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Abstract

This paper presents the results of a study into private sector engagement in climate change
mitigation and adaptation action across Pacific Small Island Developing States, that was
conducted as part of the work implemented by the Secretariat of the Pacific Regional En-
vironment Program under the Green Climate Fund Readiness project ‘Supporting regional
direct access entities to increase Pacific SIDS access to climate financing. Drawing on a
structured scoping evidence review and targeted stakeholder consultations, we identify key
barriers and opportunities for increasing private sector involvement in climate-sensitive
sectors. We critically evaluate the existing policy landscape, institutional frameworks, and
financial mechanisms influencing private sector participation, with a specific focus on
micro, small, and medium-sized enterprises. Barriers identified include limited access to
localized climate information services (CIS), fragmented regulatory environments, and
insufficient financial incentives for private investment in adaptation and mitigation initia-
tives. Recommendations are proposed to scale up private sector engagement, including
the development, tailoring, and uptake of localised CIS, better coordinated and more in-
clusive institutional systems, expanded financial incentives and innovative risk mitigation
tools, promotion of public-private partnerships, and streamlined policy frameworks. The
strategic interventions proposed aim to overcome current barriers, mobilise private capital,
and foster sustainable and inclusive economic opportunities across Pacific Small Island
Developing States.

Keywords Private sector - Climate change - Pacific -+ Small Island Developing States

1 Introduction

There is a well-documented need to strengthen private sector engagement in climate change
mitigation and adaptation initiatives across the Pacific region (Samuwai 2021; Pacific
Islands Forum Secretariat 2021, 2024a, 2024c). This research was part of the work imple-
mented by the Secretariat of the Pacific Regional Environment Program (SPREP) under the
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Green Climate Fund (GCF) Readiness project ‘Supporting regional direct access entities to
increase Pacific SIDS access to climate financing. A key objective of the project was to anal-
yse current private sector landscapes, identify barriers to and opportunities for their engage-
ment in climate initiatives, and propose actionable strategies to mobilise greater investment
and increased private sector climate leadership across Pacific island countries. The project’s
findings aimed to inform and guide policymakers, development partners, and private sector
stakeholders to achieve the private sector-related climate goals articulated in regional and
international climate finance frameworks.

This paper contributes an integrated evidence base on private sector climate action in
Pacific SIDS by (i) synthesising dispersed literature through a structured evidence scoping
review; (ii) analysing targeted expert consultations across eight PSIDS, and (iii) deriving a
practice-oriented set of policy levers for MSME participation in mitigation and adaptation.
Our analysis addresses three questions: 1) What forms of private sector engagement are
documented in PSIDS across mitigation and adaptation? 2) What barriers and enablers recur
across countries, sectors and firm sizes (with attention to informal enterprises and women-
led firms)? 3) Which policy and financing instruments are most actionable for near-term
scale-up? Given their complementary roles, we consider both domestic and foreign private
sector actors, from MSMEs and local financial institutions to regional and international
firms operating in PSIDS.

1.1 Context

Climate change is recognised by Pacific leaders as “the single greatest threat to the live-
lihoods, security and well-being of the peoples of the Pacific” (Pacific Islands Forum
2018). Pacific Small Island Developing States (PSIDS)! are exceptionally vulnerable to
the impacts of climate change (Jain et al. 2022; Weatherill, 2022). PSIDS consistently rank
amongst the most vulnerable countries to climate induced disasters (Biindnis Entwicklung
Hilft/TFHV 2023; Notre Dame Global Adaptation Initiative 2024; Adil et al. 2025) with
associated estimated losses due on an annualized basis far exceeding those in nearly all
other regions worldwide (World Bank 2017). The climate-related vulnerability of PSIDS
arises from a combination of geographical exposure and remoteness (e.g., rural coastal com-
munities impacted by tropical cyclones), economic constraints (e.g., low GDP per capita),
infrastructure and capacity limitations (e.g., under-resourced public administration), social
and environmental factors (e.g., biodiversity loss), and limited access to climate finance
(e.g., adaptation finance for slow and rapid-onset events) amongst other factors (Mycoo
et al. 2022). Consequently, mobilising new and additional climate finance to address cli-
mate vulnerability and adaptation needs has become a crucial issue for the Pacific, drawing
significant attention from PSIDS leaders and generating regional advocacy for immediate
international action (Pacific Islands Forum Secretariat 2024¢; Wilkinson et al. 2023).
Small Island Developing States (SIDS), including those in the Pacific region, bear mini-
mal responsibility for the current global climate crisis (Samuwai 2021). SIDS account for
just 0.5% of aggregate historic global carbon dioxide emissions (Watson et al. 2024). Due
to their geographic, socioeconomic, and climate profiles, SIDS are particularly vulnerable
to the extreme impacts of climate change. There are 14 SIDS in the Pacific region which

!Per the UN, there are 14 PSIDS — Cook Islands, FSM, Fiji, Kiribati, Nauru, Niue, Palau, PNG, Marshall
Islands, Samoa, Solomon Islands, Tonga, Tuvalu, and Vanuatu.
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are considered “canaries in the coal mine of climate change” (Hanna and Mclver 2017) as
frontline victims to the adverse impacts of climate change. The Pacific region is particularly
vulnerable to climate change, with estimated losses due to hazard-induced disasters on an
annualised basis far exceeding those in almost all other regions in the world (World Bank
2017).

Mobilising resources in a vulnerable environment is a major hurdle for many PSIDS.
They face high costs of capital because of their geographic isolation, small markets, and
economies of scale (Samuwai and Hills 2018; Pacific Community 2019). For most PSIDS,
the domestic private sector lacks substantial pools of domestic savings in the form of bank
deposits, pensions funds or insurance funds, while in other cases local banks tend to accu-
mulate their cash holdings as there are relatively few bankable investment opportunities
given the risk profile of the local private sector (United Nations Economic and Social Com-
mission for Asia and the Pacific 2021). In addition, domestic capital markets have small
credit lines for PSIDS due to the small size of their economies (Sirimaneetham 2022). Com-
pared to other developing countries, SIDS (including those in the Pacific) have lower shares
of external private financing flows from international lending and foreign direct invest-
ments (FDI) (United Nations Economic and Social Commission for Asia and the Pacific
2021). Consequently, many PSIDS are heavily reliant on bilateral and multilateral official
development assistance (ODA), multilateral climate funds under the Financial Mechanism
of the United Nations Framework Convention on Climate Change (UNFCCC), and related
multilateral climate trust funds such as the Adaptation Fund (AF), Special Climate Change
Fund (SCCF), and Least Developed Countries Fund (LDCF) (United Nations Economic and
Social Commission for Asia and the Pacific 2021). Furthermore, simplified and expedited
access to climate finance from multiple sources is critical and urgent considering the urgent
threat climate change will continue to pose to PSIDS as noted in the 2021 Intergovernmen-
tal Panel on Climate Change (IPCC) Sixth Assessment Report (AR6) (Mycoo et al. 2022).
Urgent, predictable, and scaled-up access to climate finance will be pivotal to PSIDS to
ensure a fighting chance of survival (Intergovernmental Panel on Climate Change, Portner
et al. 2022).

2 Methods
2.1 Literature search and selection criteria

We undertook a structured scoping evidence review of available literature published 2004—
2021, including peer reviewed journal articles and grey literature such as project reports and
development partner briefs. Key search terms included “climate change,” “private sector,”
“PSIDS,” “adaptation,” “mitigation,” “MSMEs,” “public-private partnerships,” and specific
climate-sensitive sectors, such as fisheries, agriculture, energy, water, health, and infrastruc-
ture. Targeted stakeholder consultations that compliment the review are described in Sect.
2.2. An initial pool of approximately 200 documents was retrieved. Titles and abstracts were
screened against predefined inclusion criteria: geographic focus on PSIDS, explicit refer-
ence to private sector engagement, clarity on policy implications, and emphasis on climate-
sensitive sectors. Following initial screening, approximately 150 documents were subjected
to full-text review, and approximately 85 documents for detailed analysis. Included sources
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were assessed for forms of engagement, barriers and enablers, instruments, and reported
outcomes. We did not rerun database queries, and coverage of entrepreneurship and the
informal economy is addressed via existing criteria, prior grey-literature, and stakeholder
consultations. Our inclusion criteria covered private sector engagement by domestic and
foreign actors active in PSIDS across mitigation and adaptation.

2.2 Stakeholder consultations

We conducted key informant interviews and focus group discussions with 21 stakeholders
across 8 of 14 PSIDS between November 2024 and February 2025. Participants were identi-
fied through purposive sampling (mapping of relevant institutions and networks) followed
by snowball referrals. We operationalised “expert” as a professional with substantive expe-
rience in climate finance and investment, MSME/private sector support, sectoral climate
policy, or disaster/climate risk management within PSIDS. Recruitment sought coverage
across private sector organisations and firms (including chambers/associations), financial
institutions (development and central banks), government agencies (e.g., NDMO/line min-
istries), and regional/international partners.

Interviews followed a semi-structured discussion guide aligned to our study aims (Appen-
dix A) and focused on (i) barriers and enablers for private sector engagement in adapta-
tion and mitigation; (ii) partnership opportunities (e.g., renewable energy, climate-smart
agriculture, resilient/green infrastructure); and (iii) options to strengthen policy, finance,
and implementation pathways. Owing to budget and time constraints, most consultations
were conducted online (VoIP) and a minority occurred in person. To protect confidentiality
in small-country settings, we collected non-identifying notes only and report aggregated
results. Appendix B provides counts by PSID and stakeholder category. Participation was
voluntary under informed consent, with the option to skip questions or withdraw at any
time.

2.3 Limitations

The depth and comprehensiveness of this review were constrained by data gaps, a paucity of
literature specific to micro, small, and medium-sized enterprises (MSMEs) within informal
sectors and entrepreneurship in PSIDS, and a limited sample size of key informants con-
sulted. Due to limited gender-disaggregated data in PSIDS, gender patterns are interpreted
cautiously and assessed with stakeholder insights.

3 Private sector landscape in the Pacific

The private sector plays a critical role in building climate resilience for the Pacific, serving
as a key driver of trade and sustainable economic development (Pacific Islands Forum Sec-
retariat 2024a). Private sector actors in the Pacific, ranging from MSMEs to multinational
corporations, hold significant potential to drive innovation, finance and implement sustain-
able solutions, and scale resilience initiatives. However, systemic barriers such as limited
access to finance, fragmented enabling policies, weak institutional capacity, and low adap-
tive capacity hinder effective public private engagement on climate action.
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3.1 Defining the private sector in the Pacific

The ‘private sector’ is broadly defined within climate literature as inclusive of actors in both
the financial sector and real economy (Fayolle et al. 2019; Druce et al. 2016), “ranging from
large international and domestic corporations to MSMEs and smallholder farmers” (Stoll
et al. 2021). Private sector actors play a pivotal role in driving economic activity, employ-
ment, and innovation across PSIDS. However, the composition of the private sector varies
significantly across the region, shaped by each PSIDS’ unique geographic, economic, and
cultural context.

Definitions of ‘public private partnerships’ (PPPs) in the Pacific also varies greatly, with
some PSIDS having established formal PPP policy frameworks and related legislation and
others engaging private sector actors on an ad hoc basis. Similarly, MSMEs also lack a
common definition across PSIDS and reflect the same broad spectrum of formality in legal
and policy specificity. PSIDS such as Fiji, Samoa, and Vanuatu have formal MSME policy
frameworks, whereas most other countries in the region do not and instead rely on key sec-
tor partners (e.g., chambers of commerce, ministries of infrastructure) to navigate engage-
ment with private sector investment on a case-by-case basis.

Furthermore, MSMEs lack a common operational definition across the Pacific, including
under multilateral development banks (MDBs) and major climate funds, such as the GCF.
Successive reviews of the World Bank’s MSME lending by the Independent Evaluation
Group (IEG) have found that it is “inconsistent in defining SMEs and in applying defini-
tions to target its support ... making it more difficult to learn from experience” (IEG 2019).
Although definitions can vary considerably according to widely varying national standards,?
the best practice is to use multiple criteria — usually (1) the number of employees, (2) annual
turnover or sales and (3) assets (balance sheet total). The International Financial Corpora-
tion (IFC) defines MSMEs as having to meet at least two of three criteria: fewer than 10
(micro enterprises) or up to 300 employees (medium companies), with annual sales of up
to USD100,000 (micro) or up to USD 15 million (medium), and total assets of up USD
100,000 (micro) or up to USD 15 million (medium) (IEG 2019). In applying such criteria,
major climate funds and MDBS should look to national definitions (or, in their absence,
regional norms) so that estimates of maximum turnover and asset criteria are calibrated to
the relative wealth and economic structure of host countries (IEG 2019).

3.1.1 Micro, small, and medium-sized enterprises (MSMEs)

Micro, small, and medium-sized enterprises (MSMEs) comprise more than 95% of all reg-
istered businesses globally, provide between 50 and 70% of employment, and generate over
half of the gross domestic product (GDP) in numerous developing countries (Heinrich-
Bol1-Stiftung 2022; Montreal Group 2018; Alibhai et al. 2017). However, MSMEs often
lack access to finance and, crucially, a policy framework that helps such firms to grow (IEG
2019; Supporting Entrepreneurs for Environment and Development 2020). With the right
policy framework in place, MSMEs can also be “a powerful force for integrating women
and youth into the economic mainstream” (Alibhai et al. 2017).

2A WBG survey found that national standards for defining SMEs varied considerably, with the upper limit
for employment distinguishing SMEs from large enterprises ranging from a low of 19 employees to a high
of 499 (IEG 2019).
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MSMEs are a vital part of the business landscape in PSIDS and form the backbone of
Pacific economies (Asian Development Bank 2022b). They account for a significant por-
tion of employment and economic activity, operating in sectors that are highly vulnerable to
climate risks, such as agriculture, fisheries, and tourism. Their ability to adapt to changing
environmental conditions is critical for both local economies and broader climate resil-
ience efforts. They provide essential goods and services, especially in rural and remote areas
where larger enterprises are not present. These enterprises are significant job creators, par-
ticularly for women and youth, who might not have access to formal employment in larger
corporations. MSMEs have the potential to drive innovation in local climate adaptation
strategies. Their smaller scale often allows them to pivot more quickly than larger corpora-
tions, adopting new technologies or practices. In addition, MSMEs are frequently excluded
from formal climate finance mechanisms due to their size and limited financial capacity.
Addressing these barriers is essential for fostering sustainable development and ensuring
that climate resilience measures reach all segments of the economy.

Many MSME:s in the Pacific operate in the informal economy, defined broadly as eco-
nomic activities not fully captured by formal arrangements in law or practice (International
Labour Organisation 2002, 2017). This presents additional challenges for engaging them
in formal climate change policies and initiatives. Ensuring that MSMEs are included in
national and regional climate change strategies is not just about inclusiveness but equally
about effectiveness. MSMEs are embedded in local communities and are often more in
tune with the specific environmental and social challenges facing these communities. By
empowering MSMESs, governments can leverage their local knowledge and adaptability
to create more sustainable and resilient economies. Furthermore, integrating MSMEs into
climate strategies aligns with the United Nations’ Sustainable Development Goals (SDGs)
and targeted support for MSMEs would also help Pacific Island countries meet their Nation-
ally Determined Contributions (NDCs) under the Paris Agreement, particularly in sectors
like agriculture, fisheries, and tourism, where MSMEs play a dominant role (Asian Devel-
opment Bank 2024b). In PSIDS, this includes many micro-entrepreneurs and home-based
firms whose lack of registration, collateral, and eligibility limits access to climate relevant
finance and services. To engage them at scale, programmatic routes via chambers/associa-
tions and local financial institutions are preferable to one-off projects.

Research on MSMEs has shown that the transaction costs associated with accessing
international climate finance are generally prohibitive, and that the most effective solution
has been to deliver finance through local private or public financial intermediaries (Dalberg
2015; Supporting Entrepreneurs for Environment and Development 2020; Green Climate
Fund 2021). Additionally, large climate funds such as the GCF have offered insufficient
support for local currency lending, the deployment of which in relatively small increments
is a critical component of MSME support (Green Climate Fund 2021). This type of lending
reduces the currency exchange risks and associated costs borne by MSMEs, making finance
more accessible and affordable (Horrocks et al. 2025). Despite its importance, large climate
funds such as the GCF have provided limited support for local currency lending, primarily
because their financial products are typically denominated in major international currencies
(e.g., USD). Local financial intermediaries tend to be best placed to deliver accessible and
small-scale financial products in local currency.
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3.1.2 Impact of climate change on MSMEs

Despite their diversity and heterogeneity, MSMEs remain highly susceptible to climate-
related risks. In developing and emerging markets, such as in the Pacific, MSMEs often
struggle to reach the minimum efficient scale needed for sustained economic viability,
thereby constraining productivity gains. This shortfall in productivity undermines savings,
investment rates, capital accumulation, the creation of decent employment, and overall
competitiveness (Moody’s 2021; International Labour Organisation 2022).

As climate change accelerates MSMEs must also adapt to an evolving natural environ-
ment while navigating the political and commercial ramifications of a global shift toward
decarbonization, an undertaking that may be prohibitively expensive for many smaller
enterprises. Challenges are especially pronounced in the informal sector, where businesses
and workers lack the protections afforded by environmental and labour regulations, further
reducing resilience to climate shocks. Additionally, companies that neglect to implement or
communicate strategies addressing the social repercussions of transitioning to lower-carbon
practices are likely to face growing scrutiny from investors and customers, magnifying the
economic and political implications of climate change for MSMEs (Moody’s 2021; Interna-
tional Labour Organisation 2022).

3.2 Rationale to engage the private sector

For the purposes of this paper, ‘private sector engagement’ will be defined as ‘the ability
of private for-profit enterprises to participate in the mobilisation, access, and use of climate
finance.’ Furthermore, the depth of potential private sector engagement is conceptualised to
go beyond co-financing, with clear rationales for private sector actors in the design/plan-
ning, implementation, financing, and supporting climate finance initiatives.

The public sector alone will not be able to finance the massive costs of adapting to the
adverse impacts of climate change. This is especially true for PSIDS that do not have signifi-
cant public financial resources to address their climate and sustainable development needs
(Pacific Islands Forum Secretariat 2024c). However, governments can provide an enabling
environment for private investment in adaptation, such as providing access to relevant data
and information, enforcement of fair regulations (Crick et al. 2016), and support for eco-
nomic incentives (Stoll et al. 2021). Additionally, the promotion of a wider view of climate
risk management in the private sector that supports new partnership models for costs shar-
ing between government and businesses can further help incentivize private investment
(Goldstein et al. 2019).

Globally, the private sector manages hundreds of trillions of USD in assets and many
investors want to play a larger role in climate finance, including adaptation finance (Stoll et
al. 2021). Mobilised private finance for climate investments thus far has flowed primarily
towards mitigation investments with clear financial returns or verifiable emissions reduc-
tions, as opposed to adaptation of vulnerable countries (Roberts et al. 2021; Buchner et al.
2023). While the challenges in mobilising private sector involvement in climate adapta-
tion are substantial (Pauw 2014), the overall rate of return on adaptation investments can
be significant (Global Commission on Adaptation 2019). Previous studies have examined
the challenges faced by developing economies in accessing and absorbing climate finance
(Anantharajah and Setyowati 2022; Kalaidjian and Robinson 2022; Mungai et al. 2022).
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Additional studies note it is very difficult to mobilise private capital for investments in
climate projects in developing economies, even when large multilateral organisations (e.g.,
GCF) are involved due in part to strong transparency and reporting standards that reduces
commercial confidentiality (Kalinowski 2024).

The increased engagement and mobilisation of private sector actors deserve attention
as overall climate finance flows are far below what is needed to meet the target of the
Paris Agreement (Kawabata 2019), noting Article 2 commits nations to scale up finance
flows consistent with a pathway towards low greenhouse gas emission and climate-resilient
development (United Nations Framework Convention on Climate Change 2015). Recent
studies on private climate finance (Bowman 2017; Asikainen and Stadelmann 2018) posit
that private climate finance could significantly contribute to bridging the current investment
gap, and that a strong and supportive private financial sector is necessary for transitioning to
low-emission development pathways (Sullivan 2014; Kawabata 2019). Additional studies
note there is a demonstrated role for governments to work more closely with private sector
stakeholders towards achieving both climate and economic development goals (Mycoo et
al. 2022).

4 Private sector opportunities on climate action in the Pacific

Climate change will severely impact biodiversity and ecosystems, significantly impacting
businesses and private sector investments worldwide including MSMEs (Intergovernmen-
tal Panel on Climate Change, Portner et al. 2022). Climate change exacerbated disasters,
such as tropical cyclones, destroy critical infrastructure that is often owned by the private
sector and disrupt employment and production, thus impacting the economy of which busi-
nesses are the foundation (Tierney 2007). Private sector opportunities are framed as poten-
tial avenues or enabling conditions in contrast to roles and contributions that are framed as
observed or implementable actions.

4.1 Private sector opportunities in climate change mitigation

There is significant scope for the private sector to increase its investments and activities in
climate change mitigation. More than USD 20t of investment opportunities exist for climate
smart investments in emerging markets, inclusive of the Pacific, especially in green build-
ings and sustainable transport (International Finance Corporation 2016). Although renew-
ables and energy efficiency markets have matured, significant investment potential remains
in energy distribution, storage, and battery technologies. In contrast, sectors like cement,
steel, aviation, manufacturing, agriculture, and land use face more complex challenges, as
solutions are less well understood and require greater innovation (Bertzky et al. 2021).

Key examples of climate mitigation activities of MSMEs include reducing energy use
by transitioning to energy efficient approaches (e.g., lighting, buildings, and refrigera-
tion), reducing emissions by utilising renewable energy sources (e.g., solar PV panels), and
improving water conservation through behavioural change towards reducing pollution and
more efficient water use (Dalberg 2015).
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4.1.1 Effectiveness and efficiency of private sector investments in climate mitigation

Evidence on the effectiveness and efficiency of climate change mitigation interventions in
the private sector in developing economies, including the Pacific, is generally scarce and
scattered across different sectors and interventions. Private sector activities in mitigation
were found to most often operate within the framework of public sector led initiatives and
projects, with public sector roles varying widely. In some sectors, the focus was on regula-
tory facilitation, while in others, active involvement included co-financing or providing
direct incentives to private sector actors (e.g., tax relief). International donors were found to
also contribute as facilitators and co-financers in select cases (Doswald et al. 2021a, 2021b).

Examples of private sector investment at the household and farm level include adopting
alternative energy sources (e.g. solar PV panel, biodigesters) and implementing sustainable
agricultural practices (e.g., agroforestry, innovative cropping systems). These mitigation
interventions are often framed in terms of adaptation co-benefits and sustainable devel-
opment. In contrast, private sector investment at the corporate level is more prevalent in
the energy (e.g., wind, geothermal) and industrial sectors, often as investments within core
business activities (e.g., installation of GHG treatment equipment and efficient industrial
stoves in productive plants) coupled with engagement of specialist technical assistance
(e.g., energy efficiency consulting services for feasibility and design considerations, devel-
opment of environmental safeguards policies for power generation projects) (Ryan 2017).
Additional examples include forest protection activities, both through direct involvement
in park management and financial investments in ecosystem services via payment schemes
(Sills et al. 2008; Blankespoor et al. 2014; Doswald et al. 2021a, 2021b).

4.2 Private sector opportunities in climate change adaptation and resilience

Private firms are recognising climate change adaptation as a key issue to address in their
risk management strategies, and they are working to make their supply chains and produc-
tion processes more resilient (Goldstein et al. 2019, IAIS and SIF, 2018; Mui 2019; Clapp
et al. 2017; BlackRock 2021; Kweilin 2020). Additionally, many businesses experience
technological, environmental, and reputation benefits from their response to climate change
(Alam et al. 2022). Private firms are also financing and investing in projects that help oth-
ers adapt, though far less research has been done in that field. Another growing category of
private investors in climate adaptation are selling goods and services to support adaptation
and resilience. Some studies have attempted to quantify private adaptation finance, while
several others have outlined key barriers to private investment (Stenek et al. 2013; Climate
Investment Funds 2016; Vivid Economics 2015). However, a better understanding is needed
of how to unlock private capital and encourage private financing of national and local adap-
tation priorities (Tall et al. 2021).

In the Pacific, the private sector is vulnerable to all forms of hazard-induced disasters that
usually cause widespread damage and losses to businesses depending on the severity of the
event. Climate change is expected to exacerbate these events with increased intensities or
frequencies, such as tropical cyclones, precipitation patterns, and rising ocean temperatures
that have historically disrupted business development. The private sector in Pacific is, like
all other segments of society in the region, is directly affected by climate impacts and are
now experiencing worsening levels of loss and damage. Addressing these adverse impacts,
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including action for responding to loss and damage, can take the form of private sector
investment in deploying tailored early warning systems, rebuilding impacted infrastructure,
and providing innovative insurance solutions. For businesses to be sustainable and success-
ful, the adaptive capacity of the private sector to manage risks will need to be strengthened.
Business models and strategies in the Pacific must be able to integrate climate change risks
to build resilience and become a core part of the business operation (Pacific Islands Forum
Secretariat 2024a).

While there are varying definitions of “adaptive capacity” (Siders 2019), in the context
of the Pacific it can be broadly defined as the ability of a system to adjust to climate-related
exposures and risks, including moderating potential damages and taking advantage of
opportunities (Warrick et al. 2016; Intergovernmental Panel on Climate Change, Mdller et
al. 2022). At the firm level, this refers to the resources and capabilities to anticipate, absorb,
and adjust to climate shocks while maintaining core functions. In practical terms this may
include financial buffers, diversified inputs/markets, flexible processes, access to decision-
ready climate information, and partnerships/networks that unlock resources during and after
shocks (Warrick et al. 2016; Siders 2019).

4.3 Private sector roles and contributions in climate change adaptation and
resilience

The contributions of private sector investment in adaptation fall into three broad categories:
1) investing in their own supply chain resilience, 2) providing climate adaptation goods and
services, and 3) investing in the adaptation of others (Annica et al. 2019). Figure 1 depicts
the main motivations for private sector investment in adaptation.

Climate risks increasingly threaten the continuity of economic activities, exerting dispro-
portionately heavier burdens on low- and middle-income countries. From a private sector
perspective, a growing body of evidence demonstrates that investing in climate adaptation
and resilience is both essential and financially prudent (Stenek et al. 2013; Tall et al. 2021;
Barrett and Chaitanya 2023; Casady et al. 2024). Early integration of resilience measures
can help firms mitigate rising costs associated with climate change. Conversely, failing to
incorporate adaptation and resilience considerations may lead to investment failure, prema-

[ Private sector ]

{}

A K5

[ 1) adapts to climate change ] [ supports adaptation ]
[ 2) through finance ] [ 3) through products and services ]
[ Work, economy, livelihoods ]

Fig. 1 Overview of three main functions of private sector in adaptation (adapted from Byiers, B., and
Rosengren, A., Byiers and Rosengren 2012; Tall et al. 2021)
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Fig.2 Summary of direct and in- Direct
direct climate risks to businesses Risks
per World Bank (adapted from [ Extreme weather A

Pauw 2014; Tall et al. 2021)

Disruption of supply

hai
Temperature Change chains

Impacts of markets

Sea-level rise
Water scarcity Reputational risk
Local Distant
Brposure < > Exposure
Financial risk Increased competition

for resources

Impacts on workforce

P Regulatory and legal
L risk

Rising insurance

policies v

Indirect

Risks

Political risk

Table 1 Examples of private sector roles in adaptation and resilience with associated business drivers and
benefits (adapted from Pauw 2014; Tall et al. 2021)

Role/Contribution Benefits to private sector

Development and distribution of new New revenue streams; gain competitive advantage; diversity
products and services risk portfolio.

New, expanded markets for products and New revenue streams; increased market share; long-term vi-
services ability or success of businesses.

Cost savings Reduced raw material and operational costs; Protects profit-

ability when margins are tight; improved insurance purchas-
ing and lower residual losses.
Collaboration through supply chain Competitive advantage gained through more secure and resil-
ient supply chain; security of supply protects revenue streams.
Reputation and brand value Market leadership; increased confidence among investors,
consumers, and other stakeholders

ture asset degradation, and diminished financial returns, as well as potential loss of critical
insurance coverage. Such risks are becoming increasingly apparent to investors. The United
Nations Environment Programme (UNEP) has analysed the range of risks for the private
sector, categorizing direct and indirect climate risks to businesses, as shown in Fig. 2 (Druce
et al. 2016; Tall et al. 2021).

Beyond merely avoiding risks, adaptation also creates new investment opportunities for
the private sector. Key business drivers for engaging in the climate resilience marketplace
include developing new products and services that address market gaps, expanding markets
for existing offerings, achieving cost savings across the entire value chain, fostering col-
laborations throughout supply chains, and enhancing overall reputation and brand value, as
shown in Table 1.

Investment opportunities in adaptation and resilience-building activities cover multiple
climate-sensitive economic sectors, inclusive of a diverse range of cost and revenue profiles
that may appeal to private investors. However, initial capital requirements, potential returns,
and investment time horizons can vary considerably. Private sector actors can engage in
multiple stages along the value chain. Broadly, such engagement involves designing or
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producing climate resilience solutions in response to market demand or regulatory direc-
tives, investing in adaptation measures when financial incentives or unacceptable risks are
present, and participating in projects that both incorporate resilience features and actively
enhance resilience capacity. Table 2 provides examples of adaptation investments and antic-
ipated financial return expectations.

5 Climate finance access and the private sector in the Pacific

We reviewed the climate finance mobilised and provided internationally, and within the
Pacific region. Estimates are derived from various sources, including the Organisation for
Economic Cooperation and Development (OECD), International Monetary Fund (IMF),
and World Bank, each utilising unique methodologies covering different time periods and
based on available data.

5.1 Types of climate finance

There are various types of climate finance mechanisms and instruments relevant to PSIDS,
including grants, concessional loans, guarantees, green bonds, insurance, national devel-
opment banks, and national climate funds (Kalaidjian and Robinson 2022). ‘Private cli-
mate finance’ typically refers to capital provided by the private sector to “reduce emission,
enhance greenhouse gas sinks and reduce the vulnerability of, and maintain and increase the
resilience of human and ecological systems to navigate climate change impacts” (Kawabata
2019). (Table 3).

5.2 Private sector climate finance

‘Private climate finance’ typically refers to capital provided by the private sector to “reduce
emission, enhance greenhouse gas sinks and reduce the vulnerability of, and maintain and
increase the resilience of human and ecological systems to navigate climate change impacts”
(Kawabata 2019). Table 4 identifies several key private sector actors relevant to the access
and absorption of climate finance throughout the Pacific region. An overview of key chal-

Table 2 Key areas for private sector investors in adaptation and return expectations (adapted from Pauw
2014; Tall et al. 2021)

Private Sector Actor Return
spectrum
Real sector (corporations, private companies of all sizes) Market-
Commercial banks rate
Institutional investors returns
Bilateral, multilateral, national development banks (private sector divisions) Quasi- or
Impact investors — seeking impact+return blended
returns
Impact investors — not seeking market returns Below
Family offices/philanthropies/NGOs market
Bilateral, multilateral, national development banks {)etums
(public sector divisions) v
design

Governments
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Table 3 Summary of key mechanisms and instruments relevant to access and absorption of climate finance
in PSIDS (adapted from Bhandary et al. 2021; Thomas and Theokritoff 2021; Kalaidjian and Robinson 2022;
Treichel et al. 2024; Owens et al. 2025)

Instrument/Mechanism

Details

Grants
Concessional loans
Guarantees

Green/climate bonds
Parametric Insurance

National development banks

National climate funds

Debt-for-climate swaps

Carbon markets

In-Kind

Financial assistance provided without requirement of repayment to promote
or directly invest in climate projects, often for adaptation in ‘public goods.’
Subsidized (below market rate) debt to promote or directly invest in
climate projects.

Commitment to cover the borrower’s debt obligation in the event the bor-
rower defaults on climate projects.

Bonds earmarked for projects with environmental and/or climate benefits
Index-based insurance provides payouts based on a measurable condition
that is related to agricultural production loss, such as drought.
Government-backed, sponsored, or supported financial institutions that
have a specific public policy mandate to promote low-carbon development
in a specific country.

National financing vehicles designed by governments to mobilise, access,
and channel climate finance investments.

Bilateral or multilateral debt being forgiven by creditors in exchange for

a commitment by the debt to use outstanding debt service payments for
national climate action programs.

Financial mechanisms that enable the trading of carbon credits or permits,
putting a price on emissions to incentivise reductions, and channel invest-
ments into low-carbon solutions.

Cash-equivalent contributions (e.g., goods, services), such as access to
access to government land, donated equipment/assets, or volunteer human
resources.

Table 4 Summary of key private sector actors relevant to access and absorption of climate finance in PSIDS
(adapted from Kawabata 2019; Buchner et al. 2023; Naran et al. 2024)

Private Sector Actor Examples in PSIDS Roles
Industry groups Chambers of commerce and industry Financial
Local industry associations and trade groups assm}anc:e
Commercial financial Commercial banks, microfinance institutions (\t:lrloustm—
institutions strumen )
o . . . . Technical
Institutional investors Sovereign wealth funds, insurance companies, hedge assistance
funds, pension funds (including
Corporate actors Multinational corporations (MNCs) partner-
Philanthropies, foundations, and Bill and Melinda Gates Foundation, ClimateWorks ships)
non-profits Foundation Adaptation
Local service providers Professional service firms, SMEs, technical advisors, implemen-
project managers, specialists, consultants g’r ient/
Community groups Village level MSMEs, community cooperatives eciptent
beneficiary

Households/individuals

Village households, community leaders
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lenges impacting private sector engagement in climate finance initiatives and projects in the
Pacific region is shown in Table 5.

5.3 Climate finance flows

Globally, the overall climate finance landscape across all sources and markets has steadily
increased over the last decade, estimated to have reached USD 1.46t in 2021/2022 and USD
1.5-1.6t in 2023 (Naran et al. 2024). This increase was primarily driven by a significant
acceleration in mitigation finance (reaching USD 1.3t, up by USD 439b from 2019/2020),
with the largest growth in the renewable energy, transportation, and infrastructure sectors.
Adaptation finance reached an all-time high of USD 76b in 2021/2022, more than doubling
from 2019/2020, but far short of estimated annual needs of USD 212b by 2030 for develop-
ing countries. The largest growth areas for adaptation finance were water and wastewater,
and cross-sectoral activities. Private sector finance represented 54% of mitigation flows
versus only 8% of adaptation flows (Naran et al. 2024). Most climate finance (61% or USD
766b) was raised as debt, of which 53% (USD 561b) was provided at market rate. Equity
investments accounted for 33% (USD 422b) and grant finance accounted for 5% (USD 69b)
of total climate finance flows. Unfortunately, total climate finance flows are nowhere near
the estimated needs, conservatively estimated to increase steadily from USD 8.1t to USD 9t
annually (Naran et al. 2024).

5.3.1 Pacific regional flows

Between 2014 and 2019 it is estimated that USD 3.3b was committed for climate invest-
ments in the Pacific region, with USD 1.5b (44%) for adaptation, USD 1b (29%) for mitiga-
tion, and USD 0.9b (27%) for cross-cutting projects with multiple focuses jointly addressing
adaptation and mitigation. During this period, both bilateral (e.g., Australia, New Zealand,
Japan European Union) and multilateral sources (e.g., GCF, GEF, AF, LDCF) of climate

Table5 Summary of key challenges impacting private sector engagement in climate finance initiatives in the
Pacific (adapted from Jain et al. 2022; Pacific Islands Forum Secretariat 2024b)

Key Challenge Details

Poor enabling environment Lack of appropriate incentives and an enabling environment to boost
private sector climate proofing investments.

Information asymmetry Lack of information on national initiatives and interaction by govern-
ment with the private sector such as country programs, pipeline
projects, planning and implementation.

Low private sector understanding Limited understanding by the private sector of their role and how to

of potential opportunities maximise this role to access climate change resources.

Burdensome access requirements  Burdensome requirements and fiduciary standards applied by funding
agencies regardless of size, capacity or need.

Low private sector understanding Limited understanding by the private sector on the available funding

of available resources and access  sources and how to access them for climate change projects.

modalities

Weak ‘bankable’ investment Limited capacity and ability to prepare bankable projects that

pipelines contribute to mitigating the impacts of climate change and building
resilience to business operations.

High private sector climate Losses and damages from climate impacts presents a barrier to invest-

vulnerability ment and supporting implementation of climate finance initiatives.
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finance have been equally important. However, the GCF committed more climate finance
for PSIDS than all other major multilateral sources combined, providing 80% of adaptation
funding from all multilateral sources in the region (International Monetary Fund 2021). Fur-
thermore, between 2016 and 2020 the OECD estimates (Organisation for Economic Coop-
eration and Development 2022) that only 1% (USD 0.5b) of global climate finance flows
reached the Pacific region.’

Overall, between 2003 and 2023 it is estimated that SIDS in the Pacific received the larg-
est amount of multilateral climate finance of all SIDS at approximately USD 1.2b (43% of
USD 2.7b) across 500 projects from 12 multilateral climate funds (e.g., GCF, LDCF, GEF,
Pilot Program for Climate Resilience, AF, Global Climate Change Alliance, Clean Technol-
ogy Fund, Forest Carbon Partnership Facility, Scaling Up Renewable Energy Program in
Low Income Countries, Special Climate Change Fund, Adaptation for Smallholder Agricul-
ture Programme, and UN-REDD Programme). The top recipient SIDS of public multilateral
climate finance include four PSIDS, namely the Solomon Islands, Vanuatu, Samoa, and
PNG (Watson et al. 2024).

5.4 Constraints to PSIDS accessing and absorbing climate finance

PSIDS face myriad challenges with regards to access and absorption of climate finance,
including loans significantly outnumbering grants, diminishing project sizes, poor standardi-
sation across major climate funds, overreliance on project-based finance, slow disbursement
of pledged finance, as well as relatively high transaction costs. The key challenges faced by
nations in the Pacific in accessing climate finance is shown in Table 6. These findings were
further informed by stakeholder consultations throughout the region.

6 Results from stakeholder consultations

Drawing on 21 key informant interviews and focus group discussions across 8 PSIDS, we
identified five recurring themes that shape private sector climate action in PSIDS.

6.1 Financing constraints and de-risking

Participants consistently pointed to credit risk perceptions, collateral requirements, and short
loan tenors as binding constraints for MSME climate investments. Several interviewees
noted that viable proposals stall because transaction costs are high relative to deal size and
banks lack pipelines of bundled projects. Suggested solutions centred on partial risk guar-
antees/first loss tranches, concessional credit lines targeted at MSMEs, and programmatic
aggregation to reach scale. Opportunities for collaboration mentioned in the key informant
interviews include green credit products linked to renewable energy and climate-smart agri-
culture suppliers, provided cash-flow can be demonstrated and technical assistance is avail-
able for project preparation.

3OCED Oceania region includes 16 PICs, including Cook Islands, Fiji, Kiribati, Marshall Islands, Micro-
nesia, Nauru, Niue, Palau, Papua New Guinea, Samoa, Solomon Islands, Tokelau, Tonga, Tuvalu, Vanuatu,
and Wallis and Futuna.
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Table 6 Challenges with accessing climate finance in the Pacific region (adapted from Pacific Islands Forum
Secretariat 2021, 2024a)

Key Challenge Details
Loans outnumbering  Loans significantly outnumber grants in funding climate initiatives, exacerbat-
grants ing the financial burden. Over two-thirds of official climate finance comes in the

form of loans, a rate much higher than the 52% average for all development aid to
developing nations.

Diminishing project  The trend of diminishing climate project sizes contrasts with the growing number

sizes of financiers, complicating the financial landscape and making it difficult for
vulnerable countries to secure funding at necessary scales.

Poor simplified access Despite attempts aimed at simplifying processes and standardizing procedures

modalities across major funds, the impact of these measures is yet to be determined.

Overreliance on proj- Direct government funding in climate finance remains minimal, with project-

ect-based approaches based approaches dominating, risking fragmentation and circumvention of na-
tional systems. Although direct access mechanisms offer a path to enhance local
control over projects, significant potential remains to amplify their impact.

Disbursement delays  Disbursements of committed climate funds lag behind other development finance,
indicating project delays or cancellations.

High transaction costs The region faces disproportionately higher transaction costs due to logistical chal-
lenges and limited scale benefits, compounded by a scarcity of local expertise.

Absorptive capacity ~ Challenges in absorbing greater flows of climate finance linked to small econo-
mies of scale and lack of adequate human resources.

6.2 Information asymmetry and climate information services (CIS)

Firms and lenders reported limited access to decision ready climate information, especially
sector and location-specific metrics, and cost—loss framing to inform business cases. Partici-
pants also encouraged co-design with users and incorporation of local/indigenous knowl-
edge, with chambers/associations and extension services acting as brokers. These insights
reinforce the need to link climate information services outputs to NPV/payback language
understood by firms and lenders.

6.3 Policy fragmentation and PPP pathways

Stakeholders described overlapping mandates, ad hoc PPP practices, and lengthy approvals/
procurement as deterrents to private sector participation. Clear PPP procedures and tem-
plates, predictable tariff/fee-setting, and defined private sector seats in climate governance
were proposed as near-term fixes. Examples of collaboration opportunities raised included
renewable energy Purchase Power Agreements, resilient water/transport infrastructure, and
nature-based solutions, contingent on streamlined processes and transparent risk allocation.

6.4 Capacity gaps in preparation and compliance

Interviewees highlighted proposal preparation, environmental and social safeguards, and
reporting as persistent bottlenecks, especially for MSMEs and smaller public agencies. Sug-
gested remedies included project preparation facilities, training-of-trainers models deliv-
ered via chambers/industry bodies, and standard toolkits for climate finance applications.
Participants also noted that online consultations broadened reach across islands but some-
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times limited depth, pointing to the value of follow-up clinics that translate ideas into bank-
able proposals.

6.5 Partnership pathways (MSMEs, informal enterprises, women-led firms)

The consultations emphasised public—private collaboration in renewable energy, climate-
smart agriculture, and green infrastructure, with chambers and local financial institutions
serving as intermediaries. Several participants stressed engaging informal enterprises and
women-led businesses, noting barriers in registration, eligibility, and collateral. Proposed
measures included tailored micro-insurance/parametric pilots and dedicated guarantee win-
dows. Interviewees viewed programmatic approaches as better suited than one-off projects
for building pipelines and enabling equitable access.

7 Recommendations for strengthening private sector engagement

This section outlines recommendations for strengthening private sector engagement in cli-
mate mitigation and adaptation activities across PSIDS. From policy reforms and enhanced
access to finance to capacity building and strategic partnerships, these measures provide a
roadmap for unlocking the full potential of private sector contributions. The overall aim of
these recommendations is to support a paradigm shift in PSIDS towards more inclusive and
effective public-private collaboration in advancing nationally and regionally driven climate
action. As PSIDS are heterogeneous and have diverse business and financing environments,
application of recommendations should be context appropriate and fit-for-purpose.

7.1 Cross-cutting policy recommendations

Cross-cutting recommendations that attempt to address systemic barriers to private sec-
tor engagement in both climate change mitigation and adaptation efforts are provided in
Table 7. Key examples include establishing clear legal and operational definitions for both
MSMEs and PPPs, expanding targeted technical support and capacity building programs
to private sector stakeholders in climate-sensitive sectors, embedding private sector repre-
sentation within climate finance governance and decision-making bodies, and enhancing
access to tailored financial instruments and credit facilities to MSME:s to invest in low-car-
bon technologies and resilient practices. Each recommendation is accompanied by relevant
examples in PSIDS.

7.2 Mitigation-related policy recommendations

Private sector engagement in climate mitigation across PSIDS remains limited largely due
to financial barriers, policy uncertainty, and infrastructural constraints. Targeted strategies
are necessary to create an enabling environment that attracts private capital and fosters inno-
vation. The following set of recommendations in Table 8 are designed to increase private
sector engagement in climate change mitigation activities across PSIDS.

Key examples include accelerating renewable energy deployment, developing sustain-
able transport systems, enhancing energy efficiency in critical industries, scaling nature-
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Table 7 Summary of recommendations to strengthen private sector engagement in climate change action
(cross-cutting) (adapted from Csaky et al. 2017; International Finance Corporation 2017; Independent Evalu-
ation Unit 2019; Pacific Islands Forum Secretariat 2021; Asian Development Bank 2022a, 2024a; Hassan et

al. 2024; stakeholder consultations)

Recommendation

Details

C1. Greater clarity on
legal and opera-
tional definitions of
MSMEs and PPPs

C2. Technical support
for private sector
actors, including
MSMEs

C3. Greater capacity
building for private
sector actors in
climate-sensitive
sectors

C4. Greater inclusion
of private sec-

tor within climate
finance governance
and decision-making
mechanisms

C5. Increased ac-
cess to finance for
MSMEs

MSMEs lack a common operational definition under major climate funds and
MDBs, including the GCF and World Bank. Successive reviews of the World
Bank’s MSME lending by the IEG have found that it is “inconsistent in defining
SMEs and in applying definitions to target its support ... making it more difficult
to learn from experience.” Additionally, all 14 PSIDS have different legal and
operational definitions of what constitutes an MSME, usually derived from an
enterprise’s number of employees or annual turnover, but some depend on ad hoc
interpretations per sector. Additionally, capturing MSMEs within the informal
sector add additional challenges.

Developing countries frequently seek technical assistance to develop project
funding proposals. In this context, national governments and development banks
could strategically establish project preparation facilities, financed through annual
parliamentary budget allocations and blended with additional sources such as the
GCF Readiness support, to strengthen the capacity of private sector entities and
other key stakeholders in advancing project preparation processes.

Building the capacity of private sector actors is critical to effectively mobilis-

ing and implementing national climate finance initiatives. Strengthening these
capacities through targeted training, partnerships, bespoke funding arrangements,
and strategic business planning will enhance the ability to identify and integrate
climate risks into investment decisions. Yet, complex technical requirements

and unfamiliarity with climate finance terminology impede many countries from
accessing available funding. In this context, capacity-building interventions,
including peer-to-peer learning, experiential approaches, and “training of trainers”
programs conducted in collaboration with international partners, can help bridge
these knowledge gaps.

Private sector actors at the national and sub-national levels play a pivotal role in
effectively mobilizing climate finance and should be systematically engaged in
all stages of climate project planning and implementation. Such engagement must
be structured to reflect local adaptation priorities and resilience needs, thereby
ensuring that interventions are both contextually relevant and socially responsive.
To formalize these partnerships, clear private sector engagement procedures
should be enshrined in relevant legislation, articulated within targeted policies,
codified through memoranda of understanding, and/or embedded in dedicated
private sector climate finance strategies. These mechanisms can be operational-
ized through, inter alia, working groups that bring together representatives from
central agencies, private sector entities, and civil society. Concurrently, continued
efforts to reinforce the political, institutional, and financial frameworks are needed
to advance public—private partnerships and catalyse more robust climate finance
mobilization. There also remains considerable scope for improving private sector
engagement with National Designated Authorities (NDAs) and Accredited Enti-
ties (AEs) of the GCF.

MSMEs contribute significantly to employment and household incomes in the
Pacific but lack access to finance. Banks in the Pacific hold larger-than-normal
levels of liquidity and prefer to invest in other liquid assets such as government
securities. Without access to finance, MSMESs cannot expand their production

or increase employment. The [FC estimates an SME finance gap relative to the
potential demand of more than USD 1.5b across Fiji (USD 1.09b), Samoa (USD
0.03b), the Solomon Islands (USD 0.17b), Tonga (USD 0.17b), and Vanuatu
(USD 0.14b). Establish or expand targeted credit guarantee schemes and blended
finance instruments to de-risk lending to MSMEs and incentivise financial institu-
tions to reallocate excess liquidity toward productive sectors.
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Table 7 (continued)

Recommendation Details

C6. Strengthened Establishing targeted policy incentives and coherent regulatory frameworks,
policy incentives and underpinned by strong political commitment, is essential for attracting climate
regulatory frame- finance investments. Private sector actors are generally more inclined to invest in
works for climate contexts characterized by macroeconomic stability, low risk exposure, and mini-

finance investments ~ mal transaction costs. Under these conditions, the private sector can more effec-
tively innovate, enhance operational efficiency, and contribute to green investment
portfolios through instruments such as subsidies, tax incentives, and exemptions.

C7. Recognise and Many PSIDS enterprises operate informally, therefore engagement strategies

engage informal should reduce entry barriers while enabling climate relevant investment. Priority
enterprises and actions should include simplified registration and compliance for programmatic
entrepreneurs climate finance, dedicated guarantee windows and credit lines for micro and

women-led firms via local financial intermediaries and chambers of commerce,
micro-insurance and parametric pilots, and supplier-linked schemes to aggregate
small investments into bankable projects.

based solutions (NbS), expanding access to green lending products for MSMEs, supporting
low-carbon practices in agriculture and fisheries, and advancing waste-to-energy (WTE)
and circular economy initiatives. These interventions could support reducing GHG emis-
sions, enhancing energy security, and promoting sustainable economic growth.

7.3 Adaptation-related policy recommendations

The following recommendations in Table 9 are designed to increase private sector engage-
ment in climate change adaptation, loss and damage activities across PSIDS. These recom-
mendations aim to address existing gaps, build on the region’s strengths, and incentivize
new opportunities for sustainable and resilient economic growth. Each recommendation is
grounded in evidence and best practices, providing actionable pathways for governments,
development partners, and private sector stakeholders to work collaboratively in advancing
climate resilience.

Key examples include making localized climate risk and vulnerability data available,
embedding climate risks in capital investment planning undertaken by governments and
their development partners, setting up coordinated institutional arrangements for adaptation
planning, clarifying definitions of adaptation and resilience at the national level, strengthen-
ing adaptation relevant policies and regulations, and forming clear action plans that clearly
indicate the expected role of private sector actors. Further examples include identifying and
strengthening financial incentives (or reducing risks and costs) for private sector participa-
tion in adaptation initiatives (such as blended finance, credit enhancement instruments, and
other targeted risk reduction or revenue boosting measures) in parallel with project prepara-
tion and structuring support to further reduce costs.

8 Conclusion

We have considered role of the private sector in advancing climate change mitigation, adap-
tation and loss and damage action across the Pacific. We found that the region’s private
sector, largely made up of micro, small, and medium-sized enterprises (MSMEs), works
in climate-sensitive sectors (e.g., agriculture, fisheries, tourism) and faces significant bar-
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Table 8 Summary of recommendations to strengthen private sector engagement in climate change mitigation
(adapted from Csaky et al. 2017; Doswald et al. 2021a, 202 1b; Pacific Islands Forum Secretariat 2021; Asian
Development Bank 2024a; stakeholder consultations)

Recommendation

Details

MI1. Accelerate
renewable energy
deployment

M2. Develop low-
carbon transport
systems

M3. Promote energy
efficiency in build-
ings and tourism
infrastructure

M4. Scale up nature-
based solutions for
carbon sequestration

Governments should prioritize policies that create an enabling environment for
private sector investment in (e.g., micro-grids, nano-grids) renewable energy
systems (e.g., solar, wind, mini-hydro, geothermal, ocean energy). This includes
implementing feed-in tariffs, providing tax incentives for renewable energy proj-
ects, and simplifying permitting and licensing procedures. Mini-grids and off-grid
solar solutions are especially critical for remote islands where grid extension is
not economically or technically feasible. Additionally, governments can leverage
PPPs and international climate finance to co-fund renewable energy projects and
reduce risks for private investors. Building private sector capacity for the instal-
lation, operation, and maintenance of renewable energy systems can help ensure
sustainability. Accelerating renewable energy deployment in PSIDS not only re-
duces GHG emissions but also enhances energy security and economic resilience
by reducing reliance on imported fossil fuels.

Transport in PSIDS is heavily reliant on fossil fuels, contributing significantly to
GHG emissions and economic vulnerability due to volatile fuel prices. Govern-
ments should incentivize private sector investment in electric vehicles (EVs),
including hybrids, and energy-efficient maritime transport. This includes reducing
import duties on EVs, providing subsidies for electric public transport fleets, and
supporting the development of EV charging infrastructure. Additionally, invest-
ments in fuel-efficient and low-emission shipping technologies are critical for
inter-island transport and regional trade. Partnerships with regional and interna-
tional development banks can support the financing of green transport infrastruc-
ture. Encouraging private sector participation in sustainable logistics solutions
and supporting local innovation in transport technologies will further contribute
to decarbonizing the transport sector across the region.

The tourism sector is a major contributor to the economies of many PSIDS but
also a significant source of GHG emissions, primarily through energy use in
accommodations and transport services. Governments should implement policies
and incentives that encourage private sector investment in energy-efficient build-
ings and resilient tourism infrastructure. This includes providing tax credits and
grants for retrofitting hotels and resorts with energy-efficient appliances, solar
panels, and water-saving systems. Establishing green building codes and energy
performance standards can further drive sustainable construction practices. In
addition, eco-certification programs can reward tourism operators that implement
sustainable practices, enhancing their market appeal. Supporting energy service
companies (ESCOs) to offer performance-based energy savings solutions can also
help businesses adopt energy-efficient technologies while reducing upfront costs.
Scaling up energy efficiency measures could reduce lifetime GHG emissions,
lower operational costs for businesses, and enhance the overall environmental
sustainability of tourism operators.

Mangroves, seagrasses, and tropical forests all offer significant opportunities for
carbon sequestration. Governments should encourage private sector investment in
NbS by creating markets for blue and green carbon credits and supporting sustain-
able land and coastal management projects. Establishing clear legal frameworks
for carbon trading and integrating carbon market mechanisms into national cli-
mate strategies will provide certainty for investors. Partnerships between private
companies, local communities, and conservation organizations can drive scalable
projects that restore and enhance natural ecosystems (e.g., planting mangroves,
protecting coral reefs). These projects not only sequester carbon but also provide
co-benefits such as coastal protection, biodiversity conservation, and sustainable
livelihoods for local communities.
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Table 8 (continued)

Recommendation Details

MS. Facilitate access ~ Access to green lending products remains a significant barrier for MSMEs to

to green lending prod- invest in climate mitigation measures. Governments and development partners

ucts for MSMEs could establish green financing facilities and credit guarantee schemes to support
MSME:s in adopting low-carbon technologies and sustainable practices. This
could involve concessional loans (below market rate), microfinance programs,
and blended finance models that lower investment risks for private sector lenders.
Technical assistance and capacity-building programs should be offered to help
MSME:s develop ‘bankable’ green business models and navigate funding applica-
tion processes with commercial lenders. Digital financial solutions (e.g., mobile
banking, fintech platforms) can also expand financial inclusion and support small
businesses in accessing green lending products.

M6. Support climate- Governments should incentivize private sector investments in climate-resilient

resilient and low- and low-carbon agricultural and fisheries practices. This could entail supporting
carbon fisheries and  sustainable aquaculture, organic farming, agroforestry, and climate-smart agricul-
agriculture ture techniques that reduce GHG emissions and enhance productivity. Providing

subsidies for renewable energy-powered fishing vessels and processing facilities
can further help decarbonize the fisheries sector. Market-based mechanisms (e.g.,
certification schemes for sustainable seafood, eco-labelled agricultural products)
can incentivize sustainable practices while opening new markets for local busi-
nesses. Strengthening value chains for local products could further reduce GHG
emissions and improve market access.

M?7. Support waste- ~ Waste management presents both a significant challenge and opportunity for

to-energy and circular private sector stakeholders regarding GHG emissions reduction. Governments

economy initiatives should encourage private sector investments in WTE projects and circular
economy models. Examples include providing incentives for businesses to adopt
technologies that convert organic waste into biogas or using renewable energy to
reduce methane emissions from landfills. Establishing regulatory frameworks and
financial incentives for recycling, composting, and plastic waste reduction could
further promote private sector innovation in sustainable waste management. PPPs
can facilitate the development of recycling facilities, composting plants, and WTE
systems, helping to reduce the overall environmental impact of waste and support
local livelihoods. Circular economy models that prioritize waste reduction, prod-
uct reuse, and sustainable packaging could also help mitigate GHG emissions.

riers to effective engagement in climate action. These challenges include limited access to
climate finance, policy and regulatory gaps, capacity constraints, and market fragmentation.
Despite these obstacles, we found opportunities for enhanced private sector mitigation con-
tributions through new and additional investments into renewable energy, climate-resilient
agriculture, sustainable tourism, and resilient infrastructure. We also found adaptation and
loss and damage opportunities for private sector actors that provide climate-relevant tools
and services, engage in infrastructure rehabilitation, deliver insurance products, and imple-
ment climate responsive actions in the communities they serve. The findings further high-
light the need for strategic approaches to mobilising private capital and technical expertise
to strengthen climate resilience and support sustainable economic growth across the region.

To address these challenges and leverage existing opportunities, we offer targeted recom-
mendations for governments, development partners, and private sector stakeholders, includ-
ing strengthening policy frameworks to provide clear incentives for private sector climate
investment, expanding access to climate finance through simplified processes and tailored
instruments for MSMEs, and investing in private sector capacity building to enhance their
climate change technical and institutional capabilities. Additionally, fostering PPPS and
deploying innovative financial mechanism (e.g., blended finance models, insurance prod-
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Table9 Summary of recommendations to strengthen private sector engagement in climate change adaptation
(adapted from Csaky et al. 2017; Ellis and Pillay 2017; Pacific Islands Forum Secretariat 2021; Tall et al.
2021; Gannon et al. 2022; United Nations Women 2023; Robertson 2024; Hassan et al. 2024; stakeholder
consultations)

Recommendation Details

Al. Develop, tailor,  Businesses, especially MSMEs, often struggle to assess how climate change

and enable uptake of may impact their operations, supply chains, and investment opportunities. To

localised CIS strengthen relevance and usability, CIS should be co-developed with firms, banks,
and chambers and be impact-based and sector-specific, integrating local and
indigenous knowledge where appropriate. CIS outputs should translate hazards
into business metrics (e.g., cost—loss, avoided downtime, simple payback/NPV)
to support lending and investment decisions. Uptake can be accelerated by work-
ing through intermediaries (e.g., chambers, MFIs, extension/industry bodies),
bundling CIS participation with finance or procurement eligibility, and providing
decision dashboards. Investments should also strengthen national meteorological
capacity, data sharing agreements, and quality assurance standards so products
remain trusted and maintainable.

A2. Establish coor- A fragmented policy and institutional landscape can hinder private sector partici-

dinated institutional  pation in climate adaptation. Many PSIDS lack clear, coordinated frameworks

frameworks that define how adaptation objectives will be achieved and what role private
sector actors should explicitly play. Overlapping mandates, inconsistent policies,
and unclear roles among government agencies may create further confusion
and discourage private engagement. Establishing well-defined and coordinated
institutional frameworks, that explicitly include the private sector, is essential for
fostering a supportive environment for private sector engagement. Moreover, cre-
ating dedicated public-private coordination bodies (e.g., boards, working groups,
committees) can encourage constructive dialogue and collaboration.

A3. Expand financial Financial barriers remain a significant constraint on private sector engagement in

incentives and risk climate adaptation. High upfront costs, uncertain returns, and perceived risks deter

mitigation tools businesses from pursuing and implementing adaptation projects. Blended finance
mechanisms, which combine public and private funding, are particularly effective
in de-risking private investments. Public finance could be used to absorb potential
initial losses (e.g., first-loss facility), while private capital could finance scalable
projects. Credit enhancement instruments (e.g., guarantees, insurance products)
can protect investors from climate-related risks. Offering tax incentives, conces-
sional loans (below market rate), and grants for adaptation projects implemented
by the private sector will further encourage their participation. Governments can
also facilitate access to international climate finance by supporting businesses in
navigating complex funding mechanisms (e.g., GCF, GEF, AF).

A4. Leverage public- Governments can utilise PPPs to strategically scale up adaptation investment by

private partnerships  leveraging private sector resources and expertise through co-development and

(PPPs) implementation of adaptation projects. This collaboration could allow for shared
responsibilities and risk sharing while ensuring that projects align with national
adaptation goals. To maximize the potential of PPPs, governments should create
enabling legal and regulatory frameworks that facilitate meaningful private sector
participation. This includes offering co-investment opportunities, streamlined pro-
curement processes, and attractive risk sharing arrangements. PPP models can be
particularly effective in sectors such as resilient infrastructure, renewable energy,
water resource management, and disaster risk reduction.
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Table 9 (continued)

Recommendation

Details

AS. Integrate gender-
inclusive strategies

A6. Streamline
regulatory and policy
frameworks

A’77. Promote pro-
grammatic financing
over project-based
approaches

AR. Establish na-
tional private sector
adaptation invest-
ment facilities

A9. Simplify and
harmonize applica-
tion and reporting
procedures

Women-owned MSMEs in PSIDS often face collateral constraints, network

gaps, and care/time burdens that limit access to climate finance and project op-
portunities. Climate shocks can magnify these constraints, a dynamic sometimes
described as a “triple vulnerability” across economic, social/care, and climate
exposure dimensions. Governments and development partners should prioritize
gender-inclusive strategies that support targeted financial products (e.g., micro-
loans, grants) specifically designed for women-led enterprises, including MSMEs.
Capacity building programs should focus on enhancing women’s technical and
leadership skills in climate-sensitive industries, enabling greater participation in
adaptation initiatives. Policies that promote gender-responsive procurement, equal
participation in decision-making processes, and access to markets are essential for
creating a supportive environment. Inclusive strategies not only foster social eq-
uity but also increase the potential of private sector actors to contribute to climate
resilience.

Governments should conduct comprehensive policy reviews to identify and
eliminate regulatory bottlenecks. Simplified permitting processes, transparent tax
regimes, and harmonized standards for adaptation project review and approval
can significantly increase the ease of doing business. Clear and consistent policy
signals, including incentives for green investments and/or lending, will provide
private sector actors with greater certainty to invest in long-term adaptation initia-
tives. Additionally, integrating climate adaptation considerations into national
development policies and regulatory frameworks ensures that private sector
investment aligns with broader resilience objectives.

Private sector engagement should transition from ad hoc and project-based fund-
ing to comprehensive programmatic financing. This approach streamlines fund
delivery, reduces transaction costs, and aligns investments with national adapta-
tion priorities (e.g., NAPs, NDCs). Pooling adaptation funds under nationally
managed platforms enables the integration of private investments into larger scale
and more sustainable programs. Programmatic financing also provides a more
predictable funding flow, encouraging long-term private sector involvement by
aligning business strategies (e.g., longer loan tenors) with national resilience goals
(e.g., ten-year timeframes of NDCs).

Creating national level private sector investment facilities dedicated to adaptation
and resilience projects could significantly enhance private sector participation.
These facilities could pool funds from various sources, reducing individual inves-
tor risk and encouraging larger scale private investments in adaptation. By provid-
ing blended finance options and credit guarantees, these platforms can de-risk
investments and improve the financial viability of adaptation projects. They could
also offer technical assistance (e.g., project preparation facility) enabling private
sector stakeholders to develop ‘bankable’ adaptation proposals.

Donors often require complex application and reporting processes that deter pri-
vate sector stakeholders (especially MSMEs) from engaging in climate adaptation
projects (e.g., GCF, GEF, AF). Streamlining and harmonizing these procedures
across funding mechanisms will make it easier for businesses to access and
manage climate finance. Simplified application processes reduce administrative
burdens, expedite fund disbursement, and allow businesses to focus on implemen-
tation rather than compliance. Additionally, harmonized reporting frameworks
ensure accountability while minimizing duplication of effort, fostering greater
trust and collaboration between private sector actors and funding providers.
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Table 9 (continued)

Recommendation

Details

A10. Facilitate ac-
cess to subnational
and community-level
adaptation finance

All. Develop new
and innovative finan-
cial instruments for
adaptation

A12. Enable climate
risk transfer for firms
and MSMEs

Many adaptation projects require solutions tailored to local contexts, yet private
sector engagement outside the national level often has low visibility and aware-
ness. Developing mechanisms that improve access to finance for sub-national and
local actors (e.g., rural MSMEs and community-based enterprises) could strength-
en grassroots adaptation efforts. Tailored financing models (e.g., microfinance for
small-scale adaptation initiatives, community-based climate bonds) could incen-
tivise and enable local MSME:s to invest in resilience measures. Involving sub-
national actors ensures that adaptation projects are more context specific, socially
inclusive, and environmentally sustainable. This focus could further strengthen the
private sector’s role in supporting bottom-up resilience building.

Governments and financial institutions should introduce new and innovative
fit-for-purpose financial instruments tailored to the diverse needs of businesses
and private sector actors. This includes climate resilience bonds, debt-for-climate
swaps, specialized microfinance products, and taxes/levies to disincentivise cli-
mate-poor activities. Climate resilience bonds could be issued by governments or
corporations to raise dedicated funds for adaptation projects, such as resilient in-
frastructure, disaster risk reduction, and sustainable agriculture. These bonds link
investor returns to measurable climate adaptation outcomes, attracting socially
responsible investors and impact funds focused on sustainable development. Debt-
for-climate swaps could offer debt-burdened PSIDS an opportunity to redirect debt
repayments toward climate adaptation initiatives. In this model, creditors forgive
a portion of external debt in exchange for government commitments to invest in
resilience building projects. This approach frees up fiscal space for governments
to engage the private sector in co-financing large-scale adaptation solutions. Mi-
crofinance products (e.g., flexible micro-loans, concessional credit for adaptation
technologies) tailored to MSMEs could incentivise community level adaptation
investments in key climate-sensitive sectors and industries (e.g., climate-smart
agriculture, water resource management, renewable energy systems).

Effective risk transfer requires high quality hazard/exposure data and careful
management of basis risk to address the potential mismatch between index trig-
gers and actual losses. Options include piloting parametric micro-insurance for

MSME:s (linked to CIS) and participation in sovereign/regional risk pools and
catastrophe bonds for critical infrastructure. Early focus should be on small pilots
via domestic insurers and programmatic aggregation to reach scale, with consumer
protection and disclosure standards in place.

ucts, risk-sharing tools) are key for reducing investment risks and encouraging broader
private sector participation. We find untapped opportunities for governments and donors
to better acknowledge the private sector in the Pacific as both a source of, and important
beneficiary of, climate finance as they continue to provide a range of resources, goods and
services that are reducing greenhouse gas emissions, building resilience and addressing the
impacts of climate change within and beyond the communities in which they operate. By
implementing our strategic recommendations, the private sector has the potential to become
a key driver of climate leadership and sustainable development across Pacific Small Island
Developing State.

We found limited existing research on firm-level returns to adaptation (e.g., payback/
NPV for MSME investments), the effectiveness of credit de-risking instruments at MSME
scale, CIS uptake and cost—loss calibration in PSIDS, gender-disaggregated impacts
(including care burdens and agency constraints), informal enterprise data and engagement
pathways, and basis-risk measurement for parametric products and risk pools. We suggest
future research should focus on co-producing metrics with domestic financial institutions
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and chambers of commerce, implementing small piloting and evaluation windows, and
developing shared data protocols with national meteorological services and regulators.
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