Absent private sector action federal policies will be insufficient and counteracted 
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The private sector’s economic activities are a main contributor to GHG emissions globally. The private sector contributes to emissions primarily through energy, industry, transportation, agriculture, forestry, and land use change. Collectively, private sector activities are responsible for the major share of GHG emissions, though emissions from 2 state-owned enterprises also play an important role in many emerging and developing countries. Historically, most private sector emissions came from industrial countries, 5 but the share of emissions from emerging and developing countries is increasing (Lamb et al. 2021).6 However, globally poor people and those in low- and lower-middle-income countries often suffer the most from climate change impacts, and so these countries will have the greatest need for adaptation to grow in a climate resilient way. The private sector is a critical stakeholder in fighting climate change. It can play a leading role in climate change mitigation by reducing the GHG emissions of its operations by adopting existing low- or zero-GHG-emitting processes and technologies. It can play an important role in innovating and developing new low- or zero-GHGemitting products, services, and technologies for the private and public sectors. Likewise, the private sector can play a role in climate change adaptation by building climate resilience into its business plans and investments. Both large and small companies have a vital role to play in climate change adaptation. Regulations that require banks to assess their exposures to climate-related risks may lead the corporate sector to invest in resilient infrastructure. In addition, requirements for resilience embedded in contracts enabled by public-private partnership frameworks may help channel private sector resources into resilient public infrastructure in several sectors. Finally, the private sector can innovate and develop new climate adaptation infrastructure, processes, goods, and services and provide them to private and public actors. The private sector can also provide the finance to support investments in mitigation and adaptation; for example, through loans from the banking sector or through capital markets, including the issuance of green or climate bonds (World Bank Group 2021a). 7 1.5 Investments in mitigation and adaptation need to increase by more than ten times by 2030 to reach US$5 trillion a year and need to flow increasingly into emerging economies and developing countries. To satisfy the global investment needs in mitigation and adaptation, recent assessments suggest that total climate finance flows need to reach at least US$5 trillion per year by 2030 and be sustained at this level through 2050 (IEA 2021; IPCC 2018; OECD 2017b; UNEP 2016, 2021a). According to the Climate Policy Initiative, total global climate finance flows reached only US$640 billion in 2020. 8 Therefore, global climate finance would need to increase nearly eightfold to reach US$5 trillion per year by 2030. According to the Intergovernmental Panel on Climate Change estimate, private sector finance is critical to meeting these trillions in investment needs, particularly given constraints on public sector financing in the context of the global pandemic. This increase in private investments will require scaling up by more than 10 times by 2030 because contributions from the private sector have been very low to date (US$340 billion in 2020; CPI 2021). Furthermore, private climate finance mainly reaches advanced economies such as the United States (where 95 percent of climate finance comes from private sources and only 5 percent from public sources) or Western Europe (60 percent from private sources compared with 40 percent from public sources). Policies are therefore needed to enable private sector investments. This is increasingly also the case in emerging economies and developing countries that have had to source their climate investments primarily from public sources, with limited contributions from the private sector (36 percent on average). 9 1.6 Despite efforts by national governments and the international development community, including the Bank Group, most countries lack a conducive enabling environment for the private sector to engage in climate mitigation and adaptation. The private sector operates in a context influenced by the public sector through policies, regulations, and incentives, and changes in these are necessary to catalyze and increase private sector participation in climate action. The current regulatory and legal frameworks of many countries fail to address the market failure that disincentivizes climate mitigation measures: 10 new technologies that emit lower levels of GHGs (“lowcarbon” technologies) are competing with cheaper incumbent technologies that tend to produce higher GHG emissions (“high-carbon” technologies). Regulations that correct price externalities would address the market failure and signal to private investors that adopting low-carbon solutions would yield a sufficient return (BCG and GFMA 2020; Bhattacharya et al. 2020; Boehm et al. 2021; Kivimaa and Kern 2016; OECD 2017a; Rosenbloom, Meadowcroft, and Cashore 2019). This market failure can result in the perpetuated use of fossil fuels or other high-carbon technologies and prevent the emergence of low-carbon alternatives—a phenomenon referred to as “carbon lock-in” (Sato, Elliott, and Schumer 2021). 11 In terms of adaptation, the market failure that prevents private sector investors from engaging is that investors are not rewarded for the positive social externalities of many adaptation measures in financial terms (for example, enhanced resilience against the flooding of infrastructure), even though society does benefit. This results in low perceived or actual returns on investment for many adaptation measures, which often lack a ring-fenced cash flow. In addition to a lack of incentives, barriers to private sector adaptation include (i) a lack of information about climate risks and opportunities and (ii) policies that do not encourage adaptation or that even promote actions that increase climate change vulnerability (IFC 2013). An enabling environment for private participation in climate action influences the private sector to undertake such action. This evaluation defines the private sector enabling environment for climate action as the set of policies (laws and regulations), incentives, standards, information, and institutions that encourage or facilitate the private sector to invest or behave in ways that reduce GHG emissions or adapt to the current or anticipated impacts of climate change. A private sector enabling environment for climate action exists in the contexts of country macroeconomic conditions and broader private sector enabling environments, which may also constrain private investment in climate action. 1.8 An enabling environment for private participation in climate adaptation requires strong incentives, availability of climate risk and vulnerability data, and institutional capacity to guide investment decisions. Although ensuring that investments are climate resilient offers private returns to investors and makes projects more viable, many adaptation investments lack adequate returns for the private sector because they also provide public goods—for example, the fortification of physical infrastructure, such as utility networks, so they can withstand extreme weather events. Reaching sufficient adaptation investments, therefore, requires creating appropriate regulatory mechanisms or financial incentives such as blended finance, credit enhancement, and other targeted risk reduction or revenue boosting measures. Supporting adaptation also requires developing information services or platforms that provide localized climate risk and vulnerability data so they can be embedded in investment planning and guide investment decision-making. In addition, it necessitates effective institutional arrangements for multisector adaptation planning to identify where the private sector should focus its adaptation actions (World Bank Group 2021a). 1.9 The COVID-19 pandemic has made private sector action on climate change more important and urgent. Developing economies have suffered significant revenue losses during the COVID-19 pandemic, compounded by the fiscal drain of pandemic response measures, with knock-on effects on their fiscal and debt positions. The pandemic has also exacerbated the public debt pressures on many middle-income countries, leaving limited funding for climate mitigation and adaptation (Kharas and Dooley 2020; UNEP 2021a). Because public sector resources for climate change have decreased, involving the private sector has become even more essential and time sensitive.
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