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Executive Summary

To put the world on track with the objectives of the Paris Agreement and the 2030 Agenda
and truly achieve this transition, the world needs a systemic transformation of finance
involving all public and private stakeholders in government, business, and society with no
easy silver bullet of a single finance instrument.

G20 members representing over 85% of the world’s GDP, around two thirds of its population
and responsible for about 75% of greenhouse gas emissions, have a key role to play in
addressing these challenges holistically and provide direction for leaders, regulators,
business executives, investors, non-governmental organizations, and all societies.

Finance from both public and private sources needs to be mobilized and shifted from
unsustainable to green activities. The G20 members need to scale up climate-friendly finance
and investments, reduce counterproductive subsidies, create barriers for non-aligned
investments through broader key policy actions, and benefit by accelerating technology
solutions and industrial development programs of green energy, food systems, social
infrastructure, sustainable trade and resilient infrastructure, etc. Scaling up investments in
sustainable activities will yield and boost productivity and generate powerful co-benefits
such as protecting ecosystems and biodiversity in both the short and long runs.

Therefore, advancing enablers and solutions of climate finance that leverage all kinds of
existing and innovative finance instruments and mechanisms is critical to financing green
and sustainable transition. Finance will have to be invested smartly, with focused rigor in
terms of the climate benefits whilst also maximizing socio-economic co-benefits to achieve
a just transition addressing particularly vulnerable groups.

The study is developed for the G20 Climate Sustainability Working Group (CSWG) and
addresses actions within the areas of innovative climate finance that drive smart policy-
finance interaction for mitigation and adaptation finance, as well as sustainable development
more broadly to include social aspects.

The study recognizes previous G20 and ongoing work on climate and green finance and is
informed by discussions within related working groups e.g., Sustainable Finance Working
Group (SFWGQG), Development Working Group (DWG), and other studies within CSWG e.g.,
Study 3.2 on carbon economic value and adds distinct content. This study further benefited
from consultation meetings and responses to a questionnaire sent from G20 members?.

2 The study received survey response from Indonesia, Japan, Mexico, Russia, Saudi Arab, UK, and USA.
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The findings of this study to drive smart climate policy-finance interaction with a focus on
ministries responsible for climate and environment under the premise to race to the top and
leave no one behind while recognizing local differences are as follows:

Improving interoperability of various standards for private and public finance can
help reduce transaction cost, ensure positive impact, reduce greenwashing, and build
trust for green finance by:

O

Developing a “traffic light classification system” that includes a red finance
taxonomy to complete existing green finance taxonomies. This would be applied
for public and private finance and includes definitions of counterproductive and
hard-to-abate economic activities across sectors that need to be phased out as
quickly as possible;

Developing legal standards on environmental thresholds and performance
indicators (i.e., technical screening criteria) that are enforced to minimize
environmental risks;

Developing standards for measuring, verifying and reporting (MRV) data on
environmental performance of investment and spending for better comparison
to provide better comparability and reduce green-washing;

Utilizing green technologies and making environmental data publicly and easily
available to improve transparency and trust in green finance and to facilitate
informed climate finance decision making;

Improving the foundation for global markets and relevant asset classes to
accelerate carbon-negative and nature/climate-positive investments, Ffor
example through the accelerated establishment of global carbon offset markets,
ecosystem solutions, and common understanding of the fair application of carbon
border adjustment mechanisms. This can include the use of proceeds from such
mechanisms to support the transition in least developed countries.

Climate Sustainability Working Group (CSWG) G20 2022 vii



e Private sector can be mobilized through new and existing climate finance mechanisms by:

o

Allocation of public finance to support sustainable and green development goals
while avoiding significant harm to any SDG, e.g., fiscal spending, subsidies, state-
owned enterprises (SOEs), public funds, and state-owned financial institutions.
This will also provide investment incentives for private sector;

Supporting SOEs and sovereign issuers to scale up green financial instruments
(e.g., green bonds, green sukuk), that in turn supports local green capital markets,
particularly in developing countries;

Implementing ambitious, holisticand tailored green policy targets and supporting
regulation (e.g., climate laws, phase-out of coal, deployment of renewables,
sector transition plans, and climate adaptation) to provide clearandreliable policy
directions and reduce risks of unclear targets for financial sector engagement;

Crowding in private capital for higher risk green projects through accelerated
utilization of global infrastructure development facilities (e.g., GIF, MCDF) and
other applicable climate finance instruments (e.g., green public funds, blended
finance, guarantee facilities, public-private partnerships/PPP) that support de-
risking of finance;

Supporting scientific based analysis and advocacy to enable Ffacilities and
regulatory and financial measures for accelerated phase-out of unsustainable
assets and rapid scaling of pilots;

e Development and social transition aspects can be better integrated in climate finance by:

o

Ensuring a globally just transition through responsibilities of different economies
that particularly supports children and vulnerable groups through mitigation and
adaptation financing and capacity building;

Enhancing analysis of environment assets and evidence-based approaches to
reduce COVID-19 related debt impacts particularly in developing countries
including through smart and green sovereign debt collaboration (e.g., debt-for-
SDG, debt-for-nature, debt-for-climate, sustainability-linked debt swaps).

Providing further climate finance support (e.g., USD100 billion commitment)
and technical capacity for developing countries’ green transition and capital
mobilization (e.g., green capital market development, green Ffacilities) for both
mitigation and adaptation measures.

The report first gives an introduction on the transition journey ahead for climate finance in
G20 members. It then provides a background on the current stage of climate finance, current
ambitions of G20 members for smart policy-finance interaction. The recommendations build
on the analysis and provide practices on how to improve policy-finance action to shift finance
from polluting to green, to mobilize both public and private finance, and to improve climate
finance in developing countries.

viii Climate Sustainability Working Group (CSWG) G20 2022
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1. Introduction

Major crises, from COVID-19 to conflicts and fragilities, have set back the achievement of
sustainable development goals, and even worse, risk undermining sustainable development
trajectories: policy makers need to tackle the urgent crises and provide economic and social
resilience. This must not come at the expense of long-term climate and biodiversity crises.
According to Save the Children ? a child born in 2020 will be exposed to twice as many
wildfFires, 2.8 times as many crop failures, 2.6 times as many drought events, 2.8 times as
many river floods, and 6.8 times more heatwaves over their lifetime than a person born in
1960. In addition, limiting global warming to 1.5°C above pre-industrial levels reduces the
risk of additional lifetime exposure to heatwaves by 45 percent, drought by 39 percent, river
floods by 38 percent, crop failures by 28 percent, and wildfires by 10 percent for children
bornin 2020.

To put the world on track with the objectives of the Paris Agreement and the 2030 Agenda,
G20 members representing over 85% of the world’'s GDP, around two thirds of its population
and responsible for about 75% of greenhouse gas emissions ', have a key role to play. They
can address these challenges holistically and provide a sustainable direction for leaders,
regulators, business executives, investors, non-governmental organizations and all societies.
It is critical that governments accelerate their commitments to the Paris Agreement’s next
five-year cycle to limit global warming. They also can provide inclusive climate financing as
well as social protection and support for vulnerable groups and their communities such as
child and/or gender responsive financing, so that they can adapt to and recover from climate
shocks more effectively.

More G20 members are working on developing and implementing core climate policies and
much more needs to be done to reduce greenhouse gas (GHG) emissions (see Figure 1). By
scaling up climate friendly finance and investments, reducing counterproductive subsidies,
creating barriers for non-aligned investments through smart key policy actions, G20 members
can accelerate technology solutions and industrial development programs of green energy,
food systems, sustainable infrastructure, and trade.

Climate Sustainability Working Group (CSWG) G20 2022 1
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Figure 1:Trends in Atmospheric CO, concentration and political agreements (Source: Sustenio®)

Investments in low-carbon technologies, ecosystem solutions, and sustainable and resilient
infrastructure can spur green growth and economic recovery, address inequalities,
and accelerate the transformation towards climate-resilient economies. In contrast, a
continuation of current policy with public and private financial flows supporting non-aligned
economic activities, is akin to pouring oil onto the fires of climate change.

In the Article 2.1¢c, Parties commit to “making finance flows consistent with a pathway
towards low greenhouse gas emissions and climate-resilient development.” Now is the time
to deliver on this commitment by converging post-COVID economic recovery programs with
the transition to a low carbon climate-resilient global economy. By aligning all components
of innovative finance, all kinds of funding opportunities can be seized - bilateral, multilateral
climate funds, multilateral development banks (MDBs), other development Ffinance
institutions (DFls), as well as domestic finance. By fully aligning public finance with sustainable
development goals, much larger volumes of private investment can be mobilized.

2 Climate Sustainability Working Group (CSWG) G20 2022
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2. Climate Finance Landscape Background

Addressing climate change and building a sustainable future for now and the world’s future
generations requires smart, tailored, and urgent policy action to drive an unprecedented
global transformation of infrastructure, ecosystem resilience, food system and industrial
development. The basis for this transformation is a massive shift of investments in
technologies for low-carbon energy development, environmental and ecology protection,
sustainable production and consumption, risk-informed and resilient infrastructure
development.

2.1 Climate finance flows and gaps

Global climate finance * flows of US$632 billion were recorded in 2019-2020 (which doubled
from US$365 billion in 2013-2014) — with equal contributions from the public and private
sectors (see Figure 2).

LANDSCAPE OF CLIMATE FINANCE IN 2019/2020 632 ANNOAL 0 CLIMATE
Global climate finance flows along their (ife cycie in 2019 and 2020. Values are average of two years’ data, in USD b I’(:]!_I[_Y_ -
EDIARIES INSTRUMENTS USES INFITATIVE SECTORS
Sources or What f financ al ‘What types of Wihat is the
inkes ? instruments are used? activities are fnance d? finance use d for?
Government Budgets $38 — Grants $36 Adaptation 546 Water $22
Low-coit Infra. & Industry $36
National DFls Erofect DALY
$120 Dual Uses §15 Others &
Cross-sectoral $50
Bl| ateral DFls 335 ,...// v, Land Use $14
Project-level
| Multilateral DFis —-“"‘}.:::_ market rate
$65 debt $232
Transport $175
Project-level
equity $51
Mitigation
Unknown $5 571
Debt $105
Energy
B Balance Sheet Systems $334

Financing

$260

Corporations
p;lr!d Equity $155

PUBLIC FINANCIAL [ PRIVATE FINANCIAL
INTERMECHARIES [ INTERMEDIARIES IO ET30 Th1a0]

Figure 2: Landscape of Climate Finance in 2019-2020 (Source: Climate Policy Initiative #, 2021)

Almost half of global climate finance in 2019-2020 was spent in East Asia & Pacific (US$292
billion), fFollowed by Western Europe (US$105 billion) and US & Canada (US$83 billion). Latin
America, South Asia, Middle East and African countries togetheraccounted for about US$100
billion in climate finance (see Figure 3).

Climate Sustainability Working Group (CSWG) G20 2022 3
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Figure 19: Destination region of climate finance, by public/private (USD billion,
2019/2020 annual average)
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Figure 3: Destination region of climate finance, by public/private (USS billion, 2019/2020 annual
average) (Source: Climate Policy Initiative)

For climate protection alone, Climate Policy Initiative (2021)* estimates a global climate
finance gap of US$3.6 to $4.1 trillion annually. McKinsey (2022)° estimates that investment
needs to increase by US$3.5 trillion yearly to US$9.2 trillion to achieve net zero transition
goals.

Finance for adaptation falls short. The Paris Agreement lays out a goal to balance finance
between adaptation and mitigation. International community has called for 50% of the
total share of climate finance to be spent on adaptation projects that help people adapt to
climate change, especially for developing nations. Adaptation currently only receives 21% of
allinternational climate finance — only $16.8 billion in 2018, compared to an estimated need
of $70 billion annually and upwards of $140-300 billion dollars by 2030 and $280-500 billion
by 2050 (see Figure 4).

4 Climate Sustainability Working Group (CSWG) G20 2022
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FAIR SHARE

The United States has not paid enough in climate finance to developing
nations, considering the size of its economy. Japan and France have paid
more than their fair share, but much of it in loans, not grants.
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0 20 40 60 80 100 120 140 160 180 200
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share of $100 billion climate finance target*

ADAPTATION LAGGING

Most public climate financing to developing nations has gone to projects that
reduce carbon emissions, rather than helping people adapt to climate change.
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incorporates European limate financing, apportioned to relevant nations

Figure 4: Climate finance source to developing nations (Source: Timperley, 2021 )

Within the G20 members in their 2021 Leaders Statement, the UNFCC and IPBES, as well as
during COP26in Glasgow, globalrecognition of the need to integrate biodiversity and climate
considerations has been accelerating. Both aspects should ideally be tackled together to
generate co-benefits (e.g., through ecosystem solutions, nature-climate solutions), utilize
green financing more efficiently, and avoid further harm to either through insufficient
integration. Taking this integration into consideration, biodiversity finance can promote
climate protection, yet global biodiversity finance® flows in 2019 amounted to only US$143
billion compared to US$536 billion financing need for ecosystem solutions’, according to
UNEP (2021). Similarly, the 2020 Financing Nature report® estimates a biodiversity financing
gap of US$598 to US$824 billion per year.

2.2 Counterproductive public and private finance

Thelackoffinance stands forclimate actionand environmental protectionis exacerbated
by continued public and private finance Flowing into unsustainable sectors.

Public Finance contributes to climate change through state-owned enterprises, state-
owned financial institutions, and public spending. While the G20 has committed to phasing
outinefficientand counterproductive fossil fuel subsidiesin 2009°, global governments spent
USS$5.9 trillion (or 6.8% of GDP) on fossil fuel subsidiesin 2020 according to a 2022 IMF study,
and fossil fuel subsidies were expected to rise, according to a 2021 OECD study'®. Similarly,
with the agricultural sector being the second most important contributor to greenhouse
gas emissions (when including land use change) it is also important to note that among the
Aichi Target 3 of phasing out incentives including subsidies harming biodiversity by 2020 was
only met by 25 out of 196 nations while about 90% of subsidies' given to farmers tend to
damage nature and fuel the climate crisis according to a 2021 UN report.

Climate Sustainability Working Group (CSWG) G20 2022 5



In addition, SOEs are among the world’s largest corporate emitters of greenhouse gases,
often due to a focus on traditional energy and transport assets: according to a 2022 joint
Oxford and Columbia University study '?, SOEs in the power, industry and transport sectors
alone emit at least an aggregate of 6.2 gigatons of CO2e annually (Scope 1), making them
cumulatively larger emitters than any other single country except China. Similarly, CDP
estimates ' that the largest global SOEs are responsible for 42% of global greenhouse gas
emissions.

On the private side, the world’s 60 biggest banks have provided US$3.8 trillion ' of
financing For Fossil fuel companies between 2015 and 2020 with US$751 billion alone in
2020. By October 2021, Bloomberg ' reported US$459 billion fossil finance organized by the
largest banks in the First 9 months of 2021.

At the same time, improving green capital markets based on regulatory guidance,
supervision strategies, and voluntary banking sector approaches have significantly
expanded green finance instrument issuance'® (e.g., loans, bonds) in many developed and
some emerging G20 members'’. Yet, green finance only constitutes less than 10% of the
market, even in the EU '8, while many developing economies’ (green) capital markets ' are
in need for further regulatory support, capacity and development to attract more issuances
and investors.

2.3 The cost and risk of failing in climate action
2.3.1 Social and economic risk of climate change

Alow level of addressing climate change risks up to 25% of global GDP by 2100, according
to the NGFS (2020) 2°. Particularly, less developed countries would experience a higher
relative economic loss relevant for people’s livelihoods, according to the IMF (2021) ' and
the number of affected nations, according to S&P Global (2022) . This risks exacerbating
global inequalities and driving 68 to 135 million people into poverty by 2030, according
to the World Bank (2020) 23. The climate crisis also affects children'’s rights, who risk being
locked into poverty without strong adaptation policy, particularly in countries that are risk
of natural disasters, according to UNICEF (2021) ?* (see Figure 5). Extreme climate crises
increase social inequality because women and girls are more likely to live in poverty (70%
of total global poor population) %>, depend more on access to natural resources and bear a
disproportionate responsibility for securing food, and fuel yet have less access to essential
services, and face systematic violence that escalates during periods of instability.

6  Climate Sustainability Working Group (CSWG) G20 2022
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CCRI for G20 member countries
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Figure 5: Impacts of climate change on children - Global Children’s Climate Risk Index (UNICEF %¢)

Urgent action is advised with costs rising exponentially the later action is taken: The cost
of climate change mitigation and adaptation tends to rise exponentially the later climate
change is mitigated: the UN estimates annual adaptation costs 2¢ in developing countries
at US$70 billion should decisive actions be taken in 2021; this figure is expected to reach
US$140-300 billion for decisive actions delayed to 2030 and US$280-500 billion in 2050.

Contrary, by investing in climate change mitigation and adaptation net-gains of 15
million jobs could be achieved by 2050, according to a 2022 McKinsey ° study. It would
require re-training and possibly re-location of workforce to development, production, and
operation site of new industries.

2.3.2 Climate-biodiversity nexus

A particular opportunity and necessity to address the climate crisis is to tackle it
together with the biodiversity crisis, according to a 2021 statement by IBPES and IPCC
27_ Climate change and biodiversity loss are mutually linked, with climate change leading to
biodiversity loss and biodiversity loss leading to climate change. Increasing net-zero and
nature-positive investments to address the biodiversity and climate challenges has been
reflectedinthe GlobalBiodiversity Framework’s Target 1922 of the UN Biodiversity Conference
(COP15) ?°, the Glasgow Climate Pact *° of the UN Climate Change Conference (COP26).

Some climate-positive actions for mitigation and adaptation might exacerbate biodiversity
loss (e.g., grey infrastructure, some technological solutions, and single-crop carbon offsets),
which further exacerbates social and economic risks (e.g., loss of ecosystem services such as
water, pollination, soil quality).

Climate Sustainability Working Group (CSWG) G20 2022 7
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Attentionis necessary, assome supposed biodiversity investments harm both biodiversity
and climate (e.g., planting trees in ecosystems that have not historically been forests,
or reforestation with monocultures). Accordingly, investment in carbon- and species-
rich ecosystems on land and in the ocean (e.g., forests, wetlands, peatlands, grasslands,
mangroves), increase of sustainable agriculture and forestry practices (e.g., diversification of
plants), and protection of existing ecosystems are areas that best combine climate-, nature-,
and social benefits.

2.4 Responsibilities for development and social considerations

Achieving the sustainable transition requires action from all countries. To reduce carbon
emissions, particularly developed countries and countries with growing absolute emissions
need to accelerate finance for the low-carbon and green transformation.

Least developed countries and developing countries need to utilize received financial
supportin achieving the physical and social transformation to adapt to climate change, while
protecting and restoring natural resources and ecosystem services. The pledge of providing
US$100 billion per year from developed to developing countries in climate finance needs
to be upheld and efficiently used to accelerate the reduction of greenhouse gas emissions
based on the NDCs.

Last but not least, a solution to financing the global climate crisis cannot work without
addressing the debt crisis for many low-income countries, where sovereign debt levels
reached US$860 billion in 2020 3",
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3. Experiences in G20 members to catalyze and promote
climate finance

Regulators, law makers, financial associations, and private organizations in G20 members
and beyond have proposed, developed, and applied policies, systems, and instrument to
accelerate finance for the green transition, that can serve as a role model for accelerating
climate and green finance application.

These ongoing practices are highly context specific and often cannot be easily compared
or standardized. The ambition is therefore to ensure relevant impact, while it is important
to harmonize where possible to ensure comparability, cross-border facilitation, and capital
flows.

Reduce dirty
(e.g., carbon price, pollution price)

Accelerate green

(e.g. green fiscal or monetary
support)

Sectoral
Emission Transition laws (e.g.,
pathways NEV, coal

Figure 6: Green financial frameworks (Source: Author)
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Key elements of a structured climate finance system are supposed to include (see Figure 6):

e Climate finance governance - top-down (e.g., China); bottom-up systems (e.g.,
through voluntary standards), and mixed-systems (e.g., EU);
e Dual goal of emission reduction and scaling of green opportunities;
e Climate related laws and regulations impacting climate finance (e.g., climate laws);
e Climate-finance related regulatory tools, e.g.,
o central bank and financial regulatory measures;

o common definitions of real economy activities that need to be financed (e.g.,
through green finance and sustainable finance taxonomies);

o climate risk evaluation and management (e.g., TCFD, TNFD), and disclosure
standards to provide transparency in reporting and avoiding greenwashing (e.g.,
the EU’'s Non-Financial Reporting Directive on corporate sustainability disclosure);

o carbon pricing.

e Climate finance sources (e.g., public, private, development finance);

e Climate finance instruments (e.g., green bond, green credit, green sukuk, green
fund);

e Integration of green financial system.

3.1 Climate finance governance

The policy environment of climate finance of the G20 members are organized depending on
different institutional settings and development phases, which determine the power of the
various players and the levers to influence development paths of climate finance. Broadly,
they can be distinguished between top-down systems driven by governments (e.g., China),
cooperative systems (e.g., EU) or bottom-up systems driven by market-players (e.g., United
States).

A top-down governance system of green finance in China is rooted in its underlying political
economy model labelled as ‘Grand Steerage’ of the economy 32. For green finance, the state
takes an active role in providing guidance, regulations, and financial backing through various
line ministries. This allows for rapid growth of the green financial system with support from
state-owned enterprises and state-owned financial institutions: after the establishment of
the Green Financial System in 2015, China became one of the largest green bond markets
with SOEs accounting for 42% of the green bond issuances volume. While China’'s green
financial volume is among the largest in the world, its different regulators are responsible
for various aspects of the green financial system with gradual integration of the different
instruments and rules.

The EU’s multi-layered green financial system (see Figure 7) is a hybrid model. The system is
based on multilateral framework (e.g., Paris Agreement), EU frameworks (e.g., EU Taxonomy,
Fit-for-55), EU regulations (e.g., Sustainable Finance Disclosure Regulation, EU Taxonomy),
national ambitions of EU member states and financial markets, as well as voluntary
approaches of financial institutions and other stakeholders (e.g., Glasgow Financial Alliance
for Net-Zero, GFANZ) or independent commitments by financial institutions.
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Figure 7: The EU's Sustainable Finance Strategy (Source: Intereconomics *3)

The bottom-up system, meanwhile, isdriven byindustryassociations, individual organizations,
and initiatives. These aim to drive ambitions, share capacity and knowledge, as well as to
provide transparency and accountability among its members and possibly to the public.
These initiatives are often supported by multilateral orinternational organizations, including
private organizations (see Appendix 4 for selected initiatives). For example, At COP26 in
2021, the Glasgow Financial Alliance for Net Zero (GFANZ) established a global network for
different types of financial institutions to commit and share climate ambitions publicly, and
to provide knowledge to its members.

3.2 Climate laws

The climate finance architectures and/or approachesin G20 members are to different extend
geared toward the dual ambition of reducing harmful activities (e.g., through carbon pricing
and climate laws) and accelerating green activities (e.g., through growth of green finance
and relevant fiscal/monetary support measures). A basis for all green financial systems
is the overwriting climate ambitions of the country that determines investor’'s appetites
and financial and technological innovation. The G20 members have mostly increased their
climate ambition, but their climate targets are not sufficient to meet the Paris goals with
multiple G20 members having non-binding and non-climate neutral targets beyond 2050
(see Figure 8).
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Figure 8: Climate targets in G20 (EU has 2050 climate-neutral target in law but was not included in the
graph) (Data: Net Zero Tracker, Graphic: author)

A number of G20 members have also issued specific laws to accelerate either the phase-
out of specific polluting sectors (e.g., Germany’s coal exit law), or to accelerate the use of
greener technologies (e.g., EU’s energy plan, China's national renewable energy targets).

3.3 Climate-finance regulatory tools
3.3.1 Definitions of green finance through taxonomies

Many G20 members and other global economies have developed green finance taxonomies
as part of their green finance systems as a standard to define green economic activities (see
Figure 7 and Appendix 1). Taxonomies and standards provide shared definitions for investors
and policy makers, and reduce transaction cost 34 for investors aiming to invest in endorsed
assets. Particularly market-driven standards allow for cross-border finance. Taxonomies
have been issued by national and supra-national (e.g., EU) governments, as well as private
institutions, such as the Climate Bonds Initiative (CBI), ASEAN Green Bond Standard, ICMA
Green Bond Principles.
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Global Green Taxonomy

South Africa

Taxonomy in discussion

Figure 7: Global green Taxonomies (Source: Climate Bonds Initiative, 2022 3°)

To further allow for cross-border finance, efforts to harmonize green taxonomies are
ongoing. Progress has been made through the IPFS under the leadership of the EU and China
in 2022 through the Common Ground Taxonomy 3¢ and as well as through the G20 SFWG.
Nevertheless, harmonization continues to be challenging 37 due to different development
status of countries, different approaches to green finance in terms of the financial system
and definitions of green activities.

Apart from providing “green standards”, a new, and promising, approach to shift finance is
to define counterproductive economic activities. Amongst others, Indonesia 3, Singapore
and China forits overseas investments *°, have issued such “red” taxonomies as part of “traffic
light systems”. In these taxonomies, fossil fuel finance, for example, would be labelled red
as a signal for investors and policy makers to restrict financing. With challenges on agreeing
particularly on transition taxonomies, agreeing on economic activities that need rapid phase-
out can be a viable pathway.

An important aspect of applying green taxonomies are external reviews. Currently, private
sector solutions dominate the green external review market offering different approaches,
such as second-party opinions, third-party certifications, ratings for environmental, social
and governance performance (ESG rating), assurance, and audit, etc.

As concerns have arisen regarding the reliability and comparability of green labels, countries
have started to put in place, or have upgraded, regulatory frameworks to guide private
external review activities (EU, China). China's Green Bond Assessment and Verification
Guidelines “° provide an example how a central bank can support qualification of external
institutions’ assessments and certifications of green bonds.
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3.3.2 Selected risk management, reporting and disclosure standards

Various G20 members and others have introduced standards to improve non-financial
disclosure on the national, market and sector level (see Appendix 3 for an overview) -
also referred to as “ESG” disclosure. These standards aim to provide more transparency on
environmental impacts and environmental risk exposure to financial and commercial actors
and thus provide both incentives for improving environmental performance and reducing
environmental risks, as well as transparency for informed financial decision-making.

In G20 members, these standards are driven by various entities, such as governments (e.g.,
EU Sustainable Finance Disclosure Regulation), markets (e.g., Shenzhen Stock exchange),
member organizations with support from multilateral institutions (e.g., Global Reporting
Initiative), as well as by NGOs in collaboration with market players and governments (e.g.,
TNFD, CDP). These standards provide frameworks for different aspects of disclosure (e.g.,
climate, biodiversity risks and impacts), and address different types of market players (e.g.,
financial institutions, broader economy).

As various reporting standards are often in competition or co-opetition and therefore not
standardized, an increasingly complex network of reporting standards has become available.
This allows companies and financial institutions to choose ambitious or less ambitious
standards, and thus increases the risk of greenwashing.

National risk management and disclosure frameworks are therefore being developed.
For example, the Japanese Financial Services Agency (FSA) in April 2022, released draft
Supervisory Guidance on Climate-related Risk Management and Client Engagement. This
guidance documents viewpoints of supervisory dialogues regarding financial institutions’
climate-related risk management and engagement with their clients to support the clients’
responses to climate-related opportunities and risks. Similarly, the EU provided various
frameworks for non-financial disclosure (see Table 1Table 1).
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Table 1: Non-financial disclosure in the EU (Source: European Union *)

Scope Large corporations Financial market Financial market participants;
and all listed participants offering all companies subject to
companies investment products, | Corporate Sustainability

and financial advisers | Reporting Initiative

Instrument | Corporate Sustainability | Sustainable Finance Taxonomy Regulation
Reporting Directive Disclosure Regulation
(CSRD) proposal (SFDR)

Disclosure | Report based on formal | Entity and product lev- | Turnover, capital, and operating
reporting standards el disclosure on sustain- | expenditures in the reporting
and subject to external | ability risks and princi- | year from products or activities
audit pal adverse impacts associated with Taxonomy

Status Under negotiation, Applies from 10 March | Applies from January 2022
expected to apply from | 2021
2023

In May 2021, the Ministry of Economic Development of Russian Federation approved
methodological recommendations for adoption climate change that consists of four
documents,includingrecommendations for climate riskassessment. These recommendations
are the basis for creating a national climate risk management system in Russia.

3.3.3 Ecosystem solutions

Ecosystem solutions play an important role for carbon sequestration which could result in
carbon credits. China has also underscored the importance of carbon sequestration linked
to nature-based solutions “6. The February 2022 UNEA-5 #° resolution marks the first time
a multilateral body has adopted by consensus a universal definition of such ecosystem
services. The recent State of Nature in the G20 report *° of UNEP and others underscores
the importance of making the financial case for ecosystem services. Greater engagement
by private investors is needed to close financing gaps in this domain. Estimates by the
2021 State of Finance for Nature report 7 suggest US$133 billion is invested annually in
ecosystem solutions. Of this total, 86 percent or US$115 billion is public financing related
to conservation, regeneration of forests, peat lands, agriculture, water conservation, and
natural pollution control systems. The report estimates that private sector ecosystem
solution financing is much lower, at 14 percent of total annual financing — or US$18 billion
per year — with investments dominated by biodiversity offsets, sustainable supply chains,
impact investment and private philanthropy investments.

The report identifies five priorities to increase financing for ecosystem solutions:

e Increase Overseas Development Assistance (ODA);
e Reform agricultural subsidies;

e Mandate Multilateral Development Banks (MDBs) to increase ecosystem
solutions financing;
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e Link developing country debt relief with ecosystem solutions investments;

e Support results-based ecosystem solutions public financing linked to green
bonds.

3.3.4 Carbon pricing

Pricing the environmental rights including carbon emission is an increasingly relevant
tool to incentivize de-carbonization and nature-positive outcomes, and simultaneously to
disincentivize emissions and natural exploitation. [For detailed analysis relevant to this
topic, please also refer to CSWG Study 3.2]

Emission trading systems (ETS)

By 2021, 65 carbon pricing schemes were applied in 45 national jurisdictions and 34
subnational jurisdictions, covering about 21.5% of global GHG emissions. As can be seen in
Figure 8, The EU emission trading system (EU ETS) (and similarly the UK ETS after separating
from the EU ETS) is the most mature with relatively high prices of above EUR100 per ton of
CO2e.

ICAP Allowance Price Explorer
icap

$fton

100

01/01/2016 01/01/2018 01/01/2020 01/01/2022

Figure 8: Carbon prices (USD/ton) in EU, California, and China (Source: ICAP)

Voluntary carbon markets (VCM) that allow companies (and individuals) to reach their
pledges of carbon neutrality by buying carbon offsets also in lieu of regulated carbon
markets. In 2021, VCM for airlines have grown by 900% and corporate carbon offsets by
170% “?. McKinsey together with the International Institute of Finance estimates + that
voluntary carbon markets could increase by a factor of 15 or more by 2030 and by a factor of
100 by 2050. Carbon credits could come from four categories: avoided nature loss (including
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deforestation); nature-based sequestration, such as reforestation; avoidance or reduction of
emissions such as methane from landfills; and technology-based removal of carbon dioxide
from the atmosphere

Paying for importing carbon

Paying for “importing” carbon is another concept to price carbon emissions. In March 2022,
the EU Council agreed on the Carbon Border Adjustment Mechanism (CBAM) #. Also other
countries, notably the US in July 2021 %> and the UK in September 2021 “¢ introduced plans
or evaluations of carbon border adjustment mechanisms. The ambition is to reduce carbon
leakage and price consumption-based rather than production-based carbon emissions. This
has been a source of contention from some developing countries with high exports into
developed countries over who should be accountable for emissions. At the same time, some
developing countries have expressed fears of such mechanisms adding costs to exports #’
and the idea that revenues from pricing carbon could flow back into developing economies
in supporting a green transition.

International carbon markets

Carbon markets and carbon offsets have been further strengthened by the agreement on
Article 6 of the Paris Agreement at COP26 in Glasgow in 2021. Through the introduction
of internationally transferable mitigation outcomes (ITMOs) and Article 6, paragraph 4,
emission reductions (A6.4ER) with governance to avoid double-counting of carbon reduction
credits and providing more flexibility than previous CDTM. However, implementation of
Article 6 and international carbon markets rests on complex governance structures, pricing
issues and technical capacity challenges %, not only in developing economies. Furthermore,
ensuring additionality of ITMOs continues to be a challenge with risks in under-ambitious
NDC (i.e., overperforming on NDCs and generating ITMOs) and perpetuity (e.g., afforestation
projects).

3.4 Climate fFinancing sources

G20 members have access or have developed various public and private sources of climate
finance. These include, for example:

- public fiscal spending (e.g., through subsidies in renewable energy);

- green public funds through development banks or national green funds (e.g., Chi-
na's National Green Development Fund 51, or UK's Green Investment Bank);

- development finance institutions, such as bilateral or multilateral development
banks including their facilities (e.g., World Bank'’s Climate Support Facility or the
Green Climate Fund);

- private financial institutions, including
o microfinance institutions particularly in developing economies (e.g., UNEP’s

microfinance for ecosystem-based adaptation MEBA 2¢ supported by the German
government);
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o commercial financial institutions issuing green loans and insurances (and micro-
insurances as supported e.g., by the ADB) for environmental insurances.

- public capital markets:
o green bond markets;
o equitymarketswithafocusonenvironmental,socialand governance performance
(such as the EU green capital markets union 8).

- private equity, including impact funds.

The appropriate source of climate and green finance is contingent on factors, including
availability of funds (e.g., capital markets tend to be more developed in developed countries,
while microfinance is applied more widely in developing countries, bank credit is applied
across the world in different degrees), risk and return requirements of investors (e.qg.,
public finance can provide negative return financing, while private equity would expect high
returns), and scalability of finance (e.g., very unique or small projects require specialized
sources of finance, while scalable infrastructure finance is more standardized).

3.5 Climate finance instruments

Climate and green finance instruments aim to provide asset classes or tools to finance
aligned projects. G20 members have developed and applied numerous instruments tailored
to accelerate public and private financing for sustainable activities for different asset classes
(see Appendix 2 for a more comprehensive list of climate and green finance instruments).
These address individual, public, private and public-private finance (see Table 2).

Table 2: Examples of climate and green finance instruments

Individual/micro Commercial Commercial Public Public-private/
enterprises debt equity development
e Green credit e Green e ESG funds e Green sovereign | @ National green
support credit/green | o Impact finance bonds (e.g., . funds
e Green microfi- loans G%rmany' China, | ¢ Blended
nance e Green bonds Indonesia) finance
e Green mort- e Sustainabil- ° f;—?itrfllzzbs:g;/er- e Guarantees
gage ity-linked eign debt (e.g., e Project de-
Lol Indonesia) velopment
e Transition e Debt-for-nature facilities
bonds swaps (USA) e Credit en-
e (Guarantees haqge_ment
. Facilities
e Subsidies

Further instruments are tailored at specific environmental goals, for example through
“payment for ecosystem services” to scale up financing for ecosystems, or national or
subnational “carbon markets” to price carbon or more broadly climate emissions (e.g., in
Germany, South Korea, parts of the US, subnational in Japan etc.).
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A particular set of financial instruments and strategies that is gaining prominence are related
to early retirement of heavy polluting assets, such as coal-fired power plants. Indonesia,
as one country, is preparing Energy Transition Mechanism to retire coal power plant and
transition it to new and renewable energy. Various private, public and development financial
instruments °2 are being explored and have been applied (e.g., in Germany) to accelerate the
retirement of such assets.

As part of this, Just Transition Mechanisms have been devised, e.g., South Africa’s
International Just Energy Transition Partnership *3 with the support of France, Germany, UK,
US and EU.

Climate finance instruments are ideally matching specific risk-return profiles of projects,
investor preferences and market conditions. Accordingly, the relevance of the application
of specific climate finance instruments is context dependent (e.g., green bonds are more
applicable in developed capital markets, while microfinance is more relevant to provide
finance in informal markets). Particularly in emerging markets, green capital markets are
often in need for Further development " and specific financial market-based instruments
are less applicable or need more support (e.g., through government-led green bond issuance,
such as in Indonesia, China). Other instruments are more applicable, such as green micro-
finance, bank lending and blended finance, as well as support through guarantees or other
green facilities.

Also, sovereign lenders (e.g., government, state-owned enterprises, state-owned financial
institutions) can utilize green capital markets (e.g., through the issuance of green sovereign
bonds). Many G20 members have issued green sovereign bonds (or green sukuk) on the
national and sub-national level, as well as through SOEs, including France, Germany, Mexico,
China, Indonesia. If issued on local capital markets, these green sovereign bonds have strong
potential to support local green capital market development 4.

The availability of the instruments is dependent on regulatory approvals and support
(e.g., Japan is providing financial support for issuing green bonds, China'’s scaling of green
bond and green credit markets is based on strong policy support and application through
SOEs). The scalability of the instruments depends on available project pipelines and market
conditions.

Many of these instruments have been utilized without “green” aspects for decades, and thus
need to be tailored to integrate effective climate aspects. Some innovative instruments,
particularly on the derivatives markets, such as green asset-backed securities, still require
more market discovery for proper pricing.

3.6 Climate finance in developing countries

Providing finance forinfrastructure and capacity development from developed G20 members
to developing countries for climate mitigation and adaptation, ideally integrated with nature
protection and ecosystem solutions in developing countries, has been an important pillarin
the protection and restoration of the global nature and climate.
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3.6.1 Development finance commitments

Developed countries at COP26 have reaffirmed their commitment to provide USD 100
billion per year in climate finance in developing countries. Global funds have also been
supported, such as the Global Environmental Facility (GEF) having provided more than
USD139 billion in finance for nature in developing countries, and similarly the Green Climate
Fund (GCF) that had provided USD10 billion in finance for climate-related projects. Bilateral
engagements from G20 members through development banks, many of which are organized
through the International Development Finance Club (IDFC), also committed to improve
climate-finance and SDG implementation, e.g., through its five voluntary principles. By
September 2020, over 48 financial institutions, including 23 bilateral, regional, and national
development banks, as well as 13 commercial financial institutions were part of the Initiative.

3.6.2 Local green capital market development

Green capital market development in developing countries has been supported by G20
members, and multilateral financial institutions to catalyze private and public finance for
green development.

Support has been given for design and capacity building (e.g., IFC's Sustainable Banking and
Finance Network) and through underwriting green bond issuances in developing countries
(e.g., ADB’s US$20 million investment in Georgia's railway green bond) 4.

Local green capital markets have also been developed by green bond issuances from state-
owned or state-backed companies and financial institutions based on their lower risk profile
and larger issuance size, e.g., in China and Indonesia.

3.6.3 Sovereign debt in developing countries

As COVID-19 continues to interrupt economic activities, induce higher public spending, and
decrease tax revenues, sovereign debt issues in certain countries have become more
challenging. Sovereign debt risks have further been exacerbated by recent disturbance of
supply chain and geopolitical tensions. In 2020 it has noted that the debt burden * of low-
income countries rose 12 per cent 3" to a record US$860 billion in 2020. The International
Monetary Fund (IMF) sounded alarm bells in December 2021, warning that 60 per cent *¢ of
low-income countries are at high risk or already in debt distress, up from 30 per centin 2015.
Sovereign debt ratings *” in 2021 and 2022 have fallen particularly in developing countries.
The sovereign debt crisis has strained the availability of resources for conservation, while
social considerations, such as the provision of jobs and job security, have led to stimulus
efforts that potentially result in unsustainable economic growth (e.g., by focusing on grey
infrastructure, brown energy).

In response to the sovereign debt issue, several initiatives have been launched since the
pandemic:
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e The G20 Debt Service Suspension Initiative (DSSI) provided US$10.3 billion in debt-
service relief to 40 countries. DSSI was available to 73 low-income countries, and was
not extended beyond December 2021.

e ThelMF-WorldBank“CommonFramework,” intendedto coordinate debtrestructuring
among Paris Club and non-Paris club creditors, currently involves only three countries
(Chad, Ethiopia, and Zambia).

e ThelMFagreedtorelease US$650 billionin Special Drawing Rights *8 to help countries
during the crisis. In November 2021 at the China-Africa FOCA summit, China pledged
USS$10 billion *° (of its share of US$40 billion in new SDRs) to help African countries
recover from the pandemic.

e On 18 April 2022, the IMF approved a new, Resilience and Sustainability Trust ¢ to
help countries manage structural risks linked to climate change and the ongoing
pandemic: roughly three-quarters of countries are eligible to apply for support
through the new fund, which has initial pledges of US$40 billion.

While welcomed, recent initiatives are likely insufficient in the Face of sharply
worsening debt sustainability conditions. Among the suggestions is to turn to more
comprehensive lessons of the past, notably the Highly Indebted Poor Countries Initiative
and HIPC+, or updating a new version of Brady Bonds ¢'. The Tackling the Triple Crisis
Proposal 2 proposes using debt swaps to help debtor countries meet climate, nature,
and other goals. Debt-for-nature swaps (DNS) have been discussed as a concept to
ameliorate multiple of these problems at the same time: it could reduce debt burdens,
particularly in developing countries with high external public debt, and direct funds to
conservation or restoration in these countries to create employment. DNS are a financial
tool initially developed and applied in the 1980s to deal with this dual problem of nature
loss and sovereign debt by exchanging sovereign debt for the conservation or restoration
of nature. Accelerating environmental destruction and the accompanying need to mobilize
billions to finance nature protection led to a resurgence of calls to apply DNS, including
from large creditor regions, such as in September 2021 from the European Commission and
the OECD. The US through the Development Finance Corporation (DFC) together with The
Nature Conservancy has supported the government of Belize at the end of 2021 in a US$364
million financial transaction ¢ that will enable the country to reduce its debt burden and
generate an estimated US$180M for marine conservation. China, as the largest bilateral
creditor in developing countries %, is also evaluating the application of various forms of
debt restructuring, including debt forgiveness on non-interest-bearing loans, and debt-for-
sustainability swaps . Similarly, Indonesia agreed with Germany and Global Fund to a US$50
million debt-for-health swap ¢ in 2021.

Withoutsolvingthedebtcrisis quickly and decisively, sustainable developmentregarding
social, environmental and economic progress will likely regress in many developing
countries, particularly in light of accelerating inflation and exchange-rate volatility due to
armed conflicts and supply chain issues.
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4. The Way Forward

Taken the current climate and green finance gap, and seeing current climate finance
ambitions of G20 members, lessons can be drawn, and challenges can be identified. These
can be summarized as:

4.1 Atransformative effort

As the combined effort of G20 members shows, transforming finance requires the
comprehensive and rapid development and application of fiscal, monetary, regulatory, and
voluntary instruments, tools, and systems. Through incentives and disincentives, these tools
aim to reduce finance flows into counterproductive activities and accelerate sustainability-
aligned finance by creating commonly accepted standards and reducing transaction costs
throughinteroperability. At the same time, these tools need to ensure ajust transition across
countries and societies, secure and improve future generations’ wealth, while minimizing
greenwashing risks to avoid erosion of public and investors' trust in green transition.

Shifting away from financing unsustainable activities is key with a Focus on sectors and
activities that currently most contribute to climate change and biodiversity loss which
is closely related to climate change ambitions. Many of these sectors are overlapping for
biodiversity and climate issues, in particular, the energy sector (transport, buildings and
industry), agriculture and food systems, cement, chemicals, and waste (see Figure 9).

Global greenhouse gas emissions by sector Biodiversity pressures by sector
in 2016 with a total 49.4 billion tonnes CO2e

— o o, g o

Fashion

Estimated share
in total pressure
on biodiversity

mobility

beverage

OurWorkdinDataiorg - Research and data to make pragress against the world's largest prob Source: BCG analysis (see the appendix for details).
W dunder CCBY .

Figure 9: Global Greenhouse Gas Emissions by Sector in 2016 (Source: Our World in Data 20207")

Ministries and regulators responsible For climate and environment have an opportunity
to set environmental standards and thresholds, data standards, as well as create
architectures of carbon markets and environmental rights markets. Close cooperation
with related ministries responsible for public finance and SOEs, banking, financial markets,
and economy, in addition to private sector stakeholders, promises the most effective results.
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As institutional settings vary between G20 members, any systematic approach between top-
down and bottom-up approaches will be specific to each country. The overall approach is
ideally harmonized among the G20 members to create lower cross-border financing barriers.

Scaling of green Finance requires synergies between top-down and bottom-up action:
The top-down action sets policy signals and regulatory frameworks, such as disclosure
regulations, public finance strategies, environmental standards (e.g., emission standards), or
environmental rights trading markets (e.g., carbon markets), as well as monetary and fiscal
incentives. The bottom-up actions set market-driven voluntary green financing instruments
like ESG products, private sustainability markets for green goods, services and commodities,
voluntary carbon offset markets to support corporate targets like net zero or nature positive
goals. A key objective is to build synergies between these two green finance sources.

4.2 Integration of climate factors into finance system

G20 members have embarked on the journey to incorporated climate factors into financing
frameworks, strategies and mechanisms

Based on the Addis Ababa Action Agenda ¢/, integrated national finance frameworks (INFFs)
are envisaged to “align the full range of financing sources -domestic and international
sources of public and private finance - and the policies that govern them for sustainable
development.” Successful evaluation has been completed, e.g., for Indonesia and Mexico.
The Sustainable Banking and Finance Network "7 tracks progress of frameworks to promote
sustainable finance of many developing countries (including relevant G20 members, such as
China, India, Indonesia, Mexico).

The UK's 2019 Green Finance Strategy 8 similarly sets out how to harness the strength of the
UK'’s world leading financial sector to catalyze green investment and accelerate delivery of
net zero. The Net Zero Strategy ¢ outlines measures to transition to a green and sustainable
future, including the goal to leverage up to £90 billion of private investment by 2030.

The Government of Indonesia works on the Climate Change Fiscal Framework to implement
several activities such as green budgeting, a Private Sector Climate Expenditure, and
Institutional Review. Indonesia has developed a more advanced green finance framework
than most its peers, being evaluated at the second highest stage in the SBFN 2022
evaluation % “its national framework extends beyond the banking sector and promotes ESG
integration across the financial sector ecosystem. In addition to ongoing activities to raise
awareness and build capacity, implementation tools and initiatives are in place”. Indonesia
has also used public finance to develop green capital markets (e.g., issuance of third green
sovereign sukuk worth US$750 million in 2020, and the state-owned Bank Mandiri issued its
first US$300 million bond in 2021).
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The EU’s efforts are pooled in the EU’s Strategy for Financing the Transition to a Sustainable
Economy #' that includes the 2021-2027 Multiannual Financial Framework (MFF) and Next-
Generation-EU (NGEU). Through this, the EU aims to mobilize private finance through up to
EUR 605 billion on public finance for projects addressing the climate crisisand EUR 100 billion
in projects supporting biodiversity. Of the EUR 750 billion allocated for NextGeneration-
EU, 30% will be raised through issuance of NGEU green bonds, which will further develop
green capital markets in the EU. Furthermore, through its Just Transition Mechanism, the EU
aims to “ensure that the transition towards a climate-neutral economy happens in a fair way,
leaving no one behind. It provides targeted support to help mobilize around €55 billion over
the period 2021-2027 in the most affected regions, to alleviate the socio-economic impact
of the transition”.

Ideally climate Factors can be further organized in comprehensive and reinforcing green
financial frameworks based on the relevant governance system, laws and regulations,
sources of finance and relevant financial instruments.

4.3 Technologies for climate and green finance

To advance climate finance, a key bottleneck is informational asymmetry and transaction
cost of data disclosure of environmental and climate risk. G20 members can take advantage
of emerging technologies through the integration of big data, sensing technologies,
enhanced (artificial) intelligence technologies, mobile platforms, blockchain technologies.
These “digital finance"” technologies make large amounts of data available more quickly
at lower costs, increasing transparency and access to information related to sustainable
investments. They also have the potential to promote greater inclusion and innovation,
increase opportunities for citizen participation in the financial value chain and unlock new
sustainable business models.

Many G20 members have established industry and government competence to utilize
technologies to advance the provision and efficiency of financial services — not least
through central bank digital currencies (CBDC) (e.g., Brazil, Japan, and others). Tech Sprint
organized by the Bank for International Settlement (BIS) and G20 in 2021 focused on green
and sustainable finance focused on three topics: (1) data collection, verification and sharing;
(2) analysis and assessment of transition and physical climate-related risks, and (3) better
connecting projects and investors.

Overall, digitalization or technologies have specific advantages for climate and sustainable
finance to improve informed decision-making for regulators, investors and consumers based
on improved data availability, transparency, comparability, as well as better data analyses,
e.g., for climate scenario analyses, understanding of interdependencies (e.g., of nature-
climate nexus risks):

e Collection of non-financial environmental data through smart technologies, sensing
and autonomous vehicles (e.g., drones), e.g., for climate-related emissions at the
source, pollution at the source, land-use change;
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e Improvement of transparency and consistency through provision of data and infor-
mation via openly accessible platforms, including through mobile platforms;

e Improvement of comparability of data through utilizing algorithms to interpret data
through artificial intelligence, e.g., in the highly fragmented ESG data space or for
multiple frameworks for environmental disclosure and risk management frame-
works;

e Improvements inintelligence through better scenario analyses and stress testing,
as well as risk analyses of interdependencies (e.g., nature) through higher data
availability and improved computing power.

Furthermore, technologies can help mobilizing finance for green projects through reduction
of transaction cost and information cost for investors. For example, the BIS Innovation Hub
together with Hong Kong Monetary Authority (HKMA) established the Project Genesis in
2021 that allows any investor to invest any amount into safe government green bonds via an
app. Over the bond’s lifetime, the investor can see accrued interest, track in real time how
reduction in CO, emissions linked to the investment are made. Further, the investor can sell
the bonds in a transparent market.
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5. Actions to be taken: Stop counterproductive, mobilize
green public and private finance through smart,
coherent, and tailored policy tools

Based on the identified developments of climate and green finance in G20 members,
the identified gaps and the need for improvements, specific actions that G20 leaders in
regulatory bodies responsible for climate change and biodiversity loss can consider have
been identified.

Climate Finance actions considered by G20 members are based on five dimensions:

1: With limited resources and time available, G20 members focus efforts on shifting finance
away from those economic activities with the highest negative impact.

2: Public finance through fiscal spending, tax policy, state-owned-enterprises (SOEs) and state-
owned financial institutions leads the race to the top in collaboration with the private sector
finance.

3: Climate finance is fully integrated with biodiversity aspects to maximize effects of the green
and sustainable transition for mitigataion and adaptation/resilience.

4: G20 encourages jurisdictions to develop their own green finance approaches based on the 6
principles noted by the SFWG

a. SWFG Principle 1: Ensure material positive contributions to sustainability goals and focus
on outcomes;

b. SWFG Principle 2: Avoid negative contribution to other sustainability goals (e.g., through
do no significant harm to any sustainability goal requirements);

c. SWFG Principle 3: Be dynamicin adjustments reflecting changes in policies, technologies,
and state of the transition;

d. SWFG Principle 4: Reflect good governance and transparency;

e. SWFG Principle 5: Be science-based for environmental goals and science- or evidence-
based for other sustainability issues; and

f. SWFG Principle 6: Address transition considerations.

5: Climate finance enables a just transition for countries in different development stages, for
different sectors and ensure a better life for future generations rooted in the SDGs

Specific actions that G20 members can consider can be distinguished in (1) harmonized
standards for public and private finance, (2) private sector mobilization, and (3) just and
development finance.

5.1.1 Improving standardization to shift from unsustainable to green

Improving interoperability of various green and sustainable Finance standards for
private and public finance to reduce transaction cost, to ensure positive impact, to reduce
greenwashing, to build trust and to shift from dirty to green finance can be developed.

While development of green taxonomies with a focus on mitigation has been increasingly
successful and efforts to improve interoperability of green taxonomies are ongoing,
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definitions of counterproductive and hard-to-abate economic activities through a
“traffic light classification system” are paramount. This has the potential to increase
economic costs for environmentally harmful activities and shift money to non-harmful and
green activities. The classification system of those economic activities should focus on e.g.,
fossil fuel energies, transport-related infrastructure and services, agriculture and food
systems, and resource extraction.

To reduce greenwashing, environmental regulators can support in providing and enforcing
legal standards on environmental thresholds and performance indicators (i.e., technical
screening criteria). These thresholds should describe what are maximum emissions and
nature-negative outputs allowable (e.g., what are emission thresholds or biodiversity loss
thresholds for specificactivities) and provide performance indicators (e.g., whatis considered
a “positive biodiversity contribution” in different ecosystems and sectors). These thresholds
are relevant for the inclusion/exclusion of economic activities in green finance taxonomies,
as well as reporting.

Similarly, as a basis for evaluating environmental performance, standards development
for measuring, verifying, and reporting (MRV) comparable and standardized data on
environmental performance thatincludesvulnerable groups can be accelerated. This should
utilize digital technologies available that should provide better access to all stakeholders
including regulators, market participants and consumers. Technologies should advance
climate and environment data management, to allow financial markets/entities to capture
risk and opportunities of climate friendly investment/business/finance. The data quality
should be ensured and enforced through standards supported or issued by competent
environmentalregulators. The competent environmental regulator can also provide regularly
updated baseline environmental data on a granular level as well as performance summaries
in relation to climate, biodiversity, pollution, and adaptation.

The foundation for global markets and relevant instruments to accelerate carbon-
positive and nature-negative investments provides broader benefits if it is improved.
This includes a consensus for global and cross-border carbon pricing and carbon leakage
avoidance, where the parts of the proceeds can be utilized to support climate mitigation/
adaptation/just transition in least developed countries including capacity building and
technicalassistance. Furthermore, tools for further naturalrights trading can beimplemented
to increase the use of ecosystem-based solutions as carbon offsets within Paris Agreement
Article 6 consensus reached at Glasgow #? and to build resilience.

Data that is made publicly and easily available has a greater potential to improve
transparency and trust in green finance e.g., through a shared data repository, to evaluate
relevant incentives and disincentives for aligning flows with sustainable development and
climate targets and to facilitate smart climate financing decision making for example, for
restructuring debts in developing countries, better standardize labelling of activities (e.g.,
green, and red taxonomy).
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5.1.2 Private sector mobilization

These “traffic light system” standards can be applied for public finance that includes, e.g.,
fFiscal spending, subsidies, tax policy, state-owned enterprises (SOEs) and state-owned
financial institutions. Public financial and project engagement in non-SDG aligned or
projects doing harm to an SDG can be ended by 2025 while state-owned financial institutions
phase-out and divest from harmful projects by 2040. Exceptions can be provided to invest
in harmful projects if they accelerate green development goals, such as when investing in a
fund for early retiring coal-fired power plants.

Availability of green public finance can be increased through issuance of sovereign or SOE
green financial instruments (e.g., green bonds, green sukuk).

With more green public finance, through sovereign or SOE green financial instruments (e.g.,
green bonds, green sukuk) green private sector spillovers and a mobilization of green private
sector finance and businesses can be envisaged. By supporting governments, SOEs and
SOFIs to utilize green financial instruments (e.g., green bonds), local green capital market
development with immediate benefits for private sector development can be achieved.

The global infrastructure development Ffacilities (e.g., Global Infrastructure Facility (GIF),
Global Environment Facility (GEF)) and other applicable finance instruments (e.g., non-
sovereign guarantees, blended finance, PPP) can be used for more efficient crowding in of
commercial development finance and private finance in high-risk assets if accelerated, e.g.,
through capacity building for applicationandimplementation of these financing mechanisms.

As private sector finance requires clear policy directions to understand regulatory risk
(rather than uncertain future announcements), clear, ambitious green regulatory and policy
targets paired with public finance measures will mobilize private sector finance to support
phase-out of dirty assets and deployment of climate-friendly investments.

5.1.3 Just and development finance

Ensure a globally just transition through responsibilities to ensure a just transition and
reduce COVID-19related impacts particularly in developing countries. This should include
the fulfillment and ideally increase of the US$100 billion climate finance from developed to
developing countries.

Furthermore, G20 members can work together to reduce debt-burdens of highly indebted
countries that include the evaluation of multilateral and bilateral debt-for-nature and/or
debt-for-climate swaps to increase both development finance and fiscal space in highly
indebted countries.

The development cooperation can also support financial and technical capacity
particularly for energy transition (e.g., grid, energy storage) and adaptation finance possibly
through multilateral agencies that would reduce risks of strategic national competition in
development support.
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To further finance the green transition in G20 members and beyond, the use of global
infrastructure development facilities (e.g., GIF, MCDF) and other applicable finance
instruments that provide for more efficient crowding in of commercial development
finance can be accelerated. Also, the local (green) capital market development can be
further supported.
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