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Investing or lending for environmental goals was once a 
small and tender plant, cultivated by bold venture capitalists 
and high-minded investors. But now green finance is 

having a jack-and-the-beanstalk moment, both pulled by 
technological breakthroughs and pushed by governments and 
regulators.Climate-related opportunities and risks are already 
gaining a new prominence in the boardrooms of insurers. 
Asset managers and banks are beating down the same track. 

The pull factor is strengthening as the costs of wind power 
and solar energy fall. During the past five years, investment 
in renewables around the world has outpaced that in  
fossil-fuel generation, according to a report, Global Trends 
in Renewable Energy Investment, by the Frankfurt School of 
Finance & Management. The potential for further advances in 
green energy is apparent in Texas, the biggest producer in the 
US not just of oil and gas but also of wind power.

A drive towards cleaner energy in China, impelled as much 
by the need to tackle toxic air pollution as by fears of climate 
change, has made it the world’s biggest producer of solar 
energy by capacity. 

Buoyed by this shift towards clean energy, green finance – 
defined by a G20 study group as “financing of investments 
that provide environmental benefits in the broader context of 
environmentally sustainable development” – has been rising. 
According to the Global Sustainable Investment Alliance, there 
was nearly $23tn of professionally managed funds invested 
in broadly defined sustainable ways at the start of 2016, up 
from around $18tn two years earlier. The main method used 
to determine what is “sustainable” is to screen against ESG – 
environmental, social and governance criteria.

Definitions can be accommodating. Green bonds, for 
example, are those earmarked for projects bringing 
environmental benefits. This can include measures such as 
energy efficiency, rather than new, clean sources per se. 
Green bonds have gained fresh impetus since China’s entry 
into the market in 2015 and its issuance of $33bn, more than 
a third of the global total, last year.

A decade after the first issue – a “climate awareness bond” 
from the European Investment Bank in July 2007 – the market 
has around $230bn of green bonds outstanding, according 
to HSBC. That might sound hefty, but green funding is still 
dwarfed by wider capital debt markets. Traditional bond deals 
from large corporates – AT&T, for example, raised US$22.5bn 
earlier this year in a heavily oversubscribed issue – show that 
there is still a lot of space for green bonds to grow.

More importantly, if governments want to meet the goals on 
containing global warming that they set for themselves at the 
Paris conference on climate change in 2015, the growth will 
be needed. 

Private finance, for example, will have to provide more than 
85 per cent of the massive green investments desperately 
needed in China, according to the G20 Green Finance 
Synthesis Report of 2016. Although China cut back more 
than 30 per cent in renewable investments in 2016, private 
investors may pick up the slack. A recent survey for HSBC 
found that two-thirds of global institutional investors were 
planning to increase their low-carbon investments.

Green finance has a generational impulse, too. In the US, 
millennials are twice as likely as all individual investors to 
invest in companies with sustainable goals, according to 
research from Morgan Stanley in August this year. 

Even so, many investors remain cautious. A recent survey 
for Schroders of institutional investors comprising 500 funds 
around the world found that two-thirds thought sustainable 
investment would become more important over the next 
five years. But nearly half also expressed concerns about 
performance, highlighting worries that they may lose out on 
returns if they invest sustainably. 
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But even for sceptics, there is a compelling reason why they 
cannot ignore green finance. That is the push factor from 
governments, especially those in the G20 countries, that are 
striving to deliver on pledges made in the Paris agreement. 
Finance provides a point of leverage for policies to help 
meet these goals. Alongside this, regulators are focusing 
increasingly on climate-related risks to financial stability. 

Having been caught napping by one financial crisis brewing 
under their eyes, regulators are anxious not to miss another 
potential one in plain sight.

The Bank of England (BoE) points to two main challenges for 
the financial sector from climate change. One is physical: the 
general impact of climate change and, in particular, its effect 

in creating more extreme weather conditions such as cyclones. 
The second is the cluster of risks arising from the transition to 
a low-carbon economy, which will rewrite many of the rules 
for investors and lenders alike.

Insurers are especially vulnerable to both. The devastation 
wreaked by hurricanes this year on Caribbean islands and in 
southern parts of the US, such as the flooding of Houston, 
has highlighted the risk of rising liabilities from violent storms.

Insured losses at 2015 values have risen from an annual 
average of $10bn in the 1980s to one of $45bn so far this 
decade, according to the BoE. Although most of the 
increase is driven by exposures – the rising value of  
property in high-risk areas – there does appear to be 
a contribution from weather and climate since rising 
temperatures tend to increase wind speeds. A study by Lloyd’s 
of London attributed 30 per cent of losses from flooding in 
New York in 2012, when “Superstorm Sandy” caused a sea 
surge, to an underlying 20cm increase in the local sea level 
since the 1950s.

Whereas general insurers are on the line for physical risks, 
life insurers with liabilities stretching out over several decades 
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are exposed to transition risks, including uncertainties about 
the processes and timing of the shift to a low-carbon world. 
The worry is that some of their investments may become 
worthless as the vast reserves of fossil fuels are rendered 
unburnable – that is, unless cost-effective carbon-capture 
technologies can be devised. 

Time-honoured strategies for investing in the long term no 
longer look so sound as the energy mix of the economy 
is transformed. And although insurers can take a view on 
how far and how soon they should adjust their portfolios to 
the move towards clean energy, they face more immediate 
peril from unexpected switches in government policies. The 
abrupt decision in 2011 by the German chancellor, Angela 
Merkel, to bring forward the phasing-out of nuclear power 
– the Energiewende  – following the Japanese disaster at 
Fukushima in March of that year, upended big German energy 
utilities such as RWE. 

The BoE, which supervises insurers as well as banks, has 
already conducted a regulatory review of the insurance 
industry to assess the adequacy of the sector’s approach 
towards climate-related risks. It sought to highlight the risks 
and to ensure that insurers were managing them sensibly 
through techniques such as catastrophe risk modelling.  
Now it is turning its attention to banks and conducting a 

similar review, announced in June this year. Although banks 
are not as exposed to climate-related dangers as insurers, 
it would be foolish not to factor these risks into credit 
evaluation and risk management.

Asset managers and institutional investors also need to 
consider what climate change might mean for their portfolios 
– many of which must perform over the longer term to 
support pensions – and governments are already exerting 
pressure. Although there is a case for regulators to ensure 
that they are both aware of the risks and managing them 
appropriately, the top firms do not need much prompting. 
A study by BlackRock Investment Institute in September 
2016 said that “we see climate-proofing portfolios as a key 
consideration for all asset owners”. 

But for that to happen, all asset owners need better and more 
consistent environmental information about the companies 
in which they are investing. At the behest of the G20, the 
Financial Stability Board (FSB), an international watchdog, is 
seeking to improve disclosures, which are currently patchy 

and often lack information on their financial implications. An 
FSB task force led by Michael Bloomberg, former mayor of 
New York, made recommendations in June 2017 for annual 
climate-related financial disclosures covering governance, 
strategy, risk management, and metrics and targets, 
including the use of climate scenarios to gauge the resilience 
of planning. These would be more extensive for financial 
sector firms and companies in four other sectors – energy, 
transportation, materials and building, and agriculture, food 
and forestry. 

The EU is also flexing its muscles. The European Commission 
has assembled a high-level expert group to set out how 
finance can pave the way to a greener Europe. Its preliminary 
recommendations in July this year included developing a 
classification for sustainable financial assets; establishing 
a European standard for green bonds; introducing a 
“sustainability test” for EU financial legislation; and enhancing 
the role of supervisory authorities in assessing climate-related 
risks. The report says that prudential regulation of individual 
banks and through disclosures “could be strengthened further 
with regard to sustainability”.  

Although the main emphasis of the experts reporting to the 
Commission is on tweaks and nudges, France has already 
taken a stiffer statutory stance, mandating institutional 
investors to disclose how their portfolios align with climate 
targets in Article 173 of the energy transition law of 2015. In 
the UK, too, the government has set up a task force to assist 
in the drive to boost green finance and the shift towards 
a low-carbon economy. Ministers are hoping that “the 
transition to a low-carbon economy offers the UK a multi-
billion pound investment opportunity, creating high-value jobs 
and boosting exports”. 

Despite extreme weather events and global warming,  
there is still a debate on how to respond. What is certain is 
that, whatever stance investors, bankers and insurers may 
take on climate change, they have to reckon with a cascade 
of new public and regulatory policies designed to get them  
to change their ways. Green finance is only just starting  
to sprout. 
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