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Abstract

There has been a rapid expansion in global climate finance over the past few decades. Between
its popularity and active implementation, lies a critical concern of who has access and who does
not. Nature-based Solutions (NbS) are often on the disadvantaged side in having a stake in
climate finance. Small scale enterprises make up an integral part of the NbS framework, as they
create employment, promote climate adaptation and support ecosystem restoration programs.
Despite these contributions, there are certain systemic impediments they face in accessing global
climate finance. This paper explores the barriers NbS enterprises face in accessing global climate
finance mechanisms, relying on literature, development reports, policy briefs and analysis. It
recognises blocks such as scale and access barriers, misaligned financial instruments, informality
and lack of institutional recognition, favoring large scale enterprises over small NbS enterprises,
and existing financing frameworks’ failure to fully recognize the social, environmental, and
decent work benefits these enterprises create. The paper concludes with practical
recommendations for governments, multilateral agencies, donors, and intermediaries, calling for
proportionate compliance requirements, targeted technical support, and financing approaches that
are better aligned with local contexts. Closing these gaps is key to ensuring climate finance
supports inclusive, locally rooted, and job-creating NbS.
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1. Introduction: The Finance—-Implementation Gap

Global climate finance commitments have significantly sky-rocketed over the past few years,
with annual flows exceeding USD 1 trillion in recent estimates (CPI, 2025). Multilateral climate
funds, development banks, and bilateral donors increasingly recognize nature-based solutions
(NbS) as critical to achieving the Paris Agreement and the Sustainable Development Goals
(SDGs), particularly SDGs 8, 13, and 15 (UNEP, 2022).

Despite this growing recognition, a persistent gap remains between global financial
commitments and implementation at the local level. This is especially observed repeatedly in the



case of West Africa, through qualitative research and policy analysis on women-led enterprises
and climate adaptation. Climate finance continues to favor large-scale infrastructure projects and
centralized programmes, while small-scale nature-based enterprises remain underfunded (OECD,
2021). These enterprises, ranging from agroforestry and ecosystem restoration initiatives to
community-based conservation and women-led adaptation enterprises in West Africa, are often
responsible for delivering NbS on the ground.

Small-scale enterprises play a critical role in translating climate ambition into local economic
outcomes. They generate employment, strengthen local value chains, and contribute to climate
resilience in vulnerable communities. Evidence suggests that NbS implemented at the local level
can deliver substantial co-benefits for livelihoods and decent work, yet these contributions are
rarely reflected in climate finance allocation frameworks (ILO, UNEP & IUCN, 2022).

2. Key Barriers to Access

Scale and Access Barriers

Most international climate finance mechanisms are designed to fund large-scale interventions.
According to the 2020 Green Climate Fund report, factors such as the high minimum funding
thresholds, complex fiduciary standards, and extensive safeguard requirements create structural
barriers for micro, small, and medium enterprises (MSMESs) (Green Climate Fund, 2020). Small
enterprises often do not have the administrative capacity to meet these requirements, despite
having locally viable and impactful projects. This finding is consistent with qualitative
interviews and document analysis conducted in climate-vulnerable contexts in West Africa.
Language and technical barriers further limit access, especially in cases where the criteria for
funding are misaligned with the operational realities of local enterprises.

Funding proposals frequently require advanced financial modelling, theory-of-change
frameworks, and monitoring systems that exceed the operational capacity of small enterprises,
particularly in low- and middle-income countries (UNDP, 2021).

Financial Instruments Misaligned with SME Realities

Many studies have emphasized the lack of balance between financial instruments and what
SMEs’ actual realities are. For instance, traditional banking heavily relies on physical
asset-focused metrics and low-risk standards whereas, SMEs are phased with the cash flow
volatility and marginal security. Because of this mismatch, formal SMEs in emerging markets
face a global financing gap of over $5 trillion (Mahajan & Bhargava, 2025) (p. 1). Climate
finance instruments tend to prioritize concessional loans and blended finance structures designed
for entities with predictable cash flows and established balance sheets. However, many NbS
enterprises operate in early-stage or seasonal contexts, with returns that are considered to
materialize over longer ecological timelines (Nature4Climate,2020).



Grant-based financing remains limited and highly competitive, while equity financing often
targets technology-driven ventures rather than place-based ecological enterprises. As a result,
financing tools frequently undervalue the social, environmental, and employment co-benefits
generated by small-scale NbS actors (OECD, 2021). Despite the limited support from traditional
financial instruments, NbS has stood steadfast all these years by prioritizing high-integrity
projects and taking advantage of technology and innovation (Nature4Climate, 2020).

Informality and Lack of Recognition

A significant proportion of NbS actors, which includes enterprises led by women and the
community-focused ones, operate informally or through hybrid organizational models. While
informality allows flexibility and local embeddedness, it limits access to institutional finance that
requires formal registration, audited accounts, and standardized governance structures.
According to the International Labour Organization, one of the biggest barriers NbS enterprises
face is informality. It is particularly challenging to gain access to funding, enter formal markets
or secure decent working conditions when NbS businesses operate informally (ILO et al., 2024).

Employment generated through informal NbS enterprises is often excluded from official labour
statistics, one of such is the exclusion of women’s economic activities in the formal recognition
framework. This reduces visibility of their contribution to decent work and just transition
objectives. This reinforces a cycle of exclusion from both policy recognition and financing
opportunities (ILO et al., 2024). A typical case in point is Accra, Ghana as highlighted in the
ILO’s report. This case study states how informal waste collectors, locally known as “Kaya
Borla” (pushcart operators) and “7axi Borla” (motorized tricycle operators), play a vital role in
urban nature-based solutions by collecting waste and recovering recyclable materials in
low-income areas that formal waste contractors often cannot reach. Although they provide an
essential public service, these workers face major barriers, particularly the lack of legal
recognition and their exclusion from official waste management systems (ILO et al., 2024).

Intermediary Bias Toward Large Projects

Climate finance commonly flows through governments, large NGOs, or financial intermediaries
tasked with managing risk and demonstrating scale. These intermediaries frequently favor
large-ticket projects over smaller, localized initiatives to reduce transaction costs and reporting
burdens (CPI, 2022). As a result, small-scale enterprises are frequently positioned as
subcontractors rather than direct recipients of finance, which limits their ability to build
sustainable financial autonomy and institutional strength (UNEP, 2023). This causes the short
funding of NbS that prevents small but impactful projects from actually scaling-up. Cavatorta et
al. (2021) highlight how global climate funds reach large-scale projects primarily because of
administrative reasons. They noted that smaller projects usually have inefficient or inadequate
reporting requirements which are major metrics for intermediaries (Cavatorta, G., et al. 2021).



3. Policy Implications and Recommendations

For Governments

Governments should formally recognize small-scale NbS enterprises within national climate and
green growth strategies. Beyond the mere recognition by governments, there should also be a
transition by governments towards nature based solutions as a critical part of national policy.
Governments and state actors should stop acting as the only "ATM" for grants and start acting as
the matchmaker for major investment. This means they must stop spending trillions on subsidies
that destroy nature and instead use that money to guarantee private loans, making green projects
just as attractive as traditional ones. Setting clear rules, like requiring banks to report their impact
on nature, will ensure governments create a stable market where sovereign green bonds can
thrive. Most importantly, they must provide the technical "know-how" and paperwork support to
local and indigenous groups, ensuring that global wealth actually reaches the people on the
ground who are doing the real work of protecting our planet (UNEP, 2022).

For Multilateral Agencies

Multilateral agencies can create dedicated funding pools for small-scale NbS actors that meet the
appropriate compliance requirements. These agencies must stop funding isolated projects and
start building a global finance engine for NbS. Technical assistance facilities that support
proposal development, monitoring, and reporting would significantly reduce access barriers.
Aggregation models that preserve enterprise autonomy while lowering transaction costs should
be prioritized (UNDP, 2022). These agencies can turn abstract global biodiversity goals into real,
community-centered investments that actually reach the ground.

For Donors and Development Banks

Donors and development banks should expand grant and results-based financing mechanisms
tailored to early-stage NbS enterprises. Risk-sharing instruments, including first-loss guarantees,
can incentivize financial institutions to support smaller actors. Evaluation frameworks should
incorporate employment quality and social h-benefits alongside financial performance (ILO,
UNEP & IUCN, 2024). This requires a transition towards systemic mainstreaming, where NbS is
treated as a core component of all water, energy, and transport infrastructure. These institutions
can de-risk nature investments enough to unlock the private capital needed to reach the global
$571 billion annual target by 2030, by leveraging the Belém Alignment metrics to provide data
certainty and providing "first-mile" technical support to local communities (Inter-American
Development Bank, 2026).

For Private Sector Intermediaries



Impact investors and financial intermediaries should design financing instruments aligned with
ecological timelines and seasonal revenue cycles. Flexible repayment terms and longer
investment horizons would better reflect the realities of NbS enterprises. To maximize the impact
of nature-based enterprises in 2026, private sector intermediaries must transition from rigid,
short-term lending to nature-aligned financing that mirrors the slower, seasonal rhythms of
biological systems. Implementing step-down interest rates tied to verified ecological milestones
and providing technical support for monitoring, intermediaries can bridge the bankability gap,
transforming nature-based solutions from perceived high-risk ventures into stable,
high-performance assets for institutional portfolios.

Conclusion

In conclusion, while global climate finance continues to grow, its impact is often stifled by a
persistent disconnect between high-level capital flows and local implementation needs.
Small-scale nature-based enterprises are the primary drivers of effective NbS, serving as
essential engines for job creation and the realization of a just transition. However, as long as
structural barriers in finance design, such as rigid institutional requirements and high transaction
costs continue to sideline these local actors, the potential for nature-based investments to drive
meaningful change will remain untapped. Ultimately, bridging this gap is not just a financial
necessity but a developmental one which requires a shift toward more inclusive investment
models that ensure climate funding translates into durable, community-led resilience.
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