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Central Asia stands at a pivotal moment in its development trajectory. As countries in the region seek to
diversify their economies, attract investment, and improve living standards for their citizens, the impor-
tance of sustainable finance cannot be overstated. For effective implementation, it is imperative to align
the entire financial system with sustainable development, involving the national financial regulators and
all market participants. In fact, Green Investment Principles (GIP) can be instrumental in supporting the

financial sector transition to a greener path.

This report aims to contribute to a deeper understanding of the role that finance can play in advancing
sustainability goals in Central Asia and offers recommendations for policymakers, regulators, financial

institutions, and other stakeholders to accelerate progress towards a more sustainable future.

How capital is allocated to support this effort is a priority, and as central bankers, regulators, and finan-
cial institutions, we have a responsibility to direct investments to activities that promote sustainable de-
velopment. It is my hope that this report will serve as a catalyst for dialogue, collaboration, and action

towards building a more sustainable and prosperous Central Asia.

| commend the authors for their dedication and expertise in compiling this valuable resource.
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The development of sustainable finance is an integral part of the strategic objectives of the Astana In-
ternational Financial Centre. AIFC Green Finance Centre is one of the main drivers for the development

of an enabling environment for green and broader sustainable finance in Kazakhstan and Central Asia.

With the active participation of the Centre, the regulatory framework for green financing in Kazakhstan
was established, which resulted in the issuance of debut green bonds in the region in 2020. The Centre
advises governments on the development of standards and businesses on sustainable finance instru-

ments in the countries of the region.

Central Asian countries require enormous amounts of capital to achieve the sustainable development,
the Paris Agreement and carbon neutrality goals. In this regard, the use of innovative financial instru-

ments and the development of local sustainable finance markets are critical.
In this report, we sought to review the current state of sustainable finance in the countries of the region
and propose possible ways for its further growth. We hope that this report will be a valuable resource for

all interested parties.

We are deeply grateful to everyone who contributed to this report.
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DISCLAIMER

The report «State of Sustainable Finance in Central Asia» has been prepared for informational purpos-
es only and does not constitute legal, financial, or professional advice. The information contained in this
report is provided on an "as is" basis without any representations or warranties, express or implied, re-
garding the accuracy, completeness, or reliability of the information.

In this report, the Central Asian region is defined according to the UN classification, which includes
Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan, Uzbekistan'.

The views expressed in this document are those of the authors and do not necessarily reflect the views
of the AIFC Authority. This report may reference external sources or links to third-party websites for ad-
ditional information or context. However, we do not endorse or control the content of any third-party
websites and are not responsible for the accuracy, legality, or content of such websites.

The content of this report may contain opinions, projections, or forward-looking statements that are
subject to change without notice. Any reliance you place on the information contained in this report is
strictly at your own risk. We shall not be liable for any direct, indirect, incidental, special, consequential,
or punitive damages arising out of your use or inability to use this report.

Nothing in this report should be construed as creating a client relationship between the reader and our
organisations. If you require legal, financial, or professional advice, you should consult with a qualified
professional who can provide tailored advice based on your specific circumstances.

We make no representations or warranties regarding the suitability, reliability, availability, timeliness, or

accuracy of the information contained in this report for any purpose.

This report is not for advertising purposes of the referred financial services and financial products in the
area of sustainable development. The terms and conditions of the referred financial products and ser-
vices are provided only for explanation purpose. You must clarify the terms and conditions of certain
products without referring to the provided examples in this report.

In the event of any discrepancies in the Kazakh and Russian translations with the text in English lan-
guage, the latter takes precedence. We reserve the right to modify or update this report at any time
without prior notice.

The data used in this report was collected between February and May 2024.

1 UN. Classification and definition of regions


https://esa.un.org/MigFlows/Definition%20of%20regions.pdf
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Eurasian Development Bank

European Investment Bank
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International Finance Corporation

Islamic Development Bank
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Multilateral development banks
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UN Framework Convention on Climate Change

The World Bank
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EXECUTIVE SUMMARY

Although Central Asian countries contribute just
over 1% to global greenhouse gas emissions, they
are among the most vulnerable to climate change.
The major adverse effects include the shrinking of
glaciers and reduced surface water flow, which pose
significant threats to the regional economies, espe-
cially for agriculture sector which is essential for both
economic stability and food security in Central Asia.

Central Asian countries are a part of the global effort
to address climate change. By committing to in-
ternational agreements to reduce GHG emissions,
they have aligned themselves with the global climate
agenda. At the national level, they are implementing
carbon neutrality strategies and plans for transition-
ing to a “green” economy. However, achieving these
goals demands tremendous financial resources,
which could strain government budgets in the re-
gion. Therefore, it is essential to attract funding for
climate change initiatives and other green and sus-
tainable projects.

The adoption of innovative sustainability-focused
financial instruments, such as green bonds, social
bonds, sustainability bonds and others, is gaining
momentum globally, forming sustainable finance
markets. To fully leverage the potential of these in-
struments and build sustainable finance markets,
countries need to establish clear, transparent, and
standardised regulatory frameworks along with sup-
portive financial sector infrastructure.

Among Central Asian countries, Kazakhstan has
made significant progress in developing its local
sustainable finance market. As the first country in the
region to adopt green finance standards, Kazakhstan
has seen over twenty issuances in the sustainable
finance segment.

Meanwhile, in Uzbekistan the government is a proac-
tive user of debt instruments for sustainable devel-
opment, becoming the first in the region to issue
both sovereign bonds for SDGs and sovereign green
bonds in recent years. Kyrgyzstan and Tajikistan have
also entered the market with their first corporate
green bonds. Turkmenistan lacks publicly available
information on sustainable bonds issuances. Howev-

er, the region’s entire sustainable finance market has
already exceeded 2 billion USD.

Currently, emerging countries compete fiercely for
investment, especially in sustainable projects. To en-
sure that Central Asia’s green transformation does
not become a burden on national budgets, countries
must make every effort to further develop sustain-
able finance markets and implement all available
measures that could increase the region’s attractive-
ness for international investment in sustainable
projects.

This report proposes concrete steps to further de-
velop and bridge the gaps in sustainable finance
markets of Central Asia, which are built around the

following priority areas:

1) Standardise. Policymakers along with investment
exchanges in the region should strive for effec-
tive development and implementation of local
standards for thematic financing that are compat-
ible and aligned with internationally accepted
benchmarks, focused not only on mitigation, but
adaptation, transition, and social criteria as well.
The same actors should strive for aligned guide-
lines for ESG disclosure that would meet investor

requirements.

2) Assess. Policymakers along with data providers
(investment exchanges for capital market, regula-
tors for banking sector) should close the gap for
reliable regional statistics on sustainable finance
which should be high-quality, granular, and time-
ly. The data must be accessible to a broad set of
stakeholders.

3) Capacity. Regulators, investment exchanges and
financial institutions should consider building
educational resources both for retail consumers
and corporate sector while regulators should
also focus on capacity building targeting the
banking sector as well.

4) Encourage. Policymakers should come up with
incentives for banks, retail consumers of financial
services, and project developers to develop new
products (green loans, ESG-bonds, etc).
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5)

Prioritise. Financial institutions should consider
developing climate strategies including potential
carbon neutrality goals, setting ambitious green
finance targets, identifying potential niches and
develop targeted products devoting adequate
amounts of financial resources to sustainable

finance products.
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|. CLIMATE CHANGE IN CENTRAL ASIA

“2023 has shown all too clearly that climate change is here. Record

temperatures are scorching the land and heating the sea, as extreme

weather causes havoc around the globe. While we know this is just

the beginning, the global response is falling far short. Meanwhile,

halfway to the 2030 deadline for the Sustainable Development Goals

(SDGs), the world is woefully off-track”.

CONTRIBUTION OF THE REGION TO
GLOBAL CLIMATE CHANGE AND
CONSEQUENCES FOR THE REGION

The Central Asian region is among the most vulner-
able to climate change. According to the IMF, tem-
peratures in the region have risen by 1.5 degrees
Celsius over the last three decades, which is double
of the global average?. The primary adverse conse-
quences in the region are glacier retreat and re-
duced surface water flow. Over the last 50-60 years,
climate change has reduced the surface area of Cen-
tral Asian glaciers by 30%3. Glaciers are critical to the
lives of habitants of Central Asia because they are
sources for the region’s biggest rivers. Their melting
supplies flow to rivers, which are used to irrigate
agricultural lands. As the amount of ice in the moun-
tains reduces, river water levels may fall, resulting in
agricultural water deficiency. The region is already
experiencing water scarcity, degradation in the quali-
ty of productive soils, and a dramatic increase in de-
sertification. According to the FAQ, it is expected
that Central Asian countries will face high or ex-
tremely high levels of water deficiency by 2040.

Anténio Guterres
UN Secretary-General

Furthermore, the melting of glaciers causes such
natural disasters as floods and landslides, which
have become increasingly often and severe. Climate
change'’s negative effects in the region will worsen,
causing an increase in socioeconomic challenges
relating to Central Asia’s energy, land, and water re-
source management. Without coordinated efforts to
address climate challenges, the repercussions of
climate change will cost Central Asian countries 1.3%
of GDP per year, crop yields will be reduced by 30%,
and water levels in the Amu Darya and Syr Darya
rivers will fall by 15% by 20504.

The UN recognises climate change as “one of the
most pressing challenges of our time.” In 2007, the
UN Intergovernmental Panel on Climate Change
issued a report linking global warming to human
activities. In this regard, combating climate change is
one of the most pressing concerns on the global
agenda today. The World Meteorological Organisa-
tion has officially confirmed that 2023 was the warm-
est year on record, with temperatures surpassing the
1.5 degrees over pre-industrial levels established by
the Paris Agreement.

The Paris Agreement was adopted in 2015 within the
UNFCCC to tackle climate change and its negative

2 Climate Centre. IMF: Without adaptation Mideast and Central Asia face crippling losses from climate change

3 ADB. In numbers: climate change in Central Asia

4 WB. Climate Change in Europe and Central Asia


https://www.worldbank.org/en/region/eca/brief/climate-change-in-europe-and-central-asia
https://www.adb.org/ru/news/features/numbers-climate-change-central-asia
https://www.climatecentre.org/8232/imf-without-further-adaptation-mideast-and-central-asia-face-crippling-losses-from-climate-change/

@ AIFC

consequences. All of the region’s countries have rati-
fied the Paris Agreement aiming to actively partici-
pate in the global effort against climate change and
enact suitable measures accordingly. The Paris
Agreement intends to drastically cut global GHG
emissions and limit global temperature rise to 2 de-
grees Celsius this century, with the goal of further
limiting it to 1.5 degrees.

GHG are the primary driver of climate change. Ac-
cording to the Emissions Database for Global At-
mospheric Research (EDGAR), Central Asian coun-
tries’ total share in global GHG emissions in 2022
was 1.36%, with Kazakhstan accounting for 0.62%,
Uzbekistan for 0.42%, Turkmenistan for 0.24%, Kyr-
gyzstan and Tajikistan for 0.04% each.

The combined emissions of Central Asian countries
for the period 1990-2022 increased from

669.4 million tons of CO2-eq to 732.4 million

tons of CO2-eq. In comparison to 1990 levels, Kaza-
khstan and Kyrgyzstan saw a slight decrease in emis-
sions, while Tajikistan's remained relatively stable.
Conversely, Turkmenistan and Uzbekistan experi-
enced notable increases in GHG emissions over the
specified timeframe (see Fig. 1).

All countries in the region exceed the world
average GHG emissions per unit of GDP (0.38 t
CO2-eg/1thousand$/year), which indicates the
relatively high carbon intensity of the region's
economies.

Figure-1. GHG emissions of Central Asian countries, million tons CO2-eq

243,2

1990 2005 2010
] Kazakhstan ] Uzbekistan

Source: EDGAR - Emissions Database for Global Atmospheric Research

Turkmenistan holds the highest emissions figure
(1.3tCO2e/1thousand$/year), primarily due to elec-
tricity generation primarily from natural gas. Follow-
ing closely is Kazakhstan (0.64tCO2e/1thousand$/
year), largely relying on coal for electricity produc-
tion. Today, fossil fuels account for 95% of the total
energy supply in the five Central Asian countries,
and despite the vast potential of renewable energy
sources, installed solar and wind power capacity cur-
rently averages less than 5% of the total capacity®.
Due to the high share of fossil fuels in electricity
production, energy is the sector responsible for the
largest amount of GHG emissions in Central Asian
countries (see Fig. 2).

2015
[] Turkmenistan

276,0

2020 2021 2022

[] Kyrgyzstan Tajikistan

At the same time, in terms of GHG emissions per
capita, only Turkmenistan and Kazakhstan (20.8
tCO2eq/year and 17.3 tCO2eq/year, respectively)
exceed the world average (6.7 tCO2eqg/year). While
Uzbekistan is approximately at the level of the world
average (6.6 tCO2-eg/year). In Kyrgyzstan and Ta-
jikistan, this indicator is lower than the world average
(3.4 and 2.3 tCO2-eq/year, respectively); the main
sources of electricity in these countries are hydro-
electric power stations. Countries with larger
economies like Kazakhstan, Uzbekistan and Turk-
menistan have higher energy needs. These countries
also have low energy efficiency in various sectors of
the economy, for example in the residential sector,

5 UNECE. Central Asia would need a massive shift rather than a massive increase in investment to reach net zero by 2050, according to the UN


http://Central%20Asia%20would%20need%20a%20massive%20shift%20rather%20than%20a%20massive%20increase%20in%20investment%20to%20reach%20net%20zero%20by%202050,%20according%20to%20the%20UN
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Figure-2. GHG emissions of Central Asian countries by sector, %
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Source: Climate Watch, 2020

and are among the top 100 countries in the world
for carbon dioxide emissions from heavy industryé.

Nevertheless, despite its considerably larger GDP,
Kazakhstan exhibits slightly higher GHG emis-

60%

[[] Industrial processes

INTERNATIONAL COMMITMENTS
AND STRATEGIC DOCUMENTS OF
CENTRAL ASIAN COUNTRIES
RELATED TO CLIMATE CHANGE

sions per unit of GDP compared to Kyrgyzstan
and Tajikistan. However, it notably surpasses them
—by five and seven times, respectively—in terms of
GHG emissions per capita. Turkmenistan stands
out as the regional leader in GHG emissions rela-
tive to both population and GDP (see Fig. 3).

Parties to the Paris Agreement pledge to take part in
the reduction of global GHG emissions. Central
Asian countries, among other parties to the Paris
Agreement, are adopting NDCs, which is a country's
action plan to reduce GHG emissions and adapt to
climate change. The NDCs of the countries of Cen-
tral Asia provide unconditional and conditional tar-
gets for reducing GHG emissions in the range from

Figure-3. GHG emissions indicators relative to GDP of
Central Asian countries (size of figures = GDP of countries, billion USD)

0.3

GHG emissions (tCO2eq) per capita/year

GHG emissions per unit of GDP, tCO2e/1thousand$/year

Kazakhstan Kyrgyzstan Tajikistan Turkmenistan Uzbekistan

GHG emissions (tCO2eq) per capita/year 17,33 3,40 2,32 20,80 6,67

GHG emissions per unit of GDP, tCO2e/
1thousand$/year

Size of the economy, billion USD 225,5 11,5 80,4

0,65 0,62 0,55 0,79

Source: World Bank Open Data, EDGAR

6 UN ESCAP. Subregional cooperation to enhance climate action in Asia and the Pacific for sustainable development
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https://www.unescap.org/sites/default/d8files/event-documents/ESCAP_79_4_R.pdf
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15-16% to 50% by 2030 compared to the base year
(see Tab. 1).

The “Special Report on Global Warming of 1.5°C"
by the Intergovernmental Panel on Climate
Change of the UNFCCC states that “to meet
global emissions trajectories without exceeding
or limited exceeding the 1.5°C target, global net
anthropogenic CO2 emissions should fall by
about 45% from 2010 levels by 2030 and reach
net zero emissions, or carbon neutrality, by
around 2050."

The Paris Agreement defines carbon neutrality as
achieving zero carbon dioxide emissions with the
goal of limiting global warming to 2°C (aiming
for 1.5°C) by achieving a balance between an-
thropogenic emissions from sources and GHG
emission removals by sinks in the second half of
this century. 137 countries, including some of
Central Asian ones, have announced ambitions to
achieve carbon neutrality by “around mid-centu-
ry. (see Tab. 2).

However, while carbon dioxide (CO2) is the most
well-known greenhouse gas, it is not the only one
that causes climate change. Methane (CH4) is the
second major human greenhouse gas after carbon
dioxide, accounting for approximately 20% of total

“Today, reaching carbon neutrality by

mid-century (2050-2060) is a pressing issue for all

countries. Every UN country must commit to
lowering emissions and achieving

carbon neutrality”.

Anténio Guterres,
UN Secretary-General

global GHG emissions. Despite its smaller concen-
tration in the atmosphere, methane has a far
stronger greenhouse impact than carbon dioxide,
hence lowering methane emissions has the poten-
tial to significantly reduce global warming. Within
the global movement for the fight against climate
change, more than 150 countries have signed up to
the Global Methane Pledge, a voluntary pact to cut
methane emissions by at least 30% by 20307. All
Central Asian countries are parties to this agree-
ment. By joining this global initiative, countries gain
access to technology and finance to reduce meth-
ane emissions.

Table-1. Targets of Central Asian countries to reduce GHG emissions

Ratification
of the Paris
Agreement

(year)

Kazakhstan 2016

Unconditional goal

[Conditional goal]

Level upon achievement of Current level
the unconditional goal (2022)

by 2030

2971 331,5 million

by 2030, reduce by 15% [25%] from the 1990 level

[262,1] million tCO2-eq tCO2-eq

reduce by 16.63% [3
Kyrgyzstan

by 2025 and by
15.97% [43.62%] by 2030 compared to the busi-

16,8 21,9 million
[11,3] million tCO2-eq tCO2-eq

ness as usual scenario (2017 level)

by 2030, GHG emissions should not exceed
6] from the 1990 level

Tajikistan 2016-2017
60%-70% [50

Turkmenistan 2016-2017

by 2030, reduce GHG emissions per unit of GDP
by 35% from the 2010 level

Uzbekistan

by 2030, reduce by 20% from the 2010 level

No more than 13,3-15,6 22,8 million
3] million tCO2-eq tCO2-eq

128,9 million

82,16 million tCO2-eq co2
-eq

0.8t CO2-eq/

0.9 tCO2-eq/$1,000/y -
.000/%y

Source: Government Decree “On approval of the updated NDCs of the Republic of Kazakhstan to the global response to climate change; UNDP. The Kyrgyz Republic's

NDCs to the Paris Agreement has been adopted; Updated version of the NDCs of the Republic of Tajikistan; UNDP. How can Uzbekistan fulfill its national obligations under
the Paris Agreement? newscentralasia.net. OGT 2023: Turkmenistan consistently fulfills its obligations under the UNFCCC. GHG emissions data calculated by the authors

based on EDGAR data

7 Global Methane Initiative (GME)


https://globalmethane.org/pmf/#:~:text=This%20support%20helps%20governments%20achieve,2030%20relative%20to%202020%20levels.
https://adilet.zan.kz/rus/docs/P2300000313
https://www.undp.org/ru/kyrgyzstan/press-releases/opredelyaemyy-na-nacionalnom-urovne-vklad-kyrgyzskoy-respubliki-v-parizhskoe-soglashenie-prinyat
https://www.undp.org/ru/kyrgyzstan/press-releases/opredelyaemyy-na-nacionalnom-urovne-vklad-kyrgyzskoy-respubliki-v-parizhskoe-soglashenie-prinyat
https://unfccc.int/sites/default/files/NDC/2022-06/NDC_TAJIKISTAN_RUSS.pdf
https://www.undp.org/ru/uzbekistan/press-releases/kak-uzbekistanu-vypolnit-nacionalnye-obyazatelstva-v-ramkakh-parizhskogo-soglasheniya
https://www.undp.org/ru/uzbekistan/press-releases/kak-uzbekistanu-vypolnit-nacionalnye-obyazatelstva-v-ramkakh-parizhskogo-soglasheniya
https://www.newscentralasia.net/2023/10/26/ogt-2023-turkmenistan-posledovatelno-vypolnyayet-svoi-obyazatelstva-po-rkik-oon/
https://adilet.zan.kz/rus/docs/P2300000313
https://www.undp.org/ru/kyrgyzstan/press-releases/opredelyaemyy-na-nacionalnom-urovne-vklad-kyrgyzskoy-respubliki-v-parizhskoe-soglashenie-prinyat
https://www.undp.org/ru/kyrgyzstan/press-releases/opredelyaemyy-na-nacionalnom-urovne-vklad-kyrgyzskoy-respubliki-v-parizhskoe-soglashenie-prinyat
https://unfccc.int/sites/default/files/NDC/2022-06/NDC_TAJIKISTAN_RUSS.pdf
https://www.undp.org/ru/uzbekistan/press-releases/kak-uzbekistanu-vypolnit-nacionalnye-obyazatelstva-v-ramkakh-parizhskogo-soglasheniya
https://www.undp.org/ru/uzbekistan/press-releases/kak-uzbekistanu-vypolnit-nacionalnye-obyazatelstva-v-ramkakh-parizhskogo-soglasheniya
https://www.newscentralasia.net/2023/10/26/ogt-2023-turkmenistan-posledovatelno-vypolnyayet-svoi-obyazatelstva-po-rkik-oon/
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Table-2. Central Asian countries’ goals to achieve carbon neutrality

Carbon neutrality

target year

Kazakhstan

Main approaches to achieving carbon neutrality

Shift to a carbon-neutral system, dominated by alternative and renewable energy

sources, and using carbon capture and storage, gas to be used as an intermediate fuel.

Through implementation of renewable energy projects, including construction of hy-

Kyrgyzstan

dropower plants. Kyrgyzstan currently utilises only 13% of its total potential of 142.5

billion kilowatt-hours of electricity.

Tajikistan [not announced]

Turkmenistan [not announced]

Through the development of solar power plants and wind farms, for which the country

Uzbekistan

has significant potential. In addition, by 2030, a nuclear power plant with a capacity of 2.4

GW should begin operating in the country.

Sources: Strategy for achieving carbon neutrality of the Republic of Kazakhstan by 2060

24 KG. By 2050, Kyrgyzstan plans to achieve carbon neutrality
WB. Uzbekistan Country Climate and Development Report

The adoption of international obligations in the
field of climate change requires the integration of
relevant goals and objectives into national strate-
gic documents, the adoption of regulations in the
field of combating climate change and further
measures for their implementation (see Tab. 3).

These strategic documents cascade the national
priorities of countries for the sustainable use of
natural resources, increasing energy efficiency,
developing renewable energy sources and im-
proving the management of water and land re-
sources.

14

At the same time, a number of countries have
endorsed programmes or plans for the imple-
mentation of green economy strategies as sepa-
rate documents for time periods (Kazakhstan,
Kyrgyzstan), or included plans as addendum in
the strategic documents themselves (Uzbekistan).


https://adilet.zan.kz/rus/docs/U2300000121
https://24.kg/vlast/281248_k2050_godu_kyirgyizstan_planiruet_dostich_uglerodnoy_neytralnosti/
https://www.worldbank.org/en/country/uzbekistan/publication/ccdr#:~:text=Without%20action%20on%20climate%20adaptation,75%25%20of%20Uzbekistan's%20GHG%20emissions.
https://adilet.zan.kz/rus/docs/U2300000121
https://24.kg/vlast/281248_k2050_godu_kyirgyizstan_planiruet_dostich_uglerodnoy_neytralnosti/
https://www.worldbank.org/en/country/uzbekistan/publication/ccdr#:~:text=Without%20action%20on%20climate%20adaptation,75%25%20of%20Uzbekistan's%20GHG%20emissions.
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Table-3. Key documents of Central Asian countries on the transition to a “green” economy

and renewable energy sources

Name of the

Main measures and target indicators

document
Main goals:
e increase efficiency of resource use (water, land, biological, etc.) and their management;
Concept for the e modernisation of existing and construction of new infrastructure;

transition of the
Republic of

Kazakhstan to a
“green economy”
Kazakhstan

e improvement of public well-being and environmental quality through cost-effective
ways to alleviate environmental pressures;

e improvement of national security, including water security.

The goal was set to achieve the share of renewable energy sources and alternative types

of energy in the country’s energy balance - up to 10% by 2030, with later increase to

15%.

Action plan for the
implementation of
the Concept

Measures in the field of water resources, agriculture, energy efficiency, reduction of CO2
emissions in the electricity sector, air pollution, waste recycling, ecosystem conservation
and the formation of an environmental culture.

Concept
"Kyrgyzstan is a
country of green

economy”

Seven priority sectors have been identified: green energy, green agriculture, green in-

dustry, sustainable tourism, low-emission transport, waste management, green cities.

Green economy

Kyrgyzstan

development
programme in the
Kyrgyz Republic for
2019-2023

(Programme for
2024-2028 is under devel-
opment)

Measures to improve energy efficiency, increase the share of renewable energy sources
in total electricity generation to 10% by 2040, develop sustainable finance, including
creation of a legal environment for sustainable finance, practical implementation of sus-
tainable finance in the banking and microfinance sectors, as well as creation of “green”

financial corporation.

Green economy

development
strategy for

Measures to implement institutional reforms, effectively use natural capital, attract in-
vestment, introduce modern and innovative technologies and strengthen international

cooperation in green economy.

Apart from increasing hydropower generation, the government also plans to increase the

Tajikistan 2023-2037 L
share of solar energy and reduce power distribution losses.
ot : Measures for energy efficiency and energy saving, rational use of natural gas and pe-
<) National strategy of . 3 .
Turk s troleum products, as well as increasing the use of alternative energy sources. To a large
= urkmenistan on
™ extent, these measures are planned to cover housing and communal services and trans-

climate change
Turkmenistan

port, as well as leaks in oil and gas pipelines.

Strategy for the

Gt
- transition to a
“green” economy

Uzbekistan for 2019 - 2030

Increase the energy efficiency of basic sectors of the economy, diversify energy con-
sumption and develop the use of renewable energy sources, adapt to and mitigate the
effects of climate change, increase the efficiency of natural resources utilisation, develop
financial and non-financial mechanisms to support the green economy.

The following outcomes are expected from the Strategy:

e increase of the generation capacity of renewable energy sources to 15 GW and bring-
ing their share in the total volume of electrical power generation to more than 30%;

e increase of energy efficiency in industry by at least 20%;

e reduction of energy intensity per unit of GDP by 30%, including through expansion of
renewable energy sources.
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Il. ROLE OF THE FINANCIAL SECTOR IN

DRIVING THE CLIMATE AGENDA

The financial sector plays a vital role in advancing
sustainable development and responsible business
practices. By funding sustainable development
projects, it not only drives progress towards sustain-
ability but also has the responsibility to motivate
businesses to address ESG risks and adopt sustain-
able business models. Investors are becoming in-
creasingly aware that factoring in ESG considerations
can help them develop more sustainable and long-
term investment portfolios. According to an EY
study, 97% of investors consider ESG factors when
making investment decisions8. Investors are increas-
ingly demanding that companies conduct business
in a sustainable manner, and financial regulatory
authorities are implementing regulations requiring
the disclosure of ESG information and integration of
ESG risks into financial institutions' activities. In Cen-
tral Asia, financial regulatory authorities and institu-
tions, especially banks, are aligning with in-
ternational trends by adopting ESG principles in

their banking and investment practices.

KAZAKHSTAN

In 2021, the Government of the Republic of Kaza-
khstan adopted a National Green Taxonomy devel-
oped by the AIFC Green Finance Centre and the
International Green Technologies and Investment
Projects Center. The document sets out the key crite-
ria and types of eligible green projects for financing
through green bonds and loans. A draft social tax-
onomy of Kazakhstan is currently being reviewed by

government agencies for further adoption.

Definitions of green financing instruments were also
included in the Environmental Code. The procedure
for the issuance, verification and reporting of sus-
tainable bonds is set forth in the Law on the Securi-
ties Market of Kazakhstan. The ARDFM established a
list of types of organisations authorised to conduct
an external review of such instruments.

8 EY. How ESG creates long-term value
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ARDFM became a member of the SBFN in 2021 and
the NGFS in 2023. Kazakhstan's current position in
the SBFN progress matrix is “developing” (the high-

est for Central Asia).

In July 2022, the Government of Kazakhstan ap-
proved the Concept of Investment Policy of the Re-
public of Kazakhstan until 2026. This policy recom-
mends that Kazakhstani institutional investors within
the quasi-public sector reassess their investment
strategies and revise their investment declarations to
mandate a specific allocation to "green" bonds as a
distinct investment category.

In September 2022, the Government approved a
Concept for the Development of the Financial Sector
until 2030, outlining key targeted actions for inte-

grating ESG principles within the financial sector.

In March 2023, the ARDFM adopted a Roadmap for
implementation of ESG principles in Kazakhstan'’s
financial market. Under this roadmap, voluntary ESG
disclosure by financial organisations began in 2023,
with mandatory disclosure becoming part of their
published annual reports starting in 2024. The
ARDFM also developed the Guidelines for Environ-
mental and Social Risk Management in Financial In-
stitutions (ESRM), and a guidance on calculating
GHG emissions for financial institutions and assess-
ing the carbon footprint of bank loan portfolios.

KASE requires listed companies to provide ESG
information in their annual reports. The Astana In-
ternational Exchange (AIX) published Guidelines on
ESG reporting for companies listed on the AlX in
June 2022 for voluntary use, with a move to a “com-

ply or explain” basis in later years.

A number of Kazakhstani banks have already
started integrating ESG principles into their oper-
ations and producing reports on sustainable de-
velopment. Halyk Bank and Jusan Bank were
named the best financial companies in the ESG
Disclosure Rating by PWC at the end of 2022.
These banks publish annual sustainability reports
as standalone publications. Other banks disclose


https://www.ey.com/en_ca/climate-change-sustainability-services/how-esg-creates-long-term-value
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ESG information in their annual reports. In 2022,
based on the results of the annual Best Bank
Awards for Kazakhstan 2022, experts from the
international financial publication Asiamoney
recognised Halyk Bank as the best for ESG. In
2023, the DBK was one of the first in the country
to obtain an ESG rating from Sustainable Fitch.
DBK is the country’s most active issuer of sustain-
able financing instruments among local banks,
such as green bonds, the proceeds of which are
used to fund green projects. Halyk Bank and BCC
offer green loans for the purchase of electric au-
tomobiles at reduced rates. BCC provides prefer-
ential loans for other green projects, including
renewable energy projects, energy efficiency
projects and others through the EBRD credit line
under the GEFF. Meanwhile, while issuing loans
for green projects, Kazakhstani banks may em-
ploy the subsidies from Damu Entrepreneurship
Development Fund to offset a portion of the in-
terest rate on green loans.

KYRGYZSTAN

In December 2021, the Board of the National
Bank of the Kyrgyz Republic approved the Main
Directions for the Development of the Banking
System for 2022-2025, as well as the develop-
ment of the microfinance sector, where identified
the adoption of sustainable finance principles
(green finance) as a key priority. In September
2023, the Supervisory Committee of the National
Bank of Kyrgyzstan approved Guidelines for iden-
tifying, monitoring, and disclosing financial risks
associated with sustainable finance factors (ESG
risks). The purpose of these recommendations is
to provide guidance for identifying, measuring,
managing, controlling, and disclosing environ-
mental, social, and governance factors (ESG risks)
in the activities of commercial banks, non-bank-
ing financial institutions and other legal entities
supervised by the National Bank that apply the
principles of sustainable financing.

In May of 2023, the Kyrgyz Stock Exchange issued
Guidelines for Compiling and Publishing Reports
on ESG criteria. According to information on the
exchange's website, companies that must adhere
to the Kyrgyz Republic’s Corporate Governance
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Code on a “comply or explain” basis are required
to use these Guidelines when preparing and re-
leasing their ESG reports. For all other compa-
nies, following these Guidelines is voluntary. Ad-
ditionally, the Kyrgyz Stock Exchange established
listing criteria for sustainable finance instruments,
requirements for verifiers, and a list of verifiers

that meet the standards of the exchange.

Kyrgyz banks are embracing sustainable finance
practices by offering eco-friendly loan products
such as "green" loans tailored for purchasing
electric vehicles. For instance, Doscredobank
OJSC provides loans and installment plans for
acquiring electric, hybrid, or gas-powered vehi-
cles, while Aiyl Bank OJSC pioneered leasing op-
tions for electric vehicle purchases in the country.

Kyrgyzstan, represented by the Union of Banks of
Kyrgyzstan, joined SBFN in 2018. The current po-
sition of Kyrgyzstan in the SBFN progress matrix

is “formulating”.

TAJIKISTAN

Bank Eskhata OJSC is the first bank in Tajikistan to
implement an ESG policy and identify priority
SDGs for implementation. First Microfinance Bank
CJSC aims to implement ESG principles and
gradually shift to green financing in 2024. Bank
Arvand CJSC is also integrating ESG principles
into its activities.

The popularity of green automobile loans is evi-
dent in Tajikistan's banking sector, as well as oth-
er Central Asian countries. Amonatbank State
Savings Bank, Arvand Bank CJSC, and Com-
merzbank of Tajikistan OJSC are among the
banks offering these loans, with Amonatbank
alone providing 84 such loans in 2023. In addi-
tion to green auto loans, Bank Eskhata OJSC, Spi-
tamen Bank CJSC, and First Microfinance Bank
CJSC provide green financing for various green
projects. Other banks are also in the process of

introducing similar “green” products.
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UZBEKISTAN

In 2022, Uzpromstroybank was recognised by
experts from the international financial publica-
tion Asiamoney as the leading bank in Uzbekistan
for ESG practices, winning the prestigious title of
"Best ESG Bank in Uzbekistan." The bank’s col-
laboration with the IFC and the EBRD on trans-
formation, green banking development, and ESG
implementation was particularly notable. In 2021,
the bank earned the AIFC award in the category
of "Best Green Bank in the Central Asian Region”

for its work in green banking development.

In Uzbekistan, the banking sector is distinguished
by its activity in “green” consumer lending for
renewable energy projects. For example, banks
such as JSCB “Ipoteka Bank”, JSCB "ASIA AL-
LIANCE BANK", JSC Xalqg banki and JSC “National
Bank for Foreign Economic Activity of the Repub-
lic of Uzbekistan” offer consumer loans to indi-
viduals for acquiring renewable energy equip-
ment.

In general, within the Central Asian financial sec-
tor, Kazakh and Kyrgyz financial regulators and
stock exchanges are leading the way in imple-
menting ESG regulatory standards. Meanwhile,
banks in Uzbekistan and Tajikistan are particularly
active in providing specialised green products,
such as green loans for purchasing electric vehi-
cles and renewable energy equipment. This in-
creased activity can be attributed to the strong
demand for these technologies from both the
local population and businesses.
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I1l. CLIMATE FINANCE NEEDS

OF CENTRAL ASIAN COUNTRIES

COUNTRIES' FINANCIAL NEEDS TO
ADDRESS CLIMATE CHANGE

Central Asian countries will need enormous
amounts of financing to fulfill their climate obliga-
tions and shift towards a low-carbon economy.

Given the region'’s significant and mostly un-
tapped potential for renewable energy produc-
tion, particularly hydro, wind, and solar energy,
transitioning to a net-zero emissions scenario by
2050 would require a minimal increase in overall
energy investment of 2.15% for 30 years, totalling
1.437 trillion USD, compared to business-as-usual
scenario?.

According to the WB estimates, investments in
Central Asia’s energy system would reach around
20 billion USD by 2030, including solar, wind, and
hydropower projects, as well as modernisation of
national and regional grids to increase intercon-
nectivity of networks.

In terms of individual countries’ financial needs,
the Strategy of Achieving Carbon Neutrality of
Kazakhstan by 2060 estimates net investment in
technologies that contribute to low-carbon de-
velopment and carbon neutrality at 610 billion
USD, with direct public investment accounting for
a small share (3.8%) of all investments. Over half
of the required investments, 386.3 billion USD,
are existing and circulating investments in the
economy that will be redirected from commodi-
ties sectors to greener industries; the remainder,
or 223.7 billion USD, are new investment re-

sources.

The total anticipated cost of implementing miti-
gation and adaptation measures to meet Kyrgyzs-
tan’s climate change goals is 10 billion USD,
which will be funded by the country’s own re-

sources, the private sector, international donors,
and state budget money, with international finan-
cial support accounting for 63% of the expenses.
This is a huge expenditure for a lower-middle-
income country prone to recurrent natural disas-
ters10,

Uzbekistan will need 94 billion USD in funding to
become carbon neutral'l. According to the Min-
istry of Finance of the Republic of Uzbekistan, the
annual investment requirements for decarbonis-
ing Uzbekistan's electric power industry until
2030 are projected to be 4 billion USD per year,
or 4.8% of GDP'2.

According to the Green Economy Development
Strategy in the Republic of Tajikistan for
2023-2027, the total amount of funds required for
the implementation of the Strategy is 21.6 billion
somoni (~ 2 billion USD), including 12,818.4 mil-
lion somoni (~1 billion USD) from allocated funds
from development partners and 8,730.8 million
somoni (~ 800 million USD) from private sector
investments; the rest is planned to be financed
from the state budget. Foreign and domestic in-
vestments play a key role in funding the Strategy.
To that purpose, when the Strategy is implement-
ed, the state will promote initiatives of foreign
and domestic investors investing in the principles
of the “green” economy.

In the pursuit of carbon neutrality and the transi-
tion to a sustainable economy, Central Asian na-
tions may encounter significant financial chal-
lenges. These costs vary considerably, with esti-
mates ranging from nearly 20% of GDP for Ta-
jikistan to approximately 300% for Kazakhstan.
These figures underscore the substantial invest-
ments required to overhaul energy systems,
adopt renewable sources, and implement envi-
ronmentally friendly policies (see Tab. 4).

9 UNECE. Central Asia would need a massive shift rather than a massive increase in investment to reach net zero by 2050, according to the UN

10 UNFCCC. Updated Nationally Determined Contribution of the Kyrgyz Republic, 2021

11 RBC Trends.Green, social, responsible: ESG in Central Asia. Review No. 2

12 WB. Policy Dialogues - Green Growth and Climate Change in the Republic of Uzbekistan


https://unece.org/ru/climate-change/press/po-dannym-oon-centralnoy-azii-potrebuetsya-masshtabnyy-sdvig-ne-masshtabnoe
https://trends.rbc.ru/trends/green/cmrm/633549fa9a7947646c491b19
https://documents1.worldbank.org/curated/en/099905106302277935/pdf/P170870007081a02e0a17c025c451ef6594.pdf
https://unfccc.int/sites/default/files/NDC/2022-06/%D0%9E%D0%9D%D0%A3%D0%92%20ENG%20%D0%BE%D1%82%2008102021.pdf
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Table-4. Climate finance needs of Central Asian countries

Required financing,
billion USD

Kazakhstan 610
Kyrgyzstan 10
Tajikistan 2
Turkeminstan

Uzbekistan 1z

Country's GDP, billion USD,
2022 (according to the WB

Ratio to GDP, %
data)

22385

11,5

56,5

80,4 117%

Source: UNFCCC. Updated Nationally Determined Contribution of the Kyrgyz Republic, 2021; RBC Trends.Green, social, responsible: ESG in Central Asia. Review No. 2;

Strategy for achieving carbon neutrality of the Republic of Kazakhstan by 2060;
2027; World Bank Open Data

CLIMATE BUDGET TAGGING

It is important to highlight the public investment
that is part of the overall cost of achieving carbon
neutrality. Given that the budget document is the
central policy document of government and
plays an important role in determining how
resources are allocated to achieve national goals,
it is appropriate that priorities related to the envi-
ronment and climate change are considered as
part of the budget process. Green budgeting
offers a range of tools and techniques for
governments looking to incorporate a green
perspective into the budget process.

One of the central tools in this process is the
green/climate budget tagging. This tool involves
evaluating each individual budget measure and
assigning it a "label” based on whether it is help-
ful or harmful to achieving green and/or climate
goals. This exercise is important in the context of
the issuance of sovereign green bonds and
further expenditure tracking.

In the region, work on pilot marking of the state
budget is currently being carried out by the Min-
istry of Finance of the Kyrgyz Republic together
with a number of ministries with the support of
the WB; this work is also being carried out in
Kazakhstan with the support of UNDP.

Meanwhile, the Cabinet of Ministers of the Re-
public of Uzbekistan, by resolution No. 257 “On
measures to introduce mechanisms for displaying
(labeling) the compliance of State budget ex-

Strategy for the development of a “green” economy in the Republic of Tajikistan for 2023-

penditures with the National SDGs and their
impact on climate change” dated 05/01/2024,
approved the Concept of displaying (labeling)
the compliance of State budget expenditures for
national sustainable development goals and their
impact on climate change. The concept provides:

e classification of budget expenditures for
compliance with national SDGs and their
impact on climate change;

® purpose, object and scope of classification of
expenses;

* mechanisms for identifying and classifying
expenses;

e identifying climate change mitigation and
adaptation measures to classify costs;

* announcement of the results of classification
of expenses.

It is expected that the Ministry of Economy and
Finance of the Republic of Uzbekistan will main-
tain this classification. After the introduction of
programme budgeting in the long term, the clas-
sification of expenses by climate aspect will be
carried out by line ministries and departments.

The massive amount of funds needed to finance
climate change mitigation and adaptation strate-
gies in developing countries requires the mobili-
sation of funds from international financial
sources. At the UNFCCC’s COP15 in Copenhagen
in 2009, developed countries pledged to raise
100 billion USD per year by 2020 for climate ac-
tion in developing countries. The aim was estab-
lished at COP16 in Cancun, confirmed in COP21
in Paris, and extended until 2025. Under the


https://unfccc.int/sites/default/files/NDC/2022-06/%D0%9E%D0%9D%D0%A3%D0%92%20ENG%20%D0%BE%D1%82%2008102021.pdf
https://trends.rbc.ru/trends/green/cmrm/633549fa9a7947646c491b19
https://adilet.zan.kz/rus/docs/U2300000121
http://www.portali-huquqi.tj/publicadliya/view_qonunhoview.php?showdetail=&asosi_id=26590
http://www.portali-huquqi.tj/publicadliya/view_qonunhoview.php?showdetail=&asosi_id=26590
https://data.worldbank.org
https://unfccc.int/sites/default/files/NDC/2022-06/%D0%9E%D0%9D%D0%A3%D0%92%20ENG%20%D0%BE%D1%82%2008102021.pdf
https://trends.rbc.ru/trends/green/cmrm/633549fa9a7947646c491b19
https://adilet.zan.kz/rus/docs/U2300000121
http://www.portali-huquqi.tj/publicadliya/view_qonunhoview.php?showdetail=&asosi_id=26590
http://www.portali-huquqi.tj/publicadliya/view_qonunhoview.php?showdetail=&asosi_id=26590
https://data.worldbank.org
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terms of the Paris Agreement, “Developed coun-
try Parties shall provide financial resources to as-
sist developing country Parties with respect to
both mitigation and adaptation” (Article 9.1). At
the same time,"Developed country Parties should
continue to play a leading role in mobilising cli-
mate finance from a wide range of sources, in-
struments and channels, noting the significant
role of public funds” (Article 9.3).

At the request of developed countries, since
2015 the OECD has been assessing progress
towards developed countries' goal of providing
and mobilising 100 billion USD of climate finance
annually for climate action in developing coun-
tries, in line with the UNFCCC. According to
OECD methodology, climate-related develop-
ment finance provided and mobilised to devel-
oping countries can be divided into four compo-
nents:

e Bilateral public climate finance provided by
developed country institutions, in particular

bilateral relief agencies and development
banks;

e Multilateral public climate finance provided
by multilateral development banks and multi-
lateral climate funds attributed to developed
countries;

e  Officially supported climate-related export
loans provided by official export credit agen-
cies of developed countries;

e  Private finance mobilised through bilateral
and multilateral public climate finance held
by developed countries.

Information about international climate finance
flows in this report uses data on climate-related
development finance reported to the OECD De-
velopment Assistance Committee (DAC) Creditor
Reporting System (CRS). According to this data,
over the period 2001-2021, Central Asian coun-
tries have collectively received more than 17 bil-
lion USD in international climate finance.

INTERNATIONAL CLIMATE FINANCE
IN CENTRAL ASIA

MDBs play a key role in financing climate projects
in developing countries, including Central Asian
ones: top 5 MDBs include EBRD, WB, ADB, EIB
and IsDB. The leaders in providing bilateral
climate finance to Central Asian countries are
Japan, France, and Germany. Among in-
ternational climate funds, the largest amount of
funding is provided by the GCF (see Fig. 4).

Figure-4. Top 10 international sources by volume of climate finance in Central Asian countries,
million USD, 2000-2021
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In Central Asian countries, climate funding aimed
at mitigating climate change greatly outnumbers
financing for adaptation to climate change, which
is consistent with worldwide trends, accounting
for around 70% of total climate finance

(see Fig. 5).

Mitigation is offsetting climate change through the
process of preventing/reducing greenhouse gas
emissions and their absorption. Adaptation is the
process of adjusting to the current or projected cli-
mate and its impacts.

Figure-5. International climate finance in Central Asia by climate change goals:
adaptation and mitigation, %

Mitigation 80%
57%
£ 43%
Adaptation AU

Kazakhstan Kyrgyzstan

Sources: OECD data, authors' calculations
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Note: About 4% of all international climate finance flows in the region have both mitigation and adaptation goals

One of the key issues in obtaining climate fi-
nance, both for adaptation and mitigation, is suc-
cessfully demonstrating the project’s investment
attractiveness. The nature of the financial instru-
ments used partially exacerbates this issue. Near-
ly 94% of global climate funding is in the form of
debt or equity financing, in which the investor
expects a financial return, as opposed to grants,
which are often non-repayable’3. It is typically

more difficult to secure funding for adaption pro-
grammes on this basis.

In Central Asian countries, financing for mitiga-
tion efforts is mostly directed at reducing GHG
emissions through transitioning to renewable
energy sources. The energy sector receives the
largest share of international climate finance in all
countries of the region. (see Fig. 6).

Figure-6. Key economic sectors targeted for international climate finance in Central Asian countries,
million USD, 2000-2021
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The structure of climate finance instruments varies
significantly between Central Asian countries. Ka-

zakhstan and Uzbekistan have a considerable pro-

portion of debt financing (94.5% and 97%), owing to

the high presence of MDBs, which primarily provide
debt financing in collaboration with local commer-
cial partners. At the same time, grants are the most
common forms of climate finance in Tajikistan and
Turkmenistan (see Tab.5).

Multilateral climate funds are an important source
of sustainable funding for developing countries.
They were established on the basis of in-
ternational agreements mandated to finance the
transition to green, inclusive, and climate-resilient
economies in developing countries. The funds’
visions and missions are similar and complemen-
tary in their support for developing countries in
implementing the UNFCCC and the Paris Agree-

ment.

Table-5. International climate finance in Central Asia by type of financial instrument, 2000-2021

Share of debt

instruments

Total funding,
million USD

Kazakhstan 4481 94,5%

Kyrgyzstan 1358,1 55%

Tajikistan 2355 37%

Turkmenistan 88,2 21%

Uzbekistan 9182 97%

TOTAL 17464,3 85,1%

Sources: OECD data, authors' calculations

Developing countries must have access to them in
order to finance mitigation, adaptation, or transition
through a range of financing options. They play a
vital role in delivering the 100 billion USD promised
by developed countries to developing ones each
year.

The largest amount of funding in Central Asia
among funds comes from the GCF, which oper-
ates through a network of more than 200 accred-
ited organisations and implementing partners
that work directly with developing countries to
design and implement projects. The Fund sup-
ports mitigation efforts aimed at reducing emis-
sions associated with transportation, energy,
forestry and land use, as well as buildings and
industry. It also supports adaptation efforts to
improve resilience related to healthcare, food
and water security, infrastructure and ecosystems.

Meanwhile, in order to build capacity in develop-
ing countries, the GCF implements a Readiness
programme, through which it supports develop-
ing country initiatives aimed at strengthening
their institutional capacity, governance mecha-

nisms, through which it supports developing
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Equity and shares in collective
Share of grants S
investment vehicles

3,5% 2%
45%
63%
79%
3%

14,8%

country initiatives aimed at strengthening their
institutional capacity, governance mechanisms,
and planning for the implementation of a trans-
formative long-term programme of action to
combat with climate change.

Today, GCF financing in Central Asian countries is
implemented mainly through partnerships with
MDBs. According to the latest data on the GCF
website, the total amount of allocated funding for
Central Asian countries is 468 million USD (see
Tab. 6). To access funding, organisations must
undergo an accreditation process designed to
assess whether they are able to manage finances
effectively. To date, in Central Asia, only one na-
tional institution has been accredited by the GCF
- the Community Development and Investment
Agency of Kyrgyzstan (ARIS) received direct ac-
cess to GCF funds in March 2024.
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Kazakhstan
Kyrgyzstan
Tajikistan
Turkmenistan
Uzbekistan

TOTAL

Table-6. GCF financing in Central Asian countries

Number of

projects
3

4

Source: GCF website www.greenclimate.fund

Total GCF funding,
million USD

Approved support for

Readiness, USD million
4,3
4,3

Syl
3

24

Readiness support disbursed,
USD million

L
3,5

3,0
2,4
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IV. SUSTAINABLE FINANCE MARKETS

OF THE COUNTRIES IN THE REGION

Combating and adapting to climate change, in-
cluding implementing green initiatives and low-
carbon technologies to prevent climate change
and protect the environment, require a significant
investment of capital. Despite the active partici-
pation of international climate funds and multilat-
eral development banks in financing climate
projects in the region, the need for financing
green transformation and decarbonisation of
economies remains high. There is significant po-
tential for governments and local businesses to
raise funds in international debt markets by
utilising novel financial tools for sustainable de-
velopment. Issuing green bonds, the proceeds of
which are allocated to support climate and envi-
ronmental projects—is an effective and increasing-
ly popular option to meet declared low-carbon
development targets. In addition to green bonds,
sustainable finance instruments like social bonds,
sustainability bonds and sustainability-linked
bonds have grown in prominence over the last
decade.

According to the World Bank (based on
Bloomberg statistics), the worldwide market for
sustainable bonds (such as green, social, sustain-
ability, and sustainability-linked bonds) is rapidly
expanding, reaching a total volume of 4.6 trillion
USD by the end of 2023.

Green bonds accounted for 2.9 trillion USD, or
around 64% of the total. Supranational in-
ternational organisations, as well as United States,
France and China, are the leading issuers of sus-
tainable bonds.

Environmental Finance estimates that the global
volume of sustainable bond issuance amounted
to 982 billion USD in 2023. In terms of instrument
type, green bonds dominated, accounting for
59% of the total, followed by social bonds (18%),
sustainability bonds (16%), and sustainability-
linked bonds (7%) (See Fig. 7).

S&P Global Ratings forecasts that green, social,
sustainability and sustainability-linked bonds is-
suance could reach 1.05 trillion USD in 2024.
Green bonds are projected to continue dominat-
ing sustainable finance markets, driven by in-
creasing demand for green projects worldwide.
Issuers from middle- and low-income countries
are also expected to boost their exposure to
thematic bond issuances, given their significant

unmet funding needs.

For governments and corporations to successfully
issue sustainable finance instruments, it is essen-
tial to develop local sustainable finance markets.
It will require aligning national financial in-
frastructure with international best practices, cre-
ating a supportive ecosystem. Key actions also
include adopting standards and regulations,

Figure-7. Global sustainable bonds issuance (billion USD) in 2018-2023 and forecast for 2024

2018 2019 2020

2022 2023 2024F

[ ] Green bonds (E) Social bonds (S) B Sustainability bonds (E+S) [ ] Sustainability-linked bonds (SLBs)

Source: S&P Global Ratings, Environmental Finance
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implementing incentive and support mecha-
nisms, and enhancing the capacity of market par-

ticipants.

Central Asian countries are a part of global trends
in sustainable development, and building local
markets for sustainable finance is gaining traction
in the region. According to the available data col-
lected, the Central Asian sustainable finance mar-
ket is estimated to be worth over 2.7 billion USD
(See Fig. 8), including:

. Kazakhstan: 1 389 million USD (registered-

green bonds, social bonds, sustainability
bonds, sustainability-linked bonds and green
loans of corporate sector issuers and MDBs
labelled in accordance with international stan-
dards);

« Uzbekistan: 1 316 million USD (sovereign SDG
bonds, sovereign green bonds, corporate
green bonds issued by Uzpromstroybank and
SAIPRO GROUP LLC);

. Tajikistan: 10 million USD (green bonds issued
by the Bank Eskhata OJSC);

. Kyrgyzstan: 1.9 million USD (green bonds is-
sued by Doscredobank OJSC and gender

bonds issued by Bank of Asia CJSC).

Figure-8. Volume of Central Asian sustainable
finance markets, million USD ( as of May 2024)
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Calculated using official USD exchange rates of countries' central
banks as of May 1, 2024

Within the region, Kazakhstan is the only country
with data on loans that are labeled according to
the international standards for green loans,
specifically the Green Loan Principles (GLP) set by
the Loan Market Association (LMA) and the Loan
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Syndications and Trading Association (LSTA).
However, in Kazakhstan and other countries in
the region, both international and local banks are
issuing loans to finance projects, costs, and assets
that positively impact the environment. These
loans can be conditionally referred to as "green”
loans.

For example, the EBRD, through the GEFF Pro-
gramme, provides credit lines to local financial
institutions for on-lending to individuals and
small and medium-sized businesses. These funds
are used to invest in climate change mitigation
and adaptation projects in line with the EBRD's
The Green Economy Transition programme, a
comprehensive strategy to reduce GHG emis-
sions and improve energy efficiency. According
to information on the GEFF website, among the
countries in the region, the programme operates
in Kazakhstan, Kyrgyzstan, Uzbekistan and Ta-
jikistan. According to information on the EBRD
website, the total amount of the project portfolio
within the pilot phase of the GEFF in the region
amounted to 170 million USD: in Kazakhstan in
2020-2023 projects worth 30 million USD were
financed, in Kyrgyzstan in 2012-2022 - projects
worth 55 million USD, in Tajikistan in 2019-2023 -
25 million USD, in Uzbekistan in 2019-2022 - 60
million USD. The next phases of the GEFF im-
plementation have been approved, with a total
funding volume of approximately $340 million.
The allocation is as follows: up to $150 million for
Kazakhstan, $90 million for Uzbekistan, up to $50
million for Kyrgyzstan, and $50 million for Ta-

jikistan.

Overall, excluding unlabeled green loans, sustain-
able finance markets in Central Asia are dominated
by sustainable bonds (see Fig. 9).

KAZAKHSTAN

Among the countries of Central Asia, Kazakhstan has
made the most progress in developing the local
corporate sustainable finance market. The key was
the establishment of the AIFC in Kazakhstan in 2016,
as well as the recognition of green finance develop-
ment as one of the goals in building the AIFC as the
region’s primary financial centre. To advance green
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Green bonds (E)

Green loans (labelled) (E)

Social bonds (S)

Sustainability bonds (E+S)
Sustainability-linked bonds (SLBs)
Sustainable Development Goals Bonds (SDGs)
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Calculated using official USD exchange rates of countries' central banks as of May 1, 2024

finance, the AIFC Green Finance Centre was estab-
lished within the AIFC. The Green Finance Centre's
thorough effort in developing a regulatory and
methodological framework for issuing green finan-
cial instruments resulted in the debut issuance of
green bonds for Kazakhstan and Central Asia on the
AlXin 2020.

One of the primary objectives of the AIFC Green
Finance Centre is to develop recommendations and
a regulatory framework for the operation of the sus-
tainable finance market in Kazakhstan and other
countries in the region. The Centre has worked to
build a regulatory framework for Kazakhstan's green
finance system, and the following green finance
documents have been developed:

e Concept for the implementation and develop-
ment of instruments and principles of green fi-
nance, in which for the first time a review of the
green finance system in Kazakhstan was carried
out, barriers were considered and recommenda-
tions for further development were presented,
and the central coordinating role of the AIFC in
the development of the system was outlined
(2017);

e Green Bonds Rules on the AIX(2018);

In addition, the AIFC Green Finance Centre pro-
posed consolidation of the “green finance” concept
in the new Environmental Code and the En-
trepreneur Code of the Republic of Kazakhstan, with
the goal of harmonising the conceptual framework
and stimulating the green finance market in Kaza-
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Figure-9. Structure of sustainable finance markets in Central Asia,
million USD (as of May 2024)
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khstan, as well as developing a standard for green

projects and incentive measures:

¢ “Classification (taxonomy) of “green” projects to
be financed through “green” bonds and “green”
loans” (approved by Decree of the Government
of the Republic of Kazakhstan No. 996 of De-
cember 31,2021) or, in other words, the
National Green Taxonomy of Kazakhstan;

Measures for economic incentives for green
bonds and loans, such as subsidies for coupon
and interest rates, as well as a mechanism for
guaranteeing green bonds (approved by Decree
of the Government of the Republic of Kaza-
khstan No. 43 dated February 2, 2022; operator
- Damu Entrepreneurship Development Fund).

The green taxonomy is a standardised framework for
classifying types of economic activities, projects, and
assets with the goal of increasing the efficiency of
natural resources use, lowering the level of negative
environmental impacts, boosting energy efficiency
and savings, and addressing climate change through
mitigation and adaptation efforts. The adoption of
the National Green Taxonomy has spurred increased
interest among market participants in sustainable
finance instruments and projects focused on transi-
tioning to low-carbon development.

In March 2024, initiated by the AIFC Green Finance
Centre, the Green Taxonomy of the Republic of
Kazakhstan was amended, incorporating priorities
from the recently adopted Strategy of Achieving
Carbon Neutrality of Kazakhstan by 2060.
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As a result of the work done by the AIFC Green Fi-
nance Centre, Kazakhstan has established a legisla-
tive and regulatory framework for its green finance
market. The AIFC, with its legal status, expertise, and
strategic geographical location, is well-positioned to
become a regional green finance hub, contributing
to the growth of the green finance sector in Central

Asia and Eastern Europe.

To further advance the technical criteria for ESG
financing, the AIFC Green Finance Centre has devel-
oped a draft National Social Taxonomy. This taxono-
my serves as a classifier for social projects, facilitat-
ing the issuance of social bonds and the attraction
of social loans. Similar to the Green Taxonomy, the
Social Taxonomy aims to become a foundational
document in the realm of social finance and the de-
velopment of sustainable projects. It provides a clear
"framework of reference" for capital market partici-
pants, detailing prioritised socially-oriented activi-
ties, as well as criteria and thresholds for selecting
social projects.

The proposed methodological tool aims to address
the complexity of measuring social aspects when
using financial instruments such as social bonds and
loans by participants in the socially responsible in-
vestment market, specifically the lack of clear defini-
tions and classifications. The Social Taxonomy is like-
ly to be adopted this year.

In 2023, Kazakhstan announced the release of a
new sustainable financial instrument - namely the
first Sustainability-linked bonds (SLBs) in Central
Asia, which will be issued by Almaty Power Plants
JSC (APP) in the amount of up to 236, 8 billion
tenge on the AIX. The relevant agreement be-
tween APP and the EDB was signed on No-
vember 30, 2023, at the AIFC.

THE SIGNING CEREMONY:

THE FIRST SUSTAINA
LINKED BOND IN GEN
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In addition to the EDB, the main investor, other
development institutions and second-tier banks
may become potential investors in the project.
The inaugural issuance of APP's SLBs is being
carried out with support from the AIFC Green
Finance Centre. The Centre has provided consult-
ing services and an independent assessment to
ensure the bonds' compliance with sustainable
finance principles.

Over a short period of existence since 2020, the
sustainable finance market in Kazakhstan reached
1 389 million USD (taking into account all regis-
tered issuances), about 80% of this volume was
reviewed by the AIFC Green Finance Centre.

Additionally, Kazakhstani issuers have been placing
sustainable bonds on foreign markets. In April 2024,
DBK issued Sustainability Eurobonds worth 100 bil-
lion tenge (~ 226 million USD) with a 3-year tenor on
the Vienna Stock Exchange (also listed on KASE).
This marks the first issuance of sustainability eu-
robonds by a non-sovereign issuer from the CIS in
local currency.

KYRGYZSTAN

Debut sustainable bonds, specifically, gender bonds,
in Kyrgyzstan were issued in November 2022. Bank
of Asia became the first bank to offer gender bonds
to help women entrepreneurs grow their businesses,
improve their well-being, achieve gender equality,
and empower women. 3-year bonds worth 82 mil-
lion soms (~ 0.9 million USD) were listed on the Kyr-
gyz Stock Exchange. The issue’s partners included
the AIFC Green Finance Centre, UN Women in the
Kyrgyz Republic, the Kyrgyz Institute for Economic
Policy Research, the Kyrgyz Stock Exchange CJSC,
and Senti Financial Company LLC.
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Source: Press release of Bank of Asia CJSC

In November 2022, the AIFC Green Finance Centre,
in collaboration with Kyrgyzstan's Ministry of Natural
Resources, Environment, and Technical Supervision,
developed and presented a draft taxonomy of sus-
tainable finance for the Kyrgyz Republic. This taxon-
omy classifies green and social projects with the aim
of accelerating the growth of Kyrgyzstan's sustain-
able finance market. The development of a national
sustainable taxonomy has since been handed over
to the Ministry of Economy and Commerce, which
initially plans to release only a green taxonomy.

First green bonds in Kyrgyzstan were issued by Dos-
credobank OJSC in June 2023 with the support of
the AIFC Green Finance Centre. Green bonds worth
85 million soms (~ 1 million USD) were placed on
the Kyrgyz Stock Exchange for 3 years. The attracted

investments are intended to support green initiatives

such as the construction of buildings and premises
from environmentally friendly materials utilising
“green” and energy-efficient technologies; environ-
mentally friendly transportation; and the installation
of electric vehicle chargers, among others.

TAJIKISTAN

The Green Economy Development Strategy for
2023-2037 aims to attract green finance from global
markets by enhancing expertise in green bond mar-
kets, training specialists for global and regional
green bond participation, improving green bond
legislation, and establishing a clear mechanism for

14 Bank Eskhata. First issue of green bonds in the Republic of Tajikistan
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investment attraction that aligns with “green” econ-
omy objectives.

Under the Ministry of Finance of the Republic of Ta-
jikistan, there is a Centre for the Implementation of
"Green” Projects, which is engaged in maintaining
and financing projects aimed at sustainable devel-
opment and environmental protection, and is also
responsible for the coordination and implementa-
tion of projects related to renewable energy, improv-
ing water supply, and rural development and other
aspects that contribute to environmental sustainabili-

ty.

Bank Eskhata OJSC, a major commercial bank in Ta-
jikistan, initiated a collaborative effort with the IFC to
establish and apply "green" financing principles. This
partnership led to the issuance of Tajikistan's inau-
gural green bonds worth 10 million USD in February
202414, These bonds mark a significant milestone in
promoting sustainable development and tackling
climate change in the country. The funds raised from
this issuance will empower the bank to assist small
and medium-sized enterprises in Tajikistan with their
green project initiatives.

Source: Press release of Bank Eskhata OJSC

As for the sovereign issue on the topic of sustainable
development, the Republic of Tajikistan's Ministry of
Finance plans to issue sovereign green bonds in
2024 and place them in 2025 as part of the project
"Programme for improving the business environ-
ment taking into account climate change and in-
creasing green employment opportunities.”
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UZBEKISTAN

Unlike in neighbouring countries, in Uzbekistan the
government dominates the domestic market for sus-
tainable finance. Uzbekistan is the first country in
Central Asia, the CIS, and one of the world’s first to
issue sovereign bonds for the SDGs. In 2021, Uzbek-
istan issued 235 million USD in bonds to fund mea-
sures to achieve the SDGs'5, which include construc-
tion of an light rail and underground metro in
Tashkent, the construction and reconstruction of
hospitals, schools, kindergartens, drinking water
supply and sewerage facilities, irrigation systems,
and a childhood vaccination programme.

In August 2023, Uzpromstroybank issued “green”
Eurobonds worth 100 million USD. The investor was
the Asian Infrastructure Investment Bank. IFC, the
German Institute for Development Finance, and the
Austrian Development Bank also participated in the

placement of 5-year bonds.1é.

In October 2023, with the support of UNDP Uzbek-
istan issued its first sovereign green Eurobonds de-
nominated in local currency totalling 4.25 trillion
soms (~ 337 million USD), with the yield decreased
due to considerable investor demand. Uzbekistan’s
Ministry of Economy and Finance stated that the
proceeds from green bonds will be used to fund
green projects such as the implementation of water-
saving technologies, the development of railway and
metro transportation, the organisation of sanitary
cleaning and maintaining cleanliness in populated
areas, and the establishment of protective forest
plantations against wind erosion and siltation of wa-
ter bodies.

15 Uzbekistan's First SDG Bond Allocation and Impact Report

16 Spot.uz. «Uzpromstroybank placed “green” Eurobonds for $100 million

Source: Press release of UNDP Uzbekistan

On October 25, 2023, in accordance with the Action
Plan for the Transition to a Green Economy and En-
suring Green Growth in the Republic of Uzbekistan
until 2030 (approved by Government Decree No.
436 dated December 2, 2022), the National Green
Taxonomy for green activity classification was devel-
oped and approved. The document defines activity
categories and assess compliance criteria for green
projects that will be financed through green bonds
and loans. The taxonomy is currently in pilot mode
and will be fully operational by the end of 2024.

In December 2023, the AIFC Green Finance Cen-
tre, in collaboration with the Direct Investment
Fund of the Republic of Uzbekistan, actively con-
tributed to the issuance of SAIPRO GROUP LLC's
first corporate green bonds in the amount of USD
4 m. SAIPRO GROUP green bonds were placed
with Uzbekistan’s commercial banks and devel-
opment funds. The bond proceeds will be used
to finance a project aimed at incorporating envi-
ronmentally friendly technologies into the con-

struction of the Green Hills Resort.

In May 2024, the Ministry of Finance of the Republic
of Uzbekistan carried out a second issue of sov-
ereign SDG bonds in the amount of 600 million eu-
ros (~640 million USD) for a period of 3 years'”.

17 Ministry of Economy and Finance of the Republic of Uzbekistan. For the first time, the Republic of Uzbekistan has placed sovereign international bonds in 3 currencies

30


https://www.imv.uz/en/news/category/yangiliklar/ozbekiston-respublikasi-ilk-bor-3-ta-valyutada-suveren-xalqaro-obligatsiyalarini-joylashtirdi
https://www.spot.uz/ru/2023/09/07/abii-uzpsb/
https://jointsdgfund.org/publication/uzbekistans-first-sdg-bond-allocation-and-impact-report#:~:text=In%20July%202021,%20Uzbekistan%20has,a%20period%20of%20three%20years.

@ AIFC

GIP REGIONAL OFFICE IN CENTRAL
ASIA

In May 2021, the international Green Investment
Principles (GIP) initiative for the Belt and Road began
its work in Central Asia. Current GIP signatories in
the region who have taken a course towards actively
implementing the principles of green investment
include Doscredobank OJSC (Kyrgyzstan), Damu
Entrepreneurship Development Fund, DBK (Kaza-
khstan), EDB (as an observer).

3 GFC @ DANMUY
SIGNING CEREMONY:

DAMU FUND IS JOINING
GR™"N INVES™ “eNT PRINCIPLES

Decn

The Green Investment Principles was launched
jointly by China Green Finance Committee and
City of London Corporation in November 2018, in
collaboration with 5 international organisations.
The GIP aims to create an international network
to improve environmental risk management and
mobilise private capital for sustainability within
the framework of Belt and Road investments.

GIP consists of seven guiding principles at three
levels: strategic, operational and innovation. It
calls on signatories to ensure sustainable corpo-
rate governance, take concrete measures to min-
imise environmental risks and encourage the in-
novation of green finance instruments. It endeav-
ors to build the capacity in signatories, providing
tools for implementing the principles and access
to green projects available for investment in the
Belt and Road region.

The membership of GIP is diversely growing. As
of the drafting of this report, it has 49 signatories
from 17 countries and regions, with the assets
held or under management totaling at 42 trillion
USD, including some of the largest banks in de-
veloped economies such as the UK, France, Ger-
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many and Japan, and developing ones such as
China, Thailand, Mongolia and Kazakhstan.

Setting expectations for the entire GIP community,
its medium-term strategic planning, Vision 2026-30,
includes ambitious indicators as follows:

e 80% of signatories to have started environmen-
tal and climate disclosure, aligned with national
or international frameworks, such as the TCFD or
ISSB by 2026;

* 100% of signatories to conduct environmental
risk assessment by 2026;

e 100% of signatories to assess biodiversity or
nature-related risks by 2030;

e 100% of signatories to disclosing Scope 3 emis-

sions, including financed emissions by 2030;

*  100% of signatories to formulate carbon neutral-
ity/transition plans by 2030.

The regional office in Central Asia, along with work
carried out with signatories, provides support to
members of the initiative to build capacity, and also
provides a platform for dialogue (for example,
Kyrgyzstan Green Investment Forum in 2022).
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V. PROSPECTS FOR FURTHER DEVELOPMENT OF

SUSTAINABLE FINANCE IN THE REGION

This report was prepared in response to widespread 2)
international calls to develop climate finance in de-

veloping countries, the implementation of Article

2.1(c) of the Paris Agreement to align financial flows

towards low-emission and climate-resilient devel-

opment, and implementation of SDGs in Central

Asian countries by 2030.

Filling the financing gap required for transition to
carbon-neutral development in Central Asia may
become even more difficult due to competing de-
mands to contain energy prices, support economic
growth, and preserve jobs in the face of rising cli-
mate change costs, to which Central Asian countries

are extremely vulnerable.

In this context, it is crucial to provide the conditions
for mobilising financial resources and attracting the
investments required to close the financing gap.

Based on our research findings and proposals from 5)
interviewed stakeholders, we have provided rec-
ommendations to address the issues associated with
creating conditions for the development of sustain-

able finance instruments in Central Asian countries.

The purpose is to mitigate the possibly negative
consequences of elements that influence the re-

gion’s sustainable finance market development.

Given the different levels of development of sustain-
able finance markets, but similar gaps (missing stan-
dards, tools and measures), the countries of Central
Asia can be offered both general and country-specif-
ic recommendations for further development of this
segment (see Tab. 7), which are built around the fol-
lowing priority areas:

1) Standardise. Policy makers along with investment
exchanges in the region should strive for effec-
tive development and implementation of local
standards for thematic financing that are compat-
ible and aligned with internationally accepted
benchmarks, focused not only on mitigation, but
adaptation, transition, and social criteria as well.
The same actors should strive for aligned guide-
lines for ESG disclosure that would meet investor
requirements.
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Assess. Policymakers along with data providers
(investment exchanges for capital market, regula-
tors for banking sector) should close the gap for
reliable regional statistics on sustainable finance
which should be high-quality, granular, and time-
ly. The data must be accessible to a broad set of
stakeholders.

Capacity. Regulators, investment exchanges and
financial institutions should consider building
educational resources both for retail consumers
and corporate sector while regulators should
also focus on capacity building targeting banking
sector as well.

Encourage. Policymakers should come up with
incentives for banks, retails consumers of finan-
cial services, and project developers to develop
new products (green loans, ESG-bonds, etc).

Prioritise. Financial institutions should consider
developing climate strategies with potential car-
bon neutrality goals, setting ambitious green
finance targets, identifying potential niches and
develop targeted products devoting adequate
amounts of financial resources to sustainable
finance products.
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Table-7. Recommendations for Central Asian countries on developing sustainable finance market*

A. SUPERVISION AND REGULATION

1 Adopt a taxonomy of green (sustainable) finance A

2 Adopt transition finance standards A

3 Adopt guidelines for thematic bonds (definitions, verification
process)

4  Create thematic segments on exchange platforms

5 Introduce sustainable finance reporting A

6  ESG disclosure as a requirement for listed companies

2R N N 28 2N 28 4
1L dN JN 28 2N 28 4
2 N JN 2N N 2

7 Research and analytics on sustainable finance A

B. FISCAL POLICY

8 Introduce incentives and support measures for initiators

>
>
>
>

of sustainable projects

>
>
>

9  lIssue sovereign green bonds A

10 Issue sovereign green sukuk A A A A A

C. PRUDENTIAL REGULATION

11  Green capital and reserve requirements A A A A A
12  Climate stress testing A A A

D. BUILDINGS AND GREEN CITIES

13 Green mortgage schemes A A A
14  Issue municipal green bonds A A A A A

E. DEVELOPMENT OF SUSTAINABLE FINANCE MECHANISMS

15 Launch green crowdfunding platforms A A A A A

16  Accreditation of local financial institutions with the GCF A A A A

47 Establish national and/or regional sustainable A A A A A

financing vehicles
*Note: These recommendations are prepared on the basis of collected and available information

on the presence and absence of certain policies, standards, instruments, etc. in the field of sustainable finance in the countries of Central Asia at the time of preparation of
the report.
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A. SUPERVISION AND REGULATION

RECOMMENDATION #1: ADOPT A
TAXONOMY OF GREEN (SUSTAINABLE)
FINANCE

COUNTRY: KYRGYZSTAN, TAJIKISTAN, TURK-
MENISTAN

A taxonomy of green (sustainable) projects as a clas-
sification is needed to provide a common under-
standing and approach to the identification, devel-
opment and financing of green (sustainable)
projects, as well as to increase investor confidence
and prevent “greenwashing” - a situation where
projects without environmental benefits are present-
ed as "green." The taxonomy also provides a frame-
work for disclosure and reporting, as well as for the
use of economic incentives such as interest rate sub-
sidies and guarantees.

When developing national taxonomies of green fi-
nance, current and potential members of the
Eurasian Economic Union are recommended to take
the Model Taxonomy of Green Projects of the EAEU
as a basis. This taxonomy was developed in close
cooperation with the AIFC Green Finance Centre
and approved in December 2022 by the High-Level
Working Group of the Eurasian Economic Commis-
sion as a part of the EAEU climate agenda. The
model taxonomy of green projects of the EAEU re-
veals the criteria for green projects of the EAEU
countries, the purpose of which is to stimulate and
bring together the approaches of the EAEU coun-
tries within the framework of the systemic develop-
ment of green financing instruments in the EAEU
space. The prepared criteria for green projects be-
came one of the first criteria formed for the integra-
tion association, which can serve as the basis for the
development or updating national taxonomies, as
well as a potential tool for the development of cross-
border projects. For these purposes, the Green Fi-
nance Centre also participated in the preparation of
requirements for a verification system for financial
instruments, which could potentially be issued with
reference to the EAEU Model Taxonomy.
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RECOMMENDATION #2: ADOPT
TRANSITION FINANCE STANDARDS

COUNTRY: KYRGYZSTAN, TAJIKISTAN, TURK-
MENISTAN, UZBEKISTAN

The transition to clean energy in the short and medi-
um term is not always possible due to various fac-
tors, especially in hard-to-abate sectors. Despite this,
it is still necessary to incentivise businesses that are
trying to reduce their negative impact on the envi-
ronment, for example by reducing GHG emissions.
To achieve this, it is recommended to adopt stan-
dards in the field of transition finance. This can be
done by including them in existing or developing
sustainable finance standards, or through the adop-
tion of separate standards. The adoption of transi-
tion finance standards will provide clear criteria for
attracting financing for projects that do not fall under
the criteria of green projects, but will reduce the
negative impact on the environment.

For example, in Kazakhstan, in March 2024, amend-
ments were adopted to the Green Taxonomy, taking
into account the priorities of the adopted Strategy of
Achieving Carbon Neutrality of Kazakhstan by 2060,
which defined the role of gas and nuclear energy, as
well as international practice, namely, the transition
category of projects “Transitional Energy” was intro-
duced until 2035, which included:

e production of electricity and heat from gas and
replacement of fuel;

 production of equipment for nuclear energy;

e construction and operation of nuclear power
plants;

with appropriate threshold criteria based on in-
ternational best practice. Switching from thermal
coal to natural gas will significantly reduce GHG
emissions in the energy sector. Because natural gas
is a cleaner fuel with a higher energy content, burn-
ing it produces fewer emissions of almost all types of
air pollutants and produces half as much carbon
dioxide as burning coal to produce the same
amount of energy.

Nuclear energy, unlike power plants operating on
hydrocarbon raw materials, does not produce car-
bon dioxide emissions into the atmosphere. In fact,
emissions per GWh from nuclear power plants are
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approximately 273 times lower than from coal power
plants. In this regard, in Kazakhstan, such projects
may be eligible for transition finance, subject to the
established taxonomy criteria. In Kazakhstan, further
development of the concept of transition finance is
planned with the development of international stan-
dards in other sectors.

In 2022, the G20 Working Group on Sustainable Fi-
nance presented 22 principles for transition finance.
A high-level framework is a good start, but it may not
take into account country-specific differences in en-
ergy mix, industrial emissions patterns, economic
and technological capabilities, and political and in-
stitutional capacity. In this regard, when developing
standards and policies for financing the “transition”
period, countries should rely on long-term plans for
decarbonisation of the economy with a clear time
frame, taking into account the above aspects.

In February 2024, Japan issued the world's first 11
billion USD climate transition bond. 55.5% of bond
proceeds support research and development (R&D)
initiatives aligned with Japan's efforts to limit tem-
perature rise to 1.5°C in areas ranging from renew-
able energy sources to hydrogen in steelmaking;
44.5% is earmarked for subsidies for activities rang-
ing from battery production to energy efficiency
measures in buildings'8. This issuance marks an im-
portant milestone in the development of sustainable
finance in the world.

RECOMMENDATION #3: ADOPT
GUIDELINES FOR THEMATIC BONDS
(DEFINITIONS, VERIFICATION
PROCESS)

COUNTRY: TAJIKISTAN, TURKMENISTAN,
UZBEKISTAN

Supervisory authorities can establish guidelines and
recommendations for thematic instruments (green,
social, sustainability and sustainability-linked bonds).
This can help standardise the local market, which
reduces due diligence costs for investors and pro-
motes transparency efforts.

18 ESG News. Japan issues world's first $11 billion climate transition bond
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Aligning local guidelines with ICMA and the Climate
Bonds standard will ensure consistency with in-
ternational markets and local issuances meeting in-
vestor expectations. The guidelines could help jump-
start the development of local green bond markets.
For example, the 2015 Guidelines of the People's
Bank of China on the issuance of green bonds in the
interbank bond market were accompanied by the
first edition of the Green Project Catalogue and led
to the rapid scaling of Chinese green bond is-
suances.

The AIX adopted the Green Bonds Rules in 2019,
allowing for the first issue of green bonds in 2020,
and later expanded the range of instruments to a full
range of ESG bonds.

In Kazakhstan's national legislation, definitions of
green finance instruments were first enshrined in the
Environmental Code in 2021, and subsequently
amendments were made to the Securities Market
Law to define all types of thematic bonds, as well as
their features, including external review aspects. The
list of types of organisations that can provide an ex-
ternal assessment of thematic instruments is ap-
proved by the Resolution of the ARDFM Board “On
identifying organisations to conduct assessment and
analysis regarding the use and allocation of pro-
ceeds from green, social bonds, sustainability bonds
and sustainability-linked bonds, and their compli-
ance with the objectives stated by the bond frame-
work and (or) the terms of the bond issue (verifica-
tion)" No. 76 of October 20, 2022.

In August 2022, changes were made to the Securi-
ties Listing Rules of the Kyrgyz Stock Exchange to
define sustainable development bonds (ESG bonds),
requirements for organisations that carry out an in-
dependent assessment of projects to be financed
through the issuance of ESG bonds. It should be
noted that in November of the same year, the first
thematic (gender) bonds of Kyrgyzstan were issued
on the Kyrgyz Stock Exchange.

A number of developing countries have adopted the
practice of minimal regulation of verifiers to stimu-
late the development of the local market for services
based on the experience of China; at a later stage of
market development, it is possible to introduce ac-


https://esgnews.com/ru/%D0%AF%D0%BF%D0%BE%D0%BD%D0%B8%D1%8F-%D0%B2%D0%BF%D0%B5%D1%80%D0%B2%D1%8B%D0%B5-%D0%B2-%D0%BC%D0%B8%D1%80%D0%B5-%D0%B2%D1%8B%D0%BF%D1%83%D1%81%D1%82%D0%B8%D0%BB%D0%B0
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creditation of such organisations by a specialised

body.

RECOMMENDATION #4: CREATE
THEMATIC SEGMENTS ON EXCHANGE
PLATFORMS

COUNTRY: TAJIKISTAN, TURKMENISTAN,
UZBEKISTAN

Regulators can work with stock exchanges to create
green/sustainable segments to increase the visibility
of sustainable finance instruments. Listing require-
ments in specified segments also provide investors
with certainty about the issue by reducing due dili-
gence requirements. According to the Sustainable
Stock Exchanges Initiative (SSE), 41% of SSE member
exchanges have ESG segments, including stock ex-

changes in Kazakhstan and Kyrgyzstan.

In particular, in 2023, changes were made to the Se-
curities Listing Rules of the Kyrgyz Stock Exchange to
determine special requirements for bonds of the

specified segment.

In addition, it is recommended to focus on diversify-
ing the investment product line as an additional di-
rection for the development of the sustainable fi-
nance market. This approach aims to strengthen
market competitiveness, including the introduction
of innovative financial instruments and a variety of
investment strategies. Such innovative instruments
include Green IPO/Green Equity. Such tools can be
used to reduce the cost of raising capital by achiev-
ing the “greenium”, and can improve access to a
wider investment base, including ESG-focused in-
vestor groups and institutional investors. A green
IPO provides the opportunity to be included in sus-
tainability-focused indices and rankings, enhancing
branding and visibility in the ESG arena.

The main criterion for a company to qualify for
Green Equity status is that more than 50% of its in-
come and investments must be derived from activi-
ties considered green. Alternatively, green transition
status can be obtained for companies seeking to
make a green transition and who have a significant
proportion of their investments allocated to green

activities. By achieving this status, companies can
also increase their chances of raising capital on more
favorable terms and gain access to a segment of
investors and funds focused on ESG principles. To
confirm the green status of these financial products,
it is also recommended to obtain an independent
assessment/verification similar to green bonds and
loans.

RECOMMENDATION #5: INTRODUCE
SUSTAINABLE FINANCE REPORTING

COUNTRY: KYRGYZSTAN, TAJIKISTAN, TURK-
MENISTAN, UZBEKISTAN

Financial regulators in the countries of the region are
already taking measures to introduce ESG principles
into the activities of financial institutions, in particu-
lar, introducing voluntary and mandatory ESG report-
ing for banks. As part of this work, it is necessary to
note the importance of introducing green loans ac-
counting by banks. Collecting data on the volume of
green loans from banks will contribute to a better
assessment of the total volume of green investments
and the development of measures to stimulate
green projects. In general, the requirement for finan-
cial institutions to report with sustainability consider-
ations, in particular, on “green” loans, is well-estab-
lished in global regulatory practice. Mandatory dis-
closure of the share of green or low-carbon assets by
financial institutions has been legislatively intro-
duced in a number of countries (EU countries, China,
Georgia, Mongolia and many others). In Kazakhstan,
in accordance with the approved ARDFM Guidelines
for ESG Disclosure for Banks and Other Financial
Institutions (hereinafter referred to as the Guidelines
for ESG Disclosure)'?, the list of key performance
indicators for ESG disclosure by banks and financial

institutions includes such indicators as:

® The volume of green loans issued in the report-
ing year, including as a percentage of the total

volume of loans issued;

® The total amount of green loans in the current
portfolio, including as a percentage of the total

19 Approved by order of the Chairman of the ARDFM dated April 28, 2023 No. 291. From 2024, disclosures in accordance with these guidelines will become mandatory for financial

organisations of the country
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portfolio; share of overdue green loans in total

green loans.

It is important to note that amendments to the reso-
lution of the National Bank of the Republic of Kaza-
khstan in December 2023 on bank reporting forms20
introduced a “Sustainability Project Attribute” into
the corresponding reporting forms for banks, in par-
ticular a value under code ESG001 “Green loans”.
This value must be indicated in the Report on Provi-
sions and Risk Assessment”, starting from January
2024 for all loans that comply with the Classification
(taxonomy) of “green” projects financed through
“green” bonds and “green” loans approved by De-
cree of the Government of the Republic of Kaza-
khstan dated December 31, 2021 No. 996.

The challenge of obtaining comprehensive, accu-
rate, and up-to-date statistics on the sustainable fi-
nance market in the region persists. International
data providers like Environmental Finance and
Bloomberg often lack complete information on Cen-
tral Asian markets. Therefore, it is crucial to enhance
national statistics collection and share this data with

international databases.

RECOMMENDATION #6:
ESG DISCLOSURE AS A REQUIREMENT
FOR LISTED COMPANIES

COUNTRY: TAJIKISTAN, TURKMENISTAN,
UZBEKISTAN

Stock exchange listing requirements ensure that in-
vestors are properly informed before making an in-
vestment. The regulator, as well as the stock market
itself, can ensure that listing requirements include

ESG reporting.

According to SSE data, 31% of exchanges have ESG

reporting as a listing requirement. Among these plat-

forms are Kazakhstan's KASE and the Kyrgyz Stock
Exchange. In particular, according to the rules of the
Kyrgyz Stock Exchange, these requirements apply to
issuers of sustainable bonds of categories A and B.

Other emerging markets with similar listing require-
ments include the stock exchanges of Malaysia, Mo-

rocco, Turkey and the UAE. At the AlX, the rules for
ESG disclosure operate on a voluntary basis.

RECOMMENDATION #7: RESEARCH
AND ANALYTICS ON SUSTAINABLE
FINANCE

COUNTRY: KYRGYZSTAN, TAJIKISTAN, TURK-
MENISTAN, UZBEKISTAN

Research and analysis can play an important role in
the development of sustainable finance, for exam-
ple, research carried out by the G20 Working Group
on Sustainable Finance has provided the basis for
many concepts, including the concept of transition
finance. In this regard, institutionalization in the field
of sustainable finance is an important aspect for
market development. Research can also play an im-
portant role in the development of national stan-
dards; for example, thanks to the efforts of the AIFC
Green Finance Centre in Kazakhstan and VEB.RF in
Russia, national taxonomies of these countries have
been adopted.

By promoting research and implementation of poli-
cies proposed by national development institutions
in the area of sustainable finance, regulators and
governments in general can signal to market partici-
pants the importance of climate change issues and
encourage further actions beyond those promoted

by specific policies.

These institutions can also become catalysts or plat-
forms for increasing market potential. Often, the ac-
cumulated expertise can be implemented through
the support of regulators, exchanges, banks and
other market participants to build their capacity.

20 Resolution of the National Bank of the Republic of Kazakhstan dated December 28, 2018 No. 313 “On approval of the list, forms, deadlines and Rules for reporting on loans and
contingent liabilities by second-tier banks, branches of non-resident banks of the Republic of Kazakhstan, joint-stock company “Development Bank of Kazakhstan” and organisa-

tions carrying out certain types of banking operations”



Green
I P Investment
. Principles

B. FISCAL POLICY

RECOMMENDATION #8: INTRODUCE
INCENTIVES AND SUPPORT MEASURES
FOR INITIATORS OF SUSTAINABLE
PROJECTS

COUNTRY: KYRGYZSTAN, TAJIKISTAN, TURK-
MENISTAN, UZBEKISTAN

The introduction of a system of incentives and sup-
port measures for potential issuers contributes to
more active issuance of bonds and loans to finance
sustainable development projects. An example of
those is the subsidised interest rates on green loans
and the coupon rates on green bonds introduced in
Kazakhstan. At the same time, these incentives
should take into account the additional transaction
costs inherent in sustainable financial instruments
and create more attractive conditions for raising
money for sustainable projects compared to projects
in other sectors of the economy.

In Kazakhstan, further improvement of the incentive
system is necessary, namely an increase in the size of
the existing subsidies for the interest rate on green
loans and the coupon rate for green bonds. Today,
the existing subsidy scheme does not differ from the
subsidy scheme in other priority sectors of the coun-
try's economy. The issuance of green financial in-
struments (bonds and loans) is associated with addi-
tional transaction costs, which includes verification/
obtaining an external assessment conclusion on the
project’s compliance with international standards on
green bonds/loans.

Another example of incentive measures is the Ma-
laysia Green Technology and Climate Change Cor-
poration (MGTC) GTFS programme, a programme
designed to help Malaysian SMEs access financing at
a lower rate. GTFS provides an interest rate discount
of 1.5% and 60% government guarantee for green
projects.

In addition, it is important to stimulate the develop-

ment of green and sustainable products and services

21 |nternational Training Centre. 10 Surprising Facts on Public Procurement

to form a full chain of projects. In particular, in light
of the large share of public procurement in GDP, it
seems reasonable to introduce green and/or sus-
tainable public procurement. According to OECD,
pre-COVID, public procurement accounted for 12%
of the GDP in OECD countries and almost 30% in
developing countries, accounting for more than 30%
of total government spending?’. The share of public
procurement in Kazakhstan's GDP, for example, is
6.6%, which is relatively lower compared to the aver-
age in OECD countries; at the same time, they ac-
count for 43% of the government's total budgetary

expenditure.

In 2023, the World Bank launched a 12-month
project “Implementing Green Public Procurement
(GPP) in Europe and Central Asia (ECA)." The
project's goal is to promote GPP practices in the
ECA region, especially in terms of climate action. The
project is focused on four countries in the region:
Albania, Azerbaijan, Kazakhstan and Uzbekistan.
Project outputs include a set of framework tools to
guide GPP implementation in the region, training
activities tailored to specific contexts and needs, and
market readiness studies in priority sectors.

RECOMMENDATION #9: ISSUE
SOVEREIGN GREEN BONDS

COUNTRY: KAZAKHSTAN, KYRGYZSTAN, TA-
JIKISTAN, TURKMENISTAN

The general and main recommendation for most
countries in the region is to issue sovereign green
bonds to stimulate local markets in order to finance
projects contributing to the state's goals of transi-
tioning to a green economy and achieving carbon
neutrality. This mechanism aims to actively attract
investors whose mandate includes responsible in-
vestment.

The case of Uzbekistan is illustrative and can serve as
an example for governments of other Central Asian
countries that need to attract external financing to
achieve low-carbon economic development goals.
Issuing sovereign green bonds has the following

advantages:


https://www.itcilo.org/stories/10-surprising-facts-public-procurement
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¢ By entering the sustainable bond market, gov-
ernments are sending a strong message of sus-
tainability intent to the private sector and in-
vestors. The issuance of sustainability-themed
sovereign instruments can act as a catalyst for
domestic market development by attracting addi-
tional sources of investment and encouraging
more issuers to use capital markets to finance as-
sets, projects and expenditures that contribute to
a sustainable future. The size of sovereign is-
suances also makes it possible to create liquidity
to attract regional players to the market.

e Government bond issuances help raise private
funds to finance government programmes fo-
cused on SDGs (including carbon neutrality is-
sues), grow the local market for ESG instruments,
add transparency to the process and positive rep-
utational effects. According to BIS, the first is-
suance of sovereign green bonds tends to tighten
standards for overall green bond issuance in a
country. In some countries, after such an issue,
there tends to be an increase not only in the an-
nual corporate issuances, but also in the share of
corporate issuances that received an external re-
view (in the format of a second party opinion),
thereby positively influencing the dynamics of
market development. This trend is evident in both
advanced and emerging market economies?2,

e Statistically, issuing sovereign and municipal
ESG bonds can help attract financing on more
favorable terms. According to CBI, India, a dynam-
ic economy (second among G20 countries in
terms of GDP growth in 2022), is the sixth largest
issuer of ESG bonds in the Asia-Pacific region, and
issued its debut sovereign green bond in January
2023 in local currency with a greenium*, demon-
strating high demand from domestic investors.

*For reference: Greenium is a lower borrowing cost that issuers

often achieve when issuing ESG-labeled bonds (i.e. green, social

and other ESG bonds) compared to other conventional bonds. A

Barclays analysis of hundreds of green bonds and their vanilla

equivalents shows green bond yields are 0.05 percentage points
lower, making borrowing costs cheaper for green bond issuers.

RECOMMENDATION #10: ISSUE
SOVEREIGN GREEN SUKUK

ALL CENTRAL ASIAN COUNTRIES

For all countries in the region, the symbiosis of green
and Islamic financing represents great potential,
since the majority of the region’s population pro-
fesses Islam, which demonstrates high potential for
development, for example, of such an instrument as
green sukuk, which combines the principles of Islam-
ic and ESG financing. In addition, in light of the cur-
rent privatization policy, Uzbekistan can integrate
these tools into the privatization strategies of state
assets. This approach aims to achieve sustainable
and socially responsible development, focusing on
environmental factors, social responsibility and cor-
porate risk management.

C. PRUDENTIAL REGULATION

RECOMMENDATION #11: GREEN
CAPITAL AND RESERVE REQUIREMENTS

ALL CENTRAL ASIAN COUNTRIES

In order to encourage the banking sector to issue
loans for sustainable projects, central banks in the
region are recommended to consider the possibility
of easing macroprudential regulation, namely, cen-
tral banks can reduce risk weights and reserve re-
quirements, for example on green loans. This will
provide an incentive for commercial banks to issue
more green loans. For example, the Central Bank of
Hungary has reduced reserve requirements for
green loans. Hungarian banks are entitled to signifi-
cantly reduced capital requirements for loans used
for the purchase and construction of energy efficient
real estate. This also applies to loans related to solar
power plants, sustainable agriculture and electric

vehicles.

It is important to note that this measure requires
high-quality data and is only possible in markets with
a sufficiently large pool of green debt.

22 BIS Quarterly Review, September 2022. Sovereigns and sustainable bonds: challenges and new options
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Financial institutions also need to consider develop-
ing climate strategies with potential carbon neutrali-
ty targets in line with national goals, setting ambi-
tious green finance targets, identifying potential
niches and developing targeted products, allocating
sufficient financial resources to sustainable financial
products.

These actions catalyse further market development
and certainly require encouragement from regula-
tors, which in turn will increase the pool of green
debt on the market.

RECOMMENDATION #12: CLIMATE
STRESS TESTING

COUNTRY: TAJIKISTAN, TURKMENISTAN,
UZBEKISTAN

Climate stress testing (conducted in a top-down ap-
proach by regulators or bottom-up approach by in-
dividual financial institutions) is an important tool for
identifying sources of economic vulnerability to cli-
mate risks. It could also encourage financial institu-
tions to take action to improve climate resilience and
could form the basis for targeted monetary and pru-

dential policies.

Regulators can use the NGFS scenarios to develop
national scenarios and stress tests. These six scenar-
ios provide different 30-year projections of climate

change mitigation policies and physical climate risks.

The European Central Bank carried out one of the
most comprehensive climate stress tests using NGFS
scenarios in 2022, which assessed the physical and
transition risks facing the Eurosystem balance
sheet?3. The results showed that both types of cli-
mate risks have a significant impact on the risk pro-
file of the Eurosystem balance sheet.

Climate stress testing of banks is planned in Kaza-
khstan in accordance with the ARDFM Roadmap for
the implementation of ESG principles in the regula-
tion of the financial market of Kazakhstan in 2024
(top-down approach).

According to the Resolution of the Supervisory
Committee of the National Bank of the Kyrgyz Re-
public No. 37/1 dated September 28, 2023, Recom-
mendations for identifying, monitoring and disclos-
ing financial risks associated with sustainable finance
factors (ESG risks) were adopted, in which banks are
recommended to assess ESG risks using scenario
analysis and/or stress testing over a longer time
horizon (bottom-up approach).

D. BUILDINGS AND GREEN CITIES

RECOMMENDATION #13: GREEN
MORTGAGE SCHEMES

COUNTRY: KYRGYZSTAN, TAJIKISTAN, TURK-
MENISTAN

Banks can be encouraged to provide green mort-
gages through preferential green capital treatment
and reserve requirements (see section B). It should
be noted that there is a high potential for reducing
the carbon intensity of economies through the intro-
duction of more energy efficient housing. 37% of
global CO2 emissions come from buildings24. How-
ever, in the urban context of Central Asia, buildings
account for up to 80% of emissions (of city-wide col-
lective emissions from the buildings, transport, and
waste sectors)?5, making their decarbonisation criti-
cal to accelerating the achievement of carbon neu-
trality.

In Kazakhstan, Otbasy Bank launched Kazakhstan's
first green mortgage in early 2023 to accelerate the
development of the green buildings market. At the
first stage, the bank allocated 10 billion tenge (~22.5
million USD) for this product, aimed at individuals
wishing to purchase primary housing; by the end of
last year, the amount increased to 14 billion tenge
(~31.5 million USD). With a down payment of at least
20%, the maximum loan amount is 35 million tenge
(~78,000 USD). This loan programme can only be

23 European Central Bank. Results of the 2022 climate risk stress test of the Eurosystem balance sheet

24 UNEP. Beyond foundations.Mainstreaming sustainable solutions to cut emissions from the buildings sector

25 citiesclimatefinance.org. Scaling up project preparation and finance for net zero carbon buildings in Kazakhstan and Uzbekistan


https://citiesclimatefinance.org/wp-content/uploads/2024/05/Central-Asia-Hub-Scaling-up-project-preparation-and-finance-for-NZCB.pdf
https://www.ecb.europa.eu/press/economic-bulletin/focus/2023/html/ecb.ebbox202302_06~0e721fa2e8.en.html
https://wedocs.unep.org/bitstream/handle/20.500.11822/45095/global_status_report_buildings_construction_2023.pdf?sequence=3&isAllowed=y
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used to purchase real estate that meets the OMIR
national green standard and other widely accepted
standards such as GOST R, BREEAM and LEED?2¢.

Green mortgages are also provided by Uzprom-
stroybank in Uzbekistan (to improve the energy effi-
ciency of housing by at least 20% per unit of living
space). At the same time, the loan amount for the
purchase of a house is up to 328 million soums
(~25,900 USD), for home renovation up to 80 million
soums (~6,300 USD) with a loan term of 20 and 10
years, respectively.

RECOMMENDATION #14: ISSUE
MUNICIPAL GREEN BONDS

ALL CENTRAL ASIAN COUNTRIES

Similar to sovereign green bonds, municipal bonds
can serve as an additional tool to raise financing for
green projects, but at the level of cities, counties, etc.
Such bonds are used by city authorities to obtain
funds for projects to develop environmentally friend-
ly transport, green building, improve energy effi-
ciency, develop water treatment facilities, as well as
to refinance and “green” existing projects.

It is worth mentioning that significant legislative work
in this area has been done in Kazakhstan. According
to Article 209 of the Budget Code, the Akimat of Al-
maty (municipality) has the right to issue government
securities to finance “green” projects (introduced by
Law of the Republic of Kazakhstan No. 182-VII ZRK
dated January 1, 2023). However, there have been
no issuances applying this amendment yet.

As an example of municipal issuances in the CIS re-
gion, in May 2021, the Moscow government placed
green bonds on the Moscow Exchange for 70 billion
rubles. According to the results of the open auction,
demand exceeded supply by 1.2 times. These bonds
were offered to individuals only. The funds raised are
used to finance a project to replace diesel buses
with electric buses, which helps reduce emissions of
pollutants and greenhouse gases from transport.

Thus, the issue of municipal green bonds makes it
possible to diversify the financial resources of cities

26 Otbasy Bank. 3eneHas unoteka (Green mortgage)

27 Habitatpoint. Green Crowdfunding Platforms
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and invest in projects whose significance is deter-
mined by local demand. In addition, the growing
share of this type of securities is determined by the
possibility of involving the local population in solv-
ing local environmental problems and financing lo-

cal environmental projects.

E. DEVELOPMENT OF SUSTAINABLE

FINANCE MECHANISMS

RECOMMENDATION #15: LAUNCH
GREEN CROWDFUNDING PLATFORMS

ALL CENTRAL ASIAN COUNTRIES

Green crowdfunding is an innovative and comple-
mentary financing tool for green projects, especially
green energy projects, which has been gaining pop-
ularity around the world in recent years. Crowdfund-
ing provides an opportunity for citizens to integrate
concerns about the environment and climate change
into their investment portfolios. This is a great way
for retail investors to diversify their portfolio and do
their part in the fight against climate change.

For example, since its creation in 2010, the Dutch
platform Windcentrale has raised more than 14.3
million euros, making the platform the largest one in
the field of renewable energy sources?’. The money
invested is used to purchase windmills, which in turn
generates energy credits that the investor can use to
cover their monthly energy bills. Such platforms can
especially help attract financing for small-scale re-
newable energy projects. Donors are also looking at
this innovative technology-enabled financing solu-
tion to better understand its role in closing the fi-
nancing gap in the off-grid energy sector. A number
of donors are already supporting this segment by
providing loan guarantees and funding platform
costs and investor outreach initiatives.


https://hcsbk.kz/ru/zelenaya-ipoteka/
https://habitatpoint.com/green-crowdfunding-platforms/
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RECOMMENDATION #16:
ACCREDITATION OF LOCAL FINANCIAL
INSTITUTIONS WITH THE GREEN
CLIMATE FUND (GCF)

COUNTRY: KAZAKHSTAN, TAJIKISTAN, TURK-
MENISTAN, UZBEKISTAN

To expand access to international climate finance,
countries in the region need to step up efforts to
accredit at least one local financial institution to the
Green Climate Fund. As previously noted, at present
the main partners of the GCF in the countries of
Central Asia are international development banks.
Today, only one of the national financial institutions
of the Central Asian countries (ARIS, Kyrgyzstan) is
accredited with the GCF. Mongolia, for example, has
2 national institutions accredited by the GCF as di-

rect access entity.

RECOMMENDATION #17: ESTABLISH
NATIONAL AND/OR REGIONAL
SUSTAINABLE FINANCING VEHICLES

ALL CENTRAL ASIAN COUNTRIES

An additional significant step and tool for mobilising
international funding for sustainable projects in the
countries of the region could be the creation of spe-
cialised national/regional green (climate) financing
mechanisms. Central Asian countries are already
considering various vehicles to raise green finance,
including the creation of specialised financing vehi-
cles such as green investment funds and green
banks. A regulatory environment is being created for

their functioning.

In Kazakhstan, the jurisdiction of the AIFC has intro-
duced regulation for the creation of ESG funds, with-
in which at least 70% of the fund'’s net assets must be
invested in accordance with an investment strategy
that complies with ESG principles.

In Kyrgyzstan, discussions on the creation of national
mechanisms for financing green and climate projects
are ongoing. The Ministry of Economy and Trade and
the Union of Banks of Kyrgyzstan in 2021, with tech-
nical support from PAGE and expert support from
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GGG, began developing the National Financing
Vechicle (NFV) to stimulate financing for sustainable
green development. After a visit to Mongolia in June
2022, organised by the Mongolian office of GGG
with the support of UNDP, in order to study the ex-
perience of creating the Mongolian Green Financial
Corporation, it was planned to create an interde-
partmental working group under the Ministry of
Economy and Trade of the Kyrgyz Republic with the
participation of representatives of the Union of
Banks and other stakeholders.

In Tajikistan, in accordance with the action plan of
the National Bank of Tajikistan regarding the imple-
mentation of the Decree of the Government of the
Republic of Tajikistan “On the Green Economy De-
velopment Strategy for 2023-2037" it is envisaged
to create specialised public and private financial or-
ganisations aimed at financing “green” projects,
namely, it is proposed to create a Green Investment
Fund with foreign capital participation.

The countries of Central Asia are seeking to join ef-
forts to combat climate change and attract green
investments and are announcing the need for joint
measures at various platforms. The Presidents of
Kazakhstan and Uzbekistan at COP27 and COP28
put forward various regional initiatives on joint mea-
sures in the field of climate change, including the
creation of a regional Council on Climate Change
Adaptation, holding a Regional Climate Summit un-
der the auspices of the UN in 2026 in Kazakhstan.
The President of Uzbekistan, speaking at the “Belt
and Road"” forum in October 2023, proposed devel-
oping a common programme for the “green” trans-
formation of economic sectors for the countries of
Central Asia and the Silk Road, as well as establish-
ing a Green Financing Fund for the development of

a low-carbon economy.

At COP28, the countries of the region came up with
a common regional position on the most pressing
global climate issues, adhering to the joint approach
of “Five countries - one region - one voice".

Given the enormous amount of green investment
required in the context of the interdependence of
water and energy systems, as well as the challenges
in transforming energy-intensive economies, the
next step in the development of green finance in the
region would be to discuss the idea of creating a



@ AIFC

regional green finance vehicle. A regional financing
vehicle provides greater opportunities to access in-
ternational climate funds and pools of public, private
and bilateral funding sources and can serve as a re-
gional focal point for international investors and has
the potential to attract more international attention
through a broader offering of environmental and
climate projects. For example, the mechanism could
be created in the form of a Regional Climate Fund or
a fund of funds for Central Asian countries. The fund
could be created in partnership with international
climate funds (GCF, GEF, Adaptation Fund and oth-
ers), institutional investors, donors (including gov-
ernments), international financial institutions and
multilateral development banks. This fund can pro-
vide direct financing to non-financial organisations/
projects (energy companies, renewable energy
companies or projects, small companies providing
renewable energy and energy efficiency services
and supplies, etc.) that are in line with Member
States' country goals for the transition to a green
economy and carbon neutrality, as well as for green
projects that meet the technical criteria of Member
States' national green taxonomies. Further delibera-
tions on the creation of a regional fund requires ob-
taining support at the state level of the participating
countries, as well as local and international financial
institutions and multilateral development banks,
which could become potential participants in the
fund.
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