
 

 

Spring time for green finance: 
developments in the UK sector 
 
 
Green finance is the financial sector’s ‘next big thing’. As the House of 
Commons Environmental Audit Committee publishes its report into green 
finance, to what extent is the government leading the agenda and how can 
business get ahead of the curve? 
 
 
 
 
Green finance is fast becoming one of the most important subsectors of financial services. How to combat 
climate change is a talking point at most international summits and an ever-growing bone of contention 

between Europe and its traditional ally, the United States. What was once a political issue is now moving 
into the boardrooms in the world’s financial centres. Green business practices are currently voluntary, but 
the recognition by government of the private sector’s role could soon see changes in regulation. 

 

Setting the scene  
On 1

st
 June 2017, President Donald Trump withdrew the 

United States from the 2015 Paris Climate Accord, a 
decision that caused alarm in European capitals and dismay 
over how the world would continue to address climate 
change. Whilst the United States technically remains a 
signatory (there is a four-year exit process), Trump’s 
decision signalled a new direction in the United States’ 
approach to tackling climate change.  

It is almost universally agreed that climate change is the 
Twenty-first Century’s great challenge. This is compounded 
by the fact that a solution requires a fully integrated 
approach by all countries on all continents. Measures to 

stop climate change are often thought of in terms of 
individual responsibility: we should walk instead of drive and 
we should use renewable energy instead of oil and gas. 
However, there is a growing recognition of the role played 
by the financial sector, the significance of which in 
addressing global warming should not be downplayed. The 
term ‘green finance’ has thus developed out of a realisation 
that financial products and fiscal policy should have a key 
role to play in addressing the challenge of climate change. 

Green finance in the UK  
In 2012 the coalition government set up the Green 
Investment Bank (GIB). The bank was privatised in 2017, 
prompting concern that the new private bank would cut 
down on innovative investment. Just this week the House of 
Commons Environmental Audit Committee published a 
report on green finance, which found that in recent years 
the UK green economy has “stalled”. 

Global financial centres such as London, Hong Kong and 
Frankfurt have all taken steps to position themselves as 
market leaders in green finance, which the G20’s Green 
Finance Study Group (GFSG) defined as “financing 
investments that provide environmental benefits in the 
broader context of environmentally-sustainable 
development”.  

“We could not meet our carbon budgets, 
or indeed the targets of the Paris 
Agreement, without private sector 
investment in low-carbon technology and 
infrastructure.” 
 

John Glen MP, Economic Secretary to the Treasury 



Much of the UK’s development in this sector will depend on 
government policy and to what extent it is prioritised, but 
the sector is still in its early stages, lagging behind other 
emerging elements of the financial services industry such as 
Fintech. Green finance is multi-faceted: it ensures the 
financial sector can build its resilience to climate change 
whilst also combatting climate change using the financial 
services sector. 

With that in mind, the government commissioned the 
Green Finance Taskforce (GFT) in September 2017 to 
provide recommendations on the sector’s next steps, which 
followed a similar taskforce by the City of London’s Green 
Finance Initiative (GFI). The European Union (EU) is also 
focusing on the sector, framing it as the driver of the 
European Commission’s financial services programme over 
the next few years, noting a climate-change funding gap of 
€180 billion. It convened a High-Level Expert Group (HLEG) 
on sustainable finance, which culminated in its Action Plan 
on Sustainable Finance, published in March this year, which 
advocated a European classification system and 
strengthened transparency. The Taskforce on Climate-
related Financial Disclosures, a G20-wide group, which 
advocated greater disclosure of climate-change risks by 
companies, also published recommendations.  

The City of London’s GFI, published in November 2017, set 
out five policy obligations to which the government is 
committed, which are dependent on green capital. 
Domestically, these are the Industrial Strategy, the Clean 
Growth Strategy and the 25-Year Environment Plan. 
Internationally, these are the Paris Agreement and the UN 
2015 Sustainable Development Goals.  

Business activity 
In his speech to US Congress in April, President Macron of 
France warned “there is no Planet B”. Transitioning to a low-
carbon economy is good for the planet but it is also 
financially sensible.  There is a more general appetite among 
policymakers and the UK public for investment decisions to 
be made with a greater focus on sustainability and 
environmental protection, as well as – of course – the 
financial rewards that the British economy might reap: in 
2016 the UK green economy was worth £46.2 billion.  

With those financial considerations in mind, firms are taking 
an increasing interest in environmental, social and 
governance (ESG) investing primarily as a means of 
mitigating risk. Three quarters of institutional investors say 
risk mitigation is the main driver of their increased 
commitment to ESG, rather than moral considerations. Just 
recently Allianz, the insurer, announced it will immediately 
stop covering coal-power plans and coal mines, and will no 
longer invest in companies that do not cut their gas 
emissions. This is perhaps a decision most likely driven by 
financial considerations.  

The government knows it cannot meet the climate-change 
funding gap by itself; a successful sustainable finance 
transition will be dependent on partnership between public 

and private sectors. Green bonds are seen as a key driver of 
future green financing, designed so that the proceeds of the 
debt are spent on assets that have a broadly defined 
environmental purpose. The issuance of green bonds will 
finance the transition to a low-carbon economy, but as a 
proportion of overall bond sales their numbers remain 
stubbornly low.  

Less than 0.2% of global bond issuances in 2015 were 
labelled green, although the figure has risen since. There are 
some concerns over how well regulated green bonds are in 
terms of their environmental credentials, but their 
importance to the ESG sector is not in doubt, and it is likely 
that the government will issue its own sovereign green 
bond, following the likes of France, Hong Kong and Belgium. 

Government activity 
So how might government respond? In its report, the GFT 
recommended the establishment of a new Green Finance 
Institute. The new body would represent the best-in-class 
public-private collaboration, with seed money from the 
government of £2 million to be supplemented by 
subscriptions from the private sector. £22 billion is needed 
annually to meet the Fifth Carbon Budget (which sets out 
how the UK will reduce its carbon emissions between 2028 
and 2032). Recognising the need for a conjoined approach 
with other areas of financial services, the creation of a 
Green Fintech Hub has also been mooted by both the GFT 
and GFI, with the latter noting the need “to build upon 
emerging opportunities to provide capabilities and testbeds 
to support green Fintech development by public and private 
sector actors”.  

Elsewhere in government, the UK’s Department for Work 
and Pensions (DWP) is proposing a consultation on 
legislation to clarify trustees’ fiduciary duties in relation to 
consideration of ESG factors. The consultation will seek to 
clarify legislation around the consideration of these long-
term financial risks as well as the ability of schemes to give 
weight to members' non-financial and ethical concerns. Guy 
Opperman MP, the pensions minister, announced earlier 
this month that the consultation will be launched in June 
2018.  

Options currently under consideration by the DWP including 
requiring trustees to evaluate not just how they intend to 
take account of financially material risks but also 
highlighting particular considerations, such as climate 
change or corporate governance. 

 



 

 

International considerations 
The UK’s withdrawal from the EU presents both threats and 
opportunities. Whilst pro-EU voices point to the bloc’s 
prioritisation of green finance initiatives as evidence of the 
UK missing out on new opportunities, as well as the loss of 
funding from the European Investment Bank (the EIB has 
invested over £13.4 billion in climate projects in the UK 
since 2012), pro-Leave voices say Brexit will liberalise the 
UK’s green finance agenda and allow London to cement its 
position as a world leader. Trade links with China, India and 
Latin America form the roadmap to post-Brexit Global 
Britain.  

These countries, all emerging economies in their 
development stage, need green finance and will be perfect 
targets for UK green advisory services and the promotion of 
the UK as a centre for excellence. China alone will require 
annual investment upwards of $474 billion to transition to 
an ‘ecological civilisation’ according to the GFT, 85% of 
which will come from the private sector. The government is 
mindful of the underlying sensitivities of Brexit: the UK 
needs to be a rule setter rather than a rule taker, and HM 
Treasury and the Departments for International Trade, for 
Exiting the EU and for Business, Energy and Industrial 
Strategy will all be cognisant of protecting London’s status 
as a world-leading financial hub with expertise to match. 

Industry trends 
As a starting point, businesses in the financial sector should 
set best practice by taking the lead in being as transparent 
as possible in the availability of climate- and sustainability-
related information for financial decision-making, 
predominantly through effective disclosure and reporting 
frameworks. This will be especially important if the 
government decides to take up the GFT’s recommendation 
of conducting a review of disclosure in 2020 to monitor and 
encourage market adoption among issuers and users.  

 

 

 

 

 

 

 

 

 

The private sector should ensure all investment funds 
marketed directly to individuals have clear and simple 
disclosures about the environmental and social impact of 
those funds and that clients’ sustainability preferences are 
factored into decision making.  

What next? 
The question on the minds of key executives in Britain’s 
boardrooms will be to what extent this is voluntary.  One 
MEP at an event on sustainable finance in the European 
Parliament earlier this year compared asset managers to 
tobacco companies in terms of their inability to face up to 
the harm their current practices cause. 

Much of what has been outlined here has focused on how 
government might steer businesses in the right direction, 
but there remains the possibility that regulation and 
legislation will be enacted to force businesses to adopt 
more environmentally-friendly policies. We should learn 
more when the government publishes its response to the 
GFT in time for a plan of action at the 2018 Autumn Budget.  
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