power will directly increase jobs in the
renewable energy sector, and indirectly bring
upstream supply chain impacts.

4. Conduct emissions modelling: demonstration
of the CO? emissions mitigation benefts of a
green recovery.

Figure 1: Overview of modelling approach
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COVID-19, FISCAL STIMULUS AND
GREEN ECONOMIC GROWTH IN
SELECTED AFRICAN COUNTRIES

Democratic Republic of the Congo

COVID-19 impacts and policy responses

The economy of the Democratic Republic of the
Congo (DRC) is heavily reliant on metal and mineral
exports. With the volatility in commodity prices as
well as mobility restrictions imposed by the pandemic,
the country’s exports were deeply impacted, reducing
taxation revenue by 46% in 2020. Pre-pandemic,

the country’s economy was forecast to grow 5.4%

in 2020; instead, its GDP contracted by 2.2% (or

1.7% according to domestic estimates).X® Before the
pandemic, the DRC already faced one of the highest
poverty rates and lowest energy access rates in the
world. Due to the disruptions of COVID-19, poverty
increased appreciably: 6.2 million new people (7% of
the population) now face acute food insecurity!*

DRC has only 0.1 physicians per 1,000 people
(compared to the global average of 1.6 physicians per
1,000 people), with health expenditure of just $30.72
per capita. Hence, the country was unprepared to
deal with the magnitude of the pandemic's health
impacts, which were further worsened by a new
Ebola outbreak in April 2020 and a second wave of
COVID-19 in late 2020.*? Limited fscal space and
strong reliance on international support resulted

in a constrained response to the pandemic. As

of March 2021, the DRC had spent only $11 per
person to contain the crisis, compared to an average
in advanced economies of ~$11,000 per person

and ~$640 per person in emerging market and
developing economies.

International assistance has been crucial in the
DRC's response to the pandemic, which has
benefted signifcantly from concessional fnance
given by institutions such as the IMF and the AfDB

among others. The country devoted CDF 1.9 trillion
(USD $928 million) to short-term rescue measures
and CDF 93 billion (USD $47 million) to longer-term
recovery measures ! Although these fgures are
small by value, the government has responded to the
crisis with new spending priorities. Most spending
has been oriented to reinforce the healthcare system
for handling COVID-19, to support macro-economic
stability and economic recovery, and to reinforce
social security, particularly for vulnerable populations.
The environmental characteristics of the initiatives
covered by the stimulus package are unclear and, to
date, green recovery spending has been almost zero.

Moving towards green and resilient
economic growth

The DRC holds the African Union presidency, and

is well positioned to establish itself as a global
leader on climate and environmental sustainability.
Alongside benefts to the country’s reputation in the
international sphere, green stimulus measures are a
promising option for short-term job creation and the
economic recovery of the DRC.

Green and resilient stimulus measures can be one

of the DRC'’s strongest spending options in support

of economic recovery in the coming years, boosting
both short-term job creation and growth and laying the
foundation for future prosperity. The DRC must ensure
that domestic institutions are capable of dispersing
increased volumes of aid equitably, transparently

and diligently. The provision of concessional fnance
by international partners, particularly through green
and resilient assistance, is imperative to signifcantly
uplift the economic, social, and environmental future
of the DRC. Natural capital stands out as a potential
sector with strong potential to yield triple dividends

to the country. Figure 2 shows a subset of potential
job creation through green and resilient spending in
selected sectors compared to traditional spending 4

Africaneeds and defnes adaptation as prosperity. 250 million people will go to bed hungry
tonight. 400 million people have no energy. That is what adaptation means for Africa."”

Vera Songwe, Executive Secretary, UNECA
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Figure 2: Job and Gross Value Added (GVA) impacts of a subset of green spending focused on adaptation and
resilience, compared to traditional spending in the Democratic Republic of the Congo. All modelled policies.
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Natural capital

DRC is home to some of the most impressive and
abundant natural resources on the African continent,
and is one of the richest sites of biodiversity in the
world®® The country’s natural capital is a major asset
and agriculture is a key driver of the economy, with
almost two-thirds of the total working population
employed in the sector?®

Natural capital investment supported by international
partners is likely to bring large benefts for DRC on
economic, environmental and social levels. Alongside
a swift expansion of jobs, a rise in economic
activities and enhanced living conditions, NbS can
generate improvements in air quality and agricultural
yields and safeguard communities against climate
change, making the DRC more resilient to future
shocks.Y” The country should capitalize on its

natural resources through programs such as
agroforestry, resilient seeds and irrigation, urban park
development, peatland restoration, and reforestation.
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OUERP’s analysis suggests that natural-capital
related investments could be among the top green-
related investments that the government could
make, with particularly strong impacts for the DRC.
Nature-based interventions include restoration of
habitats, agricultural interventions that sustainably
boost productivity and protect livelihoods, and
urban greening. Provided there is appropriate and
consultative design, these can be implemented
quickly, create low-skilled jobs, and can be one-off
investments. They are not susceptible to investment
leakage outside of the country, ensuring that
stimulus is focused on the domestic economy.
These opportunities could act as climate adaptation
safeguards, protecting against the impacts of
climate change. In doing so, they can also increase
the resilience of the economy.

y Agroforestry: agroforestry and habitat restoration
can decrease the likelihood and severity of
droughts by improving soil water retention, slowing
water loss, and regulating water fow. Agroforestry
practices can also decrease livestock loss due to
heat stress, thanks to improved shading.

y Resilient seeds and irrigation: DRC’s agriculture
sector is particularly vulnerable to the changing
global weather patterns and climate shocks.
Policies which build a resilient agriculture can
both support jobs today and enable the DRC to
better adapt to changing climatic conditions.

This includes investments in irrigation and
drought-resistant seed technologies that enable
farmers and their cultures to withstand droughts.
Investments in resilience-focused projects could
lead to high economic returns, with CDF1.7 to CDF2
in revenue for every CDF1 spent. These economic
benefts would increase farming revenues, enabling
farmers to then reinvest into these practices.

y Urban parks: Kinshasa is the second largest city
in Africa and is projected to have a population of
at least 20 million by 2030. Urban parks support
recreation, health, and well-being, translating into a
healthier population, improved human capital, and
lower pressure on health services.

y Restoring peatlands: the process of restoring
and conserving peatlands aims to cover bare peat
areas with vegetation, blocking drains to raise the
water table, and reintroducing mosses and other
plants into areas where they have been lost.

y Reforestation: reestablishing natural forests,
planting more native species, or increasing

the density or extent of an existing forest.
Well-managed, consultative, and participatory
reforestation can enhance wildlife habitats, support
biodiversity, protect water supplies, develop
recreational opportunities, and address numerous
issues associated with climate change, including
through carbon sequestration.
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Arab Republic of Egypt
COVID-19 Impacts and policy responses

Once known as one of the fastest growing
economies in Africa and the Middle East, Egypt has
seen its economy hit by COVID-19 impacts just as
the reforms of the two previous decades were set
to begin paying off® The combination of the partial
lockdown and the collapse of the tourism sector
caused a contraction in GDP of 1.7% in the second
quarter of 20202 The slowdown in economic
activities triggered an increase in unemployment,
which went from 7.7% to 9.6% between the frst and
second quarters of 2020—2.7 million jobs were lost
during the second quarter of 2020 alone.?°

In order to reverse this slide, the Government

of Egypt has put in place measures to attract
investments that encourage job creation and

improve the living standards of the country’s large
and growing population. To that end, policymakers
are working to cut red tape, reduce debt, leverage
investments in the infrastructure sector and develop
human capital and social protections.?* In 2020 Egypt
allocated 3.8% of GDP to COVID-19-related spending,
with 0.4% of GDP for long-term recovery spending,

compared to the G20 (excluding the EU) average

of 18.5% of GDP for COVID spending and 2.3% for
recovery, and, in low- and middle-income countries
(LMICs), 10.6% of GDP spent on the pandemic and
1.6% for recovery. The major share of this spending
is a fscal stimulus package of EGP 110 billion to
support the healthcare system, as well as social
programs, announced in March 2020.22 Although
this fscal stimulus package provided the immediate
support needed to control socioeconomic shocks,
little or no spending covered by this initiative was
explicitly green. On the contrary, from this package,
EGP 3.5 billion was allocated to extend natural gas
pipelines and EGP 5 million was used to support the
aviation and tourism industries.

Notwithstanding this, in September 2020 Egypt issued
$750 million in green bonds, of which $500 million

was used for funding fve key green projects: one
desalination plant, three wastewater treatment facilities,
and one monorail project.?® Preventing a water crisis

is a top priority for the government and funding new
desalination plants and wastewater treatment facilities
will support Egypt become more resilient to climate
change impacts and ensure the availability of water
resources to people and for economic activities.

Figure 3: Job and Gross Value Added (GVA) impacts of a subset of green spending focused on adaptation and
resilience, compared to traditional spending in the Arab Republic of Egypt. All modelled policies.
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Moving towards green and resilient
economic growth

The rise in unemployment, combined with school
closures, is likely to increase underemployment

and force people into working in ‘the wrong’ jobs.?*
These impacts are likely to disproportionately affect
young people?®and, without a more skilled labor
force, the country is at risk of facing a severe social
and economic crisis in the long term. Recovery
policies in Egypt should prioritize the creation of jobs,
particularly for the youth and in the formal sector.
Along with job creation, Egypt must provide support
for the education and training of young adults, with

a specifc focus on preparing them for the green
jobs of the future. Furthermore, it is vital to enable
access to fnance for green start-ups and Micro,
Small, and Medium enterprises (MSMES) to create
more opportunities for young Egyptians, as well as to
sustainably boost the country’s economy. The fgure
below shows a subset?® of potential job creation
through green and resilient spending in selected
sectors compared to traditional spending.

-
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Agriculture and water

Agriculture accounts for 11% of national GDP

and 29% of jobs. It is concentrated largely in the

Nile basin area, which is highly vulnerable to the
negative impacts of climate change.?” Investments
in sustainable large-scale projects to bolster water
supply, including desalination plants and wastewater
treatment plants for water reuse, increase the circularity
of water in intensely farmed areas, providing resilience
to climate shocks and enabling the continuity of the
activities of the sector in adverse scenarios.These
capital-heavy efforts should be complemented with
incentives to improve micro-level irrigation efciency
and solar-powered irrigation.?®

As an emerging agro-industry, biofertilizers can also
deepen the circular economy, limit waste generation,
and catalyze enterprise in the local community, with
signifcant job creation. The viability of biofertilizer
investment is showcased by the success of
Baramoda, an Egyptian company transforming
agricultural waste into biofertilizers.?®
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Republic of Kenya

COVID-19 Impacts and policy responses

The Kenyan economy was hit hard in 2020 by the
COVID-19 pandemic. On a macroeconomic level, the
mobility restrictions imposed by COVID-19 impacted
the country’s export, tourism and remittance infows.3°
GDP decreased by 5.5% in the second quarter of the
year—the frst quarter of negative growth in 8 years, 332
—and the second wave of the pandemic in December
2020 induced even deeper economic distress. A
national survey revealed that 22% of households (10.7
million Kenyans) reported increased food insecurity
during the lockdown.®® The World Bank estimates that
additional two million people have fallen into poverty.3*

In response to COVID-19, in 2020, Kenya spent ~$10
per person, compared to an average in advanced
economies of ~$11,000 per person and ~$640

per person in emerging market and developing
economies. The bulk of announced spending in
Kenya is contained in a KES 38 billion package
released in May 2020,% which targeted direct

cash transfers to the vulnerable, liquidity support
measures for businesses and major industries, and
healthcare spending.

Kenya spent a higher proportion of recovery funds on
green initiatives than most nations, with more than
KES 4 billion of its recovery package being directed
to explicitly green initiatives, including funding for
wildlife conservation, reforestation, and food control.
Nevertheless, signifcant green opportunities still
remain uncaptured.3®

Moving towards green and resilient
economic growth

Debt constraints, low credit ratings and limited fscal
space have restricted Kenya's ability to fund su¥cient
levels of rescue or recovery spending. The provision of
concessional fnance by international partners, including
foreign governments and multilateral organizations, is
imperative to signifcantly reshape the economic, social
and environmental future of the Kenyan population. In
response, Kenya must ensure that domestic institutions
are capable of dispersing increased volumes of aid
equitably, transparently and diligently.

Kenya should urgently invest in a sustainable
economic recovery plan that prioritizes natural

capital solutions. This plan should be based on the
existing national green framework for growth and
development, and should be capable of strengthening
the country’s directives for green economic growth.

Figure 4: Job and Gross Value Added (GVA) impacts of a subset of green spending policies focused on adaptation
and resilience, compared to traditional spending measures in the Republic of Kenya. All modelled policies.
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Figure 4 shows a subset® of potential job creation
through green and resilient spending in selected
sectors compared to traditional spending.

Natural capital

Kenya relies heavily on natural resources, including
for the agricultural sector, which contributes

to roughly 33% of GDP and more than 40% of
employment;® as well as the drastically hit travel
and tourism sector, which contributes to 8.8%

of GDP and 8.3% of employment.®® Investments

in nature-based solutions have the potential to
reinvigorate the tourism and travel industry. They can
bring economic, social, and environmental benefts,
creating jobs rapidly and safeguarding communities
against climate change.*® Kenya should capitalize
on NbS through programs such as agroforestry,
reforestation, resilient seed and irrigation programs,
and the development of urban parks.

y Agroforestry: agroforestry and habitat restoration
can decrease the likelihood and severity of
droughts by improving soil water retention, slowing
water loss, and regulating water fows. Through
improved shading, agroforestry efforts can also
decrease livestock loss due to heat stress.

y Reforestation: well-managed, consultative and
participatory reforestation can enhance wildlife
habitats, support biodiversity, protect water
supplies, develop recreational opportunities, and
thereby address multiple climate hazards.

y Resilient Seeds and Irrigation: investments in
irrigation and drought-resistant seed programs
enable farmers to better withstand droughts
and could lead to high economic returns, with
KES1.7 to KES2.8 in revenue for every KES spent.
These economic benefts would increase farming
revenues, enabling farmers to then reinvest into
these practices, further enhancing their benefts.

y Urban parks: Green spaces support recreation,
health and wellbeing, translating into a healthier
population, improved human capital, and lower
pressures on health services. They can also make
cities more attractive to tourists and business
travellers, enhancing Nairobi’s position as an
international business centre.

South Africa
COVID-19 impacts and policy responses

Preexisting economic fragility and persistent
inequality intensifed the impacts of COVID-19 in
South Africa. The country recorded an economic
contraction of 8.0% in 2020 and an unemployment
rate ballooning to 37%.% The pandemic has
pushed thousands of families below the poverty
line, particularly households headed by women,
black households, and those with lower levels of
education.*? The second wave in December 2020
created even stronger socio-economic adversity.
Economists predict that the country may not fully
recover until 2025.43

Rescue spending has totaled 11.5% of GDP in 2020,
compared to an average of 14.2% of GDP across

the G20 countries. During the same period, 0.3% of
GDP was earmarked for recovery, compared to the
average of 2.1% among G20 countries (excluding the
EU) and 1.6% in low- and middle-income countries
(LMICs). It is likely that low recovery spending has so
far been driven partly by the continuing prevalence of
the virus, as well as by a lack of affordable borrowing
options. In 2020, South Africa announced spending
of more than ZAR 630 billion ($44 billion) to alleviate
socioeconomic disruptions caused by the pandemic.
The country used ZAR 612 billion ($42 billion) to
bolster the healthcare system and prevent virus
transmission, as well as to provide tax deferrals and
loan guarantees to businesses, and direct payments
and unemployment insurance to individuals. Also
among these measures was a deferral of carbon

tax payments. Only ZAR 18 billion ($1 billion) was
directed to economic recovery measures.

An Economic Reconstruction and Recovery Plan,
aiming to achieve economic recovery largely

through infrastructure investment, was announced

in October 2020.44 Details on the implementation of
the plan are still scarce. However, it clearly entails a
greener approach to forthcoming investments in the
transportation, energy, sanitation and agriculture sectors.
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Figure 5: Job and Gross Value Added (GVA) impacts of a subset of green spending, focused on adaptation and
resilience, compared to traditional spending in South Africa. All modelled policies.
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Source: modelling output from Vivid Economics

Moving towards green and resilient
economic growth

Pairing green and resilient investments with health
and education infrastructure programs, as well as
with initiatives that support the agriculture sector to
become more sustainable and resilient to shocks,
will increase the effectiveness and sustainability of
these investments. Alongside these, extensive skills
training programs in green business and services
could reduce unemployment by empowering the
local labor force to meet the needs of large-scale
green investment programs. Figure 5 shows a
subset* of potential job creation through green and
resilient spending in selected sectors compared to
traditional spending.

Natural capital

NbS can sustainably boost agricultural productivity,
protect assets and livelihoods, enable urban greening
and support the conservation of the environment and
biodiversity in South Africa. Alongside adaptation
and resilience benefts, the implementation of NbS
can create quick-entry jobs and bring returns for

the badly hit travel and tourism sector, increasing

the resilience of the economy to future shocks.
Investment in natural capital and green spaces could
therefore yield signifcant economic, environmental
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and social benefts for South Africa. The country
should capitalize on NbS through programs such
as agroforestry, wetland and mangrove restoration,
reforestation and vertical ocean farming.

y Agroforestry: agroforestry and habitat restoration
can decrease the likelihood and severity of
droughts by improving soil water retention, slowing
water loss, and regulating water fow. Agroforestry
efforts can also decrease livestock loss due to heat
stress, through improved shading.

y Wetland restoration and mangrove restoration:
rehabilitation of mangroves and wetlands stabilizes
coastlines, buffers against extreme weather
events, and reduces the risk of soil erosion.

y Reforestation: well-managed, consultative, and
participatory reforestation can enhance wildlife
habitats, support biodiversity, protect water supplies,
develop recreational opportunities, and address
numerous issues associated with climate change.

y Vertical ocean farming: supply chain interventions
combining plants (seaweed and sea vegetables),
fsh, and mollusks into the same farming system
can improve food security and resilience to
food shortages and disruptions. They diversify
production and can shorten the length of
supply chains.

CONCLUSION

As the examples of the four focus countries in

this chapter show, COVID-19 has caused a severe
disruption to the countries of Africa, with huge
consequences for both lives and livelihoods. Further,
the absence of much fscal space to generate
remedial measures has meant that African countries
have been able to spare only a small fraction, when
measured per person of the population, of the sums
spent in the developed world and in low- and middle-
income countries elsewhere in the world on relieving
economic distress and providing safety nets.

But in the present crisis there is also a window

of opportunity. As the nations of Africa seek to
rebuild their economies, a new policy orientation
emphasizing green and sustainable growth can not
only boost the economy and create jobs on a large
scale, it can also make the continent more resilient
against the long-term challenges of climate change.
Key common principles that defne and govern the
“green growth” approach to development include:
sustained economic growth; resource-use efciency;
climate change response through adaptation and
mitigation; creation of decent green jobs; and human
well-being and social inclusiveness.

There are fantastic initiatives across
the [African] continent to enable
communities to adapt in the face of
climate change.”

Alok Sharma, President of COP26
Leader’s Dialogue on the Africa Covid-Climate Emergency,
April, 2021

These country case studies have a signifcant
percentage of their populations involved in and a
signifcant share of their GDP generated by agriculture
and related activities, which are themselves greatly
dependent on a stable environment and healthy and
sustainable ecosystems. As they seek to rebuild after
the pandemic and also to restructure their economies
in the face of climate change, focusing on adaptation
and natural-resource management can have many
benefcial effects, among them the large-scale creation
of sustainable “green jobs” and the climate-proofng of
past, present and future gains from development.

The needs and possibilities of each country are slightly
different, and a key fnding is that under the broad
rubric of green growth there is considerable room for
the generation of particular portfolios of policy options
tailored to each case. The provision of concessional
fnance by international partners, including foreign
governments and multilateral organizations, is
imperative for a successful COVID-19 recovery for
Africa and also to signifcantly reshape the economic,
social and environmental future of the continent.
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There is a pressing need to accelerate fnance

for climate adaptation in Africa over the coming
decade. The NDCs of 40 African countries
cumulatively show a need for an estimated $331
billion in investment for adaptation through 2030,
with about 20 per cent of this sum coming from their
annual budgets.

That would create an adaptation investment
shortfall of approximately $265 billion through
2030, which needs to be met by international
donors and domestic and international fnanciers.
In the wake of the COVID-19 shock to the global
economy, robust fows of foreign direct investment
and domestic private investment are critical to
maintain a high baseline for potential adaptation
mainstreaming.
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Adaptation and resilience spending have not had

a prominent role to date in the economic recovery
packages adopted by most African countries in

the wake of the COVID-19 pandemic. But major
Development Finance Institutions (DFIs) around the
world have committed an appreciable portion of their
budgets to adaptation and to Africa, and are also
devising innovative models for the deployment of
these funds.

There are many potential sources of adaptation
fnance for Africa, offering fnance on a range

of terms from highly commercial to highly
concessional. Governments and stakeholders

must mobilize different blends of these fnances to
ensure that adaptation efforts can be sustained on
a consistent path, even as there is a greater effort
made to generate high-quality, low-cost climate data
and to translate climate science into policy.

African countries and governments must also
focus on creating an enabling policy and regulatory
environment for climate adaptation, and on building
institutional capacity and mainstreaming resilience
into their economic policy.

We must help people cope with the impacts
of aclimate that is already changing, think-
ing more innovatively about adaptation and
adaptation fnance is key to this.”

Secretary Janet Yellen, US Secretary of the Treasury
Leader’s Dialogue on the Africa Covid-Climate Emergency, April, 2021
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INTRODUCTION

Current adaptation fnance fows to Africa are
insufcient to meet growing adaptation needs on
the continent?! This chapter provides an overview
of existing adaptation fnance fows in Africa and
identifes opportunities to increase the volume and
eFcacy of that fnance. The core objectives of this
chapter are to:

y Assess the state of adaptation fnance and risk-
fnance mechanisms already available and in use
in Africa.

y Analyze African fnancial market readiness
for climate adaptation fnance and risk-fnance
mechanisms.

y Identify gaps where climate risk exists yet there
is insufcient fnance to address it, as well as the
barriers to implementation.

y Propose solutions to increase the volume and
variety of capital available for adaptation fnance
and risk-transfer mechanisms in Africa and to
enable pipelines for adaptation and dual-benefts
projects in the region.

Financial Fows to adaptation in Africa fall far
short of the needs

There is a pressing need to increase investment in
climate change adaptation in Africa. While only six
African countries have submitted National Adaptation
Plans (NAPs) to date, all African countries, with

the exception of Libya, have submitted Nationally
Determined Contributions (NDCs), all of which
include an adaptation component, as part of their
commitment to the 2015 Paris Agreement. Based

on these NDCs, all African regions prioritized at least
three of these four sectors: 1) agriculture 2) water

3) health 4) forestry, land-use, and ecosystems. 40
African countries provided estimated investment
needs for adaptation, totaling roughly US$331

billion through 2030.2 Fifteen countries® provided

a breakdown of conditional vs unconditional cost
estimates,* with an average ratio of 80:20.
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An average 80:20 ratio indicates that of the $331
billion estimated investment need (or $33 billion
annually), countries expect to contribute around
$66 billion (or $6.6 billion annually) from their
national budgets, while the remaining investment
gap of $265 billion or $26.5 billion annually) must
be met by international donors and domestic and
international fnanciers.

Globally, an annual average of $30 billion in
adaptation fnance was tracked for 2017 and

2018, mostly provided by public actors (DFls alone
accounted for 67 percent of the total). Due to

data limitations, nearly all fows tracked are from
international public fnance.® Just over $6 billion was
tracked in adaptation fnance to Africa in that period.®
If this trend continued through 2030, total fnance
from 2020—2030 would only amount to $66 billion,
far short of the $331 billion (or approximately $30
billion annually) in estimated needs per stated cost
estimates in NDCs. Adaptation fnance is therefore
scaling too slowly to narrow the gap, even as the
costs of climate impacts rise.

Of the $6 billion in adaptation fnance tracked, grants
and concessional debt accounted for approximately
90% of fnancial fows to adaptation in Africa. Two
sectors—agriculture, forestry, land-use, and natural
resource management; and water and wastewater
management—combined to receive 62% of total
adaptation fnance in 2017—18. These results are
consistent across African sub-regions (Figure 1).

The majority of fnance fowed from Development
Finance Institutions (DFIs) both from the region

and external to Africa: multilateral, national, and
bilateral DFIs contributed and managed 67% of

total adaptation fnance’ fows to the region,
followed by bilateral government fows at 19%.

The most vulnerable countries in Africa have not
been recipients of proportionally high volumes of
adaptation fnance. There is limited to no correlation
at the country level between climate vulnerability and
adaptation fnance overall or per capita.

Figure 1: Tracked adaptation fnance by region and sector (USD, 2017—18 average)
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The COVID-19 pandemic creates signifcant
uncertainty in future adaptation fows, as
well as the opportunity to catalyze a resilient
recovery

A comprehensive dataset for 2019 and 2020 is not
yet available. In particular, the impact of COVID-19
on adaptation fnance is not yet well understood.®
Key factors likely to impact the volume of 2020
adaptation fnance fows and in future years are as
follows.
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Negative factors:

y Inclusion of resilience in stimulus packages

is limited. In an upcoming study, the World
Resources Institute reviewed the 2020 fscal
stimulus packages of 66 countries—including all
G20 and V20 countries—for whether and how they
included climate resilience. Less than one-third (18)
of the responses were found to integrate physical
climate-risk awareness and resilience components,
including just two African countries: Niger and
Kenya. This limited inclusion of resilience in
stimulus packages suggest that there is a potential
missed opportunity to ensure that climate risks

are considered in new funding allocations. Beyond
the limited inclusion of climate resilience, the size
of stimulus packages in developing economies

has been much smaller than those in developed
economies, with middle-income countries spending
6% of GDP and low-income countries spending

2%, compared to 24% of GDP spent in high income
countries, in 2020.°

y Private sector investment has declined in the

short term. Although capital outfows stabilized
relatively soon after hitting record lows in March
2020, foreign direct investment (FDI) declined 16%
in 2020 in Africa to $40 billion, a decline to 2005
levels of investment® Liquidity support for frms
was also largely not conditional on adopting any
climate resilience measures. Given the potential
for private sector investment in adaptation
activities, robust fows of foreign direct investment
and domestic private investment are critical to
maintain a high baseline for potential adaptation
mainstreaming.

y The COVID-19 pandemic continues to severely

impact developing economies. Just over 50
million doses™ of COVID-19 vaccines have been
administered across a continent with a population

of 1.3 billion. As of June 2021, less than 1% of
Africa’s population had been fully vaccinated *2
Adaptation fnance fows in future years will
depend heavily on vaccine distribution speed and
equitability to enable recovery of sectors critical
to Africa’'s macroeconomic prospects, including
international trade and tourism.

Positive factors:

y Multilateral Development Bank (MDB) adaptation
fnance commitments to Africa increased
substantially in 2020 from 2019 levels. The group
of MDBs reported $4.7 billion in adaptation fnance
committed to sub-Saharan Africa in 2020, vs $3.6
billion in 2019.3 For Middle East-North Africa, $1.4
billion was committed in 2020, vs $1.0 billion in
2019. It is not clear if this increase is sustainable
without re-capitalization or replenishments of
MDB funding, which was spent quickly to counter
the effects of the pandemic. For example, the
32% increase in adaptation fnance commitments
across the two regions is roughly proportional to
the total increase in MDB commitments in 2020,
estimated at 39%.14

y MDB climate fnance targets are increasingly
targeting adaptation. In 2019, nine MDBs
announced a collective commitment to double
their total levels of adaptation fnance provided to
clients by 2025, to $18 billion annually*® Towards
that end, the World Bank announced a 35% target
for climate fnance as a proportion of total fnance

from 2021—2025, of which at least 50% will support

adaptation. The African Development Bank (AFDB)
has committed to a target of at least 40% for
climate fnance by 2025, to a doubling of climate
fnance to $25 billion between 2020 and 2025, and
to prioritizing adaptation fnance.

y The IMF is frmly committed to deal with climate
risks by integrating climate in its economic and

fnancial services. In addition, a proposed allocation

of Strategic Drawing Rights (SDRs) of $650 billion
would beneft all IMF members, including in Africa,
and could support a global green and resilient
recovery.

y A group of Development Finance Institutions
is collectively advancing adaptation fnance
efforts. Under the DFIs+ Adaptation and
Resilience Collaborative, members are advancing
a set of actions to accelerate fnance to
adaptation and resilience. The group has made
several commitments, including to pursue a
substantial increase in investments in adaptation
and resilience, to move towards ensuring all
investments made have been assessed for and
are resilient to climate risks, and to increase
support and collaboration to shape markets and
build pipelines of bankable investments in climate
adaptation

y New innovative models are being launched to
address the gap. For example, the GCA and the
AfDB have jointly developed the African Adaptation
Acceleration Program (AAAP). The AAAP was
launched at the Climate Adaptation Summitin
January 2021 and aims to mobilize $25 billion
towards adaptation activities in Africa by 2025.
AfDB has committed $12.5 billion to the AAAP. The
remaining $12.5 billion is to be mobilized through
partnerships and domestic resource mobilization
through national governments and the private
sector and will be centered on four action areas:

Innovative fnancial initiatives to enhance access to
fnance and mobilize new investment in adaptation
activities (potential innovative fnance mechanisms
are highlighted further in Table 3), through support
to the development of debt instruments in viable
markets and training programs to increase technical
capacity in climate risk assessment and fnancial
structuring.

Climate-smart digital technology for agriculture and
food security to help smallholder farmers increase
yields and drive climate resilience in the agriculture
sector.

An African Infrastructure Resilience accelerator

to mobilize investment in climate resilience
infrastructure through project preparation initiatives
and innovative fnance mechanisms including debt-
for-resilience swaps.

Youth empowerment in entrepreneurship in climate
adaptation and resilience with the aim to generate
climate-resilient jobs for youth and to strengthen
youth entrepreneurship via an incubator program and
training programs.
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y With appropriate policy approaches, there is
substantial potential for a green and resilient
recovery. There are efforts underway to drive a
resilient recovery to COVID-19 in Africa, including
through the Debt Service Suspension Initiative,
through the Access to COVID-19 Tools Accelerator,
and through moves to issue and allocate new
Special Drawing Rights. These efforts all have the
potential to help facilitate a resilient recovery and
additional investment in climate adaptation” A
resilient recovery also has the potential to address
challenges Africa faced prior to COVID-19, including
youth unemployment, high climate risks, poor
infrastructure, and weak governance. Investment
in climate-resilient infrastructure, nature-based
solutions, technology, and other sectors has
signifcant potential to address underlying climate
risks and respond to pre-COVID-19 challenges.

Adaptation investment needs to be mobilized
from a wider variety of fnance sources

Future adaptation fnance for Africa is expected to
more than double by 2025 based on announced
commitments discussed above. However, even if
many of the main DFI actors adopted best practice
commitments (similar to World Bank’s commitment
to dedicate 35% to climate fnance, of which 50% will
be for adaptation), and even if currently announced
private sector mobilization efforts are successful
(assuming at least 20% of MDBs' $40 billion private
sector mobilization target goes to adaptation in
Africa), annual adaptation fnance fows may still not
meet minimum estimated investment needs by 2025.

Let us come together asitis our mission

to protect the planet for today’s and for
future generations, let us do the absolute
best through global solidarity. Itis no longer
about me, myself,and | -butitisaboutus as
aglobal community.”

H.E. President Wavel Ramkalawan of Seychelles, Chair of the AU
commission on the Island States
Leader's Dialogue on the Africa Covid-Climate Emergency, April, 2021
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To mobilize further investments and to increase

the impact of investments in terms of building
resilience, a wider variety of sources of fnance

need to be tapped. Public spending alone cannot
meet the adaptation fnance gap, so private sector
investment must scale alongside public investment
to supplement limited public resources.*® Figure 2
summarizes the fnancial actors which have a role to
play in mobilizing fnance for adaptation at scale in
Africa. These actors offer fnancing along a spectrum
of terms, ranging from highly concessional terms
(lower return expectations and/or longer tenors)

to commercial terms (market returns and tenors
expected). Concessional capital is intended to fll a
gap where the private sector (commercial capital)
would not otherwise invest.
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Figure 2. Potential sources of adaptation fnance in Africa

Offer fnance on
commercial terms

A

A 4
Offer fnance

on highly
concessional terms

y Commercial banks: Commercial banks can raise their own funds through bank
deposits and are governed by international standards set by Basel Il and IlI
regulations for capital adequacy. Commercial banks have networks that can be
leveraged including relationships with farmers, co-operatives, and MSMEs and
can build technical capacity to structure fnancial instruments in partnership
with development banks and other concessional fnance providers.

Pan African banks: PABs can invest in MSMEs and mainstream resilience into
their lending portfolios. PABs have been successful in increasing frms' access
to fnance and increasing competition and efciency in the banking industry and
can have a positive impact on micro-prudential stability with the least cyclical
behavior in times of crisis.

y Private equity and venture capital: Africa’s PE industry was cultivated by DFIs
that had a mandate to invest in private sector businesses in Africa to promote
social and economic development. Gradually the industry expanded and by
2020, there are more than 150 active fund managers of different sizes spread
across geographies and sectors in Africa. The nature of their investments is
suitable for scaling up adaptation fnance and has potential for investment in
new and innovative adaptation technology and services.

y African institutional investors: African institutional investors have USD 1.8
trillion assets-under-management in 2020. Institutional investors’ core goals
are capital gains and stabilization of returns over the long term. They have
very high ability to mobilize funds through pensions in the right regulatory
environment and their prudential responsibilities require them to invest in
assets with high credit ratings and assets that are listed.

Sovereign wealth funds: Invest in domestic markets and have potential to
fnance adaptation focused securities and government bonds.

Pension funds: Are instrumental in mobilizing long-term saving and can support
long-term adaptation investments.

y Insurance: Insurance penetration is concentrated in a few major markets like
South Africa, Egypt, Morocco, Nigeria, and Kenya. Insurers have advanced
technical capacity to evaluate climate risks and capacity for innovation in
climate risk transfer mechanisms. Insurance companies must undertake
gualitative and quantitative assessments of impact of physical and transition
risks on their investment portfolio.

y Large corporations: Sustainability and resilience in food production and supply
chain are increasingly a focus for large multinational corporations especially
those with global supply chains. Corporations have potential to deploy fnance
and technology at scale to undertake adaptation measures though will be
largely focused on their own supply chains.

y Multilateral & bilateral DFlIs: DFIs play a critical role in mainstreaming
adaptation in development fnance by assessing climate risks and vulnerability,
assisting country governments to build capacity for mainstreaming adaptation,
and mobilizing private capital. DFIs can bridge knowledge gaps through tools
such as feasibility studies, business risk assessments, technical assistance,
and market studies.

158 | GLOBAL CENTER ON ADAPTATION

Offer fnance on
commercial terms

-

v
Offer fnance

on highly
concessional terms

y Sub-regional development banks: SRDBs have a mandate to contribute to
regional integration and regional infrastructure development projects. Four
African SRDBs: Eastern and Southern African Trade Development Bank, East
African Development Bank, West African Development Bank, and Ecowas Bank
for Investment and Development are operational in Africa in three separate
Regional Economic Communities. 40 African countries are shareholders of the
SRDBs and in 2013, the total assets of African SRDBs were USD 6.2 billion.

y National development banks: NDBs are state-owned or government-
sponsored fnancial institutions with a primary mandate of providing
long-term and concessional capital to high-risk sectors and industry which
are underserved by private commercial banks and contribute to the country’s
development agenda. NDBs are important intermediaries for international
climate fnance and more than 10 currently have direct access to GCF funding.

y Multilateral climate funds: Multilateral Climate Funds established through
international agreements or for a specifc mandate provide fnancing for
adaptation in Africa either through grants or market-linked instruments. They
are catalytic in facilitating and accelerating fnancing in perceived high-risk
adaptation projects by providing instruments like frst-loss or junior equity,
repayment guarantees, and grants to mobilize private investments.

y National climate funds: National, country-driven, dedicated, catalytic fnancial
institutions designed to address domestic market gaps, take ownership of
climate fnance and crowd-in private investments in low carbon and resilient
projects. NCFs have potential to provide integrated access to grants and
fnance to meet NDCs and have strong potential to mobilize private sector
investments.

y State-owned enterprises & Fnancial institutions (SOEs): SOEs are public
entities that are partly or wholly owned by government to deliver services in a
particular sector or sectors. SOEs have not fnanced many climate adaptation
activities to date but have substantial opportunity to lead in climate resilience
given size of market share and public governance model.

y African governments: African governments are already spending a
considerable share of their budget on adaptation. For 42 African countries
where data was available, the total weighted adaptation expenditure was
around 0.18% of GDP, and the unweighted expenditure was around 3.4%
of GDP, both higher than the share of adaptation fnance received from
international donors. African governments are instrumental in deploying capital
to noncommercial adaptation activities and current levels of expenditure meet
around 20% of the total adaptation need.

y Foreign government agencies (ODA): ODA is a critical component of
adaptation fnance in Africa to de-risk adaptation activities and support more
commercial fnance. Bilateral agencies have a relatively high risk appetite and
strong climate mandates.

y Philanthropies, foundations, and non-profts: Like ODA, funding from these
organizations can de-risk adaptation activities, draw in private fnance, and
support technical capacity building. Philanthropic funding is more nimble
and fexible than ODA and can serve as catalytic capital for private sector
investment.
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Yet there are numerous barriers to investment  activities. Table 1 summarizes key barriers to

in adaptation that must be addressed

There are cross-sectoral barriers as well as sector-
specifc barriers hindering investment in adaptation

investment across seven key sectors assessed in this
analysis alongside cross-cutting barriers which affect
investment potential across sectors.

Table 1: Barriers to mobilizing adaptation fnance by sector and cross-cutting

Sector Barriers

Cross-cutting |§_

Water %

8

Agriculture %
Transport %
Energy 1@:

Urban

infrastructure i
Coastal

Ecosystems @
Land Use

and Forestry

Inadequate risk-adjusted returns: Returns do not compensate investors in developing
countries for the additional risk associated with unfavorable regulations and policies, such
as foreign investment restrictions.

Complexity of project due diligence: Many private sector actors, including institutional
investors, have largely avoided fnancing infrastructure projects across sectors in the region
due to cost recovery challenges and the complexity of the technical due diligence.

Limited capacity to collect and analyze relevant climate data: The lack of reliable and
accessible information about climate risks and impacts, combined with limited capacity
to process available climate data in infrastructure modeling and translate fndings into the
necessary resilience measures, makes it difcult to adapt proactively.

Lack of municipal/subnational implementation capacity: Water projects often involve
municipal or other subnational implementers with limited implementation capacity (to
pursue fnance, structure an adaptation project, or access climate analytics).

Policy and regulatory barriers: Lack of regulatory incentives for climate-smart agriculture
in terms of priority lending and mal-incentives in regulatory environments with subsidies for
non-adaptive crops.

Limitations in aggregation: Difculty in aggregating or securitizing many small-scale
projects due to local contexts and disparate level of development

Variability of climatic conditions within a single project: Transport projects are often cross-
jurisdictional in nature and therefore face a complex range of climate risks.

Public sector nature of the sector: Even more than for other infrastructure projects, some
elements of the transport sector including roads, railways, and ports are often publicly
owned and operated and private sector investment involvement may not be feasible.

Need for regional coordination: As countries are tackling domestic energy security
challenges separately, this is creating build-up of overcapacity in some countries and
defciencies in others.

Risk attitudes of decision-makers: Given the long lifespan of energy infrastructure, ranging
from 50 to 100 years for hydropower assets, it is critical to base expansions and new
infrastructure investments on future climate projections. However, uncertainties around
climate projections and the magnitude of associated revenue losses contribute to the lower
risk perception of decision-makers.

Lack of subnational fscal autonomy: Subnational borrowing capacities for infrastructure
and other capital needs are severely constrained, making long-term planning for climate
resilience challenging and creating delays in responding and recovering promptly from
disasters.

Challenging economics: Adaptation in coastal ecosystems zone is often overlapping
with food-risk management and land-use planning which have signifcant public good
characteristics, making it difcult to build an economic case.*®

Multi-stakeholder solutions can create complexity for channeling funding: Developing and
implementing solutions in land use and forestry involves numerous actors and fows across
sectors and jurisdictions. Coordination across these sectors and jurisdictions can make the
design and implementation of funding solutions complex.
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TO MOBILIZE THESE INVESTORS,
A THREE-PRONGED STRATEGY IS
NEEDED

1. Mainstream resilience into investment
decision-making

Many investors are already engaged in investment
that has signifcant relevance to adaptation goals—
but their investments are not yet climate resilient.
For example, a multinational corporation investing

along an agricultural supply chain or an infrastructure

investor building a water treatment facility will be

operating in a sector with substantial climate risk, but

may not be screening for climate risk nor mitigating
that risk. For instance, the Infrastructure Consortium
for Africa (ICA) fnds that water infrastructure

sector commitments totaled $13.3 billion in 2018 in
Africa. This compares to the $1.2 billion tracked in
adaptation fnance to the water sector in the same
year—suggesting that a signifcant proportion of
fnance to the sector is not climate resilient, or at
least has not been rigorously assessed for physical
climate risks.

To enable fnancial institutions to mainstream
resilience into the investments they are making,
the following steps are critical:

y Increase access to robust climate data: There
is a critical lack of climate data in many parts of
Africa, which limits adaptation projects and leads
to uncertainty about the optimal approach. The
poorest countries have the most signifcant lack
of climate data: either they are post-confict or
fragile states, or simply do not have the funding
and technical resources to develop climate data
such as groundwater baseline data, 24—48-hour
precipitation data, and forward-looking climate
projections. Lack of past and current hydromet
data particularly hinders design of some types
of adaptation activities and fnance instruments.
Resilience bonds or results-based performance
instruments, for example, require disaggregated

data across hazards, exposures, and vulnerabilities

to accurately inform risk assessments and track
impact.

y Concessional funding and grants are needed

to increase climate information collection,
accessibility, and technical capacity to utilize the
information. The ability to access and use climate
information is critical for project implementers
seeking funding for climate adaptation projects.
Without robust climate information on hazards,
exposures, and vulnerabilities, implementers in
Africa are stuck in a vicious cycle where they
cannot prove the adaptation relevance of a
project—and are also unable to access fnance that
would help them collect and utilize that climate
information.

y More targeted concessional fhance and grants,

from DFlIs, donor governments, and foundations
are needed to support policy makers and other
implementers in collecting and providing access to
sufcient data, as well as to support collaboration
and training on open-source models that can utilize
the data. Across the board, there should be an
emphasis on increasing access to high-resolution
climate data at low cost so that implementers may
undertake climate risk assessments as a basis for
future adaptation planning.

y Incubate technical expertise in fnancial structuring:

Adaptation work requires the blending of public,
private, domestic, and international fnance and
therefore calls for substantial fnancial engineering
expertise. Donors are also increasingly requesting
gquantitative adaptation metrics, including data

on physical infrastructure. It is very difcult to
assess what volume of adaptation fnance is
needed and where it should be directed, due to

the shortcomings of our current approach to
aggregating adaptation fnance fows. Policymakers
should prioritize development of frameworks for
measuring adaptation progress at the global level.
This step will be especially critical to drawing in
the private sector and to developing a more robust
analysis of investment gaps in terms of direct
impact on resilience outcomes.

y Pension funds should be engaged through

appropriate fnancial instruments: Pension funds
are instrumental in mobilizing long-term saving and
can support long-term investments.
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However, traditionally they have low risk appetite
due to liquidity requirements. The percentage of
people covered by pension schemes has reached
about 80% in some North African countries, while
it is still as low as 10% in sub-Saharan Africa.
Pension funds are especially strong in South
Africa, Botswana and Namibia per their assets-
to-GDP ratio. Total assets under management in
12 emerging markets in Africa are close to $400
billion. Reports suggest that the assets-under-
management of African pension funds were
expected to rise to $1.1 trillion by 2020.

!i:q-l. X
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y Build capacity of African fnancial institutions

and government entities to evaluate and act on
climate risks: A concerted effort should be made to
increase membership of Pan-African Banks, locally
based pension funds, and national development
banks in international fnancial initiatives such

as the UN Principles for Responsible Investment
and Banking, and the International Development
Finance Club—and to provide these institutions
with the resources to participate actively. Capacity
building is also crucial to strengthen African
fnancial institutions’ capacity to access fnance
from Climate Funds through pre- and post-
accreditation support.
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y National Designated Authorities (NDA), Direct

Access Entities (DAEs) and the other Accredited
Entities (AEs) also require technical and institutional
capacity building to build project pipelines and
proposals to the Green Climate Fund (GCF). These
needs are especially acute in the most vulnerable
countries where access to international climate
fnance is also difcult. The support of International

Countries’ readiness for adaptation fnance may

be assessed via several factors across categories
of policy environment, market environment,

and stakeholder environment, which are further
detailed in Table 3 to indicate which specifc factors
enable the successful implementation of different
instruments. Some instruments and sectors require
clear policy support from government in order to be

Accredited Entities and readiness programming
is crucial in strengthening the DAEs and NDAs to
achieve the goal of a bottom-up, country-driven
approach of mobilizing adaptation fnance.

y Require disclosure of climate risks, via national
legislation and/or via DFI on-lending. Domestic
fnancial regulators in Africa should consider
requiring fnancial institutions to disclose
climate-related risks in line with the Task Force
for Climate-related Financial Disclosures
recommendations. Moody'’s has found that the 49
banks it rates across Africa have more than $200
billion in lending across sectors with high potential
climate risk, so disclosure of climate risks is critical.?°

y Support small and medium-size enterprises (SMES)
that are offering adaptation-relevant products and
services. There should be increased attention on
the considerable potential value that SMEs hold
in unlocking climate adaptation solutions and
engaging the private sector. There are 100s of
SMEs across Africa that have valuable adaptation
solutions and have developed viable business
models to implement those solutions. Signifcantly
more focus and fnance are needed in this space
to support the number of SMEs with potential to
deliver adaptation solutions.

2. Build the enabling environment for
adaptation investment

The enabling environment in a country will

help determine the viability of certain types of
instruments. In some cases, lack of fnancial

sector development or lack of commitment to a
particular climate adaptation priority will make
certain investments difcult to implement. In

these instances, there may be a stronger role for
concessional capital from DFls or foundations to
facilitate the effective deployment of an investment.

effectively implemented. Table 1 summarizes key
factors across these categories.

Table 2: Key factors in the enabling environment

Policy environment Market environment Institutional/stakeholder environment

y

National adaptation plans/strategy |y Access to international markets
in place y Developed insurance market

Regulations enforcing adaptation

” o y PE/VC availability
measures (i.e., building codes)

Availability and capacity to analyze
climate data and modeling

y Subnational borrowing capacity

y Availability of accredited entities for
accessing climate fnance

y Engagement of NDBs, regional development
banks, and other regional institutions

y

y

Articulate investment-ready National Adaptation
Plans (NAPs) and mainstream climate resilience

in government procurement: Having a nationally
articulated strategy for adaptation is critical for
establishing long-term expectations, identifying
priority actions across sectors, and indicating areas
for private sector participation. Only six countries

in Africa have submitted NAPs to date, while 34
other countries have received funding or have
submitted proposals to access funding from the
Green Climate Fund (GCF) and the Least Developed
Countries Fund (LDCF) for NAP development.
Policymakers should ensure that adaptation
planning is incorporated and mainstreamed

into all relevant policy and procurements plans.

An increased focus on climate adaptation
mainstreaming within procurement plans in
particular is critical to ensure that international
infrastructure investment must screen for and build
in resilience.

Build capacity to develop science-based policy
and projects: For much international public climate
fnance, there is a need to establish attribution
between a climate impact and the corresponding
action/measure that aims to mitigate that impact.
This attribution is challenging, requires substantial

quantitative and science capacity, and is often a
critical factor for mobilizing adaptation fnance.
There is a substantial need to increase capacity to
translate science into policy, and to translate policy
into investment needs, for instance by utilizing
climate resilience indicators to prioritize budget
allocations. Resilience outcomes are also difcult
to track against a moving baseline—for example,
other development projects may have also
contributed to improved social outcomes in

a given region.

y Improve macro-economic environments and

adopt a multi-faceted approach to address debt
burdens faced by African countries: Even before
the pandemic, external debt averaged 40% of GDP
across the African continent. Gross debt-to-GDP
ratios across Africa are projected to have increased
by around 8 percentage points in 2020, and by over
20 percentage points in the Republic of Congo,
Seychelles, Sudan, and Zambia.?* Four countries
(Mozambique, Democratic Republic of the Congo,
S&do Tomé and Principe, and Somalia) are already in
debt distress,?? while 15 other countries are at high
risk of external debt distress. Absent substantial
global efforts to help reduce the debt burden, many
countries are not able to take on additional debt to
address climate risk.
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y Overall, African countries have low sovereign credit
ratings from the three major credit rating agencies
(CRA): Moody'’s, Standard & Poor's (S&P), and Fitch.
Just two countries—Botswana and Mauritius—have
investment grade ratings from Moody's while all
other countries are either sub-investment grade (19
countries) or do not have a rating (26 countries).

A low sovereign credit rating or lack of a rating
raises the cost of debt and makes attracting foreign
direct investment more challenging. Already low
sovereign credit ratings are put further at risk by
increasing climate-related risks as CRAs begin to
incorporate such risks into their ratings. Moreover,
increasing climate impacts and a lack of adaptation
action pose signifcant risk to sovereign credit
ratings across the region.?®

y African fnance ministers have called for external
assistance of $100 billion annually over the next
three years to close a fnancing gap of $345
billion to achieve a sustainable recovery.?* The
participation of private creditors will be critical to
relieve existing debt burdens, requiring innovative
fnancing models that set clear incentives.
Additional actions that should be considered
to address debt challenges in African countries
include:

Advance efforts to link credit ratings with reductions

in climate risk to incentivize resilience and lower the
cost of debt.

Continue implementation of the Debt Service
Suspension Initiative (DSSI) program and seek as
many avenues as possible for alleviating debt strain
on African countries as a key strategy to increase
domestic adaptation fnance.

Develop sovereign bonds with an adaptation
component (e.g., Ghana's 2030 bond with an IDA
guarantee of 40 percent) and scale up sovereign debt-
for-adaptation swaps to countries where conditions
are viable.?
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3. Deploy innovative fnance instruments

There is a wide array of available investment
instruments, risk fnance mechanisms, and broader
fnance-relevant solutions that fnancial actors are
already mobilizing in support of climate resilience
across Africa. The universe of fnancial instruments
captured in this analysis is represented in Table

2. The level of “concessionality” required for

certain instruments will vary by market or policy
environment. Financial instruments can be used

to fnance activities that build physical resilience to
climate change impacts (reducing physical risk) and
are also useful in responding to risks where physical
climate impacts cannot or have not been eliminated

(through risk transfer and risk reduction instruments).

Itis critical to carefully select a fnancial instrument
or structure that meets the conditions and activities
targeted. Selection of appropriate fnancial
instruments must be informed by the sectoral focus
of the adaptation activity, underlying country-level
policy and market conditions, and the stakeholders
and actors engaged. Instruments will only function

successfully when they target an appropriate context.

Key factors that must be considered when designing
an instrument include currency stability, strength

of project pipeline, strength of debt capital markets,
presence of strong policy environment, existence

of a sovereign credit rating, existence of corporate
bond market, robustness of climate information, and
engagement/existence of a domestic private sector.

TRt
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Table 3: Financial instrument types

Grants:

Funding (non-repayable
or reimbursable)
typically used for
technical assistance,
early-stage project
development, and
capacity building.

Project fnance:
Typically involves
direct debt or equity
investments into a
single project; can be
fully commercial, or
forms of concessional
fnance could include
loan guarantees, frst
loss debt, and off-taker
guarantees

Financing facilities:
Involve debt or equity
funding for a pool of
projects, companies, or
individuals (as opposed
to single projects); can
offer varying levels

of concessionality
including subordinate
debt or equity,

longer debt tenors

or fund horizons, or
supplemental grant
capital.

Example (application in the agriculture sector): The Ethiopian government launched the Productive
Safety Net Program (PSNP) in 2005 in partnership with international and aid organizations. The
program fnances conditional or unconditional cash or food transfers for undertaking public works or
social infrastructure in response to chronic food insecurity or short-term shocks like droughts targeting
the highly-climate vulnerable population.

Stage of implementation: In November 2020, Phase V of PSNP began through Strengthen Ethiopia’s
Adaptive Safety Net Project (SEASN) project. This fnancing includes a $200 million credit and a
$312.5 million grant, with additional support from USAID ($430 million), UK FCDO ($281 million) and
Government of Ethiopia ($600 million). The project aims to expand geographic coverage and enhance
service delivery of PSNP and effectively respond to disasters.

Country context: Countries with relatively challenging underlying market and policy conditions are
well suited to this instrument because it is largely concessional in nature. This could include countries
with low sovereign credit ratings, high sovereign debt, and limited capital markets. The implementing
environment does require at least some monitoring and evaluation capacity, in the form of at least a
sufFciently stable political environment to allow for the evaluation of progress to take place.

Example (application in the agriculture & urban infrastructure sector): Cooling as a Service (CaaS)
aims to deploy efFcient cooling technology at scale through a pay-per-service model that enables
customers to pay per unit of cooling consumed and eliminates upfront investment in cooling
technology. CaaS supports dual benefts projects across mitigation and adaptation, reducing
emissions through cleaner cooling technology deployed and addressing underlying climate risks
associated with increased heat.

One current application of the CaaS model is in Nigeria where increased temperatures associated with
climate change affect food storage capacity and will lead to increased harvest losses, increased food
waste, and adverse health outcomes. The social enterprise ColdHubs designs, installs, commissions
and operates solar-powered walk-in cold rooms in produce aggregation centers and outdoor markets
that can help address those climate risks and support agriculture sector adaptation. Farmers and
retailers pay a fxed price per 20kg crate per day to store their goods inside the cold room.

Country context: Servitization instruments work well in country contexts with relatively strong
country-level market and policy enabling environments, basic legal and regulatory frameworks in place
for contract enforcement, and availability of local commercial banks. 21 countries indicated urban
planning and infrastructure as a priority sector in their NDCs.?® The SADC Center for Renewable Energy
and Energy Efciency (SACREEE), a member of the CaaS Alliance, recently launched an Industrial
Energy EFciency Program (SIEEP) which will run through 2018—2023 and will involve providing training
for bankers, creation of project pipelines, and seed funding. Participating countries in this program may
be good candidates for CaaS.

Example (application in the water sector): Climate Investor Two is a fund structured to fnance projects
across three stages: 1) a development fund, 2) a construction fund, and 3) a re-fnancing fund. Climate
Investor Two will focus on water, oceans, and sanitation subsectors, including: municipal and industrial
water and wastewater supply, desalination, bulk water supply, waste and wastewater to energy, and river-
ine and coastal ecosystem management and protection.

Country context: Climate Investor Two requires a strong project pipeline in the water sector in target
countries. A strong ecosystem of project developers is critical to this criterion. The project pipeline can
be supported by a favorable policy environment where it is feasible to engage private capital in water in-
frastructure projects and where there is su®cient climate risk information available to ensure the projects
meet set climate adaptation criteria.

In addition, the Fund makes investments in non-local currency, so a relatively stable currency environment
is needed to avoid signifcant foreign exchange losses or hedging costs that would erode investor return.
The ability to move capital in and out of the country without signifcant penalty or delay is also critical.
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Results-based fnance:
Involves debt or grant
capital for a project or
portfolio of projects
that is contingent on the
achievement of a certain
climate adaptation
outcome.

Debt-for-climate swaps:
Debt-for-climate

swaps are a type of
debt swap in which the
debtor nation, instead
of continuing to make
external debt payments
in a foreign currency,
makes payments

in local currency to
fnance climate projects
domestically on agreed
upon terms.

Liquidity instruments:
Grant or debt facilities
designed to provide
immediate access

to capital; typically
established to

help governments,
businesses, or
individuals cover their
immediate needs in the
wake of a major event.

Insurance:

Most common form
of risk transfer and
captures catastrophe
bonds, parametric
insurance, index
insurance, and risk
pooling.

Example (application to land use and forestry): The African Conservancies Fund (ACF) was
established by Conservation International (Cl) with the objective to align economic and conservation
objectives in the communities in and around the Maasai Mara in Kenya. The ACF provides debt capital
to a trust to develop sustainable revenue generating activities such as eco-tourism, sustainable
agriculture, and carbon credit generation. The loans are to be repaid from this revenue. To-date, Cl and
its aFliates have provided $500,000 in loan capital to the Trust and aim to increase this to $5 million
over two years.

Country context: The Trust model relies on the authority of local communities to make decisions
around how their land is managed, and to be able to earn income from activities carried out (or
avoided) on the land. Areas under national government control are less likely to be able to beneft from
this highly local, highly participatory structure. In addition, trusts need a legal framework to be able to
incorporate and have authority to take investments, borrow money, distribute funds, and oversee and

Example (application to coastal ecosystems): In 2017, the Seychelles became the frst country to
successfully undertake a debt-for-climate swap aimed specifcally at protecting the world’s oceans.
The Nature Conservancy (TNC) acquired Seychelles’ foreign external debt at a discounted price and
raised additional funding worth $5 million from private donors. In return, the government of Seychelles
promised to repay the loans to TNC to a specially created the Seychelles Conservation and Climate
Adaptation Trust (SeyCCAT). Since 2017, SeyCCAT has issued over $1.5 million in grants to more

than 25 grantees implementing a total of 33 projects. More than half of the funds have gone towards
projects led by or beneftting women and a third towards youth-led or projects where youth are the
primary benefciary. 23 projects have benefted small-scale artisanal fsheries.

Country context: Countries with sovereign debt held bilaterally and not at imminent risk of default

are likely the most conducive to debt for climate swaps, to ease negotiations and as they still require
repayment into a trust. In addition, high-level political support and whole-of-government support from
the debtor’s government is needed.

Example (application in the agriculture sector): Cash transfer programs provide unconditional cash
transfers to poor and vulnerable households. Research suggests that these programs have signifcant
climate resilience benefts and that households receiving cash transfers suffered much less from
weather shocks, their food security increased, and poorest households saw the biggest gains.?” These
programs are especially critical in countries with a high proportion of the labor force in the agriculture
sector.

For example, Mozambique suffered from severe droughts in 201516, which negatively impacted
agricultural yields in 2017—18. Cyclones Idai and Kenneth in 2019 exacerbated the crisis faced by
farmers, leaving nearly 3% of the population at risk of severe food insecurity. In response to these
crises, the World Food Programme, with funding from DFID, developed a program to supply the
affected population with either cash or food vouchers to allow them to obtain food for themselves and
their households.

Country context: Access to climate data relevant to vulnerable populations and geographic areas in
order to target assistance most effectively is needed. In the case of Mozambique this was done by
using other indicators of social and economic vulnerability as proxies for food insecurity. In addition,
a reliable mechanism for distributing funds, either through physical networks (such as local banks or
community organizations), or mobile payments systems, is needed.

Example (application in the agriculture sector): The African Risk Capacity (ARC) is a sovereign risk
pool and early response mechanism designed to provide insurance to countries in the event of a
contingency. ARC’s mission is to help members of the African Union to protect the food security of
their vulnerable populations. As an insurance risk pool, ARC’s objective is to capitalize on the natural
diversifcation of weather risk across Africa, allowing countries to manage their risk as a group in a
fnancially efFcient manner to respond to probable but uncertain risks.

Country context: To participate in ARC, countries must undertake several processes, including
customizing the Africa RiskView (ARV) software, signing MOUs for in-country capacity building,
defning a contingency plan for ARC payouts, and determining risk transfer parameters. ARC currently
offers maximum coverage of $30 million per country per season for drought events that occur with a
frequency of 1 in 5 years or less. 34 African Union member states are a part of ARC in 2020, 24 have
active MOUSs, 13 are Class A Members who have purchased the policy, and 7 countries have received
payouts. Since 2014, ARC Ltd has collected over $100 million in premiums, provided $720 million of
insurance coverage, and paid a total of $65 million in payouts, mainly in the agriculture sector that has
fnanced efforts including scale-up on cash transfers and replenishment of strategic grain reserves in
Malawi in 2017 and response to severe drought in Mauritania in 2018 and in Madagascar in 2020.
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In sum, African countries are among the most

at risk of increasing frequency and severity of
climate-related shocks and stressors. There is a
pressing need to invest in climate change adaptation
to support individuals, SMEs, municipalities,
corporations, fnancial actors, and governments in
building resilience to climate impacts.

To date, climate adaptation fnance is scaling far too
slowly to build climate resilience, even as the costs of
climate impacts rise.

To mobilize the levels of investment needed and to
increase the resilience impact of these investments,
a wider variety of sources of fnance must be tapped.
A three-pronged strategy is needed to tap the wide
range of potential actors; 1) mainstream resilience

in investment decision-making, 2) build the enabling
environment for adaptation investment, and 3)
aggressively deploy innovative fnance instruments at
scale towards adaptation activities. Action taken now
across the full range of potential adaptation fnance
sources will be critical to determining the course of
Africa’s capacity to respond to present and oncoming
climate impacts and to building a more climate-
resilient and livable future.

There are two things that motivate busi-
ness: risks or opportunities. Amandatory
Task Force on Climate-Related Financial
Disclosures (TCFD) with afocus on adap-
tation as well as an opportunity agenda will
mobilize business.”

Peter Bakker, President and Chief Executive Ofcer, WBCSD
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The Africa Adaptation Acceleration Program
(AAAP) was jointly launched by the GCA and
the African Development Bank (AfDB) at the
Climate Adaptation Summitin January 2021,
AAAP is aligned with the vision of the Africa Ad-
aptation Initiative (AAl), which was initiated by
African Heads of State in 2015 to ensure that
the continent urgently adapts to the adverse
efects of climate change. AAAP will contrib-
ute to this goal of scaling up and accelerating
adaptationin Africaand aims to leverage US$
25 billion by 2025.

©000000000000000000000000000000000000000000000000000000000

Pillars of the AAAP

A broad range of stakeholders — including African
leaders, institutions, and multiple development
partners — were consulted on the design of AAAP.
Based on their inputs, and on the priorities and needs
identifed in Nationally Determined Contributions,
National Adaptation Plans, the Africa Adaptation
Initiative (AAl), and the Initiative for the Adaptation

of African Agriculture, four key pillars were identifed:
climate smart digital technologies for agriculture

170 | GLOBAL CENTER ON ADAPTATION

and food security; Africa Infrastructure Resilience
Accelerator; empowering youth for entrepreneurship
and job creation in climate adaptation and resilience;
and innovative fnance initiatives. A brief description
of the four pillars of the AAAP follows.

Climate smart digital technologies for agriculture
and food security

More than 60 percent of the population of Sub-
Saharan Africa is employed in smallholder farming.2®
At the same time, 51 percent of the population

is food insecure, and over 256 million people are
malnourished.?® Agriculture and food security are
therefore critical sectors in Africa, with considerable
potential to contribute to the achievement of several
Sustainable Development Goals (SDGs). However,
agriculture is also one of Africa’s most vulnerable
sectors when it comes to climate change, with
agricultural yield reductions of over 50 percent
predicted in some regions by 2050.%°

Digital technologies can help smallholder farmers to
adapt better and contribute to overall food security
by increasing yields by 40-70 percent. This pillar

of AAAP therefore seeks to scale up the uptake of
climate-smart digital technologies and associated
data-driven agricultural and fnancial services for at

least 30 million farmers in Africa, particularly women,
by 2025. This is expected to:

y Increase food security in 26 least developed
countries

y Reduce malnutrition for ten million people

y Increase the agricultural yield of farmers
participating in the activities under this pillar by
about 40 percent

y Signifcantly increase smallholder incomes

A microinsurance blueprint and a digital platform for
adaptation in agriculture will also be developed.

Africa Infrastructure Resilience Accelerator

The Africa Infrastructure Resilience Accelerator
(AIRA) aims to scale up investment for climate-
resilient infrastructure and close the infrastructure
gap in Africa, to help achieve the SDGs despite
climate change. Under AIRA:

y The National Resilient Infrastructure Program
will help 16 countries in Africa to strengthen their
enabling environment and increase fnancial fows
to make infrastructure investments

y The City Climate Adaptation Accelerator will
assist 32 cities in 16 countries in Africa to develop
sectoral infrastructure adaptation plans, to guide
future investments

y The Build Smart Project Preparation Facility for
Water will mobilize about US$ 7 billion worth
of investments

y Infuence at least US$ 30 billion worth of
infrastructure investments in the water sector for
adaptation and resilience

y Nature-based Solutions will be promoted for new
and existing infrastructure, to promote resilience,
socioeconomic growth and green jobs

Empowering Youth for Entrepreneurship and Job
Creation in Climate Adaptation and Resilience

Africa’s burgeoning youth population, the youngest
in the world with an average age of 19.7, is expected
to double by 2050. It is predicted, however, that

50 percent will unemployed, discouraged, or
economically inactive by 2025.3* This pillar aims to
unlock the untapped potential of youth in Africa to
drive resilience through their innovativeness, energy,

and entrepreneurship. It aims to promote sustainable
job creation at scale by 2025, by promoting youth
entrepreneurship and innovation for action on climate
adaptation and resilience in Africa. Specifcally, the
pillar will support:

y Legal, policy, and regulatory reforms to remove
structural barriers that prevent youth participation
in businesses and jobs related to adaptation

y 10,000 youth-led micro, small, and medium-sized
enterprises on adaptation

y Enhanced skills for one million youth in jobs related
to adaptation and resilience

y Unlocking of US$ 3 billion in business opportunities
for adaptation action by innovative youth-owned
enterprises, 50 percent of which will be led
by women

Innovative Finance Initiatives

Africa received 4 percent of global climate fnance

in 2017-2018, of which only US$ 3.5 billion was for
adaptation. While the current estimated annual needs
for adaptation in Africa range US$ 7-15 billion, these
are expected to rise to US$ 50 billion by 2040.%2 This
pillar aims to increase fnancial fows for adaptation
to Africa by US$ 12.5 billion by 2025, to complement
the US$ 12.5 billion commitment of the AfDB.
Specifc activities will include:

y A Technical Assistance Program (TAP) to help eight
countries access adaptation funds for projects
related to the other AAAP pillars.

y Support to three countries in Africa to develop
new tools such as green bonds and debt for
resilience swaps.

y Support to strengthen the capacity of national
fnance ministries, central banks, and fnancial
institutions in eight countries to identify, manage,
and disclose climate-related risk, and to integrate
climate risks in macroeconomic and risk modelling.

An AAAP Investment Facility is also being
established to mobilize resources from innovative
public and private sources to fnance the AAAP.
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y Adaptation is not a choice but a necessity for
the private sector to manage worsening climate
realities across Africa. This chapter reveals that
while there is more private sector adaptation action
on the continent than is currently recorded, it is still
low compared to other regions of the world and is
mostly focused on mitigation.

y Frontrunners among Africa-based businesses
capitalize on resilience and adaptation
action, which not only helps them to manage
climate risks but also positively impacts their
productivity and proftability. Aimost all the
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large companies that were interviewed identifed
potential business opportunities in managing
climate risks.

y Large companies have the capacity to generate
information on climate impacts on their
operations through risk assessments, while
micro, small, and medium-sized enterprises
(MSMEs) lack the capacity and therefore the
information. Sharing climate data and adaptation
knowledge with MSMEs, which are often an
essential part of the value and supply chains,
will beneft larger companies in the long term.

y Traditional project funding does not always work

for private sector adaptation and resilience-
building efforts, because investments can
sometimes lead to a short-term loss of income or
require investments in new skills or technologies.
Appropriate support and fnancing mechanisms
are necessary to help MSMEs switch to climate-
resilient practices.

o

Photo: peeterv/iStock’ /

w

Climate actionis a $3 trillion investment op-
portunity in Africaby 2030 ... The Africa Adap-
tation Acceleration Program, and many other
ambitious African initiatives, must be empow-
ered to fully deliver on their goals.”

Antoénio Guterres, Secretary-General of the United Nations
Leader’s Dialogue on the Africa Covid-Climate Emergency;,
April, 2021
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SECTION 1 - ECONOMICS AND FINANCE
THE PRIVATE SECTOR

INTRODUCTION

The private sector generates two-thirds of the
investments, 75 percent of the economic output,

and 90 percent of the employment in Africa, through
a diverse range of companies that include large
multinationals on the one hand, and many micro,
small, and medium-sized enterprises (MSMES) on
the other! Its importance is therefore hard to dispute.
However, little is known about its role in climate
adaptation and resilience-building efforts, or about
how it can help to scale up and strengthen adaptation
efforts across the continent.

The information that does exist indicates that there
is currently limited private sector engagement in
climate change in Africa compared to other regions
of the world, and most of it is focused on mitigation
rather than adaptation.? It would also appear that
governments are not always fully aware of how to
engage the private sector on climate change, as only
fve countries in Africa have systematically integrated
private sector involvement in their Nationally
Determined Contributions (NDCs).?

This chapter seeks to provide further insights on the
role of the private sector in adaptation in Africa. It

is based on a GCA analysis of the CDP’s Corporate
Climate Change Disclosure Questionnaire 2020; a
survey of MSMEs in Africa by the GCA; and interviews
with representatives of companies that are either
based in Africa or have assets or branches in Africa,
conducted jointly with the World Business Council
for Sustainable Development.* It fnds that while

the private sector is doing more than is currently
recorded, much more needs to be done to adapt and
climate-proof operations, as delaying adaptation
action will put the viability of entire businesses at
risk.®

Following a brief overview of private sector action
and reporting on climate change in the next section,
the chapter highlights key drivers, barriers, and
motivations to enable adaptation by the private
sector in Africa—including the role of policies and
institutions; data and information; collaboration and
capacity building; infrastructure and supply chains;
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and access to fnancial and economic instruments.®
Finally, it fnds that adaptation and resilience efforts
also present opportunities for the African private
sector, for instance in the form of new products and
services that become necessary.’

Private sector climate action and reporting
in Africa

Around the world, climate action by large enterprises
has increased rapidly over the last decade, with

an unprecedented number of companies adopting
climate targets despite the COVID-19 pandemic.?
Driven partly by a heightened demand from clients,
investors, and shareholders, large businesses

are increasingly committing to climate action,
demonstrating that ambitious climate action can go
hand-in-hand with market outperformance.®

Investors are more likely to provide capital to

frms that disclose information on climate- and
sustainability-related parameters, through various
tools such as those provided by CDP, the Task Force
on Climate-related Financial Disclosures, Businesses
for Sustainability Reporting, and the Global Reporting
Initiative 1° As businesses reckon with the impact of
climate change on their own activities, it is also not
uncommon for business leaders to urge politicians
to show greater climate ambition at climate summits
and conferences ' However, most private sector
action is currently focused mainly on mitigation.

In our GCA analysis, we fnd that information
disclosure on climate change by large businesses

in Africa is still limited.*? Of the 3000 companies

that responded to CDP'’s Corporate Climate Change
Disclosure Questionnaire 2020, only 17 percent (or
515 companies) disclosed data on climate activities
in Africa.’® Of the 515 companies, 31 (approximately
6 percent) have their headquarters in Africa, while

the rest are multinationals with operations in Africa.
The disclosure of data is unequally distributed across
Africa, with most reporting from South Africa, Algeria,
Egypt, Morocco, Angola, Kenya, and Botswana.

The most prominent sectors that disclose climate
information in Africa include services, manufacturing,
materials, food and beverages, agriculture, biotech,
health care, pharma, infrastructure, retail, and
hospitality.

An overwhelming majority of companies that
disclose data on climate-related activities in Africa
identifed potential fnancial or strategic impacts

due to climate risks (88 percent), as well as climate-
related business opportunities (94 percent). Aimost
all of them (97 percent) report that climate-related
risks and opportunities have infuenced their strategy
and/or fnancial planning, and more than half (59
percent) have developed low-carbon transition
plans* They identify adaptation and resilience

as the fourth most important topic for corporate
engagement with policymakers, behind clean energy
generation, energy efciency, and climate fnance.

Many of these companies (65 percent) identify
climate risks that could have signifcant strategic
and fnancial implications. Possible negative
fnancial impacts include decreased revenues due
to reduced demand for products and services;
decreased revenues due to reduced production
capacity; increased direct costs; and increased
capital expenditures. Approximately half the
companies provided a specifc fgure for estimates
of the fnancial impacts of climate risks, while others
provide a range.

The climate risk assessments undertaken by these
companies consider risks that relate to current
regulations, emerging regulations, reputation,
markets, physical infrastructure, and technology. The
climate-related risks that are identifed most often
are categorized under operational risks, policy and
legal risks, credit risks, market risks, and reputational
risks (Figure 1). The climate-related opportunities for
business expansion identifed most often, meanwhile,
relate to products and services and resource
efFciency.

Using a range of climate scenarios to conduct
climate risks assessments, the companies identify
droughts and fooding as the most urgent climate
risks, followed by extreme weather events.® Water
scarcity is also of particular concern. South Africa
has the largest number of businesses reporting
detrimental water-related impacts globally, while

Figure 1: Most frequently identifed climate-related risks by businesses in Africa
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businesses in Zambia, Malawi, Benin, Mozambique,
and Kenya are also frequently affected. Stricter
regulations and statutory water withdrawal limits are
also cited as water-related impacts by companies in
some countries.

The private sector in Africa already feels the impact
of climate change, including droughts, foods,
extreme heat, and extreme rainfall, whether directly
or indirectly, throughout their supply chains. In the
interviews, the representatives of large corporations
were more likely to be able to point to future climate
risks and indirect impacts on their operations due
to the instability of supply chains. By contrast, the
MSMEs participating in the survey said they had

less access to information on future impacts and
were more likely to focus on current or recently
experienced direct impacts of extreme climate
events. Some of these impacts include reduced
productivity (75 percent); reduced sales and income
(71 percent); loss of customers due, for instance,

to displacement, resulting in loss of income (62
percent); and physical damage to property (47
percent) (Figure 2). The climate risks experienced by
MSMEs also varied across regions. In west Africa, all
surveyed companies were directly affected by climate
change impacts, while in east Africa and southern
Africa, 70 percent and 47 percent respectively were
directly affected.

Figure 2: Direct impacts of extreme weather events on MSMEs in Africa

Reduced productivity

Inability to do business for more than a few days
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Source: authors

ENABLING ADAPTATION AND
RESILIENCE ACTION BY THE
PRIVATE SECTOR

In the recent survey and interviews conducted by
GCA and the World Business Council for Sustainable
Development that inform this chapter, private sector
representatives identify several elements that can
foster adaptation action and resilience building within
the private sector in Africa. These elements can also
encourage a constructive role for the private sector
in supporting adaptation efforts by governments and
non-government actors.
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These include:

y Policies and regulations to incentivize innovation.*¢

y Information and data to reduce uncertainty, and to
guide planning and decision-making by businesses.

y Collaboration and capacity building to support
those within the private sector with limited
capacities, and to coordinate responses, arrange
partnerships, encourage formal and informal
networks, and formulate strategies.'’

y Accessible fnancial and economic instruments,
such as insurance schemes to enable adaptation
and resilience building, particularly for MSMEs.

y Resilient infrastructure for essential services such
as water, electricity, transportation, and access to
markets, along with resilient supply chains.*®

y The identifcation of potential business
opportunities, including the promotion of local
entrepreneurship, through which the private sector
can play a constructive role.

While referring to climate risks, private sector

actors often employ different terminologies such

as “volatility management,” “risk response,” or
“resilience building”. For instance, Rabobank, a
Netherlands-based cooperative bank with a strong
focus on the food and agriculture sector, fnds it
more effective to refer to risks that could affect the
businesses of its clients instead of “climate change
adaptation.” Similarly, IBM Research, the research
and development division of multinational technology
corporation IBM, employs terminology that relates
to the risk management processes of frms, such

as supply chain disruption, agricultural production
losses, water scarcity, maintenance disruptions, and
civil infrastructure damages.

Related to the issue of terminology and defnitions,
companies sometimes struggle to indicate progress
in adaptation and resilience efforts which, unlike
mitigation, lack straightforward measures of
progress. This subsequently complicates measuring,
pricing, and reporting adaptation action, with
businesses having to stitch together a range of
benefts to make a business case for adaptation,
such as livelihood benefts, job creation, and farm
productivity.

Policies and regulations

Appropriate policies and regulations at the national
and local levels can create an enabling environment
for adaptation and provide positive incentives for
the private sector to innovate. Conversely, poorly
designed regulations can inhibit innovation. For
example, Holcim, a Swiss-based global building
materials and aggregates producer with assets in
Africa, developed a “green concrete” called ECOPact+
by upcycling construction and demolition materials,
to encourage circularity and resource efciency.
While the use of such innovative products could

be scaled up if governments introduce supportive
regulations, a representative from Holcim notes
that norms currently do not evolve at the speed of
innovation.

Norms can be designed to beneft both communities
and companies, notes a representative from Enel,

a multinational energy producer with a presence in
South Africa. For instance, South Africa’s Renewable
Energy Independent Power Producer Procurement
Programme (REIPPPP) supports renewable energy
producers, and at the same time requires power
producers to support local enterprises and participate
in socioeconomic development activities.*®

Climate information and data

Information and data on potential climate risks,
and the possible adaptation measures that can

be taken to mitigate these risks, is a fundamental
requirement for the private sector to act. But

while large companies like Holcim and Enel have
in-house capacity, or the capacity to engage
experts, to generate data and information through
risk assessments that use multiple climate models,
others, particularly MSMEs, lack the capacity and
therefore the information. Even the risk assessments
conducted by large multinationals do not always
include assessments for their limited Africa-based
assets.
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The assessments conducted by large companies
inform decisions on locations, production, and
climate-proofng efforts. Companies also recognize
that the resilience of entire value chains, not only of
their own operations, is important. DSM, for instance,
recognizes the importance of stable incomes and
sustainable business operations among its suppliers,
while noting that the risk of suppliers in the value
chain becoming fnancially unsustainable is still
higher in Africa than in most other parts of the

world. Improving the resilience of MSMEs along the
value chain is therefore benefcial for all businesses,
from multinational to micro. Sharing information
from value chain risk analyses, often conducted by
large companies, can help MSMEs understand and
quantify their risks, and to inform their decisions on
elements such as insurance and infrastructure. This
will beneft large companies in the long term.

More information may not, however, always mean
more adaptation action. When risks are high, banks
may either choose not to invest at all; or to invest
along with adaptation measures.

Climate data was cited as an important constraint

to adaptation action by MSMEs that responded to
the survey. In the survey, 29 percent of the MSMEs
indicated that they lack climate data, and 17 percent
said they lack knowledge of climate impacts. Survey
respondents said they need more technical support
(31 percent) and knowledge (19 percent) to respond
to climate change impacts, access solutions, use
weather forecasts, and exchange information. Most
MSMEs learn about climate measures through
online research (10 percent), or through knowledge
sharing, for instance with clients, business partners,
and universities. Some also attended online courses,
conferences, and workshops.

[Travel/ Shuttestoek
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The danger which s already at our doorstep
shows that we need to take strong, integrated
and sustained adaptation measures. The cli-
mate won't wait until we have ended the Covid
pandemic”

H.E. President Faure Gnassingbe of Togo
Leader's Dialogue on the Africa Covid-Climate Emergency;,
April, 2021

Awareness of government policies that could support
private sector adaptation is also low among MSMEs.
Only 12 percent indicate that they received (mainly
technical) support from national governments,

while 10 percent indicate that they received support
from local governments. MSMEs identifed the
following policy-related areas that pose barriers to
their operations and subsequent adaptation actions:
access to fnance (93 percent); transportation costs
and time (83 percent); high tax rates that impede
action or additional investments in adaptation and
resilience (69 percent); restrictive business operations
licensing (60 percent); and lack of education or
training (67 percent) (Figure 3).

Figure 3: Climate adaptation barriers for MSMEs in Africa
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Collaboration and capacity building

Companies large and small highlight the importance
of collaboration, cooperation, and partnerships
among stakeholders to advance adaptation.
Collaborations and linkages between institutions

can signifcantly increase the ability of businesses to
adapt, and, with networks, provide mutual support
and access to capital, markets, and technologies that
cannot be accessed by individual MSMEs.?°

Larger corporations often forge information and
knowledge networks with academia, scientists, and
government research institutions. For instance, OCP
Group, a global fertilizer producer based in Morocco,
has partnered with the Mohammed VI Polytechnic
University, the International Center of Biosaline
Agriculture, and the International Development
Research Centre in Rehamna province in Morocco to
introduce high-yielding quinoa varieties to farmers,
and contribute to food and nutrition security.
Similarly, 24 percent of the MSMEs surveyed report
collaboration with others to broaden their knowledge
and skill sets, raise awareness, share guidelines,
disseminate information on disasters, participate

in capacity building programs, and coordinate
cooperation with other private sector actors.

Our analysis indicates that large companies with
substantial operations in Africa often engage in
capacity building to support the adaptation efforts of
their clients and of other stakeholders.

30% 40% 50% 60% 70% 80% 90% 100%

Minor barrier [l No barrier

For instance, the OCP Group provides farmers with
training on sustainable farming practices, resulting
in improved land management, and increased yields
and incomes. The power company Enel provides risk
forecasts and assessments prepared by in-house
experts to adapt its activities to heatwaves, foods,
sea level rise, and strong winds, all of which present
risks to its assets and operations across Africa.
With the non-proft Res4Africa Foundation, Enel has
also created the Microgrid Academy in Nairobi to
train young Africans to plan, manage, and maintain
mini-electric grids, and support stable access to
renewable energy for rural communities.

Sharing climate and weather data through innovative
technologies such as cloud computing is another
means of collaboration. For instance, IBM'’s
Environmental Intelligence Suite provides generic
accelerators for environmental and climate impact
modeling at scale via its Climate Impact Modelling
Framework (CIMF). CIMF provides analytics-ready
data and pre-build models for climate-related
extremes such as foods, wildfres, and droughts, and
a library of Artifcial Intelligence algorithms for better
calibration, quantifcation, and predictions.

Business networks can also play a vital role in
building capacity and raising awareness, particularly
among MSMEs. For instance, NBI, a group of
national and multinational companies in South Africa

STATE AND TRENDS REPORT 2021 | 179



SECTION 1 - ECONOMICS AND FINANCE
THE PRIVATE SECTOR

F hot®: Lucian Goman/Shutterstock)

cooperating on sustainable development efforts,
provides MSMEs with resources on adaptation and
climate fnance.

Accessible fnancial and economic
instruments

Short-term investments in adaptation, even when
they are high, can ensure long-term benefts for

both companies and their clients, and the continued
sustainability of business operations. Although

some MSMEs receive fnancial support to respond

to climate impacts from international initiatives (10
percent) or family and friends (14 percent), fnance
remains a key barrier for adaptation action for almost
all the companies surveyed.

Traditional project funding does not always work
for private sector adaptation and resilience-building
efforts, because the uncertainty around climate
risks makes a difcult case for investments, and
adaptation benefts are insu¥ciently understood.
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For instance, investing in climate-resilient crops can
sometimes lead to a short-term loss of income, or
require investments in new skills, technologies, and
crop varieties, notes a representative from Olam
International, a food and agri-business company.
Farmers need support and fnancing mechanisms
to make these choices and switch to climate-smart
practices, as private sector operators cannot bridge
this gap at scale.

Initiatives like NBI are looking for alternative and
experimental ways to fund private sector adaptation,
such as alternative currencies, ecosystem services
payments, and blended fnancing. Rabobank
collaborated with Mastercard to create a digital
platform to connect small-holder farmers with
buyers, payment tools, and digital transaction
records. Such services are also increasingly sought
by clients, according to international banking group
BNP Paribas, which is responding to the rise in
demand by developing blended fnance and alternate
fnancing mechanisms to address adaptation needs.

Large companies have a signifcant role to play

in supporting suppliers and smaller companies
deal with climate impacts, including by managing
value chains and providing risk data to reduce
uncertainties. Better risk data can help lower the
cost of insurance premiums for smaller companies,
by lowering uncertainty and providing insight into
residual risk exposure.

“Funding mitigation is easier because it fts into
agenerally understood model of how fnance
works... For adaptation, you're essentially fund-
ing deferred costs, which does not always sit
well with traditional project fnancing.”

Representative of NBI

Infrastructure and supply chains

Efforts to improve the resilience of infrastructure
can beneft local communities in addition to
company operations. For example, the OCP Group
has collaborated with public authorities in Morocco
to invest in desalination stations and wastewater
recycling plants to reduce water pollution and
address water stress. Enel has installed water
storage and fltration systems in football felds in
South Africa, where each system can flter up to

17 million liters of clean drinking water annually

to supply neighboring households. NBI seeks to
engage businesses and policy makers to identify
opportunities for adaptation projects and to address
possible barriers.

Large companies are aware that climate extremes
can result in volatility of supply chains and create a
sub-optimal investment climate that could obstruct
business expansion. Some companies, such as the
OCP Group, indicate that their operations in Africa
are more vertically integrated than elsewhere to
manage supply and logistics chains. A pro-adaptation
regulatory environment could protect smallholder
suppliers in such contexts. Others, like Royal DSM
and Holcim, ensure that they can alternate suppliers
and producers when certain locations are affected by
extreme events, to ensure operational continuity in
the short term.

Such alternative arrangements may not be possible
for MSMEs when they are affected by transport,
energy, and connectivity issues caused by climate
extremes.

Almost all the large companies that were interviewed
for this chapter identifed potential business
opportunities in managing climate risks. Many

have introduced new climate-resilient products to
cope with climate challenges such as increasing
temperatures, water scarcity, and deteriorating
coastal reefs. DSM, for instance, has introduced
enzymes for the food and beverage industry that can
potentially reduce water consumption. It has adjusted
their own production methods for omega fatty acids
in response to changing fsh migration patterns and
biodiversity concerns.

Occasionally, climate catastrophes result in
innovations. In the aftermath of Cyclone Idai,
14Trees, a joint venture between Holcim and the UK's
development fnance institution CDC, built the world's
frst 3D-printed school in Malawi within 18 hours.

MSMEs also see opportunities for business
expansion while managing climate risks (95 percent).
New products were identifed by 81 percent of
MSMEs, while 22 percent found new markets

for existing products, and 60 percent identifed
opportunities for new markets. Microlnsurance
Services, for instance, is an MSME in Malawi that
capitalized on the demand for information on adverse
climate impacts, and now provides weather-related
information in addition to risk insurance. Other
MSMEs have found opportunities for expansion

into new products such as organic fertilizers and
renewable energy powered farm-machines.

" Photo; africa924/Shutterstock
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ADAPTATION AS A WIN-WIN FOR
THE PRIVATE SECTOR

Adaptation is not a choice, but a requirement for the
private sector to face worsening climate realities
across Africa. Yet the African private sector remains
underrepresented in discussions and in action due to
a combination of factors, including lack of awareness,
inadequate tracking mechanisms, and limited
resources.?! Greater efforts to enhance awareness,
mobilize private sector actors, and to provide visibility
for their activities, along with accessible fnancial
instruments, are therefore necessary.
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At the same time, government policies and enabling
environments at all levels (including procurement
policies and product standards) are key to incentivize
both MSMEs and large enterprises, and to promote
innovation. Collaborations and partnerships within
the private sector, and with other stakeholders, can
not only help build private sector resilience, but can
also generate adaptation and resilience benefts for
the communities that they operate in.

Finally, it is important to dislodge the notion that
adaptation and resilience efforts are all costs
without benefts.

“Stronger international partnerships are a

key part of the EU's new climate adaptation
strategy, and as our sister continent, Africais a
clear priority. We want a partnership of equals,
based on African needs and necessities.”

Frans Timmermans, Vice President of the European Commission
Leader’s Dialogue on the Africa Covid-Climate Emergency, April, 2021

“Itis amisconception to view the implementation of sustainability project interventions and ac-
tions only as a cost... Being sustainable is a win-win approach and is positive not only for the local
population or for the environment, but for the investment itself.”

Representative of Enel
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Cooperative initiatives — collaborations be-
tween state, non-state, and sub-national actors
—have emerged as an important vehicle to
engage businesses and investors in adaptation
around the world.

©000000000000000000000000000000000000000000000000000000000

Examples include 4 per 1000, an initiative with
voluntary public and private sector stakeholders
working on land and soil management; the
InsuResilience Global Partnership, which facilitates
dissemination of market-oriented and poverty-and
gender-sensitive solutions for climate risk insurance
in developing countries; the Business Alliance for
Water and Climate, which works to improve water
security and resilience; and the Value Chain Risk to
Resilience initiative, which works with businesses
to increase their ability to diagnose and understand
physical climate risks, and to adopt and implement
climate resilience measures.
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According to the Climate Cooperative Initiatives
Database (C-CID), a database of 300 international
cooperative initiatives, approximately 27 percent of
the adaptation initiatives are active in Africa — mostly
in west Africa, with fewer initiatives in east Africa
(Figure 1).22

While relatively few Africa-based private sector actors
take part in these adaptation initiatives, many non-
Africa-based private sector actors are involved in
activities in Africa, fulflling different roles as funders,
participants, or lead partners (Figure 2).

Figure 1: Cooperative adaptation initiatives in Africa
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Figure 2: Businesses and investors based outside Africa that participate in resilience and adaptation initiatives on the
continent
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Action areas in Africa

A closer look at cooperative initiatives that primarily
implement in Africa (with at least 50 percent of the
countries they are implemented in based in Africa)
shows that they most often focus on agriculture
and food security, followed by water, biodiversity
and fnance (Figure 3). There is less focus on
resilient cities and infrastructure. Water and nature-
based solutions feature as crosscutting themes
across multiple action areas — for instance, many
youth-oriented initiatives address water issues,

and nature-based solutions feature in initiatives on
resilient cities, infrastructure, youth, biodiversity, and
fnance.

These action areas are addressed through a

wide range of activities that include knowledge
dissemination, enhancing participation (to get more
peers to support a standard or to make individual
commitments), and institutional capacity building
(building new institutions or partnerships, or
expanding existing organizational capacity).

There is less of a focus on lobbying activities,

and product and service development (Figure 4).

Figure 3: Adaptation-related action areas of international
cooperative initiatives in Africa
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Figure 4: Activities under cooperative adaptation
initiatives in Africa
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Africa-based private sector participation

Although African private sector actors make up a
relatively small proportion of overall participants,
there are still 275 Africa-based businesses and
investors that participate in one or more cooperative
initiatives. They are mostly very large companies
(with more than 1000 employees) or large companies
(100-999 employees). Small and micro enterprises
(SMEs, with 1-9 employees) are much less engaged
(Figure 5), despite their importance to productivity
and employment across Africa. This could be due, in
part, to the international attention on initiatives that
involve large enterprises.

Moreover, SMEs are typically not publicly listed and do
not experience the same demands for transparency on
environmental and social governance (ESG) as publicly
listed companies do. Many of the private companies
that participate in cooperative adaptation initiatives, for
instance, do not have published ESG plans (Figure 6).

Africa-based businesses and investors engage
mostly in the fnance and insurance sector. Other
sectors that are particularly exposed to climate
change impacts, such as agriculture, forestry, and
fshing, are under-represented.

Figure 5: African businesses in climate adaptation: Top 10 sectors
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Figure 6: Africa-based businesses participating in cooperative adaptation initiatives, with ESG plans
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International cooperative initiatives can therefore
make important contributions to adaptation and
resilience-building in Africa, but the number of Africa-
based businesses and investors participating in such
initiatives remain relatively low. Efforts to engage
private sector actors across Africa, particularly SMEs
which make up a large part of employment and
economic output across Africa, are necessary. The
invisibility of SMEs could be due to the international
focus on larger businesses and investors, and due

186 | GLOBAL CENTER ON ADAPTATION

M No ESG plan
B ESG plan published

State owned Not for profit
enterprise company

to fewer incentives — and possibly capacity — for
SMEs to report on ESG policies.?® Fortunately, recent
years have seen growing efforts to stimulate national
and regional action — for instance, Kenya, Uganda,
Tanzania, and Rwanda have launched the East
African Climate Change Technical Working Group to
foster cooperation and engage non-state actors; and
Africa Climate Week is organized annually to bring
together private and public stakeholders.

»
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