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Introduction

Communities across Southeast Asia are on the frontlines of climate change, facing intensifying
floods, storms, droughts, and rising temperatures. Microfinance institutions (MFIs) - ranging from
NGOs and cooperatives to specialized microfinance banks - are increasingly innovating financial
products to help vulnerable households both mitigate climate change (by reducing emissions or
adopting clean energy) and adapt to its impacts (by building resilience to climate shocks).

This research provides an in-depth analysis of climate-focused microfinance products in India,
Bangladesh, SriLanka, Vietnam, Indonesia, Cambodia, and the Philippines, and compares them with
offerings in Pakistan. We explore a range of products, including renewable energy loans, climate-
smart agriculture financing, weather-indexed insurance, disaster resilience loans, and water-saving
irrigation schemes. Recentinnovations (green bonds, blended finance models, climate-linked credit)
are highlighted, followed by a comparative assessment and recommendations for Pakistan’s
microfinance sector.

About Pakistan Microfinance Network

The Pakistan Microfinance Network (PMN) is the national association of retail microfinance
providers in Pakistan, serving as a key platform for advocacy, knowledge-sharing, and sector
coordination. Established in 1997 as an informal group of practitioners and formally incorporated in
2001 under the Companies Act, PMN today represents 46 member institutions, including
Microfinance Banks (regulated by the State Bank of Pakistan) and Non-Bank Microfinance
Companies (regulated by SECP).

With a mission to support the growth of a robust and inclusive financial ecosystem, PMN works with
stakeholders across government, donors, and financial institutions to promote financial access for
underserved populations. As a central knowledge hub and policy platform, PMN advances
transparency, industry benchmarking, governance standards, and innovation across the sector. It
leads efforts in data dissemination, stakeholder dialogue, capacity building, and research—
contributing to a more resilient and equitable financial ecosystem in Pakistan. PMN is committed to
expanding the frontiers of formal financial services and playing a catalytic role in aligning
microfinance with national development priorities, including climate resilience and adaptation.
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Relevance for Practitioners, Policymakers, and
Development Stakeholders

This paper is designed to serve as a practical and strategic resource for a wide range of
stakeholders engaged in Pakistan’s microfinance and climate resilience ecosystem. It offers
differentiated insights for microfinance practitioners, policymakers, donors, and
development partners—each of whom has a critical role to play in aligning financial
inclusion with climate adaptation and mitigation goals.

For microfinance practitioners, the paper presents a detailed landscape of climate-
focused financial products successfully deployed across South and Southeast Asia,
including weather-indexed crop insurance, renewable energy microloans, and resilient
housing credit. These examples serve as concrete models that can be localized and
replicated in the Pakistani context. The paper also explores innovative delivery
mechanisms—such as bundling loans with non-financial services, integrating technical
support for borrowers, and leveraging digital tools—that can enhance the resilience and
repayment capacity of vulnerable clients. Practitioners will find valuable guidance on how to
design, pilot, and scale new climate-responsive products while maintaining portfolio quality
and financial sustainability.

For policy and regulatory institutions, the report underscores the urgency of embedding
climate adaptation within Pakistan’s financial inclusion and development frameworks. It
highlights specific policy levers—such as green refinance facilities, concessional capital,
credit guarantees, and targeted regulatory incentives—that can enable and accelerate the
growth of climate-aligned microfinance. Drawing on regional examples, it illustrates how
central banks and financial regulators can catalyze green lending through enabling policies
and strategic partnerships. This analysis is particularly relevant in the context of Pakistan’s
evolving National Climate Adaptation Plan and efforts to build resilience in high-risk
districts.

For development partners, climate finance institutions, and donor agencies, the paper
identifies clear areas where catalytic investment, technical assistance, and blended finance
solutions can drive systemic change. From co-financing recovery loans and index insurance
pilots to de-risking renewable energy lending and supporting innovation in digital climate
tools, the report outlines actionable entry points for impact-oriented capital. It also
highlights opportunities to connect Pakistan’s microfinance initiatives with global climate
finance flows—through mechanisms such as the Green Climate Fund, voluntary carbon
markets, and results-based financing instruments.



Finally, for researchers, civil society actors, and advocacy networks, the comparative
evidence presented across seven regional markets provides a knowledge-rich foundation for
further inquiry, dialogue, and policy engagement. The report offers a structured analysis of
institutional gaps, product innovations, and enabling conditions, which can inform the
design of future research programs, policy briefs, and capacity-building efforts aimed at
advancing climate-resilient financial inclusion.

By synthesizing lessons from regional peers and contextualizing them for Pakistan’s specific
vulnerabilities and institutional landscape, this paper seeks to empower all relevant
stakeholders to act decisively. Strengthening climate microfinance is not merely a sectoral
priority, but a national development imperative.
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Executive Summary

This research paper examines how microfinance institutions (MFls) across South and
Southeast Asia are innovating climate-focused financial products to address the growing
challenges of climate change. It focuses on both mitigation (e.g. renewable energy loans,
clean cooking technologies) and adaptation (e.g. weather-indexed insurance, disaster
recovery loans, resilient housing credit). The report analyzes successful models in countries
such as Bangladesh, India, Sri Lanka, Vietnam, Cambodia, and the Philippines, and
compares them to Pakistan's microfinance landscape, where such initiatives remain limited
in scale and scope.

Bangladesh has led the way with large-scale solar loan programs and flood-resistant
housing finance. India and Sri Lanka have piloted insurance and climate-smart agriculture
products through MFls. The Philippines has developed disaster recovery loans and housing
programs linked with NGOs, while Cambodia and Indonesia are expanding green loan
portfolios. Pakistan has introduced solar financing and livestock insurance on a pilot basis,
but remains far behind in terms of institutional frameworks, product diversification,
outreach, and access to green capital.

To close these gaps, the report recommends piloting new products such as weather-indexed
crop insurance, climate-resilient housing loans, and blended finance mechanisms involving
donor support and private sector co-investment. Policy reforms, increased awareness
campaigns, technical partnerships, and regulatory incentives are also needed. Climate-
smart microfinance can become a cornerstone of resilience in Pakistan, helping vulnerable
communities mitigate risks and recover from climate-induced shocks.

Microfinance and Carbon Credits — potential to earn Foreign Exchange

Microfinance investments in renewable energy—such as solar home systems, clean
cookstoves, and biogas units—not only reduce emissions but can also qualify for carbon
credits under international voluntary or compliance carbon markets. MFls and their partner
organizations can develop carbon credit programs by aggregating emissions reductions from
such projects, which are then verified and sold as credits to global buyers. This presents an
untapped opportunity for Pakistan’s microfinance sector to attract foreign currency revenue,
reduce dependence on donor funds, and create an incentive structure for climate-friendly
loans. Successful examples include Bangladesh’s solar home system program, which
registered with the Clean Development Mechanism (CDM) and monetized its climate
impact. Developing a similar pathway for Pakistani MFls can bring in results-based finance
and link grassroots lending to global climate finance flows.



Why Adaptation Must Take Priority in Pakistan’s Climate
Finance Strategy?

Pakistan contributes less than 1% of global greenhouse gas (GHG) emissions, with a per
capita carbon footprint of just 0.87 metric tons- far below the global average of 4.8 tons. Yet
it ranks among the most climate-vulnerable countries, facing frequent extreme weather
events.” According to the Germanwatch Climate Risk Index 2025, Pakistan was ranked first
globally in 2022 in terms of countries most affected by climate disasters.? These metrics
underscore the urgency of putting adaptation at the center of climate finance strategies.
While mitigation remains necessary for long-term sustainability, adaptation efforts—such
as resilient infrastructure, agricultural transformation, and disaster protection—must take
precedence in policy, funding, and innovation efforts in the Pakistani context.

While mitigation investments (like renewable energy) are important for long-term
sustainability, adaptation financing—focused on protecting livelihoods, stabilizingincomes,
and building climate resilience—is more urgent and directly aligned with Pakistan’s
developmental needs. As such, this report prioritizes adaptation solutions over mitigation,
in line with the country’s risk profile and socio-economic realities.

" Government of Pakistan. (2021). Pakistan updated Nationally Determined Contribution (NDC) 2021. Bonn,
Germany: United Nations Framework Convention on Climate Change (UNFCCC). Retrieved from
https://unfccc.int/sites/default/files/NDC/2022-06/Pakistan%20Updated%20NDC%202021.pdf

2 Adil, L., Eckstein, D., Kuinzel, V., & Schéfer, L. (2025, February 12). Climate Risk Index 2025: Who suffers most
from extreme weather events? Germanwatch e.V. https://www.germanwatch.org/sites/default/files/2025-
02/Climate%20Risk%20Index%202025.pdf
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Figure 1: Climate Adaptation Products in Microfinance

Adaptation-focused microfinance products aim to build resilience against climate shocks
and stresses. Across South and Southeast Asia, MFls are experimenting with financial tools
to protect livelihoods from weather-related disasters, stabilize incomes, and fund climate-
proof assets:

Weather-Indexed and Crop Insurance

One of the most critical adaptation products is microinsurance that pays out when crops fail
or weather extremes occur. In Sri Lanka, the SANASA cooperative network (through Sanasa
Insurance) has offered index-based weather insurance for small farmers since 2011,
protecting against drought and excess rain. This program has reached over 50,000 tea and
paddy farmers with affordable coverage triggered by rainfall measurements.?

3 Middle East Institute. (2021). Could climate risk insurance reduce the cost of climate change adaptation in
the Middle East? Middle East Institute. https://www.mei.edu/publications/could-climate-risk-insurance-
reduce-cost-climate-change-adaptation-middle-east
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India was also an early mover. As far back as the mid-2000s, MFls partnered with insurers to
pilot rainfall-index insurance for drought-prone farmers. For example, BASIX teamed with
ICICI Lombard to insure smallholder loans against rainfall deficits.* Today, India’s public crop
insurance scheme, the Pradhan Mantri Fasal Bima Yojana (PMFBY) uses an index-based
approach to cover millions of farmers through government subsidies.® Though it’s not
primarily microfinance-driven, it underscores the scale possible. The Indian government has
approved the continuation of the PMFBY till 2025-26. This demonstrates the ongoing
commitment to crop insurance in India.

Additionally, the All India Disaster Mitigation Institute (AIDMI) introduced Afat Vimo, a low-
cost disaster insurance program that covers both life and non-life losses for vulnerable
communities. With premiums as low as $4/year, the scheme protects against climate-
related hazards such as floods and cyclones. The success of Afat Vimo illustrates the
scalability of bundled insurance products that protect tools, assets, and income across
multiple climate risks.® This model could inform Pakistan’s efforts to expand its
microinsurance offerings beyond livestock.

In Bangladesh, NGOs and MFIs have trialed flood-index insurance. A notable pilot by Oxfam
in 2012 created a Flood Insurance Program that modeled river flood levels. By 2019 had
enrolled 1,660 vulnerable households in Bangladesh’s floodplains. These policies enable
guick payouts after floods, helping families recover without falling into debt.’

Cambodia and Vietnam have been slower to implement agricultural microinsurance, but
efforts are underway, often with support from the World Bank’s Global Index Insurance
Facility. Forinstance, Vietham has explored subsidized crop insurance for rice farmers, while

4Manuamorn, O. P. (2007). Scaling-Up Microinsurance: The Case of Weather Insurance For Smallholders In
India (World Bank Agriculture and Rural Development Discussion Paper No. 36). World Bank. Retrieved from
https://www.dhan.org/askmi/docs/Documentation%200n%20insurance/Scaling-Up%20Microinsurance-
The%20Case%200f%20Weather%20Insurance%20For%20Small%20holders%20In%20India.pdf

5 Government of India, Press Information Bureau. (2025, March 4). PM launches 2nd edition of RBI’s Financial
Literacy Week 2025 [Press release]. Press Information Bureau. Retrieved from
https://pib.gov.in/PressReleasePage.aspx?PRID=2104175

8 Bhatt, M., Reynolds, T., & Pandya, M. (2010). Disaster insurance for the poor: All India Disaster Mitigation
Institute and Afat Vimo. In E. Morelli, G. A. Onnis, W. J. Ammann, & C. Sutter (Eds.), Microinsurance: An
innovative tool for risk and disaster management (pp. 74-85). Global Risk Forum GRF Davos.
https://aidmi.org/wp-content/uploads/2010/04/Microinsurance.pdf

7 Agrawala, S., & Carraro, M. (2010). Assessing the Role of Microfinance in Fostering Adaptation to Climate
Change (OECD Environment Working Paper No. 15, ENV/WKP(2010)1) [PDF]. OECD Publishing.
https://doi.org/10.1787/5kmlcz34fg9v-en
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Cambodian MFIs are studying weather-related insurance solutions in response to rising
climate risks. In the Philippines, microinsurance is more established, albeit historically
focused on life and calamity insurance. Many Filipino MFIs partner with microinsurance
mutuals to offer life insurance that includes disaster riders (e.g. a lump sum if the client’s
house is damaged by a typhoon). Some cooperatives also distribute crop insurance under
government programs.®

In contrast, in Pakistan, weather-index insurance is virtually non-existentin the microfinance
sector, marking a significant gap. Only recently have small pilot initiatives emerged: for
example, the Kashf Foundation introduced a bundled livestock insurance for dairy farmers,
where if a cow or buffalo bought with a microloan dies due to natural disasters, the insurance
pays off the loan. This pilot, supported by the InsuResilience Investment Fund, represents
one of Pakistan’s first attempts to integrate climate risk insurance with microcredit.®

Beyond this, Pakistani farmers and micro-entrepreneurs remain largely uninsured against
weather shocks. Scaling up index-based crop insurance (perhaps through public-private
partnerships and premium support) is crucial for Pakistan to catch up with regional peers in
protecting rural livelihoods.

Emergency and Recovery Loans

MFls often serve as first responders after climate disasters by providing fast, flexible
financing to affected clients. Instead of conventional relief grants, they extend emergency
loans to help families rebuild and recover. In Bangladesh, where cyclones and floods are
common, MFIs such as Grameen Bank and BRAC have long-standing disaster response
practices. Forinstance, as part of the 1998 flood recovery assistance, Grameen Bank offered
clients who had received housing loans before the disaster an additional amount of 5,000
taka if their houses had experienced damage, while those who did not previously avail
housing loans were given 2,500 takas toward housing reconstruction. BRAC also extended
loans to 240,000 families for housing to support reconstruction efforts. These loans for

8 Oxford Policy Management. (2024, August). Assessment of Opportunities to Mobilise Private Finance for
Climate Adaptation in Southeast Asia [PDF]. Oxford Policy Management.
https://www.opml.co.uk/sites/default/files/2024-08/assessment-mobilise-private-finance-climate-
adaptation-southeast-asia-2024-08_0.pdf

° Federal Ministry for Economic Cooperation and Development (BMZ). (2022, September 20). InsuResilience
Investment Fund provides support for local institutions [Web page]. BMZ.
https://www.bmz.de/en/issues/climate-change-and-development/climate-risk-insurance/pakistan-climate-
risk-insuranc-59530
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recovery have proven vital in helping clients cope with shocks without derailing the regular
microcredit program.™

MFIs in India and Sri Lanka have similar mechanisms. Clients affected by cyclones or floods
are often eligible for top-up loans or extended grace periods. For example, after the 2004
tsunami, Sri Lankan microfinance cooperatives under SANASA offered emergency credit to
rebuild fishing boats and houses, alongside insurance payouts.

In the Philippines, which experiences frequent typhoons, microfinance providers have
developed disaster loan products to support affected communities as well. One prominent
example is CARD MRI, a leading MFI network that offers calamity loans to members
immediately after disasters and even pre-positions funds in typhoon-prone branches.
Another innovative example is the partnership between the NGO Build Change and Filipino
MFIs, which created loan products specifically for retrofitting homes to be storm- and
earthquake-resilient. By infusing engineering know-how, these loans ensure that post-
disaster reconstruction leads to safer housing rather than simple life-for-like replacement.

Indonesia is adopting a similar approach. In 2024, KOMIDA, one of Indonesia’s largest MFls,
began offering Incremental Climate Adaptation Loans (ICALs) with technical support from
Build Change. These loans enable low-income women to make small upgrades to their
houses (like strengthening roofs, improving ventilation or insulation) to better withstand
extreme heat and weather. The approach is proactive, helping clients invest in resilience
before the next shock hits.™

In contrast, dedicated disaster or emergency loans have not been standard practice among
MFls in Pakistan, though this is beginning to change. During the massive 2022 floods,

1% Pantoja, E. (2002, July). Microfinance and disaster risk management: Experiences and lessons learned
(Draft Final Report). ProVention Consortium. Retrieved from
https://www.gdrc.org/icm/disasters/microfinance_drm.pdf

" Middle East Institute. (2021). Could climate risk insurance reduce the cost of climate change adaptation in
the Middle East? Middle East Institute. https://www.mei.edu/publications/could-climate-risk-insurance-
reduce-cost-climate-change-adaptation-middle-east

2 Oxford Policy Management. (2024, August). Assessment of Opportunities to Mobilise Private Finance for
Climate Adaptation in Southeast Asia [PDF]. Oxford Policy Management.
https://www.opml.co.uk/sites/default/files/2024-08/assessment-mobilise-private-finance-climate-
adaptation-southeast-asia-2024-08_0.pdf

3 Global Innovation Fund. (2024, February 20). GIF Invests in Climate Resilient Housing Solution in Indonesia
[News release].
https://www.globalinnovation.fund/news/our-innovations/gif-invests-in-climate-resilient-housing-solution-
in-indonesia
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Pakistani microfinance providers mostly responded by rescheduling payments and pausing
collections. This experience highlighted the need for more formal recovery lending. In 2025,
the World Bank approved the Resilient and Accessible Microfinance (RAM) project, which
will introduce "recovery loans" aimed at providing flood-affected households with fast
access to credit for rebuilding livelihoods—without having to rely solely on delayed
insurance or aid disbursements.’“These loans are intended to give flood-affected
households quick access to credit for rebuilding livelihoods, without having to wait for
lengthy insurance or aid processes.

While this marks a promising development, Pakistan’s MFIs still lack the kind of
institutionalized emergency loan programs that countries like Bangladesh or the Philippines
have developed. Establishing a clear framework for emergency lending (possibly backed by
a climate risk fund to absorb losses) remains a key improvement area for Pakistan.

A practical reference pointis seen in Indonesia, where training for climate-resilient housing
is delivered through microfinance programs. Partnerships like that between Build Change
and KOMIDA enable women borrowers to get loans for strengthening homes against
extreme weather, combined with technical guidance on safer construction.

Climate-Resilient Housing and Infrastructure Loans

Beyond immediate post-disaster aid, MFls are also financing long-term adaptation by
enabling poor households to build resilient assets. Housing is a prime example. Families
need capital to construct homes that can withstand cyclones, floods, and heatwaves.
Conventional micro-housing loans are now being tweaked for climate goals.

In Bangladesh, Grameen Bank also designed a low-cost, flood-resistant house model after
the 1987 floods, featuring reinforced concrete pillars and a stronger bamboo frame, and has
financed thousands of such homes via microcredit.” In the Philippines, as noted, MFls (in
collaboration with Habitat for Humanity and others) have developed housing microfinance
products that offer larger loan sizes and longer terms for home improvements tied to

“World Bank. (2025, March 18). Pakistan: World Bank approves $102 Million to Boost Financial Inclusion,
Resilience for Vulnerable Populations [Press release]. World Bank.
https://www.worldbank.org/en/news/press-release/2025/03/13/pakistan-world-bank-approves-102m-to-
boost-financial-inclusion-resilience-for-vulnerable-populations

s Agrawala, S., & Carraro, M. (2010). Assessing the Role of Microfinance in Fostering Adaptation to Climate
Change (OECD Environment Working Paper No. 15, ENV/WKP(2010)1) [PDF]. OECD Publishing.
https://doi.org/10.1787/5kmlcz34fg9v-en
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Key Features of

Resilient Housing

Microloans

Loan tenor: 3-5
years

Technical support:
Partnered with
NGO/engineer
Climate features:
Elevated foundation,
reinforced roof,
ventilation

Add-on: Disaster

insurance option

Figure 2: Key Features of Resilient
Housing Microloans

resilience. These examples illustrate how micro-loans can
support safer housing, thereby reducing climate
vulnerability.

Early evidence suggests that when borrowers receive not
just credit but also technical advice on safer building
practices, their homes suffer less damage in subsequent
storms. In Vietnam, where much of microfinance is
government-run, subsidized credit programs have
supported climate-adaptive measures such as building
concrete water storage tanks and elevating houses in the
Mekong Deltaan area increasingly affected by flooding and
salinity intrusion. Such loans help households invest in
local adaptation infrastructure such as small dikes and
rainwater harvesting systems.®

Pakistan currently lacks climate-oriented housing
microfinance. While a few MFIs offer general home
improvement loans, climate resilience features (like flood-
elevated foundations or cool roof techniques for heat) are
not yet integrated into loan criteria. Given Pakistan’s severe
flood risk, introducing a dedicated resilient housing loan
product, possibly with support from NGOs for technical
guidance (akin to Build Change’s model), could greatly
benefit vulnerable communities in floodplains and coastal
areas.

18 Oxford Policy Management. (2024, August). Assessment of Opportunities to Mobilise Private Finance for
Climate Adaptation in Southeast Asia [PDF]. Oxford Policy Management.
https://www.opml.co.uk/sites/default/files/2024-08/assessment-mobilise-private-finance-climate-

adaptation-southeast-asia-2024-08_0.pdf
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Figure 3: Resilient Housing lllustration

Water and Irrigation Loans

Adapting to increasingly erratic rainfall also requires better water management at the farm
level. In many Southeast Asian countries, MFls have stepped in to finance small-scale
irrigation and water storage solutions. In Cambodia, for instance, farmers can take micro-
loans to purchase drip irrigation systems or pump equipment; notably, AMK’s green loan
portfolio includes solar-powered irrigation pumps that allow farmers to irrigate in the dry
season without fossil fuels. This both mitigates emissions and secures water access during
droughts.’

In Indonesia, rural BPR banks have financed wells and community water tanks in drought-
prone regions such as Nusa Tenggara, often as group loans to villages.' '° India also has a

7 Symbiotics. (2023, April 5). Symbiotics Investments issued a USD 7.5 million green loan with AMK
Microfinance Institution Plc in Cambodia [News release]. Symbiotics.
https://symbioticsgroup.com/symbiotics-green-loan-amk-cambodia/

8 Wasiaturrahma, W., Sukmana, R., Ajija, S. R., Salama, S. C. U., & Hudaifah, A. (2020). Financial
performance of rural banks in Indonesia: A two -stage DEA approach. Heliyon, 6(7), e04390.
https://doi.org/10.1016/j.heliyon.2020.e04390

% Permatasari, A. P., Mutia, A., & Nurhidayati, A. (2025, March 14). Sustainable Use of Water and Energy by
Villagers for Growing Food [Blog post]. WRI Indonesia. Retrieved from https://wri-
indonesia.org/en/insights/sustainable-use-water-and-energy-villagers-growing-food
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long history of cooperative credit for irrigation, and MFIs and self-help groups lend to install
tube wells, small reservoirs, or rainwater harvesting structures, -increasingly framed as part
of climate adaptation.?° 2!

In Pakistan, while the microfinance sector does offer various agricultural loans, few are
specifically targeted at water conservation technologies. Most smallholders continue to
use inefficient irrigation methods. However, there are promising developments: for
example, Mobilink Microfinance Bank has disbursed over PKR 1.7 billion in solar financing
products, including solar-powered irrigation pumps, and aims to increase this to PKR 3
billion by the end of 2024.?2 Scaling such programs and aligning loan terms with the longer
payback periods of these investments will be crucial for enhancing climate resilience in
Pakistan’s agriculture.

Livelihood Diversification and Adaptation Credit

Another way MFls aid adaptation is by financing alternate livelihoods for communities hit by
climate change. By funding diversification, MFIs reduce communities’ dependency on
climate-sensitive livelihoods. In coastal Bangladesh, MFIs have begun lending for income-
generating activities such as saline-tolerant crab farming and woven mat production as
farmers shift away from inundated rice fields. In parts of Vietham’s Mekong Delta, women’s
unions administer group micro-loans to help families start new businesses (duck raising,
handicrafts, etc.) when saltwater intrusion makes rice farming untenable.?

In India, Swayam Shikshan Prayog (SSP) has helpled women farmers in drought-prone areas
adopt climate-resilient techniques including organic agriculture, indigenous seeds, and
water-saving drip irrigation. The program has empowered over 60,000 women and
significantly improved food and income security, serving as a powerful example of gender-

20 | etta, A. (2023, March). Microfinance brings water and sanitation where people live. InFiNe.
https://www.infine.lu/microfinance-brings-water-and-sanitation-where-people-live/

2! Arney, H., Meckel, M., & Barenberg, A. (2021). Creating Access to Credit for Water and Sanitation
Improvements: A Case Study of Women’s Self-Help Groups in Tiruchirappalli, India [PDF]. WaterPartners.
Retrieved from
https://water.dmhstage.com/documents/264/Creating_Access_to_Credit_for_Water_and_Sanitation_lmprov

ements.pdf

22 Mobilink Microfinance Bank Limited. (n.d.). Climate change spurs microfinance sector’s shift to
sustainability and social protection [Press release]. Mobilink Bank. https://mobilinkbank.com/Press-
Release/climate-change-spurs-microfinance-sectors-shift-to-sustainability-and-social-protection

28 Oxford Policy Management. (2024, August). Assessment of Opportunities to Mobilise Private Finance for
Climate Adaptation in Southeast Asia [PDF]. Oxford Policy Management.
https://www.opml.co.uk/sites/default/files/2024-08/assessment-mobilise-private-finance-climate-
adaptation-southeast-asia-2024-08_0.pdf
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inclusive adaptation- highly relevant for Pakistan’s own rural women-led farming initiatives.?
25

Furthermore, in Sri Lanka, as erratic monsoons began to disrupt paddy farming, some
microfinance cooperatives offered loans for farmers to pursue supplementary income
streams such as dairy or small trade, helping spread economic risk.

In Pakistan, MFIs are beginning to adopt similar strategies. For instance, the Pakistan
Microfinance Investment Company (PMIC) has initiated a PKR 25 million "Business Revival
Initiative" targeting 1,000 flood-affected families in the districts of Sanghar and Dadu in
Sindh. This program aims to rehabilitate livelihoods disrupted by climate-induced disasters
by providing tailored financial products and support services.?®

This model could be expanded further. MFls in Pakistan have an opportunity to develop
credit and training packages that promote alternative livelihoods in areas where climate
impacts (like recurrent floods in Sindh or drought in Balochistan) are forcing people to
rethink traditional sources ofincome. So far, this approach is not common in Pakistan, where
microfinance remains focused on traditional microenterprise. Aligning lending with
adaptation needs, e.g. financing tools for new crafts, or processing equipment that adds
value to drought-resilient crops, could empower communities to adapt economically.

Climate Mitigation Products in Microfinance

Climate mitigation-focused microfinance products help low-income clients adopt cleaner
energy and reduce greenhouse gas emissions. Key offerings in South and Southeast Asia
include:

24 Swayam Shikshan Prayog. (2018). Fighting Drought and Improving Food Security in Maharashtra: A Women-
Led Climate Resilient Farming Initiative
https://swayamshikshanprayog.org/wp-content/uploads/2022/09/SSPs-case-study-featured-in-Sitaram-
case-study-compendium-2018-Pg-74-89.pdf

2 Climate and Development Knowledge Network. (2020, May 25). Groundbreaking climate-smart agricultural
model empowers rural women in Maharashtra [Case study 2: Gender, Maharashtra]. ICLEI-South Asia.
Retrieved from https://cdkn.org/sites/default/files/files/Gender-Maharashtra-case-study-2.pdf

26 pakistan Microfinance Investment Company (PMIC). (2022). Business Revival Initiative — Livelihood
rehabilitation for flood-affected households in Sindh. PMIC Connect Newsletter, December 2022.
https://pmic.pk/wp-content/uploads/2023/06/pmic-connectdec-2022.pdf
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Renewable Energy Micro-Loans

Many MFIs provide loans for solar home systems, biogas digesters, clean cookstoves and
other renewables. Bangladesh has been a pioneer in this space through the IDCOL Solar
Home Systems program. Itis estimated that under the program, over a 15-year period, more
than 4.1 million solar home systems were installed via microcredit financing provided by
partner MFIs. Major NGOs such as Grameen Shakti and BRAC played a leading role by
offering rural families solar panel loans repayable in monthly installments.?’

Achieving Solar Adoption in Bangladesh

%??%%

Program Initiation Microcredit NGO Involvement Solar System Widespread
Financing Installation Adoption

Figure 4: Journey of Solar Adoption in Bangladesh

These microloans have enabled off-grid lighting and phone-charging, displacing kerosene
use and cutting carbon emissions. India has followed suit, with MFls and self-help groups
financing solar lanterns and home systems. For example, SEWA in Gujarat and ESAFA in
Kerala offer clean energy loans.

27 Global Green Growth Institute & Green Growth Best Practice (GGBP). (2014). Microfinance for the Solar
Home Systems Programme in Bangladesh [GGBP Case Study Series] [PDF]. Green Policy Platform.
https://www.greenpolicyplatform.org/sites/default/files/downloads/best-
practices/GGBP%20Case%20Study%20Series_Bangladesh_Microfinance%20for%20Solar%20Home%20Sy
stems.pdf
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In Cambodia, MFIs such as AMK are expanding into green energy lending. For example, AMK
finances solar irrigation pumps and home solar kits as part of its mission to align
environmental goals with its social mandate.?

In Pakistan, renewable energy micro-loans are only recently gaining traction. A few
microfinance banks have introduced solar energy loans. Mobilink Microfinance Bank, one of
the sector's leading players in digital and renewable energy lending, has disbursed PKR 1.7
billion (approximately USD 6 million) in solar financing and aimed to increase this by the end
of 2024.% These loans, which include solar home systems and solar-powered irrigation
pumps, contribute to Pakistan’s growing microfinance sector, which surpassed PKR 509
billion in total loan disbursements by early 2023. However, compared to Bangladesh’s large-
scale solar credit program, Pakistan’s efforts are nascent and limited in reach.

The dual benefit of these products is particularly evident in Cambodia, where solar-powered
irrigation systems financed via micro-loans allow farmers to reduce diesel use while
ensuring reliable water access during dry spells.

Climate-Smart Agriculture Financing

Beyond energy, MFIs are increasingly supporting climate-friendly farming practices. This
includes loans for high-efficiency irrigation, sustainable inputs, and agroforestry initiatives.
In South Asia, MFls often integrate with government or NGO programs to promote climate-
smart agriculture. For instance, in Bangladesh, microcredit has been used to help farmers
adopt salt-tolerant rice varieties and drought-resilient crops. BRAC, for example, has tied
some agricultural loans to the adoption of hardy seeds that withstand climate stress. BRAC
Microfinance is actively promoting climate-resilient seeds as part of its integrated rural
financing strategy — alongside solar irrigation and precision farming tools — to help farmers
withstand climate stress.®® Furthermore, MFls such as Proshika and RDRS have offered
loans coupled with training in improved irrigation, rainwater harvesting, and fisheries to help
farmers diversify their livelihoods. According to its financial services program, Proshika
offers microfinance for grain, vegetable production, fish farming, social forestry and organic

28 Symbiotics and Bll, Symbiotics. (2023, April 5). Symbiotics Investments issued a USD 7.5 million green loan
with AMK Microfinance Institution Plc in Cambodia [News release]. Symbiotics.
https://symbioticsgroup.com/symbiotics-green-loan-amk-cambodia/

2 Mobilink Microfinance Bank Limited. (n.d.). Climate change spurs microfinance sector’s shift to
sustainability and social protection [Press release]. Mobilink Bank. https://mobilinkbank.com/Press-
Release/climate-change-spurs-microfinance-sectors-shift-to-sustainability-and-social-protection

30 Anika, A. (2025, March 2). BRAC microfinance: Securing a climate-smart Bangladesh. The Daily Star.
https://www.thedailystar.net/supplements/climate-heroes/news/brac-microfinance-securing-climate-
smart-bangladesh-3837196
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fertilizer production, among others, whereas RDRS’s portfolio explicitly includes agricultural
technology and microfinance, targeting rural households in north-western Bangladesh.?'

Pakistan’s microfinance sector, by contrast, has few dedicated climate-smart agriculture
loans. While a significant portion of microcredit is directed to agriculture, these loans are
typically generic crop or livestock loans not explicitly tailored to climate resilience. Products
such as drip irrigation financing or loans earmarked for climate-resilient seeds remain
scarce. Expanding such offerings (potentially in partnership with agri-tech firms or via
government programs) could help Pakistani farmers invest in water-efficient irrigation,
better soil management, and renewable-powered farm equipment, areas where regional
peers have already made significant progress.

Clean Cooking and Energy Efficiency

Some MFIs also address mitigation through financing improved cookstoves, biofuels, or
energy-efficient appliances. In Nepal and Bangladesh, micro-loans for clean cookstoves
and biogas digesters have reduced deforestation and indoor air pollution. IDCOL in
Bangladesh has financed over 1.5 million improved cookstoves via MFI partners in recent
years.

Financing Improved Cookstoves in Bangladesh

IDCOL

Institutions that facilitated
the distribution and
financing

The organization
responsible for financing
the cookstoves

Figure 5: Financing Improved Cookstoves in Bangladesh

31 Proshika. (2022). Financial Services (FSD) Program [PDF].
Proshika.https://proshikabd.com/resource/programmes/03_Financial_Services_%28FSD%29_Program1.pdf

32 Rangpur Dinajpur Rural Service (RDRS) Bangladesh. (n.d.). Microfinance & employment creation [Program
page]. RDRS Bangladesh.
https://www.rdrsbangladesh.org/page/program/microfinance_and_employment_creation
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India’s MFls have piloted loans for induction cooktops or LPG as cleaner cooking alternatives
in rural areas. In Indonesia, cooperative banks extended credit for biogas units that convert
farm waste to energy. While these efforts are smaller in scale compared to solar financing,
they play a crucial role in lowering household carbon footprints.

Unlike regional peers, Pakistani MFls have yet to roll out significant programs in this area, a
missed opportunity given many low-income households still rely on wood or dung for fuel.
Introducing microcredit for efficient stoves or biogas (possibly supported by carbon credit
revenues) could yield both health and climate benefits.

Emerging programs, such as Varaha in India and Africa, demonstrate the feasibility of using
regenerative agriculture practices to generate carbon credits for smallholder farmers. These
credits,sold in voluntary carbon markets, provide additional income while enhancing soil
health, conserving water, and promoting carbon sequestration. Pakistan’s MFls, especially
in arid or semi-arid zones, could explore similar models by working with carbon credit
aggregators and climate platforms. Incorporating biochar production or composting through
micro-loans could also tie microfinance directly to carbon credit systems and unlock new
revenue streams for rural clients.

Innovative Climate Finance Mechanisms in Microfinance

Climate
Investment
Funds Public-

Blended Private
Finance Partnership
S

Expanded
Climate
Financing
Capacity

Figure 6: Expanded Climate Finance Facility
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To support and scale these products, the microfinance sector is tapping into innovative
financing mechanisms and partnerships:

Green Bonds and Climate Investment Funds

MFIs across the region have begun to raise capital through green bonds and dedicated
climate finance vehicles to on-lend for green projects. In 2023, AMK Cambodia secured a
USD 7.5 million green loan arranged via a “green basket bond” program by international
investors. This financing is earmarked for AMK to expand its climate-friendly portfolio,
including electric three-wheelers, solar energy loans, and biogas projects.®® By issuing
bonds labeled for green use of proceeds, microfinance providers can attract impact
investors and development finance institutions (DFls) seeking ESG-alighed assets.

AMK Cambodia's Green Loan Achievement

Secured USD 7.5 million green
loan

2023

Arranged via "green basket bond"
program

Involvement of international
investors

Figure 7: AMK Cambodia's Green Loan Achievement

In South Asia, large microfinance-oriented banks such as India’s NABARD have started
floating green bonds to refinance renewable energy and sustainable agriculture loans.
NABARD has formally developed a Sustainable Bond Framework, compliant with ICMA’s

3% Symbiotics and Bll, Symbiotics. (2023, April 5). Symbiotics Investments issued a USD 7.5 million green loan
with AMK Microfinance Institution Plc in Cambodia [News release]. Symbiotics.
https://symbioticsgroup.com/symbiotics-green-loan-amk-cambodia/
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Green & Social Bond Principles and aligned with SEBI and government standards.3* In April
2025, NABARD announced plans for a 10,000crore (*US $1.2 billion)
green-cum-infrastructure bond to fund climate-resilient rural infrastructure, water-efficient
agriculture, organic farming, and renewable energy in villages.*® This trend reflects growing
investor appetite for climate-smart financial instruments. In Pakistan, however,
microfinance institutions have not yet ventured into green bond issuance. The concept of
microfinance green bonds or climate bonds remains a gap. Currently, they rely largely on
donor credit lines and commercial bank loans for funding, which may not be specifically tied
to climate outcomes. Encouraging leading microfinance banks to design green bond
frameworks (perhaps with partial guarantees from development agencies) could open up
new pools of capital for climate-aligned lending.

Additionally, Pakistan could leverage international climate facilities such as the Green
Climate Fund (GCF) or ADB’s Asia-Pacific Climate Finance Fund (ACLiFF). ACIiFF, for
instance, has supported the development of a climate risk index insurance through five MFls
in Asia, which expected to provide protection to over 850,000 vulnerable people.*® Accessing
such funds would allow Pakistani MFls to pilot products (like weather insurance or resilient
housing loans) with grant or concessional support, reducing risk.

Blended Finance and Public-Private Partnerships

Many successful climate microfinance initiatives are built on blended finance, combining
grants or soft loans from governments and donors with the MFIs’ own lending. The
Bangladeshi solar home program was essentially a blended model: international donors
provided low-interest funds and subsidies to IDCOL, which in turn refinanced MFls and
offered partial grants to bring down system costs. This mix made solar loans affordable for
the poor while keeping MFls financially whole.

Similarly, index insurance pilots often involve premium subsidies or donor-backed risk
capitalinitially. In Sri Lanka, for instance, SANASA’s insurance expansion was supported by

34 CNBC-TV18 News. (2025, May 10). Social bonds explained as NABARD raises Rs 1,040 crore via its
inaugural issue. CNBC-TV18. https://www.cnbctv18.com/finance/social-bonds-explained-as-nabard-raises-
rs-1040-crore-via-its-inaugural-issue-17886131.htm

3% UrbanPost. (2025, April 24). NABARD Launches ¥10 000 Crore Green Infrastructure Bond Initiative.
UrbanAcres. https://urbanacres.in/nabard-launches-%E2%82%B910000-crore-green-infrastructure-bond-
initiative/

3¢ Asian Development Bank (ADB). (2024). Asia—Pacific Climate Finance Fund (ACliFF): Overview. Manila,
Philippines: Asian Development Bank. https://www.adb.org/sites/default/files/page/631241/acliff-
overview.pdf
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the IFC and GIIF, which helped design the product and absorb some early losses.?” The
Global Innovation Fund’s investment in Build Change’s Indonesia housing loan program
(mentioned above) is another blended approach. Philanthropic capital is used to de-risk the
innovation of ICALs, so that KOMIDA (the MFI) can implement the product sustainably.®

Blended finance is also seen in government schemes

India’s NABARD provides a strong example of effective blended finance by extending bt
extending subsidized credit lines to MFls for solar lighting or sustainable agriculture. For
Pakistan, adopting similar blended finance strategies will be crucial to jump-start climate-
focused products.

The new World Bank RAM project is a promising case in point. Itincludes a $23 million grant
from the Global Shield Financing Facility to establish a Climate Risk Fund3°This fund is
desighed to provide concessional capital or guarantees to MFls, enabling them to lend for
high-impact adaptation purposes (like recovery loans or crop insurance) without fear of large
losses. Pakistan should build on this momentum by engaging other partners (e.g. the Green
Climate Fund, GCF, or bilateral donors) to create financing facilities that encourage MFls to
develop green loan products. By blending donor funds (to lower interest or cover initial costs)
with commercial microfinance, the sector can expand into areas that that are otherwise
perceived as too risky, such as ultra-poor climate resilience projects.

Climate-Linked Microcredit Programs

Innovative linkages between climate data and microcredit are emerging. In Bangladesh,
researchers tested an “Emergency Loan” where borrowers were pre-approved for a loan
that would automatically be available after a flood. This ex-ante credit assurance

37 Middle East Institute. (2021). Could climate risk insurance reduce the cost of climate change adaptation in
the Middle East? Middle East Institute. https://www.mei.edu/publications/could-climate-risk-insurance-
reduce-cost-climate-change-adaptation-middle-east

38 Global Innovation Fund. (2024, February 20). GIF Invests in climate resilient housing solution in Indonesia
[News release].
https://www.globalinnovation.fund/news/our-innovations/gif-invests-in-climate-resilient-housing-solution-
in-indonesia

3 World Bank. (2025, March 18). Pakistan: World Bank Approves $102 Million to Boost Financial Inclusion,
Resilience for Vulnerable Populations [Press release]. World Bank. Retrieved June 30, 2025, from
https://www.worldbank.org/en/news/press-release/2025/03/13/pakistan-world-bank-approves-102m-to-
boost-financial-inclusion-resilience-for-vulnerable-populations
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significantly improved households’ ability to plan and cope.*® Another promising concept
involves adjusting loan terms based on climate outcomes. For example, interest rebates
could be offered to borrowers who adopt climate-smart practices or in seasons of below
average rainfall (to prevent over-burdening farmers in bad years). While this model of
climate-linked conditional credit is still largely experimental, several pilots are underway.

In India, as highlighted above, SEWA’s nhew parametric insurance for heatwaves provides
automatic payouts. One can envision MFIs linking such insurance to loan repayment
flexibility (e.g. pausing loan collections during extreme-heat payout periods to let clients
recover).

Digital technology

MFls are increasingly using satellite data and mobile apps to monitor weather and
disseminate information. MFls have the potential to partner with fintechs and telecom firms
to send SMS-based early warnings to clients ahead of typhoons, along with guidance on
safeguarding business assets. While a non-financial service in nature, such services
nonetheless enhance the impact of microcredit by protecting the client’s livelihood.

For Pakistan, adopting climate-linked microfinance could mean setting up systems where,
for instance, if a drought is detected in the Thar desert, participating MFIs automatically
extend grace periods or emergency loans to affected clients. Implementing such
mechanisms would require coordination with meteorological agencies and perhaps support
from insurance for the MFIs’ portfolio, but they represent the frontier of aligning microfinance
with real-time climate risk dynamics.

40| ane, G. (2018, November 20). Borrowing for a rainy day: Emergency loans in Bangladesh [Blog post]. World
Bank Blogs. https://blogs.worldbank.org/en/allaboutfinance/borrowing-rainy-day-emergency-loans-
bangladesh
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Comparing South/Southeast Asian Offerings with Pakistan

The range of climate-oriented microfinance products in Pakistan currently lags behind many
neighboring countries. The table below summarizes key product categories and whether

they are available in the focus countries versus Pakistan.

Climate Finance
Product

Examples in S & SE Asia

Status in Pakistan

Renewable Energy
Loans (solar, biogas)

Bangladesh: 4.1 million (2003-
2018) solar home systems financed
via MFls.

India: MFIs finance solar lanterns;
NGO programs for clean
cookstoves.

Cambodia/lndonesia: Green loans
for solar pumps, home solar kits.

Limited/Pilot: A few MFls
offer solar loans (e.g.
Mobilink’s PKR 1.7B in solar
finance), but no nationwide
program.

Climate-Smart
Agriculture Credit
(sustainable inputs,
irrigation)

Bangladesh: Loans for salt-tolerant
seeds, drip irrigation; MFls support
adaptive farming.

Cambodia: Loan terms require
water-saving irrigation or
biodigesters.

India: Micro-loans for drip irrigation
kits and rainwater harvesting.

Nascent: Agricultural
microloans are widespread
but not explicitly tied to
climate-smart practices.
Little targeting of loans for
efficientirrigation or climate-
resilient crops.

Weather-Indexed Crop
Insurance

Sri Lanka: SANASA index insurance
covers 50k+ farmers
(drought/flood).

India: Widespread crop insurance
(index-based) with government
support.

Bangladesh: Flood index insurance
pilots by NGOs.

Philippines: Microinsurance for
crops limited, but disaster
insurance via MFls common.

Rare/Pilot: No index
insurance for crops yet. One
pilot bundling livestock
insurance with microloans
(Kashf).

Overall, insurance
penetration in microfinance
remains very low.
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Climate Finance
Product

Examples in S & SE Asia

Status in Pakistan

Disaster/Emergency
Loans

Bangladesh: MFlIs provide
emergency “rehabilitation” loans
post-cyclone/flood.
Philippines/Indonesia: Calamity
loans and climate adaptation loans
(e.g. housing repair loans) available
through MFls.

India/Sri Lanka: Ad-hoc disaster
loans/rescheduling practiced.

Ad-hoc only: MFlIs offered
payment extensions after
2022 floods.

A new initiative (RAM project)
will fund recovery loans, but
dedicated disaster-loan
products are not yet
institutionalized.

Resilient Housing
Loans

Bangladesh: Long-term micro-
loans for storm-proof housing (IDF,
Grameen).

Philippines: Housing microfinance
with resilient construction advice
(ASA & Habitat pilot).

Indonesia: Climate Adaptation
Loans for home improvements
(KOMIDA/Build Change).

Absent: Micro-housing loans
exist, but none tailored for
climate resilience (flood or
heat adaptation features).
Construction quality
upgrades not financed by
current products.

Green Bonds & Climate
Funds Access

Cambodia: MFls raised capital via
green bonds for EVs, solar, etc.
Regional: MFls benefit from climate
funds (ADB’s ACLiFF, GCF grants
supporting microinsurance and
green lending).

India/Bangladesh: Some banks
issued green microfinance bonds.

No use yet: Pakistani MFls
have notissued green bonds.
The sector is just beginning
to tap climate funds (e.g.
Global Shield grant via World
Bank Capital for
microfinance remains
mostly traditional.

Table 1: Regional Comparison of Climate Finance Products

Table: Comparison of climate-focused microfinance products in South & Southeast Asia vs

Pakistan.

As the table shows, Pakistan lags especially in areas such as insurance and proactive

adaptation lending (housing, agriculture). While countries like Bangladesh and Sri Lanka

have spent over a decade experimenting with and scaling these tools, Pakistan’s
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microfinance sector has only recently begun to recognize and address climate risks in its
portfolio and client communities.

Gaps - Pakistan’s Microfinance sector

Identified Gap Corresponding Opportunity

No index insurance | Pilotin 1-2 districts with support from GIIF or InsuResilience

Limited housing | Partner with NGOs (e.g., Build Change) to design resilient loan +

products training
Low awareness Integrate climate sessions into group meetings & borrower
onboarding

Traditional funding | Mobilize concessional finance + green bond framework

Table 2: Gaps & Opportunities

Several key gaps emerge in Pakistan’s current approach to developing and scaling climate-

aligned microfinance:

Product Gaps: There is an absence or limited availability of key products that
regional peers have effectively deployed. Notably, Pakistan lacks weather-indexed
crop insurance for smallholders, dedicated resilient housing loans, and widespread
emergency loan programs for disaster relief. Renewable energy lending is in its
infancy relative to Bangladesh or Cambodia. This narrow product suite means
Pakistani microfinance clients have fewer options to manage climate risks.

Scale and Outreach: Even where Pakistan has climate-related microfinance
offerings, they remain small-scale or at pilot level. For example, the few thousand
solar loans disbursed or the limited livestock insurance pilot cover only a tiny fraction
of those in need. In contrast, Bangladesh’s solar program reached millions, and Sri
Lanka’s index insurance scaled to tens of thousands of farmers. Pakistan has yet to
replicate such scale, indicating a gap in mainstreaming successful pilots.

Integrated Services: Pakistani MFls have not fully integrated non-financial services
(like climate-smart agriculture training or resilient construction advice) with their
loans. In other countries, leading MFls often bundle credit with capacity building, e.g.
teaching farmers new techniques alongside providing loans, or advising borrowers on
disaster preparedness. This holistic approach is missing, reducing the efficacy of any
climate-oriented credit that is given.
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e Funding and Incentives: Pakistan’s microfinance providers currently have limited
incentives or specialized funding to pursue green lending. There are few concessional
credit lines, guarantees, or risk-sharing mechanisms to encourage MFls to develop
climate products. By comparison, institutions in Bangladesh have benefited from
central bank refinancing for solar loans, while Philippine MFls received donor-backed
funds for microinsurance. Without cheap capital or partial subsidies, MFls may
continue to view climate finance as commercially unviable.

e Client Awareness and Demand: In Pakistan, on the ground, many low-income
clients are not familiar with concepts like insurance or new technologies like drip
irrigation, which dampens demand for such products. In countries with successful
programs, MFls ofteninvestin awareness campaigns. For example, Bangladeshi MFls
used demonstrations to convince villagers of solar home systems’ benefits. On the
other hand, in Pakistan, this kind of demand cultivation is at a nascent stage. The gap
is not justin the supply of products, but also in the education and marketing needed
so that clients understand and trust these financial tools.

e Policy and Regulatory Support: Finally, Pakistan’s policy framework for
microfinance and climate adaptation is still evolving and unlike some neighbors,
=has not yet embedded climate risk considerations into microfinance regulations or
national adaptation plans in a significant way. For instance, the central bank (SBP)
could play a catalytic role and encourage green microfinance by offering incentives
or setting targets, but such measures are only starting to be discussed. The absence
of a clear national strategy linking financial inclusion with climate resilience
represents a gap in the overall strategic direction.

Policy and Regulatory Support

Offer Classify green
Laruer]lic;r;gcrgen cliir:t:gl#irr?gr?c . provisioning relief microfinance as
: : for climate-linked priority sector
windows for MFls disclosures lEe lending

Figure 8: Policy & Regulatory Support

31



Recommendations for Strengthening Climate

Microfinance in Pakistan

To bridge these gaps, Pakistan’s microfinance sector, with support from regulators, donors,

and networks, can undertake several measures.

1.

Diversify and Pilot New Products: MFls in Pakistan should pilot a broader array of
climate-focused products. This could include weather-indexed crop insurance
(perhaps starting in one region with a willing insurer partner), micro flood insurance
for flood-prone communities, and resilient housing loans in areas rebuilding from
disasters.

Small-scale pilots, supported by grants, can test product design and demand.
Successful pilots can then be scaled. For example, an MFI might partner with an
international NGO to pilotindex insurance for 1,000 farmers, with premiums partially
donor-funded initially, generating learnings on pricing and uptake.

Similarly, working with organizations like Build Change or Habitat for Humanity,
Pakistani MFIs could design a housing loan package that includes engineering
support for safer homes, trying it out in one flood-affected district as a proof of
concept.

Leverage Blended Finance and Grants: To make these products viable, Pakistan
should aggressively leverage blended finance facilities. The newly established
Climate Risk Fund under the RAM project can provide crucial support, for instance,
by absorbing a portion of default risk on emergency loans or by capitalizing an
insurance reserve that makes crop insurance feasible.

Pakistani MFIs should also seek technical and financial assistance from global
initiatives (IFAD, ADB, InsuResilience, etc.) that specialize in climate and inclusive
finance. Donor grants or concessional loans can be used to buy down the cost of
green loans (allowing MFlIs to offer a lower interest rate for say, solar irrigation
equipment, to encourage uptake) or to subsidize insurance premiums for the poorest
farmers until the market develops. A concerted resource mobilization effort, perhaps
led by the Pakistan Microfinance Network, could unlock funds specifically earmarked
for climate adaptation finance.

Capacity Building and Knowledge Transfer: Pakistani MFIs will benefit from the
experience of regional peers. Exchanges or learning workshops should be organized
with institutions like BRAC, SANASA, and CARD MRI, which have implemented
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climate microfinance successfully. Training programs can build local capacity in
product development (e.g. how to design an index insurance contract, or how to
assess the loan for a biogas digester).

Within MFls, dedicated units for Climate Finance should be established to
champion these initiatives internally. These units would serve as internal champions,
guiding product innovation, liaising with external partners, and tracking climate-
related performance indicators. Staff training is critical. Loan officers and field staff
should be trained to identify climate risks in their clients’ livelihoods and provide
basic guidance—similar to existing staff training on gender equity or social
performance. Building this internal knowledge base will enable MFIs to better target
products and support clients in high-risk areas.
Building awareness at the client level is equally important. MFls should incorporate
climate risk education into their group meetings and borrower orientations. Clients
could be taught why, for example, insurance is a valuable safety net or how a solar
pump can pay off in the long run. By demystifying climate-linked products, MFls can
stimulate demand while reinforcing their development mission.

Policy Incentives and Regulatory Support: The State Bank of Pakistan and
policymakers should embed climate considerations into the financial inclusion
agenda. This might involve introducing refinance schemes for green microloans
(providing low-cost liquidity to MFls for on-lending in areas like renewable energy,
similar to Bangladesh Bank’s refinance facilities), or mandating reporting on climate
finance in MFI portfolios to track progress.

Regulators could offer incentives, for instance, slightly relaxed provisioning norms on
loans that are climate-linked (acknowledging that some may need longer tenors) or
priority sector classification for green micro-loans to nudge institutions to invest in
them.

Moreover, Pakistan’s forthcoming National Climate Adaptation Plan should
explicitly mention the role of microfinance in community-level adaptation, which
would galvanize support and possibly budget allocations for this cause. A supportive
policy ecosystem will signal to MFls that climate resilience is a national priority,
encouraging them to innovate.

Digital Solutions and Partnerships: Embracing technology can play a
transformative role in delivering climate-responsive microfinance at scale. Weather
data and mobile banking, for example, enable parametric products and rapid
disbursement. Pakistani MFls, fintech startups, and telecoms (given the spread of
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mobile money) can partner to offer, for instance, a mobile-based flood insurance
that automatically pays into a client’s mobile wallet if rainfall exceeds a threshold,
similar to how SEWA in India delivered heatwave payouts via mobile.

Additionally, MFls could utilize satellite imagery to monitor crop health of borrowers,
allowing early warning and advisory texts if drought risk is rising. Partnerships with
agri-tech firms can help MFIs offer bundled services: a loan plus an app that guides
the farmer on climate-smart practices. In Pakistan, where smartphone adoption is
growing, these tech-enabled models could leapfrog some traditional challenges and
make climate finance more accessible and efficient.

6. Leverage Global Lessons through South-South Collaboration: Pakistan can
accelerate progress by drawing on regional and global microfinance innovations. For
instance, India’s NABARD offers Climate-Ready WASH finance through MFls,
combining microcredit with sanitation and water resilience.*’ The DRIFCA
Consortium in Central America uses parametric insurance to protect over 2 million
farmers. Meanwhile, Rwanda and Burundi are embedding adaptation goals into
microfinance through agriculture-linked credit and ecosystem restoration. Such
models highlight the value of cross-country learning. Pakistani MFIs can form
partnerships or MoUs with global institutions to replicate scalable climate finance
innovations under similar low-income, high-risk conditions

7. Focus on Women and Vulnerable Groups: As noted in many countries’ experiences,
women are disproportionately affected by climate change but also are key agents in
adaptation when empowered with finance.

Pakistani MFIs (many of which already target women for economic empowerment)
should design climate products with a gender lens. This could mean ensuring that
insurance payouts or emergency loans reach women clients who manage household
recovery, or tailoring loans for female farmers to invest in resilience (e.g. financing
tools that reduce their labor burden in climate-stressed conditions). Engaging
women’s community organizations in the design and roll-out of these products will
improve adoption and impact.

More broadly, MFls must ensure that the most vulnerable (landless laborers,
migrants, etc.) are not left out. Flexible group lending models or community-based
schemes (like revolving funds for disaster relief managed by the community) could

41 CSRBOX. (n.d.). NABARD launches refinance scheme for WASH programme, earmarks Rs 800 crore for
FY 2020-21 [Web article]. CSRBOX. https://www.csrbox.org/Impact/description/India_CSR_news_NABARD-
launches-refinance-scheme-for-WASH-programme,-earmarks-Rs-800-cr-for-FY-2021_848
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complement individual loans and insurance, extending coverage to those who might
be too risk-averse or poor to take on standard microcredit.

By implementing these recommendations, Pakistani MFls can significantly enhance their
role in climate change adaptation and mitigation. The goal is not only to protect their
portfolios from climate risks, but more importantly to serve their clients’ evolving needs in
the face of climate change, helping them secure energy, adapt their livelihoods, and bounce
back stronger from shocks.

Awareness

Product
Design

Donor Support

Policy
Alignment

Scale-Up

Climate
Impact

Figure 9: Recommendations: Journey towards Impact
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Conclusion

Figure 10: Illlustration: Climate Change

Climate change is reshaping the landscape of poverty alleviation and financial inclusion.
Experiences from India to Indonesia make clear that microfinance can be a powerful toolin
this fight, whether by enabling a poor family to switch on solar lights for the first time, insuring
a farmer against the rains that no longer come, or by rebuilding a cyclone-wrecked house to
withstand the next storm. Across South and Southeast Asia, MFls have developed an
impressive portfolio of climate mitigation and adaptation products through innovation,
partnerships, and perseverance.

For Pakistan, the path forward must begin with adaptation. Despite contributing less than
1% of global emissions, the country is among the world’s most climate-vulnerable,
repeatedly battered by floods, droughts, and extreme heat. In this context, adaptation is not
an option but a development imperative. Building resilient livelihoods, protecting climate-
sensitive agriculture, insuring against disaster losses, and financing safer housing must
become core elements of Pakistan’s financial inclusion and social protection strategies.

At the same time, Pakistan must also unlock the potential of climate mitigation through
carbon finance. Renewable energy loans, clean cooking technologies, and nature-based
solutions can be bundled into carbon credit programs, allowing Pakistani MFls to access
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global voluntary carbon markets. These credits can bring foreign exchange inflows, reduce
dependency on aid, and generate new revenue streams to support climate-positive lending.

Encouragingly, momentum is building: there is rising awareness, as evidenced by initiatives
like Mobilink Bank’s solar loan portfolio and the World Bank’s RAM project focusing on
recovery loans. This illustrates growing recognition of microfinance’s role in climate
resilience, However, closing the gaps will require concerted effort—MFIs innovating on the
ground, support organizations providing funding and know-how, and government creating an
enabling environment.

Adaptation and mitigation should no longer be seen as trade-offs, but as complementary
forces. When well-designed, microfinance products can address both—empowering
communities to cope with climate change today, while contributing to a more sustainable
future tomorrow. By integrating these goals into its core operations, Pakistan’s microfinance
sector can become a cornerstone of resilience, ensuring that no development gain is
reversed by the next climate shock, and that every dollar invested in the poor also invests in
the planet.
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