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Climate finance can play a key role in bending the arc of the livestock 
sector from one that threatens to produce increased emissions and 
environmental damages to one that reduces its emissions and 
makes greater contribution to sustainable development. In terms 
of greenhouse gas (GHG) emissions, livestock is associated with 
significant costs that will continue to increase if nothing changes. 
While the sector and its value chains are responsible for about a 
sixth of GHG emissions, it can be part of the solution by reducing 
emissions and also putting carbon back into the soil. 

Demand for animal protein is expected to grow with increased 
prosperity, especially in emerging economies. And while calls for 
the reduction or elimination of animal protein in the human diet are 
important, complementary action to transform the sector is nec-
essary. Acting now will come at a significantly lower cost and help 
jump-start the transition. This means introducing practices that 
increase productivity while reducing GHG emissions from the sec-
tor, and ensuring protection of the natural environment and public 
health. Directing climate finance to the livestock sector is an oppor-
tunity to mitigate climate change, improve adaptation, and increase 
economic gains along the animal protein value chain.

Potential for climate change mitigation 
in the livestock sector

Adopting the right policies, such as penalizing carbon emissions 
and rewarding carbon sequestration, have the potential to reduce 
their net emissions by 89% according to recent studies. This is in 
line with the objective of keeping global temperature rise to 2°C. 

The most important mitigation opportunities in the livestock sector 
are:

i.	 Increasing productivity and production efficiency offers a 
potential reduction in GHG emissions per unit of product of 
some 30%, while lowering costs to farmers and improving 
farm incomes through higher production and productivity. A 
major approach to this is by improving animal feed digestibil-
ity and nutritional levels, a strategy that can produce relative 
reductions in GHG emissions from ruminants – specifically 
beef and dairy cattle – from the way they digest feed. Such 
an approach can increase productivity while reducing enter-
ic (stomach-produced) methane (CH4). Extracting CH4 from 
manure for fuel can reduce the amount of methane emission 
by up to 80%. Matching nitrogen in animals’ feed to their re-
quirements, while matching manure application to the needs 
of crops can result in lower nitrous oxide emissions. 
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ii.	 Reducing the amount of carbon already in the atmosphere is possible 
through efficient land management including the restoration of organ-
ic-matter-depleted soils. Avoiding additional emissions from land use 
and land use change is also crucial. Practices to increase biomass 
accumulation and soil organic carbon levels in pasture sequester car-
bon from the air and can improve the quality of grasslands grazed by 
ruminants, which improves their diet and reduces enteric methane pro-
duction, resulting in an additional global potential mitigation effect of 
up to 800 Mt CO2-eq/yr.

Access to finance to invest in mitigation and sequestration is a major challenge 
for rural communities and policy makers in low- and middle-income countries 
(LMICs). Finance has long been difficult to access for livestock smallholders 
who often do not hold collateral except for their animals and have little experi-
ence of working with financial institutions. Traditional lenders see the livestock 
sector as over-risky, with little potential to generate significant returns; it is, 
therefore, of little interest to them and largely unknown territory. Using Climate 
Finance to expand financial inclusion to enable adoption by producers of 
more sustainable practices would improve livelihoods, increase resilience, and 
achieve a better GHG balance.

A Role for Increased Climate Finance

There are substantial opportunities in the livestock sector for investment 
by climate finance funds that could accelerate the transformation towards 
low-carbon and sustainable animal protein value chains. Investment interest 
can grow with a greater understanding of the sector, fresh approaches to fi-
nancing, and innovative thinking along the value chain. However, the lack of 
data, common terminology, and indicators in the field of livestock and climate 
change hinder development of climate finance for the sector.

In LMICs, productivity gains and improved livelihoods for farmers linked to mit-
igation could be substantial. Hence, climate finance investment in the sector is 
potentially a crucial factor, leading to more investment, higher efficiency, and 
lower emissions per unit of product, despite an initially unwelcome trade-off 
in the form of increased volumes of production and of GHG, overall. Such a 
potential trade-off (rebound effect) may be temporary and would not equal the 
cost of doing nothing, which would be equivalent to increasing emissions from 
an expansion of the sector relying on business-as-usual production practices.

Farmers and actors along the animal protein value chain, as well as the pub-
lic authorities, have an opportunity to present the livestock sector as a viable 
destination for climate finance by clarifying where direct benefits – such as 
biofuels from methane extracted from manure – and indirect benefits – from 
good grazing management, for example – can be produced. Policy makers 
can enact measures to encourage investment in the sector and work with fi-
nancial institutions – including the multilateral development banks – to form 
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partnerships toward blended institutional/multilateral/climate-specific invest-
ment initiatives. 

Blended investment systems can combine local and international technical 
know-how with local and external financial resources to overcome knowledge 
gaps and reduce risk, overcoming some of the opacity that has characterized 
the livestock sector in LMICs due to its disparate nature. Enabling smallholders 
to aggregate into associations or cooperatives can allow them to communi-
cate with potential investors, while policy can direct resources to raise skills 
levels, foster innovation and improve traceability and data collection along 
value chains. The essential objective is to raise awareness about bankable 
climate investment opportunities in the livestock sector and so direct existing 
financial flows into mitigating the impact of climate change and to achieve 
associated co-benefits.

Integrating Innovative Financing into 
the Animal Protein Sector

Reducing GHG emissions while maintaining livelihoods and reducing poverty 
is essential for a sector that plays an essential economic role for some 60% 
of 1.7 billion people and contributes up to half of agricultural GDP. This report 
identifies six innovative investment opportunities to drive the sector’s sustain-
able transformation with climate finance. There is strong justification for the 
use of public finance for this transformation, including that of the multilateral 
development banks and international financial institutions. Public finance will 
help ‘prime the pump’ through early action, address market failures, and impor-
tantly attract private partners. These opportunities need to be taken alongside 
complementary efforts to rethink the role of livestock products and proteins 
in sustainable diets, especially where high levels of meat consumption occur.

Condition credit lines on climate mitigation actions. Lending through local 
financial intermediaries, presents opportunities for channeling climate finance 
into greening the livestock sector, while increasing farmers’ access to financial 
and knowledge resources with an identified ecological impact. Climate finance 
can define mitigation conditions against which it enables stakeholders’ access 
to finance through existing credit institutions, for example by de-risking invest-
ments, lowering interest rates and providing technical assistance. 

Encourage value-chain finance for native ecosystem protection. With proper 
incentives, stakeholders along value chains will have the opportunity to adopt 
practices that, for example, do not rely on deforestation. This is particularly 
important for livestock value chains given the number and geographic spread 
of actors and production steps. Linked to strong traceability systems, climate 
finance can support the development of virtuous value chains. 

Drive clean investment through Emissions Trading Schemes. Putting a price 
on emissions is another tool to bring down emissions and drive investment 
into cleaner options in the livestock sector. Climate finance can help overcome 
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the obstacles in linking livestock producers to an ETS: aggregation through ex-
isting or ad hoc organizations to lower transaction costs, and the development 
of cost-effective Measurement, Reporting and Verification systems (MRV). 
ETS credits sales will make more funds available for further progress in both 
mitigation and adaptation. 

Reward proactive policy commitments through ODA. Remedying the problems 
of weak or unenforced legislation and a lack of proactive policy commitments 
to foster climate action, is essential in the transition to a lower emission 
livestock sector. Programmatic ODA and IFI funding have the capacity to drive 
policy changes and create the conditions for innovation and private sector 
investment in climate-sensitive technologies and practices. 

Verify sustainable sourcing of livestock feed. Improving the feed of animals 
to reduce their GHG emissions can displace emissions at the level of feed 
production, for example by driving feed-crop expansion into forests. Verified 
Sourcing Area-based climate finance is an innovative solution that supports 
the marketing of feed that is certifiably sourced from geographical areas free 
of deforestation. The system offers a win-win of discouraging deforestation 
while enabling better quality animal feed and associated GHG mitigation 
benefits.

Innovate in livestock climate finance through prize-based programs. Practices 
and technologies to reduce GHG emissions and improve the sustainability of 
livestock value chains remain severely under-researched, with much of the 
potential gains yet to be uncovered. Prize-based programs provide incentives 
for research and development by encouraging researchers and entrepreneurs 
to compete with each other to bring innovations to market. Climate finance 
supporting such programs can therefore realistically push the frontier of miti-
gation potential in the sector in cost-effective ways.

Conclusion

Livestock production for animal protein is a major contributor to GHG emissions 
and climate change. However, there are innovative and traditional solutions to 
easing the pressure on the environment from livestock raising, while increasing 
productivity and serving an ever-growing demand for animal-protein products. 
Collaborating on channeling climate finance to the animal-protein sub-sector 
is the responsibility of multilateral finance institutions, institutional investors, 
policy makers, and the entire population of the value chain. There is a need to 
build concepts in dialogue with local stakeholders and partners toward devel-
opment of the considerable opportunities for investors and potential benefits 
for smallholders in low- and middle-income developing countries, recognizing 
livestock systems as part of broader agriculture and livelihoods system.
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