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Abstract 

It is increasingly acknowledged that climate change poses a systemic risk which potentially can destabilize 
capital markets unless action is taken.1 Green bonds have been perceived as an important means to move 
towards green and sustainable investments, but now the effectiveness of the green bond instrument to shift 
capital to low greenhouse gas emissions and a climate-resilient development is being questioned. The 
purpose of my thesis is to analyse the green bond instrument and the role that it plays in climate finance.  

Notably, the role of the green bond and climate finance has changed over time. Green bonds emerged in 
2008, and the green bond market has grown exponentially. The Paris Agreement from 2015 was the first 
climate agreement to address the finance sector, and the sustainable finance markets are now moving 
forward at a swift pace, with new and innovative products developing and rewarding green and sustainable 
investments.  

The contributions of the research are threefold. Firstly, an analysis based on an empirical study and analysis 
of the terms and conditions of the contracts between issuers and investors regulating green bonds on the 
Nordic market. Secondly, an analysis of the new innovative bond instruments – transition bonds and 
sustainability-linked bonds – following the green bond that have emerged since 2019. Thirdly, the green 
bond instrument is analysed in its historical context, describing the role of carbon pricing and comparing 
the green bond instrument to experience from early project-based climate finance, the Clean Development 
Mechanism (CDM). To conclude, an analysis is provided of the green bond instrument and the role that it 
plays at the transformation to a climate-resilient and sustainable society.  

The perspective in the analysis and the discussion is normative and forward looking (“de lege ferenda”), based 
on experience – “lessons learned” – from the development of early climate finance and the development 
that the green and sustainable bond market has undergone. The ultimate purpose is to analyse the role the 
of the green bond in climate finance. My analysis addresses the interplay between coercive and voluntary 
regulation of the green bond instrument.  

The theory and findings of the thesis are that flexibility should be provided to market participants to allow 
for the development of new innovative instruments, based on the tools and infrastructure developed in 
climate finance and green and sustainable bonds. Legal regulation should focus on information and 
disclosure of climate-related and sustainability risks, and providing clarification and codification of 
definitions and standards for this purpose. The tools and infrastructure created for green bonds, and further 
developed for other emerging innovative bonds, should be used to provide transparency at sustainability at 
all finance. As climate-related and sustainability risks are disclosed and addressed properly and fiduciary 
duties are developed, the financial market can move from rewarding “green”, to penalising “brown” 
investments. When “green” is the new normal there will be no need for a specific green bond instrument. 
The point of green bonds is being part of this journey – not the solution. 

1 See inter alia Ramani 2020 
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1. Introduction

1.1 Background 

Climate change is a global problem which requires international cooperation at the highest level. The 
international climate agreements, the United Nations Framework Convention on Climate Change 
(UNFCCC) and the associated Kyoto Protocol and Paris Agreement have raised awareness of the harmful 
effects of climate change and provided a basis for government policies regulating a price on carbon. This 
has been done largely through carbon taxes and cap-and-trade (emissions trading) schemes. These 
international agreements have also formed the basis for carbon finance and climate finance. The Kyoto 
Protocol was a determinant in creating carbon markets, with the development of carbon and climate finance 
which emerged through World Bank initiatives starting in the late 1990s. The EU showed the way with its 
cap-and-trade emissions trading scheme (EU ETS), which put a price on carbon, even before the Kyoto 
Protocol entered into force.  

The effects of adverse climate change on the economy have been noted more recently. In 2006 economist 
Sir Nicholas Stern, then Head of the UK Government Economic Service, in his report for the Government 
of the United Kingdom in 2006 for the first time assessed evidence on the impacts of climate change on 
the economic costs. 2 Stern concluded that climate change is a result of “the greatest market failure that the world 
has seen”. In 2014, John Rogers, President and CEO of Global Chartered Financial Analyst Institute 
suggested that “fiduciary capitalism” is the future of finance. He introduced the term “fiduciary capitalism” in 
contrast with “finance capitalism”, which had achieved tremendous and unsustainable growth in market 
capitalization from the 1980s through to the 2008/2009 financial crisis.3A major turning point was when 
Mark Carney, then Governor of Bank of England and Chair of the Financial Stability Board (FSB), in his 
speech at Lloyd’s of London in September 2015 stressed that “green” finance cannot remain a niche interest, 
and referred to the risk that the majority of oil, gas and coal reserves will become “stranded assets”, a concept 
which since has been endorsed by many.4 The awareness that climate change poses a systemic risk that can 
destabilize financial systems is now being widely recognised. One example is the Central Banks and 
Supervisors network for Greening the Financial System (NGFS)5 call for action 20196, and a report from 
2020 commissioned by Banque de France that warns that climate change threatens to provoke a “green swan” 
event, a systemic financial crisis, unless authorities act.7 

Market participants are also concerned about the risks connected to climate change and have taken action 
and developed innovative climate and green finance products. A defining moment in steering finance flows 
towards climate-resilient investments was the “green bonds” concept which was developed by SEB and the 
World Bank as a response to investor demand for climate-related opportunities.8 The first green bond was 
issued in 2008. In 2014 the International Capital Market Association (ICMA) issued the Green Bond 
Principles (GBP) which have established a voluntary green bond standard that has been generally adopted. 
Voluntary principles and guidelines developed by the industry for new green and sustainable finance 
products have emerged and evolved at a rapid pace after this. 

The Paris Agreement entered into in 2015 is the first international climate agreement that addresses the 
finance sector. Finance has a more dominant role than in previous international climate agreements, and 
the Paris Agreement explicitly establishes that financial flows should be made consistent with a pathway 
towards low greenhouse gas emissions and climate-resilient development. The 2015 EU Capital Market 

2 Stern 2006 
3 Bowman 2015, Hawley and others 2000 
4  Carney 2015, Caldecott 2016  
5 NGFS was formed in December 2017 at the initiative of Banque de France. 
6 NGFS 2019 
7 Bolton and others 2020  
8 For a description of the green bond see inter alia Forsbacka, Vulturius 2019 



    
 

 10 

Union Action Plan acknowledged the growth of the green bond market and confirmed that the EU 
Commission would continue to support these and other developments in ESG investments. A significant 
national legal initiative is Article 173 of the French Energy Transition Law which entered into force in 2016, 
and requires institutional investors to disclose how they address climate change risks, the world’s first law 
addressing climate-change risk and disclosure. In 2018 the EU Action Plan for Sustainable Finance (the 
Action Plan), was adopted, a plan which has paved the way for EU regulation on an EU Taxonomy and EU 
Green Bond Standard.9   

Disclosure is an important part of the green bond instrument, and sustainability reporting has received 
increased attention. The Task Force for Climate-related Disclosures (TCFD) appointed by the FSB issued 
voluntary recommendations which provide a general framework for climate-related financial disclosures 
intended for corporates and financial institutions in 2017.10 In parallel, investors – especially institutional 
investors such as pension funds and insurance companies – have recognised their fiduciary duties11 and 
have increasingly started to look for green and sustainable investment opportunities. Credit and investment 
risk arise from companies which are exposed to climate-related regulatory pressure and from changes in 
market demand, and reputational risk is becoming a key issue for private finance.12  

The green and sustainable bond markets have grown exponentially, and new bond instruments are emerging 
at a rapid pace, such as Transition bonds and Sustainability-linked bonds, and now, the Covid-19 crisis in 
2020 has expanded this market to additional instruments. The Covid-19 crisis has temporarily decreased 
emissions, but unless action is taken, emissions are expected to increase again. On the other hand, this crisis 
creates not only challenges but also opportunities to “build back better”, through directing capital in the right 
direction as suggested by international and regional institutions such as the IMF, EU and ECB.13      

 

1.2  Purpose and Research Questions 
 

Overview 
 
In this thesis I describe the emergence and development of the green bond, and provide a legal analysis of 
the role that the green bond instrument plays at the furthering of climate finance. At my analysis I will focus 
on one particular aim; the green bond instrument’s role at making finance flows consistent with a pathway 
towards low greenhouse gas emissions and climate-resilient development as prescribed in the Paris 
Agreement.   

Research questions 

I will analyse the role of the green bond instrument and to what extent intervention on capital markets 
through regulation of the green bond market is motivated in order to efficiently further the purpose of the 
bond; contributing to a transition to low greenhouse gases and climate-resilient development. 

The bond instrument is a standardized debt instrument traded on international capital markets.14 Capital 
markets have a central role to play in allocating capital efficiently and they seek to improve transactional 
efficiencies without excessive intervention. However, in order for financial markets to function as intended, 

 
9 (COM (2018) 97 final EU Action Plan). The Action Plan also includes regulation on ESG disclosures, as well as 
fiduciary duties for investors 
10 TCFD 2017 
11 One early example is the Principles for Responsible Investment (PRI) established in 2006  
12 Financiers and corporates can also face a litigation risk for facilitating GHG emissions through carrying out or 
financing projects that contribute to climate change, or for insufficient disclosure or lack of climate policy related to 
climate-related risks 
13 IMF 2020  
14 See inter alia Forsbacka Vulturius 2019 for a description of the green bond instrument. 
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there are certain conditions that need to be fulfilled. This means that capital markets, though generally 
efficient, must to some extent be regulated. The research questions are focused on how and to what extent 
intervention in the form of regulation should be used in order to efficiently fulfil the green and sustainable 
ambitions which originally motivated the creation of the green bond instrument. The ultimate research 
question is to define the role that the green bond instrument plays at climate finance. 

I will discuss the following questions: 

1. What can we learn from an analysis of the terms and conditions of the contracts between issuers 
and investors regulating green bonds on the Nordic market? 
 

2. What is the impact and potential of the new innovative bond instruments – Transition bonds and 
Sustainability-linked bonds – that have emerged? 
 

3. What similarities / differences are there between the green bond instrument and the early project-
based Clean Development Mechanism (CDM) regulated under the Kyoto Protocol? What can we 
learn? 

My ultimate research question is: What is the role of the green bond instrument in climate finance? Is there 
a need for and, if so, to what extent, for legal intervention on the green bond market?   

Purpose and contributions 

The contributions of the research are threefold. Firstly, an analysis based on an empirical study and analysis 
of the terms and conditions of the contracts between issuers and investors regulating green bonds on the 
Nordic market. Secondly, an analysis of the new innovative bond instruments – transition bonds and 
sustainability-linked bonds – following the green bond that have emerged starting in 2019. Thirdly, the green 
bond instrument is analysed in its historical context, describing the role of carbon pricing and compared to 
the experience from early project-based climate finance such as the Clean Development Mechanism (CDM). 
 
The ultimate purpose of this thesis is to analyse the green bond instrument and the role this instrument can 
play at the transformation to a climate-resilient and sustainable society. My analysis addresses the interplay 
between legal and voluntary regulation of the green bond instrument. 
 
The perspective in the analysis and the discussion is normative and forward looking (“de lege ferenda”), based 
on experience – “lessons learned” – from the development of early climate finance and the development 
that the green and sustainable bond market has undergone.  

Disposition  

The thesis consists of this Introductory Chapter and two Articles. This Introductory Chapter is organized 
in the following manner. Firstly, Theory and Methods used are described (2), followed by a brief background 
about Responsible and Sustainable Investments and International Climate Agreements (3) and Sustainability 
Reporting (4). Next, the Economic Risks of Climate Change (5) and the role of Price on Carbon and 
Incentivising Legislation are described and analysed (6), followed by an Overview and Analysis of the 
Articles included in the thesis (7) and CDM and Green Bonds – a Comparison (8). The final chapter includes 
the Conclusions (9).   
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2. Theory and Method  
 

 
2.1 Theory 

 
It is increasingly acknowledged that the adverse effects of climate change constitute an economic risk and 
a risk to financial stability. My theory is that the central contribution of the green bond to climate finance is 
the procedure and infrastructure for disclosure of climate-related information and information on 
sustainability performance that has been developed by the market participants. These can be developed 
further and be widely applied to include transparency and disclosure on sustainability performance in all 
finance. 
 
The green bond instrument is a financial innovation. The procedure of disclosure of information established 
for the green bond has been utilised for other emerging innovative sustainable bond instruments, and is 
being clarified and formalised by the market participants and the regulator. This procedure for disclosure is 
being further developed by market participants for Transition bonds and Sustainability-linked bonds, and 
can be applied for wider adoption at all climate and sustainable finance.15 This is the true contribution of 
the green bond to climate finance.  
 
New innovative bond instruments, such as Transition bonds and Sustainability-linked bonds are emerging, 
and market participants should be provided the possibility to continue to develop such instruments. 
Excessive legal intervention that could hinder the development of innovative sustainable instruments 
contributing to the transition to a climate-resilient and sustainable development should be avoided. Thus, 
rigid regulation of the green bond instrument could in fact hinder the transition from “brown” to “green” 
which is required if the ambitious targets under the Paris Agreement are to be met, and could create an 
unlevel playing field. The role of the regulator should therefore be to provide regulation on definitions and 
standards for disclosure of information that can be used broadly at all climate and sustainable finance, and 
to support and develop corresponding fiduciary duties – not in detail regulate the green bond instrument, 
or connect specific benefits to the green bond. Eventually, when standardized disclosure of climate and 
sustainable information has been generally adopted, there may be no need for a specific green bond 
instrument.  
 
Notably, in parallel to the development of financial regulation of disclosure obligations, the social cost for 
the harmful effects – externalities – of climate change need to be addressed by the regulator with support 
from other actors. These regulations and the disclosure of climate-related and sustainable information are 
mutually supportive.   

 
2.2 Method 

 
Traditional legal method and law and economics 
 
The method used for my analysis is the traditional legal method and law and economics. I have made an 
empirical analysis of the contract documents and green bond documentation governing green bonds in my 
first article, and a review and analysis of the bond documentation on selected examples of the emerging new 
Transition bond and Sustainability-linked bond instruments in my second article, including a desktop review 
and analysis of evolving industry and legal regulation and guidance on these instruments and analyses and 
commentaries by researchers and market actors on these green and sustainable bond instruments and the 
effect on the market.16 I make a normative analysis, including value-based prescriptive statements, based on 
a forward looking (“de lege ferenda”) perspective, and provide recommendations on what action the regulator 
should take. I have based my analysis on the traditional legal method. As my perspective in the research is 
market efficiency on the capital markets for green and sustainable bonds, a context which consists of 

 
15 I refer to my Article 2 for a further description of Transition bonds and Sustainability-linked bonds.  
16 See Forsbacka Vulturius 2019 and Article 2 for a more detailed description. 
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external (non-legal) perspectives on law, I refer also to law and economics, the bridge between economic 
and legal regulation, at my analysis of the research questions.17 Law and economics dates, in its present 
form, from the early 1960s, when Coase published his article on social cost and Calabresi published a first 
article on torts.18 According to Posener, the hallmark of law and economics is the application of the theories 
and empirical methods of economics to the central institutions of the legal system, including inter alia on 
contracts and on the theory of legislation and rulemaking. Posener notes that the legal system – its doctrines, 
procedures and institutions – has been strongly influenced by concern (more often implicit than explicit) 
with promoting economic efficiency.19   

Green bonds and capital markets 

The green bond instrument is a standardized debt instrument – legally and financially no different from 
“plain vanilla” bonds – traded on international capital markets.  

Capital markets aim at transactional efficiency. However, in order for markets to function as intended, there 
are certain conditions that need to be met: there must be competition on the market, and the market 
participants must have relevant information. External costs should be internalized, and there should not be 
any significant additional transaction costs. This implies that the capital markets must to some extent be 
regulated.  

I will discuss and analyze the need for efficiency on capital markets, and discuss why, and to what extent, 
there is a need for legal intervention. I will also discuss the role of carbon pricing. My analysis is based on 
the reasoning described below. 

Market efficiency and just conduct 

One starting point is that intervention may be required to ensure just conduct and secure the efficient 
functioning of the market. 

According to the Coase theorem, the market mechanisms support economic efficiency and will, through 
voluntary agreements, reach the most effective result, provided that there are no transaction costs.20 
Governmental intervention may be required, though, when there are market failures in the form of 
transaction costs that prevent the most effective result. A simplified starting point, applying the Coase 
theorem, would be the assumption that financial markets generally operate effectively, provided that (i) there 
is perfect competition, meaning that there are sufficient suppliers and buyers, (ii) the parties have perfect 
information, (iii) there are no external costs that are not internalized in the operations of the issuers, and 
(iv) there are no significant additional transaction costs.21 22  

However, Coase is upfront about the fact that the above assumptions are unrealistic, and is not a strict 
defender of market mechanisms. 23 Limitations due to the fact that the markets Coase refers to – as opposed 
to capital markets – are smaller and involve very few participants should also be taken into account.24 Stigler 
who played an important role in the success of the Coase theorem, never denied that the theorem was based 
on unrealistic assumptions.25 He presented a model which emphasizes the cost of search, or the transaction 
costs, and the disadvantages connected to ignorance that need to be taken into account, stating that 

 
17 See also Knuts 2010 
18 Coase 1960, Calabresi 1961. Before this, economic analysis of law was in reality synonymous with antitrust 
economics, Posener 2007   
19 Posener 1975 
20 The Coase Theorem is based on Coase’s article from 1960: Coase, Ronald, The Problem of social cost, University 
of Chicago, The Journal of Law & Economics, October 1960 Volume III (Coase 1960)  
21 Coase 1960  
22 See also Marciano 2011  
23 Coase 1960, Stigler 1989  
24 See inter alia Marciano 2011 
25 Stigler 1989  
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“knowledge is power”. According to Stigler reputation indicates quality, and commands a price (or exacts a 
penalty) as it reduces the costs for search: relying on reputation means decreased costs for search, which means 
lower transaction costs.26  

Stigler also noted that there is a difference between economics, as this is a discipline that seeks to explain 
economic life (and all rational behaviour) and law, a discipline with the purpose to achieve justice in regulating all 
aspects of human behaviour.27 He argues that the concept of efficiency contains two values: a valuable goal 
and valuable means (inputs) with which to achieve that goal, and that efficiency is judged with respect to the goal 
sought. The economist’s conventional concept of efficiency is “maximization of the output of an economic 
process or of an economy”, which accepts private market judgments on the values of goods and services. 
However, in policy analysis an alternative definition of efficiency resting on the goals adopted by society 
through its government may be employed. Notably, though efficiency is fundamental for economists, justice 
is guiding for lawyers.28  

Hayek, an orthodox libertarian, describes the market by the term ”catallaxy”, meaning the special kind of 
spontaneous order produced by the market through people acting within the rules of law of property, tort 
and contract.29 He acknowledges that also the spontaneous market needs intervention in form of “rules of 
just conduct”, but emphasizes that the rules of just conduct should be rules to protect material domains and 
not market values.30 Hayek uses the term “interference” or “intervention” for such specific orders which 
do not serve only to keep up the spontaneous order but aim at specific results. He claims that specific 
commands (“interference”) in a catallaxy create disorder and can never be just. However, the establishment 
and improvement of the generic rules required for the functioning of the market order should not be 
considered such interference. “Oiling a clockwork”, or in any other way securing the conditions that a going 
mechanism required for its proper functioning, is not such “interference”. In Hayek’s opinion “(e)very act 
of interference creates a privilege in the sense that it will secure benefits to some at the expense of others, 
in a manner which cannot be justified by principles capable of general application”. Coercions should only 
be used for uniform rules equally applicable to all.31  

To conclude, intervention can be required in form of rules to secure the functioning of the market and 
ensure just conduct. When I refer to efficiency, I mean the best way to achieve the broader goal: the role of the 
green bond instrument to further climate finance and the transition to a sustainable and climate-resilient society. 

Capital markets and asymmetric information 

Another starting point is the impact of available information on capital markets. Asymmetries in information 
provide an unlevel playing field. 

Market efficiency is said to refer to the degree to which market prices reflect all available, relevant 
information. If markets are efficient, then all information is incorporated into prices. The term Efficient 
Market Hypothesis (EMH) was introduced by economist Fama in the 1970s, though Fama himself 
acknowledges that the term is a bit misleading because no one has a clear definition of how to perfectly 
define or precisely measure market efficiency. According to the EMH, a market is efficient if prices at each 
moment incorporate all available information about future values. In a market in which (i) there are no 
transaction costs in trading securities, (ii) all available information is available to all market participants at 
no cost, and (iii) all agree on the implications of current information for the current price and distributions 
of future prices, the current price “fully” reflects all available information.32 The EMH has been interpreted 
to consist of two components: that any asset will sell for its true “intrinsic value” – “the price-is-right”-

26 Stigler 1961 
27 Stigler 1992 
28 Stigler 1992 
29 Hayek 1982 
30 Hayek 1982 
31 Hayek 1982 
32 Fama 1970, Cochrane 2014 
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theory, and that the “no-free-lunch” principle, as all publicly available information is reflected in current 
stock prices.33 The hypothesis also assumes that the market participants are acting rationally.  

As markets are not always efficient, the EMH has not maintained the position it once had. New insights of 
cognitive psychology (as opposed to rational behaviour employed in conventional economic analysis) have 
been introduced by behavioural economists. These new insights, which have significant empirical support, 
challenge the key assumptions of the EMH.34 Economic behaviourist Thaler refers to the bubbles we have 
seen in recent times, and notes that “the price is often wrong, and sometimes very wrong” referring to the fact that 
Central banks around the world have had to take extraordinary measures to help economies recover from 
the financial crisis.35  

The problem with asymmetries in information needs to be taken into account.  

Informational asymmetry occurs when one party to a transaction has more information of relevance to the 
transaction than the other party. A major objective for market regulation is to prevent detrimental effects from 
asymmetries of information. According to Lau Hansen, this objective is even more pronounced in financial 
market law because of the special informational character of securities markets.36  

The theory of asymmetric information was established by Akerlof, Spence and Stiglitz in the 1970s. Their 
work on markets and information asymmetries is fundamental and has helped the understanding of market 
phenomena, which could not be fully captured by traditional neoclassical theory. Moreover, their models 
have been used to explain the emergence of many social institutions that counteract the negative effects of 
informational asymmetries. These theories can be applied on financial markets.37 

Akerlof’s essay “The market for Lemons” is the central study in the literature of economics of information.38 
Akerlof refers to the asymmetry in available information. He describes an example where good and bad 
products (cars) are being sold at the same price since it is impossible for the buyer to tell the difference 
between a good and bad product (car). Akerlof’s Lemon Theory illustrates that a market with uncontrolled 
informational asymmetries will under-perform compared to a market with less informational asymmetries, 
either by being illiquid or by ceasing to function altogether. Akerlof concludes that the difficulty to 
distinguish good quality from bad (“lemons”) is inherent in the business world, and may explain many 
economic institutions and be one of other more important aspects of uncertainty. If markets are not 
regulated and buyers cannot find out the quality of the product, unscrupulous sellers of low-quality products 
would trade on the market for high quality. This would lead to a single market with one and the same price 
for all units. The market would underperform by being illiquid and could even cease to function altogether. 
39 When a party has an informational deficit, he is at risk of entering into the transaction at a disadvantage, 
and to offset this risk, he will take into account a risk premium.40  

Stiglitz finds that economic models may be quite misleading if they disregard informational asymmetries. 
His work with Grossman introduces the so-called Stiglitz-Grossman paradox: if all relevant information 
were reflected in market prices, no agent would have an incentive to acquire the information on which 
prices are based. If the price would fully reflect all information, they argue, informed traders could not earn 
a return on their information. Where there are differences in beliefs that are not fully arbitraged, there is an 
incentive to create a market. Grossman and Stiglitz wanted to redefine the EMH (which claims that “at any 

 
33 Thaler 2015  
34 Kahneman, Tversky 1974, Barbier Thaler 2002, Posener 2007 
35 Thaler 2015 
36 See inter alia Lau Hansen 2003  
37 Löfgren and others 2002 
38 Akerlof 1970  
39 Akerlof 1970 and Lau Hansen 2003 
40 Akerlof 1970 and Lau Hansen 2003 
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time prices fully reflect all available information”, see above). They emphasize, though, that they do not 
want to destroy the hypothesis.41 

In their classical article on adverse selection, “Equilibrium in Competitive Insurance markets: An Essay on 
the Economics of Imperfect Information”, Stiglitz and Rothschild showed that even a small amount of 
imperfect information could have a significant effect on competitive markets. They found that uninformed 
insurance companies offer their informed customers different combinations of premiums and deductibles 
and the customers then, under certain circumstances, choose the policy preferred by the companies, a kind 
of screening through self-selection. Thus, if insurers cannot categorise individuals by their exposure to risk, 
a second-best alternative can be achieved by supplying a selection of insurance policies where the specific contract 
freely chosen by each individual reveals his true level of risk.42  

Disclosure and a level playing field   

Based on the above reasoning, a major objective of market regulation should be to avoid detrimental effects 
from asymmetric information, because such asymmetries tend to have a negative effect on the market. 

As explained, the avoidance of asymmetric information is especially important in financial market law 
because of the special information character of securities markets.43 One main institution of this kind of 
market regulation is disclosure obligations. Disclosure obligations are a relatively new phenomenon and have 
been extended only recently, mainly for consumer protection. Lau Hansen notes that a duty to disclose 
needs to be balanced against a need to reduce the costs of compliance for the obliged party, obliging him 
to disclose only information that is necessary and material to the other party to the transaction. Importantly, 
the rules on disclosure cannot create equality among market participants. At best, a level playing field can 
be achieved. The purpose of the disclosure obligation is not to ensure equality among the market 
participants, but rather to reassure diligent participants, that material information unavailable to them is not 
being used to their disadvantage.44  

There is also research evidencing that increased transparency through disclosure of environmental 
performance reduces information asymmetry, reduces the cost of capital and consequently influences capital markets. 
Pinto, de Klerk, deVilliers and Samkin note that corporate environmental performance is of increasing 
importance to investors, public policy makers and the general public. Capital market motivations for 
disclosure of information on environmental performance that addresses risks and future costs, is to address 
information asymmetry which can affect stock valuation and cost of capital.45 Disclosure of CSR 
information can affect share prices. De Klerk, Van Staden and De Villiers have evaluated the relationship 
between share prices and the CSR disclosure of large UK companies, and found that CSR disclosure 
provided by a company reduces information asymmetry between managers and shareholders. They conclude 
that higher levels of CSR disclosure are expected to be associated with higher share prices.46 

Importantly, the voluntary green bond procedure developed by the industry provides additional information 
to investors. Private issuers of green bonds disclose the climate and green benefits of their bonds because 
investors reward them for reducing information asymmetry and greenwashing risk.47 Shislov, Morel and 
Cochran opine that the additional information on the impact of their funds and the use of proceeds provided 
at the issuance of green bonds is an added value in itself to investors compared with investing in classical 
bonds.48 As the green bond market expands, more and more investors willing to seize new opportunities 
will be drawn to the market. According to Shislov, Morel and Cochran, the imitation effect as well as competition 
between investors could create market incentives for increasing the understanding of the issues related to 
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46 De Klerk and others 2015, see also Tuhkanen Vulturius 2020, Pinto and others 2014 
47 Sartzetakis 2020, Tuhkanen, Vulturius 2020 
48 Shislov, Morel, Cochran 2016  
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the low-carbon transition.49 Sartzetaki claims that bridging the informational gap between issuers and 
investors is probably the most important challenge for the green bond market. He advocates that the green 
bond market needs a strict framework to ensure transparency and communication of information to reduce 
informational asymmetries and avoid the suspicion of greenwashing.50   

Institutions that counteract asymmetries in information and credit rationing  

Notably, asymmetries in information can be counteracted through institutions. In addition, there can be 
consequence to defaulting borrowers, not only in the form of higher lending rates, but in credit rationing 
by the lenders.   

Akerlof refers to institutions that can counteract the effects of quality uncertainty. These include guarantees, 
where the risk is borne by the seller rather than by the buyer. Another institution which counteracts the 
effects of quality uncertainty is the brand-name good. Brand names not only indicate quality but also provide 
a means for retaliation – reputational effect – if the quality does not meet expectations. Also licensing practices 
can reduce quality uncertainty, such as the high school diploma, the Ph.D. and the Nobel Prize that serve 
the function of certification.51  

One alternative is to deny loans to defaulting borrowers. Two papers by Stiglitz and Weiss that analyse 
credit markets provided the theoretical justification of true credit rationing.52 Stiglitz and Weiss concluded that, 
as increasing interest rates of increasing collateral requirements could increase riskiness, potential borrowers 
who are denied loans would not be able to borrow, even if they were willing to pay more than the market 
higher interest rate or provide more collateral.53 At their analysis of contingency contracts they found that 
banks, rather than raising the interest rate, often deny future loans to defaulters. To reduce losses from loans, it 
may be optimal for imperfectly informed banks to ration the volume of loans instead of raising the lending 
rate, as would be predicted by classical economic analysis.54  

Climate change policy and regulation 

As explained above, one prerequisite for markets to work efficiently is that external costs – the harmful 
effects of climate change – are internalised at the corporate level. Internalising the negative effects of climate 
change through a price on carbon is also in line with the Polluter pays Principle.55 

The problems involved in coping with climate change mitigation are complex, and there is no “optimal” 
solution. It is generally agreed that climate law and policy is required on national, regional and global level 
and on multiple scales.56 Ostrom has advocated that many activities can be undertaken by multiple units at 
diverse scales that cumulatively make a difference. Instead of focusing only on global efforts, polycentric efforts 
to reduce the risks associated with climate change should be applied. Thus, according to Ostrom, efforts to 
reduce global greenhouse gas emissions is a classic collective action problem, best coped with at multiple 
scales and levels. The polycentric approach encourages experimental efforts by multiple actors, as well as 
the development of methods for assessing the benefits and costs of strategies adopted in one setting and 
comparing these with results obtained in other settings.57 In a report for Banque de France from 2020 it is 
acknowledged that climate change is a complex collective action problem that requires coordinating actions 
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55 The Polluter Pays Principle is an economic principle through which external costs can be internalized: the polluter 
shall pay the socioeconomic costs for the damage on the environment. The principle was first expressed as an OECD 
recommendation in 1972 and is part of the Rio Declaration on Environment and Development adopted at the UN 
Conference in Rio de Janeiro in 1992. 
56 See inter alia Ostrom 2010, Bowman 2015 
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among many players including governments, the private sector, civil society and the international 
community. 58 

There are alternative ways to legal regulation to mitigate GHG emissions on the regional and/or national 
level: one is direct and coercive, command-and-control, regulation, which is highly interventionist, while another 
form is indirect steering regulation, which is low interventionist. Historically, regulators have often chosen 
command-and-control regulation for environmental issues, such as air and water pollution due to 
“externalities” imposed by polluters. This allows little flexibility in promoting environmental goals. 
Incentive-based approaches have been considered more efficient and more effective when it comes to 
climate mitigation, and they also increase freedom of choice as recommended by economic behaviourists.59  

In the climate change area, two broad approaches are usually applied. The first is to impose taxes or penalties 
on those who pollute. A tax on greenhouse gas emissions, favoured by environmentalists (and economists 
too) is one example. The second approach is a “cap-and-trade” system, such as e.g. the EU ETS. This basic 
approach is compatible with “libertarian paternalism” as people can avoid paying tax by not creating 
pollution. The cap-and-trade system is similar, as it creates a disincentive to pollute and market-based 
incentives for pollution control. It also rewards technical innovation in pollution control, and does so with 
the support of private markets.60 A global carbon tax – if such a system would be possible to implement – 
is generally perceived as the most effective way to regulate the climate change area.  

To conclude, collective action from many players is required. The report for Banque de France referred to 
above, notes that central banks can have an additional role to play in helping coordinate the measures to 
fight climate change in addition to climate mitigation policies such as carbon pricing, the integration of 
sustainability into financial practices and accounting frameworks, the search for appropriate policy mixes, and the 
development of new financial mechanisms at the international level. The report stresses that all these actions will 
be complex to coordinate and could have significant redistributive consequences that need to be addressed. 
However, they are essential to preserve long-term financial stability in the age of climate change.61  

Drivers of climate-related initiatives for transactional banks  

An empirical case-study of early-moving or leading transactional banks published in 2015 regarding the 
broader finance sector and climate change by Bowman, finds that the overarching driver of climate-related 
initiatives is business case logic.62  

The study showed the importance of client service reputation and, to a lesser extent, social reputation to 
private finance actors. Banks value their brand, image and reputation and want to maintain a high standard. 
The more sophisticated the state interventions were, the more likely that banks would see climate change 
as an opportunity and leverage incentives to enhance both their client reputation and social reputation, and 
be able to focus on profit enhancement. The business case logic consists of two parts: (i) climate risks – 
credit, investment, litigation, reputation, regulatory – are minimized, and (ii) profits are enhanced – directly 
via fee generation and indirectly via competitive edge.63 For all banks, client service reputation was a prime 
motivator to create climate-related products and services, and considered as “good business sense”. The 
survey showed that a threatened carbon price (not even an actual one), when combined with financial incentives, 
motivated banks to view climate change as more of an opportunity than a risk. It is clear, however, that 
carbon pricing is not the only imperative. Incentivizing regulation is also required. This means that 
government policy that incentivizes investment in renewables and clean tech, in the form of hard economic 
incentives such as (feed-in-tariffs), tax credits and/or grants or in the form of behavioural and cognitive 
incentives, such as securities listing guidance or company ratings regarding GHG emissions reductions, are 
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effective. Including of financial incentives in government regulation was crucial to the greening of private 
finance actor behaviour.64  

Behavioural economists Thaler and Sunstein argue in favour of “libertarian paternalism” – nudging – where 
freedom of choice is preserved while steering people in directions that will make their lives better.65 They 
favour self-conscious efforts by governments and private entities to influence people’s behaviour in order 
to improve their lives. Information, peer pressure and priming are three social influences emphasized by Thaler 
and Sunstein.66 Thaler and Sunstein argue that some of the best nudges use markets. Through nudging, the 
profit motive of the finance sector can be utilized to make the private sector engage in mitigation efforts. 
Sunstein notes that, in addition to standard accounts of market failures, “[we] are now in a position to 
identify a series of behavioural market failures, and these do appear to justify regulatory controls” (emphasis 
included in original text). Social scientists have found that social practices and norms have a significant 
influence on individual decisions, and Sunstein points out that disclosure and social norms also can be used as 
a nudge.67 As argued by Shislov, Morel and Cochran, as the green bond market expands, more and more 
investors willing to seize new opportunities will be drawn to the market, and the imitation effect and competition 
between investors could create market incentives for increasing the understanding of the issues related to 
the low-carbon transition.68   

At her empirical investigation Bowman finds that clever climate finance law and policy leverages both hard 
and soft aspects of the business case. Such regulation makes it more difficult for finance actors to choose 
poor alternatives from the choice set, as opposed to eliminating those alternatives completely. It nudges the 
right choice by them.69 It is critical to include creating opportunities and benefits and not just inflicting 
costs.70 Importantly, private finance actors can also influence choices by other actors in the financial and corporate 
chain, including large pension funds as well as polluting entities.71   

Conclusions 
 
Though capital markets are generally considered efficient, there can be a need for intervention to provide 
just conduct and secure the efficient functioning of the market. Governmental intervention cannot be 
avoided even in free and functioning markets.   
 
One major objective of market regulation is avoiding detrimental effects from asymmetric information, as 
this tends to have a negative effect on market liquidity. This is especially important in financial market law 
because of the special information character of securities. It is increasingly recognized that climate change 
and sustainability impose an economic risk and a risk to financial stability. One main institution of market 
regulation is disclosure obligations. Though the rules on disclosure cannot create equality among market 
participants, a more level playing field can be achieved. 
 
Thus, there can be a need to intervene through market regulation to avoid asymmetries in information. 
Disclosure obligations to counteract asymmetries in information may be required. There is research 
evidencing that increased transparency through disclosure of environmental performance reduces information 
asymmetry, reduces the cost of capital and consequently has an impact on capital markets. 
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choices 
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The negative effects involved with asymmetries in information can also be counteracted by institutions, 
such as guarantees, brand-name good – reputation – and certification. To reduce losses from loans, banks can 
ration the volume of loans instead of raising the lending rate for defaulting issuers.  
 
The green bond procedure which ascertains disclosure of relevant and material information is a way to 
manage information asymmetries related to climate risks and to sustainability performance. The green bond 
label (and similar labels) can be seen as a form of certification. The reputational risk involved for the issuer 
means that he risks his brand-name at non-compliance.  
 
Climate mitigation policy requires collective action from all actors, including governments. The harmful 
effects of climate change – externalities – need to be internalised, in order to ensure that the Polluter Pays 
Principle is fulfilled. It is the task mainly for the regulators – on multiple levels and at multiple scales – to 
create climate policy and regulation such as carbon pricing and carbon taxes, but also incentivizing 
regulation. 
 
 

2.3 Content and demarcations 
 
I will first provide a background and historical context to the green bonds, including the development of 
responsible investments and the international climate agreements. I will describe the emergence of carbon 
markets, carbon and climate finance, which aim at internalising the harmful effects (externalities) of climate 
change. As these agreements and markets have formed the basis for the development of the green bond 
market the aim is to put the green bond instrument in its context, describing how climate finance has evolved 
over time.   
 
I will thereafter describe the emergence of sustainability reporting, which facilitates transparency and 
disclosure of climate and sustainability performance.  

I will then describe the economic risk and the risk to financial stability that the adverse effects of climate 
change poses. I will describe and analyse the internalisation of harmful effects of climate change through 
carbon pricing.  

Following this background description, I will provide an overview and analysis of the Appended Articles, 
including the answers to my first two research questions.  

The green bond procedure can be claimed to bear resemblance to the project-based CDM. I will therefore 
compare the green bond procedure to the procedure regulating the CERs under the CDM and at this address 
my third research question.  

The procedure and infrastructure created for the green bond has provided the basis for the procedure and 
infrastructure of other emerging bonds with a similar purpose, and are being more widely used at climate 
and sustainable finance. I will discuss how the tools and infrastructure created by the green bond market, 
and further developed for the transition and sustainability-linked bond markets, can contribute to making 
financial flows consistent with the transition to a climate-resilient and sustainable society. I will discuss how 
and to what extent legal regulation should be implemented, and when contracts, voluntary guidelines or 
industry regulation would be preferable. 

To conclude, I will discuss and analyse the role of the green bond related to climate finance and address the 
proposed interplay between coercive legislation and voluntary regulation.  
 
Notably, when I refer to efficiency of the green bond, I mean the best way to achieve the broader goal of 
climate finance, to use the green bond instrument to further the transition to a low greenhouse gas emissions 
and climate-resilient development. I use the term “climate finance” in its broadest capacity, including all 
financing of activities that seek to support mitigation and adaptation actions that will address climate change.  
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3. Responsible and Sustainable Investments and the International 

Climate Agreements 
 
 
In this chapter I will put the green bond instrument in its historical context and describe the emergence of 
sustainable and responsible investments, the international climate agreements and Agenda 2030. These 
initial initiatives formed the basis for carbon pricing and carbon and climate finance, including green and sustainable 
bonds.  
 
International climate regulation was first developed under the UN system. The UN system initially focused 
on environmental law and sustainable development, and then developed international regulation of climate 
change.  
 
The initiative to carbon pricing and carbon and climate finance came from the United Nations Framework 
Convention on Climate Change (UNFCCC) and the international climate agreements, the UN Climate 
Convention, the Kyoto Protocol and the Paris Agreement. Governments have based their climate policy 
and taken regulatory action, including putting a price on carbon, based on these agreements, through 
incentives such as cap-and trade schemes and carbon taxes. Carbon finance and the CDM developed under 
the Kyoto Protocol have also formed the basis for climate finance and the green and sustainable bonds. 
These climate agreements emerged in parallel to international initiatives on responsible and sustainable 
investments. Notably, following the Kyoto Protocol, the EU has taken a leading role in climate policy.   
 
These initiatives formed the basis for climate change policy and regulation, as well as for pricing carbon and 
carbon and climate finance.  
 

3.1 Responsible and sustainable investments 
 
Environmental and sustainable policies include general principles that have developed on an international 
level under the UN system, such as the Precautionary Principle and the Polluter Pays Principle. Responsible 
and sustainable policies and climate policies have evolved in parallel and the principles and regulations can 
be seen as mutually supportive.  
 
I will first provide a short background to the development of international policy on sustainable and 
responsible investments, where the Brundtland report provides the basis for sustainable development and 
climate regulation. I will also mention some other central international initiatives that promote sustainable 
and responsible investment which have evolved in parallel with climate regulation.  
 
United Nations Conference on Human Environment in Stockholm 1972 and the Brundtland report 
 
The United Nations Conference on the Human Environment held in Stockholm in 1972 was the United 
Nation’s first major conference on international environmental issues, and marked a turning point in the 
development of international environmental politics. 
 
Responsible investments have then emerged after the 1983 World Commission on Environment and 
Development chaired ty Gro Harlem Brundtland. The mission of the Brundtland Commission was to unite 
countries to pursue sustainable development together. Brundtland was appointed by United 
Nations Secretary-General Javier Pérez de Cuéllar as the UN General Assembly saw that there was a heavy 
deterioration of the human environment and natural resources. To get countries to work and pursue 
sustainable development together, the UN decided to establish the Brundtland Commission. In 1987 the 
report “Our Common Future”, or “the Brundtland Report”, was published, which defines “sustainable 
development” as: “development that meets the needs of the present without compromising the ability of future generations to 
meet their own needs”. The report highlights three fundamental components which form the basis for 
sustainable development: (i) environmental protection, (ii) economic growth and (iii) social equity. The 
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concept of sustainable development focused attention on finding strategies to promote economic and 
social advancement in ways that avoid environmental degradation. The Brundtland Report is a milestone in 
responsible and sustainable development. 
 
UN Global Compact 
 
An important organization for promoting environmental goals is the UN Global Compact, which was 
announced by then UN Secretary-General Kofi Annan in an address to the World Economic Forum on 31 
January 1999, and was officially launched in 2000. The organization aims to mobilize a global movement of 
sustainable companies and stakeholders “to create the world we want”, and the Global Compact supports 
companies to: (i) do business responsibly by aligning their strategies and operations with ten principles on 
human rights, labour, environment and anti-corruption, and (ii) take strategic actions to advance broader 
societal goals, such as the UN Sustainable Development Goals (SDGs) with an emphasis on collaboration 
and innovation. The Global Compact is a voluntary initiative based on CEO commitments to implement 
universal sustainability principles and to take steps to support UN goals. The Global Compact Office works 
on the basis of a mandate set out by the UN General Assembly as an organization that “promotes 
responsible business practices and UN values among the global business community and the UN System.” 
The Global Compact is a non-binding UN pact to encourage businesses worldwide to adopt sustainable 
and socially responsible policies, and to report on their implementation. Companies are brought together 
with UN agencies, labour groups and civil society. It is the world's largest corporate 
sustainability (or corporate social responsibility) initiative with 13000 corporate participants and other 
stakeholders over 170 countries. It is a founding member of the United Nations Sustainable Stock 
Exchanges (SSE) initiative along with the Principles for Responsible Investment (PRI), the United Nations 
Environment Programme Finance Initiative (UNEP-FI), and the United Nations Conference on Trade and 
Development (UNCTAD).72 

The Equator Principles 
 
In 2003 the Equator Principles (EP) were launched by ten leading banks. The EP are a set of ten Principles 
for financial institutions which aim at “determining, assessing and managing environmental and social risk in projects” and 
are primarily intended to provide a minimum standard for due diligence and monitoring to support 
responsible risk decision-making, based on the policies and guidelines of the World Bank and International 
Finance Corporation (IFC). Financial institutions covering the majority of international project finance debt 
within developed and emerging markets have adopted the EP. An updated EP4 version was announced for 
August 2019 to better integrate environmental and social risks in a post-Paris Agreement environment and 
the recommendations made by the TCFD (see below in Chapter 4). The EPs apply globally, to all industry 
sectors and to four financial products (i) Project Finance Advisory Services (ii) Project Finance (iii) Project-
Related Corporate Loans and (iv) Bridge Loans. The relevant thresholds and criteria for application are 
described in detail in the Scope section of the EP. EP financial institutions commit to implementing the EP 
in their internal environmental and social policies, procedures and standards for financing projects and 
will not provide Project Finance or Project-Related Corporate Loans to projects where the client will not, 
or is unable to, comply with the EP.73 The EPs have greatly increased the attention and focus on 
social/community standards and responsibility, including robust standards for indigenous peoples, labour 
standards, and consultation with locally affected communities within the Project Finance market. They have 
also promoted convergence around common environmental and social standards.74 
  

 
72 UN Global Compact 
73 Multilateral development banks, including the  European Bank for Reconstruction & Development (EBRD), and 
export credit agencies through the OECD Common Approaches are increasingly drawing on the same standards as 
the EPs. The EPs have helped spur the development of other responsible environmental and social management 
practices in the financial sector and banking industry and have supported member banks in developing their own 
Environmental and Social Risk Management Systems. 
74 Equator Principles 
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Principles for Responsible Investment 

The Principles for Responsible Investment (PRI) Initiative, launched in 2006 by UNEP-FI and the UN 
Global Compact, is a partnership between the UN and global investors with the goal of promoting and 
mainstreaming responsible investment practice. the PRI Initiative are global best-practices for responsible 
investment. The PRI incorporated ESG aspects into investment practice and provided legitimacy to ESG-
issues at finance. The PRI are within the bounds of investors’ fiduciary duties because ESG issues can affect 
investment performance and therefore need to be considered in order to deliver superior risk-adjusted 
returns.75  

The PRI complement the UN Global Compact. The PRI are also a natural extension of the work of the 
UNEP-FI, which has helped sensitize capital markets to the importance of environmental and social 
issues.76 The PRI is an independent organization which encourages investors to use responsible investment 
to enhance returns and better manage risks. It does not operate for profit, it engages with global 
policymakers, but is not associated with any government and it is supported by, but not part of, the UN.77 
The PRI has become the leading network for investors to learn and collaborate to fulfil their commitments 
to responsible ownership and long-term, sustainable returns. Pension funds, insurance companies, sovereign 
and development funds, investment managers and service providers make up the PRI network. A rising 
number of institutional investors are embracing the PRI and marking a major advance in mainstream 
financial markets. The PRI have become the global benchmark for responsible investing. By incorporating 
ESG criteria into their investment decision-making and ownership practices, the signatories to the PRI are 
directly influencing companies to improve performance in these areas.78  

3.2 The International Climate Agreements and the Emergence of Climate Finance 

 
I will below describe the background to and emergence of the international climate change agreements that 
have formed the basis for carbon pricing and carbon and climate finance. I will first describe the climate 
change agreements and the emergence of the climate finance at the World Bank and the CDM. I will in this 
context describe Agenda 2030 as this agreement also is instrumental to climate and sustainability goals. I 
will also mention Article 173 of the French Energy Transition Law as it was the first regulatory framework 
requiring investors to incorporate ESG into their investment policy.  
 
Already at the First World Climate Conference in Geneva in 1979, scientists agreed that alarming trends for 
climate change made it necessary to act urgently. At the Rio Summit in 1992, the UNFCCC, which sets an 
overall framework for intergovernmental efforts to tackle the challenge posed by climate change was agreed. 
The objectives of the convention are to stabilize greenhouse-gas (GHG) concentrations in the atmosphere 
at a level that would prevent dangerous anthropogenic interference with the climate system, within a time-
frame sufficient to allow ecosystems to adapt naturally to climate change; to ensure that food production is 
not threatened; and to enable economic development to proceed in a sustainable manner.79 The Kyoto 
Protocol to the UNFCCC was agreed in 1997, and entered into force in 2005, and the Paris Agreement, 
which succeeds the Kyoto Protocol, was agreed in 2015 and entered into force in 2016. Agenda 2030 agreed 
in 2015 was another milestone in recognizing the importance of climate and sustainability issues.    

 
 

 
75 UN PRI webpage 
76 PRI  
77 UN PR webpage   
78 The six Principles for Responsible Investment are a voluntary and aspirational set of investment principles that offer 
a number of possible actions for incorporating ESG issues into investment practice. The six principles are: 1) 
incorporate ESG issues into investment analysis and decision-making processes, 2) be active owners and incorporate 
ESG issues into our ownership policies and practices, 3) seek appropriate disclosure on ESG issues by the entities in 
which we invest, 4) promote acceptance and implementation of the Principles within the investment industry, 5) work 
together to enhance our effectiveness in implementing the Principles, and 6) report on our activities and progress 
towards implementing the Principles. 
79 The Rio Convention  
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The IPPC 
 

The risk of dangerous climate change is global in nature, and the consequences of those emissions are 
experienced around the world. The Intergovernmental Panel on Climate Change (IPCC) is a scientific organ 
of the United Nations which provides reports on science related to climate change to policy makers.   
 
The IPCC, the United Nations body for assessing science related to climate change, was created under the 
United Nations by the World Meteorological Organization (WMO) and the United Nations Environment 
Programme (UNEP) in 1988. The IPCC does not conduct the climate research itself, but assesses the most 
recent scientific and technological information available. The IPCC has the role of linking science with 
policy, and its reports are prepared to serve as a robust scientific basis for policy-making.80 The IPCC is not 
just a scientific organisation, but also an intergovernmental organisation with 195 member states. It provides 
policy makers with regular assessments on climate change, its implications and potential future risks, and 
puts forward adaptation and mitigations options. The IPCC publishes comprehensive Assessment Reports 
and accompanying sub-reports about the state of climate science and climatological developments. These 
Assessment Reports are approved by the member states.  
 
Based on the IPCC Assessment Reports, there has long been a consensus in climate science and in the 
international community that the average temperature on earth may not rise by more than 2 degrees C 
compared to the average temperature in the pre-industrial era. In recent years, new insights have shown that 
the temperature should not rise by more than 1.5 degrees C, which translates into a greenhouse gas 
concentration level of no more than 430 ppm in the year 2100. In a Special Report IR 1.5 issued in 2018, 
IPCC warned of the impacts of global warming of 1.5 °C above pre-industrial levels.81 The worldwide 
community acknowledges that global warming needs to be prevented or reduced by ensuring that less 
greenhouse gases are emitted into the atmosphere, “mitigation”. In addition, measures can be taken to 
counter the consequences of climate change, “adaptation”.   
 

The UNFCCC 
 
The UNFCCC82, which was adopted in May 1992 and entered into force in March 1994, has as objective to 
keep the concentration of greenhouse gases in the atmosphere to a level that would prevent dangerous 
human induced interference with the climate system (Article 2). Article 3 contains various principles to 
achieve this objective, and mentions several principles such as the principle of equity, the precautionary principle 
and the sustainability principle. For instance, Article 3(1) provides that the parties should 

 
“protect the climate system for the benefit of present and future generations of humankind, on the basis of 
equity and in accordance with their common but differentiated responsibilities and respective capabilities, 
giving full consideration to developing countries that are particularly vulnerable to climate change or that 
would have to bear a disproportionate burden under the Convention”  
 

Article 3(3) provides that the parties 

  
”should take precautionary measures to anticipate, prevent or minimize the causes of climate change and 
mitigate its adverse effect” 

 
Article 4 provides that all parties will take measures and develop policy in this area, inter alia  
 

“taking into account their common but differentiated responsibilities” 
 

It follows from these provisions that each state has an obligation to take the necessary measures in 
accordance with its specific responsibilities and possibilities. Taking into account their per capita emissions, 

 
80 Klein, Paris Agreement 2017  
81 IPCC 2018 
82 UNFCCC Framework Convention 
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the long history of their emissions and their resource bases, the industrialised countries must take the lead 
in fighting climate change and its adverse effects.  
 
At the annual Climate Change Conferences (Conference of the Parties or COPs) held on the basis of 
UNFCCC since 1992, the provisions mentioned above have been further developed in various COP 
decisions, based on the understanding that all countries will have to do what is required to prevent dangerous 

climate change.83  
 
The Kyoto Protocol 

The Kyoto Protocol is an additional protocol to the UNFCCC which was agreed upon at the climate 
conference in Kyoto in 1997, with the purpose of operationalizing the commitments of Article 4 

UNFCCC.84 The Protocol is based on the principle of “common but differentiated responsibilities”, established in 
Article 4 in the UNFCCC. It acknowledges that individual countries have different capabilities in combating 
climate change, owing to economic development. It is therefore the obligation of the developed countries 
(Annex I Parties) to reduce current emissions as they are historically responsible for the current levels of 
greenhouse gases in the atmosphere. The Annex I Parties shall, individually or jointly, ensure that their 
aggregate anthropogenic carbon dioxide equivalent emissions of greenhouse gases do not exceed their 
assigned amounts, calculated pursuant to their quantified emission limitation and reduction commitments 
under the Protocol (Article 3). The Kyoto Protocol established carbon markets which is the background to 
carbon finance and carbon pricing.  

UNFCCC-backed carbon markets were formally established by the Kyoto Protocol in the late 1990s. The 
protocol provided a legal framework for creating these carbon markets. Three different international policy 
instruments were introduced that were adjusted to the different roles of the UNFCCC Party circumstances, 
the principle of “common but differentiated responsibilities” enshrined in the UN Rio Declaration on 
Environment and Development 1992 (Principle 7). Governments of industrialized countries could trade 
assigned amount units (AAUs) internationally, and could also use Joint Implementation (JI), a baseline-and-
credit mechanism mainly focused on mitigation activities implemented in economies in transition. The Clean 
Development Mechanism (CDM), on the other hand, enabled developing countries to engage in voluntary 
emissions reduction projects and sell the resulting emission reduction credits to Parties with Kyoto 
compliance obligations. The JI and CDM mechanisms were incited by emission trading systems in 
industrialized countries that built on Kyoto accounting rules, especially the EU ETS.85   

The clean development mechanism (CDM) was established in Article 12 of the Protocol. The purpose of 
CDM was to assist (i) Parties not included in Annex I in achieving sustainable development and in 
contributing to the ultimate objective of the UNFCCC, and (ii) Annex I Parties in achieving compliance 
with their quantified emission limitation and reduction commitments. The CDM involves investment in 
emission reduction or removal enhancement projects in developing countries that contribute to their 
sustainable development, while JI enables developed countries to carry out emission reduction or removal 
enhancement projects in other developed countries.86 The COPs have defined the relevant principles, 
modalities, rules and guidelines, in particular for verification, reporting and accountability for emissions trading. CDM 
and JI are the two project-based mechanisms which have fed the carbon market. Certified emission 
reductions (CER) generated by a CDM project and emission reduction units (ERU) generated by a JI 
project are trading units that can be traded and sold under the Kyoto Protocols emissions trading scheme.87 
88 89 The CDM gained great response by private market actors and in many ways proved successful until it 
stalled, due to uncertainty of the future of the Kyoto Protocol, which provided the basis for the mechanism. 
I will describe the CDM in detail below in section 8 as I compare the mechanism to the green bond. 
 

 
83 UNFCCC Framework Convention 
84 Kyoto Protocol  
85 Climate Finance Innovators 2019  
86 UN Mechanisms under the Koto Protocol  
87 UNFCCC Report 2006  
88 UNFCCC Emissions Trading  
89 Kyoto Protocol Add.2 Implementation on Article 6) 

https://en.wikipedia.org/wiki/Economic_development
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The Kyoto Protocol entered into force in 2005 and its first commitment period started in 2008 and ended 
in 2012. The Protocol records binding reduction targets for the industrial countries, referred to in the 
protocol as Annex I countries, for the period 2008-2012. The EU decided to go forward with regulation on 
carbon pricing, and established its cap-and-trade scheme, the EU ETS, even before the Kyoto Protocol was 
ratified by enough Parties to enter into force. No agreement could be reached at the climate conference in 
Copenhagen in 2009 regarding a successor to or extension of the Kyoto Protocol.90    

Early carbon finance by the World Bank 

The World Bank became involved in carbon finance in the late 1990s through precursor programs that the 
bank implemented. Carbon finance emerged in the early 2000s as a means to curbing greenhouse gases.91 
The World Bank has played a key role, catalysing and developing carbon markets, innovating in carbon 
finance, building capacity and thought leadership and convening of global and national partnerships. 92 In 
2000 – five years before the Kyoto Protocol entered into force – the World Bank, with its partners in the 
pioneering Prototype Carbon Fund (PCF), established the first global carbon fund to create demand for 
carbon credits and to gain experience with the Kyoto Protocol project-based mechanisms, i.e. CDM and JI, 
which helped catalyse an emerging carbon market in 2000.93 

The Paris Agreement  

Background 
 
The parties were unable to reach an agreement successor to or extension of the Kyoto Protocol. However, 
in December 2015 the Paris Agreement was adopted by consensus of the parties at the climate conference 
in Paris, by all 195 participating member states and by the European Union. The United States later declared 

its intention to leave the Paris Agreement, but president Joe Biden has  re-entered the agreement.94 The 
Paris Agreement entered into force in 2016 and covers the period from 2020 onwards. It is a separate 
instrument within the UNFCCC, and not an amendment of the Kyoto Protocol.  
 
The Paris Agreement is of special interest as it is the first climate agreement to address the climate sector. 
It specifically aims at redirecting finance flows towards a low greenhouse gas emissions and climate-resilient 
development. The Paris Agreement encompasses a broader understanding of climate finance and refers to 
finance flows in general, not financial transfers from developed to developing country parties, is introduced. 
 
General 
 
The Paris Agreement is a legally binding treaty on climate change. It is the first agreement to recognise that 
climate change is a common concern for humankind and a human rights issue (the preamble). The 
agreement is a stronger international commitment to combat climate change, and aims at holding the 
increase in the global average temperature to well below 2 degrees C above pre-industrial levels, and pursuing 
efforts to limit the temperature increase to 1.5 degrees C above pre-industrial levels (article 2(1)(a)). The agreement 
also recognises the importance of climate finance, and includes a provision on climate finance stating that 
finance flows need to be made consistent with a pathway towards low greenhouse gas emissions and climate-
resilient development (Article 2.1 (c)). The agreement is based on three core conceptual pillars: (i) the 
ambition of global efforts to lower GHG emissions, (ii) differentiation between developed and developing 
countries, and (iii) the provisions and mobilization of support for climate change efforts. These core pillars 
– ambition, differentiation and support – were at the heart of the negotiations of the agreement.  Ambition 
is reflected in the purpose and the long-term goals of the Paris Agreement. It is operationalised through a 
normative framework of expectations and recommendations relating to “progression” and “highest possible 
ambition”. The Parties shall periodically take stock of the implementation of the agreement to assess the 
collective progress towards achieving the purpose and goals of the agreement (“global stock-take”). Ambition is 

 
90 Kyoto Protocol 
91 World Bank 2018  
92 World Bank 2018  
93 World Bank 2018  
94 Paris Agreement 
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balanced with a nuanced approach to differentiation. One of the foundations of the climate regime is that 
leadership from the developed countries, and consequential different treatment of developing countries, is 
the equitable and appropriate basis for the international response to climate change.95 
 
Contrary to the Kyoto Protocol, the Paris Agreement does not include binding mitigation commitments for 
some countries, but includes a pledge-and-review system. Each contracting party shall account for its own 
responsibilities. The Paris Agreement is based on national climate plans or Nationally Determined 
Contributions (NDCs) to be determined by each party to the agreement (article 4(2)). The parties have 
undertaken country-level pledges to reduce GHG emissions, formalized through NDCs. The NDCs shall 
represent a “progression” beyond the then current nationally determined contribution and reflect the party’s 
“highest possible ambition” (article 4(3)).  
 
Whereas the Kyoto Protocol included a “top down” approach with obligations for some states (Annex I 
countries), the Paris Agreement includes a “hybrid regime” with both a self-regulatory “bottom up” element 

(national NDCs) and a “top-down” global stock-take (global review of the NDCs), and involves all states.96  
 
Redirection of finance flows 
 
The global response to climate change will require a redirection of investment representing a shift in the 
flows of finance. This is reflected in the provision stating that finance flows need to be made consistent 
with a pathway towards low greenhouse gas emissions and climate-resilient development (Article 2.1 (c)). 
Climate finance is a central piece of the international climate change architecture. The Paris Agreement 
introduces a broader understanding of climate finance, which historically had been limited to public finance flows 
from developed to developing countries. Notably, reference is made to financial flows in general, not financial 
transfers from developed to developing country parties. This comprehensive scope of ambitions is 
underlined in the general reference to “ambitious efforts” in Article 3.97 The scaling up of climate finance 
and effective deployment will be central, including through leveraging of larger private finance flows.98 
(p.128 ff.)   
 
One of the tools to achieve this alignment of financial flows is the mobilization of climate finance in the 
context of its Article 9, which recognises that in order to overcome the challenges posed by climate change, 
every single kind of available financial flow is needed. Article 9.1 states that developed countries shall 
provide financial resources to assist developing countries with respect to both mitigation and adaptation. 
This provision is complemented by Article 9.2 which, for the first time encourages other parties to provide 
such support voluntarily, and sets up the concept of mobilization of climate finance as a global effort. The 
wording neither includes a legal obligation nor qualifies other parties based on their willingness and/or 
capacity to provide public financial resources, but rather establishes a non-binding soft indication of a 
desired action. However, it signals an intention to expand the providers’ base in support of developing 
countries.99  
 
Noting the leadership of developed countries in mobilizing climate finance in a global effort, Article 9.3 
acknowledges the broadening pool of public actors called to mobilize climate finance “from a wide variety 
of sources, instruments and channels, noting the significant role of public funds, through a variety of actions, 
including supporting country-driven strategies, and taking into account the needs and priorities of 
developing country Parties”. It therefore includes both public and private sources as well as both domestic and 
international sources and actions to address the challenge posed by climate change. Such mobilization of climate 
finance should represent a progression beyond previous efforts. Article 9.3 also refers to a “variety of 
actions” to mobilize financial resources, which implies that mobilization is not only financial resources per 

 
95 Klein and others, Paris Agreement 2017   
96 Klein and others, Paris Agreement 2017   
97 Klein and others, Paris Agreement 2017   
98 Klein and others, Paris Agreement 2017    
99 Klein and others, Paris Agreement 2017 
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se but also public policies and strategies to shift public investments and/or leverage private investments.100 
Paragraph 3 is probably the most significant paragraph in Article 9 as it regulates the broad acceptance 
reached in Paris that achieving the goals in the Paris Agreement will need a significant shift and mobilization 
of investments.101  
 
Potentially the most powerful tool in the agreement with regard to finance is the direction and dynamic it 
establishes for an increase of ambition over time. It does so mainly through three ingredients, namely by: (i) 
setting the objective of making all finance lows consistent with a low emissions and climate-resilient 
development pathway, (ii) applying the progressions principle to climate finance, and(iii) including finance 
in the global stocktake.102 Climate-related consequences of all finance flows will now need to be understood 
and policy and regulatory frameworks that shift investment patterns need to be adopted. This will require 
government responses at the national level and the mobilization of multilateral organizations.103  

Article 6 in the Paris Agreement  

Article 6 of the Paris Agreement should also be mentioned. This provision provides for voluntary 
cooperation among countries for the implementation of NDCs to allow for higher climate ambition, 
promote sustainable development, and promote environmental integrity, and thus can be seen as a successor 
to the JI and CDM. Article 6.4 establishes a mechanism for countries to contribute to GHG emissions 
mitigation and sustainable development, where the emission reductions can be used to meet the NDC of 
either the host country or another country. All parties can potentially sell and buy emission reduction credits 
and units through the approaches for voluntary cooperation established in Article 6 of the Agreement. It 
gives countries the option to generate and trade internationally transferred mitigation outcomes (ITMOs) – 
the successor to the CDM – through decentralized cooperative approaches under Article 6.2, participate in 
a UNFCCC-governed mechanism defined in Article 6.4, and collaborate through non-market approaches 
under Article 6.8. (p 13-14)104 The mechanism is intended to incentivize mitigation activities by both public 
and private entities. However, there is still a lack of clarity on key issues related to Article 6 which need to 
be solved. (p 56) 105  

Agenda 2030 for Sustainable Development 
 
Another agreement on sustainable development that should be mentioned in this context is Agenda 2030 
for Sustainable Development as it contains an explicit link to the Paris Agreement through SDG 13 on Climate 
Action and as green and other sustainable bonds can relate to the SDGs.  
 
The first agenda for Environment and Development, Agenda 21 that was developed and adopted at the Rio 
Summit in 1992. The Agenda is a plan of action for people, planet and prosperity, with the determination 
to take the steps urgently needed to shift the world onto a sustainable and resilient path, while also 
recognising that eradicating poverty is the greatest global challenge and an indispensable requirement for 
sustainable development.106  
 

 
100 This concept of the variety of actions was introduced before Paris by the EU when referring to the pyramid of 
action, which aimed to identify different kinds of actions from different countries, depending on their level of capacity. 
Klein and others, Paris Agreement 2017. 
101 Klein and others, Paris Agreement 2017 
102 Articles 3, 9.3, 14.1 and 9.6 of the Paris Agreement and Klein and others, Paris Agreement 2017  
103 Klein and others, Paris Agreement 2017 
104 Climate Finance Innovators 2019 
105 International cooperation through carbon pricing can play an important role in reducing the cost of implementing 
mitigation actions and increasing resource mobilization by crowding in public and private capital. Modelling has shown 
that cooperation through Article 6 of the Paris Agreement could reduce the cost of implementing NDCs by about 
half. However, there has been slow progress in finalizing the rules of Article 6, and it covers a number of issues that 
are difficult to resolve.105 Article 6 can also provide linkages among different jurisdictions to reduce the current 
fragmentation of carbon markets, which greater depth and liquidity in markets and increased cost-efficiency and 
effectiveness in achieving emissions mitigation. (Climate Finance Innovators 2019) 

106 Agenda 2030  
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The 2030 Agenda for Sustainable Development, was adopted at the United Nations Sustainable 
Development Summit in September 2015, and encompasses 17 Sustainable Development goals (SDGs) and 
169 targets. The agenda was formed through a global process of an open working group, which jointly 
developed the 17 SDGs that were subsequently agreed on by all UN member states. The SDGs include the 
social, environmental and economic dimensions of development. Implementation of the 2030 Agenda 
varies from country to country, and is based on national needs and ambitions. At the international level, the 
High-Level Political Forum meets annually under the auspices of the UN Economic and Social Council to 
discuss Voluntary National Reviews as part of the official follow-up and review mechanism of the 2030 
Agenda. Individual countries set up an institutional architecture for implementing the SDGs at national and 
subnational levels.107  

 
The 2030 Agenda for Sustainable Development with its SDGs steers the way forward for all sustainable 
development, and contains an explicit link to the Paris Agreement in SDG 13 on Climate Action.108 Climate 
change permeates most of the SDGs with some of them being upstream from climate in the sense that they 
determine trends in net global emissions, while others set the boundary conditions for their achievement.109  
 
Article 173 of the French Energy Transition Law – land mark legislation  

Finally, I also want to mention a piece of national regulation that was ground breaking at the time, Article 
173 (VI) of the French Energy Transition for Green Growth Law (the Energy Transition Law). Article 173 
was adopted in August 2015 just before the Paris Agreement and Agenda 2030 were agreed. It requires 
institutional investors to disclose how they address climate-change risks and marks a turning point in carbon 
reporting.110 The article was the world’s first regulatory framework requiring institutional investors to make 
information available to clients on their management of climate-related risk and on the incorporation of 
ESG aspects into their investment policy. The transparency requirement was intended to improve 
communication and to make institutional investors more aware of issues and risks relating to the energy 
transition for green growth. Article 173 does not lay down any explicit obligations as regards investment 
decisions, but it is intended to enhance the role of institutional investors in financing the transition to a low-
carbon economy and to encourage better incorporation of ESG criteria into investment processes.111  

3.3 Conclusions 

To conclude, the harmful effects of climate change have long been recognised and been a matter of global 
concern. The problems of coping with climate policy are complex and there is no one “optimal” solution. 
These global problems need to be addressed multiple scales and levels.112 Effective climate policy requires 
coordinated action among many players, including governments and the private sector. The international 
climate agreements have provided the basis for carbon pricing, incentivising legislation and climate finance 
instrument such as green bonds. Early climate finance such as the CDM mechanism and World Bank climate 
finance aimed at including also private sector finance. The Paris Agreement is central as it was the first 
international climate to explicitly address climate finance from the private sector, and an example of how 
the international climate agreements are increasingly working to include private actors. The French Energy 
Transition law is important as it includes transparency requirements and is intended to enhance the role of 
institutional investors in financing the transition to a low-carbon economy.    

  

 
107 Dzebo and others 2019  
108 Dzebo and others 2019  
109 Klein and others, Paris Agreement 2017 
110 French Energy Transition Law, LSE Climate Change Laws  
111 French Energy Transition law, LSE Climate Change Laws 
112 See inter alia Ostrom 2009 and Ostrom 2010 
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4. Sustainability reporting 

 
In this chapter I will describe the sustainability reporting schemes that have developed and that are a 
prerequisite for transparency and disclosure of environmental and climate-related aspects. 
 
In order to reduce GHG emissions and move towards a climate-resilient and sustainable development, 
transparency and disclosure of emissions and sustainability performance are required to avoid asymmetric 
information and create a more level playing field. Transparency and disclosure are essential for the efficient 
functioning of capital markets and the development of sustainability reporting and reporting of climate-
impact is therefore a crucial component for a climate-resilient development on capital markets. Sustainability 
reporting has evolved and is being increasingly accepted, with the TCFD Recommendations on climate-
related disclosures from 2017 gaining support and momentum by regulators and by the private sector. 
 
Sustainability reporting emerged with start in the late 1990s, and has an important role to play at providing 
transparency and disclosure of the impact of corporations and organizations on the climate and the 
environment. I will therefore describe some of the initiatives that have an impact on the green and 
sustainable bond market.  

 
4.1 Sustainability Reporting Standards 

 
GRI 
 
The GRI Sustainability Reporting Standards (GRI Standards), adopted in 1997, were the first, and are today, 
the most widely adopted global standards for sustainability reporting. GRI is an international independent 
not-for-profit organization (supported by a diverse range of partners) and provides its core product, the 
Sustainability Standards, as a free public good. The GRI Standards represent a global best practice for 
reporting economic, environmental and social issues In addition the organization works to support the 
widespread use and implementation of the standards. The standards have transformed from a niche practice 
to a standard adopted by a growing majority of organizations. Today 93% of the world’s largest 250 
corporations report on their sustainability performance. The practice of disclosing sustainability information 
inspires accountability, helps identify and manage risks, and enables organizations to seize new 
opportunities. Reporting with the GRI Standards supports companies, public and private, large and small, 
protect the environment and improve society, while at the same time thriving economically by improving 
governance and stakeholder relations, enhancing reputations and building trust.113 

 
CDP 

 
CDP (previously the Carbon Disclosure Project), founded in 2000, is a not-for profit charity that runs the 
global environmental disclosure system which was originally mainly focused on climate data, but now also 
includes also water and forest risks. CDP was the first platform to link environmental integrity and fiduciary 
duty. CDP supports thousands of companies, cities, states and regions to measure and manage their risks 
and opportunities on climate change, water security and deforestation at the request of their investors, 
purchasers and city stakeholders. Participants report the relevant information to CDP, which provides the 
information in a data platform available to investors. Today, nearly a fifth of global GHG emissions are 
reported through CDP.114 CDP holds the largest collection globally of primary climate change, water and 
forest risk commodities information. 

 
 

 
113 GRI 
114 CDP  
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Sustainability Standards Accounting Board (SSAB) 
 
Another reporting standard that could be mentioned is Sustainable Standards Accounting Board which is a 

non-profit organization founded in 2011.115 Amid rising global demand for clarity in the sustainability 
reporting ecosystem, the Sustainability Accounting Standards Board (SASB) and the Global Reporting 
Initiative (GRI) announced a collaborative workplan in July 2020. GRI and SASB provide compatible 
standards for sustainability reporting, which are designed to fulfil different purposes and are based on 
different approaches to materiality. SASB’s industry-specific standards identify the subset of sustainability-
related risks and opportunities most likely to affect a company’s financial condition (e.g., its balance sheet), 
operating performance (e.g., its income statement) or risk profile (e.g., its market valuation and cost of 
capital). The GRI Standards, on the other hand, focus on the economic, environmental and social impacts 
of a company, and hence its contributions – positive or negative – towards sustainable development. Users 
of the GRI Standards identify issues that are of primary importance to their stakeholders. If not already 
financially material at the time of reporting, these impacts may become financially material over time. They 
provide both the framework and supporting standards on a wide range of sustainability topics and are 
aligned with international instruments for responsible business behaviour.116 
 

 

4.2 The Task Force on Climate-related Disclosures 
 
The voluntary recommendations of the Task Force for Climate-related disclosures (TCFD) are an important 
milestone in providing guidance for climate disclosures. The TCFD issued voluntary recommendations 
which provide a general framework for climate-related financial disclosures intended for corporates and 
financial institutions in 2017.117 The Task Force recommends that preparers of climate-related financial 
disclosures provide such disclosures in their mainstream (i.e., public) annual financial filings.118  
 
Background and Recommendations  

 
In 2015 the G20 Finance Ministers and Central Bank governors asked the FSB to convene public- and 
private-sector participants and review how the financial sector can take account of climate-related issues. 
The FSB identified the need for better information to support informed investment, lending, and insurance 
underwriting decisions and improve understanding and analysis of climate-related risks and opportunities. 
The FSB established the TCFD, an industry-led task force is chaired by Michael R. Bloomberg, Former 
Mayor of New York City and UN Secretary-General's Special Envoy for Cities and Climate Change to 
develop voluntary, consistent climate-related financial disclosure that would be useful to investors, lenders, 

and insurance underwriters in understanding material risks.119 
 
On June 29, 2017 the TCFD released its report with voluntary recommendations. The voluntary 
recommendations of the TCFD are central at providing guidance for climate disclosure. The report is 
centered on four widely adoptable recommendations on climate-related financial disclosures that are 
applicable to both non-financial and financial companies across sectors and jurisdictions.120 The TCFD 
Overview of 2018 Status Report) The Key Features of the Recommendations are (i) adoptable by all 
organizations, (ii) designed to solicit decision-useful, forward-looking information on financial impacts, (iii) 

 
115 SASB  
116 SASB Blog 
117 TCFD 2017  
118 TCFD 2017 
119 The 31-member Task Force is global; and its members were selected by the Financial Stability Board and come 
from various organizations, including large banks, insurance companies, asset managers, pension funds, large non-
financial companies, accounting and consulting firms, and credit rating agencies. 
120 The Financial sector industries include banks, insurance companies, asset managers and asset owners, and the Non-
financial groups include Energy, Transportation, Materials and Building, and Agriculture, Food, and Forest products. 
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brings the “future” nature of issues into the present through scenario analysis, and (iv) strong focus on risks and 
opportunities related to the transition to a lower-carbon economy. 

 
The TCFD structured its recommendations around four thematic areas that represent core elements of how 
companies operate: governance, strategy, risk management, and metrics and targets. The four overarching 
recommendations are supported by recommended disclosures that build out the framework with 
information that will help investors and others understand how reporting companies assess climate-related 
risks and opportunities. In addition, there is a guidance to support all companies in developing climate-
related financial disclosures consistent with the recommendations and recommended disclosures. Internal 
carbon pricing is one of the components to meet the TCFD recommendation, and financial institutions are 
also looking at other measures such as green bonds. 121   
 
In October 2020 more than 1,500 organizations globally, including over 1,340 companies with a market 
capitalization of USD 12.6 trillion and financial institutions responsible for assets of USD 150 trillion had 
pledged their support for the TCFD. Though the recommendations are voluntary, Mark Carney and other 
leaders in the finance sector expect the recommended disclosures by TCFD to become mandatory in due 
course.122 I will describe the impact of the recommendations developed by the TCFD below. 
  
Alignment of Reporting Guidelines  

 
In developing its recommendation, the TCFD drew from the work of existing voluntary and mandatory 
climate-related reporting frameworks, including those developed by CDP, Climate Disclosure Standards 
Board (CDSB), the Global Reporting Initiative (GRI), the Sustainability Accounting Standards Board 
(SASB), PRI, and the International Integrated Reporting Council (IICR). Several of these organizations have 
adjusted their frameworks based on the TCFD recommendation to increase alignment of disclosure 
standards; and CDSB, CDP, and PRI note where their disclosure standards and questions related to the 
recommendations. In addition, PRI and CDP included TCFD-aligned items in their 2018 reporting 
frameworks.123 124 

 
The TCFD and the EU Non-financial Reporting Directive 
 
Climate-related information is a critical contributor to efficiently directing capital to investments that drive 
solutions for climate change mitigation and adaptation.  

 
Corporate reporting on sustainability issues enables investors and stakeholders to assess companies’ long-
term value creation and their sustainability risk exposure. Since 2018, the EU Directive on the disclosure of 
the EU Non-financial Reporting Directive (NFRD)125 requires large public interest entities to disclose 
material information on key environmental, social and governance aspects and how risks stemming from 

them are managed.126 
 

 
121 World Bank 2019  
122 TCFD 2020  
123 In a September 2017 report, “Converging on Climate Risk: CDSB, the SASB, and the TCFD”, SASB and CDSB 
issued a statement of agreement to further this harmonization. The report illustrates how the standards and reporting 
frameworks align with the recommendations. 
124 The Sustainable Stock Exchanges initiative updated its Model Guidelines on Reporting ESG Information, 
encouraging companies to support TCFD implementation, and the World Federation of Exchanges is taking the 
TCFD recommendations into account revising its Environmental, Social & Governance (ESG) Guidance & Metrics. 
125 Disclosure Directive  
126 There are also growing concerns that the current accounting rules are not conducive to sustainable investment 
decision-making. In particular, the European Parliament’s resolution on International Financial Reporting Standard 
(IFRS) 9, adopted on 6 October 2016, raised is needed about the impact the new accounting standard on financial 
instruments (IFRS 9) might have on long-term investments. The Commission recognises the importance of ensuring 
that accounting standards do not directly or indirectly discourage sustainable and long-term investments. In this regard, 
consideration is needed about whether there could be more flexibility as concerns the endorsement of IFRSs wherever 
specific adjustments would be more conducive to long-term investment. 
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In January 2019 the TEG proposed climate-related disclosures to assist the Commission in its revision of 
the current Non-Binding Guidelines. The NFRD is the legal starting point and foundation for adopting the 
TCFD recommendations as input to the EU policy framework. Specific disclosures and guidance are 
described under each element of the NFRD requirements, including metrics for all in-scope companies, for 
non-financial companies, and for banks and insurance companies.127 The report was drafted under the 
assumption that the NBGs are and will remain voluntary and that the NFRD would not be revised under 
the mandate of the then current Commission. The private sector is also taking action. In his annual letter 
for 2021 letter to chief executives, chairman and chief executive Larry Fink of the world’s largest asset owner 
BlackRock, asked all companies to report in alignment with the recommendations of TCFD and SASB. He 
expressed strong support for moving to a single global standard which would enable investors to make 
more informed decisions about how to achieve durable long-term returns.128  
 

4.3 Conclusions 
 
As described above, one major objective of market regulation is to avoid detrimental effects from asymmetric 
information, as this has negative effects on market liquidity. Transparency and disclosure are especially important 
in financial markets. A prerequisite for such disclosure is that there are broadly accepted models for 
disclosure of information on the environmental performance and on climate impact that is measurable and 
comparable. This requires generally accepted standards for reporting. As claimed by Mark Carney, the 
TCFD is an important step in this development as the recommendations are being adhered ot by more and 
more corporates. Importantly, though the TCFD Recommendations currently are voluntary, they are being 
incorporated by the EU and may well become compulsory in the near future. This prospective probably 
increases compliance with the recommendations. Broad adoption of the TCFD Recommendations would 
mean a great improvement for climate impact disclosures.  
 
As explained above, voluntary regulation can be effective. Thaler and Sunstein claim that information, peer 
pressure and priming are three social influences that impact people, and Shislov, Morel and Cochran argue that 
as the green bond market expands and more and more investors are drawn to the market, the imitation effect 
and competition between investors can create incentives for increasing low-carbon transition. These are factors 
that can explain the massive growth of the green bond market and the development of new instruments 
based on the same principles.         
  

 
127 EU Communication on Non-financial Reporting The proposed guidance included in the report (i) reference the 
TCFD recommendations, (ii) are supported by standards that companies can turn to for further guidance, (iii) address 
gaps in current reporting practice, (iv) enable comparability across jurisdictions, and (v) align with the EU’s 
decarbonisation efforts; and streamline reporting 
128 BlackRock 2021 
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5. The Economic Risks of Climate Change  

 
In this chapter I will discuss the economic risks of climate change, risks that are becoming more imminent 
and receive increasing attention from the regulator as well as private actors.  
 
The risk that harmful effects of climate change poses on financial stability are taken seriously by policy 
makers and private actors, and the sustainability performance of corporates is being increasingly assessed 
by shareholders, investors and lenders. Awareness of the economic risks and consequences of climate 
change has grown since Sir Nicholas Stern first addressed the issue in 2006, and is also receiving increasing 
attention taking into account the ambitious and progressive targets in the Paris Agreement, with more 
companies adopting Paris aligned targets with net-zero emissions in 2050. More recently, the risk awareness 
following the Covid-19 crisis is being addressed. I will below describe the developments that mark a change 
for the future. 
 

5.1 The Stern Review 
 
The report The Economics of Climate Change: The Stern Review has become one of the most influential reports 
on climate change ever produced since its release by Her Majesty’s Treasury of the UK Government in 
October 2006. It was led by Nicholas Stern, then Head of the UK Government Economic Service.129 The 
Stern Review concerns the economics of moving to a low-carbon global economy, focusing on the medium- 
to long-term perspective, and drawing implications for the timescales for action, and the choice of policies 
and institutions. Nicholas Stern concluded that climate change is a result of “the greatest market failure the world 
has seen”, and reported on the evidence on the seriousness of the risks from inaction or delayed action. The 
review assessed a wide range of evidence on the impacts of climate change and on the economic costs, and 
concluded that the evidence gathered by the Review led to a simple conclusion: the benefits of strong and 
early action would far outweigh the economic costs of not acting.”130 
 

5.2 Fiduciary capitalism 

John Rogers saw a new era of “fiduciary capitalism” – in contrast to “finance capitalism” – emerging in 2014, 
and claimed that this needs to become the future of finance. He defined fiduciary capitalism as a form of 
capitalism where long-term-oriented institutional investors shape behaviour in the financial markets and the 
broader economy. Rogers argues that due to legal duties of care and loyalty, fiduciary actors are best placed 
to encourage long-term thinking, foster deep governance engagement with investee management and policy-
makers, and seek to minimize negative externalities while rewarding positive ones in capital markets.131 The 
dominant players in capital formation are institutional asset owners, who have a legal obligation of a duty 
of care and loyalty, and must place the needs of their beneficiaries above other considerations. Fiduciary 
capitalism encourages long-term thinking and fiduciaries foster a deeper engagement with companies’ 
management and public policymakers on governance and strategy. Rogers refers to institutional investors as the 
“zumo wrestlers” of the financial markets, and notes that when the institutions act together, they can shape 
the financial markets.132 He claims that the future of finance needs to be more about efficiently and cleanly 
connecting capital with ideas, long-term investing for the good of society, and delivering on promises to 
future generations.” When it comes to public policy, governments can speed up the change in financial 
markets through promoting long-term savings, reducing taxes on long-term ownership, and requiring 
transparency and good fiduciary governance.133  

 
129 Nicholas Stern is now Chair of both the ESRC Centre for Climate Change Economics and Policy and the Grantham 
Research Institute on Climate Change and the Environment at the London School of Economics and Political Science. 
130 Stern 2006 
131 Rogers 2014, Bowman 2015, Hawley and others 2000  
132 Rogers 2014  
133 Carney 2015, Bowman 2015  
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5.3 Mark Carney’s speeches in London 2015 and at the UN Climate Summit in September 
2019   

Another major turning point was when Mark Carney in his speech at Lloyd’s of London in September 2015 
stressed that “green” finance cannot remain a niche interest, and referred to the risk that the majority of oil, 
gas and coal reserves will become “stranded assets”.134 Mark Carney held another ground-breaking speech at 
the UN Climate Summit, General assembly, in September 2019 where he stressed that the task is large, the 
window of opportunity is short, and the risks are existential. He argued that in order to bring climate risks 
and resilience into the heart of financial decision making, climate disclosure must become comprehensive, 
climate risk management must be transformed, and sustainable investing must go mainstream. On disclosure, he 
referred to the recommendation of TCFD, and argued that the next step would be to make climate 
disclosures mandatory. On risk management, he stressed that the providers of capital – banks, insurers, 
asset managers and those who supervise them – all need to improve their understanding and management 
of climate-related financial risks. Finally, on returns, he explained that for sustainable investments to go truly 
mainstream, more is needed than to exclude brown industries and finance new, deep green technologies. 
He stressed that sustainable investing must catalyse and support all companies that are working to transition from 
brown to green.  

In his speech he referred to the inconsistent measurement of ESG as one of the biggest hurdles, and expressed 
the need for a common taxonomy, and referred to development of transition indices composed of 
corporations in high-level carbon sectors that have adopted low-carbon strategies. Noting that an agreed 
taxonomy would allow markets to understand better where there is real outperformance and direct 
investments accordingly. He referred to the EU’s Green Taxonomy and the Green Bond Standard as good 
starts to understanding better where there is real environmental outperformance, but noted that they at the 
time were binary (dark green or brown), while mainstreaming sustainable investing will require a richer 
taxonomy – “50 shades of green”.135 He referred to the solution recommended by UN Climate Financial leaders 
(CFLI),to develop transition indices which track companies in high-carbon sectors that adopt low-carbon 
strategies as one possible solution.136 
 

5.4 The Climate Finance Leadership Initiative 
 
The Climate Finance Leadership Initiative (CFLI) was formed in January 2019 by UN Special Envoy for 
Climate Action Michael R. Bloomberg at the request of UN Secretary-General António Guterres.137 CFLI 
members will focus on facilitating the scaling up of private capital flows into climate-friendly investments. 
CFLI convened to mobilize and scale private capital for climate solutions in advance of the major UN 
Climate Summit in September 2019 and released a report Financing the Low-Carbon Future before the 
Summit.138 The report outlines a range of readily available and scalable solutions, best practices and 
technologies to address some of the most common challenges in meeting the objectives of the Paris 
Agreement. One growth sector highlighted in the report is the development of green financial products, with 
green bonds, in particular. The report emphasizes that a broader set of capital market instruments, such as 
Transition bonds or Sustainability-linked bonds, will be required to support the transition of carbon-intensive 
business models. The report further emphasizes the importance of integrating climate risk into both 
financial stability monitoring and supervision of individual institutions, as called for by the NGFS. The aim 
is to mobilize private climate finance at the scale and speed needed to support an orderly transition to a 
low-carbon economy.139  
 

 
134  Carney 2015 
 
135 The term “fiduciary capitalism” was first put forward by James Hawley and Andrew Williams in 2000 when they 
proposed the thesis that large institutional asset owners are interested in the long-term health of the entire economy. 
136 Carney 2019  
137 Bloomberg 2019,1 
138 (CFLI 2019)  
139 Bloomberg 2019, 1, Bloomberg 2019, 2, CFLI, CFLI 2019 
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5.5 Net-Zero Asset Owner Alliance 
 
As noted above, institutional investors – the “zumo wrestlers” of financial markets – have an important role 
to play at furthering green investments. 
 
One important initiative announced at the UN Secretary-General’s Climate Action Summit was the UN-
backed asset owner alliance to drive portfolio companies to carbon neutrality by 2050. Representing more 
than USD 2 trillion in assets under management, the UN-convened Net-Zero Asset Owner Alliance shows 
united investor action to align portfolios with a 1.5 degrees C scenario, addressing Article 2.1c of the Paris 
Agreement. In one of the boldest actions yet to decarbonize the global economy, an alliance of the world’s 
largest pension funds and insurers – responsible for directing more than 2.4 trillion USD in investments – 
has committed to carbon-neutral investment portfolios by 2050 at the Summit. The Alliance was initiated 
by Allianz, Caisse des Dépots, La Caisse de dépôt et placement du Québec, Folksam Group, 
PensionDanmark and SwissRe. Since then Alecta, AMF, CaIPERS, Nordea Life and Pension, Storebrand 
and Zurich have joined as founding member. The Net-Zero Asset Owner Alliance is an example of investors 
stepping up to protect people and the planet with the knowledge that companies that transform their 
businesses to deliver a low carbon economy will benefit most from the opportunities presented by climate 
change.140  
 

5.6 Central banks: Climate-related risks are a financial risk 
 
In its first comprehensive report “A call for action; Climate change as a source of financial risk” in 2019 the 
NGFC members acknowledge that “climate-related risks are a source of financial risk. It is therefore within the mandates 
of central banks and supervisors to ensure the financial system is resilient to these risks”. The NGFS noted that though 
it primarily is the responsibility of the governments to ensure that the targets in the Paris Agreement are 
fulfilled, it is up to central banks and supervisors to shape and deliver on their substantial role in addressing 
climate-related risks within their mandates. The NGFS recognises that there is a strong risk that climate-
related financial risks are not fully reflected in asset valuations, and see a need for collective leadership and 
globally coordinated action. Therefore, the role of international organisations and platforms as critical.141  
 

5.7 The “Green Swan”  
 
In a report commissioned by Banque de France from 2020, warnings are raised that climate change poses a 
new risk to financial stability. Traditional backward-looking risk assessments and existing climate-economic 
models cannot anticipate climate-related risks accurately enough. These climate related risks include so 
called “green swan” risks. This means “potentially extremely financially disruptive events that could be behind 
the next systemic financial crisis”.142 The “green swan” concept is inspired by the concept of the “black 
swan” developed by Nassim Nicholas Taleb in 2007, which has three characteristics: (i) they are unexpected 
and rare, outside the realm of regular expectations, (ii) their impacts are wide-ranging or extreme, and (iii) 
they can only be explained after the fact. Green swans, or “climate black swans”, present many features of 
typical black swans: both physical and transition risks are characterised by deep uncertainty and nonlinearity, 
their chances of occurrence are not reflected in past data, and the possibility of extreme values cannot be 
ruled out.143 However, green swans are different from black swans in three regards. First, although the 
impacts of climate change are highly uncertain, “there is a high degree of certainty that some combination 
of physical and transition risks will materialize in the future”.144 Thus, there is certainty about the need for 
ambitious actions, though there is uncertainty regarding the timing and nature of impacts of climate change. 
Second, climate catastrophes are even more serious than most systemic financial crises as they could pose 
an existential threat to humanity. Third, the complexity related to climate change is of a higher order than 
for black swans: “the complex chain reactions and cascade effects associated with both physical and transition risks could 

 
140 Folksam 2019, Allianz 2019, UNEPFI 2019 
141 NGFS 2019  
142 Bolton and others 2020  
143 Weitzman 2009 
144 NGFS 2019 
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generate fundamentally unpredictable environmental, geopolitical, social and economic dynamics”. The report finds that 
green swan events could force central banks to intervene as “climate rescuers of last resort” and buy large 
sets of devalued assets, to save the financial system once more. 145   
 

5.8 COVID-19 – A green investment push? 

Finally, the Covid-19 crisis has raised risk awareness on financial markets, and impacted how financial 
institutions address the financial risk connected to climate change. 

The International Monetary fund (IMF) concluded in a report in October 2020 that without further action 
to reduce greenhouse gas emissions, the planet is on course to reach temperatures not seen in millions of 
years, with potentially catastrophic implications. Climate change will complicate the management of 
macroeconomic stability, as climatic changes and natural disasters increase output and price volatility and, 
with the costs of natural disasters put pressure on fiscal sustainability. The IMF notes that the COVID-19 
crisis creates both challenges and opportunities for the climate change mitigation agenda. An initial green 
investment push combined with steadily rising carbon prices would deliver the needed emission reductions 
at reasonable transitional global output effects and also make the global economy stronger and more 
sustainable over the medium term. Carbon pricing is critical to mitigation. However, a green investment 
push would strengthen the macroeconomy in the short term and help lower the costs of adjusting to higher 
carbon prices. Though mitigation is likely to boost incomes in the long term by limiting damages and severe 
physical risks, the economic transformation it requires may lower growth during the transition. In addition, 
fiscal stimulus – which will likely be needed in the aftermath of the pandemic – can be an opportunity to 
boost green and resilient public infrastructure. A green fiscal stimulus would support global GDP during 
the recovery from the COVID-19 crisis and lay the ground for higher carbon prices by boosting productivity 
in low-carbon sectors.  Preannounced and gradually rising carbon prices can become a powerful tool to 
deliver the quick and substantial reductions in carbon emissions required to reach zero emissions by 2050, 
as recovery from the Covid-19 crisis increases.”146 

5.9 Conclusion 
 
As explained above, the efforts to mitigate greenhouse gas emissions is a collective action problem, which 
must be coped with at multiple scales and levels.147 There is increasing awareness of the scope of the climate 
problem, and we see collective action taking place, and multiple actors engaging in climate policy action.  
 
In addition to the international community and governments, central banks, the private sector, civil society 
are engaging. There are regulatory drivers triggered also by economic considerations. European 
policymakers have committed to linking economic recovery packages to their sustainability goals and are 
moving ahead with their disclosure standards.  

 
It can be noted that major international lenders such as the European Investment Bank are no longer 
supporting coal-fired power plants. We also see a development where banks and asset managers are 
investing responsibly. Banks are engaged in green and sustainable bonds. Private investors are following, 
and investors such as major asset manager BlackRock are increasingly paying attention to climate impact of 
corporations and the risks involved with fossil fuel investments. In his annual letter for 2020 to chief 
executives, Larry Fink of BlackRock, said that climate risk is investment risk, and as markets start to price 
climate risk into the value of securities, this will spark a fundamental reallocation of capital, and in his annual 
letter for 2021 he asked the companies to disclose a plan for how their business model will be compatible 

with a net zero economy.148 Investing in fossil fuel plants must increasingly be seen as a transition risk as 
climate-related regulations and changing market conditions force companies to take new decisions.  
  

 
145 Bolton and others 2020, Weitzman 2019  
146 IMF 2020  
147 See inter alia Ostrom 2009, Ostrom 2010 
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6. Price on Carbon and Incentivizing Legislation 

 
 
In this chapter I will discuss the fundamental issue of internalising the harmful effects of climate change.  
 
One prerequisite for markets to function efficiently is that the externalities – the harmful effects of climate change 
– are internalised. The cost connected to adverse climate change should be referred to those who emit 
greenhouse gases. This is generally done by pricing carbon. When it comes to climate mitigation incentive-
based approaches have generally been considered most efficient. There is also evidence supporting that a 
carbon price – even a threatened one – when combined with financial incentives is a motivating factor for banks to 
see climate change as an opportunity rather than a risk.149 A price on carbon internalises the cost of pollution 
arising from GHG emissions and is aligned with the Polluter Pays Principle. 

Notably, as explained above, there are other climate policy instruments to address the harmful effects of 
greenhouse gas emissions as well, such as incentivizing regulation and grants that also have an important 
role to play.150  

6.1 Carbon taxes and cap-and-trade schemes 

As explained, indirect steering which is low interventionist has generally been seen as most efficient and 
effective when it comes to climate mitigation. Most specialists believe that such incentive-based systems 
should usually displace command-and-control regulation.151 A well-designed carbon price is critical to 
solving the climate challenge, and an effective price on carbon is an essential tool to help countries and 
companies to decarbonize and deliver the transition to low-carbon societies.152 Two broad approaches have 
usually been applied on climate policy, imposing carbon taxes or penalties on those who pollute, and a cap-
and-trade system, such as e.g. the EU ETS.  

Following their commitment to the Paris Agreement more and more countries are adopting legislation to 
price carbon. In May 2020, more than 120 parties to the UNFCCC are working towards achieving net zero 
emissions by 2050.153 97 Parties now mention carbon pricing in their NDCs, indicating that they are planning 
or considering the use of climate markets and/or domestic carbon pricing to meet their NDC commitments. 
These 97 Parties represent 58 percent of global GHG emissions.154  

The EU took a leading role after the Kyoto Protocol and introduced the EU ETS, and has continued to 
lead the way. I will therefore describe the EU ETS and the climate policy action taken by the EU below.  

6.2 The EU ETS and the EU Green Deal  

The EU ETS is one of the first and the largest cap-and-trade scheme. However, the EU ETS has not 
delivered as intended as there has been a surplus of allowances. Since 2014, EU lawmakers have therefore 
been introducing measures to address the large surplus of allowances in the EU ETS resulting from the 
economic crisis and high import of international credits and a lack of mechanisms to address the surplus. 
This was first through temporarily back-loading this surplus, followed by a permanent market stability 
reserve (MSR), but the carbon prices only started to markedly increase after the post-2020 reforms were 
adopted. The reforms include increasing the annual linear cap reduction, increasing the impact of MSR on 
the surplus through withholding more allowances from the market and cancelling a portion of allowances 
in the MSR, and revising rules related to free allocation of allowances.155 In January 2019, the MSR – the 
instrument to address the supply-demand imbalance of allowances in the EU ETS and improve its resilience 
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against future shocks – became operational.156 Allowances held in the MSR are not permanently withdrawn 
from the market, but from 2023, the total number of allowances in the MSR is limited to the auction volume 
of the previous year.157 

EU wants to be a leader in climate action, and EU Commission President Ursula von der Leyen presented 
the European Green Deal 2019. The Green Deal sets out how to make Europe the first climate-neutral 
continent by 2050 and includes an action plan and a proposed European Climate Law. The Commission 
will review and propose to revise where necessary all relevant climate-related policy instruments by June 
2021. This includes the EU ETS and a possible extension of emissions trading to new sectors. Moreover, 
discussions have started on introducing a carbon border adjustment mechanism for selected sectors to 
reduce the risk of carbon leakage and a legislative proposal has been planned for mid-2021. Notably, the 
Green Deal also emphasizes the key role that the private sector will have to finance the green transition and 
the action plan shall provide.158 It can also be noted that China, Japan and South Korea have also committed 
to net-zero emissions. 

 
6.3 Internal carbon pricing 

 
More and more large corporates, investors, and financiers are also stepping up when it comes to recognising 
the harmful effects of greenhouse gas emissions and committing to the net-zero emissions target by 2050. 
A growing number of companies are also using internal carbon pricing to reduce emissions across their 
value chains, and many are committing to net-zero targets and adjusting to growing investor pressure.159  

As of April 1, 2020, 760 companies and 27 investors have committed to achieving net zero by 2050 as part 
of the Climate Ambition Alliance which brings together countries, businesses, investors, cities and regions 
who are working towards achieving net-zero emissions by 2050.160 The financial sector is also becoming 
increasingly interested in climate action and carbon pricing as organizations are moving to implement 
recommendations of the TCFD. This action includes the use of internal carbon pricing as one of the 
potential metrics for disclosure on climate-related risks. In the Nordics, Alecta, Folksam and Robur Asset 
Management, which together oversee about US$310 billion, started a campaign aimed at forcing firms to 
show how they calculate the future cost of carbon emissions. Alecta and Folksam are both members of the 
Net-Zero Asset Owner Alliance (see Chapter 5 above), which represents over US$4.6 trillion of assets under 
management. The funds behind the alliance have pledged to transform their portfolios to net zero GHG 
emissions by 2050.161  

More companies are recognizing that internal carbon pricing can be a powerful tool and contribute to low-
carbon transition. This indicates that the financial risk imposed by regulation can be seen as a strong driver for 
companies to include an internal carbon price in their decision making. However, companies use internal 
carbon pricing for multiple reasons. More than half of the companies cited incentivizing low-carbon 
investments, driving energy efficiency and/or changing internal behaviour as objectives for their internal 

 
156 In 2019, 397 million allowances that were intended for auctions were placed in the MSR, which reduced the supply 
of allowances in the EU ETS market. From January to August 2020, another 265 million allowances are due to be 
placed in the reserve. The World Bank 2020 
157 The introduction of the reserve has helped stabilize the EU allowance (EUA) price around €25/tCO2e 
(US$27/tCO2e) over 2019, after increasing from €5-10/tCO2e (US$5-11/tCO2e) over the previous two years. 
However, the economic downturn caused by COVID-19 has seen a drop in EUA prices in the first quarter of 2020 to 
€17/tCO2e (US$19/tCO2e). 
158 The EU Green Deal 2019. To set into legislation the political ambition of being the world’s first climate neutral 
continent by 2050, the Commission has presented a proposal to a European Climate Law, which writes into law the 
goal set out in the European Green Deal – for Europe’s economy and society to become climate-neutral by 2050. This 
means achieving net zero emissions for EU countries as a whole, mainly by cutting emissions, investing in green 
technologies and protecting the natural environment. The act will ensure that all EU policies contribute to this goal 
and that all sectors of the economy and society play their part. See also COM (2020) 80 final establishing the European 
Climate Law. 
159 The World Bank 2020 
160 The World Bank 2020 
161 The World Bank 2020 



    
 

 43 

carbon pricing. In addition, about 40 per cent of the respondents also listed navigating greenhouse gas 
regulations and identifying low-carbon opportunities as key objectives.162 Companies are increasingly 
engaging in climate change. Notably, BlackRock, the world’s biggest asset manager in January 2020 declared 
that it plans to put climate change at the centre of its investment process by rolling out new ESG funds, 
divesting some coal holdings and taking a tough line on global warming in boardroom discussions with 
businesses around the world. BlackRock chief executive Larry Fink warned that global warning represents 
a risk to markets unlike any previous crisis.163 In January 2021 he declared that BlackRock was climate 
neutral in its own operations and committed to supporting the goal of net zero greenhouse gas emissions 
by 2050 or sooner.164   
 
As explained above, the TCFD recommends using internal carbon pricing as one of the potential metrics 
for disclosure on climate-related risks. Following this, internal carbon pricing is increasingly being 
implemented and endorsed in various forms across the financial sector. The International Finance 
Corporation (IFC) which is part of the World Bank Group became the first multilateral development 
institution to disclose climate-related risks under TCFD guidelines. S&P Jones Indices, a leading index 
provider, launched the S&P Carbon Price Risk Adjusted Index Series in July 2018, which measures 
performance based on a weighted scheme on estimated market valuation at risk form predicted 2030 carbon 
prices. The TEG has included internal carbon pricing in its reports, the EU Commission mentions internal 
carbon pricing in business planning as one of the key performance indicators companies may consider 
disclosing, and the EBRD will integrate carbon prices in project financial assessments.165 Financial 
institutions are also paying attention and more banks are taking climate risk into account at their decision-
making, using internal carbon pricing as a tool to help assess risks and identify opportunities.166 167 
 
As climate policies, including carbon pricing, continue to strengthen around the world, investments in fossil 
fuels become financially less attractive and, in some cases, even a liability. They may even motivate fossil 
fuel divestment as a form of stranded asset mitigation. 168  
 

6.4 Other policy tools for climate mitigation 

There is increasing awareness that action is needed if we are to reach net zero carbon emissions by 2030. 
Although carbon pricing is important, there are other climate policy instruments to address the harmful 
effects of greenhouse gas emissions as well.  

As has been pointed out, carbon pricing is not the only imperative, but government policy that incentivizes 
investments in renewables and cleantech, as well as grants, are also effective in steering towards climate 
mitigation.169  

IMF released a report in October 2020 discussing which combination of policy tools – carbon pricing, a 
public and private investment push, research and development subsidies – would allow the world to reach 
net zero carbon emissions by 2050. The purpose is that this should be done in a growth-, employment-, and 
distribution-friendly way. Well-designed and sequenced mitigation policies could also help at the economic 
recovery from the Covid-19 crisis. The IMF notes that the first set of policies consists of raising the price 
of carbon. Introducing feebates or imposing direct mandates and regulations on emissions are alternative 
or complementary tools are also mentioned These are considered less efficient but raise the implicit price 

 
162 World Bank 2020  
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166 Some financial institutions are going even further: leading European bank BNP Paribas, for example, recently 
launched a social business initiative known as ClimateSeed. A simple, secure, and user-friendly digital platform, 
ClimateSeed allows businesses to offset their unavoidable greenhouse gas emissions by contributing to sustainable 
projects around the world. This initiative highlights the opportunities for financial institutions to grow their climate 
business and manage climate risk. (World Bank 2019) 
167 Climate Finance Innovators 2019  
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of carbon and may face less political resistance. Another set of policies includes subsidies and price 
guarantees to increase demand, investment, and supply in the low-carbon energy sector. The report also 
points at direct public investment in low-carbon technologies and infrastructure; and research and 
development subsidies to support innovation. A green fiscal stimulus that would support global GDP and 
employment during the recovery from the COVID-19 crisis and lay the ground for higher carbon prices by 
boosting productivity in low-carbon sectors. The use of green research and development subsidies alongside 
carbon taxes would be justified on economic grounds to resolve multiple market failures. Historically, 
government research programs have played key roles in the development of large technological 
breakthroughs, such as for example, landing on the moon, or the prototype of the internet.170  

6.5 Conclusions 

Carbon pricing is an essential part of climate policy. As described above, a carbon price (even a threatened one) 
combined with incentives is central to motivating also financial actors. Importantly, as is evident from the 
World Bank reports on carbon pricing, more nations are applying a price on carbon. The Paris Agreement 
with its requirements that the NDCs must show a progression over time plays an essential role at advancing 
government climate policy. Also, as explained, the general awareness among investors, corporates and the 
financial sector of the risk that climate change poses, has great impact. More nations and corporates 
announce that they will be climate neutral by 2050 (or earlier) in line with the Paris Agreement, which could 
ensure a more effective price on carbon. The recent Covid-19 crisis has also increased general risk awareness 
and may well provide a boost in climate-resilient development.    
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7. Overview and Analysis of Results of Appended Articles

7.1 Article I 

Title: A Legal Analysis of Terms and Conditions for Green bonds; Focus on the Financial Markets in the 
Nordics 

My first article includes an extensive empirical review and legal analysis of the green bond contracts between 
the issuers and the investors in the Nordics, including a review and analysis of the voluntary regulation of 
the green bond market, including the legal contracts, prospectuses (or information memoranda or listing 
documents), final terms (or pricing supplements), green bond frameworks, and second party opinions.  

The Nordic debt capital markets are strongly influenced by English law and the debt contracts on the Nordic 
market are often governed by English law. The contracts between the issuers and investors are usually highly 
standardized complex documents that apply to a great number of transactions. The green bond contract 
documentation at the green bond issuance generally consists of the Prospectus, which includes the Terms 
and Conditions and the Final Terms, and the issuer’s green bond framework. The Terms and Conditions 
together with the Final Terms, constitute the binding contract between the parties. The Prospectus is not 
part of the binding contract, but shall contain the information to be provided when securities are offered to 
the public, or admitted to trading on a regulated market. The main objective of the prospectus is to protect 
investors and it shall contain the necessary information which is material to an investor for making an 
informed assessment of the corporation and its economic position, as well as the security and its 
characteristics. The article provides the answer to my first research question: 

What can we learn from the analysis of the terms and conditions of the contracts between issuers and investors regulating green 
bonds on the Nordic market? 

As explained above, one way to counteract asymmetries in information is through institutions, such as 
guarantees, brand-name good or reputation and certifications which can be included in the contractual relationship 
between the parties.171  

My analysis showed that the terms and conditions for green bonds are identical to those of vanilla bonds, 
noting especially that the contractual terms and conditions of green bonds do not include explicit green 
undertakings or guarantees by the issuer in relation to the investor. However, the green bond documentation, 
i.e. mainly the Prospectus and Final Terms together with the green bond documentation consisting of the
green bond framework, the Second Party Opinion, and the reporting documentation provide transparency on
“the use of proceeds” of the green bond. The green bond label aligned with the GBP, which includes external
review and have achieved broad acceptance among market actors, can also be seen as a kind of certification.
Also, the issuer puts his brand-name good at risk as there is a significant reputational risk for the issuer (and
also the investor) if the bond would turn out not to be green. Finally, an issuer which issues a green bond
that turns out not to be green risks that he is denied future loans due to this default, i.e. be subject to credit
rationing.

I also made the following conclusions. As the green bond does not include a price incentive, there was 
research indicating that green bonds do not move capital to green and sustainable investments, which is 
confirmed in other research. However, perhaps most importantly, the focus on transparency and disclosure 
of “use of proceeds” has caused a shift towards a greater disclosure of what the proceeds are to be used for, 
instead of the previously used “general corporate purposes”. This counteracts asymmetries in information relating 
to climate risk and sustainability. The development of sustainability reporting, especially the TCFD 
recommendations facilitate this development. 

171 Akerlof 1970 
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To conclude, I found that the green bond market was under development, with new labelled bonds 
emerging, and regulation should therefore be applied carefully to provide flexibility and so that unwanted 
consequences such as an unlevel playing field would be avoided. Notably, political measures to increase 
certain investors’ demand for green bonds (such as capital relief) could distort the market with unwanted 
consequences such as an unlevel playing field. Legal regulation should be applied with caution and focus on 
clarification of standards and definitions, not on capital requirements in order not to create an uneven playing field. 

I pointed at the possibility to introduce a price incentive to the green bond based on sustainability performance 
(similar to the Sustainable Loan Principles), and noted that this would mean the introduction of a new bond 
instrument.   

7.2 Article II 

Title: Moving towards Green – Transition and Sustainability-linked Bonds 

In my second article I made an analysis of the new innovative bond instruments – Transition bonds and 
Sustainability-linked bonds – following the green bond that have emerged starting in 2019. This includes a 
description and analysis of the barriers to expanding the green bond market, the emerging Transition bonds 
and Sustainability-linked bonds, and the regulation adopted by ICMA and the EU. I also touched upon the 
new bonds to combat the Covid-19 pandemic. 

The green bond market seems to go from a niche market to a more global market. It has created tools on 
that provide transparency and disclosure that can be used more widely on capital markets consisting of 
green guidelines, “use of proceeds” commitments, external validation and reporting, which are being 
increasingly used for other labelled bonds.172 173 As green bonds do not seem to shift capital from unsustainable 
to sustainable investments, the financial community is opening up to a broader set of challenges than those 
related to climate change, and sustainability finance is looking at solutions that go beyond the “green” 
economy.174 This market shows great innovation and creativity with new labels and products being 
developed at a swift pace, and there is a discussion on what the market is trying to achieve and what the 
best way is to achieve it.175 176 The article provides the answer to my second research question: 

What is the impact and potential of the new innovative bond instruments – Transition bonds and sustainability-linked bonds 
– that have emerged?

Importantly, investors show an increasing appetite for green transition opportunities and request more 
bonds from more issuers in more sectors. The procedures and tools established for green bonds are now 
being used and further developed for expanding green bond market to new “use of proceeds” activities, 
such as transition activities, for corporations which are “brown” to a lighter shade of brown. The tools created are 
raising expectations with regard to sustainability performance.177 Investors seem increasingly to not only 
look at the use of proceeds, but assesses the overall sustainability performance and the ESG profile of the issuer, 
with significant reputational implications.178 A new bond instrument, the Sustainability-linked bond with a 
price incentive based on sustainability performance has emerged. There seems also to be increased focus towards 
sustainability impact and performance, where sufficient returns are linked with sustainability performance and 
impact. Investors no longer look just at the use of proceeds. They also look at the issuers’ overall 
sustainability credentials.  

172 Maltais Nykvist 2019 
173 Duteil 2019,1, Duteil 2019,2 Michaelsen 2019,2  
174Duteil 2019, 1, Duteil 2019, 2 
175 Cripps 2020  
176 Michaelsen 2019, 2, Duteil 2019, 1, Duteil 2019,2 Michaelsen 2019, 1 
177 Maltais Nykvist 2020 
178 Michaelsen 2019, 2 
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The ICMA Climate Transition Finance Handbook published in December 2020 reflects this development 
towards increased diversity as it does not focus on a formal set of “Transitions Bond Principles” or create 
a new Transition bond label, but instead provides guidance and recommended disclosures to evidence a 
credible transition strategy which can be used for both “use of proceeds” instruments and “general corporate purposes” 
Sustainability-linked instruments. Notably external review and reporting are included in the procedures 
recommended by ICMA.179 180  
 
As green investors are looking at the overall sustainability performance and ESG profile of the issuer, and 
not just the green “use of proceeds”, the question is what the point of a specific green bond label is.181 There 
is an expectation that access to financing will increasingly be dependent on the sustainability of the borrower. 

The green bond market can be seen as a first steps to more widely raising sustainability demands in capital 
markets.182 Combined with regulated standards and definitions, and increased fiduciary duties for investors, 
this could more effectively have real impact and move financial flows in a sustainable direction. This could 
be the best way to enhance and expand the bond markets to develop in a sustainable and low-carbon 
direction.183   
 
To conclude, considering the creative state of the market, rigid or detailed regulation could impede the evolution 
of new innovative bond products that are required for the transition. The solution should instead be to let 
the market evolve, and allow market participants to continue to create voluntary norms and instruments 
providing transparency on climate and sustainability. The conclusions reaffirm the analysis in my first Article 
that while definitions, standards and taxonomies are necessary and helpful for market trust, diversity and 
flexibility should be promoted. As the market is evolving with new bond instruments being developed at a 
rapid pace, focus should not be on the label of a specific bond, but look at the underlying specifics of the bond 
and the issuer. This would ensure transparency and disclosure to counteract information asymmetries and ensure 
functioning of capital markets. Voluntary regulation which is flexible still has a decisive role to play. As 
investors increasingly look for green and climate-resilient investments, peer pressure, imitation and competition 
between investors will also steer towards a climate-resilient development. 
 

 
179 Allen 2019  
180 BNP Paribas 2019  
181 Cripps 2020 
182 Maltais Nykvist 2020  
183 Cripps 2019  
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8. CDM and Green bonds – a Comparison  
 

The green bond has been compared to mortgage bonds. However, the conclusion of my Articles is that it 
is the procedure and tools providing transparency and disclosure that are the true contribution of the green 
bond. Considering this, I believe that the green bond shows more similarities to the CER developed under 
the CDM. I will therefore below describe the CDM in more detail and compare the MRV of the CDM to 
the procedure and tools of the green bond. Importantly, however, the two instruments show significant 
differences. I will therefore also focus on lessons learned from the CDM. 

8.1 The CDM procedure 
 
CDM was introduced as a mechanism that allowed emission-reduction projects in developing countries to 
earn certified emission reduction (CER) credits, each equivalent to one tonne of CO2. These CERs could 
be traded and sold – also on capital markets, and used by industrialized countries to meet part of their 
emission reduction targets under the Kyoto Protocol and emission trading systems such as the EU ETS. 
The mechanism was designed to stimulate sustainable development and emission reductions in developing 
countries, while giving industrialized countries some flexibility in meeting their emission reduction limitation 
targets. The CERs were created under the Kyoto Protocol and demand was created under the protocol as 
developed countries could use the credits for compliance in the regional or national emissions trading 
schemes. The EU ETS was by far the most important market for the CER.184     

The CDM procedure for issuing CERs was strictly regulated under the UNFCCC in order to ensure that 
they would be based on actual emissions reductions and to avoid double counting. A designated national 
authority (DNA) was the organization granted responsibility by a party to the Kyoto Protocol to authorise 
and approve participation in CDM projects. DNA project approval was just one of the steps required of 
CDM project cycle. The mechanism also pioneered a wide range of monitoring, reporting and verification (MRV) 
tools.185 186 Contracts were concluded between mostly private buyers and sellers of carbon assets, 
complemented by a letter of approval (LoA) from governments involved.187 The CDM Executive 
Board (CDM EB) supervised the CDM under the authority and guidance of the Conference of the Parties 
serving as the Meeting of the parties to the Kyoto Protocol (CMP). The CDM EB was the ultimate point 
of contact for CDM project participants for the registration of projects and the issuance of CERs. 
The CDM EB was fully accountable to the CMP.188 

The experience of carbon finance was one of learning. Methodologies were central to the CDM. A 
methodology clarified the approved procedures to determine emission reductions from a project activity 
over time, inter alia, the methodology’s eligibility criteria, the emission baseline and monitoring requirements. 
However, it was also thought that methodologies – typically developed during the concept stage of a project 
– were not sufficiently flexible to accommodate evolving project designs. Insufficient predictability limited 
carbon finance impact, while, on the other hand, too frequent changes to rules, procedures and 
methodologies would have impacted the ability of market actors to make sound assessments and decisions. 
Environmental integrity was preserved through the concept of “additionality”. ‘The common definition of 
“additionality” is that a credit is considered additional if the emissions reduction that underpins the credit 
would not have occurred in the absence of the activity that generates the credit (the business as usual or 

 
184 Kyoto Protocol 
185 Climate Finance Innovators 2019  
186 UN Mechanisms under the Kyoto Protocol, FNCCC Emissions Trading  
187 Climate Finance Innovators 2019  
188 UN FCCC EB 
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BAU scenario).189 While efforts were made by the CDM EB to provide greater clarity, proving additionality 
remained a challenge because of its subjective nature.190  

To conclude, the CDM had significant drawbacks. The CDM procedure was strictly regulated under the 
UNFCCC in order to ensure the integrity of the system, and that only material emission reductions would 
be accepted and that double counting would be avoided. This rigid regulation of the CDM made the 
procedure highly complicated and time and cost consuming.  

8.2 The CDM market stalls  
 
Furthermore, supply and demand on the CDM market was dependent on the UNFCCC and regional/national 
regulation, foremost the EU ETS regulation. As it relied upon regulation, especially the Kyoto Protocol, the 
system stalled when the negotiations of a continuation to the protocol stalled. The failure of the Copenhagen 
conference in 2009 and the long time it subsequently took to negotiate a successor agreement to the Kyoto 
Protocol, as well as criticisms of the tedious formalities of the Kyoto Mechanisms, led to a prolonged phase 
of uncertainty about the future relevance of carbon market instruments. The general lack of demand for 
credits after 2012 was also largely triggered by the lack of demand by EU ETS facilities as a result inter alia 
of the financial crisis. From 2013 on, demand for credits was so low that the market essentially stalled. This 
was both due to perceived shortcomings of the Kyoto Mechanisms, which resulted in a closure of the 
emissions trading systems for CDM credits, as well as the uncertain situation of the international climate 
policy regime.191 192 
  
To conclude, as both the supply and demand of credits under the CDM system were based on regulation 
in the Kyoto Protocol, the system failed when the parties were unable to agree on a continuation. The 
parties have not yet been able to agree on a similar system under Article 9 in the Paris Agreement, and no 
decision has been made on the future of the CDM.193 Importantly, the fact that supply and demand were 
dependent on regulative – (the Kyoto Protocol and regional and national legislation) – and not steered by market 
mechanisms – was also one of the weaknesses of the mechanism. 

 
189 Partnership for Market Readiness 2016  
190 Climate Finance Innovators 2019  
191 The World Bank tried to salvage some of the CDM projects and developed the Carbon Initiative for Development 
(Ci-Dev) and the Pilot Auction Facility (PAF) to provide “lifelines” to market niches in low-income countries and for 
activities that were particularly threatened to be discontinued due to the market crisis. The Ci-Dev is a World Bank 
trust fund that mobilizes private finance for clean energy access in low-income countries. It delivers results-based 
finance to innovative and transformative business models driven by the private sector. The PAF is an innovative, pay-
for-performance mechanism developed by the World Bank Group to stimulate investment in projects that reduce 
greenhouse gas emissions while maximizing the impact of public funds and leveraging private sector financing. 
192 Climate Finance Innovators 2019 

193 Besides the CDM and JI, voluntary markets not regulated under the Kyoto Protocol emerged. There are other 
major carbon crediting mechanisms around the world, which are currently in operation and have issued credits that 
could be used for compliance purposes under one or more carbon pricing initiatives. The carbon crediting mechanisms 
can be grouped in three categories based on how the credits are generated and how the mechanism is administered: (i) 
International crediting mechanisms governed by international climate treaties and usually administered by international 
institutions (examples are the CDM and the JI described above) (ii) Independent crediting mechanisms are mechanisms 
not governed by any national regulation or international treaties, but administered by private and independent third-
party organizations, which are often nongovernmental organizations. Examples are the Gold Standard and the Verified 
Carbon Standard. (iii) Regional, national and subnational crediting mechanisms are governed by their respective 
jurisdictional legislature. The Gold Standard was established by the World Wildlife Fund and several international 
NGOs as a crediting mechanism for both voluntary offsetting and additional certification on the social impacts of 
CERs. It has a particular focus on generating co-benefits, such as employment and health improvements for local 
communities, alongside emission reductions from its projects. There are strict requirements relating to the Gold 
Standard. The VCS Program was founded by several key carbon market actors including The Climate Group, the 
International Emissions Trading Association, the World Business Council for Sustainable Development, and the 
World Economic Forum. Its initial purpose was to certify and credit voluntary emission reduction projects, see World 
Bank 2020 
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8.3 Comparison of the Green Bonds to the CDM  

This chapter provides the answer to my third research question: What similarities / difference are there between 
the green bond instrument and he CDM? 

The procedure and the infrastructure of the green and sustainable bond instruments, namely transparency, 
third party verification and reporting seem to be inspired by the CDM modalities and procedures. However, there 
are also significant differences that need to be taken into consideration.    

The CDM was established under the Kyoto Protocol and its existence depended on the Kyoto Protocol. Supply and 
demand of CERs were created under the protocol and under regional and national trading schemes such as 
the EU ETS. As no continuation of the Kyoto Protocol was agreed, and as demand under the EU ETS 
became limited, partly as a consequence also of the financial crisis, the demand for CERs plummeted.  

Green bonds were introduced by the World Bank in cooperation with the Swedish bank SEB and have been 
developed by the industry and market participants.194 In contrast to CDM, green bonds emerged as a response 
to investor demand for sustainable products. The green bond is an existing financial instrument on capital markets 
(not legally or financially different from the plain vanilla bond), which has incorporated tools similar to the 
MRV tools under the CDM to provide disclosure and transparency on climate and sustainability to investors. 
The procedures and standards for the green bond, which includes external review – the GBP – are voluntary 
established by industry. These procedures have – as opposed to the MRV under the CDM – proven to be 
flexible and provide for the emergence of new innovative instruments. The regulator has also provided a voluntary 
standard, the EU GBS. Thus, in contrast to the CDM, the green bond is based on voluntary standards established 
by the industry and includes a flexible procedure which easily can be – and has been – adopted to new 
innovative products, such as transition bonds and sustainability-linked bonds. Though these green and 
sustainable bond standards are voluntary, they are generally relied upon by investors and could therefore be 
seen as a form of certification.  

8.4 What lessons can we learn from CDM? 

To conclude, the green bond shows essential similarities with the CDM, in that the procedure and the tools 
of the green bond providing transparency and disclosure build on the modalities and procedures of the 
CDM. My conclusion is that these procedures and tools, which are being used more broadly, are the true 
contribution of the green bond to capital markets and climate finance, not the label itself. Standards and definitions 
to provide transparency and avoid asymmetric information are helpful, but the first lesson learned from the CDM 
is that the bond market needs to keep the flexibility which has allowed it to grow and to include new 
innovative products. The second lesson learned is that intervention on capital markets through legal regulation 
should be applied with great care. One of the great advantages of the green and sustainable bonds is that they 
build on existing instruments on capital markets, and supply and demand is based on market mechanisms and 
not created by legal regulation. Regulation on carbon pricing on the corporate level to internalise harmful 
effects of climate change, as well as incentivising regulations, are important tools in steering towards a 
climate-resilient society. Intervention that would affect the efficient functioning of the market or that could create an 
uneven playing field should be avoided. It is also essential not to regulate demand on green bonds in such a 
manner that an unlevel playing field is created.     

  

 
194 Christopher Flensborg, Head of Climate and Sustainable Finance at SEB is one of the original architects of the 
green bond concept.  
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9. Conclusions 

 
A combination of measures by all actors is required in coping with climate change mitigation. An effective 
price on carbon which internalises the costs is the basis for climate finance and also in line with the Polluter 
Pays Principle. For this regulation is needed. The Covid-19 crisis includes also an opportunity to “build back 
better” and as Central banks and institutions seem to be willing to take a role, we may have a “green push”. 
Carbon pricing, incentivising legislation, increased disclosure and sustainability reporting are all important. 
 
Institutional investors and financers are increasingly putting climate change at the centre of their attention. 
Financial markets have an important role to play in steering financial flows towards a climate-resilient and 
sustainable future. The green and sustainable bond markets have created infrastructure within capital 
markets consisting of green guidelines, use of proceeds commitments, external validation, and reporting.195 
This increased transparency and disclosure on climate and sustainability performance counteract asymmetries in 
information on capital markets and provide a more level playing field.  
 
However, green bonds do not seem to play a large role in shifting capital from unsustainable to sustainable 
investments. In order to reach the transformation required and a more sustainable development, there is a 
need to expand the sustainable finance market and to encourage industries and companies which are 
“brown”, to transition from brown to a lighter shade of brown. This need for transition is getting increased attention, 
and there is demand among investors for more sustainable investment opportunities from more issuers in 
more sectors. Transition bonds and “general corporate purposes” Sustainability-linked bonds with focus on 
performance and impact have emerged. The new tools are also more broadly raising expectations with 
regard to the ESG performance of corporations.196 197 A general observation is that investors seem to no 
longer look only at the use of proceeds, but assesses the overall sustainability performance and the ESG profile 
of the issuer, with significant reputational implications.198 The ICMA Climate Transition Finance Handbook 
published in December 2020 reflects this development as it does not create a new Transition bond label, 
but instead provides guidance and recommended disclosures to evidence a credible transition strategy which can 
be used for both “use of proceeds” instruments and “general corporate purposes” Sustainability-linked 
instruments.199 200 The green bond market could thus be seen as a first step to more generally raise 
sustainability demands in the capital markets. There is a general expectation that access to financing will 
increasingly be dependent on the sustainability of the borrower. 
 
My research shows that the green and sustainable bond market is not a mature market, but is evolving with 
new sustainable bond instruments being developed at a rapid pace, with increased attention towards 
sustainability impact and the issuer’s overall sustainability profile. Voluntary regulation through industry and 
voluntary standards such as those developed by ICMA (such as principles for green bonds and Sustainability-
linked bonds and the Climate Transition Finance handbook) and the TCFD Recommendations have shown 
the way and provide flexibility. Regulation can be helpful in providing and codifying standards and definitions to 
ensure that there is disclosure and transparent information among market participants, and create a more 
level playing field. Together with voluntary standards, regulatory measures creating unified standards and 
definitions and a common language, such as the proposed EU Taxonomy, EU climate benchmarks and the 
EU GBS, and perhaps a future codification of the TCFD Recommendations, will increase transparency and 
harmonization, and facilitate contractual regulation between issuers and investors. However, any regulatory 
framework should be flexible and non-exclusive, support transition and provide for the introduction of new 
innovative instruments/products, or it will risk to hinder the growth of the green bond market and 
sustainable finance. While definitions, standards and taxonomies are necessary and helpful for market trust, 
diversity should be promoted. As investments in climate and sustainable finance increases, nudging based on 

 
195 Maltais Nykvist 2019 
196 Allen 2019  
197 BNP Paribas 2019  
198 Michaelsen 2019 
199 Allen 2019  
200 BNP Paribas 2019  
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information, peer pressure and priming will enhance the imitation effect and draw more investors to sustainable 
finance. 
 
The green and sustainable bond market seems to be in a creative phase, with new labels and products being 
developed at a swift pace. Rigid or detailed regulation could impede the evolution of new innovative bond 
products that are required for the transition. The market should be allowed to continue to evolve and allow 
market participants to continue to create voluntary norms and instruments providing transparency on 
sustainability. The interplay between policy and legal regulation (hard law), and industry regulation and 
nudging can create incentives that promote the development of an efficient market and provide for supply 
of green projects. Combined with increased fiduciary duties for investors, I believe that this will have real 
impact and move financial flows in a sustainable direction.   

Green bonds may play a limited role in actually moving capital to green investments, as they do not provide 
an economic benefit, but have been decisive in directing focus on green finance. The procedures, 
infrastructure and tools established which provide transparency and disclosure of climate-related risks and 
sustainability performance which take asymmetries in information into account can be generally applied, 
and provide a first step towards climate and sustainable finance. These procedures, infrastructure and tools 
are now being used and further developed for expanding green bond market to new bonds and activities, 
such as transition activities. 

To conclude, the green and sustainable bond market could be seen as a first step to raise sustainability 
demands in capital markets. Long-term, this increased attention on the sustainability profile of the issuer 
could mean that investors always would take into account sustainability at their investment. Eventually 
“brown” capital should be shifted away from “brown” investments, a movement towards penalizing 
“brown” investments. Once climate-resilient and sustainable investments become more of the norm, 
nudging, peer pressure and imitation and competition between investors will also move the market forward. 
The green could well become the “new normal” and brown be penalised. The point of the green bond is 
being part of this transition from brown to green – not the solution. 
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ABSTRACT
The global financial system needs to be aligned with the energy transition to a 
low-carbon future. Green bonds, i.e. bonds specifically earmarked to be used 
for climate and environmental projects, issued by public and private issuers are 
important for funding climate and sustainable projects. However, although the 
green bond market has shown exponential growth in recent years, it still does 
not account for more than around 2% of global bond issuances in the last two 
years.1 The purpose of this paper is to analyse and discuss if the Swedish, Finnish 
and Danish green bond markets (here the Nordic green bond market2) could 
be made more effective by strengthening the legal contracts and if, and to what 
extent, legal regulation is required and desirable. Effectiveness is here defined 
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** Ph.D. Law Student, Lulea University of Technology. Swedish lawyer with more than ten 

years’ experience of climate policy and climate finance from inter alia advising the Swedish 
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Helena Kernell, Folksamgruppen, Jonas Ranneby, AP 4, Lars Lindblom, AP 2, Peter Lööf, 
Alecta and Cecilia Widebäck West, formerly Head of Sustainability, SEB Group for input on 
the green bond market.
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1 EU Technical Expert Group on Sustainable Finance, Report on Proposal for an EU Green 
Bond Standard, June 2019 (TEG EU GBS Report), p. 17 https://ec.europa.eu/info/sites/
info/files/business_economy_euro/banking_and_finance/documents/190618-sustainable-fi-
nance-teg-report-green-bond-standard_en.pdf.

2 It should be noted that this definition of “the Nordic market” differs from how the Nordic 
market usually is defined.
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as facilitating for an increased issue of green bonds, without compromising 
the integrity of the bonds (“greenwashing”). The paper includes a review and 
analysis of the contract documentation of the issuers on the Nordic green bond 
market, a study that has not been made before. The issuers’ impact reporting of 
green bonds is also analysed, as impact reporting is central for the transparency 
of green bonds. Ongoing EU regulatory and related initiatives that may affect 
the green bond market are discussed. The research indicates that the introduc-
tion of “green” undertakings in the contracts would not make the green bond 
market more effective. Regulation should support unification and transparency, 
but needs to be flexible and non-exclusive, or it could hinder growth and inno-
vation of the market, and increase the risk for greenwashing.

Key words: Green bonds, climate change, legal contracts, green bond frame-
works, impact reporting.

SUMMARY OF THE CONCLUSIONS
Presently, green bonds are no different from conventional bonds from a legal 
and financial perspective, and there is not a significant price difference between 
green bonds and conventional bonds. Considering this, and taking into account 
that the financial markets are highly efficient markets where the investors gen-
erally invest to get the highest return, as well as the bond contract structure, 
the Nordic green bond issuers have not been willing to undertake additional 
risk and include “green” undertakings in the Contracts, and there has not been 
investor demand for such undertakings.

Introducing green undertakings in the contract documents would involve 
an additional risk for the issuer, including a risk for cross-default, which would 
come at a cost, if the issuer would be at all willing to take such a risk. A more 
significant price difference in relation to conventional bonds would be a dis-
incentive for investors to invest in green bonds. Including undertakings that 
would increase transaction costs would therefore risk to hinder the expansion 
of the green bond market, and make it less effective. The possibility to include 
provisions on a differentiation of the coupon, related to the issuer reaching cer-
tain environmental or climate targets in the Contracts, or options, is discussed.

The main feature of the green bond is transparency. The proposed regula-
tions by EU on environmental, social and governance (ESG) disclosures for 
corporations, including improved and unified impact reporting, and on fiduci-
ary duties for investors, would provide for better investor due diligence, more 
informed investment decisions, and a balanced risk allocation between the par-
ties. The reputational risk for the issuer, which also includes long-term negative 
financial implications, would provide assurance against greenwashing.
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Regulatory measures creating unified definitions and a common language, 
such as the proposed EU Taxonomy and the EU Green Bond Standard (EU 
GBS)3, would increase transparency and harmonization, and could facilitate 
contractual and legal regulation, and provide a basis for policy measures and 
incentives that could increase the number of green projects and the demand 
for green bonds. However, the regulatory framework should be flexible and 
non-exclusive, support a transition from brown to green and provide for the 
introduction of new innovative products, or it will risk to hinder the growth of 
the green bond market and sustainable finance. Complex and potentially costly 
external review and reporting procedures could also prevent new issuers from 
entering the green bond market.

A regulation on unified presentation of green bonds in the Prospectus could 
increase transparency and harmonization, and could include verification and 
reporting requirements. Currently, the prospectus only needs to contain infor-
mation that enables the investor to make an informed assessment of the securi-
ties offered, and there are no regulatory requirements on issuers of green bonds 
as regards the “greenness”. However, a common practice is to include infor-
mation on the green bond in the use of proceeds provision in the Prospectus 
and/or in the Final Terms, and information on the risks related to green bonds 
in the Prospectus for information purposes. Any regulation should be broad 
enough to provide for the ever-evolving green bond products and not involve 
increased risk or costs for the issuer. Furthermore, it should be noted that these 
requirements would be limited to issuances under the Prospectus Regulation, 
and not apply on states, local authorities and supranational institutions, or pri-
vate placements, and could therefore risk to create a more unlevel playing field.

The Commission discusses incentives to enhance the demand for green 
bonds. There is a risk that some political measures to increase certain investors’ 
demand for EU Green Bonds which are being discussed (such as capital relief 
for banks) would distort the market, with unwanted consequences, and increase 
the risk for greenwashing. Presently, the main hindrance for growth of the Nor-
dic green bond market is lack of supply of green projects, not lack of demand. 
Policy measures and incentives in the real economy are therefore essential.

INTRODUCTION
A bond is a fixed income instrument that represents a loan made by an investor 
to a borrower. In its simplest form, a bond issuer will raise a fixed amount of 
capital, repaying the capital (principal) and accrued interest (coupon) over a set 

3 It should be noted that these are only proposals.
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period of time.4 Green bonds are labelled “green” because the issuer undertakes 
to use the proceeds of the bonds for sustainable purposes. The main features of 
green bonds are transparency of the use of proceeds for green purposes and reporting.

The paper includes a legal analysis of the green bond contracts between 
issuers and investors on the Nordic green bond market, though it can be noted 
that the Swedish market is by far the largest and most developed. The analysis 
takes into consideration the ongoing regulatory work under the EU Commis-
sion’s Action Plan to Finance Sustainable Growth (the Action Plan), as well as 
the voluntary recommendations by the Task Force for Climate-related Disclo-
sures (TCFD or Task Force) established by the Financial Stability Board. It also 
includes an analysis of the issuers’ green bond reporting. The paper is focused 
on the following specific questions: (i) to analyse if the legal contracts include 
provisions that guarantee that the funds allocated to “green” will be used for 
green projects and (ii), if not, whether the green bond documentation could 
be amended to include such provisions, including an analysis and discussion 
on whether such contractual amendments would be beneficial for market effec-
tiveness, (iii) to analyse the issuers’ green bond reporting routines, including a 
discussion on how they could be improved, and (iv) to discuss if, and to what 
extent, legal regulation is required and/or desirable to increase market effective-
ness. The purpose of the paper is to propose an order which is balanced between 
the parties and thereby furthers market effectiveness.

The paper includes (i) a review and analysis of the green bond documenta-
tion between the issuers and the investors, including legal contracts, prospec-
tuses (or information memoranda or listing documents), final terms (or pricing 
supplements), green bond frameworks, second party opinions and green bond 
impact reports (the Reviewed Documents), (ii) a review and analysis of the vol-
untary regulation of the green bond market, especially the Green Bond Princi-
ples and similar voluntary regulations such as the Green Loan Principles and the 
Sustainability Linked Loan Principles, as well as national legislation concerning 
green finance such as that French Energy Transition for Green Growth Act, (iii) 
a review and analysis of the impact of the proposed/planned EU regulation on 
green bonds, including a review and analysis of the reports and other publica-
tions of the Commission and of other EU bodies, including inter alia the Tech-
nical Expert Group on Sustainable Finance appointed by the Commission, and 
of the TCFD Reports and Recommendations, and (iv) a review and analysis 
of academic articles on the pricing of green bonds and the development of the 
green bond market, and the investigation by the Swedish government commit-
tee on the promotion of green bonds, as well as articles and commentaries from 
market actors on the green bond market and on the proposed EU regulation, 

4 http://www.sdfinance.undp.org/content/sdfinance/en/home/solutions/green-bonds.html 
(UNDP)
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including inter alia from external review providers, European, national and 
private financial institutions, financial market supervisory authorities, repre-
sentatives for market places, market associations, and law firms. The focus of 
the review and analysis is the contractual regulation and the potential need for 
legal regulation, as well as the impact of proposed regulation on the contract 
documentation, considering the overall purpose of the research: to facilitate for 
an increased issue of green bonds, without compromising the integrity of the 
bond. The research is limited to the contract documentation between the issuers 
and the investors, and does not include contracts with underwriters, dealers or 
agents.

The legal analysis includes an analysis of the green bond documentation 
applied by banks5 (including supranational banks), corporates (including asso-
ciations), government-backed entities and local governments in Sweden, Fin-
land and Denmark (jointly the Nordic countries). It can be noted, though, that 
the majority of the issuers are Swedish.

The issuers have been identified from the Bond Database of the Environ-
mental Finance business journal’s website over labelled bonds.6 The Reviewed 
Documents have been identified from this database, issuers’ websites and other 
public sources.7 The green bond contract documentation of 53, out of a total 
of 57, identified issuers, to the extent these documents have been available, and 
the reports to investors of 40 issuers have been reviewed and analysed.8

This paper is organized as follows. After the Background (section 1), follows 
an analysis of the green bond from a legal and financial perspective, (section 2 
Green Bonds), an Analysis of the Contracts (section 3), an analysis of EU regu-
lations proposed to enhance the green bond market and make it more effective 
(section 4 EU Regulations) and existing Impact Reporting (section 5), followed 
by Discussion and Proposals (section 6), and finally Concluding Remarks (sec-
tion 7). Sections 5 and 6.3 on Impact Reporting have been drafted by Gregor 
Vulturius.

5 Banks act both as issuers of green bonds and as underwriters and advisors to bond issuers. The 
review and analysis are limited to the role of the banks as issuers of green bonds. The contracts 
between issuers and underwriters/dealers/agents are not included in the research and have not 
been reviewed.

6 https://www.bonddata.org/ as per 15 March 2019.
7 Some of the Reviewed Documents that have not been publicly available have been provided 

by the issuers.
8 A total of 57 issuers have been identified from the Bond Database of Environmental Finance 

journal’s website. Out of these the contract documentation of 51 issuers has been reviewed, 
as not all contract documentation has been publicly available. All impact reports have been 
publicly available.
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1. BACKGROUND
1.1 The Nordic green bond market

Finance is a key way to shift economies towards low carbon resilient economies, 
and one aim in the 2015 Paris Agreement is “making finance flows consistent with 
a pathway towards low greenhouse gas emissions and climate resilient development”. 
9 The World Bank was early engaged in climate finance, as were other multilat-
eral institutions such as the Nordic Investment Bank (NIB) and the European 
Investment Bank (EIB). The concept was developed by SEB, a pioneer in the 
green bond market, and the World Bank as a response to investor demand 
for engagement in climate-related opportunities.10 China started issuing green 
bonds later but has now become one of the largest issuing countries for green 
bonds. Some other countries that have issued green bonds are France, Belgium 
and Poland and Ireland. The Netherlands is planning to issue its first green 
bond in 2019, and the Swedish government has announced that it will issue a 
sovereign green bond no later than 2020.11 Sweden and the other Nordic coun-
tries are at the forefront in climate change issues with ambitious climate mitiga-
tion goals, and Sweden is leading at green finance, with green bonds amounting 
to 18 % of all bonds issued in SEK during the first quarter of 2019.12 The City 
of Gothenburg was the first municipality to issue a green bond, and the Swedish 
real estate company Vasakronan was the first non-financial corporate. Financial 
institutions in the Nordic countries issue green bonds, and in addition they 
actively support issuers in coming to the market.13 14 15

The global green bond market’s growth slowed down in 2018 compared to 
the big increase in 2017. In part, this reflects decreased issuance in some bond 

9 Article 2.1 (c) in the Paris Agreement from 2015.
10 See inter alia http://treasury.worldbank.org/en/about/unit/treasury/ibrd/ibrd-green-bonds.
11 The Swedish Government Offices Press release, 18 July 2019 https://www.regeringen.se/

pressmeddelanden/2019/07/staten-ska-ge-ut-grona-obligationer-senast-2020/.
12 According to Danske Bank, see https://nextconomy.se/blomstrande-start-pa-aret-for-gron-

finansering/.
13 Climate Bonds Initiative, The Green Bond Market in Europe, 2018, p. 1, 5 (CBI Europe 

2018) https://www.climatebonds.net/files/reports/the_green_bond_market_in_europe.pdf.
14 Climate Bonds Initiative, Nordic and Baltic Public Sector Green Bonds, 2018, (CBI Nor-

dic 2018) p. 17 f., https://www.climatebonds.net/files/files/CBI-Nordic-Baltic_PublicSec-
tor_19022018.pdf.

15 Sweden was the sixth largest source of global green bond issuance after the USA, China, 
France, Germany and the Netherlands, and Denmark and Finland were in the top 20. The 
City of Gothenburg and Stockholms Läns Landsting are among the largest repeat issuers. 
Swedish property companies have been especially active. In Finland, local government fund-
ing agency Municipality Finance was the first issuer, and was the largest with three bonds, and 
Fingrid was the first Finnish corporate to issue a green bond. Vestas issued the first Danish 
green bond in March 2015, and local government funding agency KommuneKredit joined 
the market in 2017, followed by Örsted (clean energy), (CBI Europe, p. 12 and CBI Nordic 
2018, p. 6, 17 ff.))
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markets, particularly from US municipality issuers and a general slow-down on 
the bond market.16 On the other hand, green bond issuance has had its strong-
est start to a year ever in terms of issuance in 2019.17 By 15 March 2019, the 
total market value of outstanding green bonds issued globally was 566 billion 
USD. More than 200 billion USD of new green bonds have been issued in 
2018 globally, up from less than 20 billion USD five years earlier. In the same 
period, the development of green bonds has been faster in Sweden with annual 
issuance growing from 225 million USD to 5.9 billion last year. In total, green 
bonds worth more than 24 billion USD have been issued by Swedish, Danish 
and Finnish companies since 2013. However, the development of the green 
bond market in Finland and Denmark has been more erratic with no new issues 
in Denmark in 2016 and a notable dip in issuance in Finland in 2018. Below 
a graph over the size of the annual green bond market in Sweden, Finland and 
Denmark.
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Figure 1: Size of the annual green bond market in Sweden, Denmark in Finland until  
15 March 2019 (Data from Environmental Finance Bond Database)

16 CBI, 2018 Green Bond market Summary, January 2019 (CBI 2019), p. 2 file:///C:/Users/
ThinkPad/Downloads/2018_green_bond_market_highlights%20(2).pdf, see also CBI, 
Green bonds; The state of the market 2018 (CBI State of the Market 2019) file:///C:/Users/
ThinkPad/Downloads/cbi_gbm_final_032019_web%20(2).pdf.

17 ABN-Amro Green Bond Monthly, March 2019, http://abnamro.eu.bdvision.ipreo.com/
NSightWeb_v2.00/Downloads/Files/05f73d86-6898-40c3-bf9c–7dd9f5e33a8b.pdf?tics= 
636906765805873612.
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Following the establishment of green bonds, other sustainable products have 
also increased, and in 2018 there was a dramatic rise in the issuance of sus-
tainability bonds linked to the United Nations sustainable development goals 
(SDGs)18 and social bonds19, underscoring increasing label diversification.20 If 
the transition to a low-carbon and climate resilient society is to be achieved, 
there is a need for the green bond market to continue to expand. Furthermore, 
in order to effectively carry out the transition to a low-carbon and climate resil-
ient society, there is a need to support the transition from “brown” to “green”. 
However, as the market for green bonds may expand to include market partici-
pants less experienced in, and familiar with, green bonds and sustainability, it is 
important to avoid the risk for greenwashing. Default situations would have a 
negative impact on the growing green bond market. Furthermore, although 
similar in many respects, the issuers’ green bond reporting routines show vari-
ations, which can make it difficult for investors to make relevant comparisons. 
Unification of what is considered green and of the reporting routines would 
facilitate for the parties and further market efficiency. On the other hand, exces-
sive legal regulation could constrain innovation and the expansion and develop-
ment of the market and should be avoided.

Bond issuers generally use their existing debt programs, their medium-term 
note (MTN)21 programs, and build optionality into existing program docu-
mentation to enable them to issue green bonds,22 and some issuers have pub-
lished specific “green” MTN programs.23 The MTN program is a fixed income 
security issued from a standing program arranged by an underwriter. Once 
the program is registered, issuance can take place at will. The bond documen-
tation consists of the base prospectus (the Prospectus) and the final terms (or 
pricing supplement) which are applicable to a specific issue of a bond (the 
Final Terms). The Prospectus (or information memorandum or listing docu-
ment used by issuers which are not regulated under the prospectus regulations) 
includes a terms and conditions section (the Terms and Conditions). These 
Terms and Conditions, together with the Final Terms, constitute the legal con-
tract between the parties (the Contract).24

18 The Sustainable Development goals decided by the United Nations https://www.un.org/sus-
tainabledevelopment/sustainable-development-goals/.

19 Social Bonds are use of proceeds bonds that raise funds for new and existing projects with pos-
itive social outcomes, see the Social Bond Principles, https://www.icmagroup.org/green-so-
cial-and-sustainability-bonds/social-bond-principles-sbp/.

20 See inter alia CBI, 2019 p. 4 and CBI State of the Market 2019, p. 2.
21 A medium-term note is a note that can have different maturities, ranging from nine months 

to 30 years, though they often mature in five to ten years.
22 Or international Euro medium-term note or Global medium-term note (EMTN or GMTN) 

programs.
23 Fabege announced its green MTN program in 2016, other corporations have followed.
24 It can be noted that the green bond market has spread and now reflects the overall debt mar-

ket, including also inter alia private placements.
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1.2 EU and TCFD initiatives

After the private sector has paved the way for sustainable finance, regulatory 
bodies are now getting increasingly involved. To achieve EU’s. 2030 targets 
agreed in Paris, 25 an investment gap estimated at 180 billion EUR per year has 
to be filled.26 Closing this investment gap means significantly redirecting pri-
vate capital flows towards more sustainable investments, and requires rethink-
ing the European financial framework. The EU Commission has launched its 
Action Plan and proposes legal regulations with the purpose to standardize and 
enhance the market for green bonds and sustainable finance.

The EU Action Plan was launched by the Commission in March 2018 as 
part of the Capital Markets Union. The Action Plan includes five proposed 
specific actions to reorient capital flows towards a more sustainable economy: 1) 
establishing a clear and detailed EU classification system for sustainable activ-
ities (EU Taxonomy), 2) establishing EU labels for green financial products 
(EU Green Bond Standard or EU GBS), 3) introducing measures to clarify 
asset managers’ and institutional investors’ duties regarding sustainability, 4) 
strengthening the transparency of companies on their environmental, social 
and governance (ESG) policies to make sure that issuers provide the right infor-
mation to investors, and 5) introducing a “green supporting factor” in the EU 
prudential rules for banks and insurance companies.27

In May 2018, the Commission adopted a package of measures implement-
ing several key actions announced in the Action Plan. The package includes: 
(i) a proposal for a regulation on the establishment of a framework to facilitate 
sustainable investment (the Taxonomy Regulation), (ii) a proposal for a regu-
lation on disclosures relating to sustainable investments and sustainability risks 
and amending Directive (EU)2016/2341, and (iii) a proposal for a regulation 
amending the benchmark regulation.28 The Commission established a Technical 
Expert Group on Sustainable Finance (TEG) to assist it in the development of 
the EU Taxonomy, the EU Green Bond Standard, methodologies for low-car-
bon indices, and metrics for climate related disclosure.29 EU has moved with 

25 This includes a 40 per cent cut in greenhouse gas emissions, see file:///C:/Users/ThinkPad/
Downloads/IP-18-1404_EN%20(1).pdf https://ec.europa.eu/clima/policies/international/
negotiations/paris_en.

26 European Commission Sustainable Finance 24 May 2018 http://europa.eu/rapid/press-re-
lease_IP-18-3729_en.htm?locale=en.

27 EU Commission Sustainable finance: Commission’s Action Plan for a greener and cleaner 
economy, 8 March 2018, https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CEL-
EX:52018DC0097&from=EN, http://europa.eu/rapid/press-release_IP-18-1404_en.ht-
m?locale=en.

28 file:///C:/Users/ThinkPad/Downloads/PART-2018-298106V1%20(13).pdf file:///C:/
Users/ThinkPad/Downloads/PART-2018-298085V1%20(2).pdf file:///C:/Users/ThinkPad/
Downloads/PART-2018-298119V1.pdf.

29 The 35 members of the TEG from civil society, academia, business and the finance sector, as 
well as additional members and observers from EU and international public bodies work both 
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speed to strengthen and unify the green bond market through proposed regu-
lation for an EU Taxonomy and an EU Green Bond Standard, and to increase 
the demand for green bonds inter alia through prudential requirements for 
investors and amendments to the non-binding guidelines to the Non-Financial 
Reporting Directive (NFRD).30 In June 2019 the Commission published new 
guidelines on corporate climate-related information reporting31, and the TEG 
presented reports on criteria for the climate-related environmental objectives 
in the EU Taxonomy Regulation, on a voluntary non-legislative Green Bond 
Standard (EU GBS) (including a discussion on possible incentives to enhance 
the growth of the green bond market), and a report relating to the Commis-
sion’s proposal on low-carbon benchmarks, which has recently been agreed by 
the co-legislators in June 2019.32 33 34

An important international initiative is the work of the Task Force estab-
lished by the Financial Stability Board (FSB). The G20 Finance Ministers and 
Central Bank governors asked the FSB to convene public- and private-sector 
participants and review how the financial sector can take account of climate-re-
lated issues. The FSB identified the need for better information to support 
informed investment, lending, and insurance underwriting decisions, and 
improve understanding and analysis of climate-related risks and opportunities. 
To help identify the information needed to appropriately assess and price cli-
mate-related risks and opportunities, the FSB established an industry-led task 
force: the Task Force on Climate-related Financial Disclosures (TCFD or the 
Task Force), which has developed voluntary, consistent climate-related finan-
cial disclosure recommendations useful to investors, lenders, and insurers and 

through formal plenaries and sub group meetings for each work stream. To ensure transpar-
ency, the Commission will organise targeted and open consultation in 2018 and 2019. The 
TEG’s mandate has been extended until the end of 2019.

30 Directive 2014/95/EU of the European Parliament and of the Council of 22 October 2014 
amending Directive 2013/34/EU as regards disclosure of non-financial and diversity infor-
mation by certain large undertakings and groups.

31 http://ec.europa.eu/finance/docs/policy/190618-climate-related-information-report-
ing-guidelines_en.pdf.

32 http://europa.eu/rapid/press-release_IP-19-3034_en.htm https://ec.europa.eu/info/
sites/info/files/business_economy_euro/banking_and_finance/documents/190618-sus-
tainable-finance-teg-report-taxonomy_en.pdf and https://ec.europa.eu/info/sites/info/
files/business_economy_euro/banking_and_finance/documents/190618-sustainable-fi-
nance-teg-report-green-bond-standard_en.pdf https://ec.europa.eu/info/sites/info/files/busi-
ness_economy_euro/banking_and_finance/documents/190618-sustainable-finance-teg-re-
port-using-the-taxonomy_en.pdf.

33 https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/
documents/190618-sustainable-finance-teg-report-climate-benchmarks-and-disclosures_
en.pdf.

34 It can also be mentioned that the International Organization for Standardization (ISO) is cur-
rently developing a Green Bond Standard (ISO 14030) https://www.iso.org/news/ref2287.
html https://www.mainstreamingclimate.org/iso/.
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other stakeholders in understanding material risks intended for wide adoption 
presented in June 2017.35

2. GREEN BONDS
2.1 Definition

As described above, a green bond is a fixed income debt instrument that 
finances environmental or climate-related projects. Importantly, there is no 
legal or regulatory definition of a green bond. Green bonds are labelled “green” 
because the issuer undertakes to use the proceeds of the bonds for sustainable 
purposes in accordance with generally accepted standards.36 According to the 
Green Bond Principles (GBP) issued by the International Capital Market Asso-
ciation (ICMA), which have been accepted as the market standard and are the 
basis for actors on the green bond market,37 green bonds are any type of bond 
instrument where the proceeds will be exclusively applied to finance or re-fi-
nance, in part or in full, new and/or existing “eligible green projects” defined in 
the GBP, and which are aligned with the four core components of the GBP: (i) 
use of proceeds, (ii) process for evaluation and selection of eligible projects, (iii) 
management of proceeds, and (iv) reporting.

Labelled green bonds are bonds that earmark proceeds for climate or envi-
ronmental matters, and are generally subject to external review.38 This paper 
focuses on labelled standard green use of proceeds bonds, a standard recourse-
to-the-issuer debt obligation.39

35 The 31-member Task Force was global, and its members were selected by the FSB from 
various organizations, including large banks, insurance companies, asset managers, pension 
funds, large non-financial companies, accounting and consulting firms, and credit rating 
agencies. The TCFD submitted its Final Report and Recommendations 15 June 2017. 
https://www.fsb-tcfd.org/wp-content/uploads/2017/06/FINAL-TCFD-Report-062817.pdf.

36 See inter alia International Bank for Reconstruction and Development, The World Bank 
Treasury, What are Green Bonds, 2015, p. 23 f. http://documents.worldbank.org/curated/
en/400251468187810398/pdf/99662-REVISED-WB-Green-Bond-Box393208B-PUB-
LIC.pdf and Andreas Karpf and Antoine Mandel, Paris School of Economics, Université 
Paris 1 Panthéon-Sorbonne, The changing value of the “green” label on the US municipal 
bond market, March 23, 2018 (Karpf and Mandel, 2018), p. 1].

37 https://www.icmagroup.org/green-social-and-sustainability-bonds/green-bond-principles-
gbp/, https://www.climatebonds.net/.

38 https://www.climatebonds.net/.
39 GBP describe the four current types of Green Bonds: (i) standard green use of proceeds bond, 

(ii) green revenue bond, (iii) green project bond, and (iv) green securitised bond. More recent 
innovations include green Sukuk, which comply with Islamic Finance standards. Additional 
types may emerge as the market develops and will be incorporated in annual GBP updates.
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2.2 The GBP and the Green Bond Frameworks

The GBP include voluntary guidelines for issuing green bonds.40 The GBP rec-
ognise several non-exclusive broad categories of eligibility for green projects 
which contribute to environmental objectives, including inter alia renewable 
energy, energy efficiency, pollution prevention and control, climate change 
adaptation, green buildings, and sustainable water and wastewater manage-
ment.

Importantly, the GBP do not include a definition of a “green bond” nor a 
taxonomy (a classification system) for green (eligible) projects. Instead, the prin-
ciples provide a structured process for defining eligible projects based on the 
issuer’s green bond framework (GBF) and provide for transparency in relation to 
investors through the GBF and the reports provided by the issuer.

The cornerstone of a green bond is the use of the proceeds of the bond for 
green projects. All designated green projects (eligible projects) should provide 
clear environmental benefits, assessed and, where feasible, quantified by the 
issuer.41 

The process for project evaluation and selection should be clearly communi-
cated to investors and include: (i) the environmental sustainability objectives, 
(ii) the process by which the issuer determines the eligible projects, and (iii) the 
related eligibility criteria, including, if applicable, exclusion criteria or any other 
process applied to identify and manage potentially material environmental and 
social risks associated with the projects. The GBP encourage a high level of 
transparency and recommend that the process for project evaluation and selec-
tion be supplemented by an external review.

The net proceeds of the green bond should be tracked by the issuer in a for-
mal internal process linked to the issuer’s lending and/or investment operations 
for green projects and be periodically adjusted to match allocations. The GBP 
recommend that issuer’s management of proceeds be supplemented by the use 
of an auditor, or other third party, to verify the internal tracking method and 
the allocation of funds from the green bond proceeds.

GBP recommend that issuers appoint an external review provider to confirm 
the alignment of their green bond or green bond program with the four core 
components of the GBP. There are different types of external reviewers: (i) Sec-
ond Party Opinion,42 (ii) Verification against a designated set of criteria, (iii): 

40 The GBP are collaborative and consultative in nature based on the contributions of members 
and observers of the GBP and Social Bond Principles and of the wider community of stake-
holders.

41 The GBP does not take a position on which green technologies, standards, claims and decla-
rations are optimal for environmentally sustainable benefits. The GBP note that definitions 
of green and green projects may also vary depending on sector and geography.

42 The review can include an assessment of the issuer’s overarching objectives, strategy, policy 
and/or processes relating to environmental sustainability, and an evaluation of the environ-
mental features of the type of projects intended for the Use of Proceeds.
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Certification-based initiatives against a recognised external green standard or 
label, or (iv) Green Bond Scoring/Rating. There is currently no coordinated or 
harmonized process used by the Second Party Opinion providers.

One example of a Certification-based initiative is the CBI climate bond cer-
tification. The CBI certification includes a taxonomy, and provides a process for 
achieving certification based on this taxonomy. The CBI certification is more 
regulated and complex than acquiring a Second Party Opinion.

All Nordic issuers’ green bond frameworks (GBF) have been reviewed and 
approved by a Second Party Opinion provider, most frequently CICERO 
Shades of Green (CICERO),43 and some issuers have also used a scoring/rating 
of their green bonds.44 CICERO applies a “shades of green and brown” meth-
odology, whereby green bonds are graded “dark, medium or light” green or 
brown, depending on how well the issuers’ green bond framework supports the 
transition to a low-carbon and climate-resilient society.45 None of the Nordic 
green bonds reviewed have been certified by CBI. A number of Nordic green 
bonds have been admitted to trading on the list for sustainable bonds on a reg-
ulated market, such as Nasdaq, London Stock Exchange or Luxemburg Stock 
Exchange.

The analysis of the Reviewed Documents shows that there is great variation 
in detail and complexity in the issuers’ GBF and the reporting methods. Some 
issuers are very specific when defining “eligible projects” and the impact of the 
projects, while other issuers include a very generic definition, and refer to the 
general categories listed by GBP. Some issuers have retained the optionality 
to decide on which projects are to be considered as eligible, and some issuers 
include the right to invest proceeds under the green bond that are not invested 
in eligible projects in e.g. green bonds issued by other issuers. The issuers’ 
reporting is analysed in more detail in section 5.

2.3 Legal and financial implications on green bonds

It is important to note that although green bonds may be considered an asset 
class of its own on the market, green bonds are no different from conventional 
bonds from a legal or financial perspective. The only unique characteristic of 
green bonds is the specification that the proceeds shall be invested in projects 
that generate environmental benefits. There is, however, no legal framework 
specifically regulating green bonds, and no legal enforcement mechanism exists. 
Green bonds are also identical to conventional bonds as far as their financial 

43 CICERO, Norway’s foremost institute for interdisciplinary climate research, is a leading 
global provider of Second Opinions on green bonds and the second-party reviewer of green 
bonds most commonly used by Nordic green bond issuers, https://www.cicero.green/.

44 Other Second party Opinion providers used are e.g. Sustainalytics and DNV GL.
45 https://www.cicero.oslo.no/en/climate-finance-main.
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structure is concerned. While the proceeds are to be used for specific environ-
mental purposes, they are not strictly speaking “ring-fenced”.46 Even though the 
bond issuance is associated with a certain objective, this objective is not legally 
enforceable, nor from an accounting perspective technically constrained. The 
bond exposes the investor to the risks of the entire balance sheet of the issuer. 
Any benefits with regard to costs of capital thus accrue to the company as a 
whole.

Correspondingly, the financial risk for a green bond is no different from the 
risk for a conventional bond issued by the same issuer, as the financial and legal 
risk is on the issuers whole balance sheet, not on the green projects.

The main risk related to a green bond is the reputational risk, i.e. that bonds 
labelled as green are found not to be green, “greenwashing”. Greenwashing can 
affect the credibility of the issuer, and also the green bond market as a whole. 
The reputational risk for the issuer is high, as it has an impact on investors’ 
trust, and the financial markets are to a large extent built on trust.47 So far, there 
have been few default situations related to “greenness”. Furthermore, if a bond 
marketed as “green” would not fulfil the criteria, the issuer may not be able to 
issue future green bonds, which may also have an effect of its issuance of con-
ventional bonds. Thus, in addition to the reputational risk, there are long-term 
economic implications for the issuer, should it fail to live up to the criteria of 
a green bond.

2.4 Pricing of a green bond

Price is an important factor for demand of green bonds, and therefore impor-
tant for the effectiveness of the green bond market. A higher price (lower cou-
pon for the issuer) would mean that the issuer of a green bond would benefit 
from lower cost of capital, but could be a disincentive for investors to invest 
in green bonds. A premium (lower cost of capital) on green bonds could also 
increase the risk for greenwashing.

When the inaugural green bonds were issued, the concept was that the price 
would not differ from the price of conventional bonds, and green bonds have 
generally not obtained a significant pricing advantage in relation to conven-

46 See inter alia 2 degrees Investing Initiative, Jakob Thomä, Michael Hayne, and Vitaliy Komar, 
The elephant in the room, Aligning global bond markets with climate goals, Discussion Paper 
June, 2018, p. 10, https://2degrees-investing.org/wp-content/uploads/2018/06/2ii_WWF_
Bonds.pdf.

47 See inter alia Joywin Mathew, Butterworths Journal of International Banking and Financial 
Law, Shades of green in financing: a discussion on green bonds and green loans, May 2018, 
(Mathew 2018) https://blogs.lexisnexis.co.uk/docs/default-source/loan-ranger-documents/
JIBFL_2018_Vol33_Issue5_May_pp311-313.pdf.
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tional bonds. This seems logical as the financial and legal risk related to a green 
bond is no different from those risks related to conventional bonds.

However, market dynamics, such as supply and demand, have an impact on 
pricing, and there are an increasing number of investors with requirements to 
invest in sustainable projects. Green bond issues are usually significantly over-
subscribed, and there are recent international studies that indicate a slight pos-
itive return and positive benefits for green bonds.48 Presently, the lack of green 
projects is a main barrier for the growth of the green bond market.49 Investor 
demand for green and sustainable investment products continues to grow and 
outpace the supply of such bonds, and heightened commitment to addressing 
climate change will continue to drive growth.50

Although there is not unanimity on the subject, most research suggest that 
companies with high environmental performance benefit from a slightly lower 
cost of capital. There is some research that suggests that the yield of a euro or 
USD green bond is around 2 basis points lower than that of a conventional 
bond.51 A recent study by the EU Commission Joint Research Centre shows 
that green bonds issued by supranational institutions and non-financial corpo-
rates benefit from a premium compared to conventional bonds. Furthermore, 
repeat issuers benefit from an additional premium compared to one-time green 
borrowers, which can be seen as evidence of a reputation effect on the green 
bond market. This study does, however, not find evidence that financial institu-
tions would benefit from a pricing advantage with respect to their conventional 
bond instruments, which might be due to difficulties of linking directly the 
issuance of a bond with specific green projects.52

The premium for green bond issuers does not – at this stage – represent a 
notable disincentive for investors, and, although low, it shows that investors 
have an appetite for green bonds and that green bonds are an opportunity to 
broaden issuers’ investor base.53 54 Interestingly, however, the impact of pro-en-

48 Though, it should be noted that conventional bonds also are oversubscribed in the present 
market.

49 See inter alia European Bank Federation, EU Breen Bond Standard, EBF response 8 April 
2019, https://www.ebf.eu/green-finance/eu-green-bond-standard-ebf-response/ and TEG 
EU GBS Report, p. 21.

50 See inter alia Moody’s investor service, Research announcement: Moody’s: Green bond 
market poised to hit USD 200 billion in 2019 https://www.moodys.com/research/Moodys-
Green-bond-market-poised-to-hit-200-billion-in--PBC_1159526.

51 Olivier David Zerbib, The effect of pro-environmental preferences on bond prices: Evidence 
from green bonds, Journal of Banking and Finance 98 (2019), p. 39–40, 50 (Zerbib 2019)

52 Serena Fatica, Roberto Panzica and Michaela Rancan, “The pricing of green bonds”, European 
Commission – Joint Research Centre, Working Paper in Economics and Finance, 2019/7 
http://publications.jrc.ec.europa.eu/repository/bitstream/JRC116157/jrc116157_faticapan-
zicarancan_gbpricing_jrc_report_01.pdf.

53 Zerbib 2019, p. 39–41, 50.
54 Malcolm Baker, Harvard Business School and NBER, Daniel Bergstresser, Brandeis Inter-

national Business School, George Serafeim, Harvard Business School and Jeffrey Wurgler, 
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vironmental motives on bond prices seems to be limited. The lower cost of debt 
for companies with good environmental performances seems still to be more 
related to financial reality, a lower level of financial risk through intangible asset 
creation, as well as better risk management and mitigation, than to non-pecu-
niary motives.55 There is also a study of green corporate bonds that has showed 
both increased financial and environmental performance, which is inconsistent 
with a “greenwashing” motive.56

It should be noted that corporates also mention additional notable benefits 
related to the issuance of green bonds. The TEG finds that the process associ-
ated with green issuance represents a strong in-house knowledge-sharing and 
awareness building exercise that connects the treasury, business, sustainability, 
investor relations and reporting functions with the corporate organisation in a 
way that is seen as an important and unforeseen benefit.57 The Swedish govern-
ment committee investigating the facilitating of green bonds, noted that the 
Swedish issuers have found green bonds successful for a number of different 
reasons: the issues have been oversubscribed and the issuers have expanded and 
diversified their investor base, the price has been favourable and, in some cases, 
there has been a smaller discount in form of lower yield.58 According to issuers, 
the “soft” benefits mentioned were assessed as equally important. A report by 
CBI supports that green bond issuers receive advantages, including a broader 
and more diverse investor base, increased engagement with stakeholders, and 
reinforced commitment to responsible company management.59

3. ANALYSIS OF THE CONTRACTS
3.1 The contract documentation

The Nordic debt capital markets are strongly influenced by English law and the 
debt contracts on the Nordic market are often governed by English law.60 The 

NYU Stern School of Business and NBER, preliminary draft April 27, 2018 “Financing the 
Response to Climate Change: The Pricing and Ownership of U.S. Green Bonds”, p. 23 f.

55 Zerbib 2019, p. 39–40 and 50.
56 Caroline Flammer, “Corporate green bonds”, Questrom School of Business, Boston Uni-

versity, Global Development Policy Center, GEGI Working paper 023 11/2018 (Flemmer 
2018), p. 16 f. and 19.

57 TEG EU GBS Report, p. 20.
58 The Swedish governmental Committee’s investigation “To promote green bonds” SOU 

2017:115 (Att främja gröna obligationer), December 2017, p. 91 ff.
59 CBI and the International Finance Corporation, Green Bond Pricing in the primary mar-

ket January – June 2018, p. 14 https://www.climatebonds.net/files/reports/cbi_pricing_
h1_2018_01l.pdf.

60 Some reviewed Contracts, especially where the issuer is a bank or at international issues, 
are governed by English law. Most corporate and local governments Contracts reviewed are 
governed by Swedish, Norwegian or Danish law.
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Contracts are usually highly standardized documents that apply to a great num-
ber of transactions. Generally, the issuers’ loan contracts include a cross-default 
provision. A cross-default provision puts the borrower in default if the borrower 
defaults on another obligation in another loan agreement (such as the bond 
contract), and is included to protect the interest of lenders, who want to ensure 
equal rights to a borrower’s assets in case of default on one of the loan contracts. 
Issuers of green bonds are reluctant to include “green” undertakings in the Con-
tract as a breach may result in cross-defaults of other loan agreements.61

The green bond contract documentation at the green bond issuance gener-
ally consists of the Prospectus, which includes the Terms and Conditions and 
the Final Terms, and the issuer’s GBF.

The Terms and Conditions together with the Final Terms, constitute the 
Contract which is binding between the parties. The Prospectus is not part of 
the Contract, but shall contain the information to be provided when securi-
ties are offered to the public, or admitted to trading on a stock exchange or 
other regulated market, and is regulated under EU prospectus regulation62 and 
national prospectus legislation.63 The main objective of the prospectus is to 
protect investors. The prospectus shall contain the necessary information which 
is material to an investor for making an informed assessment of the corpora-
tion and its economic position, as well as the security and its characteristics.64 
The primary purpose of including risk factors in a prospectus, is to ensure that 
investors make an informed assessment of such risks and thus take investment 
decisions in full knowledge of the facts.65

The Final Terms should only contain information relating to the securities 
note, which is specific to the individual issue, and shall not be used to supple-
ment the base prospectus, and should not be used to include a type of securities 
not already described in the base prospectus.66

It should be noted that the prospectus regulations do not apply to bonds 
issued by states, local governments, or government-backed entities or suprana-
tional institutions.67 68

61 See inter alia White & Case Alert, Karsten Woeckener, Green bonds – building optionality 
for issuers into programme documentation, 9 January 2018 (White & Case 2018)

62 The Regulation (EU) 2017/1129 of the European Parliament and of the council of 14 June 
2017 on the prospectus to be published when securities are offered to the public or admitted 
to trading on a regulated market, and repealing Directive 2003/71/EC (Prospectus Regula-
tion)

63 This presentation refers to the regulations in the Prospectus Regulation and does not include 
national legislation.

64 See Article 6.1 in the Prospectus Regulation.
65 See Article 16.1 in the Prospectus Regulation.
66 See Article 8.4 in the Prospectus Regulation.
67 See Article 1 in the Prospectus Regulation.
68 Furthermore, it should also be noted that the Prospectus Regulation does not apply to private 

placements.
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As described above, the GBP are non-binding recommendations on a proce-
dure to determining eligible projects and reporting these. They do not include 
a definition of a green bond or a taxonomy. The review conducted also shows 
that the issuers’ GBFs show great variation.

3.2 Typical green bond structure

The typical green bond structure is as follows. The Prospectus may include a 
short description of the green bond and a reference to the issuer’s GBF. The 
“Use of Proceeds” section in the Prospectus provides the possibility to issue 
bonds where the proceeds are to be used for sustainable projects, which then is 
agreed in the Final Terms for the specific green bond. The provision on “Risk 
Factors” describes the risks involved with green bonds, with primary purpose 
to ensure that investors make an informed assessment of the risks involved with 
the bond, and can take informed investment decisions.69

Regarding Use of Proceeds

Until green bonds were introduced, “General Corporate Purposes” (GCP), was 
the norm in the public bonds market when describing the use of proceeds in the 
Prospectus. However, a common model for green bonds is to specify the use of 
proceeds provision in the Prospectus and Final Terms as follows

–  an explanation under the Use of Proceeds section in the Prospectus that 
the proceeds will be used for other purposes than GCP, or will be used for 
green purposes, generally referencing to the Final Terms (sometimes a more 
elaborate description of the issuer’s GBF), and

–  a reference in the Final Terms to green bonds or the issuers’ GBF or a descrip-
tion the issuer’s GBF.

As these provisions in the Prospectus are not part of the binding Contract 
between the issuer and the investor, the fact that the proceeds are not used for 
a green purpose would generally not constitute an event of default under the 

69 See White & Case 2018.
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Contract.70 Such use of proceeds against the GBF could, however, under certain 
circumstances, constitute an incorrect disclosure in the Prospectus. 71 72

Risk Factors

In addition, many issuers include a provision on the risks related to green bonds 
under the Risk Factors provision in the Prospectus. As explained above, the 
GBP do not include a definition of a green bond, nor a taxonomy. Furthermore, 
there is no coordinated or harmonized process used by the Second Party Opinion 
providers. This is reflected in the provision on Risk Factors in the Prospectus, 
which often includes the following provisions:

–  a specific provision presenting the risks with green bonds, including that 
if the green projects would not turn out to be green, this shall not give the 
investor a right to terminate the Contract and/or repayment, alternatively, 
that such an event does not constitute an Event of Default

The provision under Risk Factors often includes variations of all or some of the 
following73

–  investors must determine for themselves the relevance of information for 
the purpose of any investment in the green bonds, in particular that the use 
of proceeds for any green projects will satisfy any investor expectations or 
requirements as regards any investment criteria or guidelines

–  there is currently no clearly defined definition (legal, regulatory or otherwise) 
of, nor market consensus as to what constitutes a “green” or “sustainable” or 

70 It should be noted that this research is limited to the contract between the issuer and the 
investor. The dealer and/or subscription agreement between the issuer and the underwriter 
may include an undertaking regarding the use of proceeds (See White & Case 2018).

71 “Typically, terms and conditions of green bonds do not provide for specific covenants relating 
to the use of proceeds or events of default which are triggered if the issuer uses the proceeds 
not in line with its eligible green projects and framework. However, typically the relevant 
offering document, such as the prospectus, provides for detailed disclosure on the use of 
proceeds, the framework as well as the eligible projects. Furthermore, such document pro-
vides for detailed risk disclosure in connection with investing in the green instrument. Any 
misstatement within the offering document may trigger prospectus liability vis-à-vis inves-
tors. Last but not least, the underwriting agreement entered into between the issuer and the 
underwriters of the instrument provides for provisions relating to the use of proceeds. Again, 
in case of a miss-use of the proceeds, this may trigger indemnity under the underwriting 
agreement.” (Karsten Woeckener, Partner, White & Case, Frankfurt, confirmed in writing 
on 8 April, 2019)

72 This interpretation seems to be somewhat different from what Sara Göthlin states in The 
Green Promise – Contract Law and Sustainable Purpose Bonds, JT 3 2019, p. 567.

73 See inter alia the Prospectuses of Danske Bank, Nordea, Swedbank, Fabege, Humlegården, 
Stora Enso and Vasakronan.
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an equally-labelled project or as to what precise attributes are required for a 
particular project to be defined as “green” or “sustainable”

–  no assurance is given that any projects or uses the subject of, or related to 
any Green Projects will meet investor expectations regarding such “green”, 
“sustainable” or other equivalently-labelled performance objectives

–  no assurance or representation is given as to the suitability or reliability of 
any opinion or certification of any third party

–  in the event a green bond is listed or admitted to trading on any dedicated 
“green”, “environmental”, “sustainable” or other equivalently-labelled seg-
ment of any stock exchange or securities market, no representation or assur-
ance is given by the issuer that such listing satisfies any investor expectations 
or requirements, nor that any such listing will be obtained or, if obtained, be 
maintained

–  while it is the intention of the issuer to apply the proceeds of any green 
bonds as described in the Base Prospectus and/or applicable Final Terms, 
there can be no assurance that the relevant projects or uses the subject of, 
or related to, any green projects will be capable of being implemented in or 
substantially in such manner and/or in accordance with any timing schedule 
and accordingly such proceeds will be used for the specified green projects

The wording varies between issuers, and may be more summary or more elab-
orate.

The Final Terms generally include a reference to “green bonds” or the issuer’s 
GBF or a description of the issuer’s GBF in Part B (“Other information”).

3.3 The review and analysis

The Reviewed Documents include Contracts and contract documentation of 
53 out of 57 identified issuers in Sweden, Finland and Denmark: nine banks 
(including one supranational bank), 24 corporations (or associations), four gov-
ernment-backed entities and 13 local governments.74

The review shows that Nordic issuers do generally not include “green” under-
takings in the Contracts. Although the issuers’ contract documentation has 
many common and typical features, the documentation shows variations, and 
also varies between different types of issuers, and the documentation could ben-
efit from unification and standardization. Below is an overview of some general 
variations between different types of issuers.

74 See the Introduction for details.
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Banks

The Use of Proceeds provision in the Prospectus (or information memoran-
dum) provides for the use of proceeds for other than GCP (or explicitly states 
use for green bond purposes), with reference to the Final Terms (or pricing 
supplement), with variations in the wording.75

The Prospectus (or information memorandum76), with the exception for the 
Prospectus of one bank, includes lengthy and extensive information about risks 
related to green bonds in the provision on Risk Factors, as well as clarifications 
(i) that no assurance is provided that green bonds are green, and (ii) that a 
failure to apply the proceeds for green projects does not constitute an event of 
default or, alternatively, does not provide a right for the note holder to termi-
nate the agreement or to repayment of the loan.

The Final Terms (or pricing supplement77) (Part B “Other Information”) 
refer to the issuer’s GBF or include the GBF. Some banks include an explicit 
disclaimer in the Final Terms that non-compliance with the GBF does not con-
stitute an event of default. One bank includes “SSA green bonds” as “eligible 
assets” under their GBF.

The Events of Default clause in the Contract may be drafted to include only 
specific events, which may not include a breach against the use of proceeds pro-
vision. As explained above, the provisions in the Contract are legally binding, 
whereas the disclosure in the Prospectus (on Use of Proceeds and Risk Factors) 
is for information purposes under the Prospectus Regulation.

Corporations

Some, but not all, corporations include a Use of Proceeds clause in their Pro-
spectus, similar to the provision used by banks.

Almost all corporations include information about risks related to green 
bonds in the Risk Factors provision in the Prospectus, including a statement 
(i) that no assurance is given that green bonds are green, and (ii) that a failure 
to apply the proceeds for green projects does not constitute an event of default 
nor, alternatively, does provide a right for the note holder to terminate the 
agreement or to repayment of the loan. However, the Risk Factor provision is 
less homogenous than for banks, and varies in length and complexity, and is 
sometimes quite simple.

75 NIB is a supranational bank jointly owned by Denmark, Estonia, Finland, Iceland, Latvia, 
Lithuania, Norway and Sweden. As the contract documents of NIB are similar to those of the 
banks’, they are included in the analysis of the contracts of the banks above, even though the 
Prospectus Regulation does not apply as supranational institutions do not have an obligation 
to draw up a prospectus.

76 In the case e.g. of supranational institutions not covered by the Prospectus Regulation.
77 In the case e.g. of supranational institutions not covered by the Prospectus Regulation.
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The Final Terms are similar to those of the banks, and generally refer to issu-
er’s GBF. Some corporations include an explicit disclaimer in the Final Terms 
that non-compliance with the GBF does not constitute an event of default. At 
least one corporation includes green bonds held by sovereigns or municipalities 
as “eligible assets” in its GBF.

Notably, many corporate issuers explicitly exclude breach against the GBF 
as an event of default in the Contract. As explained above, the provisions in the 
Contract are (as opposed to the provisions in the Prospectus) legally binding.

Government-backed entities

The costs involved with a bond issuance, including fixed costs for underwriting 
by an intermediary (and the additional costs for putting up the GBF), make 
it impractical to make small offerings, and bonds therefore include substantial 
amounts. One solution for smaller issuers is pooling.

A specific feature of the Nordic countries is the existence of well-established, 
financial institutions, set up with a specific mandate to finance local govern-
ments and municipality owned corporations and state-owned entities, Kom-
muninvest in Sweden, KommuneKredit in Denmark and Municipality Finance 
in Finland (local and regional governments and government-backed entities 
or GBEs). NIB, a Nordic-Baltic supranational bank, has funded private and 
public sector entities in the Nordics.78 The pooled funding model for the public 
sector is common, which helps entities with funding requirements that may not 
be big enough to justify standalone bond issuance, or who lack the bond exper-
tise or in-house resources.79 GBEs, and other entities that pool projects (such as 
banks), in their turn have back-to-back green loan agreements, and often grant 
a discount to the borrower on the yield on their green loans (irrespective of any 
possible discount on the yield of the green bond), and often hold a pool of pro-
jects that exceeds the projects under the green bonds issued. GBEs have made a 
big contribution to the Nordic green bond market. This is due to the fact that 
the Nordic model is based on local governments providing many services to the 
citizens and having a high level of fiscal autonomy, including taxation powers 
and the ability to raise debt.80

78 NIB is a supranational bank jointly owned by Denmark, Estonia, Finland, Iceland, Latvia, 
Lithuania, Norway and Sweden. As the contract documents of NIB are similar to those of the 
banks’, they are included in the analysis of the contracts of the banks above, even though the 
Prospectus Regulation does not apply as supranational institutions do not have an obligation 
to draw up a prospectus.

79 CBI Nordic 2018, p. 10 ff.
80 CBI Nordic 2018, p. 9 ff.
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As clarified above, local governments and GBEs do not have an obligation 
to draw up a prospectus. 81 Kommuninvest is the only local government-owned 
GBE which uses a prospectus, however, clarifying that this prospectus is not a 
prospectus for the purpose of EU legislation.82 Thus, the legal requirements in 
the Prospectus Regulation are not applicable.

Kommuninvest states in the Use of Proceeds provision that, if there in 
respect of any particular issue there is a particular identified use of proceeds, 
this will be stated in the applicable Final Terms. Municipality Finance refers 
under the Use of Proceeds provision to the Municipal Guarantee Board Act, 
and Kommunekredit refers to GCP.

No local government-owned GBE has included information about green 
bonds in the Risk Factor provision.

The Final Terms for two GBEs refer to green bonds or the issuer’s GBF (Part 
B “Other Information”), while the Final Terms for one GBE refer to its GBF 
(or describe the GBF) under “Other Conditions”. One GBE includes the right 
to hold any excessive amounts in green bonds, municipality and/or government 
risk, with a certain minimum average rating.

Local governments

As local governments are exempt from the Prospectus Regulation, the legal 
requirements on the provision of information in a prospectus are not applica-
ble. The local governments have generally used their existing MTN-programs 
to issue green bonds.

The contract documents (listing documents or information memoranda) of 
local governments are (with a few exceptions which are similar to the contract 
documents of the banks) less elaborate than for banks and corporates, and pro-
visions on green bonds have, with a few exceptions, not been included in these 
documents. Most local government issuers (with some exceptions) have not 
made amendments to their MTN-programs to incorporate the use of proceeds 
for green bonds, and do not include information regarding the use of proceeds 
for “green” purposes or on risk factors. Instead, the local governments have 
generally included a provision in the Final Terms (Other Information) that the 
proceeds will be used in accordance with their GBF.

81 See inter alia Article 1.2 b in the Prospectus Regulation and Chapter 2 §§ 3 and 8 in The 
Act (1991:980) on trading in financial instruments (Sw. Lagen (1991:980) om handel med 
finansiella instrument). As described above, the exemption from the requirement to draw up 
a prospectus applies also to supranational banks.

82 Kommunivest has drawn up the prospectus under national Swedish legislation, see Chap-
ter 2 §§ 3 and 8 in The Act (1991:980) on trading in financial instruments (Sw. Lagen 
(1991:980) om handel med finansiella instrument).
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One issuer has added explicit provisions on green bonds in their MTN-pro-
gram, including a provision on Risk Factors and a provision in the Final Terms 
specifying whether the proceeds shall be used under the GBF, and that a breach 
against the provision on use of proceeds for green purposes does not constitute 
ground for termination. Another issuer has included an Annex to the Final 
Terms with the same contents. There are other variations, where issuers have 
included information on green bonds in the Final Terms (under General Provi-
sions applicable to the notes) that the wording in the Final Terms replaces the 
use of proceeds provision in the offering circular.

The GBF referred to by the local governments are in many cases quite 
unspecified as regards eligible projects (referring mainly to general project cat-
egories), providing the issuer with optionality, and sometimes stating that the 
eligible projects are to be selected at the discretion of the issuer.

A general observation is that the Contracts of local governments are less 
elaborate and less clear than those of banks and corporations as regards the pro-
visions regulating green bonds, and could benefit from clarification. However, 
as described above, it seems to be the general view on the market that the use 
of proceeds provisions is not binding.

To conclude, though a market practice seems to have developed among issuers, 
the Prospectuses and Final Terms still show some variation, and unification of 
the provision on Use of Proceeds in the Prospectuses and the Final Terms of the 
issuers would improve transparency on the market. The EU has announced that 
it will specify the content of the prospectus to provide issuers with additional 
information on green bonds.

4. PROPOSED EU REGULATIONS
The EU has gone forward with a number of proposals with the purpose to 
enhance the green bond market. These proposals will be analysed below.

4.1 The proposed EU Taxonomy and the EU Green Bond Standard

While the EU Commission’s proposal for a regulation on the EU Taxonomy on 
what can be considered an environmentally sustainable activity (the Taxonomy 
Regulation) is awaiting approval by the co-legislators, the TEG has presented 
its Technical Report on the development of an EU classification system (the 
TEG EU Taxonomy Report) in June 2019.83 The EU Taxonomy is intended 

83 EU Technical Expert Group on EU Taxonomy (TEG EU Taxonomy Report), https://
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to be the basis for a unified EU Green Bond.84 The taxonomy will be rolled out 
progressively over time and finalised step-by-step, starting with a taxonomy on 
climate change mitigation and adaptation activities, and some environmental 
activities.85 The Taxonomy Regulation incorporates high-level “fundamental 
principles”, which state that projects must (i) “substantially contribute” to one 
or more of the EU Taxonomy’s environmental objectives, while (ii) not signif-
icantly harming any of the other objectives, and (iii) complying with the min-
imum safeguards represented by the principles and rights set out in the eight 
conventions identified in the International Labour Organisation’s Declaration 
on Fundamental Rights and Principles at Work. The regulation also includes 
“Technical Screening Criteria” including overarching principles, metrics and 
related thresholds on sectors that are deemed environmentally sustainable. 
These fundamentals of the EU Taxonomy are intended to be used by issu-
ers and external verifiers to verify the alignment of Green Projects during the 
transition period until the EU Taxonomy and Technical Screening Criteria are 
fully available. Furthermore, these fundamentals shall be applicable in “specific 
cases”, when Technical Screening Criteria are considered “not directly applica-
ble” by the issuer because of the “innovative nature, the complexity, and/or the 
location” of the specific Green Projects. Thus, the TEG recognises that any clas-
sification system may not be able to reflect the pace of technical innovation, as 
well as anticipate the full complexity of economic and corporate activities or all 
the specificities of national or regional circumstances. However, the flexibility 
provided in “specific cases” is intended to be interpreted narrowly.86 There is a 
call for feedback on the EU Taxonomy until September 2019.87

The proposed EU GBS, as put forward by the TEG in its Report on the 
Green Bond Standard in June 2019, shall be voluntary and non-legislative 
and build on market best practices and, as currently presented, comprise four 
core components: i) alignment of Green Projects with the EU Taxonomy, (ii) 
a GBF, (iii) reporting and (iv) verification by accredited verifiers.88 Notably, the 
scope of eligible expenditures is more clearly defined and expanded. More specif-
ically, green assets can include physical assets and financial assets such as loans, 
green expenditures can include any capital expenditure and selected operat-

ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/docu-
ments/190618-sustainable-finance-teg-report-taxonomy_en.pdf.

https://ec.europa.eu/info/law/better-regulation/initiatives/ares-2017-5524115_en#pe-
2018-3333 file:///C:/Users/ThinkPad/Downloads/PART-2018-298106V1%20(14).pdf.

84 EU Commission press release 12 March 2019, and http://europa.eu/rapid/press-release_
MEX-19-1653_en.htm.

85 TEG EU GBS Report, p. 27 http://europa.eu/rapid/press-release_IP-19-3034_en.htm.
86 TEG EU GBS Report, p. 27 f. https://ec.europa.eu/info/sites/info/files/business_econ-

omy_euro/banking_and_finance/documents/190618-sustainable-finance-teg-re-
port-green-bond-standard_en.pdf.

87 https://ec.europa.eu/info/publications/sustainable-finance-teg-taxonomy_en.
88 TEG EU GBS Report, p. 32 f., and draft EU GBS in Annex 1.
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ing expenditures such as maintenance costs related to green assets, that either 
increase the lifetime or the value of assets, as well as research and development 
costs. Green expenditures for sovereigns and sub-sovereigns can also include rel-
evant public investments and public subsidies.89 The TEG proposes that what 
needs to be included in the GBF shall be expanded and formalised, reflecting 
the evolution of market practice.90 Prepared drafts to an EU GBS and a GBF 
are presented.91

The TEG recognises that post-issuance third-party verification can be per-
ceived as costly and of variable quality, but stresses that it can strengthen the 
credibility of information published by the issuer, protect the integrity of the 
market and reduce the risk of greenwashing. Thus, the TEG proposes clarifi-
cation and standardization of external review procedures, with reviews taking 
place both before and after issuance. Verification becomes mandatory, and will 
only be provided by external verifiers that have been formally accredited through 
a centralised accreditation scheme.92 93 A centralised approach to such accredita-
tion to be further developed over the coming months, and a voluntary interim 
registration process for an transition period is proposed.94 Both pre-issuance 
verification focused on the GBF and post-issuance verification covering the 
alignment of actual use of proceeds with the GBF, the taxonomy and the use 
of funds is required. Based on existing market practice, two types of reporting 
are required under the EU GBS: allocation reporting and impact reporting. 
Allocation reporting and impact reporting can be either on a project-by-pro-
ject level or on a portfolio level, where confidentiality agreements, competitive 
considerations, or a large number of underlying projects limit the amount of 
details that can be made available. Verification of estimated impact reports is 
not mandatory. Allocation reporting and impact reporting shall be published 
on the issuer’s website or any other communication channel.95 The TEG also 
presents a Reporting Template.96

Implementation of the EU GBS is proposed to take place through a 
non-binding EU act, such as a Recommendation or a Communication. How-
ever, the TEG further recommends that the Commission monitor the rate of 
adoption in the market and impact of the EU GBS, and evaluate if the standard 

89 TEG EU GBS Report, p. 27 f.
90 TEG EU GBS Report, p. 28 f. and Annex 2.
91 TEG EU GBS Report, Annex 1 and 2.
92 TEG EU GBS Report, p. 2 and 31 f.
93 The TEG refers to the requirements for “approved verifiers” developed by CBI and the rules 

being elaborated by ISO (expected to be based on ISO 17029) on relation to its work on the 
Green Bond Standard as relevant, see the TEG GBS Report, p. 37.

94 TEG EU GBS Report, p. 25 and 40 f.
95 TEG EU GBS Report, p. 29 f.
96 TEG EU GBS Report, Annex 3.
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has met its goals, and then consider further supporting action including possi-
ble legislation after an estimated period of up to three years.97

As the TEG also recognises, the European and international green bond 
market does not suffer from any significant market dysfunction, and it benefits 
from structured and reactive best market practice by the GBP.98 One of the 
main hindrances of the enhancement of the green bond market is the lack of 
green projects and green assets.99 Though the TEG recognises that its mandate 
is limited and focused on the financial sector, it stresses that that policy meas-
ures to enhance real economy investments in green assets and infrastructure 
are essential for achieving the targets. Thus, the development of green finance 
should be facilitated, and complemented by other types of direct policy meas-
ures and incentives in the real economy. A unified EU Taxonomy and an EU 
GBS could provide a robust market standard that could lay the basis for poli-
cy-makers to design policies and instruments to incentivise green bond issuance 
and support market growth.100 However, as the green bond markets are contin-
uously meeting investor demands by developing new financial products such as 
green loans, there is a need for flexibility and non-exclusivity in order to ensure 
that the green bond market is not hindered, and to provide for the introduction 
of new innovative products and support the transition from brown to green.101

TEG recommends that the standardised verification programme to ensure 
alignment with the EU GBS could provide a robust model for the broader 
enabling “ecosystem” of verification for green finance in Europe, and that the 
procedure could also be relevant for other financial instruments beyond green 
bonds, such as green loans and private placements.102

As described above, there is a call for feedback on the EU Taxonomy, and 
the proposed EU Taxonomy and EU GBS standard are subject to debate. 
CICERO, the dominant external review provider to Nordic issuers, stresses 
that the market is characterized by lack of supply of green bonds to meet inves-
tor demand, and expresses concerns that the design of the proposed EU GBS 
may make it difficult to follow up in practice for many market participants, and 
that aligning green bonds with the EU GBS would increase the cost of external 

97 This monitoring could be done e.g. through the for example through the EU Platform on 
Sustainable Finance d Verification of estimated impact reports is not mandatory. escribed in 
Article 15 in the Taxonomy Regulation. See TEG EU GBS Report, p. 31 f. and 56.

98 TEG EU GBS Report, p. 23.
99 TEG EU GBS Report, p. 21.
100 TEG EU GBS Report, p. 9 and 25.
101 TEG EU GBS Report, p. 17.
102 TEG EU GBS Report, p. 34 f.
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reviews.103 104 Natixis, a French bank offering corporate and investment banking 
services, also comments inter alia on the stringency of the proposed thresholds 
of the EU Taxonomy and comments that the transitioning activities approach 
introduced is narrow.105

4.2 The Prospectus Regulation

The EU Commission has also announced that it would, within the framework 
of the Prospectus Regulation, specify the content of the prospectus for green 
bond issuances to provide potential investors with additional information.106 
However, the current draft documents seem not to specifically provide details 
on disclosure of use of proceeds for green bonds.

The TEG suggests that a Use of Proceeds provision be required in the legal 
documentation, for instance in the Base Prospectus or in the Final Terms.107

In a Position paper to the EU Commission, the Dutch and French financial 
market supervisory authorities have advocated a regulation in the Prospectus 
Regulation providing greater transparency towards investors to allow the devel-
opment of the green bond market: if an issuer chooses to qualify its bond as 
“green”, the prospectus should include additional information regarding the use 
of proceeds, the selection of funded projects and the management of proceeds. 
The supervisory authorities propose that the issuer should also specify inter alia 
whether it intends to (i) comply with a green bond standard, (ii) to publish a 
reporting on the use of green bond proceeds, and (iii) to mandate third party 
verification.108 109

103 Environmental Finance, “Green Bond market should get a boost from proposed standards, 
say insiders”, 18 June 2019, https://www.environmental-finance.com/account/my-account.
html#.XQkb71bLLko.twitter.

104 See also CICERO, Feedback on Green Bond Standard, 2 April 2019, https://static1.squarespace.
com/static/5bc5b31a7788975c96763ea7/t/5cab09bda4222f438a0dadef/1554713022280/
CICERO+GREEN+feedback+on+Green+Bond+Standard+02042019.pdf.

105 Cédric Merle, Orith Azoulay, The European taxonomy on environmentally sustainable 
economic activities, 2019, https://gsh.cib.natixis.com/api_website_feature/files/download/ 
7819/eu_taxonomy_vade_mecum_to_digest_the_report_from_the_teg__natixis_green___
sustainable_hub.pdf.

106 EU Action plan, Appendix II, https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri= 
CELEX:52018DC0097&from=EN.

107 TEG EU GBS Report, p. 13.
108 https://www.afm.nl/en/nieuws/2019/apr/transparantie-prospectus-groene-obligaties 

file:///C:/Users/ThinkPad/Downloads/Green%20bond%20Prospectus%20-%20Posi-
tion%20Paper%20-%20AMF%20and%20AFM%20-%20April%202019.pdf.

109 ICMA has welcomed the inclusion of use of proceeds as a standalone section in addition to the 
strictly prescribed information proposed to be set out in a Final Terms document under the con-
sultation Regulation. (Capital Markets Green Bonds, A flourishing market, September 2018), 
http://www.elexica.com/en/legal-topics/capital-markets/051118-green-bonds-a-flourish-
ing-market.
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The Federation of European Securities Exchanges (FESE)110 agrees that mar-
ket standards could benefit from further strengthening by recommendations 
or some level of regulation, but points out that the Prospectus Regulation only 
applies to bonds listed on regulated markets, that bond issuances in the EU 
are currently conducted also through private placements, and that many green 
bond issuances are issued by states or their local authorities, which are exempt 
from the Prospectus Regulation. These issues are already subject to lower legally 
binding requirements compared to listed instruments, and introducing fur-
ther prospectus requirements for listed bonds would risk creating an even more 
unlevel playing field. Also, as the product type is constantly evolving, require-
ments within the Prospectus Regulation could risk excluding future develop-
ments within the green bond sphere. A Green Bond Prospectus would in the 
absence of a taxonomy be open to interpretation, and could according to FESE 
lead to inequitable application and also the potential for litigation in the event 
of default. This could lead to issuers minimising the risk, and perhaps valuing 
the impact of the green bond at a lower level. If green bonds would provide 
lower yield and perhaps also have less ambitious objectives, green investments 
could be less attractive to investors. If the Prospectus Regulation would be mod-
ified to impose additional requirements on green bond issuance, FESE argues 
that consideration should be given to ways of incentivising green bond issu-
ance, for instance by making the prudential regulation for green bonds more 
attractive. The Prospectus Regulation should be broad enough to cater to the 
ever-evolving green bond sphere. Tracking and reporting of use of proceeds is 
very important and should be compulsory, but must also be flexible to allow for 
new projects in new industries where no green bonds have yet been issued.111

As I have described above, the Nordic issuers’ regulation on green bonds in 
the Prospectus varies, and a unified approach in line with the existing market 
practice, and specifying reporting requirements would increase transparency 
and facilitate for market actors. However, it should be taken into account that as 
the product type is constantly evolving, any regulation of the green bond should 
be flexible and provide for the development of new and innovative products in 
new industries, in order not to hinder the growth of the market. The risk for 
different interpretations and litigation should be considered, as any additional 
risk would come at a price for the issuer and add to the transaction costs. It 
can also be noted that many green bonds on the Nordic market are issued by 
GBEs and local governments and other entities that are exempt from the Pro-
spectus Regulation, thus potentially creating a more unlevel playing field for 
green bond issuers.

110 https://fese.eu/about-fese/.
111 See FESE Position Paper on Green Bond Prospectus, 29 April 2019, https://fese.eu/app/

uploads/2019/05/190429-FESE-Position-Paper-on-Green-Bond-Prospectus.pdf.
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4.3 Fiduciary duties on investors and climate-related disclosures

The Commission is moving rapidly to introduce regulations on fiduciary duties 
for investors and regulations on climate-related non-disclosure for entities. In 
March 2019 the EU Parliament and EU member states agreed on new rules 
on disclosure requirements related to sustainable investments and sustainable 
risks. Financial market participants and financial advisors must integrate ESG 
risks and opportunities in their processes as part of their duty to act in the best 
interest of clients, and the regulation also sets out uniform rules on how those 
financial market participants should inform investors about their compliance 
with the integration of ESG risks and opportunities. The regulation will cover 
five financial services sectors, including investment funds, private and occupa-
tional pensions, and individual portfolio management.112 113 114 115

Since 2018, the NFRD requires large public interest entities to disclose 
material information on key ESG aspects and how risks stemming from them 
are managed. Climate-related information is a critical contributor to efficiently 
directing capital to investments that drive solutions for climate change miti-
gation and adaptation. The EU Commission has published a supplement on 
reporting climate-related information to the guidelines of the NFRD that inte-
grates the TCFD recommendations and provides guidance to companies that is 
consistent with the NFRD and the recommendations of the TCFD.116

The TCFD are centred on four widely adoptable voluntary recommendations 
on climate-related financial disclosures that are applicable to both non-financial 
and financial companies across sectors: (i) governance, (ii) strategy, (iii) risk 
management, and (iv) metrics and targets. The four overarching recommenda-
tions are supported by recommended disclosures that build out the framework 
with information that will help investors and others understand how reporting 

112 Amendments to Directive (EU)2016/2341 and supplement the provisions of Direc-
tives 2009/65/EU, 2009/138/EC, 2011/61/EC (EU) 2016/2341 and Regulations (EU) 
No 345/2013 and (EU) No 346/2013; http://www.europarl.europa.eu/doceo/docu-
ment/A-8-2019-0175_EN.html.

113 The regulation is built around three pillars: (i) elimination of greenwashing and an increase 
of market awareness on sustainability matters, (ii) regulatory neutrality, rules to introduce a 
disclosure toolbox to be applied in the same manner by different market operators, and (iii) 
a level playing field.

114 European Commission Press release 7 March 2019, http://europa.eu/rapid/press-release_
IP-19-1571_en.htm, https://data.consilium.europa.eu/doc/document/ST-7571-2019-
ADD-1/en/pdf.

115 https://www.ipe.com/news/esg/eu-sets-out-plan-for-investor-sustainability-disclo-
sure-rules/10029957.article.

116 Communication from the Commission Guidelines on non-financial reporting: Supplement 
on reporting climate-related information, 19 June 2019, http://ec.europa.eu/finance/docs/
policy/190618-climate-related-information-reporting-guidelines_en.pdf.
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companies assess climate-related risks and opportunities.117 118 Key features of 
the recommendations are that they are designed to solicit decision-useful, for-
ward-looking information on financial impacts and bring the “future” nature 
of issues into the present through scenario analysis, with is strong focus on 
risks and opportunities related to the transition to a lower-carbon economy.119 
The TCFD has considered the existing voluntary and mandatory climate-re-
lated reporting frameworks in developing its recommendations, including 
those developed by the CPD, Climate Disclosure Standards Board, the Global 
Reporting Initiative, the International Integrated Reporting Council and the 
Sustainability Accounting Standards Board. The intention is that the TCFD 
recommendations shall provide a common set of principles that should help 
existing disclosure regimes come in closer alignment.120

4.4 Incentives discussed

The TEG discusses potential incentives that could be implemented and that 
could contribute to establishing a “level playing-field” between green bond issu-
ers and issues of conventional bonds, as well as economic and non-economic 
incentives that could be attached to the Green Bond Standard to further scale 
up the market. Such incentives schemes would be aimed exclusively to bonds 
that comply with the requirements of the EU GBS. These could include, short 
term, (i) encourage investors to increase their holdings in green bonds, (ii) dis-
closure of EU GBS compliant green bond holdings by European institutional 
investors, (iii) encourage Central Banks and Supervisors to lead by example to 
scale up green finance, (iv) encourage banks to find ways of enhance pricing of 
green assets (apply positive factors on a voluntary basis), (v) provide financial 
incentives such as credit enhancement for non-investment grade green bond 
issuers (public credit guarantee) or subsidising green bond issuers in obtaining 
verification, (vi) encourage EU public and private sector bond issuers to adopt 
the EU GBS, and (vii) use the requirements of the EU GBS as technical criteria 
for the future EU ecolabel for financial products.121 122

117 The Financial sector industries include banks, insurance companies, asset managers and asset 
owners, and the Non-financial groups include Energy, Transportation, Materials and Build-
ing, and Agriculture, Food, and Forest products.

118 TCFD Final Report 2017 (TCFD 2017), p. v, https://www.fsb-tcfd.org/wp-content/
uploads/2017/06/FINAL-TCFD-Report-062817.pdf, The TCFD Overview of 2018 Status 
Report, 17 September 2018 (TCFD 2018 Status Report), p. 2 f. https://www.fsb-tcfd.org/
wp-content/uploads/2018/08/FINAL-2018-TCFD-Status-Report-092518.pdf.

119 TCFD, p. 41.
120 TCFD, p. 33.
121 TEG EU GBS Report, p. 44 f.
122 Incentives referred to in the report that are more complex and require further analysis: tax 

incentives, financial sector regulation and prudential rules. Assessing the differences in risk 
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The TEG welcomes the recent political compromise on the sustainability-re-
lated disclosures regulation regulating how financial companies shall integrate 
environmental, social and governance factors in their investment decisions123 
and recommends that the EU Commission adopts an ambitious disclosure 
regime on EU Green Bonds and other green bond holdings by institutional 
investors such as asset managers, pension funds and insurance undertakings, 
and for underwriters to disclose the portion of green bonds underwritten.124

Reference can be made to experience in France with mandatory climate-re-
lated disclosures by institutional investors under Article 173 (vi) of the French 
Energy Transition for Green Growth Act adopted 2017, which has demon-
strated how increasing transparency can trigger demand and lead to growth 
in the green bond markets. Investors are required to comply with these new 
requirements or explain why they do not apply them (approach called “comply 
or explain”). Such regulation could provide additional credibility to the EU 
green bond market that could have a major impact on demand.125

A Nordic example of a national initiative to enhance responsible invest-
ments that can be mentioned are the recent amendments to the Swedish Act 
on general AP Funds, stating that the Swedish AP Pension Funds shall man-
age the funds in an exemplary manner through responsible investments and 
responsible ownership, at which special attention shall be given to promoting 
sustainable development, however, without compromising on the overall target 
for the investment, which is to provide the best possible benefit for the pension 
insurance.126

The TEG also mentions incentives that could be more complex to imple-
ment which could work to enhance green investments at large and are not nec-
essarily limited to green bonds, such as tax incentives and financial sector regu-
lation and prudential rules assessing the differences in risk profile of green and 
non-green financing, starting with mortgages. The TEG notes that some banks 
have started to price mortgages against energy-efficient properties at lower rates, 

profile of green and non-green financing, starting with mortgages.
123 Sustainable finance: Presidency and Parliament reach political agreement on transparency rules, 

updated March 2019: https://www.consilium.europa.eu/en/press/press-releases/2019/03/07/
sustainable-finance-presidency-and-parliament-reach-political-agreement-on-transparen-
cy-rules/ https://data.consilium.europa.eu/doc/document/ST-7571-2019-ADD-1/en/pdf.

124 TEG EU GBS Report, p. 44 f.
125 TEG EU GBS Report, p. 49 f., and Article 173(vi) of the French Energy Transition 

for Green Growth Act https://www.legifrance.gouv.fr/affichTexteArticle.do;jsession-
id=96FE72333C6BC7A3D19F5A943F2B5DF5.tpdila15v_2?idArticle=JORFAR-
TI000031045547&cidTexte=JORFTEXT000031044385&dateTexte=29990101&-
categorieLien=id https://www.legifrance.gouv.fr/affichTexte.do?cidTexte=JORFTEX-
T000031800648&categorieLien=cid.

126 New section 1a to Chapter § 4 in the Act (2000:192) on general AP Funds entered into force 
on 1 January 2019. It can be noted, though, that although the Swedish AP funds shall take 
ESG factors into account, they shall not compromise as regards return on the investment.
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implying a lower risk premium.127 The mandate given to the EBA in the recent 
amendment of the Capital Requirements Directive to assess whether a dedi-
cated prudential treatment of assets exposed to activities associated substantially 
with environmental and/or social objectives, in the form of different capital 
charges, a “green supporting factor”, would be justified from a prudential per-
spective is mentioned.128 According to Vice-President Valdis Dombrovski, any 
dedicated treatment of green assets would have to be fully consistent with the 
upcoming EU Taxonomy and any reduction of capital requirements would 
need to be risk-based.129

It can be noted, though, that voices have been raised that caution should be 
exercised at providing capital relief for banks. Mark Carney, Bank of England 
governor, is against lowering capital requirements for banks if they invest in a 
green project per se, and argues that banks should only get favourable treat-
ment if the risk of the investment is demonstrably lower.130 Many central banks 
oppose calls to support sustainable finance by lowering capital requirements for 
green lending and penalising “brown” assets, and argue that unless there is clear 
evidence that green finance involves a lower risk, such a policy “could compro-
mise the key objective of maintaining capital buffers, which is to safeguard the 
system of sound and solvent banks”. Instead, it is argued, the focus of the banks 
is on better disclosure of risks.131 132 It is also stressed that the problem of the 
green bond market is the lack of projects, not lack of demand. If central banks 
would target green assets this could be contra-productive. Paul Fisher, former 
Bank of England policymaker has stated that “We are short of green assets, not 
of money to invest in them – if central markets go in, they could undercut the 
market.”133

If incentives are connected to bonds that fulfil the EU GBS, this could in my 
opinion mean the creation of a new “green bond product” which, as opposed 
to the present green bond, would have conditions that differ from those of a 
plain vanilla bond, e.g. when it comes to pricing. It cannot be excluded that 

127 TEG GBS Report 2019, p. 49 f.
128 TEG GBS Report 2019, p. 50 f.
129 Vice-President Valdis Dombrovski, EU Commission, Speech Responsible Banking: VP’s 

speech at the European Banking Federation and UN Environment Programme Workshop, 5 
February 2019, https://ec.europa.eu/commission/commissioners/2014-2019/dombrovskis/
announcements/responsible-banking-vps-speech-european-banking-federation-and-un-en-
vironment-programme-workshop_en.

130 Mark Carney, Financail Times, Carney plans to test UK banks’ resilience to climate change, 17 
December, 2018, https://www.ft.com/content/0ba2390a–ffd4-11e8-ac00-57a2a826423e.

131 Financial Times: Central banks test water on climate risks, 5 December 2018, https://www.
ft.com/content/6af35cee-d3a7-11e8-9a3c–5d5eac8f1ab4.

132 See also EU observer, Opinion Adriana Neligan and Markus Demary, The risks behind the 
“green bond” boom, 21 June 2018, https://euobserver.com/opinion/142149.

133 Paul Fisher, former Bank of England policymaker who is a fellow at Cambridge University’s 
Institute for Sustainability Leadership in Financial Times: Central banks test water on climate 
risks, 5 December 2018.
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such a price difference could be a disincentive for certain investors, who cannot 
take advantage of the incentives, to invest in green bonds. A more significant 
difference in pricing could also increase the risk for greenwashing.

5. IMPACT REPORTING
5.1 About impact reporting

In the absence of a legal definition of what constitutes a green bond, impact 
reporting is expected to provide transparency to the green bond market and 
to ensure investors and issuers that green bond proceeds are invested into the 
development of sustainable, low-carbon and climate resilient societies. However, 
impact reporting frequency, format and methodology varies greatly between 
green bond issuers.134 This makes comparing the impact of different issuers and 
bonds complicated, raising the transaction costs for existing market actors and 
increasing the threshold for new actors to enter the green bond market.135 Lack 
of common impact reporting standards also increases the risk of greenwash-
ing. Thus, efforts to harmonize impact reporting are expected to increase the 
effectiveness of the green bond market by lowering transaction costs for market 
participants and increasing transparency and benchmarking opportunities.

To harmonize reporting, the following generally accepted, voluntary guide-
lines have been developed: (i) ICMA/Green Bond Principles – Sectoral guide-
lines for reporting,136 (ii) IFC – Harmonized Framework, (iii) Nordic – Position 
Paper on green bonds impact reporting,137 (iv) Luxembourg Green Exchange 
– Mandatory reporting framework and (v) the Climate Bonds Standard.138 
Sectoral guidelines developed by ICMA include energy efficiency, renewable 
energy, water and wastewater projects, and waste management projects, and 
guidelines for additional sectors are under development. The ICMA and the 
EU encourage the establishment of additional references for impact reporting 
that others can adapt and/or adapt to their needs.

In the Nordic green bond market, the GBP and the Nordic Position Paper 
are the most commonly used reporting standards. Both frameworks recom-
mend issuers of green bonds to publish annual investor reports separately from 

134 Climate Bonds Initiative 2019: Pos-Issuance Reporting in the Green Bond Market. https://
www.climatebonds.net/files/reports/cbi_post-issuance-reporting_032019_web.pdf.

135 Jane Wilkinson, Head of Sustainable Finance at LuxSE, Environmental Finance 5 January 
2018 “Reporting impact: identifying best practice”

136 https://www.ifc.org/wps/wcm/connect/topics_ext_content/ifc_external_corporate_site/
development+impact/resources/201809-mdbs-additionality-framework.

137 https://kommuninvest.se/wp-content/uploads/2019/02/NPSI_Position_paper_2019.pdf.
138 In addition, there are the following country specific guidelines: People’s Bank of China Green 

Bond Guidelines and Endorsed Project Catalogue, Securities Exchange Board of India (SEBI) 
guidelines for Green Debt Securities, Ministry of Japan Green Bond Guidelines.
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their conventional financial and sustainability reports. The GBP recommends 
that issuers should report on the amounts allocated to projects, while the Nor-
dic Position Paper suggests using disbursed amounts. While impact reporting 
is voluntary under the GBP, it is mandatory under the Nordic Position Paper. 
Both frameworks call for issuers to disclose the methodology of impact assess-
ment.

5.2 The analysis

The analysis of 40 green bond issuers from Sweden, Denmark and Finland 
which have outstanding green bonds maturing in 2019 or later reveals a rel-
atively high level of consistencies of financial reporting.139 All these issuers 
publish an annual report to investors which includes information about the 
amount of green bond proceeds disbursed to individual projects or assets, with 
the exception of one bank which reports on a portfolio level citing confidenti-
ality issues. Most issuers also include a list of eligible projects and details on the 
selection process and allocation of outstanding proceeds. However, only eleven 
issuers also report the aggregate amount of proceeds disbursed to the categories 
defined as eligible according to their individual GBF, and only one issuer with 
multiple bonds provides reporting for each individual bond.

The analysis shows even greater inconsistency in how issuers report on the 
impact of their green bonds. Most commonly, issuers report impacts in terms 
of amount of CO2 avoided or reduced, installed capacity of renewable energy, 
renewable energy produced, or the amount of energy saved. Reporting on issues 
not directly related to climate mitigation or energy, such as biodiversity protec-
tion or adaptation, are largely absent from issuers’ impact reports. Furthermore, 
while all issuers provide impact reporting, only 10 provide a detailed descrip-
tion of the methodology of how they measure impact. However, the number 
of issuers that base their impact reporting on a specific methodology is higher 
when considering that real estate companies and banks use building certifica-
tion standards in their reporting.

The data analysis also shows that only six issuers use the recommendation 
of the Nordic Position Paper of Public Issuers in their impact reporting, and 
only three follow the recommendations of the IFC – Harmonized Framework. 
Most impact reporting also lacked emission baselines or science-based targets of 
emission reduction140 which could help set achieved emission reduction in con-

139 The analysis is limited to green bonds issued before 2018 and with a maturity date in 2019 
or later. Most of the analysis is based on ex-post reporting date for 2017 and, where available, 
reporting for 2018 published until 15 March 2019.

140 This refers to emission reduction target in line with the level of decarbonization required to 
keep global temperature increase below 2 degrees Celsius compared to pre- industrial tem-
peratures as described in the Fifth Assessment Report of the Intergovernmental Panel on Cli-
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text.141 Furthermore, no reference to ICMA’s sectoral impact reporting guide-
lines were found in any of the reviewed ex-post impact reporting documents. 
Even if issuers follow established impact reporting guidelines, they can adjust 
impact metrices to their local circumstances. Such as is the case of several Swed-
ish issuers that, instead of using the European grid emission factors proposed 
in the Nordic Position Paper, use the more relevant local grid emission factor to 
calculate how much carbon emission they have avoided or reduced.

It should be noted that the choice of emission factor has considerable influ-
ence on the calculated amount of abated carbon emissions as the share of power 
from renewables and other low-carbon sources is much higher in the Nordic 
region compared to the European average.

At the same time, the analysis also shows that impact reporting is increasing 
in both quantity and quality. Particularly Swedish issuers have started to update 
their GBF to include commitments to more detailed impact reporting. Based 
on the available reporting for 2018, it can also be expected that many public 
issuers will align their impact reporting to the recommendations of the Nordic 
Position Paper in the coming years. Further changes to reporting practices can 
be expected if and when the EU GBS has been introduced into the market.

Impact reporting practices of green bond issuers in the three countries may 
further change in the future in response to the EU Green Bond Standard (GBS) 
which is being developed as part of the EU Action Plan for Sustainable Finance. 
According to the final report of the TEG142 impact reporting under the GBS 
should be on a project-by-project level or on a portfolio level. Issuers should 
also include in their impact reporting information and, when possible, metrics 
about the projects’ environmental impacts, which needs to be in line with the 
commitment and methodology described in the issuer’s GBF. The TEG sug-
gests the newly published Harmonized Framework for Impact Reporting by 
the IFI and ICMA/GBP and the Nordic Position Paper as acceptable impact 
reporting methodologies but leaves it up to issuers to decide which methodol-
ogy they want to use. Unlike in the case of allocation reporting, the TEG does 
not require external verification of impact reporting.

mate Change (IPCC AR5). https://sciencebasedtargets.org/wp-content/uploads/2018/10/
SBTi-call-to-action-1.4.pdf.

141 CICERO has made the comment that assessing baseline-setting methodology and emis-
sion reduction methodology could increase the costs of external reviews of green bonds 
https://static1.squarespace.com/static/5bc5b31a7788975c96763ea7/t/5cab09bda-
4222f438a0dadef/1554713022280/CICERO+GREEN+feedback+on+Green+Bond+Stand-
ard+02042019.pdf.

142 https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/
documents/190618-sustainable-finance-teg-report-green-bond-standard_en.pdf.
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6. DISCUSSION AND PROPOSALS
Two key issues to be discussed in order to further the green bond market and 
make it more effective are enhancing the green bond market, while ensuring 
that the proceeds are used for green projects (avoiding greenwashing), without 
adding risk or costs, and the need for more standardized, comparable and easily 
accessible format for impact reporting.

6.1 No undertakings provide that proceeds are used for green purposes

The first research question is whether the Contract include guarantees that 
“green” bonds actually are green.

The analysis of the Reviewed Documents shows that the Nordic issuers do 
generally not include provisions in the Contracts that guarantee that the pro-
ceeds are used for green projects.

6.2 Proposed amendments to the green bond documentation

The second research question is if the green bond contracts documentation 
could be amended to include guarantees or undertakings.

Legal definitions and unified prospectus regulations

As explained, the bond is a highly standardized instrument. Green bonds are 
no different from conventional bonds from a legal or financial perspective, and 
there is no significant price difference between green bonds and conventional 
bonds. Considering this, and considering the cross-default provisions generally 
included in the issuers’ loan contracts, green bond issuers have not been willing 
to undertake additional risk.

Other reasons referred to by the issuers for not including guarantees are 
inter alia: (i) that there is no clearly regulated (legal or otherwise) definition of 
a green bond, (ii) that investors have different expectations and requirements 
as regards investment criteria or guidelines, and (iii) that there is no approved 
third-party certification to guarantee the greenness.

A unified EU Taxonomy and EU Green Bond Standard, including an 
accreditation of third-party reviewers, would provide unification and standard-
ization that could provide a basis for policy measures and facilitate contractual 
and legal regulation.

Presently, the prospectus needs only contain information that enables the 
investor to make an informed assessment of the securities offered, and there are 
no regulatory requirements on issuers of green bonds as regards the “greenness”. 
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A regulation on unified presentation of green bonds in the prospectus could 
increase transparency and harmonization. However, it should be noted that 
these requirements would only apply to issuances under the Prospectus Regu-
lation, and not apply on states and local authorities or private placements and 
thus risk creating an unlevel playing field. Furthermore, if the regulation would 
involve increased risk for default, this could lead to issuers minimising the risk 
and setting less ambitious goals. The standards would have to be flexible enough 
to allow for new projects in evolving industries or the development of the mar-
ket might be hindered. It should also be noted that these regulations would be 
limited to issues under the Prospectus Regulation and not apply on GBEs, local 
authorities, supranational institutions or other entities that are exempt from the 
Prospect Regulation.

Undertakings

Definitions could facilitate for including “green” undertakings in the Contracts. 
On the other hand, the introduction of guarantees or undertakings in the Con-
tract, would involve additional risk for the issuer, and come at a cost. A more 
significant price difference between green bonds and conventional bond would 
be a disincentive for investors to invest in green bonds, and hinder the growth 
of the green bond market.

A serious consideration when weighing in the potential benefit of additional 
contractual assurance is the risk that an inadvertent failure by an issuer of green 
bonds to apply some of the proceeds as stipulated may then lead to cross-default 
clauses in other financing of that issuer being triggered, with a resulting domino 
effect on virtually all of the issuer’s debt financing (which may become repay-
able early and all at the same time). The risk would depend upon the drafting 
of a particular issuer’s cross-default provisions and would be different for the 
various suggestions itemised; the highest risk typically being when the green 
bonds conditions include a put option (for the investor). Since cross-defaults 
would be triggered by provisions in the issuer’s other financing they also cannot 
be managed fully by drafting in the green bond conditions.

It can be noted that there does not currently appear to be demand from 
investors to require “green” undertakings, though this could change.143 I will 
below discuss some alternatives to undertakings that could be considered in 
order to provide some assurance to investors.

1. A price regulation mechanism related to performance

There is a need for a greater transition of brown projects to green. A price 
regulation mechanism with a lower yield provided that the bond fulfils certain 

143 See White & Case 2018.
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environmental or sustainability criteria, could be suitable for projects which are 
under such transformation, and where there are uncertainties connected to the 
performance of the projects.

A comparison can be made to loans where the interest rate has a direct link to 
the company’s sustainability performance, with a reduction of the cost of capital 
if the borrower reduces its impact on the environment, such as the following 
examples: Philips signed an agreement where the interest rate has a direct link 
to the company’s year-on-year sustainability performance improvement. The 
deal was led by bank ING. Finnish company Stora Enso has signed a revolving 
credit facility where part of the pricing is based on the firm’s ability to reduce 
greenhouse gas emissions. The French food producer Danone signed a credit 
facility led by BNP Paribas which includes a credit line adjustment mechanism 
based on ESG criteria, meaning that if the firm outperforms, its coupon will be 
discounted and if it underperforms, it will pay a premium.144 These loans are 
sometimes called sustainability improvement loans whose remuneration and/or 
covenants are linked to the borrower’s achievement of pre-determined environ-
mental benchmarks. In contrast to asset based green bond and loans, sustaina-
bility improvement loans look to performance across the whole borrower, not 
just part of its business. LMA, APLMA and LSTA released with the support 
of ICMA in March 2019 the Sustainability Linked Loan Principles (SLLP).145

It can be noted that AXA Investment Managers has called for a new type of 
bond to help carbon-intensive companies to finance their gradual shift away 
from fossil fuels, “transition bonds”. The transition bonds would be used solely 
to finance certain projects, such as carbon capture and storage, co-generation 
plants or transport infrastructure. Such bonds could help to overcome the chal-
lenge of providing capital only to companies that are already green, but to those 
which have ambitions to become green. The asset class would be used by com-
panies solely to finance transition projects, with a high level of transparency to 
give investors’ confidence about how their capital is used. Thus, the green bond 
market could further the transition from brown to green which is necessary if 
the ambitious targets under the Paris Agreement are to be achieved. The green 
bond market could then remain a market which prioritises ambition, quality 
and integrity. The creation of a transition bond market would help maintain 
the level of quality of the green bond market while offering a source of financ-
ing for other activities necessary for the transition to a low carbon world and 
economy.146

144 Anna Hirtenstein, Bloomberg, Going green can get you cheaper loans at this Dutch bank, 
4 June 2018 https://www.bloomberg.com/news/articles/2018-06-04/going-greener-can-get-
you-cheaper-loans-at-this-dutch-bank.

145 https://www.lma.eu.com/application/files/8015/5307/4231/LMA_Sustainability_Linked_
Loan_Principles.pdf.

146 https://www.axa-im.se/content/-/asset_publisher/5LDAyYOC9Jb1/content/axa- https://
www.investmenteurope.net/news/4002601/axa-im-calls-transition-bonds-help-compa-
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As the green bond market expands to corporations with less experience from 
sustainability, a price-regulation could expand the green bond market to for 
issuers with less experience from sustainability, such as “brown” operations that 
want to make the transition to “green”. The current price difference may not be 
significant enough to motivate differentiated pricing, depending on the “green-
ness” of the bond, and a discount could be a disincentive for investors. On the 
other hand, there is research suggesting that an investment involving a transi-
tion of a brown operations to green could add to corporate value and perhaps 
motivates a price difference.147

At the development of new products, the high standardization of the bond 
market, with investors avoiding detailed provisions and preferring “plain 
vanilla” regulation with a fixed income, should be taken into account. With 
green loans, and particularly innovations such as sustainability-rating linked 
loans, it is possible to get more bespoke financial terms”.148 Green bond with a 
pricing mechanism could perhaps constitute a new instrument (product).

2. A step-up price regulation mechanism

Another alternative would be to have a step-up of the interest if the bond does 
turn out not to be green. This would involve an additional risk for the issuer, 
and come at a cost. A prerequisite would therefore be that a price difference 
would be accepted by the investors and not seen as a disincentive, see the rea-
soning above.

3. A Call Option for the issuer

A call option for the issuer (perhaps in combination with a price regulation 
mechanism under 2 above) would mean an additional uncertainty for the inves-
tor. The issuer would probably get a negative premium, which would not facili-
tate for the expansion of the green bond market. However, this alternative could 
be an option for projects where there is uncertainty related e.g. to political deci-
sions which can be altered meaning leading to the cancellation of the project in 
question. One example is the Mexican government’s decision to scrap the build 
of the Texcoco airport.149 Another situation may be where there is uncertainty 
as to whether a project will perform as intended, due to factors outside the 
control of the issuer. In many cases such failure of one project can be resolved 

nies-green investment-managers-calls-for-new-transition-bonds-to-help-companies-go-
green/23818 https://www.ipe.com/news/asset-managers/axa-im-calls-for-transition-bonds-
to-help-companies-go-green/www.ipe.com/news/asset-managers/axa-im-calls-for-transition-
bonds-to-help-companies-go-green/10031632.fullarticle.

147 Flemmer 2018, p. 1 and 34, Zerbib 2019, p. 40 and 50 f.
148 Helen Avery, The growth of green credit, Euromoney, April 9 2018 https://www.euromoney.

com/article/b17ppgs1d2pd8b/the-growth-of-green-credit.
149 The series of green bonds issued to help finance a low-carbon terminal at the new airport were 

downrated by Moody’s after the decision to scrap the project.
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by replacing the project in question by another green project, but this may not 
be possible if the project is the main project financed by the green bond, or if 
there is a lack of eligible projects. However, it has to be ascertained that a call 
option could risk that the issuer would not put the issuer in a default-situation 
which could result in cross-default. This would depend on the drafting of the 
particular issuer’s cross-fault provisions, see above.

4. A Put Option for the investor

A put option for the investor would mean additional uncertainty for the issuer 
as it would have an impact on the issuer’s balance sheet, and add to the issuer’s 
financial risk. Furthermore, there is a significant risk that a put option for the 
investor could risk that the issuer would be in a default-situation, resulting in 
cross-default, depending on how the issuer’s other loan contracts are drafted.

5. Purchase of other green bonds

Finally, it should be noted that the issuer could include the option that proceeds 
that are not invested eligible projects can be held in certain other specified green 
bonds in its GBF (see section 4.3 above). This would provide the issuers with 
some flexibility.

A common mechanism for deciding whether the criteria are fulfilled, would 
be to refer to Expert Determination, at which (accredited) external reviewers 
could act as Experts.

The above provisions would provide a regulated and structured process for 
the event a bond would turn out to no longer be “green”. Provided that the 
issuer can avoid a default-situation (that could trigger cross-default, see above), 
the parties would avoid the uncertainty that a court trial would bring about. 
Generally, participants in the financial markets prefer certainty to a potential 
uncertain conclusion by the courts, and this is particularly true as regards the 
highly standardized debt market.

6.3 Standardizing and harmonizing impact reporting

The third research question of this study is the standardization and harmoni-
zation of impact reporting practices. Actions to establish universal practices of 
impact reporting are necessary to enhance the transparency of the green bonds 
market, reduce the risk of greenwashing, give investors, issuers and regulators 
the opportunity to meaningfully compare the economic performance and envi-
ronmental impact of different green bonds and issuers, and lower monetary and 
transaction costs for existing and new market actors.150

150 Environmental Finance, Jane Wilkinson, Head of Sustainable Finance at LuxSE, “Reporting 
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The analysis of outstanding green bonds presented in this study has shown 
that impact reporting of Swedish, Danish and Finnish green bond issuers is 
highly inconsistent. This finding reflects the lack of a commonly agreed prac-
tices of impact reporting in terms of frequency, format and methodology found 
in the global green bond market. The analysis also showed that only a minor-
ity of issuers disclose the methodology behind their impact reporting. This is 
even true in the case of carbon emission reduction where there exist established 
impact metrices. Taken together, findings strongly suggest that the international 
green bond market needs standardized and harmonized impact reporting.

To start with, what is required is a generally accepted methodological 
approach to impact reporting that includes a common taxonomy of what con-
stitute eligible projects, a set of methods and indicators to assess impacts and 
recognized benchmarks. Importantly, this methodology needs to be context 
specific, considering already developed sector-specific impact assessment guide-
lines, such as ICMA’s sectoral guidelines. At the same time, the methodology 
should include indicators and metrices that are comparable irrespective of con-
text. This is particularly relevant for carbon emission accounting, where differ-
ent methods and parameters can lead to very different outcomes151 and a lack 
of comparability and transparency.

In addition, it would help market stakeholders to compare green bonds if 
issuers would adopt the same impact reporting format. This would make the 
impact reports easier to prepare and facilitate the investors’ interpretation of 
the reports and easier for investors to aggregate the information from various 
reports prepared by different issuers. The impact report format could consist of 
a summary and a more detailed report.

The summary could consist of information at the portfolio level e.g. amount 
of proceeds disbursed to eligible categories (e.g. those defined by the GBP or 
the EU Environmental Objectives).152 It would also be recommendable if the 
summary would include quantitative and qualitative assessment of the pro-
ject portfolio alignment with the Paris Climate Agreement and the Sustainable 
Development Goals. The summary could also include impact reporting in relat-
ing to investments where such impact is quantifiable, relevant and comparable. 
Reporting carbon emission reduction per monetary unit (e.g. CO2 per EUR) 
would make a common standard of calculating carbon emission abatement 

impact: identifying best practice”, 5 January 2018, https://www.environmental-finance.com/
content/the-green-bond-hub/reporting-impact-identifying-best-practice.html.

151 For example, many existing methods of carbon emission assessment are limited due to the 
lack of integration of scope 3 GHG emissions and the failure to link this to economic activity. 
(2o p. 17, Hoepner 2016)

152 Alternatively, one could report on the amount of green bond proceeds allocated per pro-
ject category or sector (as suggested in the draft version of the GBS). The difference is that 
disbursed entails that issuers have spent the proceeds, whereas allocated can entail that this 
money is partly or wholly reserved.
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even more important. The summary impact report should also include detailed 
description what key impact indicators have been calculated and underlying 
methodologies used.

The detailed impact report would include information on a project or asset 
level, or where that is not possible due to confidentially issues, on a portfolio 
level. The detailed impact report would also make detailed description about 
what impact methodology has been used. Finally, the impact report should be 
easily accessible to investors and other stakeholders.

6.4 The need for legal regulation

The fourth research question is if, and to what extent, legal regulation could 
make the green bond market more effective.

Firstly, it should be noted that the green bond market, and especially the 
Nordic green bond market, has grown, and continues to grow, significantly. In 
Sweden green bonds in Sweden amounted to 18 per cent of all bonds issued 
in SEK during the first quarter of 2019.153 One of the main hindrances of the 
enhancement of the green bond market is the lack of green projects and green 
assets, not lack of demand.154 As the TEG also recognises, the European and 
international green bond market does not suffer from any significant market 
dysfunction, and it benefits from structured and reactive best market practice 
by the GBP.155 The GBP best market practice based on transparency, and on the 
combination of guidance on green project categories, proceeds management, 
reporting and independent advice from external reviewers ensure the quality of 
the green projects.156 The review and analyses of the contract documents and 
impact reports in this paper show that these principles are generally applied by 
the Nordic issuers and expected by investors.

The introduction of an EU Taxonomy and an EU Green Bond Standard, 
including harmonized reporting, would provide unified and common defini-
tions and standards, increase transparency and facilitate contractual and legal 
regulation. As there is a need for the green bond market to expand, to increase 
the number of green projects and to include the transition from brown to green, 
and the green finance market is constantly evolving, it is essential that the EU 
Taxonomy and the EU Green Bond Standard are non-exclusive and provide for 
sufficient flexibility for this transition by allowing for new innovative products 
to evolve. If these standards would involve additional risk for the green bond 
issuer, and include external review and reporting procedures that are complex 

153 See Section 1.1 above.
154 TEG EU GBS Report, p. 21.
155 TEG EU GBS Report, p. 23.
156 TEG EU GBS Report, p. 23.
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and costly, or labour-intensive internal procedures, this could involve increased 
transaction costs for the issuer, that could prevent new issuers from entering the 
green bond market.157 The green bond issuer would have to be compensated for 
such increased transaction costs, which could reflect on the yield. It should be 
noted that the financial markets are highly efficient, and the investor’s mandate 
is still to invest to get the highest return. Increased transaction costs would 
make green bonds less attractive to investors should be avoided.

As regards the amendments to the Prospectus Regulation contemplated 
by EU, unified information on green bonds in the prospectus would increase 
transparency and facilitate for issuers and investors though it should be noted 
this would only apply on issues under the Prospectus Regulation. In combi-
nation with regulations on fiduciary duty for investors, and regulations on 
climate-related non-disclosure for entities, this would increase transparency 
and provide for informed investments, which could enhance the green bond 
market. The Prospectus Regulation should be broad enough to cater to the 
ever-evolving green bond sphere.

The proposed regulations on fiduciary duties for investors and disclosures 
for corporations would increase transparency and provide for more informed 
investments, and a better risk allocation between the parties. 

Requirements on disclosure of green bond holdings by institutional inves-
tors would also enhance transparency and consciousness among investors and 
other market actors. However, when it comes to some other incentives on the 
demand-side discussed by the EU, there is a risk that this could distort the mar-
ket and be contra-productive. A green supporting factor in bank equity capital 
regulation contemplated by EU, could be political decision that could be a dis-
incentive for certain other investors, and distort the market with consequences 
that could be difficult to foresee. Such regulations could also increase the risk 
for greenwashing, if green bonds would become more attractive and be issued 
at a higher premium. If the proposal goes forward, there should be a factual 
causal link between emissions performance and the quality of the loan. If the 
incentives considered would only be related to EU GBS, it is important that the 
EU GBS definition is not too narrow, but allows for the further development 
of the market. It should be taken into consideration that it is lack of supply, not 
lack of demand, which hinders the growth of the market.

Finally, as the lack of green projects is one barrier for increasing the green 
bond market, this cannot be solved solely by measures in the financial sector, 
but policy measures in the real economy are required.

157 See inter alia TEG EU GBS Report, p. 23.
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7. CONCLUDING REMARKS
Until green bonds were introduced, use of proceeds for general corporate pur-
poses was the norm on the bond market. Through green bonds and green bond 
frameworks, a transparent procedure, including reporting, is established, which 
the issuer undertakes to comply with to ascertain that the proceeds are used 
for sustainable purposes. This transparency makes it possible for investors who 
want to invest in green, to assess whether the projects are green and meets the 
specific requirements they may have.

The focus on transparency in the green bond market has caused a shift 
towards a greater disclosure of the proceeds generally, as is evident from social 
bonds issued in Finland, which include a social impact bond scheme, and from 
SDG-linked bonds, Transition Bonds and other themed bonds. Following the 
introduction of green and sustainable bonds, there have been notable develop-
ments on the green loan market. The Loan Market Association (LMA) and the 
Asia Pacific Loan Market Association (APLMA) have issued the Green Loan 
Principles as a benchmark for the wholesale green loan market, and LMA, 
APLMA and Loan Syndicated and Trading Association (LSTA) have with the 
support of ICMA released the Sustainability Linked Loan Principles (SLLP).158 
We also see new products like green commercial papers (green certificates) on 
the rise, in which Vasakronan shows the way.159

The bank loan market is still the largest source of financing for the corporate 
sector in Europe. Bank loans will probably remain the key funding for many 
actors in Europe, and they should be able to get loans as well as bonds in green 
format. It is the intention for the TEG that the EU GBS could become a useful 
reference also in the broader loan market.160

Increased transparency for all issuers combined with fiduciary duties for 
investors could, in the long term, lead to issuers who are not willing to provide 
information on the use of proceeds, finding it more difficult to get financing, 
and having to pay a negative premium. Green bonds have facilitated further 
green debt financing by creating frameworks, processes and criteria that can for 
the relevant part be applied to green loans to corporates, SMEs and households. 
These loans are refinanced on capital markets with green bonds issued by the 
commercial and development banks in line with the banks role of intermediat-
ing capital and thus widening the scope of green financing to a wider group of 
borrowers and products. A robust green bond procedure would also be relevant 

158 https://www.lma.eu.com/application/files/8015/5307/4231/LMA_Sustainability_Linked_
Loan_Principles.pdf.

159 See inter alia https://sebgroup.com/press/news/vasakronan-pioneered-green-certificates.
160 TEG GBS Report 2019.
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for other financial instruments beyond green bonds, such as green loans and 
other financial products that are evolving, as well as for private placements.161

However, legal regulation should be applied carefully, in order to allow for 
the market to develop organically, and avoid unwanted consequences such as 
an unlevel playing field.

161 See also inter alia TEG EU GBS Report, p. 21 and 34 f.
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Abstract 
 
The financial market needs to respond to the urgency of the climate crisis and become more sustainable. 
According to the Paris Agreement finance flows should be made consistent with low greenhouse gas 
emissions and a climate-resilient development and the EU has presented an Action Plan for Sustainable 
Finance (the Action Plan) and the EU Green Deal to steer finance flows towards sustainable investments. 
There is also increasing attention on investments aiming at reaching the UN Sustainability Development 
Goals (SDGs) in Agenda 2030 for Sustainable Development. 
 
Green bonds, i.e. bonds where the proceeds are used for projects with climate or green purposes, are seen 
as an important means to steer finance flows towards a climate resilient society. The market for green 
bonds has increased exponentially from its start in 2008, bringing about other bonds with a dedicated use 
of proceeds (labelled bonds) such as social and sustainability bonds. The EU is moving swiftly and 
proposals to an EU Taxonomy, a voluntary EU Green Bond Standard (EU GBS) clarifying the green 
bond label, climate benchmarks and improved corporate disclosure of climate-related information have 
been presented under the Action Plan. While the green bond market has been volatile in 2020, it has been 
an evolutionary year, affected also by the Covid-19 pandemic. The dip on the green bond market is 
expected to be short-lived with a likely rebound.3 However, though green bonds seem to stand strong, the 
green bond market is only a fraction of the total bond market. Furthermore, green bonds do not seem to 
play a large role in moving capital from unsustainable to sustainable investments. Barriers to the green 
bond market are issuers’ concern with reputational risks and the lack of green definitions, the lack of 
green projects and thus a lack of supply on the green bond market, and the absence of clear economic 
benefits for issuers. In order to reach the transformation required and a more sustainable development, 
there is a need to expand the sustainable finance market and to encourage industries and companies which 
are “brown”, to transition from brown to a lighter shade of brown. This need for transition is getting 
increased attention, and there is demand among investors for more sustainable investment opportunities 
from more issuers in more sectors. There is also a need to close the financing gap that stands in the way 
of the SDGs. We therefore see emerging trends on the green and sustainable bond market, such as 
Transition “use of proceeds” bonds and Sustainability-linked “general corporate purposes” bonds. 
Importantly, however, the integrity of the green and sustainable bond market needs to be ensured.  
 
This paper analyses and discusses the emerging new Transition and Sustainability-linked bonds, and the 
regulation of these bonds. The conclusion is that the green and sustainable bond markets are evolving at a 
rapid pace to include new sectors and new bond instruments, based on the procedure and infrastructure 
developed for the green bond. My analysis of the new emerging bond instruments shows that there is a 
movement towards promoting the transition to a climate-resilient and sustainable development, 
promoting linking returns with sustainability impact and performance and assessing the broader 
sustainability strategy of the issuer – a general movement towards green. This development is also in line 
with the Polluter Pays Principle4.  
 
Key words: Green bonds, Sustainability-linked bonds, SDG-linked bonds, Transition bonds, Labelled 
bonds, Climate Finance, Sustainable Finance, Transition 

   
                                                      
3 Oliphant, Mark, Will Covid-19 take the steam out of green bonds?, Reuters Events, May 27, 2020 (Oliphant 2020) 
https://www.ethicalcorp.com/will-covid-19-take-steam-out-green-finance 
Cripps, Peter, Green bonds comment, May 2020: Coronabonds, Environmental Finance, 6 May, 2020 
https://www.environmental-finance.com/content/analysis/green-bond-comment-may-2020-coronabonds.html 
4 The Polluter Pays Principle is an economic principle through which external costs can be internalized: the polluter 
shall pay the socioeconomic costs for the damage on the environment. The principle was first expressed as an 
OECD recommendation in 1972 and is part of the Rio Declaration on Environment and Development adopted at 
the UN Conference in Rio de Janeiro in 1992. 
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Introduction 
 
 
International and regional agreements 
 
Green bonds are bonds where the proceeds are used for projects with climate and/or green purposes. The 
first green bond was developed by SEB and the World Bank in 2008 in response to investor demand for 
climate-related opportunities. The Green Bond Principles (GBP), were established by the International 
Capital Market Association (ICMA)5 in 2014, and currently most green bonds issued outside China and 
India are aligned with these principles.  
 
The Paris Agreement from December 2015 aims to strengthen the global response to the threat of climate 
change, including holding the increase in the global average temperature to well below 2°C above pre-
industrial levels, and pursuing efforts to limit the temperature increase to 1.5°C above pre-industrial levels. 
This is likely to mean that global emissions must fall to net-zero by 2050. To achieve this, the parties to 
the agreement have undertaken country-level pledges to reduce greenhouse gas emissions, which are 
formalized through nationally determined contributions, and which shall be revised every five years and 
show a progression over time.6 7 8 9 Importantly, the Paris Agreement is the first international climate 
agreement which also includes a provision stating that finance flows need to be made consistent with a 
pathway towards low greenhouse gas emissions and climate-resilient development (Article 2.1 (c)). The 
finance sector is also increasingly seen as vital for accelerating the transition to sustainability and climate 
neutrality, as there is a need to mobilise large amounts of private capital in order to meet the investment 
needs for achieving the climate targets of the Paris Agreement. Notably, asset owners are also stepping up 
in response to climate change. One example is an alliance of the world’s largest pension funds and 
insurers committing to carbon-neutral investment portfolios by 2050 in one of the boldest actions yet to 
decarbonize the global economy.10  
                                                      
5 ICMA, Green Bonds Principles, June 2018 (GBP) 
https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/Green-Bonds-Principles-June-2018-
270520.pdf 
6 All nations have obligations and shall submit NDCs, which must contain the national inventory of GHG emissions 
and information for tracking the progress countries have made on implementing and achieving their NDC. 
7 World Bank Group, State and Trends of Carbon Pricing 2019, Washington D.C. June, 2019 (Carbon Pricing 2019) 
file:///C:/Users/ThinkPad/Downloads/9781814358464%20(1).pdf 
8 Article 4.3 the Paris Agreement (Paris Agreement) 
https://unfccc.int/sites/default/files/english_paris_agreement.pdf 
9 Climate Finance Innovators, Moving towards next generation carbon markets; Observations from Article 6 pilots, 
June 2019 (Climate Finance Innovators) https://www.climatefinanceinnovators.com/wp-
content/uploads/2019/06/Moving-toward-next-generation-carbon-markets_update-june-2019-1.pdf 
10 At the UN New York Summit in September 2019, a new UN-backed asset owner alliance, the Net-Zero Asset 
Owner Alliance, with the ambition to drive portfolio companies to carbon neutrality by 2050, was announced. On 
one of the boldest actions yet to decarbonize the global economy, an alliance of the world’s largest pension funds 
and insurers committed to carbon-neutral investment portfolios by 2050 at the Summit. Representing more than 
USD 2 trillion in assets under management, the UN-convened shows united investor action to align portfolios with a 
1.5 degrees C scenario, addressing Article 2.1c of the Paris Agreement. The Alliance was initiated by Allianz, Caisse 
des Dépots, La Caisse de dépôt et placement du Québec, Folksam Group, PensionDanmark and SwissRe.10  The 
Net-Zero Asset Owner Alliance is an example of investors stepping up to protect people and the planet with the 
knowledge that companies that transform their businesses to deliver a low carbon economy will benefit most from 
the opportunities presented by climate change.  
See also UNEPFI webpage, https://www.unepfi.org/net-zero-alliance/  The Net-Zero Asset Owner Alliance 
Commitment Document for Participating Asset Owners https://www.unepfi.org/wordpress/wp-
content/uploads/2020/03/04-UN-AOA-Commitment-doc-D10.pdf Folksam Newsroom, Press release 23 
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Another central international agreement which calls for sustainable financing, is the United Nations 2030 
Agenda for Sustainable Development adopted in September 2015. Agenda 2030 includes 17 Sustainability 
Development Goals (SDGs). Agenda 2030 is a plan of action to take the bold and transformative steps 
needed to shift the world onto a sustainable and resilient path, while also recognising that eradicating 
poverty is the greatest global challenge and an indispensable requirement for sustainable development.11 
However, there is a USD 2.5 trillion annual financing gap that stands in the way of the SDGs and it is 
crucial to focus on catalysing new sources of SDG financing.12  This includes need for funding from 
pension funds, insurance companies and retail investors.13 
 
The EU wants to take a lead in climate issues and launched its Action Plan in March 2018 (the Action 
Plan). The Action Plan includes proposed specific actions to reorient capital flows towards a more 
sustainable economy; (i) reorientation of capital flows towards sustainable investment, (ii) integration of 
ESG risks into risk management and decision-making, and (iii) fostering transparency and long-termism.14 
EU Commission President Ursula von der Leyen has made the fight against climate change her priority 
since she took office in December 2019. Von der Leyen presented the European Green Deal, which sets 
out how to make Europe the first climate-neutral continent by 2050, as a “Europe’s man on the moon 
moment”. The European Green Deal is the EU roadmap for transforming the EU into a modern 
resource-efficient and competitive economy where there are no net GHG emissions by 2050. The Green 
Deal also emphasizes the key role that the private sector will have to finance the green transition.15 The 
EU Commission has adopted a package of measures implementing several key actions announced in the 
Action Plan, such as the proposed Taxonomy Regulation16, a regulation on climate benchmarks17 and 

                                                      
September 2019, Folksam webpage https://nyhetsrum.folksam.se/en/2019/09/23/investors-make-unprecedented-
commitment-to-net-zero-emissions/ Allianz Press, 23 September, 2019, Allianz webpage 
https://www.allianz.com/en/press/news/commitment/environment/190923_Allianz-UN-backed-asset-owner-
alliance-commitment-to-net-zero-emissions-by-2050.html 
11 United Nations Department of Economic and Social Affairs; Sustainable Development, Transforming our World: 
the 2030 Agenda for Sustainable development, webpage 
https://sustainabledevelopment.un.org/post2015/transformingourworld (Agenda 2030) 
12 UN Press release, 25 September 2019, UN webpage  https://www.un.org/press/en/2019/dsgsm1340.doc.htm 
13 Petri Gornitzka, Charlotte, Wilson, Gavin E.R., Charting the course for SDG financing in the decade of delivery, 
World Economic Forum, 21 January 2020 https://www.weforum.org/agenda/2020/01/unlocking-sdg-financing-
decade-delivery/ 
14 EU Commission Sustainable finance: Commission’s Action Plan for a greener and cleaner economy, 8 March 
2018, https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52018DC0097&from=EN, 
http://europa.eu/rapid/press-release_IP-18-1404_en.htm?locale=en 
(EU Action Plan) 
15 See inter alia Brussels, 11.12.2019 COM(2019) 640 final Communication from the Commission to the European 
Parliament, the European Council, the Council, the European Economic and Social Committee and the Committee 
of the Regions, The European Green Deal (The EU Green Deal) 
https://ec.europa.eu/info/sites/info/files/european-green-deal-communication_en.pdf European Commission, A 
European Green Deal, EU webpage https://ec.europa.eu/info/node/123797 Von der Leyen, Ursula, A Union that 
strives for more, My agenda for Europe; Political Guidelines for the next European Commission 2019-2024  
https://ec.europa.eu/commission/sites/beta-political/files/political-guidelines-next-commission_en.pdf 
Furthermore, to set into legislation the political ambition of being the world’s first climate neutral continent by 2050, 
the Commission has presented a proposal to a European Climate Law, which writes into law the goal set out in the 
European Green Deal – for Europe’s economy and society to become climate-neutral by 2050. This means achieving 
net zero emissions for EU countries as a whole, mainly by cutting emissions, investing in green technologies and 
protecting the natural environment. The act will ensure that all EU policies contribute to this goal and that all sectors 
of the economy and society play their part. 
16  The Proposal for a Regulation on the Establishment of a Framework to Facilitate Sustainable Investment 
(Proposal for Taxonomy Regulation) https://data.consilium.europa.eu/doc/document/ST-14970-2019-ADD-
1/en/pdf 
17 COM(2018) 355 final 2018/0180 (COD) Proposal for a Regulation of the European Parliament and of the Council 
amending Regulation (EU) 2016/1011 on low carbon benchmarks and positive carbon impact benchmarks, 
file:///C:/Users/ThinkPad/Downloads/PART-2018-298119V1.pdf 
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guidelines on reporting climate-related information18, and established a Technical Expert Group on 
Sustainable Finance (TEG). 19 20 The TEG has presented reports on criteria for the climate-related 
environmental objectives in the EU Taxonomy Regulation, on a voluntary non-legislative EU GBS, and 
methodologies for climate benchmarks. 21 22 23 The EU Taxonomy, which shall apply from December 
2021, and the voluntary EU GBS will be helpful in providing definitions and standards for market 
participants.  
 

                                                      
EU Commission Guidelines on reporting climate-related information (EU Guidelines on reporting climate-related 
information) 
https://ec.europa.eu/finance/docs/policy/190618-climate-related-information-reporting-guidelines_en.pdf 
18  Communication from the Commission Guidelines on non-financial reporting: Supplement on reporting climate-
related information (2019/C 209/01) https://eur-lex.europa.eu/legal-
content/EN/TXT/PDF/?uri=CELEX:52019XC0620(01)&from=EN  Press release, EU commission webpage  
http://europa.eu/rapid/press-release_IP-19-3034_en.htm   
19 The 35 members of the TEG from civil society, academia, business and the finance sector, as well as additional 
members and observers from EU and international public bodies work both through formal plenaries and sub group 
meetings for each work stream. To ensure transparency, the Commission will organise targeted and open 
consultation in 2018 and 2019. The TEG’s mandate was extended until 30 September 2020. 
https://ec.europa.eu/info/publications/sustainable-finance-technical-expert-group_en 
20 The Commission has proposed additional regulations related to the Action Plan: COM(2018) 353 final 2018/0178 
(COD) Proposal for a Regulation of the European Parliament and of the Council on the establishment of a 
framework to facilitate sustainable investment, and amending Regulation 2019/2088 on sustainability-related 
disclosures in the financial services sector (Proposal for Regulation on Climate Benchmarks) 
file:///C:/Users/ThinkPad/Downloads/PART-2018-298106V1%20(13).pdf   
COM(2018) 354 final 2018/0179 (COD) Proposal for a Regulation of the European Parliament and of the Council 
on disclosures relating to sustainable investments and sustainability risks and amending Directive (EU) 2016/2341 
file:///C:/Users/ThinkPad/Downloads/PART-2018-298085V1%20(2).pdf    
 
21 EU TEG Taxonomy Technical Report, June 2019 (Taxonomy Technical Report 2019) 
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/190618-
sustainable-finance-teg-report-taxonomy_en.pdf and  
EU TEG Report Using the Taxonomy; Supplementary Report 2019 (Taxonomy Supplementary Report 2019) 
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/190618-
sustainable-finance-teg-report-using-the-taxonomy_en.pdf 
EU TEG Report Taxonomy: Final report of the Technical Expert Group on Sustainable Finance, March 2020 
(Taxonomy Report 2020) 
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/200309-
sustainable-finance-teg-final-report-taxonomy_en.pdf 
EU TEG Report Proposal for an EU Green Bond Standard, June 2019 (EU GBS Report 2019) 
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/190618-
sustainable-finance-teg-report-green-bond-standard_en.pdf   
TEG Interim Report on Climate Benchmarks and Benchmarks’ ESG Disclosures, June 2019 
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/190618-
sustainable-finance-teg-report-climate-benchmarks-and-disclosures_en.pdf 
TEG Usability Guide; TEG Poposal for an EU Green Bond Standard, March 2020 (EU GBS 2020) 
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/200309-
sustainable-finance-teg-green-bond-standard-usability-guide_en.pdf 
22See also Regulation (EU) 2020/852 of the European Parliament and of the Council of 18 June 2020 on the 
establishment of a framework to facilitate sustainable investment, and amending Regulation (EU) 2019/2088 
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020R0852&from=EN and Regulation 
(EU) 2019/2088 of the European Parliament and of the Council of 27 November 2019 on sustainability‐related 
disclosures in the financial services sector https://eur-lex.europa.eu/legal-
content/EN/TXT/PDF/?uri=CELEX:32019R2088&from=EN and Regulation (EU) 2019/2089 of the European 
Parliament and of the Council of 27 November 2019 amending Regulation (EU) 2016/1011 as regards EU Climate 
Transition Benchmarks, EU Paris-aligned Benchmarks and sustainability-related disclosures for benchmarks 
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019R2089&from=EN 
23 It can also be mentioned that the International Organization for Standardization (ISO) is currently developing a 
Green Bond Standard (ISO 14030), see webpage https://www.iso.org/news/ref2287.html 
https://www.mainstreamingclimate.org/iso/ 
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Green bonds are seen as an important means to steer finance flows towards a climate resilient and 
sustainable society and to achieve the climate targets of the Paris Agreement. However, there are barriers 
to expanding the green bond market. Furthermore, there is a need to expand the market to include 
transition activities. In response to this, the Taxonomy Regulation will also open up for including 
transition activities, and ICMA has published a Climate Transition Finance Handbook to include guidance 
for transition activities.24  

 
The green bond market 
 
The market for green bonds has increased exponentially from its start in 2008. According to the Climate 
Bonds Initiative (CBI), global green bond and green loan issuance reached USD 257.7 billion in 2019, 
marking a new global record. The total is up by 51 percent on the final 2018 figure. Of the total, USD 10 
billion (4 percent) are green loans.25 Green finance was also the main focus on the World Economic 
Forum in Davos in January 2020, and there is increasing understanding that there is alignment between 
tackling climate change and economic interests. Due to the Covid-19 pandemic, issuance of green bonds 
did not get the start this year that was expected. Data from CBI suggests that monthly issuance of green 
bonds declined by approximately 90 percent between February and March 2020. It can be noted, though, 
that while green bond issuance decreased since the onset of Covid-19, issuances of use of proceeds 
sustainability and social bonds accelerated.26 27 28 29 Green bonds have also performed better than 
conventional bonds, and the dip on the green bond market is also expected to be short-lived with a likely 
rebound.30 
 
Even though the green bond market has grown significantly, and is expected to continue to grow, this is 
far from enough to reach the transition required for the ambitious climate targets in the Paris Agreement 
and Agenda 2030. There are barriers to the green bond market, such as issuers’ concern with reputational 
risks and green definitions, the lack of green projects and thus a lack of supply on the green bond market, 
and the absence of clear economic benefits for issuers.31 Research also indicates that green bonds as a 
financial tool does not seem to play a large role in shifting capital from unsustainable to sustainable 
investments.32 There is an increasing understanding that green and sustainable financing needs to be 
expanded to new sectors and new issuers. 
 
Other emerging sustainable bonds 
 
Green bonds represent a considerable innovation, and the green bond structure is being used for other 
labelled bonds, such as social bonds regulated by ICMA Social Bond Principles and sustainability bonds 

                                                      
24 Taxonomy Report 2020  
25 Climate Bonds Initiative, 2019 Green Bond Market Summary, (CBI Green Bond Market Summary 2019) 
https://www.climatebonds.net/system/tdf/reports/2019_annual_highlights-
final.pdf?file=1&type=node&id=46731&force=0 
26 CBI Green Bond Market Summary 2019  
27 Climate Bonds, 2020 Green Bond Treasurer Survey (CBI Treasurer Survey 2020) 
https://www.climatebonds.net/files/reports/climate-bonds-gb-treasurer-survey-2020-14042020final.pdf 
28 Oliphant 2020  
29 Laski, Jonathan, Covid-19 and beyond: Using sustainable finance to build social resilience, Sustainalytics, 20 April 
2020  https://www.sustainalytics.com/sustainable-finance/2020/04/07/covid-19-and-beyond/ 
30 Oliphant 2020, Cripps, Green bond comment, May 2020) 
31 EU GBS 2020  
32 Maltais, Aaron, Nykvist, Björn, Understanding the role of green bonds in advancing sustainability, Journal of 
Sustainable Finance & Investment, February 14 2020 (Maltais, Nykvist 2020) 
https://www.tandfonline.com/doi/full/10.1080/20430795.2020.1724864?scroll=top&needAccess=true 
Hourcade, Jean-Charles, and Priyadarshi Shukla, Triggering the Low-Carbon Transition in the Aftermath of the 
Global Financial Crisis, Climate Policy 13, 31 January 2013 
https://www.tandfonline.com/doi/abs/10.1080/14693062.2012.751687 



    
 

 7 

regulated by ICMA Sustainability Bond Guidelines.33 Green bonds, social bonds and sustainability bonds 
may be established with strategies linked to the SDGs.34 During the UN Secretary General’s Climate 
Action Summit in September 2019, Mark Carney, then governor of head of Bank of England, pointed at 
the EU Taxonomy and the EU GBS as good starts, but questioned whether these account for progress 
from brown to green and asked for “50 shades of green”.35 In 2019, new Transition bonds, enabling the 
transition from “brown” to less “brown”, and Sustainability-linked bonds, which include a price incentive 
depending on performance, are being developed by market participants. The expansion of the market to 
Transition bonds and Sustainability-linked bonds can increase the number of projects and the supply on 
the sustainable market. However, in relation to this market development, concerns have been raised of the 
risk for “greenwashing”.  
 
Thus, the green bond market has evolved to a market that includes other labelled (use of proceeds) bonds 
such as Transition bonds and Sustainability-linked bonds. Here I will analyse and discuss some typical 
examples of such Transition and Sustainability-linked emerging bonds, the movement towards promoting 
the transition towards a climate-resilient and sustainable development, linking returns with sustainability 
performance and assessing the broader sustainability strategy of the issuer – a general movement towards 
green. I will describe and analyse the barriers to expanding the green bond market, the emerging 
Transition bonds and Sustainability/SDG-linked bonds, the EU and industry regulatory initiatives, and 
discuss and analyse the future for green bonds, Transition bonds and Sustainability-linked bonds: the 
movement towards green. I will also touch upon the new bonds to combat the Covid-19 pandemic, as 
they are an example of how the sustainable bond market can rapidly adjust to new challenges.  
 
The paper includes (i) a review and analysis of the bond documentation (the green bond frameworks and 
second party opinions) of selected issuers that issued the first Transition and Sustainability-linked bonds, 
(ii) a review and analysis of the voluntary regulation of the labelled (use of proceeds) and sustainable 
general corporate purposes bonds, especially the ICMA Sustainability-linked Bond Principles, and the 
ICMA Climate Transition Finance Handbook Guidance to issuers, (iii) a review and analysis of the impact 
of the proposed/planned EU regulation on green bonds and Transitions bonds, including a review and 
analysis of the reports and other publications of the Commission and of other EU bodies, including inter 
alia the TEG on the EU Taxonomy and the EU Green Bond Standard, and (iv) a review and analysis of 
academic articles on the development of the green bond market, the evolution of the labelled and 
sustainability-linked bonds and the general movement toward sustainable investments, as well as articles 
and commentaries from market actors on the development of the green and sustainable bond market to 
include Transition bonds and general corporate purposes Sustainability-linked bonds, including inter alia 
from external review providers, European, financial institutions, market associations, and law firms. The 
focus of the review and analysis is the need to expand the green bond market in order to facilitate the 
transition required to reach the targets in the Paris Agreement.  
 
The paper is organized as follows. After the Background (section 1), follows a section on the 
Development of the Green Bond Market (section 2), the Discussion and Results of the research (section 
3), my Analysis and Conclusions (section 4), and finally the Concluding Remarks (section 5).     
 
 

                                                      
33 ICMA, Sustainability Bond Guidelines June 2018 (SBG 2018)  
https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/Sustainability-Bonds-Guidelines-June-
2018-270520.pdf 
ICMA, Social Bond Principles, Voluntary Process Guidelines for issuing Social Bonds, June 2018 (SBP 2018)  
file:///C:/Users/ThinkPad/Downloads/Social%20Bond%20Principles%20-
%20June%202018%20140618%20WEB%20(1).pdf 
34 The Green Bond Principles, the Social Bond Principles and the Sustainability Bond Guidelines: Green, Social and 
Sustainability Bonds: A High -Level Mapping to the Sustainable Development Goals, June 2020 
https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/June-2020/Mapping-SDGs-to-Green-
Social-and-Sustainability-Bonds-2020-June-2020-090620.pdf 
35 Carney, Mark, Remarks given during the UN Secretary General’s Climate Action Summit 2019 (Carney 2019) 
https://www.bankofengland.co.uk/-/media/boe/files/speech/2019/remarks-given-during-the-un-secretary-
generals-climate-actions-summit-2019-mark-carney.pdf 
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1 Background 
 
1.1 The Green Bond Instrument    
 
A bond is a fixed income instrument that represents a loan made by an investor to a borrower. In its 
simplest form, a bond issuer will raise a fixed amount of capital, repaying the capital (principal) and 
accrued interest (coupon) over a set period of time.  
 
Green bonds are labelled “green” because the issuer undertakes to use the proceeds of the bonds for 
sustainable purposes. The main features of green and sustainable “use of proceeds” bonds are transparency 
of the use of proceeds for green purposes and reporting, based on the issuer’s disclosure and supported by external 
review, a “Second Party Opinion”. According to the GBP developed in 2014 by ICMA, which have been 
accepted as the market standard and are the basis for actors on the green bond market, green bonds are 
any type of bond instrument where the proceeds will be exclusively applied to finance or re-finance, in 
part or in full, new and/or existing “eligible green projects” defined in the GBP, and which are aligned 
with the four core components of the GBP: (i) use of proceeds, (ii) process for evaluation and selection of 
eligible projects, (iii) management of proceeds, and (iv) reporting.36 The GBP recognise several non-
exclusive broad categories of eligibility for green projects which contribute to environmental objectives, 
including inter alia renewable energy, energy efficiency, pollution prevention and control, climate change 
adaptation, green buildings, and sustainable water and wastewater management. Information on the green 
bond is generally included in the Prospectus and/or Final Terms of the bond documentation.37  
 
Green bonds are no different from conventional bonds from a legal and financial perspective, and there is 
no express price difference between green bonds and plain vanilla bonds, though there is research 
indicating that green bonds (especially green bonds issued by sovereigns and corporates) are getting a 
slight pricing advantage.38 While the proceeds are to be used for specific environmental purposes, they are 
not strictly speaking “ring-fenced”, and the bond exposes the investor to the risks of the entire balance 
sheet of the issuer.39 40 41 An empirical study and legal analysis of the terms and conditions of green bonds 
on the Nordic green bond market showed that the contracts do not include guarantees related to 
sustainability, and that issuers were unlikely to move towards including such guarantees as this would 
involve additional risk. However, if a bond labelled “green” would turn out not to be green, this would 
involve a significant reputational risk for the issuer.  
 
Green bonds represent an innovation in of sustainable finance, through their focus on green use of 
proceeds, providing transparency for investors on the green projects that are being financed or refinances, 
as well as additional information on the management of proceeds, impact reporting and external reviews.42 
 
1.2 Other Labelled Bonds – Transition Bonds   
                                                      
36 The GBP are collaborative and consultative in nature based on the contributions of members and observers of the 
GBP and SBP and of the wider community of stakeholders. 
37 See inter alia see Forsbacka, Kristina, Vulturius, Gregor, A Legal Analysis of Terms and Conditions for Green 
Bonds, Europarättslig Tidskrift 2019 3 (Forsbacka, Vulturius 2019) 
38 Fatica, Serena, Panzica, Roberto, Rancan, Michaela, “The pricing of green bonds”, European Commission – Joint 
Research Centre, Working Paper, Economics and Finance, 2019/7 
http://publications.jrc.ec.europa.eu/repository/bitstream/JRC116157/jrc116157_faticapanzicarancan_gbpricing_jrc
_report_01.pdf 
39 My previous study of terms and conditions on the green bond market in Sweden, Finland and Denmark shows 
that the contractual terms and conditions of green bonds do not include green undertakings or guarantees by the 
issuer in relation to the investor, see Forsbacka, Vulturius 2019 
40 See inter alia Thomä, Jakob, Hayne, Michael and Komar, Vitaliy, “The elephant in the room, Aligning global bond 
markets with climate goals”, Discussion Paper June, 2 degrees Investing Initiative, 2018, (Thomä, Hayne, Komar 
2018) p.10, https://2degrees-investing.org/wp-content/uploads/2018/06/2ii_WWF_Bonds.pdf 
41 For an analysis of the terms and conditions for green bonds on the Nordic market, please see inter alia Forsbacka, 
Vulturius 2019     
42 Maltais, Nykvist 2020 
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The sustainability bond market is a little over a decade old and has already evolved rapidly, and there is 
increasing label diversification. After the introduction of green bonds in 2008, other sustainable “use of 
proceeds” bonds, modelled after principles similar to the GBP, have emerged. These variations include 
social bonds (to finance or refinance social projects), sustainable bonds (where the proceeds are applied to 
a combination of both green and social projects) and blue-green bonds (for water protection purposes), to 
name a few. Green bonds (which can include blue bonds), social bonds and sustainable bonds are “use of 
proceeds” bonds regulated by ICMA principles.43 These bonds are also called labelled bonds, as they have a 
dedicated use of proceeds. SDG bonds have emerged as issuers and investors have started adopting policies 
and strategies linked to the UN SDGs. SDG bonds can be green bonds or social bonds, if they are aligned 
with the GBP or Social Bonds Principles. The market has seen labelled use of proceeds bonds that 
address more specific agendas within the environmental financing space. One example are blue bonds, 
which target the sustainable use of ocean resources. The Republic of Seychelles was the first sovereign to 
issue a blue bond in October 2018. The proceeds were allocated to financing the expansion of marine 
protected areas, improving the governance of fisheries and facilitating the development of the Seychelles’ 
blue economy.  

Other labelled or themed bonds that are emerging include Transition bonds, which are aimed at issuers 
that operate in ‘brown’ industries today but have the ambition to transition to green. Transition bonds 
have also been issued by firms which lack enough green projects and assets to issue labelled green bonds, 
and that have concerns about the reputational risk related to greenwashing.44  
 
1.3 Sustainability-linked Bonds   
 
In the empirical study and legal analysis of the terms and conditions of green bonds on the Nordic green 
bond market from 2018, the possibility to include a price incentive connected to the yield – similar as in 
sustainability-linked loans, was discussed, noting that this would imply a new bond instrument.45  
 
In October 2019, Enel issued the first bonds with a sustainability purpose that included a price 
component. 46 47 These bonds were aligned with the SDGs and labelled SDG-linked bonds, and are a form 
of Sustainability-lined bonds. As opposed to the traditional “use of proceeds” model where funding is 
earmarked to specific green and/or sustainable assets or projects, the cost of funding for Sustainability-
linked bonds depends on sustainability improvements at the organisational level. This could involve, for 
example, a company committing to improving its Environmental, Social and Governance (ESG) rating by 
a specific margin or meeting GHG emission reduction targets within an agreed timeframe. It should be 
noted that Sustainability-linked bonds should not be confused with “use of proceeds” sustainability bonds 
aligned with the ICMA Sustainability Bond Guidelines, which are project based labelled bonds where the 
proceeds are used for both green and social projects. 
 
 
2 The Development of the Green Bond Market 
 
 
The green and sustainable bond markets have been seen as an important tool to steer financial flows 
towards climate-resilient and sustainable development. Research indicates that the European and 
international green bond market does not seem to suffer from any significant market dysfunction, and it 

                                                      
43 Social Bonds are use of proceeds bonds that raise funds for new and existing projects with positive social 
outcomes, see SBG 
44 CBI 2020  
45 Forsbacka, Vulturius, 2019 
46 See inter alia Thomä, Hayne, Komar, 2018 p.10   
47 For an analysis of the terms and conditions for green bonds on the Nordic market, please see inter alia Forsbacka, 
Vulturius 2019     
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benefits from structured and reactive best market practice by the GBP.48 49 Investors show an increasing 
appetite for green transition opportunities and there is strong investor appetite for green bonds, with 
demand for more bonds from more issuers in more sectors.50 Generally, investors have no reason not to 
buy green bonds, so even those without dedicated funds can and are willing to be involved, often 
preferring green bonds where possible.51  
 
As the sustainable bond market, which includes green, social and sustainability bonds, has shown 
increasing creativity, a discussion on what the market is trying to achieve and what the best way is to 
achieve it has been initiated.52 
 
2.1 High investor appetite for green transition opportunities  
 
The CBI made a survey among Europe-based investors in green bonds in 2019.53 54 55 Results from the 
survey were provided by a group of investors overweight against the green bond market (around 67 per 
cent of the respondents were overweight against the global green bond market), which may have 
influenced their decision to participate, but the results are still interesting. Key findings were that investors 
are looking for green transition opportunities and look for high climate impact. There is strong investor 
appetite for green bonds, with respondents consistently expressing demand for more bonds from more 
issuers in more sectors. Almost two-thirds of respondents said they prefer green bonds (over vanilla 
equivalents) where available and competitively priced. Over half of these investors also have a specific 
green bond fund and/or mandate. Corporates were identified as the most demanded issuer type. The 
most important factor for making a green bond investment decision was satisfactory green credentials at 
issuance. Respondents demonstrated high expectations of integrity, with 79 per cent saying that they 
would definitely sell if post-issuance reporting was poor, and 30 per cent would be more likely to. 
Respondents viewed policy as the most effective way to scale up the green bond market, with 
standardization of definitions being a priority. Disclosure – pre- and post-issuance, of both allocations and 
environmental impacts – is valuated. Implementing the recommendations of bodies such as e.g. the Task 
Force for Climate-related Disclosures (TCFD) and the TEG into public policy has the potential to unite 
issuers and investors and scale up the market. Policies such as tax incentives and differentiated capital 
treatment of low- versus high-carbon assets, designed to channel investment from high- to low-carbon 
assets, were also mentioned.56  
 
An empirical survey from 2019 on the Swedish market confirmed that investors see the possibility to 
invest in specific green projects or assets that are independently verified as green without taking on any 

                                                      
48 EU GBS Report 2019  
49 Climate Bonds Initiative, Green Bond Investor Survey (CBI Investor Survey 2019), 
https://www.climatebonds.net/resources/press-releases/2019/11/green-bond-european-investor-survey-fixed-
income-managers-want https://www.climatebonds.net/files/files/GB_Investor_Survey-final.pdf 
50 Climate Bonds Initiative surveyed 48 of the largest Europe-based fixed income asset managers. It can be noted 
that results from the survey are provided by a group of investors overweight against the green bond market, which 
may have influenced their decision to participate. Notably, around 67 per cent of the respondents are overweight 
against the global green bond market, CBI Investor Survey 2019  
51 CBI Investor Survey 2019 
52 Cripps, Peter, Environmental Finance Sustainable Bonds Insight 2020 – Introduction, Environmental Finance, 11 
February 2020, (Cripps Sustainable Bonds Insight February 2020) https://www.environmental-
finance.com/content/the-green-bond-hub/environmental-finance-sustainable-bonds-insight-2020-introduction.html 
53 Maltais, Nykvist 2019. See also CBI Investor Survey 2019  
54 Results from the survey are provided by a group of investors overweight against the green bond market, which 
may have influenced their decision to participate. Notably, around 67 per cent of the respondents are overweight 
against the global green bond market, p 5 
55 CBI Green Bond Market Summary 2019 
https://www.climatebonds.net/system/tdf/reports/2019_annual_highlights-
final.pdf?file=1&type=node&id=46731&force=0 
56 CBI Investor Survey 2019, CBI Press release 13 November 2019, https://www.climatebonds.net/resources/press-
releases/2019/11/green-bond-european-investor-survey-fixed-income-managers-want 
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meaningful additional risk as the clearest advantage to invest in green bonds.57 Branding and being able to 
offer new premium products to customers were also considered as important advantages. Companies that 
issue green bonds are considered as high performers in terms of sustainability, and there should be risk 
reduction advantages versus regular bonds. Though yields for green bonds were found to be slightly 
lower, investor claimed that they were not able to accept lower returns from green bonds (“greenium”), 
which could seem inconsistent. Issuing a green bond is also viewed as one means to further consolidate 
the investment in sustainability already made by the company.  
 
To conclude, the above empirical surveys show that investors have no reason not to buy green bonds, so 
even those without dedicated funds can and are willing to be involved, often preferring green bonds 
where possible. Investors also want to see more issuance from high-emission sectors, and with all types of 
use of proceeds but applying integrity and transparency. Policy mechanisms such as standardisation of 
green bond definitions, consistency of reporting, and differentiated capital treatment of low- versus high-
carbon assets were identified as factors that are raised.58 
 
2.2 Barriers to the green bond markets and the steering of financial flows  
 
Barriers to increasing the green bond market 
 
The TEG Report on the EU GBS from June 2019 finds that a lack of green projects and green assets seems 
to be one main barrier of the enhancement of the green bond market. Other barriers are issuer concern 
with reputational risks and lack of green definitions and lack of clear economic benefits for issuers.59 The CBI survey 
also confirmed that the lack of suitable assets is impeding the growth of the green bond market, and that 
standardising terminology and disclosure could help market growth.60 The survey on the Swedish green 
bond market by Maltais and Nykvist confirmed that issuers do not find that green bonds affect their cost 
of capital in a way that can impact their overall investment strategies. The issuers did, however, indicate 
that green bonds can lead to more investment into the environmental performance of the projects they do 
decide to invest in. The reputation of green bond issuers becomes more dependent on ensuring that the 
assets financed by a green bond remain within certification. Furthermore, issuers see green bonds as 
serving an important signalling function, highlighting that other comparable investments are not green and 
that there is investor demand for green investments. There are clear branding incentives among issuers. There 
is also an expectation that access to financing will increasingly be dependent on the sustainability of the 
borrower.61 
 
To conclude, barriers to the green bond market are issuers’ concern with reputational risks and green 
definitions, the lack of green projects and thus a lack of supply on the green bond market, and the absence 
of clear economic benefits for issuers.62  
 
Green bonds do not steer capital to sustainable investments  
 
Notably, research indicates that green bonds do not seem to move capital from unsustainable to sustainable 
investments. A study from 2016 suggested that the green bond market does not help stimulate green 
investments by reducing the cost of capital for green projects. Rather, evidence suggested that this does 
not occur. According to Shislov, Morel and Cochran, there seems to be a “repackaging” of bonds that 

                                                      
57 Maltais, Nykvist 2020 
58 CBI Investor Survey 2019 
59 EU GBS Report 2019 and CBI Investor Survey 2019  
60 CBI Investor Survey 2019 
61 Maltais, Nykvist 2020 
62 See Ehlers, Torsten, Mojon, Benoit, Packer, Frank, Green bonds and Carbon Emissions; Exploring the case for a 
rating system at the firm level, BIS Quarterly Review, 14 September 2020 (Ehlers, Mojon and Packer 2020)   
https://www.bis.org/publ/qtrpdf/r_qt2009c.htm Mooney, Attracta, Temple-West, Patrick, Climate change: Asset 
managers join forces with the eco-warriors, Financial Times, 26 July 2020, https://www.ft.com/content/78167e0b-
fdc5-461b-9d95-d8e068971364 G20 Green Finance Synthesis Report, 5 September 2016 
https://unepinquiry.org/wp-content/uploads/2016/09/Synthesis_Report_Full_EN.pdf 
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would most likely have been issued as traditional products.63 The empirical study among investors and 
issuers of green bonds on the Swedish market confirmed this result, and showed that respondents do not 
find green bonds as a financial instrument to play a large role in shifting capital from unsustainable to 
sustainable investments. This has also been confirmed in the results from earlier assessments of the 
market. 64 As noted above, several studies imply that there are no clear economic benefits for issuers.  
 
An empirical analysis of the twenty largest European green bond issuers in 2018 by Tuhkanen and 
Vulturius showed a disconnect between issuers’ climate targets and their green bond frameworks, and 
shortcomings in issuers’ post-issuance reporting. The results suggested that there has been little pressure 
for green bond issuers to use their proceeds to achieve ambitious science-based targets. This indicates that 
issuing green bonds does not always go hand in hand with setting ambitious climate targets and that there 
can be a disconnect between issuers’ climate targets, their green bond frameworks and impact reporting.65   
 
A recent study carried out for a club of central banks in 2020 by Ehlers, Mojon, Packer also questions the 
purpose of green bonds and argues that evidence that the current system of green bond finance would 
significantly accelerate the transition to a low-carbon economy is mixed. The study notes that large 
polluters rarely issue green bonds as they are afraid of being accused of greenwashing, and because the 
bonds would be excluded from green funds. Their conclusion is that green-bond issuance does not seem 
to lead to decarbonisation. The authors claim that overall, there is no strong evidence that green bond 
issuance is associated with reduction in carbon intensities over time at the firm level.66  
 
On the other hand, it should be noted that there are still benefits connected to green bonds. Many bonds 
are used to refinance genuinely green projects. The reduction in carbon dioxide may have happened 
before issuance, argues Sean Kidney of CBI. For issuers, one advantage is reputational, and it is argued 
that the green label may also attract a wider pool of lenders than conventional bonds.67  
 

To conclude, green bonds do not affect issuers’ cost of capital in a way that can impact their overall 
investment strategies, and it seems like green-bond issuance does not seem to lead to decarbonisation. On 
the other hand, the reputation of green bond issuers becomes more dependent on ensuring that any assets 
financed by a green bond remain within certification. The issuer takes a considerable reputational risk, 
should the bond not be perceived as “green” by investors.68  
 
 

3. Discussion and Results  
 
3.1 “50 Shades of Green” 
 

                                                      
63 Shishlov, Igor, Romain Morel, and Ian Cochran, Beyond Transparency: Unlocking the Full Potential of Green 
Bonds., Institute for Climate Economics Report, 2016 (Shislov, Morel, Cochran 
2016) https://www.I4ce.Org/Download/Unlocking-the-Potential-of-Green-Bonds/  
64 Sweden is leading in the green bond market, and is moving green bonds out of a niche asset class and into the 
mainstream, comparatively mature green bond market, see Maltais, Nykvist 2020. See also Shishlov, Morel, 
Cochran 2016 
65 Tuhkanen, Heidi, Vulturius, Gregor, Are green bonds funding the transition? Investigating the link between 
companies’ climate targets and green debt financing, Journal of Sustainable Finance & Investment, 14 December 
2020, (Tuhkanen, Vulturius 2020)  https://www.tandfonline.com/doi/full/10.1080/20430795.2020.1857634 
66 Ehlers, Mojon, Packer 2020. The authors promote a complementary rating system that could further encourage 
firms to improve their carbon efficiency, arguing that such a system should deliver firm-level ratings based on carbon 
intensities. An additional benefit of firm-level ratings is that investors could also use them to rate any financial 
instruments issued by a firm, including stocks and not only bonds. See also The Economist, Finance and economics, 
The meaning of green, What is the point of green bonds, 19 September 2020 (The Economist 2020)  
file:///C:/Users/ThinkPad/Downloads/whatrgreenbonds4%20(1).pdf 
67 Ehlers, Mojon, Packer 2020 and The Economist 2020 
68 Maltais, Nykvist 2020 
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It is clear that we will not reach a fully decarbonised world by 2050 solely through green processes.69 In 
his speech at the UN Climate Summit in September 2019, Mark Carney, then governor of the Bank of 
England, emphasized that for sustainable investments to go truly mainstream, it needs to do more than 
exclude incorrigibly brown industries and finance new, deep green technologies. Sustainable investing 
should support all companies that are working to transition from brown to green.  
 
One problem with the emerging bond labels is that there has not been a clear definition of “green” or 
ESG. There is a need for definitions, taxonomies and standardization. Standardising terminology and 
disclosure could help market growth. Policy mechanisms such as standardisation of green bond 
definitions, consistency of reporting, and differentiated capital treatment of low- versus high-carbon assets 
are identified as factors that especially need to be addressed. Mark Carney pointed at the EU Taxonomy 
and the EU GBS as good starts, but noted that they are binary (dark green or brown) and do not account 
for progress from brown to green – progress that could make a significant contribution to our climate 
goals. He claims that mainstreaming sustainable investing will require a richer taxonomy – “50 shades of 
green”.70  
 
CICERO, the second largest provider of Second Party Opinions (and the dominant provider on the 
Nordic green bond market) has emphasized that all sectors need to contribute to the transition.71 
Traditional “dirty” sectors such as shipping, aviation, oil and gas have a pivotal role to play in transitioning 
to a low carbon economy.72 CICERO applies a “shades of green and brown” methodology, whereby 
green bonds are graded “dark, medium or light” green or “brown”, depending on how well the issuers’ 
green bond framework supports the transition to a low-carbon and climate-resilient society.73 CICERO 
strives to avoid locking-in of emissions through careful infrastructure investments and moving towards 
low- or zero-emitting infrastructure. According to the CICERO Shades of Green methodology: (i) Dark 
green is allocated to project and solutions that correspond to the long-term vision of a low carbon and 
climate resilient future: fossil-fuelled technologies that lock in long-term emissions do not qualify for 
financing, (ii) Medium green is allocated to projects and solutions that represent steps towards the long-
term vision, but are not quite there yet: fossil-fuelled technologies that lock in long-term emissions do not 
qualify for financing, (iii) Light green is allocated to projects and solutions that are environmentally 
friendly but do not by themselves represent or contribute to the long-term vision: these represent 
necessary and potentially significant short-term GHG emission reductions, but need to be managed to 
avoid extension of equipment lifetime that can lock-in fossil fuel elements and (iv) Brown is for projects 
that are in opposition to the long-term vision of a low carbon and climate resilient future; examples are 
new infrastructure for coal.74 75 Below is a figure that shows the Shades of Green by project type, where 
CICERO has provided a Second Party Opinion.76  

                                                      
69 Duteil Hervé, Sustainable Finance: it’s all about transition! Part one, Environmental Finance, 6 September 2019 
(Duteil 2019 Part One)  https://www.environmental-finance.com/content/analysis/sustainable-finance-its-all-
about-transition!-part-one.html, BNP Paribas, Transition Finance and the three Sustainable Finance Revolutions, 3 
October 2019, https://cib.bnpparibas.com/sustain/transition-finance-and-the-three-sustainable-finance-
revolutions_a-3-3127.html 
70 Carney 2019  
71 CICERO was awarded external reviewer of the year in 2020 for the fourth consecutive time by Environmental 
Finance, Environmental Finance, External assessment provider of the year 2020 – CICERO Shades of green, 
Environmental Finance, 30 March 2020  https://www.environmental-finance.com/content/awards/green-social-
and-sustainability-bond-awards-2020/winners/external-assessment-provider-of-the-year-cicero-shades-of-green.html 
72 CICERO Shades of green, 3 October 2019, CICERO webpage https://www.cicero.green/late 
72 stnews/2019/10/3/why-we-need-all-sectors-to-contribute-to-a-global-transition-to-green 
73 CICERO Shades of Green, Second Opinions, CICERO webpage  https://www.cicero.oslo.no/en/climate-
finance-main/second-opinions  
https://static1.squarespace.com/static/5bc5b31a7788975c96763ea7/t/5e844ddcee3f165881310782/1585729004222
/Shades+of+green+factsheet+V4.pdf 
74 CICERO, Second Opinions on Green Bonds, 
file:///C:/Users/ThinkPad/Downloads/Second%20opninion%20flyer_web_version.pdf 
75 Framework for CICERO’s Second Opinions on Green Bond Investments, 28 April 2016 
file:///C:/Users/ThinkPad/Downloads/CICERO%20Second%20Opinion%20Framework%20280416%20(1).pdf 
76 Information provided by Harald Lund at CICERO on 14 December 2020, CICERO 
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To conclude, there is increasing awareness that in order to effectively carry out the transition to a low-
carbon and climate resilient society, there is a need to support the transition from “brown” to less 
“brown”.  
 
Following the expansion of the green bond market, 2019 saw an unprecedented increase in innovation 
and experimentation, and there was a dramatic rise in the issuance of other labelled bonds. Investors are 
increasingly looking for green transition opportunities.77  
 
Two different trends that are emerging are Transition bonds and Sustainability-linked bonds, which I will 
discuss in more detail in this paper. I will below describe and analyse some of the emerging Transition 
bond and Sustainability-linked bond initiatives and also comment on some critical views raised regarding 
these instruments.    
 
3.2 Emerging Transition Bonds  
 
The Transition bond differs from green bonds in the sense that it focuses on high-carbon businesses to 
enable them to shift to greener practices. In order to reach the transition required, a larger number of 
sectors, sectors that are brown today and will remain brown for some time, must participate. Transition 
finance is needed for sectors that (i) are not green today, (ii) cannot become green tomorrow, yet (iii) can 
and need to get greener (“less brown”) faster; at a pace likely in line with recognised sustainable 

                                                      
77 CBI Investor Survey 2019  
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development scenarios, or at least within the scope of a disclosed comprehensive strategy roadmap that 
will get them back in line within an acceptable timeframe.78 This grey area of ESG-aligned – but not fully 
green – include a number of recent transactions labelled as Transition bonds, some of which are 
considered controversial.  

There are examples of “browner” sectors finding ways to find sustainable finance and issuing Transition 
“use of proceeds” bonds aligned with the GBP under new labels. Below I describe and comment on some 
bonds labelled “Transition bonds” issued by browner sectors which find a way to sustainable finance 
under new labels. Some of these bonds have been assessed by the Second Party Opinion provider as – 
wholly or partly – fulfilling the requirements of other labelled “use of proceeds” bonds such as green 
bonds under the GBP, while others do not fulfil the green bond requirements. Importantly, as no agreed 
standards or principles have existed for these Transition bonds, issuers have defined them as they see fit, and 
have avoided the green bond label and instead used different innovative labels for the bonds, even though 
some of the bonds have been assessed as fulfilling the requirements of green bonds. To conclude, there is 
great variation in the labelling of these emerging bonds and no clear line whether a Transition bond could 
also be “green”. Thus, one central question is where you draw the line between green and transition, and 
whether Transition bonds should be considered green or form an asset class of their own.79 
 
I will below describe some emerging Transition bonds. 
 
Hong Kong power producer Castle Peak Power Climate Action Bonds has issued “Energy Transition Bonds” 
and “New Energy Bonds”  

 
Hong Kong power producer Castle Peak Power Co. Ltd., a subsidiary of CLP Holdings Ltd. (CLP) issued 
a MUSD 500 “Energy Transition Bond” in July 2017 to pay for a natural gas plant that the company said 
was critical to Hong Kong’s efforts to cut carbon emissions.80 Two types of bonds, referred to as “Climate 
Action Bonds”, can be issued under the CLP’s Climate Action Framework: (i) “Energy Transition Bonds” 
whose use of proceeds is to develop gas fired power plants to support the transition from coal fired power 
generation in markets with limited renewable energy resources, and (ii) “New Energy Bonds” whose use of 
proceeds is to develop renewable energy, energy efficiency and low emissions transportation infrastructure 
projects.  

 
Second Party Opinion provider DNV-GL notes in their opinion that the use of proceeds of the New 
Energy Bonds are included in the indicative list of sectors included in the section 1 of the GBP, while the 

                                                      
78 Duteil Hervé, Sustainable finance: It’s all about transition! Part two, Environmental Finance, 13 September 2019 
(Duteil 2019 Part Two)  https://www.environmental-finance.com/content/analysis/sustainable-finance-its-all-
about-transition-part-two.html 
79 Michaelsen, Jacob, Cadent Gas reignites the “transition bond” debate, Nordea, 3 March 2020  
https://insights.nordea.com/en/sustainable-finance/cadent-gas-transition-bond/ 
Michaelsen, Jacob, A nuanced perspective on transition bonds, Environmental Finance, 15 October 2019 
(Michaelson A nuanced perspective on transition bonds 2019)  
https://www.environmental-finance.com/content/analysis/a-nuanced-perspective-on-transition-bonds.html  
Duteil 2019 Part One, Duteil 2019 Part Two 
80 Copley, Michael, Investors eye “transition bonds” to decarbonize heavy industry, S&P Market Intelligence, 5 July 
2019   https://www.spglobal.com/marketintelligence/en/news-insights/trending/KMfR_AVI0s89UkNJudK2Fg2 
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use of proceeds of the Energy Transition Bonds are not.81 The bond has caused controversy as it will fund the 
continued burning of fossil fuel.82 

 
Italian utility SNAM S.p.A. has issued a “Climate Action Bond” 
 
Italian utility SNAM S.p.A. issued a Climate Action Bond in February 2019. SNAM engages in the transport 
and dispatching, regasification, and storage of natural gas. SNAM is Europe’s leading gas utility and is one 
of the largest Italian companies. This was the first issuance of a Climate Action Bond in Europe. The 
proceeds from the bond will be used to fund both the company’s green investments in biomethane and 
energy efficiency and also those aimed at improving the environmental impact of SNAM’s activities, in the 
light of reducing the company’s methane emissions by 25 % by 2025.  
 
While structurally similar to a green bond, SNAM has worked with DNV to create a Climate Action Bond 
suitable for its own project mix and sector, acknowledging in its framework for the bond, the sensitivities 
around natural gas amidst many green market stakeholders, but also stressing the importance of gas as a 
“flexible, safe and low environmental-impact fuel”.83  84 According to the Italian National Adaption Plan 
(PNACC), which demonstrates how Italy will meet its targets to reduce GHG emissions and which is 
derived from Italy’s National Adaption Strategy, gas is recognized as a “bridging fuel” that is replacing 
mainly oil fueled energy generation as the scale of renewables is increased. SNAM has identified SDGs 
that are the most material to SNAM’s business and are aligned with its Climate Action Bond Framework. 
SNAM intends to use the funds from the bond issuance for eligible projects under categories Carbon & 
Emission Reduction, Renewable Energy, Energy Efficiency and Green Development Projects. 

 
Second Party Opinion provider DNV-GL conclude that the bond is aligned with SNAM’ Climate Action 
Bond Framework, Italy’s PNACC and the GBP.85 86 Issuance was approximately five times oversubscribed 

                                                      
81 CLP Climate Action Finance Framework, July 2017 
https://www.clpgroup.com/en/investor-relations/investor-information/clp-climate-action-finance-framework.html 
DNV-GL Climate Action Finance Report, 2019 
https://www.clpgroup.com/content/dam/clp-group/channels/investor/document/3-9-climate-action-finance-
framework/2019_CA_Finance_Report_en.pdf.coredownload.pdf 
https://www.clpgroup.com/content/dam/clp-group/channels/investor/document/3-9-climate-action-finance-
framework/2017_CA_Finance_Report_en.pdf.coredownload.pdf 
DNV-GL CLP Climate Action Finance Framework, Second Party Opinion, 13 June 2020 
https://www.clpgroup.com/content/dam/clp-group/channels/investor/document/3-9-climate-action-finance-
framework/CLP%20Climate%20Action%20Bond%20Second%20Opinion.pdf 
These bonds have been followed by additional transition bonds where DNV-GL have issued a Second Party 
Opinion, see DNV-GL  Second Opinion, 13 June 2020 https://www.clpgroup.com/content/dam/clp-
group/channels/investor/document/3-9-climate-action-finance-
framework/CLP%20Climate%20Action%20Bond%20Second%20Opinion.pdf 
82 Gore, Garreth, Berrospi, Miluska, Rise of controversial transition bonds leads to call for industry standards, 
Reuters, 6 September 2019 (Gore, Berrospi 2019) https://www.reuters.com/article/rise-of-controversial-transition-
bonds-l/rise-of-controversial-transition-bonds-leads-to-call-for-industry-standards-idUSL5N25W2QT 
Singularity Financial, 15 June 2020, https://sfl.global/en/news_post/hong-kong-based-power-company-criticized-
for-its-revised-transition-bond-framework/ 
83 NatWest, New SNAM framework and the green-gas debate, 15 November 2018, 
https://www.nwm.com/insights/articles/new-snam-framework-and-the-green-gas-debate/ 
84 Mullin, Keith, Snam’s Climate Action Bonds: Feeding the paranoia of the righteous, Linked-in, 1 March 2019  
https://www.linkedin.com/pulse/snams-climate-action-bonds-feeding-paranoia-righteous-keith-mullin/ 
85 SNAM Press release, SNAM webpage, 21 February 2019,  https://www.snam.it/en/Media/Press-
releases/2019/climate-action-bond.html 
SNAM Climate Action Bond Framework 
https://www.snam.it/export/sites/snam-rp/it/investor-
relations/debito_credit_rating/file/Snam_Climate_Action_Bond_Framework.pdf 
86 DNV-GL, Second Party Opinion on SNAM S.P.A., Climate Action Bond, 5 November 2018,  
https://www.snam.it/export/sites/snam-rp/it/investor-
relations/debito_credit_rating/file/SNAM_SpA_Climate_Action_Bond_-
_DNV_GL_Eligibility_Assessment_Opinion.pdf 
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by high quality and geographically diversified institutional investors. However, the issue of the bond has 
raised questions because it will fund the continued burning of fossil fuel.87 
 
Brazilian beef producer Marfrig has issued a “Sustainable Transition Bond” 
 
Marfrig Global Foods is a Brazilian beef producer that slaughters more than 33,000 cows a day, including 
many that have been reared in parts of the Amazon cleared rainforest. Beef is not green, but the issuer 
was making an effort to fight deforestation. Marfrig was unlikely to meet the minimum standards of many 
green investors. Instead, the bankers re-labelled the transaction, and in July 2019 Marfrig issued the first 
“Sustainable Transition Bond”, referring to the fact that Marfrig was “best in class” in its sector.  
 
Second Party Opinion provider ViegoEiris confirmed that the it considers the bond aligned with the four 
core components of the GBP and SBP. However, the opinion was highly caveated.88 The bond was more 
than three times oversubscribed.89 While the deal was oversubscribed, it also caused some controversy. 
Critics doubted Marfrig’s claims that it could fully monitor the supply chain. The concept of transition 
bonds also came under greenwashing criticism, for potentially giving cover to companies not fully 
committed to real environmental change.90 
 
Teekay Shuttle Tankers in Bermuda has issued a “Green Bond” 

Teekay Shuttle Tankers L.L.C., headquartered in Bermuda, is a globally operating owner of shuttle 
tankers, ships designed for oil transport from off-shore oil fields to the shore by specialized tankers. 
Teekay’s customer base consists of primarily oil majors and producers. Teekay issued a green bond in 
October 2019.  

Second Party Opinion provider CICERO confirmed a “Light Green” Green Bond shading, explaining that 
Teekay provides a short-term solution for important efficiency improvements and supports accelerating 
lower emission shipping, but does not provide a long-term solution to a low-carbon and climate resilient 
future.   

Notably, Teekay was seeking between MUSD 150 and 200 to finance the construction of four new fuel-
efficient tankers, but could only raise MUSD 125. Teekay’s struggle to raise capital is rare in the green 
bond market, which has been especially hot in 2019 with global issuance on a record-setting pace, and 
many of the securities coming to market having been oversubscribed. Cold investor reception of the 
Teekay green bond highlights the need for a common standard in the green bonds market.91 Investors’ 
                                                      
87 Gore, Garreth, Berrospi, Miluska, Update 1: Rise of controversial transition bonds leads to call for industry 
standards, Reuters, 6 September 2019  https://www.reuters.com/article/idUSL5N25X3IC  
88 Garreth, Berrospi 2019, Wallin, Alguequerque, Filipe, Brasilian Meat Giant Issues Sustainable Transition Bond, 
Nordsip, 1 August 2019 https://nordsip.com/2019/08/01/brazilian-meat-giant-issues-sustainable-transition-bond/ 
http://www.marfrig.com.br/Arquivos/Second_Party_Opinion__Sustainable_Transition_Bond_Marfrig.pdf 
89 Mafrig Sustainable Transition Bond Framework, July 2019 https://api.mziq.com/mzfilemanager/v2/d/b8180300-
b881-4e6c-b970-12ad72a86ec8/bd0c8bc6-f9f0-abc2-1d91-c888455bfcc9?origin=2 
Viego Eiris Second Party Opinion on the sustainability of Mafrig Global Foods’s Sustainable Transition Bond, 25 
July 2019 
https://api.mziq.com/mzfilemanager/v2/d/b8180300-b881-4e6c-b970-12ad72a86ec8/83f29e8c-6dc7-2308-a67c-
035cd9c5fb9c?origin=2  
90 The bond was commented by Gore, Berrospi 2019 https://www.reuters.com/article/idUSL5N25X3IC 
Sanderson, Owen, Keep Transition and Sustainable Bonds Separate, Global Capital, 1 October 2019, 
https://www.globalcapital.com/article/b1hdjnwkdk1vjv/keep-transition-and-sustainable-bonds-separate Freitas, 
Gerson Jr., Beef Giant Looks to Go Green with USD 500 Million Foreign-Bonds Sale, Bloomber 29 July 2019,  
https://www.bloomberg.com/news/articles/2019-07-29/beef-giant-looks-to-go-green-with-500-million-foreign-
bond-sale, Michaelsen, Jacob, Let’s move past the debate over “who can do green” says Jacob Michaelsen, Nordea, 
24 October 2019, (Michaelsen Let’s move past the debate over “who can do green” 2019) 
https://insights.nordea.com/en/sustainable-finance/transition-bonds/ 
Duteil 2019 Part One, Duteil 2019 Part Two  
91 Teekay Shuttel Tankers L.L.C., Green Bond Framework, September 2019  https://www.teekay.com/wp-
content/uploads/2019/04/Teekay-Shuttle-Tankers-L.L.C.-Green-Bond-Framework-September-2019.pdf91 
CICERO Shades of Green, Second Party Opinion, 29 September 2019,  https://www.teekay.com/wp-



    
 

 18 

reluctance to invest in the Teekay green bond was not based on concerns over how Teekay is using the 
funds, but the non-green nature of Teekay’s business.92 However, it was also argued what qualifies as 
green should not necessarily be binary. This echoes what Mark Carney said at the UN Climate Summit in 
September 2019 where he opined that the market must embrace “50 Shades of Green” in financing the 
transition to a low-carbon economy. 93 

Swedavia, Swedish airport operator has issued “Green Bonds” 

Another example of a green bond that has raised questions due to the nature of its business, is the green 
bond issued by Swedish airport operator Swedavia. In September 2019, Swedavia launched its Green 
Bond Framework,94 and in December 2019 the company issued a SEK 1 billion green bond. Swedavia's 
ambition is to be a world leader in developing airports with the least possible climate impact.95 Swedavia 
owns, operates and develops ten airports in Sweden with the least possible climate impact and conducts 
real estate operations. Bond proceeds will be used to fund investments and projects that support 
Swedavia’ long-term strategy and which contribute to the UN SDG and the goals of the Paris Agreement 
in the investment categories green buildings and infrastructure, energy efficiency, renewable energy, 
pollution prevention and control and clean transportation. These investments will support Swedavia’s goal 
of zero-emissions from own operations by 2020. Swedavia is member of several research projects with the 
objective to move towards zero-carbon air travel. By providing biofuels already now (currently only 
provided by very few airports globally), a 5% goal for its biofuel supply share in 2025, and by investing in 
zero-carbon fleet including heavy on-road transport and machinery under this framework, Swedavia 
claims to act as a role model for other airports globally.  

The Second Party Opinion provider CICERO notes that investors should, however, be aware that 
Swedavia’s green bond framework allows for direct investments into capacity increasing airport 
infrastructure, including a new pier at Stockholm Arlanda Airport. According to the issuer, total emissions 
of the airport as well as of all domestic and international flights excluding uptake of biofuel and 
electrification will remain constant or decrease slightly by 2038 due to fuel efficiency improvements. 
According to CICERO, investors should be aware of the significant risk of lock-in of emissions due to 
potential under-supply of biofuels in the future as well as rebound-effects due to under-performing fuel-
efficiency improvements or a larger passenger increase.96 

CICERO assesses the bond as“Light Green” under the GBP and a governance score of Excellent by 
CICERO.97 According to CICERO the bond announcement from Swedavia “follows the recent uptick in green 
bonds that highlight transition from traditional greenhouse gas-emitting sectors towards green”.98 Criticism has been 
raised against the Swedavia green bond as the proceeds may be used to increase capacity at Arlanda and 
Landvetter airports through the investment in a new pier at Arlanda, which bears a significant risk of 

                                                      
content/uploads/2019/04/Teekay-Shuttle-Tankers-L.L.C-Green-Bond-Second-Opinion.pdf The bond was 
commented by CICERO Shades of Green, Why we need all sectors to contribute to a global transition to green, 
CICERO webpage https://www.cicero.green/latestnews/2019/10/3/why-we-need-all-sectors-to-contribute-to-a-
global-transition-to-green Financial Times, Investors balk at green bond from group specializing in oil tankers, 17 
October 2019 https://www.ft.com/content/b1d4201c-f142-11e9-bfa4-b25f11f42901 Climate Bonds Initiative, 
Market News and Analysis, 11 November 2019,  https://www.climatebonds.net/2019/11/massive-october-green-
bonds-media-digest-ft-x-7-financial-news-washington-post-wall-street 
92 Teekay Shuttle Tankers L.L.C., Green bond investor presentation, October 2019, https://www.teekay.com/wp-
content/uploads/2019/10/Teekay-Shuttle-Tankers-L.L.C.-Green-Bond-Investor-Presentation.pdf 
93 Carney 2019  
94 Swedavia, Green Bond Framework, September 2019, https://www.swedavia.se/globalassets/finansiell-
information/grona-obligationer/swedavia_green_bond_framework_2019.pdf 
95 Swedavia Airports Press Release, 10 December 2019, Swedavia webpage  
file:///C:/Users/ThinkPad/Downloads/swedavia-issues-sek-1-billion-green-bond-loan-
74227_Swedavia_Pressrelease_2019-12-10_English.pdf 
96 Swedavia Launches Green Bond Framework, 25 October 2019, Swedavia webpage  
https://www.swedavia.com/about-swedavia/for-press/-swedavia-launches-green-bond-framework/#gref 
97 CICERO Shades of Green, Swedavia Second Opinion, 26 September 2019, 
https://www.swedavia.se/globalassets/finansiell-information/grona-obligationer/swedavia_spo_cicero_2019.pdf 
98 CICERO Shades of Green, Green Bond Transition Example: Aviation, 28 October 2019, CICERO webpage 
https://www.cicero.green/latestnews/2019/10/28/green-bond-transition-example-aviation 
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supporting increased air travel. Some investors have turned down the offer to invest in the bond.99 
However, CICERO refer to Mark Carney’s speech, where he notes that mainstreaming sustainable 
investing requires a wide array of green. 

Cadent Gas issues “Transition Bonds”  

Cadent Gas, the UK's largest gas distribution network spun off by National Grid, has agreed to the UK's 
first “transition bond” which has been issued to enable heavy-carbon emitters to access funds to 
decarbonise. The MGBP 435 (MEUR 500) bond will enable Cadent to retrofit its gas distribution network 
by focusing on and trialling hydrogen and low-carbon gases alongside fixing methane leakages.  

Second Party Opinion provider DNV-GL has reviewed the Cadent Gas Transition Bond Framework.100 

The framework follows the standard green bond frameworks, Cadent has chosen not to include a 
reference to GBP. The transition bond framework identified four different project categories. Three of 
them are in alignment with the green bond standards (renewable energy, clean transportation and green 
buildings). Notably, one of the four categories, “Retrofit of gas transmission and distribution networks”, is 
not included in project categories under the GBP. After engaging with Cadent, one potential investor 
found that all of the proceeds of the transition bond to be issued would be allocated to this last category. 
Since fossil fuel projects are not allowed in their green bond portfolios, they labelled this transition bond 
as non-green, making it not eligible for our green bond portfolios. This investor also expressed scepticism 
about the “transition” label since there are no standards and guidelines and this could invite issuers with 
wrong intentions to the sustainable finance market.” Others have commented on the bond as well.101  

The EBRD Green Transition Bond / Green Bond Programme Information Template 
 
It can also be mentioned that the European Bank for Reconstruction and Development (EBRD) has 
implemented a Green Transition Bond / Green Bond Programme Information Template of September 
2019 with a GBP component use-of-proceeds. EBRD recognises that there is an urgent need for projects 
to go beyond supporting assets that are considered already to be low carbon e.g. renewable energy, to 
finance investments in those sectors of the economy that today are highly dependent on the use of fossil 
fuels, thereby enabling them to transition to low carbon and resource-efficient operations.102 
                                                      
99 Davidsson, Marial Swedavia kan öka flyget med gröna pengar, SvD, 21 January 2020 
https://www.svd.se/swedavia-kan-oka-flyget-med-grona-pengar Spolander, Jörn, Swedavias gröna satsning sågas, 
NyTeknik, 28 January 2020,  https://www.nyteknik.se/miljo/swedavias-grona-satsning-sagas-6985503 
Västervikstidningen VT, Swedavias VD: “Det är upp till investerarna”, 28 January 2020 
https://www.vt.se/nyheter/swedavias-vd-det-ar-upp-till-investerarna-om6482226.aspx Motala Vadstena tidning, 
Bolund sågar Swedavias gröna satsning, 28 January 2020 https://mvt.se/nyheter/bolund-sagar-swedavias-grona-
satsning-om6481164.aspx DagensNäringsliv.se, 28 January 2020, 
https://www.dagensnaringsliv.se/index.php/20200128/174259/swedavias-vd-det-ar-upp-till-investerarna Wallin 
Albuquerque, Filipe, How Green are Airport Bonds?, Nordsip, 19 December 2019 
https://nordsip.com/2019/12/19/how-green-are-airport-green-bonds/ 
100 DNV GL Independent Assessment Cadent Gas Transition Bond Framework, 3 December 2019,  
https://cadentgas.com/nggdwsdev/media/Downloads/investor%20relations/DNVGL-Transition-Bond-
Framework-review.pdf Cadent Gas webpage, 17 January 2020, 
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Transition Bond Framework, Cadent webpage 17 January 2020, 
https://cadentgas.com/nggdwsdev/media/Downloads/investor%20relations/Cadent-Transition-Bond-
Framework.pdf DNV GL Independent Assessment Cadent Gas Transition Bond Framework, 3 December 2019, 
https://cadentgas.com/nggdwsdev/media/Downloads/investor%20relations/DNVGL-Transition-Bond-
Framework-review.pdf 
101 Bos, Bram and Meinema, Alfred, NN Green Bond / Green Short Duration, NN Investment Partners, 29 
February 2020,  file:///C:/Users/ThinkPad/Downloads/Strategy%20Brief%20Green%20Bond.pdf Hay, Jon, 
Turner, Mike, Cadent Gas to Bring Rare Transition Bond, Global Capital, 20 February 2020,  
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Reconstruction and Development (EBRD), September 2019,  
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3.3 AXA Proposed Transition Bond Definition 
 
The early emergence of Transition bonds led to calls for banks to work together with investors and issuers 
to come up with standards for such bonds as an asset class, a new type of “use of proceeds” instrument, 
distinct from green bonds. One such early example of is AXA’s early Transition bond proposal.103 I will 
describe this proposal as it was one of the first calls for a transition bond label.  
 
AXA Guidelines for Transition Bonds 
 
Investment manager AXA IM (AXA) developed guidelines for “use of proceeds” transition bonds, 
distinct from green bonds, covering considerations such as reporting, management of proceeds, and 
issuers’ sustainability strategies in June 2019.104  
 
According to the AXA proposal, Transition bonds are intended for companies which are (i) in GHG-
intensive industries such as materials, extractives, chemicals and transportation, and (ii) in industries which 
currently do not (and for the foreseeable future may not) have sufficient green assets to finance but do 
have financing needs to reduce their greenhouse gas footprint. The AXA proposal included a high level of 
transparency and follows the same structure as the GBP.105 The approach was framed around the four 
core components of (i) use of proceeds, (ii) process for project evaluation and selection, (iii) management 
of proceeds, and (iv) reporting. Alongside these four components, AXA also want to establish clear 
expectations on the issuer’s broader environmental strategy and practices. This was an additional component not 
currently explicit within the GBP, but which many leading investors in the market are already actively 
considering when assessing green bonds. Transition bond issuers should clearly communicate what 
climate transition means in the context of their current business model and their future strategic direction. 
AXA suggests that senior management and board directors should make a commitment to align their 
business with meeting the Paris Agreement goals. The issuer’s transition strategies should be intentional, 
material to business and measurable, and the Transition bond must fit into the broader transition strategy, 
defined by quantified short and long-term environmental objectives. Transition bonds should be a tool to 
principally finance a share of the issuer’s spending necessary to achieve targets.106 107  
 
Crédit Agricole issued a Transition bond 

In November 2019 Crédit Agricole issued a EUR 100 million Transition bond, the first Transition bond 
by a commercial bank, as a private placement subscribed by AXA. The proceeds of the bond are 
earmarked to a selection of loans made to projects in carbon intensive sectors which contribute to the 
transition to a low carbon economy, such as LNG-powered ships, investments in energy efficient 
industries as well as gas power assets in countries where power generation currently relies on coal. The 
bond is intended to allow AXA Group to contribute to the financing of climate transition assets, while 

                                                      
103 Gore, Berrospi 2019  
104 AXA Investment managers calls for new transition bonds to help companies go green, Press Release 11 June, 
2019  https://www.axa-im.com/content/-/asset_publisher/alpeXKk1gk2N/content/axa-investment-managers-
calls-for-new-transition-bonds-to-help-companies-go-green/23818?utm_source=t.co&utm_medium=referral, 
Avery, Helen, Green Money: Calls for transition bonds gain traction, Euromoney, 11 July 2019, 
https://www.euromoney.com/article/b1g6t3mnfmrn70/green-finance-calls-for-transition-bonds-gain-traction 
105 Takatsuki, Yo, Foll, Julien, Financing brown to green: Guidelines for transition bonds, AXA Investment 
Managers, 10 June 2019 https://realassets.axa-im.com/content/-
/asset_publisher/x7LvZDsY05WX/content/financing-brown-to-green-guidelines-for-transition-
bonds/23818#evaluation 
106 AXA Investment Managers, Press release, AXA launches a new phase in its climate strategy to accelerate its 
contribution to a low-carbon and more resilient economy, November 27, 2019, 
https://www.axa.com/en/newsroom/press-releases/axa-launches-a-new-phase-in-its-climate-strategy-to-accelerate-
its-contribution-to-a-low-carbon-and-more-resilient-economy 
107 AXA Investment Managers, Forming a bond: Supporting the energy transition, November 27, 2019, 
https://www.axa.com/en/spotlight/story/forming-a-bond-supporting-the-energy-transition 
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benefiting from Crédit Agricole’s credit strengths and global network. The bond represented a significant 
milestone in the development of Transition bonds.108 109 

 

3.4 The EU Taxonomy and the EU GBS – Transition Activities 
 
As described above, the surveys undertaken show that the lack of unified definitions of “green” and of 
standards is perceived as one of the main barriers to enhancing the green bond market. In addition, there 
is demand from investors for more issues from more sectors. 
 
The EU has recognised the need for clarification of definitions, and the TEG has proposed an EU 
Taxonomy, a “unified classification system” to help translate EU policy commitments, including the Paris 
Agreement and the UN SDGs, and an EU GBS based on the EU Taxonomy. The EU Taxonomy is 
recognised as the most important and urgent action under the Action Plan, and an important aspect of the 
EU Green Deal package. Considering the need to include issues from “brown” sectors, the EU 
Taxonomy has been developed to open up for including transition activities in the EU GBS. This means 
that the EU GBS can include such transition activities as described below.110   
 
The EU Taxonomy 
 
The EU Taxonomy opens up for including transition activities in the EU GBS, which means that green 
bonds can include such transition activities, and includes a new Article 6(1a) in the Taxonomy Regulation 
which sets out the framework for evaluating such transition activities.  
 
“Article 6  
Substantial contribution to climate change mitigation 
 
…. 
 

1a. For the purposes of paragraph 1, an economic activity for which there is no 
technologically and economically feasible low carbon alternative, shall be considered to 
contribute substantially to climate change mitigation as it supports the transition to a 
climate-neutral economy consistent with a pathway to limit the temperature increase to 1.5 
degrees Celsius above pre-industrial levels including by phasing out greenhouse gas 
emissions, in particular from solid fossil fuels, where that activity:  
(i) has greenhouse gas emission levels that correspond to the best performance in the 

sector or industry;  
(ii) does not hamper the development and deployment of low-carbon alternatives; 

and  
(iii) does not lead to a lock-in in carbon-intensive assets considering the economic 

lifetime of those assets.  
For the purpose of this paragraph and the establishment of technical screening criteria in 
accordance of Article 14, the Commission shall assess the potential contribution and 
feasibility of all relevant existing technologies.”  

 
The EU Taxonomy shall include, in addition to (i) activities that are already low carbon, also (ii) activities 
that contribute to a transition to a net-zero emissions economy in 2050 but are not currently close to a net-zero carbon 
emissions level, and (iii) activities that enable low-carbon performance or enable substantial emissions 
reductions. In establishing thresholds for Taxonomy screening criteria, the TEG interpreted climate 

                                                      
108 Crédit Agricole, Press release, Crédit Agricole issues Eur 100 million transition bond subscribed by AXA, 27 
November 2019,  https://www.ca-cib.com/pressroom/news/credit-agricole-cib-issues-eur-100-million-transition-
bond-subscribed-axa 
109 Cripps Sustainable Bonds Insights February 2020  
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change mitigation objectives to mean net-zero emissions by 2050 and a 50-55 percent reduction by 2030, 
consistent with the commitments under the EU Green Deal (the Council has decided on 50 percent 
reduction in December 2020). To establish transition pathways for heavily emitting sectors for which low-
carbon solutions are not available, consistent with these goals, the TEG adopted two principles: (i) 
ensuring no lock-in of assets inconsistent with these goals, and (ii) environmental performance well above the 
sector average.111 It can be noted that the “no lock-in” requirement is consistent with the requirements under 
the CICERO medium and light green labels, which can include transition activities as explained above.  
 
The Taxonomy Regulation  entered into force in July 2020.112 Together with the Disclosure Regulation113, 
the Taxonomy Regulation will require firms to disclose the degree of environmental sustainability of 
mainstream funds and pension products that are promoted as environmentally friendly, or to include 
disclaimers where they do not, as well as require firms which are subject to the Non-Financial Reporting 
Directive114 to provide certain information in relation to the Taxonomy Regulation in their related filings.  
 
The EU GBS 
 
The TEG has chosen the “use of proceeds” approach for its proposed EU GBS, in part because it allows 
any company to issue green bonds, regardless of their main activity, as long as they finance eligible green 
projects.115 The EU GBS builds on the best market practices, such as the GBP, but includes additional 
elements and guidelines to address the barriers to development.116 117 The proposed model sets out four 
components: (i) the alignment of the use of proceeds with the EU Taxonomy, (ii) the content of a Green 
Bond Framework to be produced by the issuer, (iii) the required allocation and impact reporting, and (iv) 
the requirements for external verification by an approved verifier. Proceeds from the EU Green Bonds 
should finance “green projects” that (i) contribute substantially to at least one of the six environmental 

                                                      
111 Taxonomy Report 2020   
112 Regulation (EU) 2020/852 of the European Parliament and of the Council of 18 June 2020 on the establishment 
of a framework to facilitate sustainable investment, and amending Regulation (EU) 2019/2088  

113 Regulation (EU) 2019/2088 of the European Parliament and of the Council of 27 November 2019 on 
sustainability‐related disclosures in the financial services sector https://eur-lex.europa.eu/legal-
content/EN/TXT/HTML/?uri=CELEX:32019R2088&from=EN 
114  Directive 2014/95/EU of the European Parliament and of the Council of 22 October 2014 amending Directive 
2013/34/EU as regards disclosure of non-financial and diversity information by certain large undertakings and 
group  https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32014L0095&from=EN 
115 EU GBS 2020  
116 The proposed model sets out four components: (i) the alignment of the use of proceeds with the EU Taxonomy, 
(ii) the content of a Green Bond Framework to be produced by the issuer, (iii) the required allocation and impact 
reporting, and (iv) the requirements for external verification by an approved verifier. Proceeds from the EU Green 
Bonds should finance “green projects” that (i) contribute substantially to at least one of the six environmental 
objectives of the EU Taxonomy Regulation, (ii) not significantly harm any of these objectives, (iii) comply with 
minimum safeguards, and (iv) comply with Technical Screening Criteria (TSC) in the EU Taxonomy. The TEG 
proposes that the EU GBS remains voluntary.  
The six environmental objectives are (i) climate change mitigation, (ii) climate change adaptation, (iii) sustainable use 
and protection of water and marine resources, (iv) transition to a circular economy, (v) pollution prevention and 
control, (vi) protection and restoration of biodiversity and ecosystems.  
Minimum safeguards are defined as procedures implemented by the issuer to ensure alignment with international 
standards, specifically the OECD Guidelines for Multinational Enterprises, the UN Guiding Principles on Business 
and Human Rights and International Labour Organisation’s declaration on Fundamental Rights and Principles at 
Work and the International Bill of Human Rights. 
117 The TEG proposes two forms of flexibility for the EU Taxonomy alignment. For specific cases where the TSC 
may not be directly applicable as a result of the innovative nature, the complexity, the location and/or other 
legitimate factors of the Green Projects, and as the EU Taxonomy will be developed progressively over time, for 
cases where the TSC have not yet been developed, such as for example for specific sectors or the four outstanding 
environmental objectives.   
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objectives of the EU Taxonomy Regulation118, (ii) not significantly harm any of these objectives, (iii) 
comply with minimum safeguards,119 and (iv) comply with technical screening criteria in the EU 
Taxonomy.120  
 
The TEG proposes that the use of EU GBS remains voluntary.121 However, while the EU standards will 
be voluntary, they will likely to become a de facto requirement for issuers in the European market.  
 
As discussed above, there has been a discussion whether Transition bonds should be considered a new 
label of their own, or a green bond, and concerns about compromising the green bond have been raised. 
The EU proposal means that transition activities defined under the EU Taxonomy, would be considered as 
activities allowed under green bonds and aligned with the EU GBS.  
 
3.5 Green and Sustainability-linked Loans and Bonds 
 
The sustainable finance community has also started to look beyond the “use of proceeds” concept and 
some of its limits, with focus shifting towards sustainability impact and performance. 122 A new financial 
instrument that is emerging is the Sustainability-linked bonds that are modelled after the Sustainability 
Linked Loan Principles (SLLP). 
 
Sustainability Linked Loans 
 
In 2017 the first credit facility with an interest rate margin linked to sustainability performance ratings or 
targets emerged. Contrary to what applies on green bonds and green loans regulated by the Green Loan 
Principles (GLP) modelled after the four core components of the GBP, sustainability linked loans are 
loans that are not dependent on how the proceeds are used. Instead, the key feature is that pricing is tied to the 
borrower’s performance against certain pre-determined sustainability criteria. Market standards for 
sustainability linked loan standards, the Sustainability Linked Loan Principles (SLLPs), were published by 
industry associations in March 2019.123 124  
 
The SLLP are voluntary recommended guidelines to be applied by market participants on a deal-by-deal 
basis, depending on the underlying characteristics of the transaction. The sustainability linked loan 

                                                      
118 The six environmental objectives are (i) climate change mitigation, (ii) climate change adaptation, (iii) sustainable 
use and protection of water and marine resources, (iv) transition to a circular economy, (v) pollution prevention and 
control, (vi) protection and restoration of biodiversity and ecosystems. 
119 Minimum safeguards are defined as procedures implemented by the issuer to ensure alignment with international 
standards, specifically the OECD Guidelines for Multinational Enterprises, the UN Guiding Principles on Business 
and Human Rights and International Labour Organisation’s declaration on Fundamental Rights and Principles at 
Work and the International Bill of Human Rights.  
120  EU GBS 2020  
121 There are three elements that need to be in place before the EUGBS is formally in place: (i) final adoption and 
enter into force of the EU Taxonomy Regulation, (ii) Decision from the EC on how to establish the EU GBS and 
(iii) supervision for the verifiers to be in place (or, in the meanwhile, a voluntary interim registration process for 
verifiers).121 The Delegated Acts with TSC are to be issued by the EC by the ned of 2020 for climate change 
mitigation and adaptation and by 2021 for the other four environmental objectives. 
122 Duteil 2019 Part One 2019, Duteil 2019 Part Two, Michaelsen October 2019 
123 LMA(Loan Market Association), APLMA (Asia Pacific Loan Market Association) and  LSTA (the US Loan 
Syndication and Trading Association), Sustainability-Linked Loan Principles (SLLP), May 2020 
file:///C:/Users/ThinkPad/Downloads/Sustainability-Linked-Loan-Principles-May-2020.pdf  LMA(Loan Market 
Association), APLMA (Asia Pacific Loan Market Association) and  LSTA (the US Loan Syndication and 
Trading Association)]  
124 LMA(Loan Market Association), APLMA (Asia Pacific Loan Market Association) and  LSTA (the US Loan 
Syndication and Trading Association), March 2019 
https://www.icmagroup.org/assets/documents/Regulatory/Green-
Bonds/LMASustainabilityLinkedLoanPrinciples-270919.pdf file:///C:/Users/ThinkPad/Downloads/Sustainability-
Linked-Loan-Principles-May-2020.pdf 
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product incentivises the sustainability performance of the borrower. The borrower’s sustainability performance is 
measured using sustainability performance targets (SPTs), which include key performance indicators 
(KPIs), external ratings and/or equivalent metrics and which measure improvements in the borrower’s 
sustainability profile. The SLLPs described a product for which there was already an active market, i.e. 
ESG linked loans, where the loan margin is adjusted up or down with predetermined ESG performance 
indicators. The SLLP four core components are: (i) relationship to the borrower’s overall CSR strategy, (ii) 
target setting – measuring sustainability, (iii) reporting, and (iv) review.125  

 
The ESG/KPI-linked facilities provide more flexibility than green loans since the use of the facilities is 
not limited to a specific green investment, on the contrary, they can be used for general corporate purposes.126 
Instead of determining specific use of proceeds, sustainability linked loans aim at improving the 
borrower’s sustainability profile. Another important distinction is that sustainability-linked loans have a 
pricing incentive, which can reduce margins by up to 5 basis points if they meet their benchmarks.127 The 
firm’s opinions on ESG risk and performance are linked to the interest rate of the loan, and allow 
borrowers to reduce their margins if they improve external ESG ratings or hit specific internal or external 
KPIs, or use both metrics.128 These loans probably originated with sustainable supply chain financing, 
where the discount factor applied to supplier invoices is linked to sustainability performance. The concept 
was extended to apply on longer-term financing (mostly revolving credit facilities) in the form of 
sustainability-linked loans (SLLs), where the interest rate moves up or down in line with the achievement 
of sustainability performance targets. These credit facilities were initially driven by sustainability-focused 
bank lenders as an incentive for the borrowers to steer in a more sustainable direction, to strengthen the 
resilience of their corporate model, or to hedge loan portfolios against systemic risks related to climate 
change.129  
 
3.6 General Corporate Purposes Sustainability-linked Bonds 
 
In the empirical study and legal analysis of the terms and conditions of green bonds on the Nordic green 
bond market, the possibility to include a price incentive connected to the yield – similar as in 
sustainability-linked loans – was discussed, noting that this would imply a new type of sustainable bond 
instrument.130  
 
The concept used in sustainability-linked loans (SLLs) was applied for the first time to SDG-linked bonds 
for general corporate purposes issued by Italian energy firm Enel. As the world’s first general-purpose 
bonds linked to SDGs, they form a milestone in the evolution of sustainable finance fixed-income 
investment. Unlike corporate green bonds, Enel’s “general corporate purposes” instruments are not 
linked to a specific project. Instead, the company has pledged to meet SDG targets or face a punitive step-
up of the coupon. 

 

                                                      
125 LMA (Loan Market Association), APLMA (Asia Pacific Loan Market Association) and  LSTA (the US Loan 
Syndication and Trading Association), May 2020  file:///C:/Users/ThinkPad/Downloads/Sustainability-Linked-
Loan-Principles-May-2020.pdf 
126 https://www.reuters.com/article/growth-in-sustainability-linked-loans-bo/growth-in-sustainability-linked-loans-
boosts-esg-ratings-firms-idUSL2N27615Y 
127 Guzman, Daniela, Growth in sustainability-linked loans boosts ESG ratings firms, Reuters, October 21 2019  
(Guzman 2019) https://www.reuters.com/article/growth-in-sustainability-linked-loans-bo/growth-in-sustainability-
linked-loans-boosts-esg-ratings-firms-idUSL2N27615Y 
128 While the “use-of-proceeds” concept started in the bond space and extended to the loan market, the reverse 
holds true for “non-use-of-proceeds” sustainable finance. Notably, a loan may be structured to allow for its 
categorisation as both a green loan, aligned with the GLP, and a sustainability linked loan. See also Linklaters, 
Sustainable Finance The rise of green loans and sustainability linked lending, Linklaters webpage 
https://www.linklaters.com/sv-se/insights/thought-leadership/sustainable-finance/the-rise-of-green-loans-and-
sustainability-linked-lending and Moore, Nicholas, Rennie, Tim, Ashurst, Green Loan Principles oner year on, 25 
March 2019,   https://www.ashurst.com/en/news-and-insights/legal-updates/green-loan-principles-one-year-on/ 
and Guzman 2019 
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Enel SpA issues “SDG-linked Bonds” 131 132 
 
In September 2019, Dutch-registered finance subsidiary of Enel SpA issued the world’s first “general 
corporate purposes SDG linked bond” (a Sustainability-linked bond), a single-tranche USD 1.5 billion 
bond. The issue was four times over-subscribed. In October the same year, Enel issued an additional 
general corporate purposes SDG-linked EUR 2.5 billion bond that consisted of three tranches. This bond 
was Europe’s first general corporate purpose SDG-linked bond issue, and was almost four times 
oversubscribed, with the substantial participation of socially responsible investors, which enabled the Enel 
Group to continue to diversify its investor base.  

Enel has set two objectives linked to SDGs “Affordable and clean energy” and “Climate action”.133 If 
Enel misses the objectives, an interest step-up option is triggered which lifts the coupon by 25 basis 
points, which would be a significant increase in the company’s cost of capital. Enel has also undertaken to 
be open and accountable when reporting its progress. The terms and conditions of the bond include a key 
performance indicator (KPI) which Enel commits to achieving for investors by 2021: the increase of its 
renewable energy installed capacity to at least 55 per cent (from 48 at issue) of total capacity.134 135 The 
coupon is indexed to a sustainability target that will be assessed half way through the life of the security. If 
the stated objective is not achieved by then, the bond coupon will step up by 25 basis points. However, if 
the objective is met or over-exceeded, investors will not receive a lower coupon. 

The strong demand for the bond confirms the appreciation of the markets for the soundness of the Enel 
Group’s sustainable strategy and its consequent financial results, reflecting Enel’s push towards 
increasingly sustainable finance.136 The Enel bond issues also give credence to the role of SDGs in the 
investment world. The SDGs are increasingly being used as a framework through which market 
participants can articulate, measure and report efforts to improve their impact on society and the 
environment through investing.137  

Enel has told investors that future transactions will be in the SDG-format. As Enel is one of the biggest 
corporate issuers of green bonds this could provide a major blow to the market, if other actual or 
potential issuers follow the company’s example.138  

There have been questions raised as regards what would happen if the company missed that target, if the 
bond would lose their ESG label, or if ESG investors would be forced to sell. Some argue that the 25 

                                                      
131 Dupré, Stan, In Response to Accusations that Enel’s SDG-bond was Greenwashing, Environmental Finance, 31 
October 2019,  https://www.environmental-finance.com/content/analysis/in-response-to-accusations-that-enels-
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basis points step-up in the coupon is designed to compensate investors for having to sell out, while others 
argue that that would not necessarily happen; it will be up to investors to decide how they manage their 
positions.139  

There is the argument that restrictions around “use of proceeds” in the green market is holding the 
market back. If issuers make commitments similar to the ones that Enel has made, then that will have a 
much bigger impact in terms of decarbonising the wider global economy.140 However, some are not 
convinced by the bond label. Though Enel is unarguably decarbonising, even after 2021 a large part of its 
electricity will be generated by burning coal and gas. And investment in dirty energy will continue for 
years.  
 
3.7 ICMA Sustainability-Linked Bond Principles 
 
In June 2020 ICMA issued Sustainability-Linked Bond Principles, voluntary process guidelines for 
Sustainability-linked Bonds (SLBP).141 
 
The proceeds of Sustainability-linked bonds are intended to be used for general purposes, and the use of 
proceeds is not a determinant in its categorisation. The coupons of these general corporate purpose bonds 
can vary depending on the achievement by the issuer of environmental, social or governance (ESG) 
related key performance indicators (KPIs), providing a new way for issuers to underline their commitment 
to sustainability. This is a different approach from the green, social and sustainability bond market where 
the issuer commits to earmark the use of proceeds to specific projects with environmental benefits in line 
with the principles.142  
 
ICMA defines Sustainability-linked bonds as any type of bond instrument for which the financial and/or 
structural characteristics can vary depending on whether the issuer achieves predefined Sustainability ESG 
objectives. Those objectives are (i) measured through predefined Key Performance Indicators (KPIs) and 
(ii) assessed against predefined Sustainability Performance Targets (SPTs). Issuers thereby commit 
(including in the bond documentation) to future improvements in sustainability outcome(s) within a 
predefined timeline. SLBs are a forward-looking performance-based instrument.143 Thus, the bond’s 
financial and/or structural characteristics can vary depending on whether the selected KPI(s) reach (or 
not) the predefined SPT(s), i.e. the Sustainability-linked bonds will need to include a financial and/or 
structural impact involving trigger event(s). The potential variation of the coupon is the most common example, 
but it is also possible to consider the variation of other financial and/or structural characteristics. Issuers 
can combine the GBP/SBP approach with the SLBP. 
 
The SLBP have five components: (i) selection of Key Performance Indicators (KPIs), (ii) calibration of 
Sustainability Performance Targets (SPTs), (iii) bond characteristics, (iv) reporting, and (v) verification.144    
The SPTs should be ambitious, i.e. (i) represent a material improvement in the respective KPIs and be 
beyond a “Business as Usual” trajectory, (ii) where possible be compared to a benchmark or an external 
reference, (iii) be consistent with the issuers’ overall strategic sustainability / ESG strategy, and (iv) be 

                                                      
139 Michele Cortese, head of Italian DCM at Societe Generale (one of the deal’s bookrunners) 
140 Gorel 2019  
141 ICMA, The Sustainability-Linked Bond Principles, Voluntary Process Guidelines, June 2020 (SLBP) 
https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/June-2020/Sustainability-Linked-Bond-
PrinciplesJune-2020-100620.pdf  
142SLBP https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/June-2020/Sustainability-
Linked-Bond-PrinciplesJune-2020-100620.pdf  
143 The SLB should not confused with Sustainability Bonds described above, i.e. use of proceeds bonds as currently 
defined by the Sustainability Bond Guidelines 
144 The SLBP recommend that issuers publicly communicate their rationale for the selection of the KPI(s) (i.e. 
relevance, materiality), the motivation for the SPTs (i.e. ambition level, consistency with overall strategic planning 
and benchmarking approach), the potential change of bond financial and/or structural characteristics and the trigger 
events leading to such a change, intended post issuance reporting and independent verification, as well as overall 
reporting and independent verification, as well as an overall representation of the issuer’s alignment with the SLBP.  
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determined on a predefined timeline, set before (or concurrently with) the issuance of the bond. The 
target setting exercise should be based on a combination of benchmarking approaches.145  
 
To conclude, in addition to including a financial (and/or structural) impact involving trigger event, the 
SLBP include requirements on the issuers’ overall strategic sustainability.  
 
3.8 ICMA Climate Transition Finance Handbook 
 
As explained, issuers from carbon intensive sectors have been hesitant to issue green bonds due to the 
lack of definitions and the reputational risk.  
 
In December 2020 ICMA issued a Climate Transition Finance Handbook, a guidance for issuers.146  
Importantly, the handbook differs from previous ICMA initiatives as it does not include a formal set of 
“Transitions Bond Principles”, or establish a new asset class of Transition bonds. The handbook does not 
define either dedicated use-of proceeds nor business activities that could be considered “transition”, but 
instead provides recommended disclosures to evidence a credible transition strategy, which can be used 
for both use of proceeds instruments and a general corporate purposes Sustainability-linked instruments. The handbook 
provides guidance to issuers on establishing and evidencing their sustainable transition strategies and the bonds 
they issue to achieve them. The handbook interfaces with the GBP, the Social Bond Principles, the 
Sustainability Bond Guidelines and the SLBP as any issuer in the GHG intensive sector that wants to issue self-
labelled finance transition instruments can incorporate the disclosures outlined in the handbook. Thus, 
issuers may choose to market instruments using various thematic labels, and the handbook provides 
guidance and common expectations to capital markets participants when raising funds in debt markets for 
climate transition-related purposes, whether this be in the format of use of proceeds instruments 
(instruments aligned to the GBP or Social Bond Principles, or Sustainability Bond Guidelines), or general 
corporate purpose instruments aligned to the SLBP.147   
 
ICMA noted that the concept of climate transition focuses principally on the credibility of an issuer’s 
climate change-related commitments and practice. ICMA include four key elements to their recommendation: (i) 
issuer’s climate transition strategy and governance, (ii) business model and environmental materiality, (iii) climate 
transition strategy to be “science-based” including targets and pathways, and (iv) implementation transparency. 
Disclosure of these elements should be provided at the issuance of the use of proceeds or Sustainability-
linked bond.148 The financing purpose should relate to the issuer’s climate change strategy, and should 
clearly and realistically set out the issuer’s trajectory towards alignment with the Paris Agreement. The planned 
climate transition trajectory should be relevant to the environmentally material parts of the issuer’s core 
business model and account for potential future scenarios. This will especially important for carbon-
intensive companies, and companies with assets which could become “stranded” in the future, a concept 
introduced by Mark Carney, then governor of Bank of England.149  
 
Issuer’s climate strategy should reference science-based targets and transition pathways. In particular, the 
transition trajectory should (a) be quantitatively measurable, (b) align with science-based trajectories where 

                                                      
145 Such as the issuer’s own performance over time, and the issuers’ peers, and/or reference to the science, or to 
official country/regional/international targets or to recognised Best-Available-Technologies or other proxies to 
determine relevant targets across environmental and social themes. 
146 ICMA, Climate Transition Finance Handbook, Guidance for Issuers, December 2020 (Climate Transition 
Finance handbook) https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/Climate-Transition-
Finance-Handbook-December-2020-091220.pdf 
147 ICMA, Climate Transition Handbook, Related Questions, 9 December 2020 
https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/CTF-Handbook-QA-09122020.pdf 
148 Climate Transition Finance Handbook  
149 Carney, Mark, then Governor of the Bank of England Chairman of the Financial Stability Board Lloyd’s of 
London, Breaking the Tragedy of the Horizon – climate change and financial stability, Speech held at Lloyds, 29 
September 2015 (Carney 2015) 
https://www.fsb.org/wp-content/uploads/Breaking-the-Tragedy-of-the-Horizon-%E2%80%93-climate-change-
and-financial-stability.pdf 
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they exist, (c) be publicly disclosed, potentially through a recognised disclosure framework, such as CDP, 
Science-Based Target Initiative, TCFD etc, and (d) be independently verified. An issuer’s strategy should 
be guided by the objective of limiting global temperature increases ideally to 1.5°C and, at the very least, 
to well below 2°C. To the extent practicable, transparency should be provided on the investment 
programme underlying the transition strategy. 150 
 
Notably, the Climate Transition Handbook takes into account the evolution and diversification we have 
seen on the bond market as it can be used in conjunction with both Transition bonds and Sustainability-
linked bonds. It also takes into account the increasing as it states that issuer’s climate strategy, which 
should be science based and include targets and pathways should be provided at issuance. Disclosure of 
these elements should be provided.  
 
3.9 Covid-19 Bonds 
 
As indicated above, the sustainable bond market has evolved rapidly since 2019 and we have seen several 
types of thematic and self-labelled bonds emerge. This paper is focused on Transition bonds and 
Sustainability-linked bonds and will not describe other labelled sustainable bond instruments. The use of 
proceeds Covid-19 bond which has emerged in 2020 is an example of how swiftly the market participants 
move to encounter new challenges using the tools developed for the “use of proceeds” green bond. 
 
As explained above, during the past few years several types of labelled bonds, or thematic bonds, have 
emerged. The most recent development is the new bonds emerging in response to the Covid-19 
pandemic.151 The fixed income market is becoming used to solve or combat problems, whether climate 
change or Covid-19. While many of the bonds issued in response to Covid-19 cannot claim to be social or 
sustainability bonds, many of them designate the use of proceeds. Because of the urgency of the situation, 
many issues lack external reviews. For example, Swedish medical supplier Getinge issued SEK 1 billion 
(USD 100 million) bond, pledging to use the proceeds to make ventilators to help patients stricken with 
Covid-19. Getinge said it believes the notes are in line with the SBP, but said it had not had time to obtain 
a Second Party Opinion due to the urgency of the current situation. As a result, it has not labelled the 
bond “social”, but instead used a “Covid-19” label.152 Other examples of similar bonds responding to the 
Covid-19 pandemic are the Nordic Investment Bank EUR 1 billion and SEK 4 billion “Response 
Bonds”. The pandemic is changing the labelled bond market, and there has recently been a movement 
from green bonds towards social bonds, which historically have been issued at a much lower rate than 
green bonds.153 IFC and NIB are also engaging in raising cash in response to Covid-19. Though the 
requirements of the use of proceeds for labelled funding have been slightly relaxed due to the urgency and 
the uncertainty of the situation, the issuers have still ensured transparency, so investors remain informed 
about the investments. As long as there is a clear and well-founded dedication of the use of proceeds combined 
with transparency around the structure of the bond this market can be expected to grow.154  
 
Covid-19 appears to have led to a shift of focus to an approach where there is emphasis also on social and 
sustainability objectives.155 The GBP and SBP have issued guidelines on funding related to Covid-19 to 
take into account the specific healthcare and socio-economic measures being taken in respect of the 
pandemic. There is a positive view on the labelled bond market during 2020, since targeted efforts and 
clarity about the contribution will be expected from investors – both to do good, but also, to ensure that 
the economy recovers. It is not possible to predict whether these issuances will be called Green, Social or 

                                                      
150 Climate Transition Finance Handbook  
151 Oliphant, Mark, Will Covid-19 take steam out of green finance?, Reuters, May 27 2020 (Oliphant 2020) 
https://www.ethicalcorp.com/will-covid-19-take-steam-out-green-finance 
152 Getinge Issues SEK 1 Billion Covid-19 Commercial paper, 20 April 2020, Getinge webpage, 
https://news.getinge.com/us/getinge-issues-sek-1-billion-covid-19-commercial-paper 
153 Cripps, Peter, Green Bond Comment, May 2020  
154 Cripps, Peter, Green Bond Comment, May 2020  
155 Oliphant 2020, Cripps, Peter, Green Bond Comment, May 2020  
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Sustainable.156 Presumably, we can expect more such self-labelled bonds with a dedicated use of proceeds 
to emerge. 
 
 
4 Analysis and Conclusions 
 
4.1 The Need for Urgency  

 
There is no doubt that there is an urgent need for a transition to a climate-resilient and sustainable 
economy. GHG emissions continue to rise, despite scientific warnings and political commitments, and 
there is no sign of GHG emissions peaking in the next few years.157 The emissions gap is large, and even if 
all countries implement the pledges for emissions contained in their NDCs under the Paris Agreement, 
the aggregate global greenhouse gas emissions expected in 2030 would be consistent with a pathway 
resulting in a global mean surface temperature that is about 3 degrees higher by 2100 than its pre-
industrial level, with warming continuing afterwards.158 The first assessment of the gap between Paris 
Agreement goals and countries’ planned production of coal, oil and gas, shows that governments are 
planning to produce about 50 per cent more fossil fuels by 2030 than would be consistent with a 2 
degrees C pathway, and 120 per cent more than would be consistent with a 1.5 degree C pathway. This 
global production gap is even larger than the already significant global emissions gap, due to minimal 

                                                      
156 Flensborg, Christopher, The Green Bond, In this issue – Covid 19 in focus, SEB, 8 April 2020, 
https://sebgroup.com/siteassets/large_corporates_and_institutions/our_services/markets/fixed_income/green_bo
nds/seb_the_green_bond_april_2020.pdf 
ICMA, Green and Social Bond Principles with ICMA underline relevance of Social Bonds in addressing COVID-19 
crisis and provide additional guidance, 31 March 2020, 
https://www.icmagroup.org/News/news-in-brief/green-and-social-bond-principles-with-icma-underline-relevance-
of-social-bonds-in-addressing-covid-19-crisis-and-provide-additional-guidance/ 
ICMA, Q&A for Social Bonds related to Covid-19  
https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/Social-Bonds-Covid-QA310320.pdf 
157 UNEP, The tenth edition of UNEP Emissions Gap Report, 26 November 2019 
https://www.unenvironment.org/resources/emissions-gap-report-2019 
https://wedocs.unep.org/bitstream/handle/20.500.11822/30797/EGR2019.pdf?sequence=1&isAllowed=y 
158 The United Nations body for assessing the science related to climate change, the Intergovernmental Panel on 
Climate Change (IPPC), Global warming of 1.5°C: An IPCC Special Report on the impacts of global warming of 
1.5°C above pre-industrial levels and related global greenhouse gas emission pathways, in the context of 
strengthening the global response to the threat of climate change, sustainable development, and efforts to eradicate 
poverty, Summary for Policymakers, November 2018, https://report.ipcc.ch/sr15/pdf/sr15_spm_final.pdf 
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policy attention on curbing fossil fuel production.159 As regards the SDGs, there is a USD 2.5 trillion 
annual financing gap that stands in the way of the SDGs.160   
 
It is also clear that we will not reach a fully decarbonised world by 2050 solely through green processes. In 
order to reach the transition required, a larger number of sectors participating in the transition, sectors 
that are brown today and will remain brown for some time, is required. 161  
 
4.2 Transition Activities – Moving towards Green 
 
Green bonds represent an innovation in sustainable finance, through their focus on green use of proceeds, 
providing transparency for investors on the green projects that are being financed or refinances, as well as 
additional information on the management of proceeds, impact reporting and external reviews. It is clear, 
however, that green bonds are not sufficient to shift capital from unsustainable to sustainable investments, 
and there are concerns that green bonds are considered more impactful than actually are.162 In order to 
achieve the transition to a climate-resilient society as prescribed under the Paris Agreement, there is a need 
to transform “brown” industries to less “brown”.  
 
I have above described the development of other sustainable bond instruments with focus on the 
transition to a climate-resilient and sustainable society. I will below analyse the role that transition 
activities can play, and the role of Transition bonds and Sustainability-linked bonds, at the movement 
towards green.   
 
Analysis of use of proceeds Transition bonds 
 
Transition bonds are “use of proceeds” bonds that focus on enabling “brown” high-carbon industries, 
such as utilities and transport, industries that are carbon intensive but have a key role to play in the 
transition to a climate-resilient and sustainable society. Most companies within these sectors have not 
been able to issue green bonds, and the Transition bond could help these companies to transition to low-
carbon operations. Thus, Transitions bonds can fill the gap between “already green” projects that are 
eligible for green bond funding, and those that are not, but could make a huge stride towards lower GHG 

                                                      
159 The UN Environment Programme, SEI, The Production Gap the discrepancy between the countries’ planned 
fossil fuel production and global production levels consistent with limiting warming to 1,5 degrees or 2 degrees, 
November 2019, (The Gap Report) https://www.sei.org/publications/the-production-gap-report/  
http://productiongap.org/wp-content/uploads/2019/11/Production-Gap-Report-2019.pdf, The Gap Report, the 
Executive Summary, http://productiongap.org/wp-content/uploads/2019/11/Production-Gap-Report-2019-
Executive-Summary.pdf, DeFries, Ruth, Edenhofer, Ottmar, Halliday, Alex, Heal, Geoffrey, Lenton, Timothy, 
Puma, Michael, Rising, James, Rockström, Johan, Ruane, Alex C, Schellnhuber, hans Joachim, Stainforth, David, 
Stern, Nicholas, Tedesco, Marco, Ward, Bob, “The missing economic risks in assessments of climate change impacts”, 
September 2019: An international group of researchers at the Grantham Research Institute on Climate Change and 
the Environment, the Earth Institute at Columbia University and the Potsdam Institute for Climate Impact Research 
warn that, not only do the effects of climate change appear faster than scientists have anticipated, but there is also an 
underestimating by economists of the costs. Economic assessments of the potential future risks of climate change 
have been omitting or grossly underestimating many of the most serious consequences for lives and livelihoods 
because these risks are difficult to quantify precisely and lie outside of human experience. When these risks are taken 
into account, the case for strong, deliberate and urgent action to reduce greenhouse gas emissions becomes even 
more compelling.  http://www.lse.ac.uk/GranthamInstitute/wp-content/uploads/2019/09/The-missing-economic-
risks-in-assessments-of-climate-change-impacts-2.pdf, see also Oreskes, Naomi, Stern Nicholas, Climate change will 
cost us even more, The New York Times, 23 October 2019  
https://www.nytimes.com/2019/10/23/opinion/climate-change-costs.html 
160 UN Transforming our world: the 2030 Agenda for Sustainable Development, UN webpage, 
https://sustainabledevelopment.un.org/post2015/transformingourworld 
161 Duteil, 2019 Part One, Duteil 2019 Part Two  
162 Maltais, Nykvist 2020 
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emissions.163 164 Facilitating for including transition activities can finance a shift towards green and 
sustainable investments and will also bring about more projects, meaning more supply to the market. 
 
Investors increasingly believe that increasing issuance of Transition bonds will have a greater impact on 
mitigating climate change than issuing green bonds, and that Transition bonds could be the next evolution 
in steering capital towards a low-carbon economy, though they are complementary to green bonds.165 
Transition bonds are believed to be one of the key instruments helping to reduce GHG emissions over 
the next decade. Given its broader potential investment base, Transition bonds could outgrow the green 
bond market.166  
 
As there have been no agreed standards or principles for Transition bonds, issuers have self-defined the 
bonds. Some Transition bonds have been aligned with the GBP, and others have not.167 The EYU 
Taxonomy includes certain transition activities, and thus the EU GBS can include transition activites. The 
concept of Transition bonds has on the other hand come under criticism, for potentially giving cover to 
companies not committed to real environmental change, and concerns about “greenwashing” were what 
initially gave rise to Transition bonds as a possible separate bond type – distinct from green bonds.168.169 
While green bonds generally are oversubscribed, Teekay’s green bond received cold investor approach and 
did not manage to raise the full amount, as the business of Teekay was considered “brown”. Applying the 
definition of “green” on “brown” activities could undermine the integrity of the green market.170 This 
suggests that a Transition bond should have its own label, and not be a green bond.  
 
Analysis of general corporate purposes Sustainability-linked bonds 
 
It has also been argued that the “use of proceeds” approach on the green bond market may not be the 
best way to prove transparency for transition bonds. We therefore see bonds linking returns with sustainability 
performance and impact. Thus, focus is now shifting towards sustainability impact and performance.171 172 
Some claim that sustainable lending seems to be overtaking green loans as more companies with robust 
ESG strategies use KPIs to measure carbon emission reductions or other metrics than can satisfy strict 
use of proceeds criteria that classify deals as green.173  
 
Contrary to green bonds, the Sustainability-linked bonds are not dependent on how the proceeds are used. 
Instead, these bonds generally are based on the borrower’s performance against certain pre-determined 
sustainability criteria and look to improve the borrower’s sustainability profile. These bonds include a price 
incentive as one of the key terms of the transaction, the interest rate, is linked to the sustainability 
performance targets. The focus of the Sustainability-linked bond is on outcomes as opposed to spending 
(“use of proceeds”) in green bonds.174   

                                                      
163 https://www.axa.com/en/newsroom/press-releases/axa-launches-a-new-phase-in-its-climate-strategy-to-
accelerate-its-contribution-to-a-low-carbon-and-more-resilient-economy 
164 https://www.axa.com/en/spotlight/story/forming-a-bond-supporting-the-energy-transition 
165 https://cib.bnpparibas.com/sustain/transition-bonds-is-sustainable-finance-about-to-reach-critical-mass-_a-3-
3260.html 
166Trevor Allan Bnp Paribas, Bnp Parobas webpage https://cib.bnpparibas.com/documents/markets-360-brief-on-
transition-bonds.pdf 
167 https://insights.nordea.com/en/sustainable-finance/cadent-gas-transition-bond/ 
168 https://insights.nordea.com/en/sustainable-finance/transition-bonds/ 
169 https://insights.nordea.com/en/sustainable-finance/transition-bonds/ 
170(Duteil 2019 Part Two) https://www.environmental-finance.com/content/analysis/sustainable-finance-its-all-
about-transition-part-two.html  
171 Duteil 2019 Part Two  
172 Duteil 2019 Part One  
173 Sustainability-linked loans totalled USD 71.3 billion at the end of the third quarter of 2019, and have more than 
doubled from USD 32billion of deals raised in the same period 2018. https://www.reuters.com/article/growth-in-
sustainability-linked-loans-bo/growth-in-sustainability-linked-loans-boosts-esg-ratings-firms-idUSL2N27615Y 
174 Aaron Franklin, Paul Davies and Ignacio Domínguez, Kristina Wyatt, Latham Watkins, “Sustainability-linked 
bonds complement and bolster the sustainable finance market”, Environmental Finance 8 November 2019, 
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As Sustainability-linked bond can provide an economic benefit, this also addresses one of the barriers to the 
increase of sustainable purposes on the bond market. Such a bond would also meet the requirement for 
climate or sustainability impact requested increasingly by investors. 
 
Another problem with the project based green bonds is that in order to be attractive to investors, bonds 
generally need to be issued in such large amounts that many companies do not have the capability to issue 
green bonds. Notably, it can be challenging to find green projects amounting to sufficient amounts even 
among companies that have the need and capability to issue bonds in such amounts. This threshold 
therefore can exclude many issuers working to transition their business model to a more sustainable 
foundation.175 176 Sustainability-linked bonds can facilitate for issuers who are not able to issue a green 
bond (or other type of labelled bond) because they cannot identify sufficient expenditures on business 
activities connected to sustainability, and diversify the options available to investors.177 
 
By bringing more issuers into sustainable finance, diversifying economic options available to investors, 
and by allowing for more outcome-focused sustainable finance, Sustainability-linked bonds have potential 
to meet the demands of even more issuers and investors. As discussed above, there is a discussion if this 
could mean a shift away from the green bond and other labels, and the “use of proceeds” format. Notably, the 
SDG-linked general corporate purposes bonds issued by Enel, which include a financial incentive in form 
of a punitive step-up of the coupon, if the company does not reach certain sustainability performance 
targets were well received by investors and four times oversubscribed. 
 
Thus, Sustainability-linked bonds can be seen as shifting capital to the transition to a climate-resilient and 
sustainable society. However, one argument raised against the Enel SDG-linked bonds was that there 
were no sustainability commitments from the issuer to fulfil the targets – the issuer can simply choose to pay 
the higher interest instead. Some green investors also argue that the format betrays fundamental principles 
around accountability and transparency.  
 
 Regulation of Sustainability-linked bonds, Transition bonds and transition activities 
 
ICMA and the EU Commission have taken action in respect of transition activities and ICMA has also 
provided guidance on Sustainability-linked bonds.   
The SLBP issued by ICMA define Sustainability-linked bonds as a bond instrument for which the 
financial and/or structural characteristics can vary depending on whether the issuer achieves predefined 
Sustainability ESG objectives. The Sustainability-linked bonds include a financial and/or structural impact 
involving trigger event(s). The potential variation of the coupon is the most common example. The proceeds 
of Sustainability-linked bonds are intended to be used for general purposes. This is a different approach from 
the green bond regulation. According to the SLBP, the sustainability performance targets set should be 
consistent with the issuers’ overall strategic sustainability/ESG strategy.  
 
Transition activities are included under the EU Taxonomy. The EU has chosen the project-based use of 
proceeds approach to its EU GBS. The EU has taken the position that Transition bonds can be included in 
the EU Taxonomy and thus considered aligned with the EU GBS, as explained above. Sustainability-linked 
bonds are not regulated by the EU. 
 
When it comes to transition activities, ICMA has chosen a different approach from the EU. Instead of 
issuing a formal set of Transition Bond Principles or specifying a new Transition bond label, it provides a 
handbook with recommended disclosure to show a credible transition strategy which can be used for both the use of 
proceeds and sustainability-linked instrument. The handbook aims to facilitate when raising funds in debt 

                                                      
(Franklin and others 2019) https://www.lw.com/thoughtLeadership/Sustainability-linked-bonds-complement-and-
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175 The possibility to further the access for smaller and riskier projects to the bond market through securitization 
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176 Shislov, Morel, Cochran 2016 
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markets for climate transition-related purposes, whether in the format of use of proceeds bonds (such as 
green bonds) or general corporate purposes Sustainability-linked Bonds. The concept of climate transition 
focuses principally on the credibility of an issuer’s climate change-related commitments and practices. 
Climate transition finance is the extent to which an issuer’s financing program supports the 
implementation of its climate change strategy.  
 
To conclude, importantly, the ICMA approach to transition activities involves a new approach, which 
aims at disclosure of the issuer’s broader commitment to the transition aligned with the targets in the Paris Agreement 
using science-based targets, and also connected to the overall sustainability strategy of the issuer. This approach 
includes a further development of the infrastructure that was established for green bonds.        
 

 
4.4 Conclusions 
 
 
The sustainable bond market has shown great creativity in the past two years, and there has been a 
discussion on what the market is trying to achieve and what the best way is to achieve it.178 179 
 
The focus on specified use of proceeds, and providing transparency for investors as has been promoted 
by the labelled bond market over recent years is now becoming more widely accepted and expected. The 
financial community is also opening up to a broader set of challenges than those related to climate change, 
and sustainability finance is looking at solutions that go beyond the “green” economy.180 Investors show 
an increasing appetite for green transition opportunities and request more bonds from more issuers in 
more sectors.  
 
The green bond market seems to go from a niche market to a more global market. The green bond 
regulation has created tools that can be used on capital markets consisting of green guidelines, “use of 
proceeds” commitments, external validation and reporting, which are being increasingly used for other 
labelled bonds.181 These tools are now being used and further developed for expanding green bond 
market to new “use of proceeds” activities, such as transition activities, such as Transition bonds. Another 
recent example of a labelled bond is the Covid-19 bond.  
 
The new tools created are raising expectations with regard to sustainability performance.182 One 
observation is that investors seem to no longer look only at the use of proceeds, but assesses the overall 
sustainability performance and the ESG profile of the issuer, with significant reputational implications.183 One 
of the key ways in which the labelled bond market can play a role is that it facilitates dialogue between 
issuers and investors. This dialogue is increasingly about the sustainability strategies of the issuers and not 
just the use of proceeds.184 There seems also to be increased focus towards sustainability impact and 
performance, where sufficient returns are linked with sustainability performance and impact. There is 
increasingly a general expectation that access to financing will increasingly be dependent on the 
sustainability of the borrower. The growth of the green bond market can be seen as a first steps to more 
widely raising sustainability demands in capital markets.185 Investors also look at the issuers' overall 
sustainability credentials. However, as green investors are looking at the overall sustainability performance 
and ESG profile of the issuer, and not just the green “use of proceeds”, the question is what is the point 
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of the green bond?186 A different perspective would be to always include provisions specifying the use of 
proceeds of the bond, referred to as “radical transparency”.187 188   
 
The new bonds regulating transition activities – whether under a Transition bond label or a Sustainability-
linked bond label – could be part of the “50 shades of green” referred to by Mark Carney and can allow 
companies, which currently cannot issue traditional green bonds, to issue bonds that allow for a gradual 
transition to a greener business model. However, in order to establish a solid transition bond market there 
is a need for a transparency which gains the trust of investors.189 Investors demand transparency, which 
adds pressure on companies to make public their impact on the environment and the ways in which they 
plan to bring their businesses in line with goals set in the Paris Agreement on climate change.190 
 
The green and sustainable bond market seems to be in a state of creative chaos, with new labels and 
products being developed at a swift pace. There seems to be a general movement towards transition to green 
and sustainable investments, a development which involves increasing creative initiatives among market 
participants. Transparency and disclosure on the issuer’s part are a key issue. Combined with regulated 
standards and definitions, and increased fiduciary duties for investors, this could more effectively have real 
impact and move financial flows in a sustainable direction. This could be the best way to enhance and 
expand the bond markets to develop in a sustainable and low-carbon direction.191   
 
Notably, there are differences in opinion among investors as well, as some investors will want to invest in 
dark green products, while others have another investment scope. The issue should simply be transparent 
and clear about the bond instrument offered. As investors are increasingly requesting more sustainable 
investment opportunities from more issuers in more sectors, new instruments can bring more issuers into 
sustainable finance and diversify the options available to investors.     
 
Importantly, ICMA have chosen not to focus on a new Transition bond label, but instead broadened their 
perspective and provide recommended disclosures to evidence a credible transition strategy which can be used 
for both “use of proceeds” instruments and “general corporate purposes” sustainability-linked instruments.192 193  
 
While definitions, standards and taxonomies are necessary and helpful for market trust, I believe that 
diversity should be promoted. The market is evolving with new bond instruments being developed at a 
rapid pace, with increased attention towards sustainability impact and the issuer’s overall sustainability 
profile. Focus should not be on a specific bond label, but on the transparency and disclosure of the underlying 
specifics of the bond and the issuer. 
 
 
5 Concluding Remarks 
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Research indicates that companies with a high sustainability profile perform better financially, and it seems  
that green and sustainable bonds have been less volatile following the Covid-19 pandemic. It has been 
discussed, especially by long-term asset owners such as pension funds, that sound sustainability 
management improves long-term risk-adjusted returns and will eventually be reflected in funding costs 
and security prices.194 The growth of the green bond market could be seen as a first step to raise 
sustainability demands in the capital markets. Sweden, which is leading in the green bond market, is 
moving green bonds from a niche market into a more mainstream comparatively mature market.195 
However, as green bonds do not seem sufficient to shift capital from unsustainable to sustainable 
investments, and as increased support to transition activities is required, the Transition bond concept has 
emerged. A different approach from the green bond “use of proceeds” concept, is the emerging 
Sustainability-linked bond, linking cost of risk and funding with sustainability performance and impact, 
meaning that investors request higher compensation in exchange for an increased risk from poor 
sustainability performance – penalizing brown. A general observation is investors’ focus on the general 
sustainability performance of the issuer. Long-term, this increased attention on the sustainability profile of 
the issuer could mean that investors always would take into account sustainability at their investment. In 
the end “brown” capital should be shifted away from “brown” investments, a movement towards green 
and towards penalizing “brown” investments.196 Increased transparency as regards climate and 
sustainability performance could bring financing in line with the Polluter Pays Principle.    
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