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About the Document 

This document, created by Spectreco LLC, USA ("Spectreco"), offers valuable insights 
and strategic recommendations for integrating climate action within Pakistan's 
socio-economic development framework. It aims to provide analysis, global context, 
components for economic independence and stability, and a detailed 
implementation roadmap. 

All content, including methodologies and proprietary frameworks, is protected under 
intellectual property laws, and is intended solely for its intended purpose. 

Spectreco retains full ownership of the intellectual property in this document. 
Unauthorized reproduction or distribution is prohibited. Our thought leadership is built 
on years of expertise and ongoing research, and we encourage proper attribution 
when sharing the insights. 

The recommendations presented here reflect our analysis at the time of writing and 
may be updated as circumstances evolve. For permission requests or further 
information, please contact connect@spectreco.com. 
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1. Executive Summary 

Pakistan stands at a pivotal juncture where economic growth and climate resilience 
must move forward together. Despite recent macroeconomic stabilization—GDP 
growth of 2.7% in FY25 and inflation at a six-decade low—structural challenges persist. 
The investment-to-GDP ratio remains stuck at 13%, public development spending is 
historically low, and FDI is limited and narrowly concentrated. These constraints, 
compounded by high youth unemployment and a fiscal structure dominated by 
interest payments, have kept Pakistan trailing regional peers in competitiveness, 
innovation, and global trade share. 

Climate risk is both a critical threat and a transformative opportunity. Pakistan is 
among the world’s most climate-vulnerable countries, with recurring floods, droughts, 
and water scarcity threatening agriculture, infrastructure, and livelihoods. 
Unaddressed, climate impacts could reduce GDP by up to 18–20% by 2050. However, 
proactive climate action can unlock new growth avenues, create jobs, and attract 
international investment. 

Potential for Climate Investment and Carbon Credits: 

• Pakistan’s climate investment needs are estimated at over $100 billion by 
2030 to achieve its Nationally Determined Contributions (NDCs) and build 
climate resilience. 

• The country has the technical potential to generate over 100 million carbon 
credits annually from activities such as renewable energy, methane capture, 
reforestation, and sustainable agriculture—potentially mobilizing $1–2 billion per 
year in new climate finance through voluntary and compliance carbon 
markets. 

• The government’s climate finance strategy includes the launch of sovereign 
green bonds, expansion of sustainability-linked loans, and the development of 
a national carbon market policy, positioning Pakistan to access international 
funds such as the Green Climate Fund (GCF) and Global Environment Facility 
(GEF). 

Sustainability as a Growth Driver: 
Learning from the successful transformations of Bangladesh, Rwanda, Vietnam, 
China, India, and Indonesia, Pakistan’s path forward must prioritize: 
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• Human capital development through investment in education and green skills, 

• Innovation and technology adoption to drive productivity and competitiveness, 

• Export-oriented, circular economy sectors such as green manufacturing, 
renewable energy, and sustainable agriculture, 

• Robust governance and regulatory reforms to improve the business climate 
and attract investment, 

• Integration of climate action into all economic planning, leveraging climate 
finance and carbon markets for sustainable growth. 

Key Policy Directions: 

• Climate-Resilient Infrastructure: Embed adaptation and resilience in all 
infrastructure projects to safeguard against climate shocks and attract green 
investment. 

• Circular Economy Transition: Focus on waste management, sustainable 
agriculture, renewable energy, and green manufacturing to create jobs and 
reduce environmental impact. 

• Carbon Markets and Green Finance: Operationalize the national carbon 
market, scale up green bonds and sustainability-linked finance, and build 
capacity for MRV systems to ensure transparency and investor confidence. 

• Domestic Resource Mobilization: Broaden the tax base and strengthen fiscal 
discipline to increase public investment in climate priorities. 

By viewing economic policy through a sustainability lens and harnessing the potential 
of climate investment and carbon credits, Pakistan can transform climate 
vulnerability into a source of economic strength. This approach will not only help 
achieve the ambitious 4.2% GDP growth target but will also position Pakistan as a 
regional leader in sustainable trade, innovation, and finance—unlocking long-term 
prosperity and resilience for its people. 

 

For further explanation and to request a detailed implementation plan, please 
contact the author, Sajjeed Aslam, at sajjeed@spectreco.com. 

  

mailto:sajjeed@spectreco.com
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True progress lies in recognizing that climate action, economic 
growth, and social development are not separate pursuits, but 
interconnected pathways that together shape a resilient and 
thriving nation for generations to come 
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2. Key Components for Economic Growth: A Global Context 

Pakistan’s economic growth depends on eight interrelated factors: education, 
competitiveness, innovation, economic output, share of world trade, military strength, 
financial center strength, and reserve currency status. Currently, Pakistan 
underperforms in most of these areas compared to regional peers such as China, 
India, Vietnam, and Indonesia, which limits its growth prospects. 

Table-1: Global Context 

Component Pakistan (Latest) Regional Peers (China, India, Vietnam, 
Indonesia) 

Education Low public spending 
(~2.5% of GDP); literacy 
~60% 

China: ~4% GDP, literacy >96%; India: ~3.5%, 
literacy ~74%; Vietnam: ~5%, literacy ~95%; 
Indonesia: ~3.6%, literacy ~95% 

Competitiveness Ranked 110th globally China: 28th; India: 43rd; Vietnam: 67th; 
Indonesia: 45th 

Innovation & 
Technology 

R&D investment ~0.3% of 
GDP 

China: 2.5%; India: 0.7%; Vietnam: 0.5%; 
Indonesia: 0.3% 

Economic Output 
(GDP) 

$400 billion nominal; 
per capita $1,824 

China: $18 trillion, $13,000; India: $3.7 trillion, 
$2,700; Vietnam: $450 billion, $4,500; 
Indonesia: $1.4 trillion, $5,200 

Share of World 
Trade 

~0.3% of global exports China: 13%; India: 2.5%; Vietnam: 1.5%; 
Indonesia: 1.2% 

Military Strength Moderate, defense 
spending ~2% of GDP 

China: ~1.9%; India: ~2.9%; Vietnam: ~2.7%; 
Indonesia: ~1.8% 

Financial Center 
Strength 

Karachi Stock Exchange 
has limited global role 

Shanghai, Mumbai, Singapore serve as 
regional financial hubs 

Reserve Currency 
Status 

None China is partially internationalizing the 
RMB 

 

Pakistan’s economy is currently growing at a modest rate of around 2.5-2.7% in 
FY2025, with projections to improve slightly to 3.0-4.2% in FY2026, supported by 
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macroeconomic reforms, monetary easing, and fiscal consolidation. However, these 
growth rates remain below the potential seen in regional peers. 

Key challenges include: 

• Education: Low public investment and literacy rates constrain human capital 
development, limiting productivity and innovation capacity. 

• Innovation: Minimal R&D spending restricts technological advancement and 
competitiveness. 

• Competitiveness: The country ranks low globally, reflecting structural 
inefficiencies and regulatory barriers. 

• Trade and Financial Services: Pakistan’s share of global trade is minimal, and its 
financial markets lack the regional influence seen in neighboring countries. 

• Reserve Currency: Pakistan does not possess a reserve currency, unlike some 
regional economies. 

To unlock sustainable economic growth, Pakistan must urgently strengthen its 
education system, boost innovation and technology investment, enhance 
competitiveness through reforms, and develop its financial sector to play a more 
significant regional role. These improvements will help Pakistan better integrate into 
global trade and investment networks and improve its economic fundamentals. 
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Building a sustainable future requires the recognition that a 
strong economy, social equity, and environmental 
responsibility are inseparable. When these pillars align, they 
create a foundation for lasting prosperity and a healthier, 
more inclusive society. 
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3. Pakistan’s Economic Potential: A Daunting Yet Achievable 
Transformation 

Pakistan’s Economic Survey 2024–25 and the Federal Budget 2025–26 present a 
cautiously hopeful outlook for the economy. The government, led by Finance Minister 
Muhammad Aurangzeb, has set a GDP growth target of 4.2% for the fiscal year 2025–
26. This target reflects expectations of improved macroeconomic stability, fiscal 
discipline, and structural reforms. However, the road ahead remains challenging due 
to ongoing economic vulnerabilities and critical assumptions about investment and 
policy execution. 

To better understand Pakistan’s economic direction, this analysis reviews the 2025–26 
budget, highlights progress and shortcomings, and draws lessons from countries like 
Bangladesh, Rwanda, and Vietnam, which have successfully transformed their 
economies in recent years. 

 

2.1 Economic Survey 2024–25: Signs of Recovery Amid Risks 

Macroeconomic Overview 

Pakistan’s economy has shown some recovery after a difficult period. GDP growth 
improved slightly to 2.7% in FY25, up from 2.5% in FY24, but still below the earlier target 
of 3.6%. Inflation dropped significantly to about 4.6%, the lowest in six decades, down 
from a peak of over 29%. Foreign exchange reserves increased to $9.4 billion, helped 
by a strong 31% rise in remittances. 

Despite these positive signs, the recovery is fragile. The investment-to-GDP ratio 
remains stuck near 13%, the lowest in over 50 years. Public sector development 
spending is also at historic lows. Foreign direct investment (FDI) increased modestly 
to $1.9 billion (0.5% of GDP), which is low compared to Pakistan’s economic size and 
regional competitors. 

Structural Challenges 

Several deep-rooted issues continue to hold back growth: 

• Low public investment limits infrastructure development and job creation. 

• FDI is narrowly focused on energy and telecom sectors, heavily reliant on 
China’s CPEC projects. 
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• Youth unemployment remains high at around 17.5%, and poverty affects nearly 
45% of the population. 

• Interest payments consume more than half of federal revenue, restricting 
funds available for productive spending. 

 

2.2 Climate Risk: A Key Challenge and Opportunity 

Pakistan is highly vulnerable to climate change, ranking among the world’s most 
exposed countries. Rising temperatures, frequent floods, droughts, and heatwaves 
threaten agriculture, water resources, and livelihoods, especially in rural areas. The 
2022 floods alone caused economic losses equivalent to nearly 5% of GDP. Climate-
related shocks reduce crop yields, increase food prices, and exacerbate poverty and 
inequality. 

Water scarcity is worsening, with per capita water availability declining sharply, 
pushing Pakistan from a water-stressed to a water-scarce country. These 
environmental risks pose a major threat to economic stability and growth, potentially 
reducing GDP by up to 18–20% by 2050 if unaddressed. 

However, climate action also presents an opportunity. Investing in climate resilience, 
disaster preparedness, and green technologies can protect vulnerable sectors, 
create jobs, and attract international climate finance. Effective climate policies 
integrated with economic planning are essential to safeguard Pakistan’s growth 
prospects and build a more sustainable economy. 
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Table 2: Climate Risk Mitigation & Adaptation 

Aspect Pakistan (2025 Budget) Regional Context and Gaps 

Climate Budget 
Allocation 

~7-8% of expenditures 
(~Rs700bn) 

Tagging of budgetary 
expenditure; lack MRV and 
impact assessment  

Vietnam allocates ~15% of 
budget to climate adaptation; 
China invests heavily in green 
tech. 

Disaster Risk Floods, droughts; underfunded 
flood rehabilitation 

Indonesia and Vietnam have 
advanced disaster risk 
management systems. 

Energy Transition Emerging biomass, biochar uses 
in cement/fertilizer sectors 

China leads in renewables; 
India expanding solar; Pakistan 
lags in scale. 

Implementation 
Capacity 

Weak provincial adoption and 
private sector engagement 

Stronger institutional 
frameworks in Vietnam and 
Indonesia. 

 

2.3 Regional Comparison: Investment and FDI 

Pakistan’s investment rate is significantly lower than regional peers, at about half or 
one-third of their levels. Its FDI-to-GDP ratio is under 1%, compared to India’s 2.8%, 
Vietnam’s 4.4%, and Bangladesh’s 0.8%. 

Budget 2025–26: Growth Strategy with Execution Challenges 

Key Fiscal Indicators 

• GDP growth target: 4.2%, nearly double recent growth rates. 

• Fiscal deficit: Reduced from approximately 5.9% to 3.9% of GDP. 

• Budget size: PKR 17.57 trillion, a 7% decrease from the previous year. 

• Tax revenue: Targeted to increase by 14%, expanding to agriculture, real estate, 
and retail sectors. 

• Interest payments: Cut by 16% to Rs8.2 trillion but still nearly half the budget. 

• Defense spending: Increased by 20.2% to Rs2.55 trillion (1.97% of GDP). 
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Measures to Encourage Investment 

• Tax reforms now include agriculture and real estate. 

• Reduced customs duties on industrial inputs aim to boost manufacturing. 

• Privatization and public-private partnerships (PPPs) for state-owned 
enterprises are linked to growth targets. 

• Policy rate cuts from 22% to about 7.5% could ease debt servicing and free 
fiscal resources. 

External Financing Plans 

• A $20 billion, 10-year growth support framework with the World Bank and IFC. 

• Issuance of $1 billion in sovereign bonds, including $300 million from China. 

• Memorandums of Understanding with Gulf investors (Saudi Arabia, UAE), 
though concrete investments are pending. 

 

2.4 What It Will Take to Achieve 4.2% Growth: Assumptions and Risks 

Core Assumptions 

• Investment-to-GDP ratio rises from ~13% to over 15%. 

• FDI inflows increase to $3–6 billion (1–1.5% of GDP). 

• Public development spending rebounds to support infrastructure. 

• Domestic private investment picks up as macroeconomic stability improves. 

• Fiscal discipline continues, allowing more productive spending. 

Key Risks 

• Revenue shortfalls could undermine development spending and investment 
plans. 

• Tax reforms require stronger enforcement to ensure compliance. 

• Defense spending may need to be reduced or reallocated to increase public 
investment. 

• Investor confidence depends on reducing bureaucratic hurdles, policy 
uncertainty, and security concerns. 
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• External shocks such as rising global interest rates, trade tensions, or aid 
disruptions could derail progress. 

• Climate-related risks remain substantial, with natural disasters and 
environmental degradation threatening economic stability. Failure to address 
climate change could cause severe economic losses, but proactive climate 
policies also offer pathways for sustainable growth and resilience. 

Growth Contribution Breakdown 

• Increasing investment by 2 percentage points of GDP could add about 0.8% to 
growth. 

• Improvements in productivity through technology, FDI spillovers, and 
manufacturing competitiveness could contribute another 0.5–0.7%. 

• Stable demographics and remittance inflows could add 0.4–0.5% via higher 
consumption and informal sector employment. 

Together, these factors could raise growth by approximately 1.7–2.0 percentage 
points. To reach the 4.2% target, Pakistan will also need stronger export growth, 
domestic demand, and private sector resilience to cover the remaining 1–1.5 
percentage points—a challenging but not impossible task. 
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Real economic transformation emerges when we treat 
governance, investment, and human development not as 
separate goals, but as interconnected priorities that 
strengthen the nation’s capacity for sustainable, inclusive 
growth. 
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4. Pakistan’s Economic Outlook: Progress, Risks, and 
Opportunities  

 

Table 3: Key Economic Indicators 

Component Current Status / Target RAG 
Indicator 

Comments 

GDP Growth 2.7% in FY25; target 4.2% 
in FY26 

  Amber Modest recovery but 
target requires nearly 
doubling growth rate 

Inflation Reduced to ~4.6%, 
lowest in 60 years 

  Green Significant 
improvement from 
previous highs 

Foreign Exchange 
Reserves 

$9.4 billion, supported 
by 31% remittance 
growth 

  Amber Recovery underway but 
reserves remain 
vulnerable 

Investment-to-GDP 
Ratio 

~13%, lowest in 50+ 
years 

  Red Stagnant at historic 
lows; major constraint 
on growth 

Public Sector 
Development 
Spending (PSDP) 

At multidecade lows   Red Insufficient for 
infrastructure and job 
creation 

Foreign Direct 
Investment (FDI) 

$1.9 billion (0.5% of GDP), 
concentrated in energy 
and telecom sectors 

  Red Low and undiversified 
compared to regional 
peers 

What gets measured gets managed — tracking progress turns 
potential into action, guiding us from vision to tangible results 
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Component Current Status / Target RAG 
Indicator 

Comments 

Youth Unemployment ~17.5%   Red High unemployment 
threatens social and 
economic stability 

Poverty Rate ~45%   Red Large population 
remains below poverty 
line 

Interest Payments Over 50% of federal 
revenue 

  Red Crowds out productive 
government spending 

Tax Revenue Growth Target +14%, 
broadening tax base to 
agriculture, real estate, 
retail 

  Amber Ambitious; success 
depends on 
enforcement and 
compliance 

Fiscal Deficit Reduced from ~5.9% to 
3.9% of GDP 

  Amber Progress on fiscal 
consolidation but still a 
challenge 

Defense Spending Increased by 20.2% to 
Rs2.55 trillion (1.97% of 
GDP) 

  Amber Higher defense 
spending limits funds 
for development 

Monetary Policy 
(Interest Rate) 

Reduced from 22% to 
~7.5% 

  Green Eases debt service 
burden, freeing fiscal 
space 

Privatization & PPPs Linked to growth 
mandates 

  Amber Potential to improve 
efficiency if 
implemented well 

External Financing $20 billion World 
Bank/IFC framework; $1 
billion sovereign bonds; 
Gulf MoUs pending 
concrete inflows 

  Amber Promising framework 
but actual inflows 
uncertain 
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Table 4: Climate Risk: Critical Economic Challenge and Opportunity 

Aspect Current Status / Projection RAG 
Indicator 

Comments 

Climate 
Vulnerability 

High exposure to floods, 
droughts, heatwaves; 2022 
floods caused ~5% GDP loss 

  Red Severe threat to 
agriculture, livelihoods, 
and economic stability 

Water Scarcity Declining per capita water 
availability; worsening water 
stress 

  Red Critical issue for 
agriculture and 
industry; urgent action 
needed 

Economic Impact 
Projection 

Potential GDP loss of 18–20% 
by 2050 if climate risks 
unaddressed 

  Red Long-term economic 
risk is substantial 

Climate 
Resilience 
Opportunity 

Investments in green 
technology, disaster 
preparedness, and climate 
finance 

  Green Opportunity to create 
jobs, attract finance, 
and protect 
sustainable growth 

 

Table 5: Regional Investment & FDI Comparison 

Country Investment-to-GDP 
Ratio 

FDI-to-GDP 
Ratio 

RAG 
Indicator 

Comments 

Pakistan ~13% ~0.5%   Red Low investment and FDI 
relative to peers 

India ~30% ~2.8%   Green Strong investment and 
FDI 

Vietnam ~32% ~4.4%   Green Robust investment and 
FDI 

Bangladesh ~29% ~0.8%   Amber Moderate progress 
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Table 6: Growth Contribution Estimates 

Source Estimated 
Contribution to GDP 
Growth (%) 

RAG 
Indicator 

Comments 

Capital Deepening 
(Investment) 

~0.8   Amber Moderate contribution 
expected 

Total Factor Productivity 
(Tech, FDI spillovers, 
competitiveness) 

~0.5–0.7   Amber Needs improvement to 
boost productivity 

Labor & Remittances ~0.4–0.5   Amber Stable but limited 
growth driver 

Total Estimated 
Contribution 

~1.7–2.0   Amber Additional growth 
needed from exports, 
consumption 
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Table 7: Summary of Key Risks 

Risk Area Description RAG Indicator 

Revenue Shortfalls Could undermine development 
spending and investment plans 

  Red 

Tax Compliance Broadened tax base requires 
stronger enforcement 

  Red 

Public Development 
Spending 

Defence spending cuts or 
reallocation needed to increase 
PSDP 

  Amber 

Investor Confidence Red tape, policy uncertainty, and 
security concerns 

  Red 

External Shocks Rising global interest rates, trade 
tensions, aid interruptions 

  Amber 

Climate Risks Natural disasters and 
environmental degradation 
threaten economic stability 

  Red 
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5. 

You don't need to reinvent the wheel—customize proven 
models with confidence. Use pilot projects as a testing ground 
to refine, scale, and grow. Innovation lies in adaptation, not 
duplication. 
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5. Lessons from Global Economic Turnarounds 

5.1 Bangladesh: Export-Led Growth and Human Capital Investment 

Bangladesh, facing demographic and economic challenges comparable to Pakistan, 
has sustained 6–7% annual growth by: 

• Building a globally competitive ready-made garment (RMG) sector, generating 
millions of jobs and export revenue. 

• Investing heavily in education and healthcare to enhance labor productivity. 

• Implementing business reforms to attract diversified domestic and foreign 
investment. 

• Expanding FDI beyond textiles into pharmaceuticals, IT, and other sectors. 

• Strengthening climate resilience through adaptation and disaster 
preparedness. 
These efforts have slashed poverty from nearly 40% to about 5%, transforming 
the economic structure and demonstrating durable development gains. 

 

5.2 Rwanda: Governance, Diversification, and Domestic Resource Mobilization 

Rwanda, with development constraints similar to Pakistan, achieved 8.9% growth in 
2024 by: 

• Enacting strong governance reforms to reduce corruption and improve public 
service delivery. 

• Broadening and digitalizing the tax base, boosting revenue-to-GDP ratios. 

• Investing strategically in infrastructure, such as the Bugesera International 
Airport, to diversify the economy. 

• Integrating climate resilience into development planning, supported by 
international finance. 

• Maintaining political stability and policy continuity to build investor trust. 
Rwanda’s turnaround underscores institutional reforms and effective resource 
mobilization as pillars of inclusive growth. 
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5.3 Vietnam: Market Reforms and Export-Oriented Industrialization 

Vietnam’s post-1986 Doi Moi reforms catalyzed a shift from central planning to a 
market economy by: 

• Liberalizing trade and encouraging private enterprise. 

• Developing export-oriented manufacturing (electronics, textiles), attracting $23 
billion in FDI in 2024 (~4.4% of GDP). 

• Investing in human capital and infrastructure to support industrial 
competitiveness. 

• Deepening integration into global value chains and trade agreements, 
boosting exports and technology transfer. 

• Managing challenges like limited FDI spillovers and sectoral dualism, while 
maintaining 6–7% growth and significant poverty reduction. 
Vietnam’s experience highlights the necessity of broad reforms, export 
diversification, and competitiveness enhancement. 

 

5.4 China: State-Led Industrialization and Innovation-Driven Growth 

China’s economic ascent is characterized by: 

• Strategic state-led investment in infrastructure, manufacturing, and 
urbanization, sustaining near double-digit growth for decades. 

• A gradual shift toward a consumption- and innovation-driven growth model, 
with GDP growth forecast at ~4.7–5.0% in 2025. 

• Massive deployment of technology and AI-driven industrial transformation, 
positioning China as a leader in next-generation industries. 

• Balancing fiscal stimulus between infrastructure investment and consumption 
support, while managing rising debt levels. 

• Deep integration into global trade networks, despite geopolitical tensions, 
maintaining export competitiveness. 
China’s model demonstrates the power of coordinated policy, scale 
economies, and technological upgrading in sustaining growth. 
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5.5 India: Market Liberalization and Services-Led Expansion 

India’s growth trajectory reflects: 

• Progressive economic liberalization since the 1990s, with a focus on expanding 
the services sector and domestic consumption. 

• Structural reforms including GST implementation, labor law modernization, and 
digital infrastructure development enhancing business climate. 

• Increasing FDI inflows supporting manufacturing and technology sectors, 
contributing to growth rates averaging 6–7% pre-pandemic. 

• A large, youthful population driving domestic demand and labor supply, albeit 
challenged by infrastructure gaps and regulatory complexity. 

• Growing integration into regional and global value chains, with an emphasis on 
innovation and startup ecosystems. 
India’s experience highlights the importance of gradual reforms, market 
expansion, and demographic dividends. 

 

5.6 Indonesia: Resource-Based Growth and Diversification 

Indonesia’s economic development is marked by: 

• Leveraging abundant natural resources alongside a growing manufacturing 
and services base. 

• Focused reforms on infrastructure development, ease of doing business, and 
financial sector deepening. 

• Attracting diversified FDI, supporting sectors from mining to digital economy, 
sustaining ~5% annual growth. 

• Regional trade integration and digital transformation initiatives enhancing 
competitiveness. 

• Managing challenges of urbanization, inequality, and environmental 
sustainability. 
Indonesia exemplifies balancing resource wealth with industrial diversification 
and market reforms. 
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5.7 Synthesis for Pakistan 

Drawing from these varied but instructive experiences, Pakistan’s economic revival 
requires: 

• Developing export-competitive industries that generate employment and 
foreign exchange. 

• Investing in human capital to raise productivity and innovation capacity. 

• Implementing institutional reforms to improve governance, broaden the tax 
base, and enhance the business environment. 

• Prioritizing infrastructure and climate resilience investments to support 
diversification and sustainability. 

• Deepening integration into global value chains to attract FDI and technology 
transfer. 
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Sustainable economic transformation is built on the insight 
that no single policy suffices, but that coordinated reforms, 
investment in people, and institutional trust together power a 
nation's journey from vulnerability to strength. 
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6. The Primacy of Domestic Investment  

Empirical evidence from diverse economies—including China, OECD countries, and 
emerging markets—consistently shows that domestic investment is the cornerstone 
of long-term economic growth, often exerting a stronger influence than Foreign Direct 
Investment (FDI). While FDI plays a vital complementary role by introducing capital, 
technology, and access to global markets, it is domestic investors who ultimately 
provide the foundation of economic confidence, trust, and partnership essential for 
sustainable development. 

Key Insights from Empirical Research: 

• Complementarity, not substitution: FDI tends to crowd in rather than crowd out 
domestic investment. In China, for example, FDI inflows have stimulated 
domestic capital formation, but domestic investment’s impact on growth 
exceeds that of FDI, reflecting the importance of local investor commitment 
and reinvestment cycles. 

• Bi-directional causality: Economic growth and domestic investment reinforce 
each other in a virtuous cycle, whereas FDI’s influence on domestic investment 
and growth is generally one-way and more limited in scope. 

• Long-term stability: Domestic investors possess better knowledge of local 
market conditions, enabling more stable and sustained capital deployment, 
while FDI can be more volatile and sensitive to global shocks or policy 
uncertainties. 

• Trust and partnerships: Domestic investment fosters deeper economic 
linkages, trust, and partnership networks critical for building interdependent 
value chains and nurturing innovation ecosystems. 

• Sectoral breadth: Domestic investors often drive growth in sectors less 
attractive to foreign investors, such as small and medium enterprises (SMEs), 
agriculture, and services, which are vital for inclusive growth and employment. 

Imperatives for Pakistan’s Industrial and Service Sectors: Building on Lessons from 
Global Turnarounds 
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6.1 Mobilize Domestic Investment as the Growth Engine 

Pakistan must prioritize policies that encourage domestic savings and investment by 
improving business confidence, strengthening property rights, and ensuring 
macroeconomic stability. Domestic investors provide the backbone for sustained 
capital accumulation and are critical partners in scaling export-oriented industries 
and services. 

 

6.2 Develop Interdependent Value Chains 

Creating integrated, inter-sectoral value chains linking agriculture, manufacturing, 
and services is essential. This approach enhances efficiency, reduces transaction 
costs, and promotes competitiveness. For example, Bangladesh’s garment sector 
success is rooted in a robust supply chain connecting raw materials, processing, 
logistics, and global retail markets. Pakistan should replicate such models, fostering 
linkages that enable local firms to participate in global value chains. 

 

6.3 Invest in Education and Skill Development 

A skilled and adaptable workforce is fundamental to moving up the value chain. 
Pakistan needs substantial investment in quality education, vocational training, and 
lifelong learning to equip workers with skills aligned to evolving industrial and 
technological demands. 

 

6.4 Enhance Competitiveness, Innovation, and Technology Adoption 

Reforms to improve the ease of doing business, streamline regulations, and promote 
entrepreneurship are critical. Pakistan should incentivize research and development, 
facilitate technology transfer, and build innovation ecosystems that enable firms to 
upgrade processes and products, following examples set by China and India. 
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6.5 Expand Pakistan’s Share in Global Trade 

Export diversification and quality upgrading are imperative. Pakistan must align 
production with global demand, adopt international standards, and actively engage 
in trade agreements to increase its global market share. Developing competitive 
export sectors—such as textiles, pharmaceuticals, IT services, and agro-processing—
will generate foreign exchange, create jobs, and stimulate domestic industries. 
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Prioritizing domestic investment means fostering local 
confidence, nurturing resilient value chains, and laying the 
groundwork for an economy where growth, innovation, and 
opportunity are firmly rooted in national commitment and 
shared prosperity. 
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7. RAG Status of Strategic Drivers for Pakistan’s Growth 

Table 8: RAG Status of Strategic Drivers 

Strategic Driver Current Status (2025) RAG 
Status 

Rationale 

Domestic Investment 
Mobilization 

Investment-to-GDP ratio 
stagnant near 13%, lowest in 
decades; private sector 
investment showing early 
recovery signs but remains 
subdued 

  
Amber 

Some improvement 
with monetary 
easing and reform 
momentum, but still 
insufficient for 
robust growth 

Foreign Direct 
Investment (FDI) 

FDI rose by 20% to $1.9 billion, 
concentrated in energy and 
telecom; limited diversification 

  
Amber 

Growth in FDI 
notable but 
concentrated and 
small relative to 
economy size; 
needs broader 
sectoral spread 

Interdependent 
Value Chains 

Emerging linkages in textiles and 
agriculture-related sectors; 
industrial sector mixed 
performance 

  
Amber 

Gradual progress in 
supply chain 
integration, but 
overall industrial 
ecosystem remains 
fragmented 

Education & Skilled 
Workforce 

Literacy around 60%; female 
labor force participation remains 
low; vocational training initiatives 
underway 

  Red Human capital 
development lags 
regional peers, 
constraining 
productivity, and 
innovation capacity 

Competitiveness & 
Innovation 

Pakistan ranked 110th in Global 
Competitiveness Index; limited 
R&D investment (~0.3% GDP) 

  Red Structural 
inefficiencies and 
low innovation 
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Strategic Driver Current Status (2025) RAG 
Status 

Rationale 

investment hinder 
competitiveness 

Global Trade 
Integration 

Share of world exports ~0.3%; 
exports recovering but below 
potential; trade facilitation 
improving 

  
Amber 

Export growth 
positive but small 
global share; trade 
reforms ongoing 
but need 
acceleration 

Macroeconomic 
Stability & Fiscal 
Discipline 

Inflation reduced to ~6%; fiscal 
deficit narrowed; monetary 
easing supporting growth 

  
Green 

Strong progress on 
macro stability and 
fiscal consolidation 
creating a 
conducive 
environment for 
growth 

Infrastructure & 
Public Investment 

Public sector development 
spending at multidecade lows; 
infrastructure gaps persist 

  Red Low PSDP limits 
growth potential 
and private sector 
expansion 

Climate Resilience & 
Sustainability 

Increasing awareness and some 
initiatives; vulnerability to floods 
and water scarcity remains 
critical 

  
Amber 

Early steps taken 
but climate risks 
pose growing 
threat; opportunity 
for green 
investment remains 
untapped 

 

 

  



 

Page | 34  
 

Table 9: Evaluating Pakistan’s Economic Sectors Through the Lens of Strategic Growth 
Drivers 
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Agriculture 
                  

Forestry 
                  

Livestock 
                  

Cement 
                  

Textile 
                  

Fertilizer 
                  

Banking 
                  

Telecom 
                  

IT Export 
                  

Ports & 
Logistics 

                  

Construction 
                  

Pharma 
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Tourism 
                  

Sugar 
Industry 

                  

Leather 
Industry 

                  

Paper 
Industry 

                  

Automobile 
                  

Oil Refining 
                  

Trade 
                  

Retail 
                  

 

  Green: Strong performance or positive outlook in the driver area. 

  Amber: Moderate progress with room for improvement. 

  Red: Significant challenges or underperformance. 

 

• Domestic Investment: Moderate investment driven by expanding consumer 
demand, urbanization, and digital commerce growth. 

• FDI: Growing interest from foreign investors, especially in e-commerce 
platforms and retail infrastructure. 
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• Interdependent Value Chains: Developing with integration of logistics, 
manufacturing, and digital payment systems. 

• Education & Skilled Workforce: Moderate, with growing demand for digital skills 
and retail management expertise. 

• Competitiveness & Innovation: Increasing adoption of omni-channel retailing, 
AI, and fintech solutions. 

• Global Trade Integration: Retail still largely domestic but e-commerce 
platforms expanding export potential. 

• Macroeconomic Stability & Fiscal Discipline: Improving environment supports 
consumer confidence and investment. 

• Infrastructure & Public Investment: Logistics and warehousing infrastructure 
improving but still a bottleneck. 

• Climate Resilience & Sustainability: Early-stage focus; environmental impact of 
retail growth needs attention. 
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Meaningful progress demands an unflinching assessment of 
strengths and weaknesses, aligning policy, investment, and 
reform priorities to convert constraints into opportunities and 
build the resilient, competitive economy Pakistan urgently 
needs. 
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8. Population as Asset or Liability: Comparative Analysis 

Pakistan’s large and youthful population presents a significant opportunity—often 
referred to as a demographic dividend—but this potential can only be realized 
through substantial and sustained investments in education, skills development, work 
ethics, productivity enhancement, and continuous upskilling and reskilling by both the 
public and private sectors. Population size itself is not a constraint; rather, it is how 
effectively human capital is developed and deployed that determines economic 
outcomes. 

 

Table 10: Comparative Context: Pakistan vs. Regional Peers 

Indicator Pakistan 
(2025) 

China India Vietnam Indonesia 

Population (millions) 240 1,425 1,450 100 280 

Population Growth 
Rate 

2.0% 0.3% 1.0% 1.0% 1.1% 

Per Capita Food 
Spending 

Low; rising 
food 

insecurity 

High; food 
secure 

Moderate Moderate Moderate 

Per Capita Education 
Spending 

~2.5% of 
GDP; ~$120 

~4% GDP; 
$600 

~3.5%; $150 ~5%; $200 ~3.6%; $160 

Per Capita Healthcare 
Spending 

~$40 $500 $80 $120 $90 

Per Capita GDP (USD) $1,824 $13,000 $2,700 $4,500 $5,200 

Youth Unemployment ~17.5% ~5% ~11% ~7% ~8% 
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• Investment in Education and Skills is Crucial: Pakistan’s per capita spending on 
education and healthcare is significantly lower than in Vietnam, Indonesia, 
India, and China, which constrains productivity and income growth. Without 
substantial improvements in these areas, the country risks turning its 
demographic advantage into a demographic burden. 

• Quality and Access Gaps: Large numbers of children remain out of school, and 
educational attainment—especially for girls—is low. This results in a workforce 
ill-prepared for the demands of a modern, technology-driven economy. 

• Continuous Upskilling and Reskilling: The fast-evolving global economy requires 
workers to continually update their skills. Pakistan’s education system and 
vocational training infrastructure must adapt to provide lifelong learning 
opportunities, supported by both public policy and private sector engagement. 

• Work Ethics and Productivity: Beyond formal education, cultivating strong work 
ethics, discipline, and productivity culture is essential. This requires coordinated 
efforts across educational institutions, employers, and government agencies. 

• Private and Public Sector Collaboration: Harnessing the demographic dividend 
demands a partnership model where government policies incentivize private 
investment in human capital development, while public institutions ensure 
equitable access and quality standards. 

 

Pakistan’s demographic profile is a potential economic asset, not a liability, provided 
the country commits to sharply increasing investments in human capital 
development. This includes: 

• Doubling down on education funding to at least match regional peers. 

• Expanding vocational and technical training programs aligned with market 
needs. 

• Promoting lifelong learning and digital literacy to keep pace with technological 
change. 

• Strengthening healthcare to improve cognitive development and labor 
productivity. 

• Fostering a culture of continuous skill enhancement and strong work ethics. 
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By addressing these imperatives, Pakistan can transform its youthful population into a 
dynamic, productive workforce that drives sustained economic growth and social 
progress. Without these investments, the demographic dividend risks becoming a 
demographic disaster, marked by high unemployment, social unrest, and lost 
economic potential. 
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A large population is neither asset nor liability by default—it 
becomes a source of strength when investments in education, 
skills, and opportunity transform demographic potential into 
inclusive, sustainable, and resilient economic growth. 
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9. Climate Resilient, Sustainable Economic Growth and 
Investments 

Pakistan faces acute climate vulnerabilities that pose significant risks to its economic 
growth, export potential, and investment climate. However, these challenges also 
present a unique opportunity to transition toward a climate-resilient, sustainable 
development pathway by leveraging national commitments, innovative policies, and 
global climate finance. 

 

9.1 Pakistan’s Commitment under the Updated Nationally Determined Contributions 
(NDC) 

Pakistan’s updated NDC, aligned with the Paris Agreement, sets an ambitious target to 
reduce projected greenhouse gas (GHG) emissions by 50% by 2030, with 15% from 
domestic resources and 35% contingent on international climate finance. Key 
elements include: 

• Achieving 60% renewable energy share in the national energy mix by 2030. 

• Promoting 30% electric vehicle adoption by 2030 and banning coal imports. 

• Expanding Nature-based Solutions (NbS) such as afforestation and ecosystem 
restoration. 

• Integrating climate adaptation across sectors including agriculture, forestry, 
water, health, and disaster risk management. 

• Mobilizing over $100 billion for energy transition and climate resilience 
initiatives. 

 

9.2 Global Trends in Climate-Resilient Investments 

Worldwide, there is a growing shift toward financing projects that enhance climate 
resilience and sustainability. Governments, multilateral institutions, and private 
investors increasingly prioritize: 

• Environmental, Social, and Governance (ESG) criteria to guide investment 
decisions. 

• Green taxonomy frameworks that classify sustainable economic activities. 
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• Carbon markets and climate finance mechanisms to channel funds into 
mitigation and adaptation projects. 

• Public-private partnerships to leverage capital and expertise for green 
infrastructure. 

 

9.3 Enabling Frameworks in Pakistan to Support Climate Investments 

Pakistan has developed regulatory and financial frameworks to foster climate-
resilient investments from both public and private sectors: 

• State Bank of Pakistan’s Environmental and Social Risk Management 
(ESRM) guidelines help financial institutions assess and mitigate climate risks in 
lending portfolios. 

• Green Taxonomy and Green Banking Guidelines incentivize banks and 
investors to finance sustainable projects. 

• Securities and Exchange Commission of Pakistan (SECP) ESG 
Guidelines promote corporate transparency and responsible investment. 

• A carbon market strategy is under development to facilitate emissions trading 
and incentivize low-carbon investments. 

• Climate finance strategies align with international standards to access funds 
from the Green Climate Fund (GCF), Global Environment Facility (GEF), and 
other sources. 

• Robust Monitoring, Reporting, and Verification (MRV) systems are being 
strengthened to ensure transparency and accountability in climate finance 
utilization. 

Key Environmental Risks Impacting Pakistan’s Economy 

• Floods and water scarcity threaten agriculture, which supplies raw materials to 
textiles and food processing, undermining food security and export earnings. 

• Energy sector vulnerabilities affect manufacturing competitiveness and 
industrial emissions. 

• Urban pollution and resource depletion challenge sustainable urbanization 
and infrastructure development. 
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• Climate-induced health risks reduce labor productivity and increase public 
health expenditures. 

These risks jeopardize economic growth, deter investment, and disrupt export-
oriented value chains. 

 

9.4 Circular Economy and Industrial Integration for Resilient Supply Chains 

A circular economy approach is critical to building climate resilience and economic 
sustainability in Pakistan: 

Table 11: Climate Resilient Circular Economy  

Sector Circular Economy Linkages & 
Dependencies 

Contribution to Growth & 
Resilience 

Agriculture Supplies biomass for energy and raw 
materials for textiles and food 
processing 

Reduces emissions, 
enhances food security, and 
creates employment 

Manufacturing Relies on agriculture, energy, transport; 
outputs feed into export sectors 

Improves competitiveness 
and lowers carbon footprint 

Energy Powers all sectors; renewable 
transition critical 

Drives innovation and 
mitigates climate risks 

Services (IT, 
Finance, Ports) 

Facilitate trade, finance, and 
technology adoption 

Strengthens global 
integration and financial 
resilience 

Construction Uses manufacturing outputs; essential 
for urban climate resilience 

Supports green 
infrastructure and 
sustainable urban growth 

Water 
Management 

Essential for agriculture, industry, and 
human consumption 

Underpins productivity and 
climate adaptation 

Education & Health Builds human capital; supports 
innovation and productivity 

Critical for demographic 
dividend and sustainable 
growth 
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Sector Circular Economy Linkages & 
Dependencies 

Contribution to Growth & 
Resilience 

Governance Provides policy framework and 
enforcement 

Ensures investor confidence 
and effective climate action 
implementation 

This integrated, circular value chain fosters resilient supply chains that can withstand 
climate shocks while promoting sustainable economic growth. 

 

9.5 Leveraging Climate Vulnerability as an Opportunity for Trade and Investment 

Pakistan’s climate vulnerability can be transformed into a strategic advantage by: 

• Attracting international climate finance through grants, concessional loans, 
and blended finance mechanisms. 

• Enhancing access to green bonds, carbon markets, and climate funds (e.g., 
GCF, GEF) by meeting rigorous evaluation criteria and MRV standards. 

• Mobilizing private sector investment via regulatory incentives, risk mitigation 
instruments, and ESG-aligned frameworks. 

• Promoting green industrialization and circular economy models to reduce 
emissions and improve resource efficiency. 

• Developing climate-resilient infrastructure and urban development 
projects that create jobs and stimulate exports. 

• Integrating climate action into trade policies to enhance competitiveness in 
global markets increasingly favoring sustainable products. 

 

9.6 Strategic Drivers 

• Increase public sector development spending (PSDP) to at least 1.5% of GDP, 
prioritizing climate adaptation, infrastructure, and human capital. 

• Expand the tax base and improve collection to finance sustainable 
development. 

• Diversify FDI beyond traditional sectors toward high-tech, agribusiness, and 
green manufacturing. 
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• Scale up investments in education and skill development to harness the 
demographic dividend. 

• Strengthen climate finance mobilization and implementation capacity, 
leveraging international funds and private capital. 

• Promote green industrialization and circular economy principles across 
sectors. 

• Develop service sector hubs for outsourcing, remote work, and digital 
innovation. 

• Enhance governance, regulatory frameworks, and ease of doing business to 
attract sustainable investment. 

Pakistan’s climate vulnerability, while posing serious risks, offers a pathway to 
sustainable and inclusive economic growth through strategic investments in climate 
resilience, circular economy, and green finance. By aligning national policies with 
global climate commitments and leveraging innovative financing mechanisms, 
Pakistan can transform its environmental challenges into opportunities for trade, 
investment, and long-term prosperity. 
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Building climate resilience is not a cost but an investment 
strategy, aligning economic growth, social equity, and 
environmental stewardship to create a more competitive, 
sustainable, and inclusive future for generations to come. 
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10. Climate Resilience, Carbon Markets and Climate Finance 

At the federal level, Pakistan’s economic stabilization and reform framework is 
increasingly embedding climate resilience and sustainability as fundamental pillars 
to ensure long-term growth and fiscal stability. This integration reflects a growing 
recognition that macroeconomic discipline, structural reforms, and climate action 
are mutually reinforcing and essential for sustainable development. 

 

10.1 Climate Resilience and Green Economy Initiatives at the Federal Level 

• Climate Budget Tagging (CBT): Introduced to transparently track climate-
related expenditures across more than 5,000 cost centers, CBT enhances 
accountability and builds donor confidence. Integrated into Pakistan’s financial 
management systems, it enables real-time monitoring of climate-sensitive 
spending. 

• Dedicated Climate Allocations: The federal budget earmarks Rs603 billion for 
mitigation activities such as clean energy and emission reduction, Rs85 billion 
for adaptation including disaster resilience and water management, and Rs28 
billion for capacity building and institutional strengthening. 

• Carbon Levy: A carbon levy of Rs2.5 per liter on fossil fuels incentivizes 
emissions reduction and generates dedicated climate finance. 

• Green Pakistan Initiative: This flagship program focuses on large-scale 
reforestation, sustainable agriculture, water management, and biodiversity 
conservation, aligning closely with Pakistan’s NDC commitments. 

• Energy Transition in High-Energy Industries: Cement and fertilizer sectors are 
transitioning toward biomass and biochar fuels, reducing carbon footprints 
while promoting circular economy principles. 

 

10.2 Provincial Level Implementation and Challenges 

• Provincial Development Spending (PSDP): Increased by 36.9% to Rs2.87 trillion, 
with a strategic focus on infrastructure, health, education, and climate 
adaptation projects. 
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• Climate Resilience Projects: Provincial governments are actively implementing 
flood rehabilitation, urban sanitation programs (e.g., Suthra Punjab), and 
housing for flood victims, directly addressing climate vulnerabilities. 

• Fiscal Constraints: Provinces face limited fiscal autonomy due to heavy 
reliance on federal transfers and underutilization of revenue sources like 
agricultural income tax and irrigation charges, which restricts their capacity for 
climate action. 

• Human Capital Development: Efforts are underway to expand skill 
development and improve service delivery in education and health sectors, 
aiming to harness the demographic dividend in a climate-resilient manner. 

 

10.3 Addressing Climate Risk: An Imperative for Economic Stability and Growth 

Pakistan’s high exposure to floods, droughts, water scarcity, and extreme weather 
events threatens agriculture, infrastructure, and livelihoods, exacerbating poverty and 
straining public finances. Nearly 50% of federal revenue is consumed by debt 
servicing, severely limiting funds available for climate adaptation and green 
investments. Compared to regional peers like Vietnam and Indonesia, Pakistan’s 
allocation for climate finance (~7-8% of the budget) remains modest relative to its 
vulnerability and urgent needs. Integrating climate risk management into economic 
planning is therefore essential to safeguard growth, attract investment, and reduce 
future fiscal shocks. 

 

10.4 Leveraging Climate Vulnerability to Access Climate Finance and Carbon Markets 

Pakistan’s climate vulnerability can be strategically leveraged to access international 
climate finance and participate actively in carbon markets. This requires robust 
institutional capacity, clear policy frameworks, and coordinated multi-ministerial 
action. 

International Climate Funds: Mechanisms and Access Requirements 

• Key Funds: Pakistan’s NDCs provide a framework to attract finance from major 
sources such as the Green Climate Fund (GCF), Global Environment Facility 
(GEF), and multilateral development banks (World Bank, ADB, Islamic 
Development Bank). 
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• Mechanics: Countries submit project proposals aligned with NDCs, 
demonstrating climate impact and co-benefits. Transparent CBT and robust 
Monitoring, Reporting, and Verification (MRV) systems are mandatory to track 
outcomes and ensure accountability. 

• Current Status: Pakistan has secured approximately $304 million from GCF for 
ten projects, highlighting progress but also the need to strengthen readiness 
and expand project pipelines. 

• Requirements: Effective access demands strong institutional frameworks, 
accredited implementing entities (e.g., Ministry of Climate Change, JS Bank, 
NRSP), clear project pipelines, capacity to meet fiduciary and safeguard 
standards, and political commitment with inter-ministerial coordination. 

 

10.5 Carbon Markets: Opportunities and Prerequisites 

• Carbon Credit Markets: Facilitate trading of verified emission reductions 
generated by projects in energy, agriculture, forestry, and industry. Pakistan’s 
emission reduction activities—such as biomass and biochar use, methane 
capture, and renewable energy—can generate tradable carbon credits, 
creating sustainable finance cycles. 

• Market Types: Compliance markets (linked to regulatory requirements under 
Article 6 of the Paris Agreement) and voluntary markets (offset purchases by 
companies and individuals). 

• Readiness Needs: Development of a national carbon pricing strategy and 
regulatory framework, credible MRV systems to ensure transparency and avoid 
double counting, capacity building for project developers and government 
agencies, and legal frameworks governing carbon trading and revenue use. 

 

10.6 Sustainability-Linked Financing (SLF): Transitioning to Investment-Driven Climate 
Finance 

• Concept: SLF instruments (green bonds, sustainability-linked loans) tie 
financing costs to achievement of measurable environmental and social 
targets, incentivizing private sector participation. 
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• Pakistan’s Progress: The State Bank of Pakistan’s Green Taxonomy and Green 
Banking Guidelines facilitate SLF product development. Financial reforms 
enable tailored green finance products for SMEs and startups, marking a shift 
from grants and concessional loans toward market-driven climate finance. 

Trade and Investment: Climate Resilience as a Competitive Advantage 

• Promoting green exports such as organic agriculture and sustainable textiles 
opens access to premium, climate-conscious markets. 

• Climate-smart infrastructure projects attract impact investors and green 
foreign direct investment (FDI). 

• Integrating climate action into trade policies enhances Pakistan’s global 
competitiveness in an increasingly sustainability-focused world economy. 

 

10.7 Pakistan’s Readiness and Institutional Roles 

• Current Status: Pakistan has accredited entities like JS Bank and NRSP as 
National Implementing Entities for climate finance. CBT and MRV systems are 
improving but require further strengthening. Despite strong NDC commitments, 
climate finance remains a secondary priority due to institutional inefficiencies 
and policy incoherence, especially between the Ministry of Energy and Ministry 
of Climate Change. 

• Key Ministries and Roles: 

• Ministry of Climate Change (MoCC): Lead agency for climate policy, NDC 
implementation, and climate finance coordination. 

• Ministry of Finance: Integrates climate finance into fiscal planning, 
manages budget allocations, and liaises with international donors. 

• Ministry of Energy: Implements renewable energy projects and energy 
transition policies critical for mitigation. 

• Public-Private Partnership Authority (PPPA): Facilitates private sector 
engagement and streamlines funding channels. 

• State Bank of Pakistan (SBP): Oversees green banking regulations, ESRM 
guidelines, and promotes sustainability-linked finance. 
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• Securities and Exchange Commission of Pakistan (SECP): Enforces ESG 
disclosure and promotes responsible investment practices. 

 

10.8 Challenges and Recommendations for Enhancing Climate Finance Access 

• Policy Coherence: Strengthen coordination among ministries to align climate 
and energy policies. 

• Institutional Capacity: Build technical expertise for project development, MRV, 
and fiduciary management. 

• Private Sector Engagement: Create incentives and reduce regulatory 
uncertainties to attract green investments. 

• Data and Reporting: Improve climate data ecosystems to support localized 
finance schemes and transparent reporting. 

• Strategic Planning: Develop a comprehensive climate finance strategy 
integrating national priorities with global funding opportunities. 

Pakistan’s ability to leverage its climate vulnerability into a sustainable financing 
source depends on strengthening institutional readiness, enhancing policy 
coherence, and building robust MRV systems. By effectively accessing international 
climate funds, participating in carbon markets, and fostering sustainability-linked 
financing, Pakistan can mobilize the capital needed to implement its ambitious NDC 
targets. Coordinated efforts across ministries and active private sector involvement 
will be critical to transform climate risks into economic opportunities, securing a 
resilient and prosperous future. 

Table 12: Key Components for Carbon Market and Climate Finance 

Component Description RAG 
Status 

Rationale 

NDC Alignment and 
Commitment 

Pakistan’s updated NDC 
targets and alignment with 
Paris Agreement goals. 

  
Green 

Strong political 
commitment, active 
participation in 
global climate 
forums, and 
ambitious targets 
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Component Description RAG 
Status 

Rationale 

aligned with 
international norms. 

Access to 
International Climate 
Funds 

Framework and success in 
attracting multilateral 
climate finance. 

  
Amber 

Pakistan has 
mobilized significant 
climate finance, but 
funding remains 
insufficient relative 
to needs. 

Climate Budget 
Tagging (CBT) 

System for transparent 
tracking of climate-related 
expenditures. 

  
Green 

CBT is operational 
and integrated 
across cost centers, 
improving 
transparency and 
donor confidence. 

Monitoring, Reporting, 
and Verification (MRV) 

Robust MRV systems to 
ensure accountability and 
qualify for results-based 
financing. 

  
Amber 

MRV systems 
improving with 
support but require 
further capacity 
building and 
integration. 

Carbon Market 
Development 

National strategy, regulatory 
framework, and readiness 
for carbon credit trading. 

  
Amber 

Carbon Market 
Policy launched; 
regulatory 
guidelines issued; 
market 
infrastructure in 
early stages. 

Sustainability-Linked 
Financing (SLF) 

Availability and uptake of 
green bonds, sustainability-
linked loans, and private 
sector engagement. 

  
Amber 

Guidelines 
established; green 
finance products 
emerging but 
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Component Description RAG 
Status 

Rationale 

market penetration 
remains limited. 

Private Sector 
Mobilization 

Incentives, risk mitigation, 
and ESG frameworks to 
attract private climate 
finance. 

  
Amber 

Growing interest 
supported by policy 
reforms, but private 
sector capacity and 
incentives need 
strengthening. 

Inter-Ministerial 
Coordination 

Collaboration between 
ministries for climate finance 
management. 

  
Amber 

Coordination 
improving; ongoing 
efforts to streamline 
inter-agency 
collaboration. 

Capacity for Project 
Development and 
Implementation 

Technical expertise and 
institutional capacity for 
climate project design and 
management. 

  
Amber 

Capacity building 
initiatives underway 
but remain a critical 
bottleneck. 

Legal and Regulatory 
Frameworks 

Laws and regulations 
supporting climate finance, 
carbon trading, and green 
investments. 

  
Amber 

Carbon market 
policy and green 
finance regulations 
now in place; further 
legal reforms 
needed. 

Data and Reporting 
Infrastructure 

Climate data systems 
supporting transparency, 
planning, and MRV. 

  
Amber 

Data ecosystems 
improving but 
fragmented; 
integration and 
quality require 
enhancement. 
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Component Description RAG 
Status 

Rationale 

Trade and Investment 
Linkages 

Promotion of green exports, 
climate-smart infrastructure, 
and green FDI attraction. 

  
Amber 

Early-stage green 
export promotion 
and climate-smart 
infrastructure 
projects; scale-up 
needed. 

Fiscal Space and 
Resource Mobilization 

Ability to allocate and 
mobilize domestic resources 
for climate finance. 

  Red Fiscal constraints 
remain severe due 
to debt servicing; tax 
reforms ongoing but 
slow to impact 
climate finance. 

Public Awareness and 
Capacity Building 

Training and awareness 
programs for government, 
financial institutions, and 
businesses. 

  
Amber 

Increased efforts in 
training and 
awareness, but 
reach remains 
limited. 
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Leveraging carbon markets and climate finance demands 
more than ambition—it requires transparent systems, sound 
policy, and coordinated action that together mobilize capital 
for sustainable, resilient, and inclusive economic growth. 
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11. Climate Resilient Projects in Pakistan (Case Studies) 

Pakistan is undertaking several ambitious projects aimed at sustainable 
development, climate resilience, and inclusive growth. These initiatives, comparable in 
scale and ambition to landmark efforts like Suthra Punjab, RUDA, and the Sindh 
Housing Project, are reshaping the country’s socio-economic landscape. 

 

11.1 Suthra Punjab (Clean Punjab) Initiative 

• Overview: Launched in December 2024 by Punjab’s Chief Minister Maryam 
Nawaz Sharif, this is Pakistan’s largest province-wide sanitation and waste 
management program. 

• Scope: Comprehensive coverage of urban, rural, and mountainous areas 
across Punjab, focusing on waste collection, sanitation, and environmental 
sustainability. 

• Key Features: 

• Rs120–190 billion budget allocation. 

• Deployment of over 3,000 eco-friendly waste collection rickshaws. 

• Integration of digital monitoring, grievance redressal systems, and 
public-private partnerships. 

• Emphasis on smart waste management, circular economy principles, 
and green industries. 

• Impact: Expected to significantly enhance cleanliness, public health, and 
environmental conditions, particularly in underserved regions. 

 

11.2 RUDA – Ravi Urban Development Authority Project 

• Overview: An environmental project focused on rejuvenate Ravi river, waste 
water recycling, urban development endeavor to construct Pakistan’s first and 
largest riverfront city along Lahore’s Ravi River. 

• Scope: Encompasses 46 km and up to 110,000 acres, targeting a population of 
10 million. 

• Key Features: 



 

Page | 58  
 

• Strong environmental sustainability and river restoration focus. 

• Addresses urban challenges like overpopulation, pollution, and water 
scarcity. 

• Mixed-use development including residential, commercial, industrial, 
and recreational zones. 

• Backed by dedicated legislation and a specialized authority (RUDA). 

• Impact: Aims to set a benchmark for sustainable urbanization and economic 
growth, though facing challenges in environmental approvals and land 
acquisition. 

 

11.3 Sindh’s 2 Million Housing Project for Flood-Affected Populations 

• Overview: The largest post-disaster housing reconstruction in Pakistan’s history, 
targeting 2.1 million homes for over 12.6 million flood-affected residents. 

• Scope: Province-wide effort in Sindh, with Rs550 billion required and Rs440 
billion secured from government and donors. 

• Key Features: 

• Over 525,000 houses under construction; 100,000+ completed. 

• Supported by the World Bank, Islamic Development Bank, and Asian 
Development Bank. 

• Owner-driven construction model emphasizing multi-hazard resilient 
building techniques. 

• Includes water, sanitation, and hygiene (WASH) interventions. 

• Impact: Focused on sustainable rehabilitation, resilience enhancement, and 
community empowerment. 
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11.4 Pakistan’s Green and Circular Economy Initiatives 

Pakistan Green Initiatives 

• Green Pakistan Initiative (GPI): A flagship collaboration between government 
and military targeting deforestation, biodiversity conservation, and food 
security through large-scale reforestation and sustainable agriculture. 

• Key Components: 

• Planting billions of trees over 4.8 million acres. 

• Adoption of advanced agricultural technologies (LIMS, IoT-enabled 
water management). 

• Solar-powered irrigation and water optimization in arid zones. 

• Creation of protected biodiversity zones. 

• Impact: Over 200,000 jobs created, enhanced climate resilience, and improved 
food security with inclusive participation. 

Livestock Green Initiatives 

• Focus on reducing methane emissions via improved feed, manure 
management, bio-digesters, and integration with agroforestry systems. 

• Aligns with Pakistan’s Nationally Determined Contributions (NDCs) to reduce 
agricultural greenhouse gases. 

Transition of High-Energy Industries (Cement, Fertilizers) 

• Policies promoting cleaner production, energy efficiency, and use of alternative 
fuels like biomass and biochar to reduce carbon footprint. 

• Circular economy approaches valorize agricultural and forestry residues into 
bioenergy and soil amendments, reducing waste and emissions. 

• Supported by green finance mechanisms including State Bank’s Green 
Taxonomy and planned carbon markets. 
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Table 13: Summary Table of Key Projects and Initiatives 

Project / Initiative Focus Area Geographic Scope Impact / Goals 

Suthra Punjab Sanitation, waste 
management 

Punjab (province-
wide) 

Improved cleanliness, 
health, environmental 
sustainability 

RUDA (Ravi Urban 
Development 
Authority) 

Urban development, 
sustainability 

Lahore/Ravi River Model riverfront city, 
sustainable urban 
growth 

Sindh 2 Million 
Housing Project 

Post-disaster housing, 
resilience 

Sindh (province-
wide) 

2.1 million homes, 
resilient communities, 
WASH services 

Green Pakistan 
Initiative 

Reforestation, 
sustainable 
agriculture, water 
management 

Nationwide Climate resilience, food 
security, job creation 

Livestock Green 
Initiatives 

Methane reduction, 
sustainable farming 

Nationwide Lower emissions, 
enhanced sustainability 

High-Energy 
Industries 
Transition 

Alternative fuels, 
circular economy 

Cement and 
fertilizer sectors 

Reduced fossil fuel use, 
emissions, circular 
economy 
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Demonstrating climate resilience through real projects proves 
that policy can move from promise to practice, inspiring 
confidence, mobilizing investment, and creating models that 
can be scaled for lasting, inclusive economic growth. 
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12. Strategic Recommendations for Implementation Framework 

Phase 1: Foundation Building (2025 - 2026) 

Key Actions Description Linkage to Economic 
Dimensions 

Finalize and 
operationalize 
regulatory 
frameworks 

Fully implement National Carbon 
Market Policy and guidelines; 
strengthen Climate Budget Tagging 
(CBT) and MRV systems; 
institutionalize inter-ministerial 
coordination led by MoCC, Finance, 
and Energy. 

Builds institutional capacity 
(Education), creates 
regulatory certainty 
(Competitiveness), and 
enhances transparency 
(Financial Center Strength). 

Capacity building 
and awareness 

Launch nationwide training programs 
for public officials, private sector, and 
financial institutions; promote climate 
literacy and ESG awareness. 

Improves workforce skills 
(Education), encourages 
sustainable technology 
adoption (Innovation & 
Technology), and supports 
green finance growth 
(Financial Center Strength). 

Project pipeline 
development 

Identify and prioritize high-impact 
climate projects in energy, agriculture, 
forestry, and waste management; 
accredit implementing entities and 
project developers. 

Mobilizes productive projects 
(Economic Output), aligns 
with export needs (Share of 
World Trade), and fosters 
innovation (Innovation & 
Technology). 

Fiscal and policy 
reforms 

Expand tax base and improve 
revenue collection; introduce tax 
breaks, subsidies, and risk-sharing 
mechanisms to stimulate private 
investment. 

Increases fiscal space 
(Military Strength), supports 
sustainable investments 
(Competitiveness), and 
strengthens financial markets 
(Financial Center Strength). 
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Phase 2: Market Activation and Scaling (2027 - 2029) 

Key Actions Description Linkage to Economic Dimensions 

Carbon market 
launch and 
expansion 

Operationalize carbon trading 
platforms with clear governance; 
enable participation of SMEs, 
startups, and industrial sectors; 
develop cross-border trading 
linkages. 

Positions Pakistan as a regional 
leader (Competitiveness), drives 
clean technology deployment 
(Innovation & Technology), and 
creates tradable assets boosting 
exports (Share of World Trade). 

Scale 
sustainability-
linked financing 
(SLF) 

Expand green bonds, 
sustainability-linked loans, and 
blended finance products tailored 
to SMEs and startups; mainstream 
ESG in financial institutions. 

Deepens capital markets 
(Financial Center Strength), 
supports green innovation 
(Innovation & Technology), and 
mobilizes sustainable growth 
(Economic Output). 

Green export and 
investment 
promotion 

Certify and promote green exports 
in textiles, agriculture, and 
manufacturing; develop climate-
smart infrastructure to attract 
impact investors and green FDI. 

Enhances export competitiveness 
(Share of World Trade), attracts 
investment (Financial Center 
Strength), and diversifies the 
economy (Economic Output). 

Enhanced data 
and reporting 
systems 

Integrate climate data platforms 
for real-time MRV, project 
monitoring, and investor reporting. 

Improves transparency (Financial 
Center Strength), supports 
innovation (Innovation & 
Technology), and builds investor 
confidence. 
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Phase 3: Consolidation and Global Leadership (2030 and beyond) 

Key Actions Description Linkage to Economic 
Dimensions 

Achieve NDC 
targets and net-
zero pathway 

Reach 60% renewable energy share 
and 30% electric vehicle adoption; 
scale nature-based solutions and 
circular economy models across 
sectors. 

Drives sustainable economic 
growth (Economic Output), 
fosters clean tech innovation 
(Innovation & Technology), 
and reduces energy 
dependency (Military 
Strength). 

Sustainability 
brand building 

Establish Pakistan as a reliable, 
climate-resilient partner in global 
value chains; leverage trade 
agreements and climate diplomacy 
for premium market access. 

Expands premium green 
exports (Share of World Trade), 
attracts green FDI (Financial 
Center Strength), and builds 
financial credibility (Reserve 
Currency Status). 

Innovative climate 
finance 
instruments 

Launch sovereign green bonds and 
climate resilience funds; expand 
sustainability-linked financing to 
cover broader social and 
environmental outcomes. 

Strengthens capital markets 
(Financial Center Strength), 
mobilizes large-scale 
investments (Economic 
Output), and enhances 
financial credibility (Reserve 
Currency Status). 

Continuous 
capacity 
enhancement 

Institutionalize ongoing training and 
technology transfer programs; foster 
public-private partnerships for 
innovation in climate adaptation 
and mitigation. 

Builds a skilled workforce 
(Education), sustains 
technological advancement 
(Innovation & Technology), 
and supports long-term 
economic resilience. 
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Cross-Cutting Enablers 

Key Actions Description Linkage to Economic 
Dimensions 

Governance and 
coordination 

Strengthen federal-provincial 
collaboration; streamline regulatory 
processes; ensure policy coherence. 

Ensures systemic control and 
stability (Military Strength), 
enhances economic stability 
and growth (Economic 
Output), and improves investor 
confidence (Financial Center 
Strength). 

Private sector 
engagement 

Provide incentives, risk mitigation, 
and market access support to 
mobilize private capital. 

Mobilizes private investment 
(Financial Center Strength), 
drives competitiveness 
(Competitiveness), and fosters 
innovation (Innovation & 
Technology). 

International 
partnerships 

Maintain active engagement with 
GCF, GEF, MDBs, and global carbon 
market initiatives. 

Secures global finance and 
technology transfer 
(Innovation & Technology), 
enhances trade opportunities 
(Share of World Trade), and 
boosts financial credibility. 

Monitoring and 
evaluation 

Maintain robust MRV systems 
ensuring transparency, 
environmental integrity, and investor 
confidence. 

Builds trust in financial markets 
(Financial Center Strength), 
supports sustainable growth 
(Economic Output), and 
enhances governance 
(Military Strength). 

. 
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Sector Focus for Each Phase 

Phase Primary Industry Focus Rationale for Selection 

Phase 1: 
Foundation 
Building (2025 - 
2026) 

• Waste Management and 
Recycling 

• Agriculture and Sustainable 
Farming 

• Renewable Energy 

• Textile and Apparel (early circular 
practices) 

These sectors form the base of 
the value chain, addressing 
critical resource inefficiencies 
and waste streams. Waste 
management tackles pollution 
and material recovery; 
agriculture supplies biomass 
and raw materials; renewable 
energy reduces fossil fuel 
dependence; textile sector 
begins circular integration to 
extend product life cycles. 
Together, they establish the 
physical and institutional 
groundwork for circular 
economy adoption. 

Phase 2: Market 
Activation and 
Scaling (2027 - 
2029) 

• Manufacturing and Industrial 
Processing (cement, fertilizer, etc.) 

• Electric Mobility and Infrastructure 

• Construction and Urban 
Development 

• Food Processing and Packaging 

These sectors represent mid-
to-high value added industries 
where circular practices like 
resource efficiency, industrial 
symbiosis, and waste 
valorization can significantly 
reduce emissions and costs. 
Integration across transport, 
energy, manufacturing, and 
urban sectors creates resilient 
supply chains and unlocks 
export potential, scaling the 
circular economy impact. 
 

Phase 3: 
Consolidation and 
Global Leadership 

• Advanced Circular Technologies 
and Innovation Hubs 

At this stage, focus shifts to 
high-value innovation, 
ecosystem restoration, and 
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Phase Primary Industry Focus Rationale for Selection 

(2030 and 
beyond) 

• Nature-Based Solutions and 
Ecosystem Services 

• Sustainable Finance and Green 
Investment Services 

• Global Green Supply Chains 
(textiles, agriculture, 
manufacturing) 

financial services that support 
circular projects. Building 
global green supply chains 
positions Pakistan as a leader 
in sustainable trade. This 
phase consolidates gains, 
fosters knowledge-driven 
growth, and integrates 
Pakistan into premium 
international markets with 
circular economy credentials. 
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Economic Dimensions 

Economic Dimension Contribution of Circular Economy Sectors 

Education Capacity building and skill development for circular economy jobs 
and technologies across sectors. 

Competitiveness Resource efficiency and sustainable practices lower costs and 
improve product quality. 

Innovation & 
Technology 

Development and adoption of advanced circular technologies 
and digital resource management. 

Economic Output 
(GDP) 

Circular sectors generate green jobs, increase productivity, and 
diversify economic activities. 

Share of World Trade Certification and branding of circular products open access to 
global premium markets. 

Military Strength Fiscal savings from efficiency gains can support balanced 
national development priorities. 

Financial Center 
Strength 

Green finance and carbon markets linked to circular economy 
projects deepen and diversify financial markets. 

Reserve Currency 
Status 

Enhanced financial credibility through transparent climate and 
circular economy finance management. 
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True transformation depends on moving beyond plans to 
implementation, where coordinated action, clear 
accountability, and sustained investment combine to deliver 
the resilience and growth our economy urgently needs. 
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