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This report was developed on the initiative of the SANAD Technical Assistance Facility (TAF),
and the research was conducted by HEDERA Sustainable Solutions GmbH.

Managed by Finance in Motion, the SANAD TAF works alongside the SANAD Fund for
MSMEs that works closely with partners of the fund to conduct projects that equip the fund's
beneficiaries with the knowledge and tools needed to best serve - and improve the potential
of - entrepreneurs in the Middle East and North Africa (MENA). The TAF also develops the
capacity of the financial sector across the region through its network of investees. As the threat
of climate crisis becomes more evident across the MENA region, the SANAD TAF has been
supporting partners in shoping their po’rh fo sus’roinobihfy, meeting regu|0Tory requirements,
and concep’ruo|izing climate risk.

HEDERA Sustainable Solutions GmbH (HEDERA) develops digital solutions to support mi-
crofinance institutions and impact investors in their impact data management processes, in-
c|uding data collection, cmo|ysis, reporting, and moniforing.
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Climate chonge is o|reody chonging the way our economies operate and has huge
implications for business resilience and livelihoods. Green inclusive finance is an approach
that recognizes that there is a clear nexus between the effects of climate chonge and financial
inclusion. The risks posed by climate chonge, from energy crises fo severe weather events
tfo resource scarcity and po||u‘rion/|ow water quo|i+y and sanitation, are porﬂcu|or|y acute
for low-income populations and micro, small, and medium-sized enterprises (MSMEs). This
is especially true for the Middle East and North Africa (MENA), a region in which large
swathes of the popu|o’rion live in areas that are threatened by desertification, rising sea levels,
and water stress.

All actors in the region’s financial ecosystem have a role to p|oy in mitigating the impacts
of climate chonge and designing new sustainable models of o|eve|opmenf. The microfinance
sector in MENA, with its diversify of financial services, deep penefration levels, and experi-
enced human resources, is in a prime position to address these cho”enges By o|eve|oping
environmental strategies, imp|emenﬂng climate risk mitigation practices, and oHering green
financial and non-financial products and services, MFls can ensure that the most vulnerable
populations are equipped to mitigate and adapt to large-scale climate risk.

It is within this context that HEDERA Sustainable Solutions (HEDERA) launched a research
project on sustainable finance in the MENA Region, financed by the SANAD Technical As-
sistance Facility, managed by Finance in Motion. The project was initiated with four primary
objectives: 1) gauge microfinance institutions’ (MFls) awareness on the topic of sustainable fi-
nance; 2) measure progress towards implementing sustainability at the institutional and client
level, by idenﬂfying existing environmental strategies, climate risk management practices, and
sustainable financial and non-financial product and services; 3) determine the support MFls
need to deve|op their environmental strategies and infegrate susfoinobihfy into their opera-
tions; and 4) to idenﬁfy the local and regional stakeholders creating an enabling environment
for sustainable finance.

To achieve these objecﬁves, the research viewed sustainable finance Jrhrough the lens of a
‘green inclusive finance’ approach, which considers the nexus between sustainability and mi-
crofinance. The methodology used was that of the ‘Green Inclusive Finance Penetration Frame-
work’, developed by HEDERA. The research began with a survey of MFls in the region, to
better understand the sector’s current level of development, MFIs" needs, and the extent to
which MFls comply with local and international standards and regulations. The survey was
comp|emenfed by desk research and a series of interviews and was followed by a fhree-doy
Workshop to raise awareness on the fopic and have a concrete discussion about future strate-
gies, opprooches, and useful tools.

The study results indicate that this is a topic of great interest to MFls in the region. Over 40
MFls attended the Workshop, and all those surveyed stated that ’rhey would like to receive
further technical assistance on infegrating a green inclusive finance opprooch into their oper-
ations. This report provides an overview of the actions implemented by MFls in the region and
insigh‘rs into the penefration of green inclusive finonce, cmd, by extension, sustainable finonce,
in each country. The results consider external factors such as climate risks, regu|o‘rions and
sector level initiatives, and internal activities related to institutional mission, vision, reporting,
risk management, and product oﬁterings.

U61 OUT@ONG eogll RoER EROYENG 6yt hytURkGS ol HINtU Ry Tihilyl 19¥G6
kiNtEERGUI 0T Ng11kOT 1UREFORkERINGS 6tkkytUTON etorederd U0eUhii RO kid
NGU & orGFeR & UeshiUR 6ReNt 61U @ hytiie Ry el1h@h el 19kR Ry NtGr  Zdo
@ TIlI"K]l@N euT @RINRCR@N GIGRC@CH:FI CﬁRQLOJGE In Tunisia, Morocco, and Yemen,

national po|icies support the o|eve|opmen+ of green economies and environmental protection,
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but they do not specifically target the inclusive finance sector needs. In Jordan, the Central
Bank is developing a National Green Inclusive Finance Strategy, which aims to differentiate
the context and needs of the microfinance sector and facilitate the adoption of measures
tailored to MFls. Different international development cooperation entities have supported
the development of sustainable finance in the region, especially in Yemen and the Palestinian
Territories. In Egypt, Tunisia, Lebanon, and Morocco, international impact investors have
supported MFls. Nevertheless, so far, there are no sustainable microfinance programs in the
region.

FereH®0o1T eUT tektkr AorGERGUs @ Ror KiINQU eki tgki eTl1eUhiT ROEU RO
LgtON1k 9U16 @ Ro1® A lF CliURERGU 9n Nk 10U @hRed i U0EURr &1 1kgERo 16l they
are more |i|<e|y fo o|eve|op environmental strategies, manage their environmental risks, and
offer green financial products and non-financial services. Over 70% believe investors and
consultants can support them in deve|oping their environmental strategy, and close to 40%
know about one of the existing sectorial tools to measure environmental performonce. One-
third of institutions monitor their clients’ vulnerabilities, which primori|y include limited access
to water and energy and climate chcmge effects such as heatwaves, drougl’]’rs, and wildfires.

Otere@ern eNk@tRtkr 1TkNIT €6 € Tl RgI®@ 9n GRikier ngk  zdol 1AG 6EF yn
Ro1  Zd® ORikIGIIT 669IHAN Brikier @ Gykr 6t 19kR nkyti Ro1® @116RYkE EUT
18kRU1kOOA 6 RY TkyTIgR1 6teRederh 1kehr@® 16 @ eNk@tREKI: Half also face challenges
related to the comp|exi+y of the fopic and the lack of tools. In porﬂcu|or, access to tools and
know-how to idenﬂfy and understand client needs in terms of basic services and sustainable
ogricuHure practices could he|p institutions further deve|op their ogricu|’rure porffoho.

@kyU0EUh eret1oyT ke hel 1L € T1h@d kg @ AgyerON eteredern 00elhi
@ Ro1 KINQU: International development cooperation organizations have designed pro-
grams for MFls to deliver renewable energy (RE) technologies to smallholder farmers and
low-income households. Impact investors have provided technical assistance to MFls in Jor-
dan, Morocco, the Palestinian Territories, and Tunisia to develop their green offers. Local
microfinance networks are eager fo support their member MFls and can be ideal mu|fip|iers
for know-how sharing, tool dissemination, and awareness raising campaigns for MFI staff.
Assisﬂng microfinance ne‘rworks, investors, and international deve|opmen+ cooperation actors,
expert technical assistance providers may guide stakeholders in content and tool deve|opmenf
and the establishment of fruitful partnerships. Ultimately, while the MENA MFIs highlighted
the lack of support from governments and regu|o‘rors, They think that investors and consultants
could support them in developing their environmental strategies. Most of the MFIs do not
know of any existing regulations or governmental programs focused on sustainability.

Based on the assessment results and discussions with various s‘rokeho|ders,
four lines of action are recommended:

1) Development of heél&h®) ALETON TkYNKETIO in partnership with
local and regiono| microfinance networks

2) Dissemination of I(N@C?Ryy_ﬁ euT TAGeTTERe teUeN1 T UR for
environmental risk evo|uo’r|on, sustainable produc’r demand assessment,
and impact monitoring
3) Development of @R1KUEFAE NERAL for environmental risk management
4) Provision of 61 1YkR Ry 10REATO01T EUT GERLKI  Zd6 to grow their

sustainable porhco|ios.
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U1 GTH FemR elT jYkRo  nk@®E (MENA) is one of the most climate-vulnerable
regions in the world. Rising sea levels, land degrodo’rion, desertification and more irequen’r

extreme weather events risk desrobi|izing the region, exocerboring poverty, and iorcing the

migration of vulnerable popuiorionsi

Water scarcity is a pressing concern in the region, which has the lowest per-capita water
supply. Over 70% of the region’s gross domestic product (GDP) is exposed to high or very
hign water stress, which is extreme compored to the giobdi average of 22 percent. Climate
cnonge will dros’rico”y exacerbate water scarcity in the region. This, in turn, will pose a major
threat to the economy in generoi and the ogricuiiuroi sector in porricuior, which is one of the
|orges‘r sources of income for poorer, rural popu|o‘rions The World Bank estimates that the
MENA region will have the greatest economic losses from climate-related water scarcity, at

6-14% of GDP by 2050 [5].

Clean energy and e|ecrricify supp|y is another climate-related concern in the region. UO@RLJ
LikhiOR9nRor  Fi  19IEERGU TGg @YU 119170 666 Uy ehhies Ry 1fhRk@®L, and
over a quarter (60 million peop|e) suffer from pro|onged blackouts and lack of power supp|y
[1]. In countries such as lraqg and Lebanon, the governments oniy provide eiecirici’ry for a few
hours per doy, and the gaps in power suppiy are covered by private companies that run banks
of diese|—powered generators. Moreover, fueled by the war in Ukraine, prices of e|ecirici’ry,
food products, energy products, & fertilizers have increased. According to the International
Monetary Fund (IMF), inflation in the MENA region was 14.8% in 2021, compared to an
average of 7.3% in 2000-2018.

The consequences of climate cnonge are porricu|or|y acute for low-income communities and
businesses, which are most affected by climate-related disasters and environmental degrodo—
tion.

at giR yn eTtRO @ Fj§  o6elr ehhiee Ry & Aesd Helt ehhytUr: This drops to
45% among women'. The microfinance sector has experienced remarkable growfh in the past
decade and has p|oyed a pivofo| role in exponding access to financial services and reducing
the gender gap.

The microfinance sector in the MENA region is characterized by the diversity of its finan-
cial service providers and differentiated levels of deveiopmeni. As elsewhere, microfinance
institutions (MFls) operate as NGOs, commercial banks, and other structures. The sector is
particularly well developed in Morocco, Jordan, Egypt, and Yemen; Egypt is the largest mi-
crofinance market in the region in terms of outreach, whereas Morocco has the |orgesi Gross
Loan Portfolio (GLP). Financial service providers (FSPs) in the region have gained penetration
levels, deve|oped experienced human resources, irnproved credit risk systems, and supportive
infrastructure, inc|uding business deve|opmenf services, credit bureaus, rating agencies, and
regional and national networks. Initially, the sector was dominated by NGOs and the group
lending methodology, but in recent years, many MFls have become more commercial and
have begun fo diversiiy their services and producis to meet their clients’ needs. Tney now of-
fer additional loan products such as consumer loans, housing loans, education loans, seasonal
loans, green loans, and Islamic loans. Moreover, the introduction of supportive |egc:| and reg-
uio’rory frameworks has sirengrnened the institutions in certain countries. For exompie, most
MFls in the region cannot offer savings producrs, but cnonges in the reguiorory framework in
Syria and Yemen have allowed financial institutions supervised by the Central Bank to do so.

'Data from Global Findex 20921
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[ki1U @dhedr O00R has been developed as an approach to sustainable finance in
recognition of the |inkoges between financial inclusion and sustainability and the potential
of FSPs to tackle the risks posed by climate change to their clients. It is therefore a useful
approach to apply in assessing the state of sustainable finance in the MENA region. Green
inclusive finance is defined as the ensemble of services and practices microfinance institutions
imp|emenf that pursue an environmental objecﬁve, aim to reduce the climate vu|nerobi|ify
of end-clients, and/or promote sustainable access to basic services or the implementation of
sustainable ogricu|furo| practices. It entails mu|ﬂp|e axes of action: infegrating an environ-
mental strategy, iden’rifying and managing environmental risks and opportunities at the client
and institutional level, and offering sustainable financial producfs and non-financial services
to clients.

This report is the result of a research initiative initiated by the SANAD Technical Assistance
Facility and implemented by HEDERA Sustainable Solutions (HEDERA) to assess the state
of sustainable finance in the MENA region using a green inclusive finance approach, and to
forge future strategies.

The objectives of this assessment are the following:

+ Assess the level of understanding of sustainable finance among MFls in the MENA
region and raise awareness about the adverse impacts of climate change on business
resi|ience, both insﬂfuﬂono”y and for end-clients.

+ |dentify MFIs’ existing environmental strategies, climate risk management practices, and
current offering of sustainable financial products and non-financial services.

« Determine the support MFls need to develop their environmental strategies and inte-
grate a green inclusive finance opprooch into their operations.

. |o|en‘rify local and regional stakeholders that can create an enabling environment to
push sustainable finance forward among MFls.

0000000 00 <0553N891Lw 0 £ HEDERA 8
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FSPs, and in particular MFls, have demonstrated their ability to build resilience and
create economic opportfunities for households and businesses excluded from or underserved
by the formal bonking sector. Green inclusive finance sits at the nexus between financial
inclusion and sustainability. It is a framework that seeks to demonstrate how financial services
can be |everc|geo| to he|p low-income peop|e, communities, and enterprises reduce climate-
related vulnerability and transition towards more sustainable livelihoods, and, at the same
time, how FSPs can imp|emenf actions at the institutional level to make their operations more
sustainable and prioritize environmental protection.

Green inclusive finance approaches can be integrated into FSPs’ operations to increase vulner-
able popu|ofions' resilience to climate chonge, mitigate adverse environmental impacts at the
institutional and client |eve|, and ensure overall sus‘roinobih‘ry. At the client |eve|, this involves
the provision of susfoinob|e, or 'green', financial producfs and non-financial services, which
should go beyond clean energy and energy efficiency and cover sustainable agriculture, safe
water and sanitation, green bui|o|ings, producfs, and mo’rerio|s, the circular economy, improved
waste management, and clean transportation. At the institutional level, FSPs can deve|op an
environmental strategy and infegrate climate risk management practices, o|ongsio|e fraining
and capacity bui|o|ing programs, in order to foster susfoinobih’ry in all deporfmenfs and make
it a core princip|e of the institution. It is therefore a powen[u| framework and guide ’r|’1roug|'1
which MFls can implement sustainability at all levels.

UaF dj QOQF0O2&2zZ :U™j d
Zdj i:F

Fo||owing the reference framework of the Green |no|ex, an environmental performonce assess-

[1FFji dj -wROIBF

ment tool developed by the European Microfinance Platform Green Inclusive and Climate
Smart Action Group [3], institutions have a range of axes that +hey can pursue to commit to,
manage, and foster environmental protection at the institutional and client levels: 1. devel-
opment and imp|emenfofion of an institutional environmental strategy; 2. identification and
management of environmental risks and opportunities; and 3. deve|opmen+ of an offer of
green financial and non-financial products and services.

The Center for Financial Inclusion (CFI) has recently developed a framework to assess green
inclusive finance from the offer perspective [4], e.g. how inclusive finance can he|p low-income
popu|oﬂons prepare for and respond to climate chonge while improving green oufcomes. The
framework consists of the definition of four impact pofhwoys financial institutions can support
their end-customers in pursuing, nome|y, mitigation (investments in cleaner ’recl’mo|ogies fo
improve local environmental conditions for households and communities), adaptation (mea-
sures tfo cope with climate chonge, whether in rural or urban oreos), resilience (‘rhe obi|ify to
reduce clients’ vulnerability to climate-related events and enhance their ability to respond to
them), and transition.

Given the research objectives of assessing MENA MFIs" level of understanding of sustainable
finance and idenfifying their existing institutional practices and the support +hey require, this
study uses the Green Index 3.0 (G13.0) framework for its analysis. The Green Index framework
has been chosen because it examines the institution’s level of commitment and ways to inte-
grate a green inclusive finance opprooch within the institution in detail. An overview of the
GI3.0 axes of action of green inclusive finance, which align with dimension 7 of the USSEPM,
is given below.

0000000 00 <05%9N301iw o & HEDERA 9
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@100BN hytitci@CiiUR  FSPs can define their commitment to green inclusive finance by
developing a vision, establishing key performance indicators (KPls) to achieve in a specific
period, and assigning clear responsibi|iries and @ budger to reach the institution’s goo|s. In-
stitutions can deve|op a documented strategy to specify their objectives to reduce the clients’
or porh(o|io's vulnerabilities and adverse environmental impacts, promote resilience or positive
environmental impacts, or promote the odop‘rion green practices and rechno|ogies, meeting
the needs and demands of their clients.

FOREATOOMN NY&P By defining objectives and including quantifiable targets, actions, and
resources (with defined responsibihﬁes and a capacity bui|dir1g s’rroTegy), the institution can
monitor the progress, processes, and achievements and internally report on the performance
and execution of the strategy. Comp|ying with local regu|orions, rrocking performance using
standard indicators, and aiming to improve the metrics may also be part of the institution’s
environmental strategy. Institutions can also establish porfnerships fo support the achievement
of their environmental strategy.

dG IR i ORAON 6ReUTEKTO  To monitor progress, FSPs may opt to operate in accordance
with non-mandatory industry initiatives (e.g. Green Index 3.0, Dimension 7 of the Universal
Standards for Social and Environmental Performance Management, CERISE ALINUS Tool,
or evaluations on environmenfo|, socio|, and governance (ESG) performonce), international
standards and regu|ofion5 for disclosure and management of adverse environmental impacts
at the institutional level (e.g. European Union Sustainable Finance Disclosure Regulation (EU
SFDR), OECD-UNDP Impact Standards for Financing Sustainable Development, B Impact
certificate, or IRIS+ indicators), or reporting on climate-related and environmental sustain-
ability risks (e.g. Task Force on Climate Related Financial Disclosure or Network of Central
Banks and Supervisors for Greening the Financial System).

‘lle'f:k '{ |§/RR®N on environmental perrcormonce is important fo track an institution’s
progress and motivate staff to work towards the green inclusive finance goo|54 Institutions
can report internally to the board of directors, showcase achievements to employees, and/or
share their environmental strategy achievements with external parties and the genero| pub|ic.
Institutions can also report their achievements in pub|ic annual reports.

dTIUR(ﬁLJ@N IO'@OGIURCTR@;@ Understanding and quantifying end-clients’ risks and
vulnerabilities is @ key priority for institutions serving low-income communities. Climate risks
can become financial when the production of MSMEs is exposed and vulnerable or the infras-
tructure for business deve|opmenr is severe|y affected. Institutions can idenﬂfy the institution’s,
c|ienrs‘, or porffo|io‘s vulnerabilities to climate chonge, extreme weather events, environmental
degrodoﬂon, biodiversi‘ry loss, energy poverty, limited access to water and sanitation, poor
waste management, |oo||ufing transportation, diseases due to improper storage of chemicals
or indoor pollution, and poor land and soil management.

In addition to idenrifying client risks, institutions can also iden’rify the adverse environmental
impacts caused by clients’ activities, such as greenhouse gas emissions, air, water, and soil
po||u+ion, deforestation, land degrodorion, waste producﬂon, and overexp|oi‘roﬁon of natural
resources. At the institutional |eve|, the FSP can assess the effects of its own activities, such as
its greenhouse gas emissions, waste produced, and energy, water, paper, cardboard, p|os‘ric,
g|oss, mero|, and fuel consumption.
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eUeNdAN 101@90CI 1 UREFKBLS  All the abovementioned identification processes can be
conducted inferno”y by the institution or in por’rnership with experts and technical or tech-
no|ogy providers. Institutions can frain their loan officers and back-office staff on evo|uo’ririg
environmental risks o idenriicy vulnerabilities and adverse effects on the environment, whether
at the client or institutional level. Once identified, FSPs can incorporate these into their fi-
nancial risk management po|icies, c|ossiicying the risks, dei(inirig procedures tfo manage the risk
for each category, and, through established mechanisms (e.g. capacity building campaigns,
‘rechno|ogy, data management, etc.), monitoring the risks and vu|nerobi|iry levels of the clients

and institution.

These can then become clear action points to address at the institutional and client level.
Institutions can idenrify sustainable practices or clean ‘rechno|ogies that improve access to
offordob|e, reliable, and clean energy, water, and sanitation, increase produciiviiy, or reduce
impacts and vulnerabilities. For their risk management, institutions can put a contingency p|om
in p|oce tfo mitigate climate risks on their properties and human resources, purchose certified
carbon credi’rs, raise staff's awareness on the vulnerabilities and adverse impacts, and train

staff on good practices.

ackU1ee@N g1 19kRtUBA6 FSPs can conduct targeted market research to identify their
clients’ demand and need for financial producrs for green practices and/or ‘rechno|ogies and
non-financial services, such as awareness raising on environmental protection, fraining, and
technical assistance. FSPs can he|p clients ideri’rify local providers for sustainable practices
and Techno|ogies or training and assess their costs and return on investment, as well as the
quality of the technologies, local market and regulatory incentives, technical support, and
further mapping of threats, market segments, and related aspects.

By putting in p|oce client-centric processes, institfutions can select and propose specific finan-
cial or non-financial producrs and services to address clients” identified needs. Institutions can
also assess their opportunities to deve|op and imp|errieri’r an environmental strategy, an eco-
logical and climate risk management system, and green products and services based on the
data ocquired. Deperidirig on the institution’s priorities, e><p|oiririg green inclusive finance op-
portunities may entail attracting new clients, diversifying portfolios, attracting grants, aligning
with existing trends in the region or country of operation, and/or fosfering innovation. The
use of tools and data is critical in these procedures, which, in turn, can generate economic
opportunities fo enhance climate resilience and environmental protection and decrease the
porh(o|io risk.

Z@eUhdN hfi el RihoUgNGe eUT otere@erT IkehR@16  Institutions can offer prod-
ucts to finance the purchose of renewable energy systems 2 and energy—eicficieri’r ‘recrmo|ogies
3, water, sanitation, and hygierie produc’rs 4, sustainable ogricuHure practices, waste man-
agement activities 5, and clean fransportation 6 ’rhrough dedicated or non-dedicated loan
producfs, pay-as-you-go solutions, and |eosing services. Besides loans, institutions can offer
savings produc‘rs for climate resilience enhancement, remittances or money transfers for sus-
tainable ogricuHure, green produc’rs, climate insurance, and emergency loans.

%Solar home systems, solar water pumps, pico photovoltaic (PV) kits, solar lamps, solar cookstoves, solar dehy-
drators, solar crop dryers, solar hydroponics, efc.

3Eitficienr biomass stoves, air condirioners, & reicrigerorors, thermal insulation for housing, improved cooks’roves,
biodigesters, light-emitting diode (LED) lighting

4C|QOH water i(i|‘rers, desalination systems, water storage ionks, connections to piped water nefworks, solar water
disinfection, improved private toilets, composting toilets, low-flow fixtures, drinking water pumps, etc.

5Recyc|ing, collection of used materials for upcyc|ing, resale of producrs, reduced food waste, etc.

®Electric or hybrid vehicles
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EkgIG@@AN Ai1U10r ngk TITAERIT BKYTEARG Loans for financing sustainable practices
and Techno|ogies can have unique characteristics. Institutions may odop’r the loan limits to the
needed investments, establish terms that ensure the investment has been recovered, design
a repayment schedule that o|igns with the cash flow that clients will obtain with the new
technology or practice, reduce the interest rate, have credit risk guarantees, link insurance
services to the loans, or offer technical assistance or training. Moreover, institutions can support
the development of specific staff and client capacities to raise awareness of the practices or
Jrechno|ogies, eg. Jrhrough regu|or capacity bui|o|ing sessions, es’rob|ishing porfnerships with
local experts, supp|iers, civil organizations, international o|eve|opmen+ cooperation actors, and
technical assistance providers for know-how transfer, and ensuring consumer engagement.

i yOmiT@eriT Nk 10 1kyTehre eUT drdihr egere@eAs 1kehr@i O0EURDON  FSPs
offer to finance green *echno|ogies and sustainable practices is not limited to fu||y dedicated
producfs with specific characteristics and conditions for the clients. Through non-dedicated
producfs such as Working copifo|, asset finoncing, and housing improvement or ogricuHure
loans, institutions can also finance green fechno|ogies and sustainable practices; for instance,
FSPs may provide Finoncing for working copi+o| for imp|emenfing ecosstrem-bosed solutions
(e.g. beekeeping, greenhouses, etc.), the acquisition of clean energy technologies for the client’s
income-generating activity (e.g. solar egg incubators or water pumps), or energy—eﬁicienf ap-
pliances or installations for housing improvement in a housing loan (e.g. water-saving toilets,
LED lighting, house insulation, etc.). By tracking the final purpose of the disbursed loan, insti-
tutions can analyze the demand and assess the viability of implementing a dedicated product,
raising awareness, promoting environmental protection, and imp|emenﬁng the institution’s en-
vironmental strategy.

&ﬁéR@N ®9R®§R®DC:F9§9RC®6F|GH_J To track the achievement of their environmental
goo|s, institutions can monitor the de|ivery and disbursement of green loans. FSPs can c:pp|y
specific procedures and imp|emenf tools to facilitate loan disbursement, e.q. technical docu-
mentation specifying the return on investment, business case, opportunities for income stream
generation, & benefits of the systems in terms of resilience enhoncemen’r, dedicated market-
ing materials, and communication channels for customer service. These indicators enable the
verification and Jrrocking of the investment made by the client, using an environmental taxon-
omy/set of criteria or specialized software to implement or monitor a sustainable agriculture
practice/energy system.

a1k@N UgU00eUh@Forkl®16 Generating demand and raising awareness on the rele-
vance of environmental protection is fundamental for institutions with an environmental strat-
egy. Institutions can raise awareness on a wide range of subjecfs, such as client vulnerabilities,
mitigation strategies, adverse environmental impacts and how to decrease them, and the eco-
nomic opportunities and social benefits of green practices and fechno|ogies. Training material
can be delivered in-person, via remote client fraining, or ’rhrough joint sessions and events for
staff and clients. Case sfudies, games, promofiono| moferio|, technical fact sheefs, procfico|
activities, Techno|ogy demonstrations, and peer |ec1rning ’rhrough field visits can be offered to
institutional staff to develop their capacities to provide training and/or technical assistance to
clients.

U9yB Ry 11eRERN Nk iU AhReG 1 U0eUh 1ikngkTieUhn
The axes of action mentioned above are dimensions where specific environmental performance

assessment tools can guide MFls in their green inclusive finance development. Such tools have

0000000 00 «05%9N801iw 1 & HEDERA 12

v



T1ykR) Otereder® zAelh G ror Fj TINGU

a variety of opprooches with different perspectives and purposes, such as due di|igence, ESG
rating, and impact assessment.

The Green Index 3.0, launched in 2022, is a tool developed by the e-MFP GICSF-AG to help
MFls conduct an in—deprh ono|ysis of their green inclusive finance periormonce o|ong a full set
of quo|i’rofive and quantitative (outcome) indicators, in order to idenfii(y gaps, define priorities
and an action |o|on for improvement, and receive fraining on the actions, processes, produc’rs,
and tools that could be imp|emenfed in green inclusive finance to improve their performonce.

The SPI4 tool is a social performance audit tool developed by the French NGO CERISE that
aims to help financial institutions achieve their social mission. The SPI4 helps microfinance
institutions evaluate their level of implementation of the Universal Standards for Social Per-
formance Management (USSPM). Since 2014, the SPI4 has offered the option to evaluate
MFIs" environmental performance, integrating the qualitative indicators of the Green Index

1.0 and, since 2016, the Green Index 2.0.
In 2022, CERISE+SPTF launched an update of the USSPM with the integration of a new

mandatory dimension, Environmental Performance Management, making it the Universal
Standards for Social and Environmental Performance Management (USSEPM). The con-
tents of Dimension 7 of the Cerise+SPTF's USSEPM and the e-MFP GICSF-AG's Green Index
3.0 are fu||y o|igned at the concep’ruo| level regording standards and essential practices. The
Green Index 3.0 provides an in—dep’rh ono|ysis and he|ps establish a detailed improvement
action plan on green inclusive finance. Dimension 7, co-developed by Cerise+SPTF and the
e-MFP GICSF-AG, helps establish a detailed improvement action plan in the framework of
the Universal Standards.

The Alinus tool stands for "ALigning INvestors due-diligence and reporting with the Universal
Standards”. The SPI4-Alinus is a subset of CERISE-SPI4 indicators that allows investors in
inclusive finance to conduct their due diligence with FSPs. In 2021, a group of investors
collaborated with the GICSF-AG and CERISE+SPTF to integrate a subset of indicators of
USSEPM Dimension 7 and Green Index 3.0 into the Alinus tool.

Other tools such as ESG rating tools may help institutions assess their environmental perfor-
mance and commitments. Investors such as Innpulse, FMO, Agents for Impact, Triple Jump,
and Invest in Visions have their own tools for due diligence and evaluation of the institution’s
environmental periormonce, o|ong with their Finoncio|, socio|, and governance assessment.

Ot uckl]

The axes of action of green inclusive finance entail different levels of engagement and aware-
ness from institutions to imp|emenr actions at the institutional and client level. The motivations
and incentives to pursue green inclusive finance will depend on the institutional priorities, mar-
ket conditions, risks, and enob|ing environment within which the institution operates. A|ongside
the axes of action, the environmental performcmce assessment tools evaluate the actions the
institutions carry out, but not the environment, cho”enges, and ecosystem surrounding the
institution.

Given the diversity of social and financial contexts, climate vulnerabilities, and energy security
issues across the MENA region, a broader framework is needed to assess MENA MFIs’ level
of de\/e|opmen‘r in the green inclusive finance sector. In the fo||owing section, the merhodo|ogy
used for the assessment is described, inc|uding the dimensions of evaluation that assess the
environment in which the institutions operate and the axes of action of green inclusive finance.

0000000 00 «05%9N801iw 1 & HEDERA 13

v


https://www.e-mfp.eu/green-index
https://cerise-spm.org/en/spi4/
https://cerise-sptf.org
https://cerise-spm.org/en/alinus/

T119ky OteredeAn z@elht G ron Fij TINGU

OOFOOdj [ [IFFj df -:wRROIOF Zd§j j:-Fdj UaF
Fi [IF[d=j

In order to assess the state of green inclusive finance in the MENA region, it is impor-

tfant to c1no|yze not or1|y institutions” progress o|ong the axes of action, but also their operating

ecosystem and regu|o+ory environment. To this end, this assessment has used the Green In-

clusive Finance Penetration Framework for its analysis, implemented through desk research, a
survey of MFls, qualitative interviews, and a three-day workshop.

U6 [kiU dOhRedr zAeuht ErUiRkERQU ZkET 1 YKL
The Green Inclusive Finance Penetration Framework is an approach developed by HEDERA
to evaluate the drivers of green inclusive finance and actions imp|emen‘reo| by FSPs.
The Framework focuses on three dimensions:
. Enob|ing environment: regu|o‘rions, programs, & partners
+ Execution: environmental strategy & risk management
« Offer: financial produds and non-financial services

Each dimension is assessed using specific questions in a survey of MFls. The answers are then
assessed in consolidated indicators and scored between O and 100.

In each indico’rors, the scores are normalized in the considered somp|e, so that the range is
0-100. The resulting normalized indicator scores are averaged in order to compute the score
in each dimension (between O and 100). These scores are equally weighted to provide a final
assessment of the target group’s green inclusive finance penetration. The detailed scoring
system is provided in the Appendix.

Challenges ‘

Enabling Environment

How vital is the context in which the MFI Regulations ‘
operates to green finance development?
Partners ‘

NONE

Business & aspirations

Execution .
Environmental Strategy & Risk Management [i/gelilgle

How in-depth are MFIs implementing their Risk management (institut.) ‘

environmental policy and risk management
procedures? Risk management (clients)

BEGINNER PROFICIENT ADVANCED

Products for HH/businesses ‘

Offer

What are MFIs offering to enhance the Products for agriculture ‘
climate resilience of their institutions and
clients? Outreach ‘

BEGINNER BASIC PROFICIENT ADVANCED

Figure 1: Summary of the dimensions and indicators considered in the Green Microfinance
Penetration Framework
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This dimension assesses the cho”enges, governmen+o| support, and guidonce that exist at
the local level and affect FSPs" ability to pursue a sustainability agenda. It looks at current
regu|ofions, stakeholders, and programs fo evaluate the context surrounding the deve|opmen+

of green inclusive finance.

To assess the imp|emenfoﬁon of green inclusive finance, this dimension assesses the extent to
which FSPs have progressed in imp|emenﬂng their environmental po|icy and risk management
procedures, if at all. For this, FSP's business values and objectives are evaluated with regards
to environmental protection, the level of reporting, and environmental risk management at
the client and institutional level.

The last dimension evaluates the core business of FSPs, ie, the provision of financial and non-
financial services for households and MSMEs. It seeks to understand what the institutions offer
to enhance the climate resilience of their clients and looks at the number of dedicated financial
producfs and non-financial services for households/businesses and sustainable ogricu|’rure, as
well as their respective outreach.
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Using the Green Inclusive Finance Penetration Framework, the assessment involved a sector
survey of microfinance institutions, semi-structured interviews, and desk research. The sector
survey was launched in early July 2022 and covered MFls in Morocco, Tunisia, Egypt, Lebanon,

Palestinian Territories, Jordan, Syria, and Yemen’.

Within two months (July 19 to September 19), 42 organizations completed the survey online.
Participants included institutions from Yemen (8), Palestinian Territories (7), Egypt (6), Jordan
(6), Lebanon (6), Morocco (5), Tunisia (3), and Syria (1). A quantitative description of the
somp|e inc|uding age of the institution and number of clients is provided below.

Palestinian Territories (7, 16.7%)

Yemen (8, 19.0%)
Lebanon (6, 14.3%)

Syria (1, 24%)

Tunisia (3, 71%)
Egypt (6, 143%)

Morocco (5, 119%)

Jordan (6, 14.3%)

Figure 2: Survey participants distribution

Clients
Age .
. EE  5k-20k clients
EE Established [
<3k clients
B Mature i
mmm  20k-100k clients
I Young

100k+ clients
28.6%

(#12)

Figure 3: Brief descripﬁon of sector survey participants. Total number of institutions: 42.

For the ono|ysis, participating institutions have been divided into different categories accord-
ing to their age (young: less than ten years since their establishment, mature: 10-20 years,
established: over 20 years) and number of clients (small: less than 5,000 clients, medium:
5,000-20,000 clients, large: 20,000-100,000 clients, and very large: over 100,000 clients).

In parallel to the survey, semi-structured interviews were conducted with selected MFls and
other stakeholders in the microfinance sector. The interviews aimed to verify the statements
given in the comp|e’red surveys, provide further information on the institution’s operating en-
vironment, and exp|ore the main cho”enges and support needed.

The survey results are presented in detail in the fo||owing sections occording to the Green
Microfinance Penetration Framework dimensions.

"The survey can be found in English, French, and Arabic here
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The survey results show that the best ericnb|irig environments for imp|emen’ring green inclu-
sive finance are found in Tunisia, Morocco, and Yemen, whereas currenHy the most chal-
lenges are reported by institutions in Lebanon and Jordan. Together Association (Egypt)
and Attadamoune Micro Finance (Morocco) both operate in a high|y enob|ing environment.
Hadhramout Microfinance Program (Yemen), Advans IMF (Tunisia), and Enda Tamweel
(Tunisia) are in ecosystems where governmenro| support, porrnerships, programs, and de-
mand for microfinance services provide a unique environment for deve|oping green inclusive
finance. On the other hand, institutions in Lebanon and Jordan highlighted the challenges
institutions face in fosfering green inclusive finance: lack of partners, regu|c1fions, support-
ing programs, and weak demand. Results show that regardless of the institution’s age, the
environment depends on external factors outside of the organizations’ control.

None
I Low
s Medium

I

I

T = bigh
L

[

Tunisia (n= 3)
Morocco (n= 5)

Yemen (n= 8)

None
Syria (n=1) Mature (n= 12) 552 - Low
s Medium
Egypt (n= 6) == High
Palestinian Territories (n= 7)- Established (n= 22)-M
Jordan (n= 6)-
[0} 20 40 60 80 100 o 20 40 60 80 100

Enabling Environment Enabling Environment

Figure 4: Average enabling environment score per country (left) and institutional maturity

(right)
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There are different ways that the government and regulators can encourage MFls to adopt
a green inclusive finance opprooch ‘rhrough setting po|icies requirements and providing in-
centives. Across the region, a few regu|o‘rions and programs focused on getting the financial
sector to take action on climate protection have emerged. In Egypt, it is possib|e to issue green
bonds (e.g. to finance nature-based solutions), while in Jordan, though MFls report a lack a
lack of regulation, the Central Bank has started to develop a National Financial Inclusion
Strategy with the support of The World Bank, which will have a component on green inclusive
finance. In Morocco, different initiatives and programs have contributed to raising awareness
within the microfinance sector on developing a green offer. Furthermore, in Tunisia, there
is o|reody a regu|o+ion benefi’ring companies that work on the green economy and promote
sustainable development.

74% of MFls report an absence of regu|g‘rions that ob|ige them to take e><p|iciJr action on
environmental protection. 81% indicate there are no regu|orory incentives for companies that
are taking action on environmental protection. The 3 institutions (7.5% of the total) reporting
awareness of the existence of national regulations are from Egypt, Tunisia, and Yemen. In
Tunisia, however, o|‘rhoug|’1 regu|o‘rions were aimed to support institutions, during imp|emen—
tation, FSPs have identified additional challenges. Specifically, since the end of 2021, by law,
institutions are suppor’red in terms of tax exemptions when activities are related to the green
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economy and sustainable development. However, FSPs claim there is a funding gap for the

skills acquisition of internal staff®.

The lack of regu|d’rion is reflected in the fop three main cho”enges perceived by the mi-
crofinance sector at the country level. 72% of the institutions claim that there is a lack of
governmenfo| support, lack of proper regu|ofions on green finance, and a lack of funding
for |ounching new producisi At the same time, microfinance networks point fo a reactive ap-
prooch from governments that will take action when ihey believe there is sufficient demand
from MFls themselves. The close relationships between microfinance networks and central
banks and regu|oiors and a cooperative ecosystem among the microfinance institutions in the
region would provide great potential for capacity building, awareness raising, and initiating
cross-border programs.

A small percentage of MFls (16%) considers high competition from commercial banks and
energy companies to be a primary challenge, and a quarter (25%), complex processes for
Funding usage.

The CFlin partnership with the GIZ is currently working in a research aiming to mainstream
green inclusive finance in the MENA region to provide inputs to po|icymokers on how to
deve|op programs for green inclusive finance. The main objectives of the initiative is to under-
stand what financial services can do to help vulnerable people in the MENA region manage
risks associated with precipitation, sea-level rise and extreme temperatures, map the strategies
and instruments that policymakers and regulators in the region have utilised to support green
finance and finally, develop a new narrative for green inclusive finance in the region and how
it can be mainstreamed into policymaking and development programming.

Z A )
EECkRUI1KkO
As for porinerships, 43% of survey respondenis have agreements with other stakeholders to

offer green produc‘rs. Per country, the fo||owing organizations have suppor‘red or are curren‘r|\/
providing assistance to the respondeni MFls in deve|oping green inclusive finance:

- FNUIR) Green for Growth, USAID Feed the Future Egypt, Food Security and Agribusi-
ness Support (FAS) Project

- sykTEU) Green for Growth, USAID

- WiHEUYU) Green for Growth, USAID
. kyhﬁyv Elephant Vert, GERES, Green for Growth, MicroFinanza, SANAD, SIDI
- EeRRA@U Unkk@9kG8) Care International, Green for Growth, Kiva, SANAD

- Ut0®B@) ADA, Développement International Desjardins, MicroEnergy International

- UIUD Local suppliers, Silatech, Social Fund for Development, United Nations Office
for Project Services (UNOPS), the United Nations Development Programme (UNDP),
USAID, World Bank

8n practice, this financial support, advanced by Article 29 of Decree Law No. 2021-21 of December 28, 202,
re|cifing to the Finance Act 2022, is given in the form of a tax exemption for companies whose activities relate
to the green economy and sustainable development. This tax exemption is specified in paragraph Il bis in
Article 39 of the Code of personal income tax and corporate tax, which states expressly: Interest from the
issue green bonds, socially responsible bonds, and sustainable bonds as defined by the regulations in force are
removed by the tax base, and this, within the limit of 10,000 Tunisian dinars per year. However, this measure
has failed to include the generation of green jobs, neglected by the legal nomenclature and government's
environmental policy. This financial law should provide for the pre-financing of training and capacity building
for human resource development in green inclusive finance.
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This dimension of the Green Inclusive Finance Penetration Framework covers the implementa-
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tion of environmental strategy and environmental risk management in the region. More ad-
vanced environmental strategies and risk management can be found among MFls in Tunisiq,
Lebanon, Yemen, and Morocco, where MFls in the Palestinian Territories and Jordan are at
an earlier stage. Dependent on the maturity of an institution, different support can be of-
fered to develop this dimension. Younger MFls can best benefit from awareness raising and
in’rroduc‘rory workshops on the topics, while more in—dep‘rh odvisory support and technical as-
sistance on institutions” environmental strategy and environmental risk management should
be provided to established institutions.

Morocco (n= 5) Beginner
Basic
B Proficient

BN Advanced

Yemen (n= 8)
Lebanon (n= 6)
Tunisia (n= 3)

Beginner
Mature (n=12) 576 Basic
. mmm Proficient
Syria (n=1) W Advanced
Egypt (n=6) Established (n= 22)-‘“

Jordan (n= 6)

Palestinian Territories (n= 7) Young (n= 8) 302

o

20 40 60 80 100 0O 20 40 60 80 100
Execution Execution

Figure 5: Average execution score per country (left) and maturity (right)
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There is a notable interest in incorporating environmental protection or climate resilience
concepfts into the institution’s strategic |o|on. 41% of respondenrs indicated that Jrhey o|reoo|y
have an environmental strategy, and 45% plan to do so in the future. Only 16% of institutions

neither include any environmental aspect in their institutional strategic p|on nor are p|onning
to (Figure 6).

As for reporting, 45% of MFls surveyed report inTerno“y on environmental performoncer This
proportion increases to 64% for institutions that have at least one green financial or non-
financial product for households or MSMEs. Only 5 institutions already produce public reports
on their environmental performonce, Though about the half of the MFls surveyed are p|onning
to do so in the future.

-gURIKOBN Ro1 RULT Y 6L IKR ROER @ UniTa Tl @
eRCer;RQUe 1 loee@iT Ror Uit nyk ou é h@?cgl
RihoU@ET ot 1 19kR nyk GiektiR &00160tiUR 6RETG6

euT 1kgTthR T16@U eUT Tih H 1t UR:

When asked about which stakeholders they would approach for support in the development
of their environmental strategy, fhree-quorrers of the institutions agree that investors and
consultants are in the best position tfo support them . Ratings agencies and local authorities
were ranked last for providing support. While institutions stated that fhey mosHy lack support
from governments and regu|ofors, these entities are not classified as the ideal stakeholders
that could assist institutions in developing their environmental strategies.
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The strategic plan incorporates
environment protection 40.5% 45.0% 14.3%
or climate resilience | :
concepts
A person or a committee
in charge of managing all 42.9% 42.9% 14.3%
environmental topics
Reporting on its environmental
performance (board and 46.3% 36.6%
investors)
Reporting on the environmental SIS 50.0%
performance (public) .

8 16 25 33 42

Yes

No, but we are planning to

e
No, and we are not planning to

Figure 6: Deve|opmen‘r of environmental strategy

Used in the past

Known, but
never used

Do not know any listed tool

Knows at least one tool

Green Index -

SPl4/Alinus/ |
USSEPM Dimension 7

Others |
(FMO, AFISAR, .)

0 5 10 15 20 25

Figure 7: Awareness and experience with environmental performonce assessment tools

61% of the surveyed institutions are not aware of environmental performance assessment tools
(Figure 7), while 39% of the respondents know at least one tool. About 30% of the total
responden’rs are aware of the SPl4 and Alinus tool, but or1|y 4 institutions (9.5%) have used
it in the past. Only 5 institutions know about the Green Index, and only one has used it in
the past. Moreover, on|y 3 microfinance institutions out of 42 indicated that ‘rhey had O|rec1c|y
undergone an ESG assessment.

technical assistance facility
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Over half of the FSPs across the region are imp|emen‘ring different activities related to client

environmental risk management. Institutions are primori|y interested in raising awareness and
conduc’ring fraining for staff on practices to reduce or avoid adverse environmental impacts.

‘|(B§ DCU@NIUICJR €R RO1 @GRQERQUCE_'FTI 11T 62% of the institutions are currently im-
p|emen’ring activities related to institutional environmental risk management (Figure 8). The
activities that are most common|y imp|emerﬁeo| include environmental risk omo|ysis of loan
opp|icc1’rions (38.1%) and categorization of loan opp|icoﬁons occorcling to this assessment
(33.3%). In similar proportions, responden’rs also indicated that their institutions train the staff
on environmental practices to reduce adverse impacts. 60.7% of institutions indicated that
‘rhey are o|reoo|y receiving support for conducfing actions related to risk management. Sup-
port is mainly provided by investors (e.g. IFC, SANAD), development programs (e.g. USAID),
and consultants Jrhrough technical assistance.

Implemented activities related to risk management

(at the level of the INSTITUTION) (n = 41)

Environmental risk analysis

39.0%
of the loan applications

Loans cathegorization according

‘ t 341%
to environmental risk assessment

Staff training on practices
to reduce or avoid negative
impacts on the environment

34.1%

Market and demand assessment

19.5%
studies on basic needs

Environmental risk analysis
of the institution

Monitoring of institutions'
adverse environmental impact

None 36.6%
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Figure 8: Risk management at the institutional level

On|y 4 institutions monitor their negative environmental impact at the institutional level, and
on|y 6 responderﬁs pencorm institutional environmental risk cmc1|ysis4

Among the institutions that perform client environmental risk assessment as part of loan ap-
p|ico’rion evaluation, the majority idenﬂfy lack of access to clean water (93%) and energy
(80%) as major cho”enges. 60% of responden’rs indicated droughfs and heatwaves as major
risks cn(fec’ring their clients. Other risks reporfed included wi|dfires, cold waves, and torrential
rains in Morocco, Tunisia, and Yemen; hailstorms in Morocco; tropical cyclones/hurricanes in
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Yemen; and mudslides in Jordan.

On|y 12% of the institutions indicated the environmental risks ‘rhey are exposed to at the
institutional level - energy and water access were also found to be the most relevant climate-
related risks for the institution itself.

Uor Bft gn 1gh1k RgY® 6 Ro1 Ticd ACKKAK Rock
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The lack of proper tools to conduct environmental risk management practices at the institu-
tional level was highhgh*ed by 89.92% of respondenfs, while two-thirds indicated the lack of
know|eo|ge as one of the main cho”enges. Staff motivation was not reporfed to be an issue.

Tét geteN1tiIOR eRRo1 hBAOR Fil1F Over 60% of the institutions do not implement any
action to manage clients” environmental risks. One-quarter of the institutions support their
clients by assisting them in deve|oping businesses promoting green practices or producfs. 17 %
train their clients on methods to reduce or avoid negative environmental impacts, whereas
only one institution provides services to respond to environmental shocks. At the client level,
the majority of institutions (90%) imp|emen+ing risk management activities report a lack of
proper tools for implementing additional environmental risk management practices, and 77%
indicate H’]ey lack know|edge. Lack of collaborations with other stakeholders and the high
complexity of the topic were also highlighted as challenges, though to a lesser extent (61%
and 45%, respectively).

Implemented activities related to risk management

(at the level of CLIENTS) (n = 41)

We support our clients to develop
businesses promoting green practices
or products

We train our clients on practices
to reduce or avoid negative impacts
on the environment

We prepare clients for extreme
climate events to enhance their
climate resilience

We offer services to respond to
environmental shocks

I
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None of the above 63.4%
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Figure 9: Risk management at the client level
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The National Microfinance Foundation - Yemen (NMFY) is an NGO operating in twenty
branches in Yemen. Since 2015, due to the outbreak of the war and the consequent power
outages, NMFY started delivering renewable energy financing. In 2015, when the grid went
off, NMFY financed solar home systems of up to 3 kilowatt-hours (kWh). In 2017, due to
the national fuel crisis, the institution started oﬁcering smallholder farmers 20kWh solar water

pumps. In 2019, rural areas accessed subsidized 10 Watts pico-solar systems through NMFY.
Various projects were suppor’red by diverse international deve|opmenf cooperation programs

(e, Silatech, Foreign, Commonwealth and Development Office (FCDO), KFW, World Bank).

As of the end of 2021, the Foundation has disbursed more than 5000 energy loans, with
an estimated volume between 10 and 15 USD million. The portfolio diversification of NMFY
has he|peo| differentiate them in terms of gofhermg expertise in Jrechno|ogy selection, partner-
ing with supp|iers, managing inventories, and iden‘rifying their clients’ needs. The effort was
combined with cho”enges fo raise awareness among value chain actors, technical engineers,
’rechnicions, formers, disfribufors, and end users.

The national context has been a driving force for NMFY to innovate and deliver the products
their target communities need. Seven years after, it has been evident for NMFY to stream-
line green inclusive finance across the organization. This imp|ies: defining an environmental
strategy, idenfifying the environmental risks and vulnerabilities at the client and institutional
level, deve|oping mechanisms for managing these and reducing adverse impacts on the envi-
ronment, and supp|ying green financial producfs and non-financial services to their clients.

In 2022, NMFY developed a strat-
egy to focus on the economic em-
powerment of MSMEs through sus-
tainable development and responsi-
ble finance that promote clean en-
ergy and environmental protection.
The steps fo imp|emen+ include rais-
ing awareness among employees and
clients of green loans, deve|oping in-

centives for green loan documenta-
tion, adding an environmental com-
ponent to the risk identification and  Figure 10: Branch managers capacity building
management matrix, and monitor- (Photo: National Microfinance Foundation)
ing the strategy implementation (tar-

gets, ochievemenfs, team, resources, and oppor’runifies)

The environmental strategy defines tasks and responsibilities along the internal hierarchy of
NMFY. General management is in charge of developing the green strategy and defining the
green indicators to track. The risk department assists in the development and implementa-
tion of environmental risk identification and management fo green the portfolio. The branch
managers oversee the disbursement of green loans, manage por’merships with supp|iers, and
idenfify local opportunities. Fmo||y, loan officers idenﬁfy clients and facilitate the imp|emen-
tation of green loans for MSME customers. Comp|emenfory to the field staff efforts, the
communications and morke’ring deporfmenf isin chorge of pub|icizing the success story of the
winner of the best green loan every quarter in NMFY's social media channels.

NMPFY is confident that this approach will differentiate its work at the institutional and client
levels in the country. This is occomphshed by i. obfoining a deep know|eo|ge of the client’s
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business for the loan disbursement and assessing the environmental impact of the income-
generating activity; ii. incorporating an eco|ogico| risk assessment component into the orga-
nization’s risk matrix; iii, raising awareness about green producrs and services among emp|oy—
ees; iv. inc|udmg incentives for green loans for loan officers and branch managers; and v.
showcasing green loans to promote an environmentally friendly organizational culture among
emp|oyees and clients.

The Jordan Microfinance Company Tamweelcom was founded in Jordan in 1999 as a non-
profi’r organization, comp|ying with the |ego| and regu|orory framework of the Central Bank
of Jordan. It started with JOD 30,000, five employees and one branch with the purpose of
e|evc1ﬂr1g emp|oymer1’r rates, fosrering socioeconomic advancement, empowering low-income
individuals, finoncio”y excluded citizens, morgino|izeo| citizens and small enfrepreneurs ’rhrough
reliable Fincmcing solutions.

After many milestones achieved, today Tamweelcom has 39 branches across the country with
over 500 employees. As of the end of 2021, Tamweelcom served over 382,000 clients and
enterprises, with 74% female borrowers, 49% youfh borrowers and a gross loan porhtoho of
JOD 58 million (USD 81 million). Tamweelcom'’s policy aims, at the institutional level, to be
in line with its core values - fransparency, team spirit and collaboration, excellent service, and
social and environmenro”y responsib|e performonce - and at the client level, to ensure and
verify that the businesses financed by Tamweelcom have a minimal social and environmental
impact.

To occomp|is|n this, Tamweelcom has imp|emenreo| procedures to ensure the financed busi-
nesses have minimal adverse environmental or social impact. The first measure is to opp|y an
exclusion list for loans, prohibi’ring the finoncing of any type of company listed. This procedure
aims to ensure that the values of Tamweelcom are respected and contributes to raising aware-
ness among clients on the damage to the environment and hazards that the activity may imply
for society and the ecosystem. Once the sofery of the business is confirmed, the institution
ensures that the company’s purpose is |ego||y |egis|o‘reo| and that the business documents,
official permits, and opprovo|s required by Jordanian law are available.

Next, e|igib|e business sectors are clas-

o sified according to Tamweelcom’s insti-
M_LJQ—O—, tutional Environmental and Social Risk
Tomwée|com Classification List. When the loan dis-

bursement has been opproved, the fi-

nancing contfract contains a clause on
the client’s p|eo|ge not fo exp|oif finance
in one of the excluded sectors. New
business sectors not listed in the Envi-
ronmental and Social Risk Classification
List are evaluated explicitly by Tamweel-
com’s Risk Management Department,

which decides on opprovo| or rejection.

The business environmental risk identifi-

Figure 11: Risk assessment of loan application

cation consists of c|ossifying the business
(Photo: Tamweelcom) o , _ ,

activity s eco|og|co| impact info three
categories: high, medium, or low envi-
ronmental risk, with the letters A, B, and C, respectively, following the International Finance

Corporation (IFC) standards. Businesses classified as A are not financed.
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- Z8RINYKL ) Business activities with potential significant adverse environmental or social
risks and/or impacts that are diverse, irreversib|e, or unprecedenfed

- ZGRINYKL 9) Business activities with potential limited adverse environmental or social
risks and/or impacts that are few in number, genero”y sife-specific, |orge|y reversible,
and easily addressed through mitigation measures.

- z@RINYKL z) Business activities with minimal or no adverse environmental or social risks

and/or impacts.

This me+hoo|o|ogy is a framework IFC uses for environmental and social categorization to
reflect the mognifude of their investments’ risks and impacts. The resu|’ring category is linked
to corresponding institutional requirements for disclosure by IFC's Access to Information Po|icy

(IFC Environmental and Social Categorization).

This two-step approach is part of the customer profile. The Customer Relations Manager
fills out the form when visiting the client's business site, and the information is coprured in
Tamweelcom'’s core system. With these procedures, Tamweelcom is fulfilling its environmental
protfection po|icy by iden’rifying and supporting low and medium-environmental-risk businesses.
As a next step, Tamweelcom p|ons to set a new environmental strategy and incorporate
specio|izec| green financial producrs info its porrfoho.
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The offer of green financial producfs and non-financial services is not uncommon in the region;
half of the MFls are offering households and businesses renewable energy (RE) products and
one-third, energy—eﬁcicienf (EE) products. As for agricultural products, half of the respondents
offer produds related to sustainable crop producﬂon and 46%, finoncing for livestock man-
agement. One-third of institutions offer loans for improved water management for ogricuHure.
Mature and established institutions in Yemen and Palestinian Territories are more advanced
in their offer of financial and non-financial producfs and their outreach. To a s|igh’r|y lesser
extent, MFls from Egypt, Lebanon, Tunisia, and Jordan are offering green loans. The age of
the MFls influences their capability to implement green inclusive finance; young institutions’
offer is not as deve|oped as that of mature institutions.

Beginner
I Basic
BN Proficient
BN Advanced

Yemen (n= 8)
Syria (n=1)

Palestinian Territories (n= 7)

Beginner

Morocco (n= 5) Mature (n= 12)-Sg B Basic
BE  Proficient
Egypt (n= 6) = Advanced

Lebanon (n= 6)

Tunisia (n= 3)-
Jordan (n= 6)- Young (n= 8)
o} 20

40 60 80 100 O 20 40 60 80 100
Offer Offer

Established (n= 22) 442

Figure 12: Average offer score per country (left) and maturity (right)
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More than the half of respondents (53.5%) indicated that their institution offers financial
products for RE technologies (Figure 13). Among these, solar home systems are offered by 19

institutions. Other popu|or produc‘rs include solar water pumps (13 institutions), solar water
heaters (10), and solar lamps (10).

« RE products are offered by all (100%) respondents from Yemen. 60% of institutions
from Palestinian Territories offer RE, along with 50% in Lebanon.

+ 56% of institutions offering RE products also finance EE measures.
* 34% of institutions offering RE products also offer clean water products.

Moreover, about one-third (32.6%) offers products for EE measures. These products mainly
include efficient household appliances (9 institutions offering), machinery replacement (8),
replacement of inefficient lighting with LED lamps (7), and cooling systems (7). 18.6% of
institutions offer loan producfs for clean drinkmg water, such as finoncing for piped water
connections (2 respondenfs) and por’rob|e solutions (2).

In the fo||ow—up question (Do you p|on to offer any of the Fo||owing green financial produc’rs
in the future?), one-third of institutions (33%) indicated plans for waste management-related
products, and 35.7%, cleaner transportation.

Regording the barriers that institutions have encountered when oﬁcering green producfs (or
o|urir1g the deve|opmen’r process), around half of institutions emphosized the need for more
support from investors (53%) and the government (47%), as well as a lack of demand (47%).
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Green products for household/businesses (n = 42)

Renewable energy technologies 52.4%

Energy efficiency
measures

33.3%

Clean drinking water

_ 19.0%
solutions

Waste management 16.7%

Cleaner transportation 14.3%

Other 14.3%

Sanitation facilities

kel
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Efficient and clean
biomass stoves

Figure 13: Green products for households/businesses
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At the same time, one-third (33%) high|igh+ed the lack of |inkoges with proper ’rechno|ogy
suppliers and/or the lack of available technologies (Figure 14).

Young microfinance institutions stated that the lack of demand and high comp|exi+y and
limited supply of technologies are the main barriers to green product provision. Mature MFls
do not indicate having unmotivated staff, whereas three established MFls in the region do so.

Main barriers (Green products HH/businesses) (n = 36)

We need more support

B Established
52.8%
mmm Young

We need more support
from the government

High complexiTy_-I 333%
Limited supply of technologies --I 33.3%
ke GG -
Not profitclbhe-- 167%
Other- 167%
Unmotivated sl’uff- 83%

0 3 6 9 12 15 18 2 24 27

472%

Figure 14 Cho”enges in deve|oping or oHermg green producfs for households/businesses
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Over half of the institutions that comp|efeo| the survey offer loan produc‘rs for crop produc’rion,
while about 46% offer dedicated loan producfs for livestock management. About one-third
indicated that Jrhey do not yet offer green produc’rs for 0gricu|’rure (Figure 15). FSPs with new
porffohos in ogricuHure expressed their interest in receiving specio|izeo| support for sustainable
practices such as ecosys+em-bosed odopfoﬁon. Regiono| microfinance networks emphosized
the pofenfio| of awareness raising on the different ecosysfem—bosed odopfo‘rion measures.

Green products for agriculture and biodiversity (n = 41)

Crop production 537%

Livestock management

Water management

Soil management

Energy management

Emergency / shocks

Fishery 17.1%

Forestry and agroforestry 14.6%

Waste management

None of the above
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Figure 15: Cho”enges in deve|oping or offering green produds for ogricuHure

When asked about future p|ons, 56% of institutions offering producfs for ogricu|‘rure indicated
their plans to offer dedicated financial products for energy (RE or EE), 40% for transport,
36.7%, for waste management, 30%, for WASH, and 10%, for cooking.

The major borrier, as in the case of green producfs for households and businesses, is the need
for more support from investors. However, in the case of agricultural products, the lack of
demand is on|y a cho”enge for about 35% of responden‘rs. At the same time, there is the
perception that the provision of sustainable ogricu|’rure loans is more comp|e>< than in the case
of RE or EE loans. Furthermore, in contrast to the energy loan scenario, MFls lack tools for
data management for sustainable ogricuHure practices.

In the case of both household/business products and agricultural products, a limited number
of institutions indicated that these produc‘rs are not profifob|e (6 respondenfs (16%) in the
former case, 7 respondents (20%) in the latter).

Of the 50% of institutions oﬁtering finoncing for crop management, 29% do not offer any
dedicated green produc‘r to their clients (10% offer waste management and 60%, energy
producfs). For their ogricu|’ruro| produds, these institutions face mu|ﬂp|e ChOHengeS; 43%
lack government support, 38% lack partners, 33% lack tools, and 24% lack demand and
profi’robihfy.

Institutions offering financing for RE technologies mostly plan to offer financing for EE mea-
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Main barriers (Green products for agriculture) (n = 35)

mm Established

We need more support 543% BN Mature
from our investors == VYoung
Lack of eollaborations 48.6%
with other stakeholders
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from the government
bock of demand -.- o
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Orher -I |
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Figure 16: Cho”enges in deve|oping or offering green ogricu|ruro| products

sures or equipment, RE technologies for agriculture (solar crop dryers, solar refrigerators for
produce storage, etc.), and Finoncing for improved water management in ogricuHure (water
horves‘ring, irrigation systems, solar water pumps, etc.). MFls that curren’r|y offer finoncing
for sustainable crop produc‘rion and livestock management mosHy p|on to offer finoncing for
RE ’rechno|ogies, EE measures, and Jrechr1o|ogies for improving ogricu|’ruro| output with im-
proved energy, water, and waste management (solar crop dryers, solar refrigerorors, efficient
irrigation methods, and composting, among others).

atpkieho yn [kn0 zAeth@FeuT § yUizAeUh@F=uik
In terms of outreach, the number of clients receiving financial producrs and non-financial
services is relatively low. Three-quarters of institutions have fewer than 1000 clients receiving

green financial products, and less than 80% have up to 500 clients receiving green non-
financial services.

Institutions only offering products for households and MSMEs or agricultural products have
limited outreach (with the exception of one institution in Morocco offering financial producfs
for improved sanitation facilities), in comparison with institutions 0|reody oﬁcering producfs for
both categories.

In terms of green portfolio size, one-third of the institutions oﬁering green financial products
have a green portfolio size below USD 1 million, and only 10% have a portfolio size above

USD 5 million.
. A
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