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Purpose of this reading deck

This deck introduces the Contingent Line of Credit (CLOC) as a retail resilience solution that
allows low-income customers to access quick, pre -arranged credit during climate or
livelihood shocks. Unlike contingent debt designed for financial service providers (FSPs)
themselves, this version of the CLOC is structured to protect the end -client, helping them
stabilize cash flow, recover assets, and avoid default or distress sales.

At CGAP, we see CLOCs as one of the most promising financial tools to emerge in the

climate adaptation space in recent years because they solve for both institutional

sustainability and client resilience. CLOCs have the potential to shift the sector from ad hoc _
crisis reactions to pre -arranged, well-prepared responses2Ay f ADdEg Al eef gaeAgf dGg
realities at the center while keeping financial institutions strong. However more

experimentation and evidence of scalable viability is required.

The goal of this reading deck is to help FSPs and their partners understand how client-level
climate CLOCs work, what design choices matter, and how they can complement savings,
insurance, and other resilience tools.

Who is this deck for?

A The primary audience is product, risk and operations leaders within inclusive FSPs (and
implementation partners like inclusive insurers/ insurtechs) seeking implementation
focused insights to support efforts to test and scale CLOCs.

A Development partners, donors, DFIs, and governments looking to support promising
resilience mechanisms for vulnerable households will also benefit from the lessons,
opportunities, and remaining questions identified in the deck.

CLOCs deliver fast, pre-arranged liquidity when clients need it most 2 without waiting for ¥z
Photo by SomenathiMukhepadhyay.
& &)

the next loan committee.
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Executive summary

Low-income households are facing increasing losses from floods, droughts, and other For FSPs, the CLOC is an emerging solution that can help protect portfolio quality, maintain
climate shocks that disrupt income, destroy assets, drive underinvestment, and force client trust, and demonstrate proactive risk management. For clients, it provides liquidity
harmful coping strategies like distress sales or reduced consumption. These same shocks when it is needed most, reducing the risk of default, asset loss, or deeper poverty.

can ripple through the financial system, affecting financial service providers (FSPs) as well,
showing up as portfolio stress and rising defaults. This often forces FSPs to scale back

lending just when their clients need support the most, which creates reputational risk. CLOCs can have powerful positive impacts on both clients and the FSPs that serve them.

Yet today, improved digital systems, client -level data, and geospatial insights make it A Indirect behavioral effects. Knowing that they have access to funds if disaster strikes

quEeIu><faqu>rkEfgquaeeagf EabeXAlgeyafgafd"x |;/2§[DEE Rce;lclgnfldenc tOInVStI efacwérékzmzre%/aEgédstLate eAUf
GyEgegGoeayEfeyfAf+@Ayaeyaf+uepAgxYf1+2 kfOOOGE | nFar%a%dn %ggresltneﬁn3 helﬁc eéhseesge%EBThssaoer fo
that help them adapt and become more resilient to climate change, namely investing, ! inpu uiting \ghe y| ( ISl W

hedging, coping and recovering. This deck dives deeper into a major opportunity for FSPs eg\e/g:’t s![rr];esundermvestment as a risk management strategy is a key source of
to enable customer coping, while also acting as a bridge into customer recovery. P y traps.

A Direct effects on clients. Quick access to finance in a crisis can allow clients to

When a climate event occurs, low-income households and small businesses often face a maintain core consumption, keep the business going, and bounce back more quickly
liquidity gap. Climate -focused retail CLOCs are designed to fill this gap. They can provide without resorting to negative coping mechanisms that can set them on a permanently
fast, pre-arranged access to funds when disasters strike, giving retail clients a dignified way lower income trajectory. In Bangladesh, flood -affected BRAC clients that used the
to recover and FSPs a structured way to protect portfolios. CLOCs can help institutions CLOC had 10% higher consumption.

stay present and profitable in the face of climate volatility, turning risk into resilience.
A Direct effects on FSPs. When clients recover faster, so do the portfolios of their

The climate CLOC prOVideS a pre—arranged credit faCIIIty that can be activated rapldly after lenders. BRAC branches Offering the product saw a 4% increase in net revenue per
a verified trigger, such as a climate shock. Once triggered, clients can quickly draw down client, as pre-shock lending grew and post-shock repayment rates improved.

small, short-term loans to stabilize their business, rebuild assets, or cover immediate needs,

without having to reapply or undergo new credit assessments. This credit facility increases A Indirect effects on FSPs. Beyond immediate reductions in losses, loyalty from clients
customer confidence to invest ex -ante. who feel supported in a desperate time of need can be powerful. For instance,

o ) S ) . . VisionFund has reported strong customer growth and higher retention at branches
Gy fdEAI gél x| fgexf+Ua+fT1aE~EfAEfAfOaEpPAYGfUaAy fuépthd@ ¢xpaddlending Af@raaphdgk.l uéxy gZEf x1 éEgéyafAll aGyqgfackEf
loan relationship. The trigger can be defined by:
A Parametric indicators, like rainfall or temperature thresholds, verified by trusted data.
A Institutional triggers, like a disaster declaration by government or cooperative bodies.

A Portfolio -based triggers, where an event impacts multiple clients in the same area.

Executive summary Contingent Lines of Credit (CLOCSs): A Liquidity Tool for Customer Climate Resilience 7
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Introducing CLOCs

Contingent lines of credit as a tool for climate resilience




What is a retall climate CLOC?

Contingent finance involves pre -arranged instruments designed to make financing available While common in index insurance, such mechanisms are virtually unheard of in lending. But
when specific conditions are met. These instruments have been increasingly used they allow CLOCs to deliver liquidity very quickly and without the uncertainty of case -by-
for disaster risk financing by national governments, pioneered by e.g.g eex f “ g E0 Of * Ay + Z Echse credit processes.

CAT-DDOs (Catastrophe Deferred Drawdown Options) .

Lending to distressed clients may feel counterintuitive, but emerging evidence suggests
that it can accelerate recovery and improve portfolio performance. The key is structuring
CLOCs safely: targeting reliable borrowers, sizing loans within known repayment ranges,
and ensuring that rapid liquidity support strengthens resilience without driving over -
indebtedness.

The focus of this publication is on a retail version of this instrument, referred to in this deck
as a contingent line of credit (CLOC). It delivers rapid, flexible liquidity to clients in the wake
of a widespread climate related shock or other natural disaster such as a flood or drought.

Unlike traditional loans, a CLOC ispre-arranged and activated only if a specific trigger is
met, such as flood levels or a government disaster declaration.

CLOCs are emerging as a practical, behaviorallyaligned solution that can help FSPs:
A Get liquidity to the right clients at the right time;

A Reinforce trust and recovery capacity; and

A Build long-term resilience against shocks.

What is a retail climate CLOC? Contingent Lines of Credit (CLOCSs): A Liquidity Tool for Customer Climate Resilience 9



Where CLOCs fit in the product offering

FSPsnow face a growing need to offer tools that help clients

climate shocks, and their ability to cope with, and recover from them. No single product is

reduce their vulnerability to

sufficient. The most impactful and resilient institutions are those that offer a range of
products that jointly support each of the four broad
climate adaptation and resilience.*

By offering rapid, pre -arranged liquidity tied to a verified shock, CLOCs help

*For m
GV E

Where CLOC:s fit in the product offering

or
9
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strategies that their clients pursue for

Product type

Function and timing

clients recover productively, without resorting to harmful coping mechanisms

like distress

sales of productive assets, which often have long-term implications on income and

wellbeing. CLOC:s fill the gap between savings, insurance, and recovery

loans, offering

reliable access to liquidity without delay. Each tool plays a different role, and strong
resilience strategies often combine multiple products to support clients before, during,

and after shocks.

Client use case

Institutional role

Key challenge

Traditional
credit

Index insurance

Investing | Before a

shock

shock
CLOCs Coping | During a
shock
Recovery Recovering | After a
lending shock
Emergency Universally relevant
savings
Bundled Ongoing
cPWHONS S sy Ay T s AUF
UéPpAGxYf1+? kfOOOEt

Hedging | Before a

Invest in adaptive assets
and resilience measures

Payout if trigger met
(e.g. rainfall levels)

Fast, pre-arranged
liquidity for coping

Unplanned borrowing to
enable productive
activity by MSMEs

Client-controlled buffer
for personal shocks

Multi-tool resilience (e.g.

credit and insurance and
alerts)

Contingent Lines of Credit (CLOCS): A Liquidity Tool for Customer Climate Resilience

Reduces portfolio risk

Risk transfer; capital-light
for FSP

Pre-arranged credit
disbursed via objective
trigger

Upfront planning
(processes, methodology)
to enable rapid ex-post
support; high staff
discretion

Promotes self-protection;
low institutional risk

Deep resilience impact,
complex to deliver

Uncertain adaptation impact, mismatch
between traditional loan terms and needs
for investment adaptation

Lack of trust, high basis risk, low uptake

Requires upfront design and capital
planning

Heavy staff involvement, unclear eligibility,
requires upfront capital planning

Low accumulation, hard to activate

High cost, requires high degree of
coordination, high operational load

10
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How CLOCs work: The product life cycle

A CLOC is built around a simple but powerful premise: pre-arrange loan terms and eligibility
in calm times, and release funds rapidly when a shock occurs . This slide provides a step-by-
step walkthrough of how an FSP might design and deliver a CLOC product from setup to
repayment.

Clients use the funds to restock, replant, or restart operations; FSPs maintain portfolio
health and deepen client trust during crises.

‘?Q Pre-Qualification

FSP identifies client segments
that (1) are exposed to
predictable risks, and (2)
demonstrate strong repayment
or savings behavior.

How CLOCs work: The product life cycle

()
Notification

Eligible clients are told in
advance that they will have
access to a loan if a specified
shock occurs, but uptake is
optional. This sets expectations

and creates behavioral salience.

Trigger
, Activation

W

A pre-agreed, objective trigger

activates the CLOC. This could

be an index threshold, weather

event, or a government disaster
declaration.

o Opt-in and

Disbursement

Clients are informed of the
trigger and confirm if they want
the loan. Disbursement is
standardized and fast 2 often via
digital channels.

Repayment
I || Tracking

After an optional grace period,
clients begin repayment as they
recover cash flow. FSPs use
repayment data to refine future
targeting and product design.

Contingent Lines of Credit (CLOCS): A Liquidity Tool for Customer Climate Resilience
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How CLOCs work: In different contexts

This slideillustrates how each stage could look in two different contexts:

1) agricultural borrowers in flood -prone rural areas; and

2) urban shopkeepers affected by sudden floods or market closures.

AGRICULTURAL
BORROWERS IN
FLOOD ZONES

URBAN
SHOPKEEPERS IN
LOW-LYING AREAS

)

Clients were filtered
by repayment
history and district -
level exposure to
seasonal flooding,
using internal MIS
and past loan data.

Pre-
Qualification

FSP used utility bill
data and agent
mapping to identify
shops in flood -
prone markets, then
layered credit score
data to select
eligible borrowers.

How CLOCs work: In different contexts

Clients were given
physical notification
slips during group
meetings before the
rainy season. These
slips acted as proof
of pre-qualification.

) Notification

Clients received

SMS and follow-up
calls from field

agents letting them
know they were
pre-qualified for a
Wlood support loan Y f
if conditions
warranted.

A satellite-based
area yield index fell
below a trigger
threshold after
harvest, activating
CLOCs in that
region.

Trigger
Activation

The local
municipality
declared a flood
emergency after
two consecutive
days of rainfall
above 100mm,
triggering CLOC
eligibility in
designated
neighborhoods.

Branch officers
called eligible
clients to confirm
uptake. Funds were
disbursed through
standard channels
with no new
application needed.

Opt-in and
Disbursement

<

Clients received a
mobile push
notification with a
one-click opt-in.
Disbursements were
made to mobile
wallets within 48
hours.

Clients repaid over
the next cropping
cycle, with
performance
tracked to refine
future eligibility
logic.

Repayment
Tracking

Repayments were
structured in weekly
installments aligned
with shop cash
flows. Loan usage
and repayment
patterns informed
future
segmentation.

Contingent Lines of Credit (CLOCS): A Liquidity Tool for Customer Climate Resilience



Why CLOCs matter

The benefits for clients and financial service providers
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What makes CLOCs unique?
Clients donZhave to apply under stress. Eligibility is

determined in advance, often based on repayment history, savings behavior, or digital profile.
There is no need for upfront commitments or premium payments.

SNle e [=IE=Te Mol Ao o [EIe i EREVE IR Disbursement is conditional: CLOCs are activated when a
shock occurs, using a clearly defined trigger for a specific geography rather than case -by-case

individual approval. This makes it cheaper, faster, and easier for financial institutions to
disburse. The trigger can also be n anticipation, before a shock fully unfolds, based on
predictive signals or early warning systems.

o [[=T1 el lo R e MelaRa[EIse ) Clients are notified that they are eligible and only make the
decision to take the loan or not once a qualifying shock has occurred. This significantly reduces

basis risk which is a challenge for index insurance*.

EENTTEIETEEEEM While large-scale pilot evidence has been with farmers, CLOCs as a
tool are not agriculture -specific. They are ideal for clients with recurring seasonal risks (like
farmers), but also for shopkeepers affected by floods, or home -based workers (e.g. tailors)
impacted by extreme heat disruptions.

SR EVRIEINAETspEe | By communicating eligibility ahead of time, FSPs tap into
clients Zpfanning instincts. Clients are more likely to use funds productively when they #e had

time to anticipate access 2 and repayment is stronger as a result. Uptake and use after a shock
are also designed to be simple, fast, and low-friction - avoiding staff bottlenecks after a shock
and minimizing delays or cognitive burdens when clients are already overwhelmed.

*|n retail index insurance actual customer losses do not always match those predicted by the index, meaning ;
some clients who do not suffer losses receive a payout and vice versa. CLOCs significantly reduce this problem, Photo by Raniel Jose Castaneda
since customers only take up the offer if needed.

What makes CLOCSs unique? Contingent Lines of Credit (CLOCSs): A Liquidity Tool for Customer Climate Resilience 15



CLOCs offer a-win for FSPs and clients

The core CLOC value proposition:
Clients feel prepared. FSPs stay protected. Trust and productivity rebound faster.

Benefits for clients

Benefits for FSPs

A Pre-AEEAYyaAxOfAI I xEEfExOGI xEf Gy i x E§8lientsg 1 f AyTargeted, bré -arfabgedbehding siftaré €hock tar rEduce portfolio stress  /EPre-

know in advance that they will have support if a disaster strikes, removing
ambiguity and anxiety. This gives them the (insurance-like) confidence to invest
in livelihoods in the face of climate risk. Further, CLOCs sidestep many of the
demand-side hurdles that have limited insurance adoption, such as the need to
pay premiums up front or navigate complex claims processes.

A" Timely funding prevents negative coping /EClients can avoid distress sales,
food reduction, migration, loan stacking, taking children out of school and other
negative coping mechanisms by receiving support quickly after a shock.

A Behavioral alignment increases usage /The commitment device of a pre -
qualification makes clients more likely to mentally plan and act when funds arrive.

A Restores control and dignity during crisis  /EClients are treated as reliable

partners 2 not as high-risk casesa because eligibility is based on past behavior
and objective need.

CLOCs offer a-win for FSPs and clients

qualified, segmented lending avoids mass delinquency spikes and supports faster
recovery.

Upfront planning enables efficient and transparent customer support /£
Eligibility and triggers are defined and communicated in advance.

Supporting clients after a shock builds trust and long  -term client loyalty Z&f
Clients value institutions that are present during hardship, creating stickiness and
cross-product uptake over time.

a f E x Insteadtokviague guitafice about f § E G E
xYGEféyfaeAEOfFGEPXEYI f>rk
mechanism for doing so.

The promise of CLOCs is clear, and the evidence from pilots is promising. The next step for

the industry is to demonstrate the impact at scale, and across contexts.

Contingent Lines of Credit (CLOCSs): A Liquidity Tool for Customer Climate Resilience 16



CLOCs can meet the needs of different client profiles

While early pilots were focused on farmers, CLOCs have the potential to meet the needs of a
range of customer segments. The table below illustrates how the CLOC value proposition
differs for an urban shop owner and a rural rice farmer.

URBAN SHOP OWNER Bl e S ; ' , RICE FARMER

Flood-prone neighborhood, Colombia R NEd ; o Rural district, Southern Bangladesh

He grows rice on 1.5 hectares, with input loans
at the start of each season. His income is lumpy and
harvest-dependent. To manage risk, he stores grain when
he can and sometimes uses savings groups, but he has no
access to insurance or formal shock support.

She runs a small retail shop selling food, house
hold items, and prepaid airtime. She relies on daily cash flow §
and restocking through local suppliers. She has limited A
savings, no insurance, and her main risk management tool is &
borrowing from informal lenders or family in emergencies.

WsI=054815¢ Each rainy season brings uncertainty. A flood can destroy stock, damage the shop, Wl=054815¢ His family depends on two harvests a year, but rainfall is increasingly erratic 2
and isolate the area for days or weeks. The shop owner loses both her inventory and her sometimes too late, sometimes too hard. A failed crop means losing half a year of income, and
customer base overnight. gaexfEeal +fOaxEYyZafxyOfgexExt fl aggefgaexf OApAaxfgaf

ability to afford planting the next season, putting subsequent harvests at risk.

1 s=0e s IARRSNE]= When a shock wipes out her stock, restarting the shop requires immediate zl=0e s IANRESNE]=H When the drought hits or flooding destroys the field, he still owes input

investment in new inventory. Without quick access to credit, recovery is delayed, and she risks suppliers and must feed his household. Without timely support, he may take high -cost informal

losing customers, her license, or even the business itself. loans, reduce consumption at home, or reduce farm investment next season.

WiglAyReEelefelSH=28 Pre-arranged, immediate liquidity when a government flood alert is WiglAyReEeleRelS==24 A disbursed loan triggered by a drought alert or crop loss index,

issued. No need to reapply, no delay. She can restock essential items, clean up, and reopen delivered right after the season ends. Funds help him cope, prepare for the next season, and stay
quickly, keeping her livelihood and customer trust intact. Even before the flood, knowing she in the formal credit system. PGE§ f AEf é p d g E g Ay g-qualifiefl giveghinétfea f eex ZEf d E

dGAuéaéxEfAuual Ef ®exEf § afd UAy f Aex A0l f1 a&exgaex Ef anrﬂl@eEcElﬁ)hn\/ésimcgeqrenypaztsyupfrﬁ)m\ﬁlmo@tlfear@gitqitﬁIG@SrﬂtbeeseanflgDesENg)hgf EgagEey
4393 0EfayfeéaexEfEa@xul xEl fagEfpA+-éVAfEPAUUPGAdAEAOXEIl fIl xI AGExfE@®xf+yal Ef EeexZunfaAl xfaGyOE
bounce back.

CLOCs can meet the needs of different client profiles Contingent Lines of Credit (CLOCSs): A Liquidity Tool for Customer Climate Resilience 17



Financial institutions are increasingly exposed to climate risks that can destabilize client cash
flows, portfolios, and branch performance. Without effective tools, FSPs may be forced to
scale backe or even withdraw entirely 2 from areas hit hardest by shocks, leaving good
clients without access to finance just when they need it most. CLOCs offer a way to absorb
those shocks, not just for clients, but for the institution itself ~ , helping branches remain
viable and sustaining long-term presence in vulnerable markets.

Fielddg xEGgxOf dEqOGI gEfué+xf*n +ZEfS5pxEaxyil fUaAyfé‘»,

Resilience+ Innovation Facility show that CLOCs can:

Preserve repayment rates even during climate shocks

Boost client retention and future borrowing behavior

Raise perclient net revenue at the branch level

Build institutional goodwill and trust at a time when clients are most vulnerable

A
A
A
A

CLOC:s are a climate-era balance sheet strategy: they stabilize income and reduce losses

when your institution is most exposed.

Why CLOCs make good business sense for financial institutions

Photo by Tony Karumba

Contingent Lines of Credit (CLOCS): A Liquidity Tool for Customer Climate Resilience
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CLOCs are a smart investment in financial resilience

Like any financial product, CLOCs involve strategic inputs & time, capital, and operational
effort 2 but can deliver measurable outputs in performance, revenue, and client retention.

WHAT IT COSTS WHAT FSPs GET IN RETURN

CLOCs are not free to launcha but their costs can be predictable and manageable: Despite the perceived complexity, CLOCs can offer real, measurable financial benefits:

Upfront Design and Operational Setup: Designing a CLOC requires internal coordination Protect Core Portfolio Performance: During climate shocks, repayment falters and

across product, credit risk, and operations. It may involve setting up pre -qualification logic, GEAOGégeéeayAufiguuxi géay Effoin B0L6-2018i(secapade 24hyde@iltf * n  + Z
tagging eligible clients in the MIS, and preparing disbursement and repayment workflows rates on CLOC loans were under 5% similar to or better than standard group -guarantee

that sit outside the standard lending cycle. microfinance loansa even during significant flooding.

Liquidity Planning: An FSP must be able to disburse CLOC loans on short notice if a Maintain Lending and Revenue Streams During Crises: A common problem during and

triggering event occurs. This means earmarking a pool of funds or setting up after shocks is stalled or frozen disbursements. Rather than halting operations entirely in

contingent financing mechanisms.* affected regions, CLOCs provide a controlled, pre-qualified mechanism for lending post -

shock to clients who need and can still use credit productively. This also ensures that the

Risk and Credit Policy Adaptation: Because CLOCs are prearranged and disbursed after institution remains present and relevant in crisis-affected communities.

a shocke often with limited fresh due diligence ez internal credit and risk teams may resist

gexphfyexfuagAyZEfGYyExI GExOfyYA§GExfagEfOxdAEG§GI Avoid Client Churn and Write -Offs: Shocks often result in permanent client dropout or

exceptions or redefinitions of internal credit rules. write - offs. By offering timely funding, CLOCs preserve good client relationships and
prevent collapse. This has long-term revenue implications 2 each retained borrower
represents future interest income and savings on acquisition costs.

*Referto Chapter 4of U* Géugfgaf OAdGt fFGYI UGEET x f>éy
+®AyAaéyarf+uépAg,which putlifes krigkdaDebigtframework for
FSPsto manage climateEx 0 Agx Of E€E+EIl fAYyOfgafUri Auéefaf gd
adaptation and resilience through financial service providers: The role of

igygéyvaxygfaéeyAyi éyavyfl1+? kfOOOE fagEgeigpéyat h
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CLOCs In action

Examples from the field

Photo by Lorena Velasco



