
How Can Pakistan Transition Towards Renewable Energy?

Setting the Context

Rising global oil prices have
led to high energy tariffs for
consumers and industry in
recent years
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Pakistan is locked into multiple long term (up to 2030 
or 2040) and fixed Independent Power Producer 
(IPP) contracts with steep tariffs. These contracts 
lack flexibility in terms of innovation, market shifts, or 
technological advancements in energy generation. 
The government remains obligated to purchase 
power from IPPs and make fixed capacity payments, 
leading to a fiscal drag. 

Key Challenge for the Energy Sector
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capacity payments
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Enabling the Green Transition - A Way Forward 

Ÿ Expand the size and
scope of financing
schemes to incentivize
investment in solar
power generation
needs expansion as
solar power 
installation costs 
decrease globally.

Ÿ A key limitation in 
solar power 
generation is the
long-term nature of
current fossil-fuel
power plant contracts
which limit the space
for adding solar power 
to the generation mix.

Ÿ Establish a competitive 
market for electricity 
that ends the single-
buyer model and 
incentivizes production
of cheap, renewable
energy.

Ÿ Encourage 
government and 
private investments
into renewables, 
explore opportunities 
for international 
climate finance and 
renegotiate terms of 
existing fossil-fuel 
plants.

CHALLENGE

Ÿ Currently interest 
rates in Pakistan 

hover above  a 20%,
stark contrast to its
neighbours, such

as India  or (8%)
Vietnam .(7.5%)

Ÿ Leverage mechanisms
for accessing
international climate
finance while 
providing policy 
support for solar
power generation 
which can also result 
in the early retirement 
of thermal power 
plants, promoting a 
transition towards 
clean energy.

CHALLENGE SOLUTION SOLUTION

Ÿ The current national
grid infrastructure in
Pakistan faces
limitations in 
integrating renewable 
energy sources 
efficiently.

Ÿ Improve and expand
its national grid
transmission system
to handle a greater
share of renewable
energy.

CHALLENGE SOLUTION

Ÿ The primary constraint 
to solar power 
adoption is the high 
initial cost of capital - 
a significant challenge 
for investment in 
Pakistan.

CHALLENGE SOLUTION

Potential to Go Green
Potential Benefits From Sustainable Energy

in generation
costs from
mobilizing
renewable

energy

13%
Reduction

$13
Billion

potential
savings in
avoided
imports

%

$2
Billion

in savings
potential

from energy
efficiency

Source: Achieving Sustainable Energy, World Bank Group, 2023

Pakistan
receives
abundant
sunshine

of its total area for solar power generation,
Pakistan could have met its 2020 electricity demand.

7-8
HOURS/DAY

47%%% of Pakistan's electricity
consumption comes from
the residential sector

0.071%By utilizing

Source: World Bank, 2020
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