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Abstract

The paper seeks to explore the role of green finance in achieving sustainable development goals through the case of China, and address 
some issues of sustainable finance and environmental, social and governance concerns of green finance by introducing the episodes of green 
finance in China. This paper aims to provide some viewpoints about the following questions: 1) What are the latest trends in green finance? 
2) What are the main challenges to the development of green finance? 3) What are policy recommendations for the development of green 
finance? 4) What are the roles of both the public and private sectors in promoting green finance? This paper identifies the mainstream to 
sustainable bonds, diversification of green finance, transition of corporates’ business models, transparency and disclosure, and harmonizing 
taxonomy and measurement of green finance for the emerging trends of green finance. As the results, this paper recommends some policy 
measures for the private sector such as greening the banking system, greening the bond market, and greening institutional investors. This 
paper also suggests some policy initiatives for the public sector such as developing policies and capacity, promoting market transparency 
and governance, and promoting private-public partnership for diversifying resources of green finance.
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1. Introduction

According to the United Nations Environment Programme 
(UNEP), green financing is to increase the level of financial 
flows (from banking, micro-credit, insurance and investment) 
from the public, private and not-for-profit sectors to sustainable 
development priorities. A key part is to better manage 
environmental and social risks, take up opportunities that bring 
both a decent rate of return and environmental benefits and 
deliver greater accountability. In simple terms, green finance 
involves engaging traditional capital markets in creating 
and distributing a range of financial products and services 
that deliver both investable returns and environmentally-
positive outcomes. This involves internalizing environmental 

externalities and adjusting risk perceptions in order to 
boost environmentally-friendly investments and reduce 
environmentally-harmful ones.  Promoting green finance on 
a large and economically-viable scale helps ensure that green 
investments are prioritized over business-as-usual investments 
that perpetuate unsustainable growth patterns.

The focus can be on the greening of existing infrastructure 
spending or mobilizing additional investments in key sectors, 
such as clean energy, sustainable transport, natural resources 
management, ecosystem services, biodiversity, sustainable 
tourism, and pollution prevention and control. To satisfy the 
growing demand, new financial instruments, such as green 
bonds and carbon market instruments, are being established, 
along with new financial institutions, such as green banks 
and green funds. Together, these instruments and institutions 
constitute green finance. Green financing could be promoted 
through changes in countries’ regulatory frameworks, 
harmonizing public financial incentives, increases in green 
financing from different sectors, alignment of public sector 
financing decision-making with the environmental dimension 
of the Sustainable Development Goals (SDGs), increased 
investment in clean and green technologies, financing for 
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sustainable natural resource-based green economies and 
climate green economy, increase use of green bonds, and so on.

UNEP has been working with countries, financial 
regulators and the finance sector to align financial systems to 
the 2030 sustainable development agenda – to direct financial 
flows to support the delivery of the SDGs. At the core of 
today’s globalized economy are financial markets through 
which banks and investors allocate capital to green business 
sectors. The capital allocated today shapes ecosystems and 
the production and consumption patterns of tomorrow.

UNEP, through its resource efficiency program, offers 
countries the service of reviewing their policy and regulatory 
environment for the financing system, developing sustainable 
finance roadmaps, and assisting central banks and regulators 
on how to best improve the regulatory framework of 
domestic financial markets to shape the way and supporting 
multi-country policy initiatives at sub-regional, regional 
and global level (United Nations Environment Programme, 
2020). UNEP also catalyzes the policy action that inspires 
and informs both public and private investors.

This paper aims to provide some viewpoints about the 
following questions: 1) What are the latest trends in green 
finance? 2) What role could the green finance play in 
sustainable development? 3) What are the main challenges 
to the development of green finance? 4) What challenges 
would be met while promoting green finance in China? 5) 
What are policy recommendations to the development of 
green finance in China? 6) What are the roles of both the 
public and private sectors in promoting green finance?

2. Recent Trends in Green Finance

In 2019, investors globally continue to be concerned 
about climate change risks and the transition to a low-carbon 
economy. The growth in the green finance market for issuers 
has been especially strong since the introduction of green 
bonds. With green bonds picking up pace, both government 
and business entities have started to explore opportunities, 
and diversify their bond portfolios by incorporating social 
and sustainability factors. With this backdrop, we summarize 
recent trends of green finance as follows.

2.1. From Green Bonds to Sustainable Bonds 

According to a report by Sustainalytics (2019), investors 
are increasingly using the SDGs as a benchmark for impact 
and are creating more demand for sustainability bonds. 
Companies struggling to find assets to benchmark the size 
of a green bond, have started to look beyond green assets 
to match treasury needs. They are looking to social assets 
(i.e., assets with a positive social impact), particularly in new 
markets like Asia where greater flexibility in choosing assets, 
allows for faster growth. In particular, there was a match 

made in heaven between the Chinese leaders announcing 
more investments in sustainable projects and the demand 
for Chinese green bonds, coming largely from European 
investors. The explosion of the market in the past years has 
been continued in 2018 and the years to come. 

In an overall perspective, global green bond issuance 
reached record highs in 2019. With the equivalent of USD121 
billion green bond issuance, it outperformed the previous 
record from 2018 of USD103 billion. Corporates alone stand 
for USD50 billion, which is more than a 100% increase from 
2018 (Rooney, 2019). The EUR market alone stood for more 
than half of the volume (Sustainalytics, 2019). This push and 
pull effect means 2019 has seen an increase in sustainability 
bond issuances. The bond market may also have seen the 
appearance of other labels already proliferating in the loan 
market, such as environmental, social, and governance 
(ESG) performance incentive loans. The focus on SDG 
finance has been increased in 2019, with growing volumes 
of sustainability bonds. This trend will probably affect the 
issuance of green bonds, although they will remain the main 
tool to develop sustainable finance. The market will further 
diversify into other labelled bonds, allowing investors to 
make more bespoke choices. 

2.2. Diversification of Green Finance

According to the European Commission (2018a), at 
the beginning of 2017, only 17% of Europe’s sustainable 
investment funds were categorized with an environmental 
focus. By the end of 2018, this number has increased to 
23%, accompanying increased allocations to investments 
dedicated to fighting climate change. Banks and financial 
institutions have yet to reach the full potential of their role 
in developing sustainable finance. The hint given by the 
European Commission’s Vice-President Valdis Dombrovski 
in December 2018 that the Commission is considering the 
creation of a “green supporting factor” is set (European 
Commission, 2018a; Financial Times, 2018). With the 
promise of a green supporting factor, which would reduce the 
capital charges levied on banks for their green investments, 
comes a clear route to expansion of new sustainable 
investment products.

Insurance companies and pension funds are considerably 
exposed to the long-term risks of climate change. They are 
also ideally positioned to invest in sustainable solutions, 
due to their longer-term investment horizons and massive 
capital pools. For example, the Commission has seen most 
of the top European insurers committing to divest from coal, 
pulling out USD20 billion of investments (Financial Times, 
2018; European Commission, 2018a). Regulation and long-
term climate change risks have been pushing pension funds 
to take action, too. The revised EU Directive on Institutions 
for Occupational Retirement Provision (IORPs), known as 
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IORP II, entered into force in January 2017 and member 
states have until 2019 to implement it. Requirements include 
consideration of ESG factors in relation to investments, and 
a scheme’s statement of investment principles outlining how 
investment policy considers ESG factors. With growing 
scrutiny on corporate actions, banks, asset managers and 
investors must be clear on their values and the actions they 
are taking to authentically embody their values. This mission 
will lead a more diverse offer of green funds, which creating 
dedicated ‘purely green’ funds to match this demand.

2.3. Transition of Companies’ Business Models 

With regulatory and policy pressure from the Paris 
Agreement, OECD, the European Commission’s Technical 
Group on Sustainable Finance, and other national bodies, 
investors are asking companies to embrace the transition 
to a low-carbon economy (Sustainalytics, 2019). Investors 
are looking for companies to demonstrate how a green bond 
contributes to their transition strategy, and other sustainability 
commitments. Investors also want to see a change in business 
models, as companies embrace the transition to a green 
economy. Every technology eventually become obsolete 
or replaced by a better, more sustainable version. The same 
holds true for coal power generation or fossil fuel vehicles, 
so investors pay attention to how organizations align their 
business strategies with the policy pathways drawn by the 
Paris Agreement and regional or national commitments.

The financial services sector is finally taking ESG 
seriously and not looking back. Increasing awareness of 
ESG issues, combined with the finance sector’s growing 
understanding of the impact of ESG on corporate performance, 
is driving banks, asset managers and investors to integrate 
sustainability data into decision making at unprecedented 
levels (Sustainalytics, 2019). ESG data has matured to the 
point where it has been embraced by the finance sector as 
a key way to identify the companies positioned to succeed, 
and those that may underperform or fail.

2.4. Transparency and Disclosure

Issuer’s sustainability strategies become increasingly 
important for investors, in addition to project-level 
impact from green bonds. Investors started to ask for 
increased disclosure around companies’ ESG ratings to 
better understand the company’s exposure to climate risk. 
Investors will look to use indicators showing the impact 
achieved by green bond financing to make investment 
decisions. Although impact figures between issuers will 
remain difficult to compare, the increasing market practice 
of publishing methodological notes will make comparability 
easier (Sustainalytics, 2019; United Nations Environment 
Programme, 2018).

Leading banks and investors are increasingly integrating 
climate risk in their operations and are transitioning from 
measurement to management. Banks and investors are 
increasingly collaborating to develop metrics, engage 
with companies and demand greater government action on 
climate. For example, UNEP Finance Initiative and 16 of the 
world’s leading banks came together to pilot implementation 
of recommendations by the Taskforce on Climate Related 
Disclosures (TCFD) and develop scenarios, models and 
metrics to enable assessment and disclosure of climate-
related risks and opportunities (Sustainalytics, 2019).

Following the publication of the TCFD guidelines and 
the relating first status report, organizations are increasingly 
aware of the risk environmental issues pose to their business 
(Climate Disclosure Standards Board, 2018). More players 
will make decisions based on the environmental, social or 
governance risks they think an organization is exposed to. 
The issuers’ profiles are likely to become just as important 
as the projects financed through their green, social and 
sustainable bonds. Investors will not shift their focus 
overnight, but their demands for increased transparency will 
mark this transition period.

2.5.  Taxonomy and Measurement of Green 
Finance 

The final report of the EU Commission’s Technical Expert 
Group on establishing an EU sustainability taxonomy has 
been released on March 2020 (European Commission, 2020, 
2018b). This will bridge the gap between current market 
practice and a wider reorientation of capital flows toward 
sustainable investment by providing a harmonized list of 
economic activities that can be considered “environmentally 
sustainable”. Global regulatory initiatives for sustainable 
finance will be in the spotlight this year, driven by the 
European Commission’s efforts to create and regulate a green 
finance taxonomy. Taxonomies help to create clarity on what 
is considered green or sustainable and which activities can be 
labeled as such. In doing so, taxonomies can help to simplify 
transaction costs to enter the market. However, taxonomies 
are also generally slow to evolve and prohibitive to inclusion 
of new technologies.

In the short term, the European Commission’s taxonomy 
may increase costs for issuers. In the long term, the 
taxonomy could create a robust market for green finance, 
including a pricing benefit that will occur from a clear 
and common understanding of what is green. Whether the 
taxonomy facilitates the growth of the green finance market 
will depend on if thresholds in the taxonomy are applied as 
guidance or requirements. From human capital to artificial 
intelligence and big data, having the expertise and ability to 
analyze and evaluate ESG impacts, including climate risk 
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and opportunity, will become a competitive advantage for 
banks and asset managers.

3.  Green Finance and SDGs: The Case of 
China

According to a report by the Asian Development Bank 
(2017a), developing Asia will need to invest USD 1.7trillion 
per year in infrastructure until 2030 to maintain its growth 
momentum, tackle poverty, and respond to climate change. 
This estimate covers transport, power, telecommunications, 
water supply and sanitation, and other urban infrastructure. 
Investments in these areas must be green if developing Asian 
countries are to achieve sustainable development in line with 
the United Nation’s SDGs. At a G20 summit held in 2016 
in Hangzhou, China, every government head agreed to a 
shared goal of promoting green finance - a win for China 
that followed its own plan to pursue a green finance policy 
(United Nations Climate Change, 2016). China hopes to 
encourage greater private investment in green sectors to 
support a low-carbon transformation for its economy, with 
policy incentives such as a green development fund. China 
is rapidly emerging as an important testing ground for the 
development and implementation of green finance policies. 

The country has been particularly active recently on the 
green finance agenda (China Dialogue, 2017). In 2016, the 
government launched the G20 Green Finance Study Group 
(GFSG) at the G20 meeting in Hangzhou, which resulted in a 
seven point plan to scale up green financing globally that was 
included in the leaders’ communique. At the G20 Summit 
in 2017, the Hamburg Action Plan to address pressing 
global challenges included GFSG proposals on encouraging 
financial institutions to undertake environmental risk analysis 
and improving the availability of environmental data. 

3.1. Challenges to Green Finance in China

Bottom of Form
According to Mr. Ma Jun (China Dialogue, 2017), who 

is chair of the Green Finance Committee in China, special 
advisor to the UN Environment Programme on Sustainable 
Finance, and co-chair of the G20 Green Finance Study 
Group, there are four main challenges faced by green finance 
in China - a lack of policy signals; loan periods that aren’t 
suitable for long term projects; a lack of capacity building; 
and a lack of a common definition of ‘green assets’.

3.1.1. A Lack of Policy Signals

Before the G20 Green Finance Study Group was 
founded there weren’t many international policy signals. It’s 
important to set out and propagate the ideals of green finance 
to governments, to policymakers, to financial institutions, 

and to market participants. And domestically, the Chinese 
government announced Five Provincial-level Trials in June 
2016 aimed at reform and innovation in green finance. These 
will allow each province to pursue their own approach to 
developing green finance (Shanghai Securities News, 2017). 
In June 2016, the Chinese government started trials of 
green finance reform and innovation in Zhejiang, Jiangxi, 
Guangdong, Guizhou and Xinjiang. There were seen some 
positive signs, with preferential and stimulus measures 
taking shape, and some local governments are encouraging 
local firms to issue green bonds. Each of the five trial areas 
has its own policy on providing subsidies or underwriting. 

3.1.2. Too Short Terms of Loan Periods from Banks

Another thing is that if people look into China’s banking 
system, people find the average length of a loan is only two 
years. So, if people need funding for a ten-year project, 
they need to raise funds five times. That greatly increases 
investment risks because if people fail to get the next loan 
the project is forced to shut down. A lot of green finance 
projects i.e., subways, railways, water treatment, solid 
waste, new energy, etc., have lengthy investment periods. It 
might be 10, 15 or even 20 years before investments see a 
return. This is far beyond the loan periods offered by banks 
in developing nations. 

3.1.3. A Lack of Capacity of Financial Institutions

Another challenge is a lack of capacity building. China 
needs to spend at least five to ten years building capacity 
in government, financial institutions and academia, and for 
industry to raise finance. There is a particular need to boost 
the ability of financial institutions to evaluate environmental 
risks i.e. to analyze and quantify risks. This is why in 
its second year the G20 Green Finance Study Group is 
encouraging financial institutions to analyze environmental 
risks (Shanghai Securities News, 2017). Green finance 
designed to encourage more private capital into green sectors 
and stem investment that might pollute the environment is 
considered to be one of the key approaches to this end. China 
now is one of the world’s largest issuers of green bonds, 
which can ease financing demands for medium-and-long-
term green projects as banks are limited in offering such 
services (Shanghai Securities News, 2017).

3.1.4. A Lack of Taxonomy of Green Finance

Many green assets haven’t been standardized or 
categorized. So, even if investors want to invest in green 
assets, they can’t find them. Standards for green assets is 
a hugely complex issue but China is moving more quickly 
on this than some other countries. China is only halfway 
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along this road, but some countries don’t have any of these 
standards. There are many steps to be taken before China 
gets to a final unified global system of standards for green 
assets (Shanghai Securities News, 2017).

Many European banks, including the European 
Investment Bank, have their own market-based rules on 
green bonds. The earliest cooperation between China and 
Europe started with the Green Finance Commission and the 
European Investment Bank, and that is now advanced to the 
European Commission where there is discussion on whether 
Europe should have its own standard for green bonds. 
For developing nations such as China, it is not just about 
reducing carbon emissions – China also wants to deal with 
a range of environment issues, such as air, water and soil 
pollution. Some of those issues aren’t significant problems 
in Europe. So, when defining green bonds, Europe and China 
have different priorities (Shanghai Securities News, 2017).

3.2.  Recommendations for the Development of 
Green Finance in China

Meeting the climate goals set forth in the Paris Agreement 
will require trillions of dollars of capital over several decades. 
China’s green finance polices are intended, in part, to help 
meet that need (China Daily News, 2018). Those policies are 
relatively new and will continue to evolve in the years ahead, 
in particular, in the followings. 

3.2.1. Enhancing Transparency and Disclosure

Disclosure of environmental performance information 
remains insufficient. Within the financial sector, 
environmental risk analysis capabilities need to be developed. 
At the same time, due to the lack of tools for environmental 
risk identification and quantification, some financial 
institutions underestimate the risks that polluting industry 
investments may bring. Moreover, most practitioners lack 
professional knowledge of green industries. According to 
the China Daily News (2018), China is leveraging financial 
tools to help green its society and economy. China may 
introduce an ESG reporting mechanism for listed firms to 
require more transparency in disclosing information related 
with environment, social and governance issues. 

The securities market watchdog also mulls developing 
new commodity futures such as carbon emission permit 
futures to aid air pollution control and counter climate 
change. The authority focuses more on environmental issues 
when reviewing IPOs or mergers, while more support is 
offered to enterprises in green businesses to help them enter 
and grow in the capital market (China Daily News, 2018). 
The Shanghai Stock Exchange rolled out a three-year plan 
in April 2018 with detailed measures to develop green 
finance such as expanding green bonds, green investment, 

and international cooperation. In addition, pilots for green 
corporate bonds have been expanded as part of efforts 
to promote green finance. Environmental information 
disclosure by listed companies needs to be rolled out by 
the Government. This includes improving information 
statistics and data disclosure across all asset classes and 
financial services as well as providing data support for green 
financial policy evaluation, business evaluation of relevant 
institutions, and future policy revision.

3.2.2.  Building Large Capacity of Financial Institutions 
for Green Finance

Two years on from the launch of China’s green finance 
roadmap, the policy momentum is clear. But a range of 
practical challenges remain. Finance is still not flowing in 
sufficient volume because environmental externalities are not 
yet fully internalized in market prices. Externalities can be 
positive, such that they bring environmental improvements 
to green projects, or negative, causing environmental damage 
from polluting projects. At present, due to imperfect Chinese 
laws and regulations, green benefits cannot be included in 
investment income and environmental damage is not fully 
reflected in investment costs (China Daily News, 2018). 
All of this means awareness of green finance – or indeed, 
broader ESG factors – has yet to become mainstream. Most 
financial institutions are still waiting for China’s financial 
regulatory authorities to introduce additional preferential 
measures for green investment (China Daily News, 2018).

The Chinese government strongly promotes green 
finance, which the People’s Bank of China (PBoC) defines 
as “financial services provided for economic activities that 
are supportive of environmental improvement, climate 
change mitigation and more efficient resource utilization. 
In September 2016, PBoC promulgated Guidelines for 
Establishing the Green Financial System -the first time 
any nation’s central bank had issued such guidelines (The 
People’s Bank of China, 2016). PBoC’s Green Bond 
Endorsed Project Catalogue includes “clean utilization of 
coal” as an eligible project category. 

During the first half of 2019, Chinese financial institutions 
provided more than USD 1 billion to coal projects that 
qualified as green financing under Chinese standards (China 
Daily News, 2018). International standards for green bond 
investments do not include coal projects among the eligible 
categories. The banks hope that loans for green buildings, 
low emission vehicles or other environmentally friendly 
projects could prove interesting to global investors looking 
to invest in green assets. Perhaps the greatest amount of 
green finance activity in China has been in the area of green 
bonds. In 2018, Chinese green bond issuances were roughly 
RMB283 billion (approximately USD43 billion). This was 
an increase of roughly 12% over 2017 and the second highest 
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total of any country, behind only the United States (The 
Climate Bonds Initiative, 2019). Many Chinese provincial 
and local governments have issued green finance guidance 
documents. At least five pilot green finance zones have 
been set up, where financial institutions receive a variety of 
incentives to fund clean and low-carbon industries. In 2018, 
Chinese local government entities issued at least USD5.9 
billion of green bonds (The Climate Bonds Initiative, 2019).

3.2.3. Diversifying Green Finance Sources

As each individual green loan in China is too small for 
international investors to take notice, selling Chinese green 
loans requires a process whereby investment banks package 
a large number of loans together into a single product, which 
can be traded on China’s Bond Connect (The Climate Bonds 
Initiative, 2019). The Bond Connect is a new mutual market 
access arrangement that allows investors from Chinese 
mainland and overseas to trade in each other’s bond markets.

The Chinese mainland’s first green bond was issued by 
the Agricultural Bank of China and listed on the London 
Stock Exchange in October 2015. China has the world’s 
largest green bond market. It accounted for nearly 40 
percent of new green bonds in 2016, followed by the United 
States, France, and Germany (Rooney, 2019). The central 
government has been pushing for the development of green 
finance in order to seek sustainable growth and honor its 
commitments on addressing climate change. The country’s 
banking and securities sectors have issued guidelines that 
define a green project and outline the eligibility criteria for 
green bonds issuers (The Climate Bonds Initiative, 2019).

PBoC’s Guidelines call for vigorously developing green 
credit with tools such as central bank relending, guarantee 
mechanisms and securitization (The People’s Bank of China, 
2019). China Development Bank’s website states that the 
China Development Bank is one of the earliest advocates 
of green credit practice in China, which aims to support 
environmental protection and energy conservation through 
its designated loans and investments.

3.2.4.  Harmonizing the Standards, Taxonomy, and 
Measurement of Green Finance

The lack of consensus on a definition of green is also 
holding back progress. At present, China has two sets of 
green bond standards and two sets of green credit standards. 
In addition, various departments have standards for green 
agriculture, green buildings, and green manufacturing and 
technology, but there is no coordination between them 
(The People’s Bank of China, 2019). Ever since the Belt & 
Road Initiative was proposed, promoting green finance has 
always been one of its fundamental missions. Yet, in doing 
so, one quickly discovered that the Belt & Road Initiative 

countries are confronted by some critical issues, such as 
imperfect environmental data, inadequate financial laws and 
regulations, lack of system design, and strategy (Belt & Road 
News, 2019). Indeed, faced with imperfect top-level design, 
insufficient innovation of financial products, and inadequate 
risk management and control, these shortcomings have 
contributed quite significantly to the slowing down of the 
Belt & Road Initiative green finance development.

China’s policies with respect to the use of green 
bond proceeds for coal-fired power plants have created 
controversy. Those policies allow green bond proceeds to be 
used for coal-fired power plants in some circumstances, such 
as when larger, more efficient coal-fired power plants replace 
smaller, less efficient ones. Some see this as consistent with 
climate mitigation goals, since carbon emissions are reduced 
in the short term. Others see this as inconsistent with climate 
mitigation goals, since larger coal-fired power plants tend to 
lock in carbon emissions for the medium and long term, and 
cheaper, less-polluting alternatives may be available. Work 
is underway to harmonize Chinese and international green 
bonds standards. Leading international standards prohibit 
the use of green bond proceeds for coal-fired power plants 
in all circumstances (EIB & GFC, 2017). With the above 
consideration in mind, simply by investing in clean energy or 
developing green finance is not only insufficient to resolve 
the issues of economics and livelihood of the Belt & Road 
Initiative countries, but it also is not adequate to mitigate the 
environmental coordination and global climate change (Belt 
& Road News, 2019)..

4. Discussion and Recommendations

4.1. For the Private Sector 

According to a report by the ADB (2017b), a large 
financing need challenges climate-adjusted infrastructure 
in developing Asia, which is estimated at USD26 trillion 
till 2030. This necessitates crowding-in private sources to 
meet financing, efficiency, and technology gaps. However, 
a lack of bankable projects is a major hurdle. Therefore, 
the whole financial system needs to be reoriented to 
support a green economy. To scale up and crowd in private 
sector finance, governments can team up with a range of 
actors to increase capital flows and develop innovative 
financial approaches across different asset classes. 
Domestic organizations, including national development 
banks, government agencies, and nationally sponsored 
climate funds, are playing an increasingly critical role 
both as providers and as intermediaries of green finance 
in their countries. This is particularly the case in emerging 
markets like China and India. The report also highlights 
the need for a pipeline of bankable green projects, which 
can be developed through national development planning 



Jung Wan LEE / Journal of Asian Finance, Economics and Business Vol 7 No 7 (2020) 577 – 586 583

or through financing facilities that support pipeline 
preparation. Without such pipelines, financing from 
institutional investors, commercial banks, and capital 
markets will go elsewhere. Making sure more private 
sector money, including institutional investor funding, gets 
channeled towards green infrastructure will play a key role 
for the future wellbeing of the planet and its inhabitants. 
The challenge is to incentivize private investors to channel 
more money into investments that support renewable 
energy and green infrastructure.

According to a report by the International Finance 
Corporation (2018), more than USD160 billion in private 
investment was mobilized by Multilateral Development 
Banks (MDBs) and Development Finance Institutions 
(DFIs) in 2017. Further scaling up their capacity to act as 
intermediaries can have a positive effect on blending and 
mobilization - their position allows them to bring together 
a large variety of stakeholders. Bringing together private 
investors of all types, governments, regulators and other 
stakeholders helps the learning process that can lead to better 
policies and thus outcomes on the ground. 

4.1.1. Greening the Banking System

Promoting green banking involves working with 
banks to incorporate environmental factors into their 
lending portfolios. In practice, this means incorporating 
environmental outcomes in risk and pricing assessments. 
This potentially increases the cost of debt financing for high-
polluting firms, while easing access to lower-cost funding for 
environmentally conscious firms. Both can help to entrench 
best green practices throughout the business and financing 
sectors. In this effort, key initiatives such as the Equator 
Principles and the UNEP Finance Initiative could be useful. 
The latter has worked with the banking sector to establish 
systematic frameworks to manage environmental, social, 
and governance risks. The end goal is to supply credit and 
raise capital for green investments, building on the key 
role of banks in funding for renewable energy and other 
environmentally sound projects.

In developing Asia, special attention must be given to 
small- and medium-sized enterprises, since they play an 
integral economic role in the region and access to green 
finance is especially difficult for them (ADB, 2017b). 
According to a report by Stein et al. (2013), over 90% of 
informal businesses are proprietorships or partnerships, 
and many are run by women who face additional 
challenges linked to gender discrimination, especially in 
rural areas. This market is largely untapped and offers a 
revenue generation opportunity for banks and financial 
institutions willing to introduce innovative financial 
products. 

4.1.2. Greening the Bond Market

Green bonds are debt instruments used to finance 
projects that deliver environmental benefits. The green bond 
market can offer several benefits, both for green projects and 
investors, including providing an additional source of green 
financing to bank lending and equity financing and providing 
a new class of green assets for investors. Expanding these 
markets could involve developing local green bond markets, 
with outside support focusing on data collection, knowledge 
sharing, and capacity building. Alternately, it could involve 
promoting international collaboration to facilitate cross-
border investment in green bond markets. Although the 
number of Asian investors driven by environmental and 
social considerations is not as large as in Europe or the 
United States, there is a growing pool of interested parties 
in the region. According to a report by the UN Environment 
Inquiry (2019), China is the largest driver of the green bond 
market in Asia with a share of more than 75%. It accounts for 
30% of the world’s green bond market.  

4.1.3. Greening Institutional Investors

Sustainable investing is an investment approach 
that considers the ESG factors in portfolio selection 
and management. According to a report by the Global 
Sustainable Investment Alliance (2016), global investments 
that incorporate these criteria into their decision-making 
are growing, reaching USD22.9 trillion in 2016. The global 
sustainable investment market encompasses a number of 
activities and strategies. According to the Global Sustainable 
Investment Alliance (2018), the proportion of sustainable 
investing relative to total managed assets was still less than 
1% in Asia in 2016, compared with just over 26% globally. 
However, the landscape is beginning to evolve, driven by 
an increasing awareness of the massive capital needed 
to finance the region’s transition to an environmentally 
sustainable future. The largest Asian markets for sustainable 
investments by asset size are Malaysia, China, and the 
Republic of Korea, while fast-growing markets include 
Indonesia and Singapore. 

4.2. For the Public Sector 

Although the majority of green finance comes from the 
private sector, public green finance continues to play an 
important role. Governments can support innovation on the 
supply side by increasing their direct budget allocations, 
which can provide flexibility for funding priority green 
programs and mainstreaming green innovation with current 
development programs. They can also support procurement 
and demonstration programs and increase direct research 
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and development efforts. The latter can be conducted by 
governmental agencies or research bodies and backed by 
subsidized loans and grants. Green business incubators and 
other similar venture support programs via government or 
multilateral agency interventions can also play a vital role in 
helping smaller firms scale up. Together, these measures can 
help green technologies make the leap from applied research 
to demonstration.

Meanwhile, bilateral development finance institutions 
and dedicated environmental finance funds account for the 
largest share of public finance flowing from developed to 
developing countries for green finance purposes. They 
typically provide finance from one developed country to 
multiple developing countries. Multilateral development 
banks like the ADB provide funds using their own capital 
or on behalf of multiple government donors, and through 
their dedicated funds. ADB also works with and through 
international environmental finance mechanisms and funds, 
such as the Global Environment Facility and the Green 
Climate Fund.

4.2.1. Developing Policies and Capacity 

As is the case with all policies, administrative simplicity 
in developing countries is a must. In addition, there must 
be significant efforts to educate the public. For example, 
green bonds benefit from using well-known and proven 
mechanisms, but investors may need help in understanding 
the definition of green projects. In these efforts, governments 
can look for opportunities to build capacity. There are 
growing knowledge-based capacity building platforms, 
such as the Sustainable Banking Network, the UN-backed 
Principles for Responsible Investment, and the Green Bond 
Principles, and efforts among multilateral development 
banks to harmonize impact-reporting metrics. These 
initiatives could be expanded to cover more countries and 
financial institutions to bring in financing for green growth.

Measures can also be taken at a regional level. For 
instance, the EU Green Bond Standard and the ASEAN 
Green Bond Standards, which can be tailored at the country 
level. Based on the Green Bond Standards, these voluntary 
regional standards help develop a green asset class to support 
sustainable growth in their countries.  

4.2.2.  Promoting Market Transparency and 
Governance

One important pre-condition to boost green finance is 
to improve disclosure. Good disclosure allows financial 
investors to understand risk properly and to price for that 
risk. Improving disclosure programs, perhaps by making 
them mandatory, is essential if decisions are going to be taken 
on a properly informed basis. For green bonds, for instance, 

this would involve ensuring that the proceeds are allocated 
to eligible green investments, with the extra disclosure 
allowing potential investors to differentiate between green 
bonds and normal bonds.

Right now, disclosure programs are largely voluntary. 
For instance, banking group HSBC is disclosing not only 
its emissions but also the emissions of clients under the 
Taskforce on Climate-Related Disclosure of the Financial 
Stability Board. The Sustainability Accounting Standards 
Board Industry Standards is one example of an independent 
organization dedicated to facilitating high-quality disclosures. 
It develops and manages sustainability accounting standards 
for 79 industries in 11 sectors. Companies are also issuing 
sustainability reports to disclose corporate environmental, 
social, and governance performance to its stakeholders. The 
Global Reporting Initiative has developed guidelines 
for organizations to assess and report their sustainability 
performance. 

4.2.3.  Promoting Private-Public Partnership for 
Diversifying Resources

The International Renewable Energy Agency (2019) 
estimates that to put the world on track with the objectives 
of the Paris Agreement, cumulative investment in renewable 
energy needs to reach USD27 trillion in the 2016-2050 period. 
This is more than double the amount of the current investment, 
and presents a great opportunity for investors and developing 
countries alike. To meet this growing need, new approaches 
looking at increasing private sector funding for SDGs have 
been gaining popularity. This is for a good reason. There is a 
lot of private and institutional capital in the world ready to be 
deployed in search for better returns. According to McKinsey 
(2018), private asset managers raised nearly USD750 billion 
globally in 2018, while institutional investors in OECD 
countries alone manage around USD100 trillion (World 
Bank, 2015). At the same time, the investment landscape in 
developed markets has been changing. Financial conditions 
in developed economies have been tightening and interest 
rates are at record lows. According to the MarketWatch 
(2019), the total amount of negative-yielding bonds is at 
nearly USD9.7 trillion, an increase of more than 50% since 
September 2018. Approximately 27% of global government 
debt yields less than 0%, providing some of the lowest 
returns in years. Contrary to what investors have been used 
to thus far, the rise of populism in OECD countries coupled 
with ongoing trade wars has created far greater volatility 
and uncertainty. Meanwhile, investors’ risk perceptions 
have been slow at catching up with the new realities, with 
most institutional investors still believing that they can 
navigate very well any upcoming volatility (Institutional 
Investor, 2019). 
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Now more than ever there are very good financial 
reasons to diversify portfolios by investing in renewable 
infrastructure in developing countries. It is also a great 
opportunity to kill more than two birds with one stone - to 
improve diversification and returns, spur economic growth 
in developing countries, and contribute to meeting both 
the Paris Agreement goals and the SDGs. Stepping up 
investment in the developing world also makes long-term 
financial sense - developing countries will be where most of 
future growth will take place. 

5. Conclusion

It is high time to leverage the rising pressures on 
companies and investors to become more sustainable. As 
climate change effects become more visible and public 
outrage grows, pressures for more sustainable practices will 
grow simultaneously. This means that there will be greater 
opportunities to improve SDG financing as investors seek 
positive impact. The main challenges will remain the same 
as they were a few years ago, for example, how to ensure that 
increasing private investment is aligned with the developing 
country needs and has the optimal development impact on 
the ground. These challenges, however, have always applied 
both to public and private investments. Continuous work 
on improving country ownership and transparency can 
help. So, can efforts to better align stakeholder expectations 
and practices. An enabling framework that promotes 
green finance can address these problems and help change 
people’s mindsets and behaviors. On the fiscal and taxation 
side, subsidies for fossil fuels could be phased out, while 
subsidies for green products could be phased in. On the legal 
side, information disclosure could be made mandatory, along 
with environmental insurance. Banks could also be made 
accountable for the environmental damage of the companies 
they lend to, a concept referred to as lender’s liability.

All things considered, there is still one important truth 
to bear in mind. Scalability and standardization come with 
trade-offs. According to Volz (2018), impact investing and 
SDG-aligned investing has seen unprecedented growth in 
the last few years, but measuring the actual impact of this 
growth has lagged. Of course, different approaches may 
well be needed for different countries. A one size-fits-all 
is unlikely to work everywhere, but with new technologies 
and improved data, it should be possible to tackle some of 
the issues better than before, and to improve transparency – 
something that has been on the agenda for a long time.

Transparency will also allow keeping an eye on whether 
environmental and social responsibilities are met, which 
will be important when trying to scale up the investments. 
In the past, part of the problem has been the different actors 
existing in separate universes, with not enough opportunities 
to interact and discuss face-to-face. The growing salience 

of climate emergency and SDGs has led to some positive 
changes, helping to create a wider debate between all 
stakeholders. This needs to be kept up and built upon, so that 
the different professional communities do not stay in their 
silos. In conclusion, the world has now enough expertise and 
money to address the SDG challenges, now it is all about 
fitting the pieces of the puzzle together. So, while there is 
still a long way to go, hopefully the going keeps getting 
better.
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