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Executive summary 
 

Pursuing sustainable and climate-resilient growth is a global collective action. As the 

world is approaching the key point for green transition, Central Asia, one of the most 

promising emerging economies connecting the biggest market players on the Eurasia 

continent, is joining the global race of sustainability commitments.  

Central Asia’s economy relies largely on its abundant natural resource’s reserves, 

extraction activities and fossil fuels exports. Energy-intensive development drives rapid 

economic growth, while the irreversible climate and environmental consequences of 

such economic pattern could not be neglected. To accelerate the transition to a green, 

high-quality and sustainable economy and realize the national sustainability 

commitments, enormous amounts of investments are needed to support large-scale 

sectoral reforms and infrastructure improvement. Therefore, establishing an active 

green finance market and financing vehicles with the capacity to mobilize green 

investments from both the public and private sectors is critical to secure the 

sustainability and social inclusiveness of green transition. In addition to this, as the 

global wave of sustainability movements gets intensified, financial market players are 

required to better equip themselves with sustainability-related capabilities to react to 

the transition risks arising from decarbonization methods.  

Taking into consideration both geographical and cultural influence, the region of Central 

Asia in this report is defined to include the following seven countries: Kazakhstan, 

Uzbekistan, Kyrgyz Republic, Tajikistan, Turkmenistan, Mongolia and Pakistan1. To 

provide a baseline overview of the status of green finance development, an assessment 

framework is developed, incorporating key criteria of green finance pillars including 

sustainability commitments and supporting policies, central bank guidelines, 

institutional framework and green finance market mechanisms.  

Benchmarked with leading green finance practice on the global scale, analysis suggests 

that green finance in Central Asia, though has taken-off, is still at preliminary stage. 

Despite the sustainability-related pledges that have been made by Central Asian 

countries and the huge green investment opportunities, green finance is still a relatively 

nascent concept in the region. The size of green finance is limited, and market players 

lack the capabilities and toolkits to effectively implement sustainability policy visions. 

 
1 This report also acknowledges that due to the constraint of language and data accessibility, the scope of desk research for this 
report only covers public materials in English. Some evidence of green finance development in local languages might be missing.  
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Kazakhstan, Mongolia and Pakistan have achieved notable progress in regulatory 

framework and accumulated experiences in market practice, paving the way for future 

coordinated development in the region. 

It could be foreseen that challenges of green finance development will still persist in the 

upcoming years. Existing obstacles are derived from the generic challenge that green 

finance development needs to be carefully balanced with inclusive growth. As the 

population rapidly grows in Central Asia, the region would require faster economic 

development to keep up with the basic living requirements of the residents, which will 

eventually result in booming energy demand which is currently mainly satisfied by fossil 

fuels. A top-down systematic regulatory policy is still absent. On top of that, there is 

limited institutional coordination on green finance agenda, including limited cross-

sectoral cooperation and limited connection with international funding partners. In 

terms of green finance capabilities, the lack of enforcement of environmental 

information disclosure, incorporation of climate-related risks into risk management and 

market practice implies existing gaps on capacity-building. 

In response to these challenges, the following recommendations are proposed to 

incentivize green investments and scale up sustainable economic activities: 

1. Establish “Sustainability policy toolkits” to provide financial incentives for green 

investments. Central Asian countries are recommended to focus on energy efficiency 

and the improvement of aged infrastructure to make best use of existing plants, 

incorporate green recovery in the Covid-19 economic recovery plans, develop subsidies/ 

fiscal stimulus and enhance cross-sectoral cooperation to monitor green technologies 

development. 

2. Structure a top-down regulatory approach. Taking into account the 

recommendations of NGFS, the development of portfolio management guidance and 

green activities definition will provide detailed methodology instructions to financial 

institutions. 

3. Set up institutional framework and network for coordination, mainly through 

exploring possibilities of establishing powerful coordinating institution as national 

champion and engaging stakeholders from international donor organizations through 

sustainable finance networks. 

4. Engage multiple stakeholders to enhance capacity-building in regulatory framework 

design, information disclosure, climate and environmental risk management and 
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financial product innovation and encourage investors to explore opportunities in clean 

energy development, energy efficiency, sustainable infrastructure and transportation.  

5. Develop inclusive finance by making taxonomy/guidance, involving NGOs and 

developing innovative finance products. 

Green economy transition in Central Asia will be a long and harsh journey, during which 

voices from different stakeholders need to be coordinated and conflicting messages 

arisen from generic challenges of sustainable development need to be reconciled. With 

the concerted efforts of policymakers, regulators and financial market players, Central 

Asia will successfully develop a sustainable finance vehicle to accelerate green economy 

transition.  
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Chapter 1 Significance of developing green finance 

in Central Asia 
 

1.1 Necessity of sustainable development in Central Asia  

 

Central Asia, a land-locked region at the heart of Eurasia continent stretching from the 

Caspian Sea in the west to China in the east, is the home of the ancient “silk road” and is 

showing profound geographical significance to its neighboring countries.  

In this report, the region of Central Asia covers the following countries: Kazakhstan, 

Uzbekistan, Tajikistan, Turkmenistan, Kyrgyzstan, Mongolia and Pakistan, in which 

increasing trade activities are generating stronger economic connectivity.  

Central Asia’s economic activity relies largely on the irrigated agriculture in the south 

and industry & mining due to its abundant reserves in natural resources, particularly oil, 

gas, coal, iron, copper and hydro sources. While the production and exports of natural 

resources has been seen as a major driver of economic growth over the past decades, 

the environmental and social challenges triggered by large-scale exploitation activities 

indicate the unsustainability of the traditional economic development path.  

 

Environmental urgency 

Due to its geographical location and economic development mode, Central Asia is one of 

the most vulnerable regions in terms of climate change and environmental issues. 

Countries are facing high water stress, natural disasters and extreme weather events 

which occur at a growing frequency, severe air pollution and environmental degradation 

brought by extraction activities2. Intensified vegetation degradation and land 

desertification resulted in severe natural events as well as biodiversity loss.  

Apart from direct physical consequences of climate and environmental issues, climate 

risks can also be transmitted into financial impacts on assets. As the global economy 

decarbonizes, policy and technology shift towards ESG-compliant products might lead to 

transition risks, especially for energy-intensive industries. Since economic activities 

 
2 USAID, https://www.usaid.gov/central-asia-regional/fact-sheets/usaidcentral-asia-environment-and-
water-fact-sheet  

https://www.usaid.gov/central-asia-regional/fact-sheets/usaidcentral-asia-environment-and-water-fact-sheet
https://www.usaid.gov/central-asia-regional/fact-sheets/usaidcentral-asia-environment-and-water-fact-sheet
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relying on fossil fuels take up a lion’s share in Central Asia’s economic profile, non-

compliance with international sustainability standards might result in financial loss and 

barriers for international investments. For instance, in March 2021, the EU resolution on 

a WTO-compatible carbon border adjustment mechanism (CBAM) was adopted, calling 

for more stringent climate resilient measures in exporting countries.   

 

Social urgency 

Central Asia countries are also facing emerging social issues, including poverty, low 

education rate, gender inequality and income disparity.  

❖ Gender issues: Significant inequalities between women and men in terms of 

employment, political participation and discrimination, partly due to cultural 

impacts.  

❖ Income inequality: Central Asia is suffering from lack of employment 

opportunities with decent payment, particularly in remote rural areas lacking 

integration with urban infrastructure (World Bank, 2019)3. Unemployment rate 

in Central Asia is the highest among youth and women. 

The Human Development Index (HDI)4 developed by UNDP reveals Central Asia’s 

situation in social development and development gaps within the region. The Gender 

Development Index in Figure 1 defines gender gaps in human development 

achievements, and the Inequality-adjusted Index evaluates social equality dimension. In 

most countries in Central Asia, the development of gender and social equality is still 

below the world average.   

 

 

 

 

 

 
3 Poverty Continues to Decline, but Pace of Poverty Reduction is Slowing in Central Asia, World Bank, 

2019, https://www.worldbank.org/en/news/press-release/2019/10/17/poverty-continues-to-decline-but-

pace-of-poverty-reduction-is-slowing-in-central-asia.  

4 UNDP, Human Development Reports Data Center, http://hdr.undp.org/en/data  

https://www.worldbank.org/en/news/press-release/2019/10/17/poverty-continues-to-decline-but-pace-of-poverty-reduction-is-slowing-in-central-asia
https://www.worldbank.org/en/news/press-release/2019/10/17/poverty-continues-to-decline-but-pace-of-poverty-reduction-is-slowing-in-central-asia
file:///C:/Users/Yilun%20Y%20Yan/Desktop/UK%20PACT/2021.02报告/UNDP,
http://hdr.undp.org/en/data
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Recognizing its own sustainability challenges, Central Asia countries have embarked on a 

new journey of seeking sustainable development. Placing Central Asia’ s economy onto 

sustainable path will require unprecedented flows of green investments into resource 

efficient technologies. As a supportive pillar for real economy, financial sector will be 

playing a critical role in driving sustainable progress through mobilizing green capital, 

protecting institutions from damages caused by climate and environmental risks and 

creating additional job opportunities to benefit the vulnerable groups. The G20 Green 

Finance Synthesis Report published by the end of the 2016 G20 Summit acknowledges 

the essential role of financial support in achieving sustainable growth. On a conceptual 

level, the term “green finance” is defined as financing of investments that provide 

environmental benefits in the broader context of environmentally sustainable 

development5. Green finance will serve as an instrument addressing both environmental 

and social pillars of sustainable growth.  

 
5 G20 Green Finance Synthesis Report, G20 Green Finance Study Group, 2016 

Figure 1 Comparison of social and gender index in Central Asia 
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As globalization grows wider and deeper, the expanding size of cross-regional 

commercial activities highlights the geographical, economic and cultural significance of 

Central Asia as a “regional hub”. Securing economic and social stability of a sustainable 

Central Asia is critical to maintain the prosperity of Eurasia continent.  

 

1.2 Rapid economic growth calls for stronger efforts to pursue 

sustainable development 

 

1.2.1 Economic growth and future projections reveal huge development potential in the 

region 

 

Relying on its abundant natural resources and expanding energy-related business, 

Central Asia has achieved notable economic progress with stable population growth in 

the last two decades. With its total GDP annual growth rate exceeding the global 

average level, Central Asia’s economic structure has been improved to reflect the 

progress of modernization. The share of agricultural sector in total GDP has been 

dropping, giving ways to the growing industry and services sector. Central Asia’s robust 

growth momentum and investment opportunities lead to a significant increase in its 

foreign investment attractiveness.  

Despite the harsh external economic shock in 2014-2015 driven by the sharp drop in 

world oil prices, Central Asia’s economy quickly recovered in 2016 and maintained at a 

relatively stable growth rate. The disruptions on global macro economy and regional 

supply chain caused by the pandemic has led to economic slow-down in 2020, followed 

by a projected recovery in 2021 at a 3.8% GDP growth according to the Asian 

Development Bank (ADB). In the post-pandemic era, Central Asia will need to cope with 

the lasting effect of the crisis through further opening up its economy, providing better 

liquidity and allowing for larger foreign investments. With proper policy incentives and 

financial support, post-pandemic policymaking could also be an opportunity for Central 

Asia to accelerate its green economy transition through scaling up responsible 

investments. 
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Figure 2 GDP growth in Central Asia (Source: World Bank) 

 

 

Driven by its robust economic development, Central Asia will witness a soaring increase 

in energy consumption, which might result in stronger reliance on fossil fuels according 

to its current energy structure. To avoid further negative impacts of the traditional 

development mode, Central Asian countries are urged to accelerate green growth to 

secure high-quality development. Meanwhile, it is worth noting that Central Asia’s 

green transition should be conducted carefully without compromising the inclusive 

economic growth of the most vulnerable groups in the region.  

 

1.2.2 Realizing NDCs and sustainability commitments would require large-scale 

financial support, leading to huge sustainable investment opportunities in green 

sectors 

 

To respond to the sustainability commitments of the international community, Central 

Asian countries joined the Paris Agreement in succession to each other. The Nationally 

Determined Contributions (NDCs) or Intentional Nationally Determined Contributions 
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(INDCs) submitted by Central Asian countries have implied huge emission reduction 

gaps between the business-as-usual scenario and the sustainability targets, which will 

be generating big green investment potential. 

Table 1 NDC/INDC targets of Central Asian countries. Source: NDCs/INDCs submitted 

 NDC/INDC target Estimated financing needs 
identified in NDC/INDC 

Kazakhstan Unconditional 15% reduction 
and a conditional 25% 
reduction in total GHG 
emissions compared with 
1990, which translates to a 
total emission of 335 Mt and 
287 Mt CO2 equivalent in 
2030 respectively. 

The demand of green investment to 
meet the NDC 2030 unconditional 
target is estimated at between 
26~140 billion USD, in which 17~49 
billion USD is intended for power 
sector investments. The average 
additional investment needed for 
NDC targets is estimated at 1-9 
billion USD, equivalent to 1-5% of 
GDP per year, indicating big 
investment gaps to be filled. 

Mongolia 22.7% reduction in GHG 
emissions by 2030, compared 
with the projected “business 
as usual” scenario for 2010. 

The financial needs of NDC 
implementation is estimated as 11.5 
billion USD, of which 6.3 billion USD 
for mitigation and 5.2 billion USD for 
adaptation. The annual green 
investment needs range from 690 
million USD to 1.03 billion USD. 

Pakistan The estimated GHG emissions 
in 2030 is 1603 Mt CO2 
equivalent, which is four times 
today’s level. Pakistan’s NDC 
targets at reduce GHG 
emissions by 20% by 2030 
compared with the baseline 
projections.  

The investment gap to achieve NDC 
mitigation target is estimated at 
approximately 40 billion USD, with 
another 7-14 billion USD/annum for 
adaptation.   

Uzbekistan To decrease specific emissions 
of greenhouse gases per unit 
of 
GDP by 10% by 2030 from 
level of 2010. 

N/A 

Tajikistan Achieve a target of 65- 
75% of the 1990 level (25.5Mt 
CO2 eq) by 2030, which 
amounts to 
1.2-1.7 tons in CO2 equivalent 
per capita 

N/A 
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Kyrgyzstan   Limiting the per capita GHG 
emissions to maximum of 1.23 
t/CO2, or 1.58 
t/CO2 in 2050 to achieve the 
below 2°C objective, with a 
probability of 
66% and 50% respectively. 

N/A 

 

Taking into consideration the emissions inventory, energy mix and economic profile of 

Central Asia, the key sectors for green investments to address the most urgent 

sustainable development challenges are identified as clean energy development, energy 

efficiency and infrastructure.  

 

Key sectors – Clean energy development 

The energy sector is the biggest source of GHG emissions, contributing to over 80% of 

emissions in some Central Asian countries, such as Kazakhstan and Mongolia. As is 

shown in Central Asia’s power generation mix (see Figure 3 below), fossil fuels including 

coal, oil and natural gas are steadily dominating the region’s energy profile. Since 2015, 

Central Asian countries have embarked on the uptake of clean energy sources such as 

wind, solar, nuclear and biofuels, but the share of renewables remains very trivial (less 

than 2% as of 2019).  

Figure 3 Power generation in Central Asia by source. Source: IEA 
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Figure 4 Fossil fuels generation by country. Source: IEA 

 

When looking at each country’s contribution to Central Asia’s utilization of fossil fuels in 

power generation (Figure 4), it could be found that Kazakhstan, Mongolia and Pakistan 

are the three major consumers of coal, oil and natural gas. The energy transition of 

these three countries will be critical to “greening” the energy profile of the whole 

region.  

To accelerate the energy transition towards a clean energy mix, these countries have set 

ambitious clean energy targets for the next decades. In Kazakhstan, with 50% of its 

territory has average wind speed of 4m/s at a height of 30m/s, is endeavoring to make 

best use of its favorable renewable energy endowments. The country targets at 

achieving 30% of renewables in power generation by 2030, 50% by 2050; 25% of gas in 

power generation (including coal to gas) by 2030, 30% by 2050 and 15% CO2 emissions 

reduction in power generation sector by 2030, 40% by 2050. Under financial support 

from international organizations such as EBRD, AIIB and GCF, a considerable number of 

clean energy projects are under implementation.  

In Mongolia, with fossil fuels dominating Mongolia’s energy mix by 95.51% of total 

power generation, only 42% of the population are using clean fuels and technologies for 

cooking in 2017. Over the past decade, Mongolia’s total energy demand has been 

increasing rapidly with an average of 5% per year, calling for the wider adoption of more 

accessible and clean energy sources and energy infrastructure connectivity. The country 

targets at achieving 30% of renewables in total power generation by 2030 from 7.6% in 

2014 and reduce GHG emissions in the energy sector by 20% by 2030. The IEA estimated 

that the country had a potential of renewable power generation of 2.6GW. 
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In Pakistan, energy shortage is the biggest resource-related challenge. 40 million people 

do not have access to electricity, and half of the population do not have access to clean 

cooking facilities. Its energy supply heavily relies on imported fossil fuels, which are 

subject to the fluctuations of fuel prices. During the past few years, Pakistan has been 

launching massive coal-fired projects in partnership with China to cope with its energy 

crisis. In December 2019, the government pledged not to build additional coal-fired 

plants in the country, which would require enormous investment in the development of 

alternative fuels.  

 

Key sectors – Energy efficiency 

 

For fossil fuels-reliant economies, to optimize energy savings from efficiency gains is one 

of the most effective ways to address emission reduction issues in the energy sector.  

Space heating: With high geographical altitude, some Central Asian countries are 

experiencing extreme cold in the winter, making space heating one of the biggest 

sources of demand for energy consumption. However, the aged energy infrastructure 

and traditional heating methods which are less efficient are leading to extra energy loss 

and severe air pollution. Most of Mongolia’s heating energy was generated from coal-

fired CHPs aged over 60 years, and Mongolia aims to reduce own-use energy of CHP 

from 14.4% in 2014 to 11.2% in 20306. 30% of Kazakhstan’s household use 

coal/firewood in residential heating, creating 99% of residential sector air pollution. To 

improve energy efficiency in the heating sector, there countries are aiming at scaling up 

investments in heating system upgrade and building codes improvement to reduce heat 

loss. In the residential sector, the adoptions of cheap efficiency stoves, water heater and 

boilers are another option to enhance efficiency improvements.  

Energy infrastructure renovation: For coal-reliant economies in which large scale coal-

plants are still in operation, renovations and retrofitting on the aged coal-fired plants 

will help to optimize energy savings from existing aged fleet.  

Grid efficiency: Transmission and distribution loss on the grid is another source of 

efficiency challenge. In Pakistan, the transmission and distribution losses amounted to 

18% in total power generation in 2015. In Mongolia, the transmission loss was 13.7% in 

 
6 Development of Green Energy Systems and Energy Efficiency in Mongolia, Global Green Growth 
Institute, 2020, https://gggi.org/site/assets/uploads/2020/06/Green-energy-and-energy-efficiency-case-
studies_Mongolia-compressed.pdf 

https://gggi.org/site/assets/uploads/2020/06/Green-energy-and-energy-efficiency-case-studies_Mongolia-compressed.pdf
https://gggi.org/site/assets/uploads/2020/06/Green-energy-and-energy-efficiency-case-studies_Mongolia-compressed.pdf


Paving the Way for  
Green Finance Development 
in Central Asia 

18 
 

2014, and the country targets at reduce the loss to 7.8% in 20307.  Therefore, Central 

Asian countries have listed grid efficiency as a key issue on their agenda  

 

Key sectors – Infrastructure 

 

Infrastructure development helps to increase regional connectivity and contribute to 

the improvement on socio-economic parameters.  

Gas pipeline expansion: Gas pipeline expansion is a major task for gas-rich countries, 

such as Kazakhstan, Uzbekistan and Turkmenistan. Kazakhstan will need to expand its 

gas pipeline in the north, east and south regions to enable co-generation plants to 

switch from coal to gas8, and to expand the coverage of gas utilization with the 

construction of new distribution pipelines. 

Urban infrastructure: Cities in Central Asia is still facing major challenges in developing 

high-quality trade and transport-related infrastructures to meet the requirements of 

growing population. The situation is even worse for the wide rural areas where 

residents rarely have access to centralized and sanitary water, sewage and heating 

suppliers. Transport and technology infrastructure should also be developed to increase 

the regional connectivity and to provide people in rural areas with wider technology & 

education access. 

Disaster resilient infrastructure: Central Asia is among the most disaster-prone regions 

in the world. The economy and ecological of these countries are highly vulnerable to 

natural disasters including floods, droughts, earthquakes and dzuds9. Mongolia has 

established legislative framework based on 2017 Law on Disaster Protection to facilitate 

disaster resilient infrastructure development10. 

  

 
7 Development of Green Energy Systems and Energy Efficiency in Mongolia, Global Green Growth 
Institute, 2020, https://gggi.org/site/assets/uploads/2020/06/Green-energy-and-energy-efficiency-case-
studies_Mongolia-compressed.pdf 
8Kazakhstan Energy Profile, IEA, 2020https://www.iea.org/reports/kazakhstan-energy-profile/market-
design#abstract 
9 Dzud: An Mongolian term describing the massive deaths of animals after extremely hot summer and icy 
winter.  
10Research Project on Resilient Infrastructure in Mongolia, United Nations Economic and Social 
Commission for Asia and the Pacific, 
https://www.unescap.org/sites/default/files/Research%20report%20on%20Resilient%20Infrastructure%2
0in%20Mongolia_0.pdf 

https://gggi.org/site/assets/uploads/2020/06/Green-energy-and-energy-efficiency-case-studies_Mongolia-compressed.pdf
https://gggi.org/site/assets/uploads/2020/06/Green-energy-and-energy-efficiency-case-studies_Mongolia-compressed.pdf
https://www.iea.org/reports/kazakhstan-energy-profile/market-design#abstract
https://www.iea.org/reports/kazakhstan-energy-profile/market-design#abstract
https://www.unescap.org/sites/default/files/Research%20report%20on%20Resilient%20Infrastructure%20in%20Mongolia_0.pdf
https://www.unescap.org/sites/default/files/Research%20report%20on%20Resilient%20Infrastructure%20in%20Mongolia_0.pdf
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Chapter 2 Green finance development overview in 

Central Asia 
 

2.1 Regional baseline overview of green finance development 

status in Central Asia 

 

Despite the urgent need for Central Asian countries to mobilize green financial sources 

to facilitate the transformation to sustainable development path, the progress made by 

far is quite limited compared with other regions of the world.  

To give an overall assessment of green finance capacities in Central Asia, this report has 

identified four strategic pillars which are fundamental for promoting development 

status of green finance in Central Asia: Sustainability commitments and supporting 

policies, Central bank guidelines, Institutional framework and Green finance market 

mechanisms. Sustainability commitments and supporting policies and central bank 

guidelines are categorized as “macro-level policies”, and institutional framework and 

green finance market mechanisms are categorized as “market implementation”. Each 

pillar consists of several components as assessment criteria of green finance 

development.  

Figure 5 Green finance assessment framework 
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Sustainability commitments and supporting policies assess a country’s determination 

and actions to incorporate green transition into its development strategy. Under this 

pillar, a country’s NDC commitments, sustainability vision such as national green 

economy & energy transition strategy and fiscal stimulus such as tax exemptions or 

subsidies are considered as sustainability components.  

Central bank guidelines refer to regulatory documents in favor of green finance 

development issued by regulators in the financial sector, covering three aspects: green 

finance regulations which provide green investment guidance, ESG disclosure guidance 

which specifies requirements and methodologies of ESG-related reporting and Green 

Taxonomy which defines classification of green economic activities. 

Institutional framework defines a country’s green finance institutional set-up, whether 

there is any effective coordinating institution which enhances coordination in green 

finance development (e.g. Green finance committee in China) and its green finance 

governance structures. It also includes assessments on the extent to which a country 

participates in international sustainable finance networks, since international funding is 

a critical source of financing green projects in Central Asia. 

Green finance market mechanisms evaluate the vitality of green financial business 

activities, the development of green finance products and the introduction of market 

mechanisms in providing financial incentives. Assessment criteria under this pillar 

includes ETS or carbon pricing, green finance products such as green bonds and green 

lending, and the participation of non-banking sector which is a potential source of 

providing long-term capital.  

Based on the assessment framework, we have examined the development status of 

sustainability commitments, central bank guidelines, institutional framework and green 

finance market mechanisms of Central Asian countries based on market research. The 

figures below (Figure 6) summarizes the green finance progress achieved by seven 

countries in Central Asia. Central Asian countries are categorized into “Implementing” 

group and “Awakening” group.  In the “Implementing” category, Mongolia, Kazakhstan 

and Pakistan have made notable progress in enacting sustainability and green finance 

related policies. Green finance market practice has taken off, but compared with the 

other two countries, Pakistan’s institutional framework and market mechanisms 

development is relatively lagged. The four countries (Uzbekistan, Tajikistan, Kyrgyzstan 

and Turkmenistan) in the “Awakening” category have shown some signs of willing to 

pursue sustainable development. It is expected that substantial green finance practice 

will soon be launched in these countries.    
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Benchmarked with leading green finance practice on the global scale, this report finds 

that green finance in Central Asia is still at preliminary stage. Despite the sustainability-

related pledges that have been made by some Central Asian countries and the big green 

Figure 6 Green finance progress evaluation of Central Asian countries 
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investment gap to be filled to achieve these goals, green finance is still a relatively 

nascent concept in the region. The size of green finance is limited, and market players 

lack the capabilities to fulfill the green investment requirements.  

Another finding is the imbalance between macro-level policy development and market 

implementation. It is normal that policy evolvement always takes place before market 

practice, but the enlarging gap in Central Asia indicates that green finance market 

development has been unable to keep pace with policy progress.  

Based on the studies on current development status and future potential of green 

finance in the region, this report will be focusing on countries included in the 

“implementation phase”, which includes Kazakhstan, Mongolia and Pakistan to identify 

their green finance footprint and experiences and lessons to draw from. Key findings of 

the green finance development experiences will be presented in the following section11. 

2.2 Diving deeper: Green finance development experiences from 

Mongolia, Kazakhstan and Pakistan and implications for other 

countries 
 

2.2.1 Mongolia 

 

Mongolia is considered as a pioneer in terms of green finance policy development in 

Central Asia and is already on the way of putting policy visions into practice.  

Recognizing the fragility of its eco-system and the long-term negative effects of the 

traditional resources-intensive economic development mode, Mongolian authorities 

have made strong commitments to transit to sustainable development path. A number 

of Ministries are working on introducing sustainability targets and guidelines to facilitate 

green development, including National Green Development Policy (NGDP) in 2014, NDC 

submitted in 2015 and Sustainable Development Vision in 2016. On the basis of 

sustainability commitments, financial regulations in favour of green finance are evolving 

rapidly, particularly Green Taxonomy, comprehensive E&S related reporting policies and 

a set of sustainable finance principles outlining sustainable values.  A drafted ESG listing 

 
11 For detailed factsheet of green finance roadmap in Mongolia, Kazakhstan and Pakistan, please kindly 
refer Appendix.  
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rule is planned to be approved in August, and the MSFA together with Bank of Mongolia 

and IFC are conducting sustainable finance performance review for banks in Mongolia.  

 

In terms of institutional framework, private sector-led initiatives (Mongolian Sustainable 

Finance Initiative) and innovative vehicles play a leading role in implementing green 

finance. MSFI has been engaging with key stakeholders in the banking sector to secure 

cheap funding for green projects and improving Mongolia’s green finance performance 

through comprehensive strategy design – the <National Green Finance Roadmap> 

jointly with UNEP. Besides, the Mongolian authorities have also been actively engaged 

with international partners such as GGGI and GCF to attract foreign investment flows on 

green projects. 

Commercial banks in Mongolia have started to launch green finance products. The 

current share of green lending in total loan assets in Mongolia is estimated at around 

5%, a substantial take-off of green finance development but still with high potential to 

grow.  With the support of EBRD, CBI and IIGF, MSFA is carrying out a study on the 

current situation of Mongolia’s capital market and developing incentives to promote 

green capital market development. A similar project led by AIFC is also currently under 

implementation in Kazakhstan. According to the Sustainable Banking Network (SBN) 

2019 country progress report, the practice of green finance in Mongolia is already at the 

“Advancing Implementation Stage”, with outstanding policy coverage assessment 

results on policy alignment with global E&S standards, sustainable products definition 

(mainly accelerated by Green Taxonomy in 2019) and green finance product guidelines, 

indicating that Mongolia’s E&S policy framework and green finance policy development 

is recognised as advanced compared with other SBN members12. 

 
12 SBN member countries include: Argentina, Cambodia, Chile, Dominican Republic, Egypt, Fiji, Georgia, 
Ghana, Honduras, India, Jordan, Lao PDR, Nepal, Pakistan, Panama, Paraguay, Philippines, Sri Lanka, 
Thailand, Ecuador, Kenya, Mexico, Morocco, Peru, South Africa, Turkey, Bangladesh, Brazil, China, 
Colombia, Indonesia, Mongolia, Nigeria and Vietnam.  
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Current gaps for green finance development 

On the other hand, green investments in Mongolia are constrained by the lack of 

incentives to invest in green sectors, which is a generic challenge rooted in 

Mongolia’s economic and energy endowments. Over 95% of Mongolia’s energy 

supply accounted on fossil fuels, particularly the abundant natural reserves of coal. 

Although Mongolia has rich potential in renewable energy sources, its deployment 

of clean energy (which is the biggest green investment target) is harnessed by some 

local limitations. Mongolia has the lowest population density in the world, making 

the long-distance power transmission and distribution very costly and inefficient. 

The depressed energy tariff in Mongolia leads to high FIT off take. As a result of 

these combined factors, green investments in Mongolia often come with lower 

interest rate and longer payback period, resulting in weak incentives for investors 

to participate.  

Moreover, policymakers in Mongolia are also expected to address gaps on the 

implementation and enforcement of E&S policies, measurement on environmental 

benefits and risk exposure and reporting of climate & green investments.  

 

 

Recommended solutions for Mongolia 

• Provide wide-scale clean energy subsidies or fiscal stimulus to make these 

projects more profitable; 

• Enact ancillary policies to create better conditions for renewables 

development, e.g. grid development and energy efficiency improvement to 

accommodate higher share of variable renewables, therefore lowering the 

extra cost of renewables technologies; 

• Enhance implementation and enforcement of environmental & social 

policies and climate & environmental risk assessment practices through 

capacity-building events, incorporate reporting and disclosure into 

mandatory rules to raise green finance awareness of the banking sector.  
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2.2.2 Kazakhstan 

 

Sustainability policy development and the decisive role of Astana International Financial 

Centre are driving effective design of green finance strategies, secured by a dynamic 

economy and stable financial system. Kazakhstan aspires to become a regional 

sustainable finance hub through better integration of green finance into the legal and 

regulatory system and develop various green finance instruments. 

To respond to the calls in its sustainability commitments including NDC, Kazakhstan 

2050 and Green Economy Concept, Kazakhstan started to incorporate sustainable 

considerations in business activities. The development of a comprehensive green 

finance regulatory system and a Green Taxonomy providing guidance on green business 

activities is currently under progress. With the introduction of the new Environmental 

Code of Kazakhstan envisaging economic stimulus for green financing in early 2021, 

Kazakhstan is actively putting forward the sustainable finance agenda.  

The establishment of Astana International Financial Centre (AIFC), a new financial centre 

effectively operates as the incubator of green finance incentives and instruments. AIFC 

is set to become a national champion in green finance through developing green finance 

products, proposing regulatory improvements and conducting effective coordination. 

Since its creation, the exploration of this institution has yielded significant progress.  

With the piloting of carbon pricing and green bonds, the development of Kazakhstan’s 

green finance market mechanisms is at a leading stage in Central Asia. Leading banks are 

taking actions of scaling up green investments as a response to the government’s 

sustainability commitment, and the development of Kazakhstan’s Emissions Trading 

Scheme (ETS) is a key step in creating incentives for green investment by awarding 

business activities which might benefit emissions reduction. The issuance of the first 

green bond in 2020 is an iconic success of its green finance market mechanisms 

improvement. 
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Current gaps for green finance development 

• Dilemma between economic growth and clean energy uptake: Kazakhstan is 

one of the biggest net producers of oil and gas. Fossil fuels not only supports 

over 90% of its energy supply, but also a critical pillar of Kazakhstan’s 

national economic revenues. Compared with cheap and accessible fossil 

fuels, clean energy projects do not enjoy cost competitiveness.  

• According to AIFC’s assessments on Kazakhstan’s financial sector’s capacity 

to support green economy, the country is facing the following limitations: 

o Regulatory policies: 1) There is no integration of climate change 

aspects into regulatory policy; 2) Although Kazakhstan Stock Exchange 

(KASE) has published guidance on ESG reporting, such reporting is not 

a listing requirement and no voluntary issuer reports have been 

published; 3) There is no formal guidance on green investments. 

o Institutional framework: There is limited adoption of internationally 

recognized sustainable principles, e.g. Principles for Responsible 

Investing or Equator Principles;  

o Green finance market mechanism: 1) There is limited green products 

apart from the green bond issued in 2020; 2) There is no central 

tracking or monitoring of green projects, leading to information gap 

for investors.  

 

Recommended solutions for Kazakhstan 

• Develop ancillary policies to support clean energy development, enhance 

energy efficiency standards and grid development to accommodate 

renewables; 

• Establish green finance regulatory system and monitor the implementation 

of ESG information disclosure as required by KASE’s Listing Rules; Adopt 

standards for tracking impacts of climate finance and environmental and 

social risk assessments; Launch capacity-building activities for commercial 

banks; 

• Stronger and continuous enforcement of the ETS and implement the 

demonstration of innovative green finance products. 

• Enhance the participation of non-banking sector through improving capital 

market mechanisms.  
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2.2.3 Pakistan 

 

Pakistan is among the most vulnerable countries facing climate change. The projected 

economic growth implies booming energy demand in the next decades, calling for 

stronger efforts to explore a sustainable path encompassing both economic growth and 

green transition. As the country is fully aware of the severity of climate-related risks, a 

set of sustainability policies including National Climate Change Policy (NCCP) and 

Pakistan Climate Act have been developed and the Minister of Climate Change has been 

established as the domestic institution to monitor climate actions. The government has 

also been making efforts in re-structuring public budget for climate finance to enhance 

its disaster-resilience. The Green Banking Guidelines issued by the State Bank of 

Pakistan is a significant achievement in enhancing financial sector’s support to green 

economy, landmarking the take-off of green finance development.  

Currently, Pakistan’s green investments are mostly funded by public expenditure. 

Pakistan is also in close relationship with international funding, including Green Climate 

Fund, Clean Development Mechanism (CDM), Adaptation Fund (AF), Global 

Environment Facility (GEF), Forest Carbon Partnership Facility (FCPF) of the World Bank, 

etc. to secure its financing need to cope with climate change. 

Looking forward, Pakistan will embark on the enactment of more comprehensive green 

finance regulations and promote the compliance of commercial banks to ESG-related 

concepts.  
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Current gaps for green finance development 

• Dilemma between economic growth, energy supply and clean energy 

development: Pakistan announced its ambition to phase out additional coal 

plants investments, but the feasibility of this pledge is questioned by 

Pakistan’s severe energy crisis and the urgent need to scale up energy 

supply, in which coal is the most cost-competitive source.  

• Lack of cross-sectoral coordination towards sustainability targets: One 

month after Prime Minister’s announcement, the government approved 

another 350MW coal fired plant. The conflicting messages indicate the 

urgent need for Pakistan to establish clear and agreed guidelines to 

harmonize controversial operations within the government.  

• Ineffective and insufficient implementation of Green Banking Guidelines: 

Although the guidelines outline informative processes for banks to take 

environmental due diligence into considerations in operation, banks lack the 

basic methodology guidance.  

• There is no effective green finance market mechanism to attract green 

investments, resulting in limited green finance practice.  

 

 

Recommended solutions for Pakistan 

• Deepen clean energy technology transfer from other countries to bring 

down the cost of producing clean energy – this will help to increase the 

affordability and accessibility of clean energy projects. 

• Establish a central coordinating body, such as MSFI in Mongolia or AIFC in 

Kazakhstan to oversee green economy related initiatives. 

• The SBP needs to define mechanisms to monitor the implementation of 

Green Banking Guidelines to make sure that financial institutions comply 

with the process. 

• Provide clear definitions on green sectors and rules on green financial 

products should be developed before launching green financial product 

innovation.  

• Develop public-corporate-civil society partnerships to implement and 

finance climate-related projects to enhance the participation of private 

sector-led initiatives. 

• Explore the possibilities of introducing domestic carbon pricing mechanisms. 
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2.2.4 Implications for other countries 

 

For other Central Asian countries in the “awakening” category, there is limited evidence 

of green finance implementation. However, considering these countries’ economic 

growth potential and their increasing influence on regional economy, building up green 

finance scheme for these countries will be critical for the sustainable transition of the 

region.    

Experiences and lessons from the three “implementing” countries set an exemplary case 

of how could emerging economies in Central Asia undertake green finance practices. 

Now is the time for “awakening” countries in Central Asia to scale up the role of green 

finance in supporting sustainable transition. The priority for these countries will be 

awareness raising on the necessity of sustainable development which will catalyse 

transformations on production and consumption patterns. Some progress made so far 

signals enormous potential for future development: with support from EBRD and the 

Japanese government, Ministry of Energy of Uzbekistan is exploring the energy 

transition pathway aiming at net-zero in 2050. Accompanied by wider cross-sectoral 

coordination, more concrete macro-level policy design is expected to follow to promote 

coordinated green finance development in Central Asia.  
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Chapter 3 Challenges and recommendations  
 

3.1 Challenges 

 

Green finance development needs to be balanced with inclusive economic 

development 

 

Although the necessity of sustainable economic development has been recognized and 

ambitious transition targets haven been formulated by the policymakers, the current 

implementation of policies is far from on track to attract sufficient investments to 

realize the 2-degree target under Paris Agreement. The major reason for this is the lack 

of economic incentives to switch from fossil fuels which are very cheap and accessible to 

clean energy sources, of which the cost of construction is typically higher and payback 

period is longer. As a result, investing in green projects are often less profitable and 

economically attractive 

Moreover, as the population rapidly grows in Central Asia, the region would require 

faster economic development to keep up with the basic living requirements of the 

residents, which will eventually result in booming energy demand. In emerging 

economics, the priority is to develop inclusive growth aiming at providing better living 

conditions for its population. For instance, with the oil production in Kazakhstan 

reached a record high in 2019, Kazakhstan further deepened its reliance on fossil fuels. 

The emissions trajectories indicate that the country is further deviating from its climate 

targets (which is already rated as “insufficient” to meet the Paris Agreement target) by a 

wide margin13.  

The urgency of economic recovery after the pandemic adds more pressure to the energy 

transition. To stimulate economic recovery, resource-reliant countries are likely to 

increase fossil fuels exports to generate economic revenues. Under current policies, 

since Central Asia’s energy structure deeply relies on fossil fuels with very weak 

renewables capacity, alternative clean fuels are unlikely to fulfil the energy and power 

requirements. This concern is even more severe in Pakistan, which is currently 

undergoing energy shortage but has also made the commitment to phase out new coal 

 
13 Climate Action Tracker, https://climateactiontracker.org/countries/kazakhstan/  

https://climateactiontracker.org/countries/kazakhstan/
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plants. How to stick to sustainable practice while not compromising economic growth 

remains a dilemma for policymakers in Central Asia. Therefore, it is important to note 

that green economy transition is a long and inclusive process, in which multiple 

interrelated challenges need to be addressed.  

 

A lack of top-down systematic regulatory system and policy toolkit 

 

Central Asian countries have launched some green finance policies on investment or 

reporting guidelines, but the policies are separate from each other and the existing ESG-

related regulations are not listing requirements. Without a comprehensive top-down 

regulatory system accompanied with performance assessment mechanism to monitor 

the compliance of green finance guidelines, the development of green finance in Central 

Asia is mostly conducted by commercial banks on a voluntary basis.  

Central Asia lacks regulatory toolkits which can put the green finance visions outlined in 

policy frameworks into pragmatical implementation.   

 

 

Limited institutional coordination for the green finance development  

 

▪ Limited cross-sectoral coordination of green finance agenda: A powerful 

coordinator is essential to mobilize domestic and international financial 

resources and to integrate the various appeals of different stakeholders. In 

countries except for Mongolia and Kazakhstan, without an effective central 

coordinator, there is limited cross-sectoral coordination and different ministries 

sometimes are operating with conflicting messages.  

▪ Limited connection with international funding partners: International funding 

providing cheap funding for clean energy, energy efficiency and social 

infrastructure is a critical source of green investment for Central Asia. Due to the 

insufficient information sharing and limited communication channels, the 

coverage of international funding in some countries is limited. Developing 

countries in Central Asia need to enhance connection with international 

partners. 
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Gaps in green finance capabilities and limited practice 

 

▪ Lack of implementation and enforcement of environmental information 

disclosure: Environmental, social and climate-related information disclosure is 

central for investors to identify the sustainability impact of targeted assets. 

However, in Central Asia, the enforcement of information disclosure remains at a 

nascent stage. ESG reporting has not been widely adopted as a listing rule for 

business and the transparency and accessibility of data restrain the capacity of 

investors to conduct portfolio risk assessments. Information inaccessibility 

caused by the limited voluntary disclosure by market players and the absence of 

green finance tracking system is an important barrier for potential investors to 

launch green business activities in the region. 

▪ Climate and environmental risks are not fully incorporated in risk assessment: 

Central Asia is also highly vulnerable to natural disasters and climate-related 

risks which could be transmitted into negative financial impacts, posing severe 

threats to the stability of its financial system. Due to the insufficiency of 

methodology guidance, there is very limited action taken by financial institutions 

to calculate climate risk exposure of its held assets, a large proportion of which is 

concentrated in energy-intensive sectors. Climate and environmental risks have 

not been fully incorporated into the traditional risk management procedure, 

leaving huge space to improve.   

▪ Limited green finance practice: At the current stage, the total size of green 

finance in Central Asia is still limited, with a trivial share of green lending in 

overall portfolio and insufficient green financial product innovation.  

• Green products: Some green finance products have been introduced in 

Central Asia (e.g. EE housing mortgage, green loans and green lending in 

Mongolia and Kazakhstan), but the development of green finance product is 

relatively limited in general.  Green investments: Despite the abundant 

green investment opportunities in various sectors, the investment gap 

remains unfilled. Financial institutions have encountered various barriers 

during investment activities in Central Asia, including insufficient financial 

incentives, limited information access, shortage of long-term capital and 

underdeveloped green industry.   
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3.2 Overall recommendations 
 

Recommendation 1 Establish “Sustainability policy toolkits” to provide 

financial incentives for green investments.  

 

For Central Asian countries, how to maintain balance between economic development 

and green economic transition is the biggest concern for policymakers and the biggest 

obstacle for potential investors. To provide incentives for green investments, a set of 

ancillary sustainability policy toolkits will be necessary.  

 

•  “Interim plans”: focus on energy efficiency and the improvement of aged 

infrastructure to make best use of existing plants 

It could be foreseen that Central Asia’s reliance on fossil fuels would remain in at least 

the next two decades, therefore it is difficult to envisage a transition plan which 

radically increases renewables. Central Asian countries could start from initialling 

“interim plans” which aims at maximising energy savings from existing fossil fuels 

infrastructure, which will lead to substantial amount of emissions reduction.  

 

 

Figure 7 Comparison of available green technologies for Central Asian countries  
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• Incorporate green recovery in the Covid-19 economic recovery plans 

The pandemic is a challenge but can also be an opportunity to accelerate green 

investments. To spark rapid economic recovery, some countries are rolling back existing 

environmental regulations, resulting in increasing share of fossil fuels. The designing of 

economic recovery plans reveals opportunities for countries to include green recovery in 

the package through grants, loans or tax reliefs directed to green sectors.  

The United Nations Partnership for Action on Green Economy (PAGE) is providing 

recovery funds for emerging economies. Mongolia, Kazakhstan and Kyrgyz Republic 

have submitted application proposals to receive recovery funds. The fund will be used 

to assess fiscal support to green businesses, green educational and awareness-raising 

program, sustainable production and consumption practices and enabling SMEs to 

participate in green development14. 

• Develop subsidies and fiscal stimulus to green investments and technologies and 

enhance cross-sectoral cooperation to monitor green technologies development. 

Central Asian countries are recommended to further develop its financial incentives 

provided to clean energy sectors, including renewable energy subsidies, tax exemptions 

for green technologies and launch fuel subsidy reforms to cut off subsidies for fossil 

fuels.  

• Develop supplementary technologies such as grid upgrade to integrate variable 

renewables 

Along with the increase of renewables in power generation comes the challenges of 

load management to cope with fluctuations in power demand due to lack of 

infrastructure development. To better integrate variable renewable sources in the 

power generation system, developing supplementary load management measures is a 

must.  

 

Recommendation 2 Structure a top-down regulatory approach 

 

Governments and regulators are usually the strongest drivers for accelerating green 

finance through the design of national policies and regulatory requirements, including 

 
14 PAGE Receives 9 Additional Country Proposals for Green Recovery Support, PAGE, https://www.un-
page.org/8%20Additional%20Country%20Proposals%20for%20Green%20Recovery%20Support  

https://www.un-page.org/8%20Additional%20Country%20Proposals%20for%20Green%20Recovery%20Support
https://www.un-page.org/8%20Additional%20Country%20Proposals%20for%20Green%20Recovery%20Support
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compulsory standards for financial institutions to comply with and preferential policies 

in favour of green investments. The role of a central authority is particularly salient in 

emerging economies, in which market instruments have not been fully established.  

China provides an exemplary case of establishing top-down green finance regulatory 

framework. Experience from China have shown that a top-down policy system 

encompasses sustainability visions, regulatory requirements aiming at improving green 

finance capacities and clear definition of sustainable economic activities provides 

enormous momentum for scaling up green finance. To cope with macro-level policy 

design, China initiated local-level green finance pilot program starting from 2016, 

exploring replicable experiences to be applied on national scale.  

The policy roadmap set out by Network of Central Banks and Supervisors for Greening 

the Financial System (NGFS) provides valuable insights for Central Asian countries on 

how to structure green finance regulations. Central Asia countries are recommended to 

improve on regulatory standards and the establishment of a comprehensive green 

finance policy framework, as well as enhance the cross-sector coordination. Combining 

the recommendations of NGFS and the local context of Central Asian countries, some 

key actions for regulatory policy framework design may include: 

✓ Nationally agreed definition of sustainable economic activities which 

provides a common evaluation standard of which activities can be 

considered as sustainable, covering various sections including climate risk 

mitigation & adaptation, environmental protection and conservation, uptake 

of green fuels and social inclusiveness. Such a Green Taxonomy is already in 

place in Mongolia and is under consultation in Kazakhstan.  

✓ Guidance on integrating sustainability factors into portfolio management 

✓ Internationally consistent ESG-related disclosure which support corporations 

to mainstream ESG considerations in operations and investment activities. 

The incorporation of ESG factors has been mainstreamed into overall 

investment portfolios in leading practice. The Sustainable Finance Disclosure 

Regulation (SFDR) enacted by the EU required all financial market players in 

EU to conduct mandatory disclosure on sustainability risks on firm-level and 

product-level. 

✓ Green finance performance review mechanisms which incorporates ESG 

considerations in KPI assessment system. 

✓ Bottom-up pilot plan at subnational level which encourages local authorities 

to conduct experimental green finance practice. 
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Recommendation 3 Set up institutional framework and international 

partnership network for coordination 

 

3.1 Exploring possibilities of establishing powerful coordinating institution as national 

champion. 

China’s Green Finance Committee, Mongolia’s MSFI and Kazakhstan’s AIFC are 

successful cases for establishing green finance coordinating agency. Such an institution 

will act as the integrated voice of financial institutions and regulators to strengthen the 

bargaining power of green investors. The coordinating institution will play the following 

functions: 

✓ National champion for national green finance development which helps to 

define strategic goals, drives institutional coordination and cross-sectoral 

collaboration; 

✓ Centre of excellence which facilitates green finance knowledge sharing, 

capacity building and human capital training; 

✓ Regional/National green finance hub which helps to improve international 

linkages and mobilize international investments;  

✓ Flagship institution which builds up international green finance brand; 

✓ Information centre and green project database which improves information 

transparency and accessibility to help investors to connect with available 

green projects in the region. The information platform will also enable better 

tracking of green finance flows for financial institutions to measure their 

footprints.  

 

3.2 Engage stakeholders from international donor organizations through sustainable 

finance networks.  

 

International funding partners remain an important source for green investment, 

capacity building and technology transfer in Central Asia. Countries are recommended 

to improve their international investment management procedures and connect with 

international sources to enable foreign funding.  



Paving the Way for  
Green Finance Development 
in Central Asia 

37 
 

Central Asian countries will also enhance their participation in sustainable finance 

networks or initiatives to increase knowledge sharing and facilitate international 

cooperation. 

Table 4 Key international partners of green finance 

 

International funding sources International networks 

• Green Climate Fund (GCF) 

• United Nations Agencies 

• International Finance Corporation 

(IFC) 

• World Bank 

• Global Green Growth Institute 

(GGGI) 

• Partnership for Action on Green 

Economy (PAGE) 

• Asian Development Bank (ADB) 

• European Bank for Reconstruction 

and Development (EBRD) 

• Asian Infrastructure Investment 

Bank (AIIB) 

• Global Environmental Facility 

(GEF) 

• GIZ 

• World Wildlife Fund (WWF) 

• USAID 

• Sustainable Banking Networks 

(SBN) 

• Green Investment Principles (GIP) 

• NGFS 

• Climate Bond Initiatives (CBI) 

• Sustainable Insurance Initiative 

(SII) 

• Sustainable Stock Exchange 

Initiative (SSEI) 

• Global Reporting Initiative (GRI) 

• Principles for Responsible 

Investment (PRI) 

• NDC Partnership 

 

Recommendation 4 Enhance capacity-buildings and identify key 

investment opportunities while engaging multiple stakeholders  

 

• Identify key multiple stakeholders in Central Asia 

To fill in the capability gaps in green finance implementation, Central Asian countries are 

recommended to involve key stakeholders in information disclosure, risk management 

and product innovation.  In order to identify the most critical stakeholders, Figure 8 
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summarizes the key local market players and their potential to participate in green 

finance.  

 

 

 

Apart from local institutions, international project developers and foreign commercial 

banks are also critical potential investors in green projects. The GIP (Green Investment 

Principles) has been actively connecting international investors to pursue responsible 

and sustainable investment in BRI countries since its issuance in 2019. GIP’s expanding 

influence in Central Asia indicates growing interest in green investment opportunities 

from offshore investors.  

The banking sector is recognized as the most important source of long-term capital for 

green investments. The group of key players covers the most critical current supporters 

to green finance, mostly largest commercial banks which have joined sustainable 

finance networks or coordinating institutions. These players are expected to further 

expand their influence through knowledge and capacity-sharing with other potential 

stakeholders.  

Figure 8 Stakeholder mapping to identify key participants 
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Stakeholders falling in the group of scale up are considered as financially influential but 

are not sufficiently involved in green finance at the current stage. It is interesting to 

note that this group also includes some non-banking sector players from Kazakhstan. In 

Kazakhstan’s financial sector, the Pension Fund takes a substantial share in total assets, 

but its green finance potential remains largely untapped. In the vision of Kazakhstan’s 

Green Financial System, GFS regulations on ESG disclosure will be further applied to 

Pension Fund in the Deepening Phase of 2019-2021, as well as enhancement on 

securities regulations.  

• Identify capacity-building priorities 

✓ Awareness raising and macro-level policy design: To fill in the gaps in 

capacities in Central Asia, the keystone is to enhance awareness-raising 

on sustainability and provide instructions on building up regulatory 

framework and green taxonomy to incentivize green investments.  

✓ Information disclosure: The availability and accessibility of financial 

information is the bedrock of securing long-term project financing. 

Therefore, capacity-building activities (trainings, workshops, etc) are 

expected to instruct financial institutions to comply with international 

sustainability-related information disclosure protocols, such as TCFD 

requirements. Higher levels of information transparency will facilitate the 

establishment of green project database, providing more detailed climate 

finance tracking.  

✓ Climate-related risks and innovative finance products: Investors in 

Central Asia are also keen on capacity-building sessions on 

methodologies of climate-related risk management and innovative green 

finance products, with experiences from international best practices in 

conducting scenario analysis and stress test on climate and 

environmental risks. 

Key sectors with green finance opportunities To address the sustainability 

development challenges, clean energy development, energy efficiency and 

infrastructure development are the prioritized sectors with biggest investment 

potential in Central Asia. In some selected counties, the investment 

opportunities include:  

Kazakhstan ✓ Clean energy development (solar, wind, geothermal and 

biomass) 

✓ Energy efficiency of aged coal-fired plants and building 

renovation 
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✓ Energy infrastructure (Gas pipeline expansion and 

renovation) 

✓ Biodiversity and ecological protection 

Mongolia ✓ Clean energy development (solar, wind, biomass) 

✓ Energy efficiency of aged coal-fired plants 

✓ Energy infrastructure (Renovation and retrofitting on coal-

fired plants) 

✓ Air pollution in Ulaanbaatar 

✓ Environmental protection, particularly on land degradation 

and desertification 

Pakistan ✓ Clean energy development (hydro, solar, wind) 

✓ Energy efficiency (efficient boilers, efficient stoves) and 

efficiency renovation on coal-fired plants 

✓ Water resources and access to sanitary infrastructure 

✓ Sustainable agriculture 

 

Recommendation 5 Develop inclusive finance by making 

taxonomy/guidance, involving NGOs and developing innovative finance 

products 

 

For the social urgency analysed in chapter 1, the region of Central Asia needs to further 

develop inclusive finance based on the green finance development framework to 

address social issues. We recommend that the following three items can be taken into 

the consideration: 

• Make the definition or taxonomy clearly for “S”: Many countries have developed 

the green taxonomy (for E), but there are few definitions/taxonomies for 

Social(s) because “social” includes a lot of issues. We can formulate classification 

standards suitable for local society to clarify supported social inclusive projects 

by referring to recognized documents by authority agencies, i.e. Social Bond 

Principles developed by ICMA or SDG Finance Taxonomy developed by UNDP. 

• Engage multiple NGOs: NGO is an important participant in promoting social 

issues. We can invite NGOs to participate in the process of formulating social 

policy standards or inclusive project implementation supervision. Key NGOs may 

include UN Women, Refugees International, Nobel Women's Initiative, Centre 

for Reproductive Rights, Cordaid, etc. 
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• Develop innovative inclusive finance products: Some advanced finance 

institutions have developed financial products related to inclusive finance, such 

as social bond, sustainability bond, sustainability linked loan, impact funds, etc. 

These products can support inclusive projects including affordable infrastructure, 

education and employment, health and related services, and so on. As the 

differentiated products of sustainable finance, Inclusive finance products will be 

required by more and more ESG investors. 
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Appendix – Baseline assessment of green finance 

development in Mongolia, Kazakhstan and Pakistan 
 

Mongolia 

 

Over the past decades, Mongolia’s total GDP and GDP per capita has been growing 

steadily, with a CAGR of 14%. The country is currently under the process of rapid 

urbanization as well as modernization, during which the transition to green economy 

needs to be conducted carefully without compromising inclusive economic growth.  

Figure 9 GDP growth in Mongolia 

 

 

 

 

 

 

 

 

 

 

 

Pillar 1: Sustainability commitments and supporting policies 

Recognizing the fragility of its eco-system and the long-term negative effects of the 

traditional resources-intensive economic development mode, Mongolian authorities 

have made strong commitments to transit to sustainable development path. A number of 

Ministries are working on introducing sustainability targets and guidelines to facilitate 

A set of sustainability policies pave the way for green finance. 



Paving the Way for  
Green Finance Development 
in Central Asia 

43 
 

green development. The Ministry of Environment introduced income tax exemptions for 

41 types of green technologies which can help to address resource efficiency and 

pollution mitigation15. The Ministry of Finance established the Green Development Fund 

under the Development Bank of Mongolia and worked on the introduction of sustainable 

public procurement standards (UNEP, 2018). Mongolia submitted its updated NDC in 

2019, targeting at a total of 22.7% reduction in GHG emissions by 2030 compared with 

“business as usual” scenarios in 2010.  

 

 

Key milestone sustainability policies which leading the way to convene multi-sector 

participants to contribute to green development targets, and revealing opportunities for 

green investments are selected and summarized in the  

Table 2 below. 

 

 

Table 2  Sustainability policies in Mongolia 

 
15 UNEP Inquiry, National Sustainable Finance Roadmap of Mongolia: Unlocking Mongolia’s Potential to 
Become a Sustainable Finance Knowledge Centre in the Region 

Figure 10 Mongolia's NDC target and emission reduction gap 



Paving the Way for  
Green Finance Development 
in Central Asia 

44 
 

Milestone policies and 

documents 

Strategic plan 

2014-National Green 

Development Policy 

(NGDP). 

Focus on enhancing more environmentally and socially 

responsible lending practices across financial 

institutions, promoting the trade of low-carbon and 

energy-efficient technologies, greening the taxation 

system, promoting green public procurement, 

incorporating green growth indexes into national 

statistics systems and increasing investments into 

green industries and projects. (Strategic objective 

No.3) 

2015-State Policy on 

Energy 

Build the energy security of the country, assure 

sustainability of the energy sector development and 

create the basis for faster deployment of renewables in 

the future 

  

2017-National Financial 

Market Development 

Programme 2025 

Identified sustainable targets including sustainable and 

green finance, such as developing a National 

Sustainable Finance Roadmap, strengthening 

environmental and social risk management practices in 

financial institutions, introducing sustainable finance 

into capital markets and insurance and developing a 

national green finance vehicle.  

2020-Vision 2050 Long-

Term Development Policy 

of Mongolia 

By 2050 Mongolia shall become a leading Asian 

country in terms of its social development, economic 

growth and its citizens’ quality of life. 

 

Pillar 2: Central bank guidelines 

Based on these policy commitments summarized above, financial regulations in favour 

of green finance development are improving. In 2014, a set of Mongolian Sustainable 

Finance Principles were developed: Protect the natural environment; Protect people and 

communities; Protect cultural heritage; Promote “green economy” growth; Promote 

Financial regulations in favor of green finance are evolving rapidly, particularly Green 

Taxonomy and E&S related reporting policies. 
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financial inclusion; Promote ethical finance and corporate governance; Promote 

transparency and accountability; Practice what we preach.  

The Ministry of Finance, Central Bank of Mongolia and the Financial Regulatory 

Commission jointly approved the National Program to Develop Mongolia’s Financial 

Sector until 2025, encouraging the creation of a resilient financial system with a special 

focus on sustainable finance.  

The release of Mongolian Green Taxonomy and the approval from Financial Stability 

Commission of Mongolia in 2019 landmarked the establishment of a systematic 

methodology to help investors identify and assess the “green-ness” of targeted projects. 

Through providing nationally agreed classification framework to define the green-ness 

of business activities, the Mongolia Green Taxonomy successfully supported investors’ 

confidence in green projects financing, paving the way for developing green finance 

capabilities of financial institutions. Following the adoption of the Green Taxonomy, the 

Central Bank of Mongolia has started collecting green loan statistics in the banking 

sector since 2020. 

Led by the Central Bank of Mongolia, E&S policies on portfolio management and 

reporting are also evolving rapidly. Mongolian banks are encouraged to incorporate E&S 

considerations in lending and investment activities. In 2015, the central bank required 

all the banks in Mongolia to report their progress in implementing Sustainable Finance 

Principles in their annual reports starting from 2016. A mandatory E&S risk management 

guideline for banks is currently under development. 

Although a general sustainability policy framework has been established by Mongolian 

government, the capacity to implement these action plans are restrained by the 

deficiency of financing channels and investment flows. Due to the instability of global 

commodity prices and weakness of governmental fiscal conditions, the stretched 

government budget itself is incapable to fill the green investment gap. Therefore, the 

successful implementation of green finance in Mongolia also relies on the capacity to 

mobilise financial resources from private sector and international donor organisations. 



Paving the Way for  
Green Finance Development 
in Central Asia 

46 
 

Pillar 3: Institutional framework 

Private sector-led initiatives play a central role in driving Mongolian green finance 

development, paving the way for the further application of Private-Public-Partnerships 

(PPP) in sustainable finance.  

The Mongolian Sustainable Finance Initiative (MSFI), a private sector-led initiative 

derived from the Mongolian Sustainable Finance Forum initiated by Dutch Development 

Bank (FMO), Trade and Development Bank of Mongolia (TDB), International Finance 

Corporation (IFC), Mongolian Bankers Association (MBA) and the Banking and Finance 

Academy (BFA) in 201316, is the main driver of green finance development. With all the 

commercial banks in Mongolia as its members, MSFI made the commitment to take 

measures to incorporate environmental and social considerations into decision-making 

process of investment and credit issuance.  

In 2014, MSFI adopted a  set of sustainable finance principles and four sector specific 

guidelines (mining, agriculture, construction and manufacturing) , guiding Mongolian 

banks to identify, manage and develop assessment criteria for environmental & social 

risks occurred in business activities in these energy-intensive sectors and to better 

manage their environmental footprint.  

In 2017, the Mongolian Bankers Association (MBA) established the Mongolian 

Sustainable Finance Association (MSFA), aiming to creating a green financial system and 

encouraging finance sectors to develop environment-friendly business activities. MSFA, 

as a part of the IFC-supported Sustainable Banking Network (SBN), has been playing a 

crucial role in speaking for Mongolian commercial banks while engaging with global 

partners.  

Mongolia is further improving its green finance performance through comprehensive 

strategy design - <National Sustainable Finance Roadmap> led by MSFA. In 2019, the 

Mongolian National Sustainable Finance Roadmap was launched jointly by MSFA, IFC 

and UNEP Inquiry. The Roadmap visions the opportunities of optimising a sustainable 

financial system, addressing current barriers and scaling up sustainable finance up to 

2030. 

 
16 Mongolian Sustainable Finance Initiative, Mongolian Sustainable Finance Working Group, 2014, 
https://firstforsustainability.org/media/Badrakh-MongolianBankersAssoc-SBN2014.pdf  

Private sector-led initiatives (Mongolian Sustainable Finance Initiative) and innovative 

vehicles play a leading role in implementing green finance. 

https://firstforsustainability.org/media/Badrakh-MongolianBankersAssoc-SBN2014.pdf
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Besides, the Mongolian authorities have also been actively engaged with international 

partners to attract foreign investment flows on green projects. Global Green Growth 

Institute (GGGI), a treaty-based international organisation dedicated to promoting 

sustainable finance in developing countries, has been collaborated closely with 

Government of Mongolia mainly on energy efficiency, green heating supply and 

adoption of renewable energy. Cooperation with GGGI will contribute to 20% of 

Mongolian renewables power generation target, 20% of building heating efficiency 

improvement and the green investment flows from GGGI will account for 2% of GDP17. 

GCF (Green Climate Fund) financed 10 projects with a total of 262 million dollars in 

Mongolia, covering both mitigation and adaptation projects as well as cross-cutting 

issues, such as green cities facility18.  

  

Pillar 4: Green finance market mechanisms 

In 2019, the government of Mongolia, MSFI, together with Green Climate Fund and 

Global Green Growth Institute (GGGI) established the Mongolia Green Finance 

Corporation. The Corporation is designed as a Mongolian financing vehicle to drive the 

financial transition towards a low-carbon economy and to enhance private sector’s 

participation in green finance by involving new capital and investors. Mongolian 

financial institutions are facing generic challenges of high lending interest rates, a 

potential barrier to finance green projects which are generally with long-term payback 

periods. As an innovative financing vehicle, the Mongolian Green Finance Corporation 

could help to provide long-term and low-cost lending to facilitate green projects. At this 

stage, the Corporation will help to borrow through local partner financial institutions to 

provide mortgages for green housing with higher energy efficiency performances, which 

will lead to an estimated 3.8 Mt CO2eq reduction in GHG emissions19.  

As a credit line of $25 billion developed by the European Bank for Reconstruction and 

Development (EBRD), the Mongolian Sustainable Energy Financing Facility (MonSEFF) is 

also helping to address the issue of financing gaps through supporting Mongolian banks 

to provide loans on favourable terms to environmental-friendly business, including 

corporate energy efficiency loan and renewable energy investments20. 

 
17 Mongolia country profile, GGGI, https://gggi.org/country/mongolia/  
18 Green Climate Fund, https://www.greenclimate.fund/project/fp086 
19 Green Climate Fund, https://www.greenclimate.fund/project/fp153  
20 http://monseff.com/easyUp/file/monseff_brochure_eng_1.pdf  

https://gggi.org/country/mongolia/
https://www.greenclimate.fund/project/fp153
http://monseff.com/easyUp/file/monseff_brochure_eng_1.pdf
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The current share of green lending in total loan assets in Mongolia is estimated at 

around 5%, a substantial take-off of green finance development but still with long way 

to go. The launch of Mongolian Green Taxonomy and wider participation from 

commercial banks are expected to significantly raise the share of green loans. 

Commercial banks in Mongolia have started to launch green finance products. For 

example, Xac Bank launched the Green Consumption Loan Programme with a total size 

of 40 million MNT to reduce pollution, support environmental-friendly technologies 

through low interest rate21. Other banks are also actively developing new green loan 

products using their own sources and also mobilizing funding from development 

partners and the government. As of 2020, there are over 30 green loan products offered 

by the banking sector. The Ministry of Environment and Tourism also introduced 

interest rate subsidies at 9% for targeted green loans offered through Xac bank, Khan 

bank and State bank. Two of Mongolia’s largest commercial banks (TDBM and Xac bank) 

received accreditation from GCF demonstrating the high interest and commitment of 

the banking sector. 

According to the Sustainable Banking Network (SBN) 2019 country progress report, the 

practice of green finance in Mongolia is already at the “Advancing Implementation 

Stage”, with outstanding policy coverage assessment results on policy alignment with 

global E&S standards, sustainable products definition (mainly accelerated by Green 

Taxonomy in 2019) and green finance product guidelines, indicating that Mongolia’s E&S 

policy framework and green finance policy development is recognised as advanced 

compared with other SBN members. 

 

 

Kazakhstan 

 

With stable political system and solid macro-economic background, Kazakhstan has 

been making notable economic development progress since its independence and is 

now the largest economy in Central Asia. With an average GDP annual growth of more 

than 7% in the past two decade, Kazakhstan’s GDP per capita is expected to stay stable 

at around 25k USD. The GDP growth rate in 2019 before the pandemic is 4.5% as a 

 
21 Xac Bank, https://www.xacbank.mn/product/1140?lang=en  

https://www.xacbank.mn/product/1140?lang=en
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result of higher consumer spending and expanded mining-related investment 

activities22.  

After the Dissolution of Soviet Union, Kazakhstan has been actively seeking for 

economic openness and encouraging capitalization. In 2002, Kazakhstan became the 

first former Soviet Union country to receive credit-rating. Through deepening structural 

economic reforms and improving business environment which facilitates larger foreign 

investment flows, Kazakhstan is endeavouring to scale up its national comprehensive 

competences to become one of the 30 most developed countries by 205023.  

Figure 11 GDP growth in Kazakhstan 

 

Kazakhstan’s financial sector consists of a large banking sector, a growing pension 

system (the banking sector and pension system account for more than 90% of total 

financial assets), a nascent insurance sector and an illiquid & inactive securities market. 

Looking forward, commercial banks are the most critical stakeholders to be engaged in 

green finance development, but the role of non-banking sectors is expected to increase.  

 
22 IEA, Kazakhstan Energy Profile, https://www.iea.org/reports/kazakhstan-energy-profile  
23 Belt and Road Country – Kazakhstan, 2017, PwC, https://www.pwccn.com/en/research-and-
insights/belt-and-road/publications/belt-and-road-country-kazakhstan.pdf  

https://www.iea.org/reports/kazakhstan-energy-profile
https://www.pwccn.com/en/research-and-insights/belt-and-road/publications/belt-and-road-country-kazakhstan.pdf
https://www.pwccn.com/en/research-and-insights/belt-and-road/publications/belt-and-road-country-kazakhstan.pdf
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Pillar 1: Sustainability commitments and supporting policies 

 

Table 3 Sustainability policies in Kazakhstan 

Milestone policies Strategic plan 

2012-Kazakhstan 2050 Set the goal to achieve at least 50% of alternative and 

renewable energy in total energy consumption by 2050 but 

does not provide specific economic transition targets. 

2013 Green Economy 

Concept 

Defines key sectors for green economy transition: Sustainable 

use of water resources; Development of sustainable efficient 

agriculture; Energy saving and increase of energy efficiency; 

Power generation; Waste management; Reduction of air 

pollution; Conservation and effective management of 

ecosystems.  

2015-100 Concrete steps 

(to implement Kazakhstan 

2050 strategy) 

Identified 5 institutional reforms: Creation of a modern and 

professional civil service; Ensuring the rule of law; 

Industrialization and economic growth; A unified nation for 

the future; Transparency and accountability of the state. 

2021-New environmental 

code24  

50 largest companies account for 80% of emissions in 

Kazakhstan will replace traditional technologies with best 

available technologies (BATs) by 2025; Develops digital 

systems to monitor real-time sources of emissions.  

Introduction of green finance instruments definition, green 

taxonomy and measures of economic stimulus for green 

projects (subsidies). 

2021 - National 

Development Plan of the 

Republic of Kazakhstan 

until 2025 

Focused on the development of Kazakhstan in three main 

areas: well-being of citizens, quality of institutions and 

building strong economy. Identified 10 areas for sustainable 

reform, which included development of green economy and 

environmental protection. 

 

 
24 The Astana Times, 2021, https://astanatimes.com/2021/01/kazakhstan-adopts-new-environmental-
code-with-focus-on-eco-friendly-technology-in-manufacturing-more-green-projects/  

Concepts and policy visions have been developed to shape Kazakhstan as a leader in 

promoting green economy.  

 

https://astanatimes.com/2021/01/kazakhstan-adopts-new-environmental-code-with-focus-on-eco-friendly-technology-in-manufacturing-more-green-projects/
https://astanatimes.com/2021/01/kazakhstan-adopts-new-environmental-code-with-focus-on-eco-friendly-technology-in-manufacturing-more-green-projects/
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021 - Low-Carbon 

Development Strategy of 

the Republic of 

Kazakhstan until 2050 

In progress: will envisage opportunities and benefits of 

replacing or reducing the use of coal and gas under various 

scenarios of economic and energy development. 

 

 

In Kazakhstan’s NDC, the country aims to cut its emissions in 2030 by 24% compared 

with business-as-usual scenario. In December 2020, the President of Kazakhstan 

announced that the country would achieve carbon neutrality by 2060. Under this 

ambitious commitment, this fossil fuels-reliant country will have to carry out thorough 

and radical economic transition as well as sectoral reforms. Apart from renewable 

energy projects, hydrogen energy and carbon capture, utilization and storage (CCUS) are 

also on the agenda. As is indicated in the Business Roadmap 2025, the share of state 

support on green projects is expected to increase to 5% in 202125. To achieve the 

sustainability transition targets, an estimated of more than 1% of GDP or $3-4 billion 

annual investment in green economy is needed (AIFC).  

 
25 The Astana Times, 2021, https://astanatimes.com/2021/01/kazakhstan-adopts-new-environmental-
code-with-focus-on-eco-friendly-technology-in-manufacturing-more-green-projects/ 

Figure 12 Kazakhstan's NDC target and emission reduction gap 

https://astanatimes.com/2021/01/kazakhstan-adopts-new-environmental-code-with-focus-on-eco-friendly-technology-in-manufacturing-more-green-projects/
https://astanatimes.com/2021/01/kazakhstan-adopts-new-environmental-code-with-focus-on-eco-friendly-technology-in-manufacturing-more-green-projects/
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Pillar 2: Central bank guidelines 

The evolvement of sustainability policies encourages the incorporation of sustainable 

considerations in business activities. The Kazakhstan Stock Exchange (KASE)’s Listing 

Rules released in 2017 required companies to disclose environmental and social 

information in their annual reports, including their environmental protection policy, 

application of advanced technologies, environmental compliance, maintenance of 

quality assurance system and ecological monitoring26.  

In 2019, as part of the concept of Green Financial System (please see in the following 

section) for Kazakhstan developed by AIFC and European Bank for Reconstruction and 

Development (EBRD), a set of rules for issuing green bonds based on ICMA Green Bonds 

Principles and Climate Bond Initiative to define green projects were developed in Astana 

International Exchange (AIX).  

At current stage, without effective guidance and principles issued by the central bank, 

the incorporation of green finance into the regulatory system in Kazakhstan is limited 

and unsystematic. Green finance implementors in Kazakhstan have noticed this policy 

gap. The idea of establishing a green finance regulatory framework has been adopted 

and is currently being led by the AIFC27.  

Pillar 3: Institutional framework 

Astana International Financial Centre (AIFC) is a new financial institution established in 

2015 by the Decree No.24 issued by the president of Kazakhstan in order to ensure the 

implementation of stated goals in Kazakhstan-2050. AIFC is established with the 

ambitious goal to become a regional business and financial hub, connecting Central Asia, 

the Caucasus, EAEU, West China, Middle East and Europe28. To achieve the goal on 

development of green finance, AIFC will address the following issues: 1) the creation of 

 
26 Listing Rules of Kazakhstan Stock Exchange, 2017, Kazakhstan Stock Exchange, 
https://kase.kz/files/normative_base/listing_rules_eng.pdf  
27 Green Finance Platform, https://www.greenfinanceplatform.org/financial-measures-
database/kazakhstan-developing-green-finance-regulatory-framework-covering-green  
28AIFC, Astana International Financial Centre, https://www.aifc.kz/  

The considerations of incorporating green finance into financial regulatory system is limited, 

but efforts are currently being made.  

 

The establishment of Astana International Financial Centre (AIFC) effectively operates as 

the incubator of green finance incentives and instruments. 

https://kase.kz/files/normative_base/listing_rules_eng.pdf
https://www.greenfinanceplatform.org/financial-measures-database/kazakhstan-developing-green-finance-regulatory-framework-covering-green
https://www.greenfinanceplatform.org/financial-measures-database/kazakhstan-developing-green-finance-regulatory-framework-covering-green
https://www.aifc.kz/
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a green finance hub; 2) the creation of the market for green financial instruments; 3) the 

development of competencies in green economy and 4) AIFC image improvement as a 

hub of green finance at the regional and world level29. In 2018, the green finance branch 

of AIFC, the Green Finance Centre was established as a structural unit, providing initial 

assistance to potential green bond issuers and investors on the preparation of issuing 

green bonds30.  

This institutional design has yielded significant effects. Since its creation, AIFC has been 

playing a pivotal role in leading Kazakhstan’s sustainable finance mainly in three 

approaches: developing green finance products, proposing regulatory improvements 

and coordinating international and domestic market players. 

 1) Developing green finance products 

Under AIFC’s preparation and green bond rules developed earlier, in November 2020, 

the first green bond in Central Asia was issued on AIX by Damu Entrepreneurship 

Development Fund. The 200 million tenge ($478,469) green bond with be invested to 

SMEs implementing small-scale investment projects of renewables31.  

2) Proposing regulatory improvements 

✓ Green Taxonomy development: together with Tsinghua University, AIFC is 

leading the preparation work of developing Kazakhstan’s Green Taxonomy. A 

round-table consultation was held in February 2020. In March 2021, the draft 

Resolution on Green Taxonomy was submitted by Green Finance Centre of 

AIFC to the government of Kazakhstan. The finalization of the Green 

Taxonomy and its subsequent adoption at AIFC level will provide a detailed 

definition of green projects and accelerate green bond market development.  

✓ Green finance regulatory framework: since 2019, AIFC has been closely 

working with the Ministry of Ecology, Geology and Natural Resources to 

 
29The Strategy of Ensuring Regional Leadership of the AIFC in the Sphere of Green Finance Until the Year 
2025, 2017, AIFC, 
https://gfc.aifc.kz/uploads/Strategy%20of%20the%20AIFC%20regional%20leadership%20in%20GF%20unt
il%20the%20year%202025%20(2)%20eng.pdf  
30 AIFC, https://www.aifc.kz/green-
finance/#:~:text=The%20AIFC%20Green%20Finance%20Centre%20was%20created%20on,bonds%20on%
20the%20AIFC%20Exchange%20%28Astana%20International%20Exchange%29.  
31 Damu Fund lists first green bonds on Kazakhstan’s AIX in the amount of US$478,469, 2020, 
https://old.qazaqtv.com/en/view/business/page_215840_damu-fund-lists-first-green-bonds-on-
kazakhstans-aix-in-the-amount-of-us-478-
469#:~:text=The%20trend%20to%20invest%20in%20green%20bonds%20was,a%20part%20of%20the%20
Astana%20International%20Financial%20Center%29.  

https://gfc.aifc.kz/uploads/Strategy%20of%20the%20AIFC%20regional%20leadership%20in%20GF%20until%20the%20year%202025%20(2)%20eng.pdf
https://gfc.aifc.kz/uploads/Strategy%20of%20the%20AIFC%20regional%20leadership%20in%20GF%20until%20the%20year%202025%20(2)%20eng.pdf
https://www.aifc.kz/green-finance/#:~:text=The%20AIFC%20Green%20Finance%20Centre%20was%20created%20on,bonds%20on%20the%20AIFC%20Exchange%20%28Astana%20International%20Exchange%29
https://www.aifc.kz/green-finance/#:~:text=The%20AIFC%20Green%20Finance%20Centre%20was%20created%20on,bonds%20on%20the%20AIFC%20Exchange%20%28Astana%20International%20Exchange%29
https://www.aifc.kz/green-finance/#:~:text=The%20AIFC%20Green%20Finance%20Centre%20was%20created%20on,bonds%20on%20the%20AIFC%20Exchange%20%28Astana%20International%20Exchange%29
https://old.qazaqtv.com/en/view/business/page_215840_damu-fund-lists-first-green-bonds-on-kazakhstans-aix-in-the-amount-of-us-478-469#:~:text=The%20trend%20to%20invest%20in%20green%20bonds%20was,a%20part%20of%20the%20Astana%20International%20Financial%20Center%29
https://old.qazaqtv.com/en/view/business/page_215840_damu-fund-lists-first-green-bonds-on-kazakhstans-aix-in-the-amount-of-us-478-469#:~:text=The%20trend%20to%20invest%20in%20green%20bonds%20was,a%20part%20of%20the%20Astana%20International%20Financial%20Center%29
https://old.qazaqtv.com/en/view/business/page_215840_damu-fund-lists-first-green-bonds-on-kazakhstans-aix-in-the-amount-of-us-478-469#:~:text=The%20trend%20to%20invest%20in%20green%20bonds%20was,a%20part%20of%20the%20Astana%20International%20Financial%20Center%29
https://old.qazaqtv.com/en/view/business/page_215840_damu-fund-lists-first-green-bonds-on-kazakhstans-aix-in-the-amount-of-us-478-469#:~:text=The%20trend%20to%20invest%20in%20green%20bonds%20was,a%20part%20of%20the%20Astana%20International%20Financial%20Center%29
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formulate new legislation in green finance, aiming at filling the current 

regulation gap32.  

✓ Vision of a national Green Financial System 

AIFC is carrying out a project on designing and implementing Green Financial System 

(GFS) encompassing governance improvement, capacity building, and green standards 

for Kazakhstan.  

The proposed GFS has four supporting pillars: Capacity-building, Policy and Regulation, 

Finance and Monitoring & Reporting, structured in three successive phases: The 

Initiation Phase (2017-2018), The Deepening Phase (2019-2021) and The Expansion 

Phase (2022-2025).  

 

Figure 13 Kazakhstan’s Green Financial System development roadmap. Source: AIFC 

 

According to the GFS, a National Bank will be established as a central regulator to 

facilitate green finance. The National Bank will be given the authority to regulate GFS 

outside AIFC’s territory33.  

 
32 AIFC, https://astanatimes.com/2019/09/aifc-develops-regulatory-framework-to-grow-green-
finance/#:~:text=AIFC%20develops%20regulatory%20framework%20to%20grow%20green%20finance,Gr
owth%20Forum%20in%20Nur-Sultan%2C%20reports%20KazInform%20news%20agency 
33 Roadmap for a Green Finance System for Kazakhstan, AIFC 2017, 
http://www.greenfinance.kz/fileadmin/user_upload/docs/reports-05-03-15/B5_GFS_Roadmap.pdf  

https://astanatimes.com/2019/09/aifc-develops-regulatory-framework-to-grow-green-finance/#:~:text=AIFC%20develops%20regulatory%20framework%20to%20grow%20green%20finance,Growth%20Forum%20in%20Nur-Sultan%2C%20reports%20KazInform%20news%20agency
https://astanatimes.com/2019/09/aifc-develops-regulatory-framework-to-grow-green-finance/#:~:text=AIFC%20develops%20regulatory%20framework%20to%20grow%20green%20finance,Growth%20Forum%20in%20Nur-Sultan%2C%20reports%20KazInform%20news%20agency
https://astanatimes.com/2019/09/aifc-develops-regulatory-framework-to-grow-green-finance/#:~:text=AIFC%20develops%20regulatory%20framework%20to%20grow%20green%20finance,Growth%20Forum%20in%20Nur-Sultan%2C%20reports%20KazInform%20news%20agency
http://www.greenfinance.kz/fileadmin/user_upload/docs/reports-05-03-15/B5_GFS_Roadmap.pdf
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3) Conducting effective coordination 

With 659 registered companies on its platform, AIFC can flexibly connect and mobilise 

resources from both the public and private sphere, building up the reputation of a 

regional sustainable finance hub and knowledge centre. Moreover, AIFC’s own rule-

making powers of issuing regulations within its territory and its independent financial 

court enables AIFC to serve as an innovative experimenter on road-testing green finance 

regulations before they are applied nationwide (Kazakhstan report). Therefore, the AIFC 

is expected to play a more critical role in the future in leading green finance policy 

development in Kazakhstan.  

Kazakhstan also actively participates in international green finance knowledge networks. 

The AIX is currently a member of GIP. AIFC is member of the Financial Centres for 

Sustainability (FC4S) network. KASE is a member of Sustainable Stock Exchanges. The 

Green Financial System Project led by AIFC suggested expanding Kazakhstan’s green 

finance influence through joining international knowledge networks, including IFC-SBN. 

AIFC GFS has also partnership relations with UN agencies, Climate Bonds Initiative, GIZ, 

EBRD, World Bank Group, Mongolian Bankers Association, Green Growth Knowledge 

Partnership, etc.  

 

Pillar 4: Green finance market mechanisms 

 

Commercial banks’ participation: Leading banks are taking actions as a response to the 

government’s sustainability commitment. In August 2020, the Halyk Bank - biggest 

commercial bank in Kazakhstan announced that it would start to support energy 

transition for households by providing access to gas infrastructure for residential 

buildings. Socially vulnerable groups of population will be provided with connection to 

gas networks for free, while other households with interest-free loans.  

However, Kazakhstan’s commercial banks’ investment activities in green sectors still 

need to be further scaled up. Without formal guidance or mandate on green 

investments, banks provide limited financing to green projects. Therefore, the proposal 

being prepared by AIFC Green Finance Centre together with International Green 

With the piloting of carbon pricing and green bonds, the development of Kazakhstan’s 

green finance market mechanisms is at a leading stage in Central Asia. 
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Technologies and Investments Centre for the Readiness program of Green Climate Fund 

would fill in this gap. 

Supporting mechanisms: The development of Kazakhstan’s Emissions Trading Scheme 

(ETS) is a key step in creating incentives for green investment by awarding positive 

environmental externalities. The KazETS was launched in 2013, suspended in 2016 to 

tackle with improvements on allocation rules and came again into force in 2018. The 

current system covers 225 participating installations belonging to 129 operators from 

the most energy-intensive sectors. The piloting of the carbon-offset mechanisms 

allowed for flexible leverage of private investments, encouraging companies to invest in 

environmental projects to offset their emissions.  

 

Pakistan  

 

Figure 14 GDP growth in Pakistan 

 

Pakistan’s economic growth over the past decades is generally robust, reflecting the 

rapid process of industrialization and urbanization. To keep pace with the expansion of 

its economy, Pakistan’s energy demand is expected to grow enormously in the 

upcoming years. International economic activities in the region, e.g. the China-Pakistan 
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Economic Corridor bring strong economic development momentum and opportunities 

for cooperation.  

 

Pillar 1: Sustainability commitments and supporting policies 

 

Pakistan’s contribution to GHG emissions per capita is among the lowest in the world, 

but the country ranked No.7 in terms of vulnerability to climate change according to the 

Global Climate Risk Index34. As is revealed in National Disaster Management Authority 

(NDMA), extreme weathers caused by climate events were occurring at a higher 

frequency and intensity these years, leading to an economic loss of 4 billion USD per 

year between 1994 and 2013.  

The government of Pakistan is well aware of severity of climate impact in the country. In 

2012, the National Climate Change Policy (NCCP) was adopted. The NCCP identified the 

key issues and policy measures embedded in Pakistan’s climate action: water resources, 

agriculture and livestock, human health, forestry, biodiversity, disaster preparedness, 

socioeconomic measures and mitigation actions. Pakistan’s commitment was furthered 

strengthened through the endorsement of Vision 2025 and Prime Minister Green 

Pakistan Programme.  

Following the set-up of Ministry of Climate Change (MCC) in 2015 which envisages high-

level institutional support to monitor domestic climate change development, the 

Parliament enacted the first climate change legislation document, the Pakistan Climate 

Change Act (CCA) in 2017 to support the international climate regime. The Act set up 

three institutions: Pakistan Climate Change Council (with representatives from all 

governmental branches in the Federation), Pakistan Climate Change Authority (a 

corporate body) and Pakistan Climate Change Fund.  

In December 2020, the prime minister of Pakistan announced that the government 

would not approve any additional coal-fired plants, as a key step to push forward its 

 
34Global Climate Risk Index, German watch, https://www.germanwatch.org/en/17307  

A set of sustainability policies have been developed and the government has been making 

efforts in re-structuring public budget for climate finance, but the public budget is not 

enough to meet the financing need. 

https://www.germanwatch.org/en/17307
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energy transition ambition35. Most of Pakistan’s coal supply comes from Chinese 

investments from the economic corridor. The prime minister’s pledge was seen as a 

signal to “green” its energy supply mix through replacing traditional fossil fuels with 

clean energy. Pakistan is also eyeing on sustainable agriculture through improving 

irritation and water management, managing water in rice cultivation and promoting the 

utilization, storage & management of green manure. 

 

 

In spite of the tight national budget, the government has allocated substantial amount 

of public expenditure to climate actions. The share of climate-related expenditure 

varied between 6.1% to 8.4% from 2011 to 2015, in which energy sector took the largest 

share of 57%36. Some reforms of mainstreaming climate change into the planning, 

tracking and budgeting system at the federal level are underway, such as the 

establishment of Climate Change Financing Framework (CCFF), an initiative helping to 

integrating climate change into Pakistan’s Medium-Term Budgetary Framework  

 
35 Pakistan signals coal power exit, in potential model for China’s belt and road, Climate Home News, 
2020, https://www.climatechangenews.com/2020/12/16/pakistan-signals-coal-power-exit-potential-
model-chinas-belt-road/  
36 Pakistan-Climate Public Expenditure and Institutional Review (CPEIR), 2017, UNDP Pakistan, 
https://www.climatefinance-
developmenteffectiveness.org/sites/default/files/publication/attach/Pakistan-CPEIR-2017.pdf  

Figure 15 Pakistan's NDC target and emission reduction gap 

https://www.climatechangenews.com/2020/12/16/pakistan-signals-coal-power-exit-potential-model-chinas-belt-road/
https://www.climatechangenews.com/2020/12/16/pakistan-signals-coal-power-exit-potential-model-chinas-belt-road/
https://www.climatefinance-developmenteffectiveness.org/sites/default/files/publication/attach/Pakistan-CPEIR-2017.pdf
https://www.climatefinance-developmenteffectiveness.org/sites/default/files/publication/attach/Pakistan-CPEIR-2017.pdf
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(MTBF)37. However, the stringent public expenditure is far from sufficient to meet the 

climate financing needs. The realization of Pakistan’s climate targets depends on 

participation from the private sector and international funding from developed 

countries.  

 

Pillar 2: Central bank guidelines 

In 2013, the Securities and Exchange Commission of Pakistan (SECP) issued the Code of 

Corporate Governance and Corporate Social Responsibility Voluntary Guidelines, 

introducing the concept of social and environmental responsibilities to all companies. 

Based on the conceptual basis of the CSR guideline, in 2017, the State Bank of Pakistan 

(SBP) released the Green Banking Guidelines (GBG), which clarifies the environmental 

responsibilities for banks.  

After identifying responsibilities of the Board of Directors, the guideline introduces the 

concept of Environmental Risk Management System (ERMS), including environmental 

due diligence, environmental risk rating and reporting for banks in Pakistan to follow. 

Banks and DFIs have to makes sure that they comply with the National Environmental 

Quality Standards (NEQS). For some energy-intensive sectors which have been identified 

in the document, initial environmental examination (IEE) or environmental impact 

assessment (EIA) have to be carried out before getting financed. The guideline will help 

to reduce vulnerability of banks/DFIs from risks arising from the environment and 

encourage banks to fulfil their environmental responsibilities and comply with national 

environmental regulations.  

The issuance of Green Banking Guidelines is no doubt a significant progress in leading 

environmental-friendly business operations. However, with its scope limited to 

environmental performance and mitigation of environmental risks, instructions and 

policy stimulus on scaling up investments in green sectors are not yet in place. Banks 

 
37 Why Pakistan Needs a Climate Change Financing Framework, UNDP Pakistan 

The Green Banking Guidelines issued by the State Bank of Pakistan is a significant 

achievement in enhancing financial sector’s support to green economy. 
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and financial institutions were not able to implement the guidelines due to lack of 

capabilities and instructions on how to comply with the procedures38.  

 

Pillar 3: Institutional framework 

 

Currently, Pakistan’s green investments are mostly funded by public expenditure. 

Compared with Mongolia and Kazakhstan, without an institutional set-up such as 

sustainable banking association to coordinate green finance business, Pakistan’s private 

sectors are relatively silent in green finance development.  

In the NCCP, the government identified that Pakistan relied heavily on the support from 

international funding, including Green Climate Fund, Clean Development Mechanism 

(CDM), Adaptation Fund (AF), Global Environment Facility (GEF), Forest Carbon 

Partnership Facility (FCPF) of the World Bank, etc. to secure its financing need to cope 

with climate change. The GEF has funded a total of 36 national projects for Pakistan, 

covering combatting land degradation, resilient livelihoods, energy efficient lighting and 

water resource management39.  

Pakistan’s largest commercial bank, Habib Bank, is a GIP member and also an IFC-SBN 

member. Under an advisory agreement signed by IFC and SBP, IFC will provide support 

to Pakistan to promote the practice of responsible and ethical lending through 

improving environmental risk management.  

In 2013, sustainable investment assets under management reached 505 million USD40. 

 

Pillar 4: Green finance market mechanism 

 

Pakistan’s green finance market mechanism is under-developed, leading to limited 

green finance practice. Most of Pakistan’s green finance activities are promoted by the 

Habib Bank, which is supervising several clean power projects with a capacity of 4400 

MW, including hydropower, wind and solar PV. Habib Bank has also collaborated with 

 
38 SBP Green Banking Guidelines- Scope and Implementation Challenges, Daily Times, 
https://dailytimes.com.pk/601325/sbp-green-banking-guidelines-scope-and-implementation-challenges/  
39 Global Environment Facility, https://www.thegef.org/projects-faceted?f[]=field_country:123  
40 Fostering Green Finance for Sustainable Development in Asia, Asian Development Bank Institute, 2018, 
https://www.adb.org/sites/default/files/publication/403926/adbi-wp814.pdf  

https://dailytimes.com.pk/601325/sbp-green-banking-guidelines-scope-and-implementation-challenges/
https://www.thegef.org/projects-faceted?f%5b%5d=field_country:123
https://www.adb.org/sites/default/files/publication/403926/adbi-wp814.pdf
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GIZ, Frankfurt Business School and German Solar Association to scale up financing for 

solar PV utilization and promoting ESG agenda41.  

 

 

  

 
41 HBL is Leading the Way With Green Initiatives & Financial Inclusion, Propakistani, 2020, 
https://propakistani.pk/2019/11/05/hbl-is-leading-the-way-with-green-initiatives-financial-inclusion/  

https://propakistani.pk/2019/11/05/hbl-is-leading-the-way-with-green-initiatives-financial-inclusion/
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