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THE ROLE OF CAPITAL MARKETS IN FINANCING
THE LOW-CARBON CLIMATE-RESILIENT
TRANSITION: THE CASE OF GREEN BONDS

Capital markets channel savings and
investment between investors and
“capital users” (businesses,
government, individuals), they are
vital to the functioning of an
economy. Thereby, the shift towards
the green economy is achieved
through the greening of capital
markets. One of the financial
instruments dedicated to the
transition towards the green capital
market is Green Bond, or, more
specifically, Climate-aligned Bond.
 
Even though the market share of this
securities is quite limited (by June
2017, climate-aligned Bonds universe
grew up to the amount of USD895bn
outstanding versus more than
USD100tn of the global bond market
(CBI, 2017)), the market is
progressing with a great speed.
Today, the green bonds market has
sufficiently gained in maturity to be
able to attract a rapidly growing
number of institutional investors
searching to make a positive
environmental impact through their
investments.
 
What is a green bond?

A  Green/Climate Bond  is one of
securities “channeled” on capital
markets. It represents a debt
issuance by a “capital user” aiming
to acquire capital from investors to
finance a project with direct
environmental co-benefits (e.g.
renewable energy or energy
efficiency projects, etc.) (Novethic).
 
“Green Bonds are any type of bond
instruments where the proceeds will
be exclusively applied to finance (…)
eligible Green Projects…” (ICMA).
 
“Green Bonds are standard bonds
with a green as a bonus feature”
(CBI).
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Figure 1 – 2018 green bond market use of proceeds (Source : CBI, January 2019)

Green Bonds exist in parallel with
Social Bonds  aiming to finance social
projects and, since 2017, with
Sustainability Bonds aiming to invest
in multi-impact projects (social and
green at a time).
 
 
Challenges
Today, the multinational market of
green bonds is hardly officially
monitored. 
 
Today, several questions need to be
answered to allow green bonds
continue to grow into a mainstream
market.

Figure 2 – 2018 green bond issuance : top 15 countries (Source : CBI, January 2019)
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One of them regards the issue of
Green Bonds  risk-return profile
improvement. Another one relates to
the question of the relevance of
application of the concept
of  additionality  to this
market:  Should Green or Climate
Bonds focus only on the projects that
otherwise would have not been
funded?
 
However, the central problematics
concerns a possibility of  green-
washing by Green Bond issuers.
 
To remedy to this challenge, analysts
conduct external reviews or second
party opinions (special independent
analyses) to assess the “greenness” of
the projects financed and the
transparency on funds allocation.
 
However, the efficiency of such
analyses could be negatively
impacted by the divergence in
methodologies applied by different
analysts and potential risks of a
conflict of interest as such studies are
in most cases requested by the
issuer.
 
Consequently, the enforcement of
the monitoring of Green Bond
Issuance represents the central
requirement of the “Statement of
Investor Expectations for the Green
Bond Market” issued on February
2015 by a group of 27 large investors
(Allianz, BNPP, AXA, Natixis, etc.). The
Statement advocated, inter alia, in
favor of such monitoring instrument
as the way to idenifty climate or other
environmental benefits and whose
use is predefined and made
transparent to the investor

What are the ‘Pros ( ✓ ) and Cons
(X)’?
- Strict standards limit the
attractiveness & openness of the GB
market (X);
- They assure a legal security against
greenwashing (✓);
- They could restrict project diversity
& innovation (X);
- They provide investors with a
certainty about which investments
are truly green, this allows
comparability and fast trading -
essential for the growth of the GB
market (✓).
 
The question of creation of a unique
standardization approach (strict or not)
becomes even more important today
when the market faces the
phenomenon of multiplication of
standards.
 
Multiplication, but, this time, of
projects financed via Green Bonds,
underlies the other technique applied
on the financial market:
 
Securitization
It consists in the creation of a
compound financial instrument, here
a GB, by aggregating smaller financial
assets in order to sell it to big
institutional investors.
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Standardization
Standardization consists in the
institution of common guidelines on
the GB project analysis and control
procedures. It aims mitigating the
risks of greenwashing and potentially
higher transaction costs on the GB
market with the objective to “ensure
the environmental integrity of green
bonds, their tangible contribution to
the low carbon transition” (I4CE, 2016).
 
Today, the role of such common
guidelines is played by the GBP (Green
Bonds Principles) administrated by
ICMA and integrated in the CBI’s
proper Standards/Certification system
(The Climate Bonds Taxonomy).
 
Moreover, some regional
standardization initiatives start to
appear around the world: in 2017,
China Securities Regulatory
Commission issued green bond
guidelines for Chinese listed
companies, in Europe the European
Commission is working on a standard
for green bonds as part of its
Sustainable Finance action plan since
early 2018 and on the international
level the International Organization
for Standardization (ISO) is now
working on a universal green bonds
standard.
 
Still, more is to be done to standardize
the multinational green bond market
while preserving at the same time a
diversity of approaches and financial
products which are necessary to
support the low-carbon transition.
Such double goal raises the question:
Does this market truly need a strict
standardization?

Evolution of Green & Climate Bonds Market

Figure 3 – Evolution of the green bond market since 2013 (Source : CBI, January 2019)

https://www.climatebonds.net/standards/taxonomy
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The process promotes smaller green
projects financing: together, such
projects can reach the “size”
institutional investors are
demanding.
 
Green Bonds securing step by step
- Bank originates loans for green
projects; 
- Fund (bond holding vehicle)
purchases loans and bundles them
together to reach sufficient size to
access the bond markets; 
- Fund issues bonds to institutional
investors.
 
Another outcome of this financial
technique is the increase of the

number of financed green projects:
by selling loans to funds, “Banks get
these assets off their balance, they,
then, can recycle their capital and
lend to new projects” (CBI, 2017).
 
Globally, the technique aims to
amplify the impact of green bonds by
binding together multiple low-carbon
projects and potentially bringing
tangible financial benefits.
 
The challenge remains in the setting
up of a simple, transparent and
standardized securitization.
 
To sum up
In the context of the GB market

development where the stability of
practices is not yet reached, there
exists a common belief that one of
the main drivers of a low-carbon
economy, Green Bonds will help
accelerate private capital flows
into Green Economy.

Annex 1 – Key stakeholders & Initiatives
- The Climate Bonds Initiative (CBI) is an international, investor-focused not-for-profit. Its objective is to mobilize the
USD100 trillion bond market for climate change solutions.
- The International Capital Market Association (ICMA) serves as Secretariat, assuming administrative duties including
facilitating information exchange with issuers, investors, underwriters, and other stakeholders, as well as gathering
input for the annual update of the Green Bond Principles (GBP), Social Bond Principles (SBP) and Sustainability Bond
Principles (SBP).
- The Green Bond Assessment and Verification Guidelines: Chinese financial regulators have released guidelines
around which assets are eligible for green bonds in China (Namely, the People’s Bank of China in 2015, China Securities
Regulatory Commission in 2017). While these standards are largely in line with the Climate Bonds Taxonomy, some
important differences exist and are to be taken into consideration.
- The Global Green Bond Partnership (GGBP), launched at the Global Climate Action Summit (GCAS) in  2018 by,
among others, World Bank Group, Amundi,  European Investment Bank, Climate Bonds Initiative, Ceres, is a new
partnership that will support efforts of sub-national entities such as cities, states, and regions, corporations and private
companies, and financial institutions to accelerate the issuance of green bonds
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