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The main planks of the SFI

• Taxonomy

• Disclosure Regulation (plus non-
Financial Reporting Directive)

• Benchmarks Regulation

• Green Deal

• Corporate Governance reform

Market-led

Fiscal & Regulatory





Taxonomy

1. Member States or the EU when 
adopting measures or setting 
requirements on market actors in respect 
to financial products or corporate bonds 
that are marketed as environmentally 
sustainable.

2. Financial market participants offering 
financial products as environmentally 
sustainable investments or as investments 
having similar characteristics.

‘DNSH’ principle

• While the taxonomies for climate 
mitigation and climate adaptation have 
been developed, four more taxonomies 
will be published by the end of the year: 

• (i) sustainable use and protection of 
water and marine resources; 

• (ii) transition to a circular economy, 
waste prevention and recycling; 

• (iii) pollution prevention and control; 
and

• (iv) protection of biodiversity and 
ecosystems.

• BUT: see “natural gas”



Non-Financial Reporting Directive & 
Disclosure Regulation
• NFRD

• Materiality

• Companies to disclose information on 
environmental, social and employee matters, 
respect for human rights, and bribery and 
corruption, to the extent that such 
information is necessary for an understanding 
of the company’s development, performance, 
position and impact of its activities.

• The materiality perspective of the Non-
Financial Reporting Directive covers both 
financial materiality and environmental and 
social materiality

• Disclosure Regulation

• Requires disclosure of:



Evaluation – Pros (I)

• Taxonomy and green bond standards are welcome developments –
may spur much greater volumes of green bond investment, which will 
be important in funding transition away from fossil fuels

• Standardisation of information is welcome

• In principle, new regulations focus on issues beyond climate change

• Provides roadmap for transition to low carbon future of finance



• Evaluation – Cons Basic Level

• Benchmarks regulation likely to be 
of limited impact

• Places too much emphasis on 
information & transparency

• Places too much emphasis on 
private finance 

• Lacks requisite ambition

• ”Meeting Sustainable Development Goals 
(SDGs), the Paris Agreement commitments 
and other environmental goals will require 
substantial investments far beyond what the 
public sector can muster. Mobilising and re-
directing private capital is necessary for 
meeting EU’s climate, environmental and 
sustainability commitments.”

• 175bn EURO per year needed. EU economy 
is approx. 15 trillion EURO. So barely 1% of 
economy.



Conceptual Problems – Mark Carney, ‘Better Market Information Can Help Combat Climate Change’ 
(Financial Times, 28 June 2017) 

Carney has argued that:
‘[f]inancial markets have the potential to improve our prospects for tackling 
climate change, but only if we make climate risks and opportunities more 
transparent…
Along with analysis of wider market conditions, investors need accurate data. The 
more incomplete or opaque the data and analysis, the more inefficient are 
markets. Yet the climate-related risks and opportunities businesses face are 
currently shrouded in secrecy. Having information on such risks would allow 
investors to back their convictions with their capital, whether they are climate 
optimists or pessimists, evangelicals or sceptics. It would also permit corporates 
not only to meet investor demand for information, but also to position their 
businesses to win, rather than be left behind in, the transition to a low-carbon 
economy … by acting in their own interests, leading companies, banks and 
investors from across the G20 are helping society address one of the gravest 
challenges we face. The more transparent and effective we make markets, the 
more we will all benefit.”



Cullen (2018)
Statements such as [Carney’s] bear all the hallmarks of similar pronouncements on 
the efficiency and effectiveness of market-determined pricing, according the 
market—even in the face of a challenge as great as climate change—with the role as 
primary arbiter of the level and character of adjustments to industrial strategies and 
investor portfolio preferences. In Carney’s language, the relevant mix of investors 
between ‘optimists and pessimists, evangelicals or sceptics’ will determine the 
allocation(s) of investment capital to particular projects and their convictions will be 
tested by future events.
Yet…characterising the information gaps in market understanding of the financial 
risks of climate change by using such terms as ‘secrecy’ or ‘win[ning]’ is highly 
dubious. For example, it is trite to observe that the risks from climate change to 
economic and financial systems are not hidden; this implies that someone, 
somewhere has the requisite information to address the problem and, by implication 
that the problem contemplated is soluble. In reality, there is no agreement even on 
the likely shape of the damage function in relation to climate change, still less any 
consensus on what this will mean for financial markets. Moreover, there are few 
objective bases upon which to be ‘optimistic’ or ‘pessimistic’ regarding the potential 
consequences of climate change, particularly in extreme outcomes. These factors 
have important consequences for the regulation of financial markets, particularly in 
relation to banks which finance activities that contribute to climate change.



Disclosure 
benefits….

Benefits for reporting companies

Better disclosure of climate-related information can have benefits for the reporting 
company itself, such as:

• increased awareness and understanding of climate-related risks and opportunities 
within the company, better risk management, and more informed decision-making 
and strategic planning;

• a more diverse investor base and a potentially lower cost of capital, resulting for 
example from inclusion in actively managed investment portfolios and in 
sustainability-focused indices, and from improved credit ratings for bond issuance 
and better credit worthiness assessments for bank loans;

• more constructive dialogue with stakeholders, in particular investors and 
shareholders;

• better corporate reputation and maintenance of social licence to operate.

Although reporting of climate-related risks is mandatory under Non-Financial 
Reporting, these guidelines are non-binding.



Do markets care?



Sustainable corporate governance

• The most preferred option of overall respondents answering was the 
most ambitious option (331 respondents, 48.1%), namely a minimum 
process and definitions approach complemented with further 
requirements in particular for environmental issues (incl. alignment 
with the goals of international treaties and conventions). 
• Respondents that preferred a minimum process and definitions 

approach with or without further requirements, indicated the 
following areas to be covered: human rights (94.3%) and followed by 
climate change mitigation (85.6%), natural capital, land degradation, 
ecosystem degradation, etc. (83%) and interests of local communities, 
indigenous peoples’ rights, and rights of vulnerable groups (83.2%).



SMART Project 2020 Report - Recommendation

• Commercial loans, commercial credit facilities (other than overdrafts), 
syndicated loans, or project finance agreements are subject to a 
mandatory due diligence assessment before they are agreed;

• In conducting this assessment, financial institutions should use the 
OECD bank-specific guidelines, while encompassing all relevant 
environmental, social and governance issues;

• The relevant financial institution’s credit committee must make a 
recommendation to the board of directors based upon this;

• There would be a presumption that these requirements are applicable 
to all such loans, credit facilities or project finance agreement(s);

• However, banks and financial institutions may rebut this presumption 
for certain categories of project; namely, those projects deemed as 
projects covered by the existing EU Taxonomy.



Haldane – The Long Short (2011)

(a) Transparency

(b) Governance

(c) Contracts

(d) Taxation / 
Subsidies



Evaluation – Cons - Higher Level
• Protects finance from the environment, rather than the environment from 

finance

• Ignores climate change as market failure

• Creates new subset of financial products/instruments offering higher than 
normal yields

• Will likely generate pressure for more asset mining to generate returns

• Green finance may become new mortgage finance, with disproportionate 
consequences for global south





EU Green Deal

• €503bn comes from the existing EU 
budget, unleashing a further €114bn from 
national governments

• The next €279bn would come mostly 
from the private sector: companies 
encouraged to make risky green 
investments by loan guarantees from the 
European Investment Bank, the EU 
lender.

• On top of this Brussels has promised a 
€100bn “just transition” mechanism to 
help retrain workers who lose jobs in 
shuttered coal mines or steel factories.

€1tn is only one third of what is needed, if the EU 
follows through with the commission’s plan to 
reduce European greenhouse gas emissions by up 
to 55% by 2030 (Bruegel)



Biden plan: Public, not private, finance



Dasgupta Review 
(2021)
“While financial actors have a key 
role to play in shifting from Impact 
Inequality to Equality – through 
greater channelling of financial flows 
towards natural assets and their 
sustainable use – it should be 
stressed that their role is ultimately 
bound by broader government and 
regulatory policies to correct for 
institutional failures. [There has been 
a] failure of governments to 
internalise externalities fully, through 
fiscal measures, standards, 
regulations and market mechanisms. 
This failure means that financial 
markets cannot incorporate these 
costs into pricing, and therefore into 
credit allocation and lending 
decisions.”




