
Finance
Supporting the transition to a global green economy

iS
to

ck
ph

ot
o/

Ko
ns

ta
nt

in
 In

oz
em

ts
ev



Finance
Supporting the transition to a global green economy



Towards a green economy

Acknowledgements
Principal Author: Paul Clements-Hunt, Head, UNEP Finance 
Initiative

The chapter was developed by a task force under the direction 
of Paul Clements-Hunt. Marenglen Gjonaj (Programme Officer – 
UNEP FI) managed the chapter, including the handling of peer 
reviews, conducting supplementary research and bringing the 
chapter to final production. Sheng Fulai conducted editing on 
an earlier draft of the chapter. During the development of the 
chapter, invaluable advice was received from UNEP FI Advisory 
Council on Green Economy consisting of Barbara Krumsiek 
(President, CEO and Chair of Calvert Group, Ltd. Director and 
Chair of Acacia Life Insurance Company); Matthew J. Kiernan 
(Inflection Point Capital Management); Richard Burrett (Partner, 
Earth Capital Partners LLP); Jonathan Maxwell (CEO, Sustainable 
Development Capital Partners LLP); Paul Hilton (Director of 
Sustainable Investment Business Strategy, Calvert Investments); 
Raj Singh (Chief Risk Officer, Swiss Reinsurance Company); 
Andreas Spiegel (Vice President , Risk Management, Swiss 
Reinsurance Company); Sergio Rosa (President, PREVI); Rafael 
Castro (Strategic Planning Manager, PREVI; Masahiro Kato (Head 
of SRI, Mitsubishi UFJ Trust and Banking Corporation); Thomas 
Loster (Chair, Munich Re Foundation)

The chapter also benefited from advice and specific inputs 
received from Remco Fischer (Programme Officer – Climate 
change); Paul McNamara (Director: Head of Research, PRUPIM); 

Butch Bacani (Programme Officer – Investment /Insurance); 
Valborg Lie (Special Adviser, Norwegian Government Pension 
Fund); Ivo Mulder (Programme Officer – Biodiversity / Water 
& Finance); Derek Eaton (Economic Affairs Officer, UNEP 
Economics & Trade Branch); Dan Siddy (Director, Delsus Limited); 
Andrew Dlugolecki (Andlug Consulting); Cornis Van Der Lugt 
(Coordinator: Resource Efficiency,UNEP); Blaise Debordes (Head 
of Department for Sustainable Development, Caisse des Dépôts 
et Consignations); Murray Ward (Principal, Global Climate Change 
Consultancy); Anton van Elteren (FMO); Marijn Wiersma (FMO)

We would like to thank the many colleagues and individuals 
who provided contribution to this chapter and reviewed earlier 
drafts including, Eric Usher (UNEP); Angelo Calvello (Journal 
of Environmental Investing); Herman Mulder (Independent 
advisor and Advisory Board TEEB a.o.); Takeyiro Sueyoshi 
(Special Advisor to FI in Asia-Pacific region); Nick Robins (Head, 
HSBC Climate Change Centre) Paul Watchman (Chief Executive, 
Quayle Watchman Consulting); Steve Waygood (Head of 
Sustainability research and Engagement SRI, Aviva Investors); 
Paul Watchman (Chief Executive, Quayle Watchman Consulting); 
Julie Fox Gorte (Senior Vice President: Sustainable Investing, 
PaxWorld Management LLC); Mark Eckstein (Managing Director, 
International Finance, WWF); Michele Chan (Economic Policy 
Project Director, Friends of the Earth); Gerhard Coetzee (Head 
Microenterprise Finance Unit, Absa); and Miroslaw Izienicki 
(President & CEO, Fifth Capital Group).

Copyright © United Nations Environment Programme, 2011
Version -- 02.11.2011

584



Finance

Contents
List of acronyms                                                                                                                                                                    587

Key messages                                                                                                                                           588

1  Introduction                                                                                                                                   590
1.1 Scope of this chapter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 590

2  The state of play                                                                                                                             591
2.1 The scale of the challenge  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591

3  Emerging investment in the green economy                                                                        595
3.1 From crisis to opportunity  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 595
3.2 New markets and instruments  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 595

4  Opportunities and challenges in financing the green economy                                     604
4.1 Addressing the full cost of externalities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 604
4.2 Providing pre-investment finance. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 605
4.3 Integrating ESG risks into financial and investment decision making  . . . . . . . . . . . . . . . . . . . . . . . . . . . 606
4.4 Expanding green insurance. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 608
4.5 Creating public-private mechanisms   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 613
4.6 Scaling up microfinance for a green economy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 613

5  Greening global finance and investment: enabling conditions                                       614
5.1 Setting policy and regulatory frameworks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 614
5.2 Enhanced environmental and social disclosure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 614
5.3 Supporting institutions and facilities   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 615
5.4 Fiscal policies  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 620

6  Conclusions                                                                                                                                    622

References                                                                                                                                                 624

585



Towards a green economy

List of figures
Figure 1: Investment in sustainable energy, 2004 2009 US$ billion. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 596
Figure 2: Global carbon market  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 601
Figure 3: Agricultural marginal abatement cost curve (MACC), optimistic case (2020). . . . . . . . . . . . . . . . . . 603
Figure 4: Private financing mechanisms to address financing gaps  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 607
Figure 5: Development and investment phases of renewable energy technology  . . . . . . . . . . . . . . . . . . . . . 607

List of tables
Table 1: Annual green economy investment by sector  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 592
Table 2: Selected indicators of the global market size by sector and the share committed to 
sustainability, 2008-2009 (banking, investment and insurance sectors)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 593
Table 3: ESG integration for internally actively managed AUM (assets under management)1 relative 
to total investment market. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 593
Table 4: Market potential for various BES asset classes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 598
Table 5: Recent green bond issues by the World Bank Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 600
Table 6: World Insurance in 2008  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 610

List of boxes
Box 1: Copenhagen fast track financing – a status update . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 597
Box 2: Overview of REDD+ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 599
Box 3: Building an insurance market for forest carbon. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 600
Box 4: Green Investment Bank, UK. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 601
Box 5: Financial materiality and fiduciary responsibility (KfW Symposium 2008) . . . . . . . . . . . . . . . . . . . . . . . 605
Box 6: The universal owner theory explained  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 606
Box 7: Banking risks around climate change  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 608
Box 8: Insuring against the worst for the best . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 610
Box 9: Mobilising private investment into sustainable energy in India . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 611
Box 10: Microfinance, environmental and social risk management and sustainable opportunities  . . . . . 612
Box 11: Greening the finance sector in China  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 615
Box 12: Caisse des Dépôts and its long-term investment model  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 618
Box 13: The Global Environment Facility (GEF) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 619
Box 14: Norwegian Pension Fund Global  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 620

586



Finance

List of acronyms
A/R Afforestation and Reforestation
ADB Asian Development Bank
AUM Assets under management
BAU  Business-as-usual
BCBS The Basel Committee on Banking 

Supervision
BES Biodiversity and Ecosystem
BIS The Bank for International Settlement
CCX  Chicago Climate Exchange
CDM Clean Development Mechanisms
CERC  Search Results Central Electricity 

Regulatory Commission
COP Conference of Parties
DFI Development Finance Institutions
EBRD European Bank for Reconstruction 

and Development
EIB European Investment Bank
ESG Environmental, Social and 

Governance
EU ETS EU Emissions Trading System
FDI Foreign Direct Investment
FMO The Netherlands Development 

Finance Company
FSB Financial Stability Board
G20 Group of Twenty
GEF Global Environment Facility
GDP Gross Domestic Product
GHG Greenhouse gas
GIB Green Investment Bank
GRI Global Reporting Initiative
IEA International Energy Agency
IFC International Finance Corporation
IFLS International Financial Services 

London
IIRC  International Integrated Reporting 

Committee
IMF International Monetary Fund
IPCC Intergovernmental Panel on Climate 

Change
KfW German Development Bank
KP Kyoto Protocol
MDGs Millennium Development Goals

MFIs Microfinance Institutions
NAMAs Nationally Appropriate Mitigation 

Measures
ODA Official Development Assistance
OECD Organisation for Economic Co-

operation and Development
PE Private equity
PFMs Public Financing Mechanism
PRI United Nations-backed Principles for 

Responsible Investment
R&D Research and Development
REDD Reducing Emissions from 

Deforestation and Forest Degradation
REN21 Renewable Energy Policy Network for 

the 21st Century
RICS The Royal Institution of Chartered 

Surveyors
SWFs Sovereign wealth funds
TEEB The Economics of Ecosystems and 

Biodiversity
UNDP United Nations Development 

Programme
UNEP FI United Nations Environment 

Programme Finance Initiative
UNEP SBCI United Nations Environment 

Programme Sustainable Buildings 
and Climate Initiative UNEP

SEFI United Nations Environment 
Programme Sustainable Energy 
Finance Initiative

UNFCCC United Nations Framework 
Convention on Climate Change

UOT  Universal Ownership Theory
US SEC U.S. Securities and Exchange 

Commission
VC Venture capital
WBCSD The World Business Council for 

Sustainable Development
WEF World Economic Forum
WFE World Federation of Exchanges
WRI World Resource Institute
WWF World Wide Fund for Nature

587



Towards a green economy

Key messages
1. A global green economy transformation will require substantial financial resources. 
Indicative figures such as those from the International Energy Agency’s (IEA) scenarios for halving 
worldwide energy-related CO2 emissions by 2050 and on modelling, in this report, show additional 
investments required will likely be in the range of 1 to 2.5 per cent of global Gross Domestic Product 
(GDP) per year from 2010 to 2050. A considerable amount of investment will be needed in energy 
supply and efficiency, particularly in greening the transport and buildings sectors.

2. Financial investment, banking and insurance are the major channels of private financing 
for a green economy. The financial services and investment sectors control trillions of dollars 
that could potentially be directed towards a green economy. More importantly, long-term public 
and private institutional investors, banks and insurance companies are increasingly interested in 
acquiring portfolios that minimise environmental, social and governance risks, while capitalising on 
emerging green technologies. Microfinance has a potentially important role at the community and 
village level to enable the poor to invest in resource and energy efficiency as well as increase their 
resiliency to risk.

3. Opportunities exist to meet the financing needs of a green economy. The rapid growth and 
increasingly green orientation of capital markets, the evolution of emerging market instruments 
such as carbon finance and microfinance, and the green stimulus funds established in response 
to the economic slowdown of recent years, are opening up space for large-scale financing for a 
global green economic transformation. But these flows are still small compared to investment 
needs and must be scaled up quickly if the transition to a green economy is to jump-start in the 
near term. Concentrated pools of assets, such as those controlled by pension systems and insurance 
companies, the US$ 39 trillion-plus controlled by the high net worth community and the growing 
assets of sovereign wealth funds will need to support the green economy in coming decades.

4. Advances in disclosure and sustainability reporting are increasing transparency and 
driving change. In 2009, the global market size for institutional assets was estimated at just over 
US$ 121 trillion. Of the actively managed components of these assets, controlled by a broad range of 
large institutional investors, some 7 per cent was subject to the integration of environmental, social 
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and governance (ESG) considerations. Considering the environmental costs attributable to business 
and human activity – estimated at more than US$ 6 trillion in 2008 – much more transparency is 
needed. Scaling up resources for investment adhering to ESG principles is urgent and will require 
innovation and leadership by business and industry, collective action and public-private approaches 
as well as supportive regulatory frameworks.

5. The role of the public sector is indispensable in freeing up the flow of private finance 
towards a green economy. Governments should involve the private sector in establishing clear, 
stable and coherent policy and regulatory frameworks to facilitate the integration of ESG issues into 
financial and investment decisions. In addition, governments and multilateral financial institutions 
should use their own resources to leverage financial flows from the private sector and direct them 
towards green economic opportunities.

6. Public finance is important for triggering a green economic transformation, even if public 
resources are significantly smaller than those of private markets. The role of public development 
finance institutions (DFIs) in developed and developing countries in supporting the transition to a 
green economy could be strengthened further. Development Finance Institutions can adopt the 
goal of supporting development of the green economy, allocate significant proportions of their 
new lending towards financing green economy transition projects and link it to specific targets 
such as reduction in greenhouse gas (GHG) emissions, access to water and sanitation, biodiversity 
promotion and poverty alleviation. Policies can be designed to improve the “green efficiency” of 
their portfolios, for example, by examining the carbon and ecological footprints of their investment 
portfolios. In addition, DFIs can jointly define protocols for green due diligence, as well as standards 
and goals for sectors in which they have a major influence, such as transport, energy and municipal 
finance.
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