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1 INTRODUCTION 

1.1 Setting the Scene 

Over the course of its five years of being broadcast, from the first airing of the pilot episode in 

1976 until the grand finale airing in 1981, The Muppet Show attracted millions of viewers in 

more than 100 countries. Although these numbers might seem small in today’s world, at the 

time, it was undoubtedly the most popular TV show on Earth and was acclaimed multiple 

awards.1 During this time of what has been referred to as ‘inspired insanity’2, the sketch 

comedy show created by Jim Henson contained various musical numbers interspersed with 

backstage shenanigans, and it introduced its audience to a plethora of lovable, albeit kooky 

muppets. Probably the most famous character of The Muppet Show is Kermit the Frog, who 

was already known and loved from the show’s predecessor and another one of Henson’s 

creations, Sesame Street. Kermit the Frog is known for being a somewhat worrisome fellow, 

and in the first season of the show he is heard singing the blues about his own colouring in a 

song titled ‘Bein’ Green’.3 The song starts off with Kermit lamenting his green colour, which 

he finds to be rather uninspiring and dull as it blends in with ordinary things, such as leaves 

and grass. Despite being initially low-spirited, the song finishes off on a more positive note as 

Kermit comes to recognize that his greenness might in fact be a blessing. Nevertheless, the 

initial sentiment – which has since become the frog’s catchphrase – is clear: “It’s not that easy 

bein’ green.”4 

Although not entirely analogous to this comedic ditty, a very similar notion can most certainly 

be identified among various financial market actors. In the wake of the global financial crisis 

of 2007-2009, it became apparent that a return to ‘business as usual’, especially when paired 

 

1 IMDB, ’The Muppet Show’ (IMDB.com, n.d.) <https://www.imdb.com/title/tt0074028/> accessed 26 May 

2020; Lily Rothman, ‘Why Grown-Ups Loved the Muppet Show’ (TIME Magazine, 22 September 2015) 

<https://time.com/4034793/the-muppet-show-original-review/> accessed 15 May 2020. 

2 Julie Prince, ‘The Muppet Show’ (Television Academy Foundation) <https://interviews.television-

academy.com/shows/muppet-show-the> accessed 25 April 2020, originally published in Horace Newcombe (ed), 

‘The Encyclopedia of Television: G-P (Fitzroy Dearnborn Publishers 1997). 

3 Written in 1970 by composer Joe Raposo, originally for Jim Henson’s children’s television series Sesame Street, 

and appearing in Season 1 Episode 8 of The Muppet Show, which aired on 24 October 1976. Wikipedia, ‘List of 

the Muppet Show Episodes’ (Wikipedia, last edited 22 May 2020) <https://en.wikipe-

dia.org/wiki/List_of_The_Muppet_Show_episodes> accessed 15.5.2020. 

4 Muppet Wiki, ‘Bein’ Green’ (Muppet Wiki, n.d.) <https://muppet.fandom.com/wiki/Bein%27_Green> accessed 

15 April 2020.    

https://www.imdb.com/title/tt0074028/
https://time.com/4034793/the-muppet-show-original-review/
https://interviews.televisionacademy.com/shows/muppet-show-the
https://interviews.televisionacademy.com/shows/muppet-show-the
https://en.wikipedia.org/wiki/List_of_The_Muppet_Show_episodes
https://en.wikipedia.org/wiki/List_of_The_Muppet_Show_episodes
https://muppet.fandom.com/wiki/Bein%27_Green
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with the ongoing environmental crisis, would be ill-advised.5 These crises, although seemingly 

unrelated, were actually connected; financial instability was the result of unsustainable debt, 

which in turn was driven by unsustainable consumption, which is a key factor of the 

environmental crisis.6 The increased recognition of the financial risks caused by unsustainable 

activity caused an ideological shift in society at large. Especially corporates, credit institutions 

and other actors in the financial markets are increasingly looking at how sustainability can be 

incorporated into their operations.7 But why are the financial markets important when it comes 

to sustainability? Simply put, because development requires money, and the financial markets 

is where that money comes from.8 This, in turn, raises the question: how is it possible for actors 

in the financial markets to create value in a sustainable way? 

First, let us take a step back. 

Over the past century, and especially since the second half of the twentieth century, more and 

more people understand that our way of living has adverse effects on our planet. Just in the 

past few decades, we have seen several anthropogenic environmental disasters, such as the 

reactor explosion in Chernobyl in 1986, the Exxon Valdez oil spill outside Alaska in 1989, and 

the gradual destruction of the Aral Sea, as well as natural disasters exacerbated by climate 

change, such as the typhoon Hagibis that pummelled Japan in 2019 and the devastating 

wildfires in Australia and California in 2019 and 20209. One way or another, these examples 

 

5 Organisation for Economic Co-operation and Development, ‘Towards Green Growth: A Summary for Policy 

Makers’ (OECD.org, May 2011) <https://www.oecd.org/greengrowth/48012345.pdf> accessed 29 May 2020. 

6 Kyla Tienhaara, ‘A Tale of Two Crises: What the Global Financial Crisis Means for the Global Environmental 

Crisis’ (2010) 20 Environmental Policy and Governance, p. 197. 

7 Beate Sjåfjell et.al., ’Supporting the Transition to Sustainability: SMART Reform Proposals’ (2019) 63 Univer-

sity of Oslo Faculty of Law Research Paper Series, p. 7. 

8 Jay Cullen, Jukka Mähönen and Heidi Rapp Nilsen, ’Financing the Transition to Sustainability: SMART Reform 

Proposals’ (2020) 10 University of Oslo Faculty of Law Research Paper Series, p. 4.  

9 Wildfires are a natural occurrence in Australia and California due to the hot and dry climate, but the annually 

occurring wildfire seasons have started earlier, lasted longer, and become more severe each year. The warmer 

weather and reduced rainfall caused by climate change result in longer and more intense dry seasons, which, in 

turn, dramatically increases the risk of wildfires by up to 30%. Geert Jan van Oldenborgh et.al., ‘Attribution of 

the Australian Bushfire Risk to Anthropogenic Climate Change’ (11 March 2020) Natural Hazards and Earth 

System Sciences Discussions <https://nhess.copernicus.org/preprints/nhess-2020-69/nhess-2020-69.pdf> ac-

cessed 12 September 2020. See also California Department of Forestry and Fire Protection, ‘2020 Incident Ar-

chive’ (Cal Fire, n.d.) https://www.fire.ca.gov/incidents/2020/> accessed 12 September 2020.  

https://www.oecd.org/greengrowth/48012345.pdf
https://nhess.copernicus.org/preprints/nhess-2020-69/nhess-2020-69.pdf
https://www.fire.ca.gov/incidents/2020/
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along many others are forcing us to face a harsh reality; human activity has now transgressed 

several planetary boundaries, which could have dire consequences that are still unknown.10   

Corresponding to the overall increase in awareness of environmental issues, global warming 

has become an increasingly relevant issue among policymakers both locally and 

internationally. If unbridled, global warming threatens not only the climate and biodiversity, 

but human existence altogether.11 Climate change has already reached dangerous levels, and 

unless we take action, it will continue to become even more dangerous and more severe in the 

future, makings its presence known in the form of extreme weather conditions such as droughts, 

prolonged wildfires, heat waves, intense storms and rainfall as well as rising sea levels. Our 

current way of living is far from sustainable, and drastic measures are required to avoid – or, 

more realistically, mitigate – the adverse effects of climate change. The effects of climate 

change may well undermine decades of economic and social development, destroying many 

efforts to protect the environment and affecting many of the basic human rights, such as the 

right to life, health, water, food and a satisfactory standard of living.12 According to the United 

Nations Intergovernmental Panel on Climate Change (IPCC), the global average surface 

temperature has increased by 0.87 ºC between 2006 and 2015 alone compared to the period 

1850 to 190013, and global carbon dioxide (CO2) emissions have increased on average by 1.9 

 

10 Stockholm Resilience Centre, ‘Four of nine planetary boundaries now crossed’ (Stockholm University, 16 Jan-

uary 2015) <https://www.su.se/english/about/news-and-events/press/press-releases/four-of-nine-planetary-

boundaries-now-crossed-1.218003> accessed 29 May 2020. The concept of planetary boundaries was presented 

in 2009 by internationally renowned scientists, and it presents nine quantified boundaries “within which humanity 

can continue to develop and thrive for generations to come.” The nine boundaries are climate change, biodiversity 

loss, chemical pollution, stratospheric ozone depletion, ocean acidification, consumptive freshwater use, land sys-

tem change, nitrogen and phosphorus flows to the biosphere and oceans, and atmospheric aerosol loading. Stock-

holm Resilience Centre, ‘Planetary boundaries research’ (Stockholm Resilience Centre) <https://www.stock-

holmresilience.org/research/planetary-boundaries.html> accessed 29 May 2020; Stockholm Resilience Centre, 

‘The nine planetary boundaries’ (Stockholm Resilience Centre) <https://www.stockholmresilience.org/re-

search/planetary-boundaries/planetary-boundaries/about-the-research/the-nine-planetary-boundaries.html>  ac-

cessed 29 May 2020. 

11 The United Nations International Panel on Climate Change (IPCC) estimates that the adverse effects on the 

environment, biodiversity and ecosystems can be mitigated substantially if the increase in average global temper-

atures can be limited from 2.0 ºC to 1.5 ºC. The IPCC also predicts that if global temperatures were to increase by 

2.0 ºC as opposed to by 1.5 ºC, the climate-related risks to, inter alia, health, livelihood, access to food and water, 

and economic growth would increase dramatically. Intergovernmental Panel on Climate Change, ‘Global Warm-

ing of 1.5 ºC’ (8 October 2018) <https://report.ipcc.ch/sr15/pdf/sr15_spm_final.pdf> accessed 22 April 2020, p. 

6-7, 10-11. 

12 Intergovernmental Panel on Climate Change (2018), p. 9–10. 

13 Ibid., p. 6. 

https://www.su.se/english/about/news-and-events/press/press-releases/four-of-nine-planetary-boundaries-now-crossed-1.218003
https://www.su.se/english/about/news-and-events/press/press-releases/four-of-nine-planetary-boundaries-now-crossed-1.218003
https://www.stockholmresilience.org/research/planetary-boundaries.html
https://www.stockholmresilience.org/research/planetary-boundaries.html
https://www.stockholmresilience.org/research/planetary-boundaries/planetary-boundaries/about-the-research/the-nine-planetary-boundaries.html
https://www.stockholmresilience.org/research/planetary-boundaries/planetary-boundaries/about-the-research/the-nine-planetary-boundaries.html
https://report.ipcc.ch/sr15/pdf/sr15_spm_final.pdf
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per cent per annum during 2000-2019.14 Thus, it is clear that climate change is  not fake news. 

On the contrary, it is becoming more and more severe. The point of no return is approaching, 

and the time to act is now. 

In late 2015, at the United Nations’ 21st climate conference (COP21) in Paris, after decades of 

political disagreement, 197 parties to the UN Framework Convention on Climate Change 

(UNFCC) entered into a new international agreement on climate change.15 The aim of this 

so-called Paris Agreement is for the signing parties to jointly combat climate change and to 

promote sustainable development. Amongst the nigh 19016 parties to the UNFCC that have 

ratified the Paris Agreement is the European Union (EU). To achieve the climate- and energy-

related goals set out in the Paris Agreement by the year 2030, including inter alia a 40 percent 

reduction in greenhouse gas emissions, the EU must fill an investment gap of anywhere from 

EUR 180 billion to 270 billion per year,17 which certainly exceeds the funding capabilities of 

the European public sector. The concretisation of the transition towards sustainable finance 

began in late 2016 when Commission appointed a High-Level Expert Group on Sustainable 

Finance (HLEG)18 tasked with preparing a comprehensive reform plan on which the EU’s new 

 

14 Between 2000 and 2009, CO2 emissions increased by 3.0 per cent per annum, and as of 2010 the increase slowed 

down to only 0.9 per cent per annum. The period 2014-2016 brought a welcome downturn in greenhouse gas 

emissions, with CO2 emissions remaining stable for the three-year period. Despite this temporary positive trend, 

increasing emissions were once again reported for 2017 (1.5%), 2018 (2.1%) and 2019 (0.6%). Center for Inter-

national Climate Research, ’Natural gas and oil use push up global CO2 emissions in 2019, according to latest 

data’ (CICERO, 4 December 2019) <https://cicero.oslo.no/en/posts/news/natural-gas-and-oil-use-push-up-

global-co2-emissions-in-2019-according-to-latest-data> accessed 19 April 2020. 

15 United Nations Framework Convention on Climate Change, Conference of the Parties, ‘Adoption of the Paris 

Agreement’ (12 December 2015) U.N. Doc. FCCC/CP/2015/L.9/Rev/1.  

16 To date, the Paris Agreement has been signed by 195 parties, of which 189 har formally ratified the agreement. 

United Nations Treaty Collection Depositary, ‘Chapter XXVII.7.D. Paris Agreement’, (treaties.un.org) 

<https://treaties.un.org/Pages/ViewDetails.aspx?src=TREATY&mtdsg_no=XXVII-7-d&chap-

ter=27&clang=_en> accessed 22 May 2020. 

17 The estimate of EUR 180 billion is the Commission’s own as well as the one that is most frequently used in the 

sustainable finance discourse, but other institutions, among them the European Investment Bank, have conducted 

their own research and have reached estimates of up to EUR 270 billion. European Commission, Communication 

from the Commission to the European Parliament, the European Council, the Council, the European Central Bank, 

the European Economic and Social Committee and the Committee of the Regions, ‘Action Plan: Financing Sus-

tainable Growth’ (8 March 2018) COM(2018) 97, p. 1 (henceforth Action Plan: Financing Sustainable Growth) 

and European Investment Bank, ‘Restoring EU Competitiveness’ (2016) <https://www.eib.org/attach-

ments/efs/restoring_eu_competitiveness_en.pdf> accessed 12 September 2020. 

18 European Commission, ‘Commission decision on the creation of a High-Level Expert Group on Sustainable 

Finance in the context of the Capital Markets Union of 18 October 2016’, COM(2016) 6912 final. 

https://cicero.oslo.no/en/posts/news/natural-gas-and-oil-use-push-up-global-co2-emissions-in-2019-according-to-latest-data
https://cicero.oslo.no/en/posts/news/natural-gas-and-oil-use-push-up-global-co2-emissions-in-2019-according-to-latest-data
https://treaties.un.org/Pages/ViewDetails.aspx?src=TREATY&mtdsg_no=XXVII-7-d&chapter=27&clang=_en
https://treaties.un.org/Pages/ViewDetails.aspx?src=TREATY&mtdsg_no=XXVII-7-d&chapter=27&clang=_en
https://www.eib.org/attachments/efs/restoring_eu_competitiveness_en.pdf
https://www.eib.org/attachments/efs/restoring_eu_competitiveness_en.pdf
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sustainability strategy would be based.19 In early 2018, the HLEG published its final report, in 

which it stated that a successful transition towards sustainable finance requires two things: 

firstly, the EU must “[improve] the contribution of finance to sustainable and inclusive growth 

by funding society’s long-term needs”, and, secondly, “[strengthen] financial stability by 

incorporating environmental, social and governance (ESG) factors into investment decision-

making.”20 These recommendations formed the basis of the European Commission’s Action 

Plan for Financing Sustainable Growth.  

This action plan sets out a few measures that are intended to steer financial development in a 

more sustainable direction: (1) the development of a coherent classification system of which 

economic activities can be considered environmentally sustainable, (2) promoting the 

disclosure of information related to sustainable investment and sustainability risks, and (3) the 

introduction of benchmarks for low-carbon and environmentally friendly investments.21  

The first proposed action entails developing a coherent system – a taxonomy - for classification 

of economic activities that can be considered environmentally friendly. One of the main 

obstacles to promoting sustainable finance and reorienting capital flows to more sustainable 

investments has been the absence of a clear definition of what is green, and the purpose of the 

proposed taxonomy is to create a common definition of sustainability and to develop a tool for 

determining whether an economic activity can be considered environmentally sustainable. This 

action has since been concretised by the European Commission for a regulation on the 

establishment of a framework to facilitate sustainable investment, the so-called Taxonomy 

Regulation.22 This Taxonomy Regulation establishes the framework for designing a uniform 

EU-wide classification system, simply called the EU Taxonomy, which provides the technical 

 

19 EU High-Level Expert Group on Sustainable Finance, ‘Final Report 2018: Financing a Sustainable European 

Economy’ (31 January 2018). <https://ec.europa.eu/info/sites/info/files/180131-sustainable-finance-final-re-

port_en.pdf> accessed 18 April 2020, p. 2 and 96. 

20 Action Plan: Financing Sustainable Growth (2018), p. 1. 

21 Commission Staff Working Document: Impact Assessment accompanying the document Proposal for a Regu-

lation of the European Parliament and of the Council on the establishment of a framework to facilitate sustainable 

investment and Proposal for a Regulation of the European Parliament and of the Council on disclosures relating 

to sustainable in-vestments and sustainability risks and amending Directive (EU) 2016/2341 and Proposal for a 

Regulation of the European Parliament and of the Council amending Regulation (EU) 2016/1011 on low carbon 

benchmarks and positive carbon impact benchmarks, 24.5.2018 SWD(2018) 264 final.  

22 Regulation of the European Parliament and of the Council of 18 June 2020 on the establishment of a framework 

to facilitate sustainable investment and amending Regulation (EU) 2019/2088 L 198/13.  

https://ec.europa.eu/info/sites/info/files/180131-sustainable-finance-final-report_en.pdf
https://ec.europa.eu/info/sites/info/files/180131-sustainable-finance-final-report_en.pdf
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tools for evaluating the environmental friendliness of various economic activities. Shortly after 

the Commission had published its proposal package in May 2018, it established a Technical 

Expert Group on Sustainable Finance (TEG) tasked with assist the Commission in developing 

the EU Taxonomy and an EU-wide standard for labelling green bonds, benchmarks for low-

carbon activities and guidelines for improving corporate climate-related disclosure.23 

The second measure proposed by the Commission entails developing coherent standards and a 

system for labelling green financial products, which would include, inter alia, a new EU-wide 

standard for green bonds. Currently, there is no mandatory regulation applicable to green 

bonds, although there are several non-mandatory and widely accepted standards, and following 

the above-mentioned commitments under the Paris Agreement, it is conceivable that EU 

Member States will create their own labelling systems or, alternatively, impose other 

requirements regarding labelling and marketing bonds and other financial products as 

environmentally friendly on issuers, investors, and other financial market actors. If such 

national standards were to build upon different definitions of sustainability and environmental 

friendliness, investors would most likely be discouraged from investing across borders because 

different financial products and investment objects, although all labelled as ‘green’, would not 

be comparable.24 Additionally, issuers of financial products aiming to attract investment from 

international investors would have to meet different criteria in different Member States to be 

allowed to market their products as ‘green’.25  

Because of this, the Commission tasked the TEG with preparing a report on an EU Green Bond 

Standard building on current best practices. In this report, published on 18 June 2018, the TEG 

proposes an EU Green Bond Standard (henceforth shortened to EU-GBS) closely linked to the 

EU Taxonomy, which would “enhance the effectiveness, transparency, comparability and 

 

23 European Commission, ‘Technical Expert Group on Sustainable Finance’ (ec.europa.eu, 13 June 2018, last 

updated 15 July 2020) <https://ec.europa.eu/info/publications/sustainable-finance-technical-expert-group_en> 

accessed 28 April 2021. 

24See page 3, section (9) of Regulation (EU) 2019/2088 of the European Parliament and of the Council on sus-

tainability-related disclosures in the financial services sector (27 November 2019) L 317/1 (henceforth EU Dis-

closure Regulation). 

25 Council of the European Union, ‘Sustainable finance council adopts a unified EU classification system’ (con-

silium.europa.eu, 15 April 2020) <https://www.consilium.europa.eu/en/press/press-releases/2020/04/15/sustaina-

ble-finance-council-adopts-a-unified-eu-classification-system/> accessed 18 April 2020. 

https://ec.europa.eu/info/publications/sustainable-finance-technical-expert-group_en
https://www.consilium.europa.eu/en/press/press-releases/2020/04/15/sustainable-finance-council-adopts-a-unified-eu-classification-system/
https://www.consilium.europa.eu/en/press/press-releases/2020/04/15/sustainable-finance-council-adopts-a-unified-eu-classification-system/
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credibility of the green bond market and [..] encourage the market participants to issue and 

invest in EU green bonds.”26  

1.2 Purpose and Research Problems 

The purpose of this thesis is to examine the forthcoming EU-GBS to understand what the 

standard entails and how it will promote sustainable investment and the transition towards a 

climate-resilient European economy.  

The regulation of green financial instruments is an interesting subject within the context of 

legal research. When analysing investment products or financial instruments in general, the 

investor is mainly interested in the financial performance and return profile of the instrument. 

However, when it comes to green bonds or other green financial instruments, the spotlight 

shines mainly on what that ‘green’ label means and how ‘green’ the instrument is. As the 

interest in responsible and sustainable investing increases, so does the pressure to regulate this 

form of investment. At the same time, the question arises as to what this regulation should look 

like. Indeed, one of the main interests of this study is the question of how green investments 

and especially green bonds are currently regulated, what problems can be identified pertaining 

to this regulation, as well as how they should be regulated. 

Corresponding to the growing popularity of the green bond, more and more green bonds are 

being issued, and the need for a common understanding of what can be considered 

environmentally friendly – or green – has also increased, leading several governments 

and institutions to create their own guidelines, standards, and labels for green bonds. Despite 

the positive intentions, however, there is a flipside to that coin: because of the high number of 

different standards, it is unclear for both issuers and investors what can be considered a green 

bond and which rules are to be followed. This lack of coherent labelling has several adverse 

consequences; green bonds labelled according to different standards are not necessarily 

comparable, differences in national regulation are deterring issuers from issuing green bonds 

across borders, and unclear and inconsistent labels lead to a high risk of greenwashing. The 

 

26 European Commission, ‘EU Green Bond Standard’ (ec.europa.eu, 18 June 2019) <https://ec.eu-

ropa.eu/info/publications/sustainable-finance-teg-green-bond-standard_en> accessed 29 May 2020; EU Tech-

nical Expert Group on Sustainable Finance, ‘Financing a Sustainable European Economy: Report on EU Green 

Bond Standard’ (18 June 2019) <https://ec.europa.eu/info/sites/info/files/business_economy_euro/bank-

ing_and_finance/documents/190618-sustainable-finance-teg-report-green-bond-standard_en.pdf> accessed 28 

May 2020 (hencefort TEG Report on EU Green Bond Standard). 

https://ec.europa.eu/info/publications/sustainable-finance-teg-green-bond-standard_en
https://ec.europa.eu/info/publications/sustainable-finance-teg-green-bond-standard_en
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/190618-sustainable-finance-teg-report-green-bond-standard_en.pdf
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/190618-sustainable-finance-teg-report-green-bond-standard_en.pdf
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fact that the EU is now planning to introduce yet another set of standards raises an important 

question: what contribution does the EU-GBS claim to make to the currently fragmented body 

of regulation? How will it, if at all, address the issues that have inhibited green bond market 

growth?  

The EU-GBS is being marketed as a ground-breaking standard which will prove vital to the 

pursuit of sustainable finance, but how is it different from existing standards and labels? To 

answer this question, I will compare the EU-GBS to the most used standards and try to identify 

whether the EU-GBS introduces any new elements which could bring much-needed clarity to 

both issuers and investors. To date, the European Commission has not decided on the final 

form of the EU-GBS, and thus another relevant question is whether the EU-GBS will become 

a voluntary, non-legislative standard in line with the TEG’s recommendation, or will it be 

turned into legislation, either mandatory or voluntary? Therefore, I intend to discuss these 

options for taking the EU-GBS forward to perhaps identify the most appropriate course of 

action considering the underlying objectives and to, hopefully, make de lege ferenda 

recommendations for next steps. 

The underlying question that had inspired my research is thus the following: what is the 

proposed EU-GBS and how does it purport to make a difference to the green bond market? To 

answer this cardinal query, I have identified a few research questions to guide my research. 

These questions are: 

1. What are green bonds? 

2. How are green bonds currently regulated, and has this regulation been enough in 

ensuring the functioning of the green bond market? 

3. What are the contents of the forthcoming EU-GBS and how does it compare to existing 

standards? 

4. What are the potential market implications of the EU-GBS if it (a) remains a voluntary, 

non-legislative standard or (b) becomes EU-level legislation, either (i) mandatory or 

(ii) voluntary?  

5. Is this EU-GBS appropriate considering its objectives? 

1.3 Structure 

The thesis proceeds as follows. To start with, this chapter 1 includes an introduction to the topic 

of the thesis, as well as some housekeeping matters such as methodology, structure, materials, 
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and delimitations. As a form of segue into the topic of the thesis, chapter 2 discusses the 

European Union’s commitment to sustainable finance and how environmental concerns came 

to be integrated into policy initiatives and legislation. Here I will also briefly introduce the 

focal point of the thesis, the EU-GBS, as well as the EU Taxonomy to which it is linked. 

Chapter 2.5 studies bonds as a financial instrument and provides a brief overview of the bond 

market. It also introduces the subtype of bond known as green bonds, how they came to be, 

what it is that makes them green, and what their benefits are. This is relevant for the reader to 

have a greater understanding of the financial instrument at hand.  

The following chapters are of a more substantive nature and are more closely tied to the 

research problems at hand. Chapter 4 examines how green bonds are currently regulated by 

both hard and soft law. Therein I discuss the main self-regulation measures that address the 

greenness of bonds, i.e., the Green Bond Principles and the Climate Bonds Standard, highlight 

factors that have been known to inhibit green bond market development, and summarise my 

findings with a discussion on why green bonds need better regulating. The EU Green Bond 

Standard itself is tackled in chapter 5. First, I will review its core components and the 

underlying principles. I will then analyse the standards link to the EU Taxonomy, the proposed 

Green Bond Framework as well as auxiliary measures, such as, inter alia, a system for external 

verification. Thereafter, tying into the previous discussion about barriers to green bond market 

development, I will examine how the EU-GBS purports to address those barriers. Chapter 6 

includes a discussion of the future of the EU-GBS, namely whether it will become a voluntary 

standard, non-mandatory or mandatory legislation. The same chapter also considers how the 

EU-GBS might impact the markets, how it can promote the pursuit of sustainability, as well as 

what could be done differently. This thesis is rounded off in chapter 7 with a discussion of my 

research findings, and I will also present the answers to the research questions listed above as 

well as my overall conclusions on the topic. 

1.4 Methodology and perspective 

In this section, I will discuss the research methods utilised as part of my research. My research 

focuses primarily on evaluating the current regulation of green bonds and the forthcoming EU-

GBS as well as the background thereof. These issues are approached from the perspective of a 

critical analysis of the policy measures and the preparatory work of these. This study does not 

address legal dogmatic issues, i.e., issues concerning the interpretation and systemisation of 
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the law27, as the interest goes beyond simply clarifying the interpretative content of law or 

systemising existing law into a coherent system. Instead of the more traditional legal dogmatic 

approach, this thesis takes a regulatory theoretical approach to the topic at hand. Regulatory 

theory (in Finnish: sääntelyteoria) is a general term for research methods in which legislation 

is examined from a societal perspective, as it is heavily influenced by economics and sociology, 

and where the focus is on, e.g., the effectiveness, cost-efficiency, equity, or political impact of 

regulation.28 This method can assess regulation as a whole or focus on individual legislative 

proposals, why and how they are created, as well as what their impact might be.29 When 

assessing the impacts of regulation, the specific aspects or evaluation criteria based on which 

the assessment is made must be defined.30 Among the most frequently used criteria, especially 

within the context of environment-related regulation, are environmental effectiveness, cost-

effectiveness, fairness, relevance, as well as predictability and flexibility.31 For the purposes of 

this thesis, I will focus mainly on environmental effectiveness, because the whole point of 

green bonds and of green finance in general is to combat and mitigate climate change. 

Oftentimes the main focal point within regulatory theory is the appropriateness of regulation, 

which refers to whether regulation can achieve the objectives set out for it and whether the 

pursuit of these objectives has been arranged in the best way possible.32 A key part of my 

research revolves around the question of how the EU-GBS, regardless of its form, will affect 

the market for green bonds. The effects of regulation can be predicted using economic theory, 

and economics also provides methods for identifying the efficiency of a proposed measure.33 

This method is relevant especially the context of EU law, as some of its core principles are 

 

27 Hirvonen, Ari, ’Mitkä metodit? Opas oikeustieteen metodologiaan’ (2011) 17 Yleisen oikeustieteen julkaisuja, 

Helsingin yliopisto, p. 22–23. 

28 Kai Kokko, Ympäristöoikeuden perusteet: yleiset opit, sääntely ja ratkaisun teoria (Edita Publishing Oy, 2017), 

p. 9. 

29 Kalle Määttä, ’Oikeudellisen sääntelyn tutkimus – lastuja sääntelyteoriasta’ (2002) 31 Oikeus 2 and Jyrki Tala, 

’Lainsäädäntötutkimus – turhaa vai tarpeellista?’ (2004) 33 Oikeus 4, p. 379. 

30 Tapio Määttä, ’Metodinen pluralismi oikeustieteessä – ympäristöoikeudellisen tutkimuksen suuntaukset ja me-

netelmät’ pp. 135–222 in Tarmo Miettinen (ed), Oikeustieteellinen opinnäyte – Artikkeleita oikeustieteellisten 

opinnäytteiden vaatimuksista (Edita Publishing Oy 2016), p. 159. 

31 Jukka Similä, ’Ympäristösääntely ja arvioinnin näkökulmat’ (2002) 31 Oikeus 2. 

32 Määttä (2002), p. 134. An ex ante analysis does of course not preclude the fact that how appropriate a law or a 

policy measure ultimately proves to be depends – at least in part – on how this law or measure is applied. Kalle 

Määttä, ‘Oikeustaloustieteellinen näkökulma kotimaiseen lainvalmisteluun’ (2009) Oikeuspoliittisen tutkimuslai-

toksen tutkimuksia 242. 

33 Robert D. Cooter and Thomas S. Ulen, Law and Economics (6th Edition, Berkeley Law Books 2016), p. 4. 
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underpinned by economic efficiency arguments.34 The focus of my thesis, being the impact 

effects and efficiency of the EU-GBS, aligns with some of the key knowledge interests in law 

and economics35 and thus, my thesis also utilises methods from the law and economics 

doctrine. How is the need for legislation justified? How appropriate are the current regulatory 

measures? What needs for development can be identified? What is the impact of the 

regulation?36 These are some typical questions asked by law and economics studies and 

correspond quite well to the questions that guide my research.  

In summary, my research falls under the broad category of regulatory theory and, more 

specifically, utilises methods from law and economics to answer the research questions 

presented in chapter 1.2 above. Although my research is guided by law and economics and the 

questions it raises, I utilise this methodology with a slight twist. As already mentioned above, 

when analysing the efficiency of the proposed EU-GBS, instead of focusing on economic 

efficiency, I will be considering the environmental efficiency of the EU-GBS and its alternative 

forms. In other words, I will be focusing on what the environmental impact of the proposed 

measures may be.37 This is because the entire rationale for creating a coherent green bond 

standard is to address environmental issues and to ultimately mitigate climate change. My 

research thus takes an environment-centric approach to the analysis of the impact of the 

EU-GBS instead of the more typical market-centric approach, which focuses on the economic 

effectiveness and impact on economic development. 

1.5 Materials and sources of law 

The materials and sources of law utilised in this thesis can be divided into four categories: 

primary sources, official sources, literature, and other sources. Among the primary sources are 

EU regulations and directives, the founding treaties of the EU, international treaties, and some 

examples of domestic Finnish law for a more familiar context. Due to the nature of the topic, 

a substantial amount of my research will be based on various official sources from different 

 

34 These core principles are the principle of subsidiarity, the principle of proportionality, and the principle of legal 

certainty. All three principles contain different elements of economic efficiency, which have been confirmed by 

the European Court of Justice. Aurélien Portuese, ‘The Case for a Principled Approach to Law and Economics: 

Efficiency Analysis and General Principles of EU Law’ in Klaus Mathis (ed), Law and Economics in Europe: 

Foundations and Applications (Springer 2013).  

35 Cooter and Ulen (2016), p. 3-4 and Määttä (2009), p. 3. 

36 Määttä (2009), p. 3. 

37 See Similä (2002) and Määttä (2016). 
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EU institutions, e.g., reports, impact assessments, proposals, and press releases. Some key 

sources are the Commission’s Action Plan on Financing Sustainable Growth as well as the 

TEG’s reports on the EU-GBS and the EU Taxonomy, and other work pertaining to these.  

Literature is subdivided into books and articles. I have mainly utilised books and articles 

focusing on European regulation and the European markets, but when it comes to more general 

green bond-related themes, I have included non-EU sources, in part to avoid unnecessarily 

limiting the scope of my research and in part because a whole heap of literature stems from 

outside the EU, mainly from the United States. The selected sources consist of peer-reviewed 

articles published in various legal journals as well as working papers and reports, either 

published independently or as part of an institution’s, such as a university’s, working paper 

series. In addition to the above, I have utilised a multitude of web-based sources, including 

websites, news articles, newsletters, and blog posts from reputable institutions in the financial 

field, such as banks, credit rating agencies, news broadcasters, and other organisations involved 

with green bonds. 

1.6 Terminology 

The term ‘sustainable development’ can be defined in many ways.38 The term was first coined 

in 1981 by the American environmental scientist and author Lester Brown and gained 

international traction in 1987 when it was promoted by the World Commission on Environment 

and Development, also known as the Brundtland Commission, named after its chairman Gro 

Harlem Brundtland, who was the Norwegian prime minister at the time. In the Brundtland 

Commission’s final report ‘Our Common Future’, sustainable development is defined as 

“[d]evelopment that meets the needs of the present without compromising the ability of future 

generations to meet their own needs”.39 Although the concept of sustainable development has 

been widely discussed, the term itself has rarely been used in legislation, and certainly not in 

corporate or financial legislation. Sustainable development is referred to a handful of times in 

EU regulation, but even in those instances, the term is never really defined, thus leaving ample 

 

38 As political scientist William Lafferty once put it: “Competing understandings of ‘sustainable development’ are 

surely as numerous as competing understandings of ‘democracy’.” William Lafferty, ‘The Politics of Sustainable 

Development: Global Norms for National Implementation’ (1996) 5 Environmental Politics 2, p. 185-186. 

39 World Commission on Environment and Development, ‘Our Common Future: From One Earth to One World’ 

(20 March 1987) A/42/427, p. 41. 
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room for interpretation.40 Because terms such as ‘sustainability’ and ‘green’ can convey 

different meanings depending on the context in which they are used, regulators’ failure to give 

them a clear-cut definition has resulted in insecurity and a plethora of vastly different 

interpretations. This is especially problematic when considering the importance of semantics 

in law, as vague language is considered a root cause of indeterminacy, which in turn is 

associated with legal disputes and other difficulties.41  

Before delving deeper into the curious world of sustainable finance and green investment, it is 

necessary to comment on the terminology that will be used in this thesis. The terminology 

regarding green and sustainable investments is diverse and largely undefined, meaning that, on 

the one hand, there are several different terms used to mean the same thing and, on the other 

hand, the same term can have different meanings depending on the context in which it is used. 

Especially the terms ’green’, ’sustainable’, ‘responsible’ and other variations thereof belong to 

this multitude of largely undefined terms, and they are oftentimes considered synonymous. In 

this thesis, I will be using the terms ’green’ and ‘sustainable’ synonymously as referring to 

environmental and climate-related sustainability. Another point to be aware of is that 

sustainable and responsible investment is often considered to include social or corporate 

governance aspects in addition to the environmental concerns. These, however, fall outside the 

scope of this thesis. Thus, when using terms such as ’sustainable’, I am referring to 

environmental sustainability unless otherwise specified.  

What then does the term ‘sustainable finance’ mean? Much like many other related terms, there 

is no single clear cut definition of sustainable finance, but it is largely considered to refer to 

financing or financial instruments that emphasize long-termism as well as the inclusion of 

environmental, social, and governance factors in the investment decision.42 As the term 

 

40 ‘Sustainable development’ is mentioned inter alia in the preamble to the Non-Financial Reporting Directive 

(2014/95/EU) and the Shareholder Rights Directive II. Directive 2014/95/EU of the European Parliament and of 

the Council amending Directive 2013/34/EU as regards disclosure of non-financial and diversity information by 

certain large undertakings and groups (22 October 2014) L 330/1; Directive (EU) 2017/828 of the European Par-

liament and of the Council amending Directive 2007/36/EC as regards the encouragement of long-term share-

holder engagement (17 May 2017) L 132/1; Florian Möslein and Karsten Engsig Sørensen, ‘The Commission’s 

Action Plan for Financing Sustainable Growth and Its Corporate Governance Implications’ (2018) 15 European 

Company Law 6, p. 4.  

41 Geert Keil and Ralf Poscher, Vagueness and Law: Philosophical and Legal Perspectives (Oxford University 

Press 2016). 

42 European Sustainable Investment Forum, ‘European SRI Study 2018’ (19 November 2018), p. 12. 
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suggests, the purpose of sustainable finance – or sustainable investment – is promoting 

economic growth in a sustainable way, for example by reducing greenhouse gas emissions or 

pollution, by minimizing waste or bettering recycling, or by striving for better resource and 

energy efficiency.43 For the purposes of this thesis, however, any mention of sustainable 

finance or investment is intended to refer to economic activities with some form of positive 

environmental impact, and social aspects will not be included in the discussion . 

1.7 Delimitations 

The focus of this thesis lies primarily on the regulation applicable to green bonds and how this 

aims to promote environmental objectives on an EU level. Despite the topic’s connection to 

environmental regulation, which it is certainly influenced by, environmental law falls outside 

the scope of my research and will thus not be included in the discussion except for the 

occasional mention in passing. 

2 THE EU’S COMMITMENT TO ENVIRONMENTAL 

SUSTAINABILITY 

Sustainability is one of the core values and a fundamental objective of the European Union, 

which is why it is mentioned in the founding treaties of the EU. Article 3 of the Treaty of the 

European Union (TEU) establishes sustainable development as one of the overarching goals of 

the EU, and Article 21 highlights the importance of considering environmental issues in EU 

cooperation.44 Articles 11 of the Treaty of the Functioning of the European Union (TFEU) 

requires that environmental protection and the promotion of sustainable development be 

integrated into union policy, and Articles 191 – 193 highlight the environment-related 

objectives of union policy, one of which is combating climate change, and set out the EU’s 

competences pertaining to environmental policy. Under Articles 191 and 192 TFEU, 

combating and mitigating climate change should be a core objective of all EU environmental 

policy, and the EU shall pursue combating climate change, protecting and preserving the 

 

43 Proposal for a Regulation of the European Parliament and of the Council on the establishment of a framework 

to facilitate sustainable investment, COM(2018) 353 final, p. 1 and European Sustainable Investment Forum 

(2018), p. 12. 

44 Article 3.3 TEU states that “(t)he Union shall establish an internal market. It shall work for the sustainable 

development of Europe based on balanced economic growth and price stability [..], and a high level of protection 

and improvement of the quality of the environment. [..]”. Consolidated Version of Treaty of the European Union 

[2012] OJ C 326/13.  
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environment, as well promoting measures that alleviate environmental problems.45 Referring 

to Article 192 of the TFEU, European Commission has summarised its legal basis for taking 

climate action as follows: “Climate change is by its very nature a trans-boundary challenge that 

cannot be solved by national or local action alone. Coordination of climate action is necessary 

at European level and, where possible, at global level, and EU action is justified on grounds of 

subsidiarity.”46 Furthermore, the Commission’s recent action plan on the topic of sustainable 

growth (which we will return to shortly) states that “[s]ustainability and the transition to a low-

carbon, more resource-efficient and circular economy are key in ensuring long-term 

competitiveness of the EU economy.”47 The EU’s theoretical terminus a quo when it comes to 

sustainability is thus quite strong.48   

2.1 The Paris Agreement 

On 25 September 2015, the member states of the United Nations (UN) came to a consensus on 

an action plan that was intended to guide the pursuit of sustainable development from 2016 to 

2030. The action plan, called Agenda 2030, contains 17 sustainable development goals (SDGs) 

which are designed to tackle the most pressing global issues and to steer the global society onto 

a development path that is both just and environmentally friendly.49 This action plan sets out a 

comprehensive and ambitious development agenda which demands an unprecedented level of 

global cooperation in order to eradicate poverty, achieve equality, protect the environment and 

fight climate change, promote peace, and strengthen global institutions by 2030. Shortly 

thereafter and inspired by the Agenda 2030, a true milestone in the race to save our planet was 

achieved. At the COP21 in Paris on 12 December 2015, after decades of political disagreement, 

 

45 Under Article 191 TFEU, “Union policy on the environment shall contribute to the pursuit of the following 

objectives: preserving, protecting and improving the quality of the environment; protecting human health; prudent 

and rational utilisation of natural resources; promoting measures at international level to deal with regional and 

worldwide environmental problems, and in particular in combating climate change.” Consolidated Version of the 

Treaty of the Functioning of the European Union [2012] OJ C326/47.  

46 European Commission, Proposal for a Regulation of the European Parliament and of the Council Establishing 

a Framework for Achieving Climate Neutrality and Amending Regulation (EU) 2018/1999 (European Climate 

Law), COM(2020) 80 final. 

47 Action Plan: Financing Sustainable Growth (2018), p. 1. 

48 However, whether this strong theoretical legal basis for incorporating sustainability and environmental factors 

in legislation has in fact affected the number and the success rate of environmental or environment-related policies 

in the EU is a different topic than the one at hand, and one which need not be discussed in this context. 

49 United Nations, Resolution of the General Assembly, ‘Transforming Our World: The 2030 Agenda for Sustain-

able Development’ A/RES/70/1 (2019) (Agenda 2030). 
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197 parties to the United Nations’ Framework Convention on Climate Change (UNFCC) 

entered into a new international agreement on combating climate change and promoting 

sustainable development.50 This purpose of this convention, called the Paris Agreement, is to:51 

- keep the rise in global average temperatures to well below 2.0 ºC compared to 

preindustrial levels, striving to limit the increase to 1.5 ºC; 

- promote society’s ability to adapt to the adverse effects of climate change, to promote 

climate resilient development and decrease greenhouse gas emissions; and 

- redirect capital flows to facilitate environmentally sustainable development. 

The Paris Agreement is global framework which aims to guide the environmental efforts of the 

signing nations for decades to come, and it aims for a gradual increase of the nations’ 

aspirations over time. For this purpose, the Agreement establishes two review processes, each 

on a five-year cycle, allowing the participating nations to review and amend their ambitions.52 

However, the Paris Agreement has no legal component, meaning that the goals and plans set 

forth therein are not legally binding. There are no consequences or legal ramifications in the 

case of non-compliance, except perhaps the judging looks of the other participating nations, 

and when it comes to something as devastating as climate change, decision-makers must hold 

themselves to higher standards. 

Furthermore, it has been noted among researchers that ‘the international community of states 

cannot act alone’.53 It can be argued that the traditional regime based on one single 

comprehensive government-funded treaty is not truly functional, mainly due to political 

intransigence,54 exemplified by the United States, with Donald Trump in the driver’s seat, 

 

50 United Nations Framework Convention on Climate Change, Conference of the Parties, ‘Adoption of the Paris 

Agreement’ (12 December 2015) U.N. Doc. FCCC/CP/2015/L.9/Rev/1.  

51 United Nations Treaty Collection, ‘Paris Agreement’ (12 December 2015) Chapter XXVII.7.d. 

52 United Nations, ‘The Paris Agreement’ (n.d.) <https://www.un.org/en/climatechange/paris-agreement> ac-

cessed 30 March 2021. 

53 Stephen Kim Park, ‘Investors as Regulators: Green Bonds and the Governance Challenges of the Sustain-able 

Finance Revolution’ (2018) 54 Stanford Journal of International Law 1, p. 3. See also Stephen Kim Park and 

Gerlinde Berger-Walliser, ‘A Firm-Based Approach to Global Governance and Sustainability’ (2015) 52 Ameri-

can Business Law Journal 255. 

54 “These policies[…] will reflect a mix of self-interest and ethical ideals. These notions of self-interest and ethical 

ideals will be constructed in different ways in different countries. Any international agreement will be a matter of 

an overlapping consensus. No comprehensive doctrine has a chance in this fragmented world.” Dale Jamieson, 

‘Climate Change, Consequentialism, and the Road Ahead’ (2013) 13 Chicago Journal of International Law, p. 

467. 

https://www.un.org/en/climatechange/paris-agreement
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announcing its withdrawal from the Paris Agreement in June 2017, which took effect on 

4 November 2020.55 Also, even if a country truly is devoted to fulfilling its commitments under 

the Paris Agreement, the pursuit thereof will most likely never gain the attention it deserves 

due to tight government budgets, other pressing policy issues, the absence of political will, or 

just a lack of willingness to compromise across party lines.56  

Mitigating and adapting to climate change will undoubtedly require enormous investments in 

sustainable infrastructure and other climate-friendly solutions.57 But the public sector cannot 

bridge this financial gap alone and efforts continuously fall short of what is needed.58 Simply 

put, “[n]ational governments do not have the means to invest the amounts required.”59 

Therefore, the Paris Agreement explicitly mentions the need for mobilisation of private sector 

financing60, in which the public sector plays a critical role.61  Article 9(3) of the Agreement 

highlights the mobilisation of climate finance from a wide variety of sources, instruments, and 

channels. Tying into the topic of this thesis, green bonds have been recognised as integral 

instruments in this pursuit.62 

 

55 United Nations Climate Change, ‘Joint Statement on the US Withdrawal from the Paris Agreement’ (UNFCC, 

4 November 2020) <https://unfccc.int/news/joint-statement-on-the-us-withdrawal-from-the-paris-agreement> ac-

cessed 11 April 2020. Fortunately, one of President Joe Biden’s first acts in office was to sign the instrument for 

re-joining the Paris Agreement, and as of 19 February 2021, the United States is officially a party to the agreement 

again. Secretary of State Antony J. Blinken, ‘The United States Officially Rejoins the Paris Agreement’ (U.S. 

Department of State, 19 February 2021) <https://www.state.gov/the-united-states-officially-rejoins-the-paris-

agreement/> accessed 12 April 2021. 

56 Georgia Levenson Keohane and Saadia Madsbjerg, ‘The Innovative Finance Revolution: Private Capital for 

Public Good’ (2016) 95 Foreign Affairs 4. See also Kim Park (2018). 

57 As mentioned in the introductory chapter to this thesis, the investment needed is estimated to be anywhere 

between EUR 180 billion to EUR 270 billion. Action Plan: Financing Sustainable Growth (2018), p. 1 and Euro-

pean Investment Bank (2016). 

58 See also Lloyd Freeburn and Ian Ramsay, ‘Green Bonds: Legal and Policy Issues’ (2020) 15 Capital Markets 

Law Journal 4. 

59 Marcel Brinkman, ‘Incentivizing Private Investment in Climate Change Mitigation’, p. 136 in Benedict Kings-

bury, Bruce Rudyk and Richard Stewart, Climate Finance: Regulatory and Funding Strategies for Climate 

Change and Global Development (New York University Press 2009) 

60 United Nations Framework Convention on Climate Change, Conference of the Parties, ‘Adoption of the Paris 

Agreement’ (12 December 2015) U.N. Doc. FCCC/CP/2015/L.9/Rev/1. at para. 55. See also Brinkman (2009). 

61 Arame Tall et.al., ‘Enabling Private Investment in Climate Adaptation & Resilience’ (2 March 2020) 

<https://openknowledge.worldbank.org/bitstream/handle/10986/35203/Enabling-Private-Investment-in-Climate-

Adaptation-and-Resilience-Current-Status-Barriers-to-Investment-and-Blueprint-for-Action.pdf?se-

quence=5&isAllowed=y> accessed 7 May 2021. 

62 Nathan Bishop, ‘Green Bond Governance and the Paris Agreement’ (2019) 27 New York University Environ-

mental Law Journal 3, p. 378.  

https://unfccc.int/news/joint-statement-on-the-us-withdrawal-from-the-paris-agreement
https://www.state.gov/the-united-states-officially-rejoins-the-paris-agreement/
https://www.state.gov/the-united-states-officially-rejoins-the-paris-agreement/
https://openknowledge.worldbank.org/bitstream/handle/10986/35203/Enabling-Private-Investment-in-Climate-Adaptation-and-Resilience-Current-Status-Barriers-to-Investment-and-Blueprint-for-Action.pdf?sequence=5&isAllowed=y
https://openknowledge.worldbank.org/bitstream/handle/10986/35203/Enabling-Private-Investment-in-Climate-Adaptation-and-Resilience-Current-Status-Barriers-to-Investment-and-Blueprint-for-Action.pdf?sequence=5&isAllowed=y
https://openknowledge.worldbank.org/bitstream/handle/10986/35203/Enabling-Private-Investment-in-Climate-Adaptation-and-Resilience-Current-Status-Barriers-to-Investment-and-Blueprint-for-Action.pdf?sequence=5&isAllowed=y
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2.2 Action Plan on Financing Sustainable Growth 

Achieving the ambitious goals set forth in the Paris Agreement requires great efforts across the 

board, and – as previously mentioned – private sector investment will play a crucial role in the 

transition towards a more sustainable economy.63 On 28 October 2016, the Commission 

appointed a High-Level Expert Group on Sustainable Finance (HLEG) to create a blueprint for 

facilitating sustainable finance.64 This expert group was given the task of preparing a 

comprehensive reform plan on which the EU’s new sustainability strategy would be based.65 

Just over a year later, on 31 January 2018, the HLEG published its final report, in which it 

stated that a successful transition towards sustainable finance requires two things: firstly, the 

EU must “[improve] the contribution of finance to sustainable and inclusive growth by funding 

society’s long-term needs”, and, secondly, “[strengthen] financial stability by incorporating 

environmental, social and governance (ESG) factors into investment decision-making.”66 

These and more of the HLEG’s recommendations included in the final report formed the basis 

of the European Commission’s Action Plan for Financing Sustainable Growth, published on 8 

March 2018. The purpose of the Action Plan is to: 67 

- reorient capital flows towards sustainable investment in order to achieve sustainable 

and inclusive growth; 

- managing financial risks stemming from climate change, resource depletion, 

environmental degradation, and social issues; and 

- foster transparency and long-termism in financial and economic activity. 

This action plan sets out a few measures that are intended to steer financial development in a 

more sustainable direction. Following up on the Action Plan, the European Commission 

published a package of measures in late May 2018. The package contains three main regulatory 

 

63 Kim Park (2018) and Paul Dewick et.al., ‘Circular Economy Finance: Clear Winner or Risky Proposition?’ 

(2020) 24 Journal of Industrial Ecology 4.  

64 European Commission, ‘Commission decision on the creation of a High-Level Expert Group on Sustainable 

Finance in the context of the Capital Markets Union of 18 October 2016’, COM(2016) 6912 final. 

65 EU High-Level Expert Group on Sustainable Finance, ‘Final Report 2018: Financing a Sustainable European 

Economy’ (31 January 2018). <https://ec.europa.eu/info/sites/info/files/180131-sustainable-finance-final-re-

port_en.pdf> accessed 18 April 2020, p. 2 and 96. 

66 Action Plan: Financing Sustainable Growth (2018), p. 1. 

67 Ibid., p. 2. 

https://ec.europa.eu/info/sites/info/files/180131-sustainable-finance-final-report_en.pdf
https://ec.europa.eu/info/sites/info/files/180131-sustainable-finance-final-report_en.pdf
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proposals: (1) the development of a coherent classification system of which economic activities 

can be considered environmentally sustainable, (2) promoting the disclosure of information 

related to sustainable investment and sustainability risks, and (3) the introduction of 

benchmarks for low-carbon and environmentally friendly investments.68  

2.3 Common Ground for Sustainable Investment: The EU Taxonomy 

The first measure called for in the Action Plan is the establishment of an EU-wide system for 

classifying sustainable economic activities, a so-called EU Taxonomy. When the TEG was set 

up in mid-2018, one of the four key areas it was tasked to work with was the development of a 

coherent classification system for economic activities which can be considered 

environmentally sustainable.69 The rationale behind this was that one of the main barriers to 

any sort of meaningful sustainability impact has been the endlessly varying definitions of 

concepts such as “sustainable” and “green”. Because of this, it is of paramount importance to 

create a common understanding of these terms, as well as more technical criteria for 

determining whether economic activities can be considered environmentally sustainable or 

whether these contribute substantially to climate change mitigation or adaptation. The TEG’s 

final report on the EU Taxonomy was published on 9 March 2020.70 

In a nutshell, the EU Taxonomy is a tool for identifying environmentally sustainable 

investments. It is an EU-wide system for classifying environmentally sustainable economic 

activities, which enables investors, issuers, and decision makers alike to identify and compare 

 

68 Commission Staff Working Document: Impact Assessment accompanying the document Proposal for a Regu-

lation of the European Parliament and of the Council on the establishment of a framework to facilitate sustainable 

investment and Proposal for a Regulation of the European Parliament and of the Council on disclosures relating 

to sustainable in-vestments and sustainability risks and amending Directive (EU) 2016/2341 and Proposal for a 

Regulation of the European Parliament and of the Council amending Regulation (EU) 2016/1011 on low carbon 

benchmarks and positive carbon impact benchmarks, 24.5.2018 SWD(2018) 264 final. 

69 The other key focus areas are the development of an EU-wide standard for green bonds as well as low-carbon 

benchmarks and improving the guidance on corporate disclosure of environment-related information. TEG Report 

on EU Green Bond Standard (2019), p. 8. 

70 EU Technical Expert Group on Sustainable Finance, ‘Taxonomy: Final Report of the Technical Expert Group 

on Sustainable Finance” (9 March 2020) <https://ec.europa.eu/info/sites/info/files/business_economy_euro/bank-

ing_and_finance/documents/200309-sustainable-finance-teg-final-report-taxonomy_en.pdf> accessed 7 May 

2021 (henceforth TEG Final Report on EU Taxonomy) 

https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/200309-sustainable-finance-teg-final-report-taxonomy_en.pdf
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/200309-sustainable-finance-teg-final-report-taxonomy_en.pdf
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investments against common definition of sustainability. For an economic activity to be 

considered environmentally sustainable and therefore Taxonomy-aligned, it must:71 

- make a substantive contribution to one of the six environmental objectives set out in 

the EU Taxonomy; 

- do no significant harm to the other five objectives; and 

- meet minimum safeguards (e.g., OECD guidelines on Multinational Enterprises and the 

UN Guiding Principles on Business and Human Rights). 

On 18 December 2019, the Council under the Presidency of Finland and the European 

Parliament reached political consensus and agreed on the final wording of the regulation setting 

out a framework for facilitating sustainable investment, also called the Taxonomy Regulation.72 

The Taxonomy Regulation entered into force on 12 July 2020.73 This framework will be 

supplemented by delegated acts which define the technical screening criteria for each of the 

EU Taxonomy’s six environmental objectives, the first of which, pertaining to the climate 

change mitigation and climate change adaptation objective, was published on 21 April 2021.74 

The EU Taxonomy as well as its relevance for the EU-GBS will be discussed further in chapter 

5.2.1 below. 

 

71 TEG Final Report on EU Taxonomy (2020), p. 2. 

72 Council of the European Union, ‘Sustainable Finance EU reaches political agreement on a unified EU classifi-

cation system’ (consilium.europa.eu, 18 December 2019) <https://www.consilium.europa.eu/en/press/press-re-

leases/2019/12/18/sustainable-finance-eu-reaches-political-agreement-on-a-unified-eu-classification-system/> 

accessed 18 April 2020. 

73 Council of the European Union, ‘EU Taxonomy For Sustainable Activities’ (ec.europa.eu, n.d.) <https://ec.eu-

ropa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance/eu-taxonomy-sustainable-activi-

ties_en#:~:text=The%20Taxonomy%20Regulation%20tasks%20the,be%20established%20through%20dele-

gated%20acts.> accessed 9 September 2020. 

74 European Commission, ‘Implementing and Delegated Acts for Regulation (EU) 2020/852 (Taxonomy)’ (ec.eu-

ropa.eu, last updated 7 May 2021) <https://ec.europa.eu/info/law/sustainable-finance-taxonomy-regulation-eu-

2020-852/amending-and-supplementary-acts/implementing-and-delegated-acts_en> accessed 7 May 2021. A 

provisional version of the delegated act is available for review, but its formal adoption will take place as soon as 

it has been translated into all EU languages. This is estimated to take place at the end of May 2021. See Commis-

sion Delegated Regulation (EU) …/… of XXX supplementing Regulation (EU) 2020/852 of the European Par-

liament and of the Council by establishing the technical screening criteria for determining the conditions under 

which an economic activity qualifies as contributing substantially to climate change mitigation or climate change 

adaptation and for determining whether that economic activity causes no significant harm to any of the other 

environmental objectives (21 April 2021) C(2021) 2800/3 <https://ec.europa.eu/finance/docs/level-2-

measures/taxonomy-regulation-delegated-act-2021-2800_en.pdf> accessed 7 May 2021. 

https://www.consilium.europa.eu/en/press/press-releases/2019/12/18/sustainable-finance-eu-reaches-political-agreement-on-a-unified-eu-classification-system/
https://www.consilium.europa.eu/en/press/press-releases/2019/12/18/sustainable-finance-eu-reaches-political-agreement-on-a-unified-eu-classification-system/
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance/eu-taxonomy-sustainable-activities_en#:~:text=The%20Taxonomy%20Regulation%20tasks%20the,be%20established%20through%20delegated%20acts
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance/eu-taxonomy-sustainable-activities_en#:~:text=The%20Taxonomy%20Regulation%20tasks%20the,be%20established%20through%20delegated%20acts
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance/eu-taxonomy-sustainable-activities_en#:~:text=The%20Taxonomy%20Regulation%20tasks%20the,be%20established%20through%20delegated%20acts
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance/eu-taxonomy-sustainable-activities_en#:~:text=The%20Taxonomy%20Regulation%20tasks%20the,be%20established%20through%20delegated%20acts
https://ec.europa.eu/info/law/sustainable-finance-taxonomy-regulation-eu-2020-852/amending-and-supplementary-acts/implementing-and-delegated-acts_en
https://ec.europa.eu/info/law/sustainable-finance-taxonomy-regulation-eu-2020-852/amending-and-supplementary-acts/implementing-and-delegated-acts_en
https://ec.europa.eu/finance/docs/level-2-measures/taxonomy-regulation-delegated-act-2021-2800_en.pdf
https://ec.europa.eu/finance/docs/level-2-measures/taxonomy-regulation-delegated-act-2021-2800_en.pdf
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2.4 An EU-wide Standard for Green Bonds 

The second measure proposed in the previously discussed Action Plan for Financing 

Sustainable Growth was the development of a coherent set of standards and labels for green 

financial products. Therefore, one of the TEG’s key focus areas became the development of an 

EU-wide standard for green bonds. The TEG published its report on an EU Green Bond 

Standard on 18 June 2019, in which it proposes “a voluntary, non-legislative EU Green Bond 

Standard to enhance the effectiveness, transparency, comparability and credibility of the green 

bond market and to encourage the market participants to issue and invest in EU green bonds.”75 

The TEG suggests that the creation of such a standard will address the barriers that are currently 

inhibiting market development. These will be discussed in chapter 4.3 below. 

In its report, the TEG states that the work of preparing the EU-GBS was based on the 

assumption that the previously mentioned EU Taxonomy would be implemented more or less 

as proposed in the Taxonomy Regulation.76 As discussed above, the EU Taxonomy is a form 

of classification tool for determining which economic activities can be considered 

environmentally friendly and aligned with the EU’s strategy to be climate neutral by 2050. One 

of the fundamental barriers which has inhibited the growth of the green bond market is the 

varying understandings of the concept of ‘green’, meaning that different green bonds can have 

different – if at all any – environmental purposes or objectives. The TEG intends to address 

this issue by making the EU Taxonomy, along with its technical criteria for evaluating the 

environmental impact of economic activities, a cornerstone of the EU-GBS by linking its 

definition of green to the EU Taxonomy’s classification criteria. This way, an EU Taxonomy-

aligned project is automatically considered green under the EU-GBS, and vice versa, removing 

any ambiguity regarding the greenness of the cause to which the proceeds of the bond are 

funnelled. The contents and purpose of the proposed EU-GBS as well as its potential market 

implications are discussed at length in chapter 5 below. 

 

75 EU Technical Expert Group on Sustainable Finance. ‘Usability Guide: EU Green Bond Standard’ (9 March 

2020) <https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/docu-

ments/200309-sustainable-finance-teg-green-bond-standard-usability-guide_en.pdf> accessed 14 May 2021 

(henceforth EU Green Bond Standard Usability Guide), p. 1. 

76 TEG Report on EU Green Bond Standard., p. 8. 

https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/200309-sustainable-finance-teg-green-bond-standard-usability-guide_en.pdf
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/200309-sustainable-finance-teg-green-bond-standard-usability-guide_en.pdf
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2.5 The European Green Deal 

The Action Plan for Financing Sustainable Growth of 2018 set the foundation for the creation 

of an EU-wide standard for green bonds, but the work did not stop there. On 11 December 

2019, the Commission announced a so-called European Green Deal, a policy aimed at meeting 

the goals of the Paris Agreement, which sets out the ambitious goal for the European economy 

and society to become not only sustainable, but climate neutral by the year 2050.77 The 

European Green Deal also proposes a European Climate Law that would transform the EU’s 

climate neutrality commitment into a legal obligation.78 It also underlined the increasing need 

to steer capital flows towards green investment. As a follow-up thereto, a European Green Deal 

Investment Plan was published on 14 January 2020, which confirmed the plans of the 

Commission to establish the EU-GBS.79 

However, all that glitters is not gold, or, in this case, green. The EU Green Deal and the climate 

law it proposes has received significant criticism by climate activists, mainly due to the lack of 

any concrete plan to reach the emissions targets for 2030 and 2050.80 Additionally, the climate 

neutrality target is not mandatory for all member states, risking lack of accountability among 

member states and might result in a “two-speed Europe in which some countries will inevitably 

lag behind.”81 While I will not discuss the EU Green Deal any further here as it is not relevant 

for the purposes of this thesis, the critiques thereof are important to highlight because very 

similar if not the same arguments will be brought up when I discuss the impact of the EU-GBS. 

The criticisms mentioned here will, when viewed together with the critique of the EU-GBS, 

 

77 European Commission, ‘A European Green Deal’ (ec.europa.eu, n.d.) <https://ec.europa.eu/info/strategy/prior-

ities-2019-2024/european-green-deal_en> accessed 7 May 2021.  

78 See the Explanatory Memorandum of the Proposal for a Regulation of the European Parliament and of the 

Council establishing a framework for achieving climate neutrality and amending regulation (EU) 2018/1999 (Eu-

ropean Climate Law) COM(2020) 80 final. 

79 European Commission, ’EU Green Bond Standard’ (ec.europa.eu, n.d.) <https://ec.europa.eu/info/publica-

tions/sustainable-finance-teg-green-bond-standard_en> accessed 1 March 2021. 

80 In an open letter to EU decision makers, Greta Thunberg and several other climate activists call the European 

Climate Law a “surrender”. According to them, climate related goals must be set for today, not for several decades 

into the future. Greta Thunberg et.al., ’Climate Strikers: Open Letter to EU Leaders on Why Their New Climate 

Law is ‘Surrender’’ (CarbonBrief, 3 March 2020) <https://www.carbonbrief.org/climate-strikers-open-letter-to-

eu-leaders-on-why-their-new-climate-law-is-surrender>  accessed 7 May 2021. 

81 Barbara Mariani, Senior Policy Officer for Climate and Energy at the European Environmental Bureau in an 

interview with The Guardian. Daniel Boffey, ‘New EU Target to Cut Carbon Emission by at Least 55% Disap-

points Experts’ (The Guardian, 21 April 2021) <https://www.theguardian.com/environment/2021/apr/21/new-eu-

target-to-cut-carbon-emissions-by-at-least-55-disappoints-experts> accessed 16 May 2021. 

https://ec.europa.eu/info/strategy/priorities-2019-2024/european-green-deal_en
https://ec.europa.eu/info/strategy/priorities-2019-2024/european-green-deal_en
https://ec.europa.eu/info/publications/sustainable-finance-teg-green-bond-standard_en
https://ec.europa.eu/info/publications/sustainable-finance-teg-green-bond-standard_en
https://www.carbonbrief.org/climate-strikers-open-letter-to-eu-leaders-on-why-their-new-climate-law-is-surrender
https://www.carbonbrief.org/climate-strikers-open-letter-to-eu-leaders-on-why-their-new-climate-law-is-surrender
https://www.theguardian.com/environment/2021/apr/21/new-eu-target-to-cut-carbon-emissions-by-at-least-55-disappoints-experts
https://www.theguardian.com/environment/2021/apr/21/new-eu-target-to-cut-carbon-emissions-by-at-least-55-disappoints-experts


 

23 (78) 

reveal a disheartening trend in climate-related policies. Unfortunately, appearances are often 

deceptive. 

3 UNDERSTANDING GREEN BONDS 

In this chapter, I will examine green bonds as a financial instrument as well as the 

characteristics thereof which make it green. But to understand green bonds, it is important to 

take a step back and look at bonds as a financial instrument on a more general level to explain 

what they are and how they work. This is important because, in a way, the green bond is a sub-

category of bond in which the defining characteristic is the purpose towards which the proceeds 

are funnelled. After discussing so-called ‘conventional’ bonds, I will turn my attention to green 

bonds and provide an overview of how they came to be, what it is that makes a green bond 

‘green’, and the benefits of issuing and investing in green bonds. I will also provide a brief 

overview of the bond market, both globally as well as with a more European focus. 

3.1 A Step Back: Bonds and the Bond Market 

3.1.1 What is a Bond? 

Companies need money. From founding and starting up a business to running fully developed 

operations; it all requires money, and lots of it. Irrespective of how a company is organised – 

be it a partnership or a limited liability company – it need cash to cover expenses and to make 

new investments. Limited liability companies often issue and sell shares of stock as a way of 

raising extra cash from investors.82 However, shares of stock also entitle the investor, i.e. the 

shareholder, to certain right in relation to the company, such as the right to vote in the 

shareholder meetings of the company (unless otherwise specified in the company’s articles of 

association).83 If a company doesn’t wish to raise money by selling shares of stock, this money 

has to be borrowed. Especially shorter-term loans are usually taken from banks, but another 

way for companies to raise debt capital is to issue bonds.84 

Bonds are debt capital instruments issued by corporations, public entities, municipalities, or 

governments to finance their operations. A bond is essentially a loan agreement between the 

 

82 Jukka Mähönen and Seppo Villa, Osakeyhtiö II (3. painos, Talentum Media, 2014), p. 14. 

83 Chapter 3, Section 3 of the Limited Liability Companies Act (624/2006, as amended).  

84 Richard A. Brealey, Stewart C. Myers and Franklin Allen, Principles of Corporate Finance (11th Global Edi-

tion, McGraw-Hill Education 2014), p. 45. 
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issuer and the investor, as the issuer is obliged to make certain payments to the bondholder in 

return for the bondholder’s investment. These payments include interest payments made during 

the term of the bond, i.e., while the bond is outstanding (unless the bond is zero-coupon), and 

repayment of the bond’s par value on its maturity date.85 Bonds, much like other debt securities, 

can be divided into two main categories: fixed-rate and floating-rate bonds. Fixed-rate bonds 

pay a predetermined coupon rate, i.e., interest rate, on certain dates agreed in the terms and 

conditions of the bond, while the coupon rate of floating-rate bonds is tied to a certain market 

reference rate, e.g., the EURIBOR reference rate,86 to which some percentage points are usually 

added. In addition to these types, there are also zero-coupon bonds, which do not pay any 

coupon during the term of the bond, but instead the par value, i.e., the is paid to the investor 

only on the maturity date.87 After they have been issued, bonds can also be traded on the 

secondary market, unless otherwise stipulated in the terms and conditions of the bonds.88 

Fundamentally, a bond is a security divided into equally sized parts ranked pari passu among 

themselves which investors can subscribe to. The money exchanged for shares of the bond 

represents the amount lent by the investor to the issuing company. So, for example, if a 

company were to issue a EUR 10 million bond with a EUR 1,000 denomination, there are a 

total of 100,000 shares of the bond at EUR 1,000 face value which investors can subscribe to. 

This essentially means that the bond can only be subscribed to in EUR 1,000 increments. If an 

 

85 Zvi Bodie, Alex Kane and Alan J. Marcus, Investments (10th Global Edition, McGraw-Hill Education, 2014), 

p. 446. 

86 The abbreviation EURIBOR stands for Euro Interbank Offered Rate, and it refers to the average interest rates 

that European credit institutions, e.g., banks, offer when lending to other credit institutions. The EURIBOR rates, 

available in maturities of one week up to 12 months, serve as the most important reference rates in the Eurozone. 

European Money Market Institute, ‘About EURIBOR®’ (EMMI Benchmarks) <https://www.emmi-bench-

marks.eu/euribor-org/about-euribor.html> accessed 29 May 2020. At the time of writing, the EURIBOR rates for 

all maturities are negative (ranging from -0.566% for the one-week maturity to -0.480% for the 12-month ma-

turity). Euribor Rates, ‘Current Euribor Rates’ (Euribor Rates, last updated 12 May 2021) <https://www.euribor-

rates.eu/en/current-euribor-rates/> accessed 14 May 2021. It is worth mentioning that the terms of floating rate 

bonds often stipulate a minimum threshold that prevents the coupon rate from falling below zero. Coupon pay-

ments cannot be negative, as this would mean the bondholder would have to make coupon payments to the issuer. 

That would be ridiculous. 

87 Bodie, Kane and Marcus (2014), p. 446. 

88 ‘Primary market’ refers to the sale of financial instruments from the issuer to the first-hand investors, e.g., when 

shares of stock are issued to raise new capital. The ‘secondary market’ refers to the trade happening between 

individual investors on e.g., the stock exchange, which allows them to trade financial instruments among them-

selves. Secondary market transactions do not affect the company’s cash levels. Brealy, Myers and Allen (2014), 

p. 360. 

https://www.emmi-benchmarks.eu/euribor-org/about-euribor.html
https://www.emmi-benchmarks.eu/euribor-org/about-euribor.html
https://www.euribor-rates.eu/en/current-euribor-rates/
https://www.euribor-rates.eu/en/current-euribor-rates/
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investor were to subscribe to EUR 10,000 of the bond, she would have lent the company this 

amount, and would be entitled to coupon payments on this amount. 

Unlike more traditional investments, such as stocks, a bond does not entitle its holder to any 

ownership stake in the issuing entity. The bondholder essentially becomes a creditor.89 

Whereas the value of stocks is affected by the success of the issuer’s business, supply and 

demand, and general market fluctuations, bonds are generally not affected by market volatility. 

When traded on the primary market, i.e., between the issuing company and the investor, the 

value of the bond and the coupon rate do, as a rule, not change, which means prices are less 

likely to change, and as a result, bonds are considered a more stable form of investment.90  

3.1.2 The Bond Market 

The bond market is, bluntly put, huge. Although at times difficult to calculate, it has been 

estimated that the volume of outstanding bonds worldwide amounts to over USD 119 trillion 

in 202091, with new bond issuance exceeding USD 10 trillion for the first time in 2020.92 Unlike 

the norm of equity markets, most bonds do not trade on a specific platform, such as stocks on 

a stock exchange, and instead trade over the counter. Bonds can be purchased either directly 

from the issuer or on the secondary market through a financial institution or other 

intermediary.93 There are a few reasons for the trade of bonds not being centralised. First, the 

amount of bonds compared to the number of stocks.  A listed company normally has one, 

maybe two stocks, but it can issue several bonds with different maturities, yields, and even 

 

89 Freeburn and Ramsay (2020). 

90 Yash Rajwanshi, ‘Are Green Bonds as Good as They Sound?’ (Berkeley Economic Review, 26 November 

2019) <https://econreview.berkeley.edu/are-green-bonds-as-good-as-they-sound/> accessed 11 May 2021. 

91 Securities Industry and Financial Markets Association, ‘SIFMA Research Quarterly 1Q21: US Fixed Income 

Markets Issuance and Trading’ (13 April 2021) <https://www.sifma.org/wp-content/uploads/2021/01/US-Re-

search-Quarterly-Fixed-Income-Issuance-Trading-2021-04-13-SIFMA.pdf> accessed 16 May 2021. The ICMA 

has estimated this number to be even higher, at USD 128 trillion as of August 2020. International Capital Markets 

Association, ‘Bond Market Size’ (ICMA, n.d.) <https://www.icmagroup.org/Regulatory-Policy-and-Market-

Practice/Secondary-Markets/bond-market-size/#:~:text=Subscribe%20to%20mail-

ing%20lists&text=As%20of%20August%202020%2C%20ICMA,tn%20corporate%20bonds%20(32%25)> ac-

cessed 11 April 2021. 

92 This includes nearly USD 5 trillion in investment grade debt instruments, USD 500 billion high yield, and over 

USD 220 billion in green bond issuance. Matthew Toole, ‘Global Capital Markets Answer 2020’s Distress Call’ 

(Refinitiv, 21 January 2021) <https://www.refinitiv.com/perspectives/market-insights/global-capital-markets-an-

swer-2020s-distress-call/> accessed 11 April 2021.  

93Sijoitustieto, ‘Joukkovelkakirjalainat eli bondit sijoitusportfolion osana’ (Sijoitustieto, 30 January 2015) 

<https://www.sijoitustieto.fi/sijoitusartikkelit/joukkovelkakirjalainat-eli-bondit-sijoitusportfolion-osana> acces-

sed 19 April 2021. 

https://econreview.berkeley.edu/are-green-bonds-as-good-as-they-sound/
https://www.sifma.org/wp-content/uploads/2021/01/US-Research-Quarterly-Fixed-Income-Issuance-Trading-2021-04-13-SIFMA.pdf
https://www.sifma.org/wp-content/uploads/2021/01/US-Research-Quarterly-Fixed-Income-Issuance-Trading-2021-04-13-SIFMA.pdf
https://www.icmagroup.org/Regulatory-Policy-and-Market-Practice/Secondary-Markets/bond-market-size/#:~:text=Subscribe%20to%20mailing%20lists&text=As%20of%20August%202020%2C%20ICMA,tn%20corporate%20bonds%20(32%25)
https://www.icmagroup.org/Regulatory-Policy-and-Market-Practice/Secondary-Markets/bond-market-size/#:~:text=Subscribe%20to%20mailing%20lists&text=As%20of%20August%202020%2C%20ICMA,tn%20corporate%20bonds%20(32%25)
https://www.icmagroup.org/Regulatory-Policy-and-Market-Practice/Secondary-Markets/bond-market-size/#:~:text=Subscribe%20to%20mailing%20lists&text=As%20of%20August%202020%2C%20ICMA,tn%20corporate%20bonds%20(32%25)
https://www.refinitiv.com/perspectives/market-insights/global-capital-markets-answer-2020s-distress-call/
https://www.refinitiv.com/perspectives/market-insights/global-capital-markets-answer-2020s-distress-call/
https://www.sijoitustieto.fi/sijoitusartikkelit/joukkovelkakirjalainat-eli-bondit-sijoitusportfolion-osana
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bonds denominated in different currencies. Second, bonds typically trade in much larger 

amounts than stocks. Whereas investors can choose to purchase stocks for small amounts of 

money or even just a single share of stock, the average bond trade is much larger, often in the 

hundreds of thousands. Third, bonds have a much lower trading volume than stocks and are 

often held for months or years while stocks are bought and sold every day on the exchange.94 

In summary, the retail market for bond is just a different kind of market and is not necessarily 

comparable to the stock market.   

3.2 What are Green Bonds? 

3.2.1 From Niche to Global: The Birth of the Green Bond 

Even though some versions of bonds have been around for thousands of years – the first bond 

dating back to circa 2400 B.C.95 – and bonds are widely used around the globe, the green bond 

is still a young concept. The first official green bond96 was issued in 2008 by the World Bank 

in cooperation with the Swedish bank Skandinaviska Enskilda Banken AB (SEB), after a group 

of Swedish pension funds had contacted the bank asking how they could channel the savings 

under their stewardship toward environmentally friendly investment objects. SEB then turned 

to the World Bank, which had an extensive track record of issuing bonds as well as several 

environmental projects in need of financing in its portfolio, and after many conversations with 

a multitude of parties, the green bond was born. This “turned out to be a history-making event 

 

94 David Hollingsworth and Emily Liner, ‘The Bond Market: How It Works, or How It Doesn’t’ (Third Way, 27 

February 2015) <https://www.thirdway.org/report/the-bond-market-how-it-works-or-how-it-doesnt> accessed 19 

April 2021.  

95 It is said that the first bond dates to circa 2400 B.C. in Mesopotamia, where the principal issued a promissory 

note, usually in the form of a rock with inscriptions, promising payments as well as guaranteeing reimbursement 

if the principal failed to make the due payments. The currency of choice in those times was corn. BondFunds.com, 

‘A Brief History of Bond Investing’ (BondFunds.com) <http://bondfunds.com/education/a-brief-history-of-bond-

investing/> accessed 25 June 2020. 

96 There is some ambiguity regarding this, because one year earlier, in 2007, the European Investment Bank had 

issued a – for all intents and purposes – ‘green’ bond. However, this bond was issued under the label ‘Climate 

Awareness Bond’ (CAB), which is most likely why it is not considered the first green bond, even though the CAB 

does fit the description of a green bond; it was a structured bond with a use of proceeds clause dedicating the 

proceeds to renewable energy and energy efficiency projects. This suggests that labels do in fact matter in the 

context of climate finance. European Investment Bank, ‘CAB Newsletter 10th Anniversary’ (EIB.org, 11 June 

2017) <https://www.eib.org/attachments/fi/2017-cab-newsletter-10years.pdf> accessed 30 June 2020.  

https://www.thirdway.org/report/the-bond-market-how-it-works-or-how-it-doesnt
http://bondfunds.com/education/a-brief-history-of-bond-investing/
http://bondfunds.com/education/a-brief-history-of-bond-investing/
https://www.eib.org/attachments/fi/2017-cab-newsletter-10years.pdf
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that fundamentally changed the way investors, development experts, policymakers, and 

scientists work together.”97  

Despite the mushrooming interest in these environmentally friendly instruments, the global 

market for green bonds is still small vis-à-vis the overall bond market, estimated to amount to 

less than one percent of all outstanding bond positions globally.98 Nevertheless, parallel to the 

increasing demand for environmentally friendly investment objects, the green bond market is 

growing rapidly99, and green bonds have become so common that they no longer behave any 

different from vanilla bonds.100 Nowadays, the green bond market as a whole more or less 

reflects the overall debt capital market.101 Despite being severely impacted by the global 

COVID-19 pandemic, green bond issuance managed to reach a record-breaking USD 269.5 

billion in 2020.102 Ever since the first green bond was issued, Europe has been at the forefront 

of green bond issuance and has always been of the largest sources of green debt, with European 

 

97 World Bank, ’10 Years of Green Bonds: Creating the Blueprint for Sustainability Across Capital Markets’ 

(World Bank, 18 March 2019) <https://www.worldbank.org/en/news/immersive-story/2019/03/18/10-years-of-

green-bonds-creating-the-blueprint-for-sustainability-across-capital-markets> accessed 29 May 2020. 

98 BBVA Global Markets Research estimates the size of the green and sustainable bond market at around USD 1 

trillion, which according to their figures is equivalent to 0.86 percent of global bonds in circulation. However, it 

should be noted that this figure also includes social and sustainable bonds, and the green bond share of this amount 

is therefore even smaller. Elisabet Furió, ‘Green Bonds: the Latest News You Need to Know’ (BBVA, 5 Novem-

ber 2020) <https://www.bbva.com/en/green-bonds-the-latest-news-you-need-to-

know/#:~:text=BBVA%20Global%20Markets%20Research%20estimates,market%20volatil-

ity%20from%20Covid-19.> accessed 19 April 2021. 

99 According to a recent report by the credit rating agency Moody’s, global green bond issuance is expected to 

reach USD 375 billion in 2021, constituting a 39 per cent. increase from last year’s issuance thanks to efforts to 

rebound from the COVID-19 pandemic. Moody’s Investors Service, ‘Sustainable Bond Issuance to Hit a Record 

$650 Billion in 2021’ (Moody’s, 4 February 2021) <http://www.moodys.com/researchdocumentcon-

tentpage.aspx?docid=PBC_1253505> accessed 13 May 2021.  

100 Ebba Ramel and Jacob Michaelsen, ‘Do green bonds outperform in ‘risk-off’ periods? Yes, but beware the 

nuances’ (Nordea, 4 May 2020) <https://insights.nordea.com/en/sustainable-finance/green-bond-performance/> 

accessed 7 May 2020. 

101 The green bond market was initially dominated by development banks, such as the World Bank and the Euro-

pean Investment Bank, but nowadays, green bonds are being issued by a variety of issuers, e.g., corporate issuers, 

and cover a broader range of asset classes, e.g., asset-backed securities. TEG Report on the EU Green Bond 

Standard (2019), p. 19. 

102 Climate Bonds Initiative, ‘$269.5bn Green Issuance For 2020: Late Surge Sees Pandemic Year Pip 2019 Total 

By $3bn’ (CBI, 24 January 2021) <https://www.climatebonds.net/2021/01/record-2695bn-green-issuance-2020-

late-surge-sees-pandemic-year-pip-2019-total-3bn> accessed 16 May 2021 and Climate Bonds Initiative, ‘Green 

Bond Pricing in the Primary Market H1 (Q1-Q2) 2020’ (21 September 2020) <https://www.climatebonds.net/sys-

tem/tdf/reports/cbi-pricing-h1-2020-21092020.pdf?file=1&type=node&id=54353&force=0> accessed 1 October 

2020. 

https://www.worldbank.org/en/news/immersive-story/2019/03/18/10-years-of-green-bonds-creating-the-blueprint-for-sustainability-across-capital-markets
https://www.worldbank.org/en/news/immersive-story/2019/03/18/10-years-of-green-bonds-creating-the-blueprint-for-sustainability-across-capital-markets
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green bond issuance accounting for nearly half of global issuance in 2020.103 Not only that, but 

the EU has an often overlooked “unilateral power to regulate global markets”, known as the 

Brussels effect.104 EU regulations on e.g., chemicals, food, competition, and privacy have been 

successfully exported to the rest of the world, meaning it is in a unique position to influence 

green bond regulation on a much wider scale than any other government or institution.105 In 

connection with the already existing financial infrastructure106, this puts into context why it is 

only logical that the EU is among the first actors to put forth a comprehensive standardisation 

initiative. 

3.2.2 What Makes a Green Bond ‘Green’? 

As was discussed above, a bond is way for its issuer to raise capital from the market, and for 

the investor a bond is a way to save money and to collect returns on the invested assets. A green 

bond is essentially an ordinary bond, but what distinguishes it from a regular – or ‘vanilla’ – 

bond is that the funds raised are used only for projects that have a positive environmental 

impact or are otherwise climate related.107 This is usually done through a so-called ‘use of 

proceeds’ clause in the terms and conditions of the bond, which states the environmentally-

friendly or ‘green’ purposes the raised financing will be used for.108 The range of eligible 

projects is vast, and include but are not limited to investments in renewable energy, wastewater 

 

103 Climate Bonds Initiative, ‘Sustainable Debt: Global State of the Market 2020’ (CBI, 23 April 2021) 

<https://www.climatebonds.net/system/tdf/re-

ports/cbi_sd_sotm_2020_04d.pdf?file=1&type=node&id=56395&force=0> accessed 13 May 2021.  

104 Anu Bradford, ‘The Brussels Effect’ (2012) 107 Northwestern University Law Review 1, Columbia Law and 

Economics Working Paper No. 553, p. 3. 

105 Bradford (2012), p. 10 and Bishop (2019), p. 409. 

106 Annica Cochu et.al., ‘Study on the Potential of Green Bond Finance for Resource-Efficient Investments’ (2016) 

<https://ec.europa.eu/environment/enveco/pdf/potential-green-bond.pdf> accessed 6 May 2021.  

107 The proceeds of a vanilla bond can be used for some specific project but can also be utilised for more general 

purposes. Freeburn and Ramsay (2020), p. 419. 

108 Aaron, Maltais and Björn Nykvist, ’Understanding the Role of Green Bonds in Advancing Sustainability’ 

[2020] Journal of Sustainable Finance and Development, p. 1. Anecdotally, one could mention the recent recovery 

plan presented by the European Commission, titled NextGenerationEU. Of the plan’s allocated EUR 750 billion 

in funds, a generous third has been earmarked for so-called ‘green transition spending’, i.e., investments support-

ing the transition towards a greener and more environmentally sustainable economy. The Commission also intends 

to ensure that 30% of the NextGenerationEU fund will be raised by use of green bonds. European Commission, 

‘Commission Work Programme 2021: A Union of Vitality in a World of Fragility’ Communication 19.10.2020) 

COM(2020) 690 final, p. 2. 

https://www.climatebonds.net/system/tdf/reports/cbi_sd_sotm_2020_04d.pdf?file=1&type=node&id=56395&force=0
https://www.climatebonds.net/system/tdf/reports/cbi_sd_sotm_2020_04d.pdf?file=1&type=node&id=56395&force=0
https://ec.europa.eu/environment/enveco/pdf/potential-green-bond.pdf
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treatment, low-carbon housing and transport, and sustainable land use.109 Admittedly, green 

bonds do make up quite the fuzzy category, and are by no means as strictly defined as e.g. S&P 

500 stocks110, but the category is still less vague than the separation between investment grade 

and high-yield bonds.111 Whereas issuers evaluate regular bonds mainly by their financial 

characteristics (e.g. price, coupon, and the creditworthiness of the issuing company), a key 

component in the evaluation of green bonds is the environmental purpose of the bond.112 The 

greenness of the bond is thus specifically linked to the channelling of the proceeds towards 

environmentally friendly purposes rather than the issuer’s overall sustainability or ESG 

rating.113 Therefore, green bonds are a way for the issuer to cater to a particular kind of investor, 

one who is aware of environmental issues and wishes to invest sustainably and responsibly.114  

3.2.3 The Benefits of Green Bonds 

When analysing green bonds within the context of sustainable development, it prompts the 

question of why they are so interesting. Put differently, how can green bonds help tackle 

climate change?  As previously discussed, the transition toward a more resource-efficient, 

climate-resilient, and sustainable economy requires substantial investment, and the current 

levels of investment are not sufficient to mitigate climate change. By signing the Paris 

Agreement, the EU committed to reducing its greenhouse gas emissions by 2030, and it set 

itself an even more ambitious goal through the EU Green Deal, the goal of which is for the EU 

 

109 Malcolm Baker et.al., ‘Financing the Response to Climate Change: The Pricing and Ownership of U.S. Green 

Bonds’ (12 October 2018), p. 11, and Lyobov Pronina and Tom Freke, ‘As Green Bonds Boom, So Do ‘Green-

washing’ Worries’ (Bloomberg, 14 October 2019) <https://www.bloomberg.com/news/articles/2019-10-14/as-

green-bonds-boom-so-do-greenwashing-worries-quicktake> accessed 1 October 2020. 

110 S&P 500 is the abbreviated name for the Standard & Poor’s 500 index that measures the financial performance 

of the 500 largest (by value) companies listed on U.S. stock exchanges. S&P Dow Jones Indices, ‘S&P 500’ (n.d.) 

<https://www.spglobal.com/spdji/en/indices/equity/sp-500/#overview> accessed 27 September 2020.  

111 Baker et.al. (2018), p. 7. The terms ‘investment grade’ and ‘high-yield’ bonds refer to the rating of the bond. 

Most traded bonds have a rating between AAA and C provided by a credit rating agency, such as Moody’s or 

Standard & Poor’s. Higher quality bonds that are rated BAA or higher are referred to as investment grade bonds, 

and bonds rated below BAA are called high-yield, or junk, bonds. Brealey, Myers and Allen (2014), p. 595. 

112 The World Bank, ‘What Are Green Bonds?’ (Worldbank.org, 6 July 2015) <http://docu-

ments.worldbank.org/curated/en/400251468187810398/pdf/99662-REVISED-WB-Green-Bond-Box393208B-

PUBLIC.pdf>  accessed 29 May 2020, p. 23 and TEG Report on EU Green Bond Standard (2019), p. 18. 

113 Jyri Suonpää, ‘Green Bonds – mikä tekee joukkovelkakirjalainasta vihreän?’ (Ålandsbanken, 15 May 2018) 

<https://www.alandsbanken.fi/blog/green-bonds-mika-tekee-joukkovelkakirjalainasta-vihrean> accessed 9 Sep-

tember 2020. 

114 World Bank (2015), p. 26, Kim Park (2018) and Echo K. Wang, ’Financing Green: Reforming Green Bond 

Regulation in the United States’ (2018) 12 Brooklyn Journal of Corporate, Financial & Commercial Law 1. 

https://www.bloomberg.com/news/articles/2019-10-14/as-green-bonds-boom-so-do-greenwashing-worries-quicktake
https://www.bloomberg.com/news/articles/2019-10-14/as-green-bonds-boom-so-do-greenwashing-worries-quicktake
https://www.spglobal.com/spdji/en/indices/equity/sp-500/#overview
http://documents.worldbank.org/curated/en/400251468187810398/pdf/99662-REVISED-WB-Green-Bond-Box393208B-PUBLIC.pdf
http://documents.worldbank.org/curated/en/400251468187810398/pdf/99662-REVISED-WB-Green-Bond-Box393208B-PUBLIC.pdf
http://documents.worldbank.org/curated/en/400251468187810398/pdf/99662-REVISED-WB-Green-Bond-Box393208B-PUBLIC.pdf
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economy and society to become climate neutral by 2050. Achieving or even coming close to 

these grandiose goals requires considerable investment in green technologies, especially in the 

field of energy and resource efficiency, e.g., transport, real estate, and infrastructure. What 

makes green bonds so interesting in this context is that projects and assets in these areas are 

primarily financed by debt, and therefore the bond markets will play an important role in 

financing the sustainable funding gap.115 This is because green bonds can provide a new 

funding option or increase the funding capacity of low-carbon or green project holders.116 

Green bonds offer several benefits for issuers, investors, and policymakers alike. For issuers, 

green bonds align with long-term project maturities, reduce debt capital expenses, and improve 

firm-level environmental footprints and even financial performance.117 Investors can better 

support their investment strategies with additional information on issuers’ sustainability plans 

and increase their exposure to less volatile instruments118, which is appealing to both traditional 

profit-seeking investors and socially responsible investors. Still, it should be noted that green 

bonds have been found by some to be less profitable for investors than vanilla bonds119, which 

is often equated with being a less attractive investment. However, this assumes that investors 

care exclusively about the payoff from their investment, and this assumption has been proven 

to be flawed in many ways. Green and ‘socially responsible’ investing are prime examples of 

when an investors preference outweighs the payoff characteristics.120 Investors interested in 

 

115 TEG Report on EU Green Bond Standard (2019), p. 16. 

116 Olivier D. Zerbib, ’The Effect of Pro-Environmental Preferences on Bond Prices: Evidence from Green Bonds’ 

(2019) 98 Journal of Banking and Finance, p. 28. 

117 Caroline Flammer, ‘Green Bonds Benefit Companies, Investors, and the Planet’ (Harvard Business Review, 

22 November 2018) <https://hbr.org/2018/11/green-bonds-benefit-companies-investors-and-the-planet> ac-

cessed 27 August 2020. See also Baker et.al. (2018) and Pauline Deschryver and Frederic de Mariz, ‘What Future 

for the Green Bond Market? How Can Policymakers, Companies, and Investors Unlock the Potential of the Green 

Bond Market?’ (2020) 13 Journal of Risk and Financial Management 3 <https://www.mdpi.com/1911-

8074/13/3/61/htm> accessed 25 August 2020. 

118 Alex Veys, ‘The Sterling Bond Markets and Low Carbon or Green Bonds. A Report to E3G’ (E3G, May 2010) 

<https://www.e3g.org/wp-content/uploads/The_Sterling_Bond_Markets.pdf> 

119 See for example Zerbib (2019). 

120 Eugene F. Fama and Kenneth R. French, ‘Disagreement, Tastes, and Asset Prices’ (2004) CRSP Working 

Paper No. 552, Tuck Business School Working Paper No. 2004-03, p. 10-11. A study conducted by Zerbib sug-

gests a negative premium, meaning that the yield of a green bond is on average lower than that of a vanilla bond. 

This identified negative yield premium is normally around 2 basis points lower than that on the conventional bond 

curve. Fortunately, the difference is so small that it should not discourage from investing in green bonds, which 

supports the conclusion that investors’ pro-environmental preferences often outweigh the on average slightly 

lower yield a green bond may offer. Zerbib (2019). 

https://hbr.org/2018/11/green-bonds-benefit-companies-investors-and-the-planet
https://www.mdpi.com/1911-8074/13/3/61/htm
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green bonds or other green financial instruments are more driven by non-pecuniary motives 

than the average investor, meaning that their pro-environmental preferences often outweigh the 

desire to achieve the highest yields possible.121 In its final report on the EU-GBS, the TEG has 

identified five key benefits of green bonds, which are summarised below. 

 Transition towards a greener bond market 

In recent years, green bonds have gained a lot of momentum, and an increasing number of 

issuers are transitioning towards green bonds; many have already issued green bonds, others 

are strongly considering issuing green bonds. Some of the positive market trends identified in 

recent years have been an increasing flow of capital towards green projects, higher levels of 

transparency among issuers relating to environmental impact, an increase in environmental 

awareness among investors as well as investors’ interest in following up on the ‘greenness’ of 

the bonds.122 The emergence of green bonds has most certainly contributed to these trends. 

 Boosting awareness 

Green bonds have proven excellent at bringing forward the environmental impacts of the 

projects they are financing. Many green bond issuers, both public and private, are now 

emphasising the green nature of their projects and they are actively communicating these 

aspects to investors. Labelling the bond, or any instrument for that matter, as green also puts 

pressure on the issuer to honour that label and deviating from the green promise often results 

in intense scrutiny from the market. Additionally, issuer executives have noted that the process 

of issuing a green bond brings about a good deal of in-house knowledge sharing, as several 

functions within the same organisation must work together to compile relevant documentation 

and complete the issue of the bond.123 

 Making green and climate investible 

Green bonds have played a crucial role in defining what green investment is. Several market-

based and regulatory measures, such as the Green Bond Principles and the Climate Bonds 

Taxonomy, now include definitions of green causes and highlight transparency. This debate 

has also prompted several organisations to provide advisory services on how interpret and 

 

121 Baker et.al. (2018). 

122 TEG Report on EU Green Bond Standard (2019), p. 19. See also Freeburn and Ramsay (2020), p. 426-427. 

123 Ibid, p. 20. 
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verify the greenness of projects. All this combined means that investors can now invest in 

projects labelled as green with much greater confidence.124 However, despite the existence of 

definitions of green, interpreting and verifying these projects is still cumbersome. More on this 

in chapter 4.3.2 below.  

 Starting the green conversation 

The green bond market is an excellent example of how largely market-driven initiatives can 

address climate change mitigation, which has encouraged the debate on how policy initiatives 

can be utilised to support the positive impact.125 The European Commission’s initiative to 

create an EU-wide standard for green bonds, the EU-GBS, illustrates this point very well, and 

there are now several national policies which support green issuance.126 Around a decade ago, 

when the first green bonds were emerging, very few people were even thinking about 

environmentally labelled bonds and other labelled green investments. Now, green 

conversations are happening everywhere. 

 Broadening the green scope 

Largely thanks to green bonds, various criteria and frameworks have been developed which, to 

varying degrees, can be applied or connect to other forms of green financing as well. For 

example, a bank can refinance its corporate or commercial loans by issuing green bonds to the 

market, which opens green finance to a wider range of borrowers and products.127 

4 THE REGULATION OF GREEN BONDS 

For the time being, there is no single set of rules or any common standard which applies to all 

green bonds in the EU. As discussed in the previous chapter, it is the issuer that defines the 

types of environmental causes or which specific climate-related project the green bond funds 

are used to support. Many choose to rely on voluntary guidelines, whereas others construct 

their own definition of green. This then raises the question of how issuers can credibly define 

 

124 Ibid, p. 20. 

125 Ibid, p. 20-21. 

126 An example of which is the French Greenfin label introduced in 2015 in connection with the COP21 conference 

in Paris. The purpose of the Greenfin label is to promote investment funds, e.g., private equity, bond funds, or 

other types of investment funds, that channel funds towards energy efficiency and support ecological transition. 

Ministère de la Transition Écologique, ’Le label Greenfin’ (Ministère de la Transition Écologique, 22 September 

2020) <https://www.ecologie.gouv.fr/label-greenfin> accessed 27 September 2020. 

127 TEG Report on EU Green Bond Standard (2019), p. 21. 

https://www.ecologie.gouv.fr/label-greenfin
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their bonds as green. In this chapter, I will analyse the current regulation of green bonds in the 

EU both in the form of securities market regulation as well as self-regulation. I will examine 

the current state of green bond regulation in the form of key standards, such as the Green Bond 

Principles, the Climate Bond Standard as well as a few other labels. I will also discuss how this 

fragmented standardisation results in some significant barriers to the development of the green 

bond market. 

4.1 Financial Market and Securities Regulation 

Because a green bond is a financial instrument, it is subject to financial market and securities 

regulation, which can often be quite complex and frequently overlaps. Until the turn of the 

millennia, financial market regulation was largely based on national legislation, and EU 

directives were largely based on the principle of minimum harmonisation. The result of this 

was a high degree of fragmentation on the EU financial market.128 On a national level, financial 

instruments, including bonds, are regulated by national acts and decrees such as the Finnish 

Promissory Notes Act (622/1947, as amended), the Securities Market Act (746/2012, as 

amended), and the Act on Investment Services (747/2012, as amended). In addition to national 

legislation, member states of the European Union are subject to EU legislation, which in this 

context includes a wide array of regulatory measures concerning inter alia required disclosures, 

provision of investment services, and securities issuances. Even though green bonds, much like 

any other bond, fall within the scope of both national and EU securities market legislation, 

regulators have failed to come up with any regulation which takes into account the specificities 

of green investment.129 Although the financial instrument itself may be well-regulated, the 

‘green’ aspect of the instrument is not. This has resulted in a regulatory gap, which has come 

to be filled by “softer” self-regulatory standards.    

4.2 Self-Regulation Measures 

In addition to financial market and securities regulation, financial instruments – including green 

bonds – are covered by a multitude of “softer” standards and other self-regulation measures by 

public authorities, international organisations, or private parties. As previously mentioned, 

although green bonds as a financial instrument fall within the scope of securities regulation, 

 

128 Matti Turtiainen, Sijoituspalvelu ja asiakas (Alma Talent 2018), p. 27. This fragmentation still haunts financial 

regulation to this day, especially regulation and standards pertaining to green bonds. Deschryver and de Mariz 

(2020). 

129 Deschryver and de Mariz (2020). 
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the body of regulation and norms specifically focused on the green nature of financial 

instruments is wildly underdeveloped apart from certain self-regulation measures, developed 

by institutions and organisations who were dissatisfied with the prevailing uncertainty on the 

market. However, the application of these standards is always voluntary, and the standards all 

have different purposes, criteria, and level of detail. Among these measures are the Green Bond 

Principles published and upheld by the International Capital Markets Association (ICMA). To 

date, this is the standard most adhered to by issuers for certification of green bonds both 

globally and in the European market, rivalled only by the Climate Bonds Standard, introduced 

by the Climate Bonds Initiative (CBI). Therefore, these two standards will be introduced below. 

It is worth noting that these standards relate exclusively to the environmental attributes of the 

financial instrument, and certification under them does not reflect anything about the 

creditworthiness of the issuer, its compliance with laws, or other aspects of the issuer’s ESG 

strategies.  

4.2.1 The Green Bond Principles 

As the growth of the market for green bonds became more and more rapid, there was a 

correspondingly increasing need for clarity to what green bonds de facto are or what can be 

considered a green project. Green bonds had already been issued for several years, and although 

the issuance of bonds was regulated by securities regulation, there was no clear set of rules or 

standards that determined which bonds could be considered green, what types of projects could 

be considered environmentally friendly, or what the processes associated with the bonds should 

look like.130 In early 2014, a group of banks, under the coordination of the International Capital 

Markets Association (ICMA), began developing a set of voluntary guidelines as a framework 

for issuing green bonds. This first step towards standardisation on the market came in the form 

of the so-called Green Bond Principles (GBP), a voluntary self-regulation measure that green 

bond issuers can choose to adhere to. In other words, it is the issuer itself that makes the 

decision on whether to comply with the GBP.131 The purpose of the GBP is to harmonise 

 

130 World Bank (2015), p. 30. 

131 Michael Doran and James Tanner, ‘Critical Challenges Facing the Green Bond Market’ (International Financial 

Law Review, 23 September 2019) <https://www.iflr.com/article/b1lmxbv3f6b5td/critical-challenges-facing-the-

green-bond-market#:~:text=However%2C%20there%20remain%20significant%20challenges,fa-

tigue%2C%20greenwashing%2C%20and%20pricing.> accessed 15 May 2021. 
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practices in the green bond market and further develop the role of the green bond market in 

financing environmentally friendly projects, and they are built around four core principles:132 

1. Use of Proceeds: The legal documentation for the security should describe the utilisation 

of the bond’s proceeds. Green projects should contribute to a certain environmental 

objective, such as climate change mitigation and adaptation, conservation of natural 

resources and biodiversity, and decreasing greenhouse gas pollution. If possible, the 

issuer should quantify the environmental impact of the project. 

2. Process for Project Evaluation and Selection: In addition to the environmental 

objectives, the issuer should also communicate how it has evaluated the environmental 

impact of the project and how potential risks (both environmental and social) associated 

with the project are managed. It is recommended that the issuer’s processes are evaluated 

by an external reviewing entity. 

3. Management of Proceeds: The net proceeds of the green bond should be appropriately 

tracked and managed by the issuer. For the purposes of transparency, it is recommended 

that the issuer communicates these processes to the investors and engages an auditor to 

verify the management of the proceeds.  

4. Reporting: Issuers should provide up-to-date information on how the proceeds of the 

bond have been allocated, including a description of the projects and their expected 

environmental impact. The Green Bond Principles value transparency, and issuers are 

encouraged to use both qualitative and, where feasible, quantitative performance 

measures in an easily digestible format. 

The aim of the GBP guidelines is to improve the ability of the green bond market to fund 

projects contributing to environmental sustainability by promoting transparency, disclosure, 

and reporting. This highlights the key mantra of the GBP, which is that provision of information 

is the key to increasing capital flows to green projects.133  Naturally, the central element of a 

green bond, or any green instrument for that matter, is that the proceeds are funnelled towards 

environmentally friendly purposes. Therefore, the GBP provides a non-exhaustive list with 

 

132 International Capital Markets Association, ’Green Bond Principles: Voluntary Process Guidelines for Issuing 

Green Bonds’ (ICMA, June 2018) <https://www.icmagroup.org/assets/documents/Regulatory/Green-

Bonds/June-2018/Green-Bond-Principles---June-2018-140618-WEB.pdf> accessed 28 May 2020 (henceforth 

ICMA Green Bond Principles). 

133 ICMA Green Bond Principles (2018), p. 2. 

https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/June-2018/Green-Bond-Principles---June-2018-140618-WEB.pdf
https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/June-2018/Green-Bond-Principles---June-2018-140618-WEB.pdf
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examples of the kinds of green projects that can be financed by a GBP-aligned bond, which 

includes, but is not limited to: climate change adaptation, renewable energy, pollution 

prevention and control, energy efficiency, wastewater management,  conservation of 

biodiversity and natural resources, development of technologies and processes pertaining to 

circular economy, green buildings, clean transportation, as well as sustainable land use. These 

categories also include other expenditures, such as research and development, related to such 

projects.134   

Despite the underlying good cause, however, the GBP are “a process rather than a product.”135 

This is because the standard is focused on the process of issuing and managing a green bond, 

rather than what is green. It is worth noting that the GBP do not provide any precise definition 

of what is considered green, but rather simply outlines and gives examples of types of projects 

that can be financed by green bonds. It even points out that the definition of green and green 

projects may also vary depending on the project’s sector and/or geographical location.136 As a 

result, the GBP’s definition of green is quite vague, which is a double-edged sword. On the one 

hand, is increases market flexibility; too narrow criteria might exclude certain projects that 

promote environmental friendliness and sustainability in alternative ways, which is not easily 

justified. On the other hand, a too broad definition can leave a lot of room for interpretation, 

which may increase the risk of greenwashing and in turn be problematic from the perspective 

of safeguarding investor confidence. Thus, the GBP are mainly guidelines for information 

management that do not impose any concrete or precise obligations onto issuers, and issuers 

are left with quite a bit of discretion as to how to fulfil their obligations.137 Nevertheless, the 

standard is not irrelevant; as the currently most adhered-to green bond standard, it serves as 

best market practice and therefore is likely to weed out the most brazen violations.138 

 

134 ICMA Green Bond Principles (2018)., p. 4. 

135 Hayat, U. ‘Green Bonds: What’s Right, What’s Wrong’ (CFA Institute, 9 July 2015) <https://blogs.cfainsti-

tute.org/investor/2015/07/09/green-bonds-whats-right-whats-wrong/> accessed 13 May 2021. 

136 ICMA Green Bond Principles (2018)., p. 4. 

137 To illustrate this point, according to the GBP, funding some incremental energy efficiency efforts at a coal 

plant by installing a few solar panels on the roof would be considered green. Bishop (2019), p. 382. See also 

Jukka-Petteri Ranto, ‘Green Bonds – Vihreitä joukkovelkakirjoja koskevan sääntelyn sääntelyteoreettista arvioin-

tia’ (Master’s thesis, University of Helsinki, 2019), p. 14. 

138 It can even be argued that the prevention of every violation is not even something that should be pursued, as 

the costs of total supervision would most likely outweigh the benefits thereof. Robert Baldwin, Martin Cave and 

Martin Lodge, Understanding Regulation: Theory, Strategy, and Practice (Oxford University Press 2012), p. 247. 

https://blogs.cfainstitute.org/investor/2015/07/09/green-bonds-whats-right-whats-wrong/
https://blogs.cfainstitute.org/investor/2015/07/09/green-bonds-whats-right-whats-wrong/
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4.2.2 Climate Bonds Standard 

A few years prior to the release of the GBP, another organisation had already introduced 

another standard to the infant green bond market. In late 2011, the Climate Bonds Initiative, a 

non-profit organisation promoting investment in sustainability-related projects and climate 

change solutions, introduced the so-called Climate Bonds Standard (CBS).139 The CBI also 

provides its own certification based on this standard. Much like the GBP, the most recent 

version of the CBS, published in 2019, is a voluntary standard with a twofold purpose; it serves 

as a screening tool for investors and helps them make judgements on the greenness of the bond, 

and it allows issuers to demonstrate that their bond meets certain environmental criteria as well 

as standards for transparency and proceeds management. When a bond is certified as a 

CBS-aligned bond, this confirms that the instrument is:140 

1. “Fully aligned with the Green Bond Principles and/or the Green Loan Principles; 

2. Using best practice for internal controls, tracking, reporting and verification; and 

3. Financing assets consistent with achieving the goals of the Paris Agreement.” 

The requirements of the CBS are separated into pre-issuance and post-issuance requirements. 

As the names already suggest, the pre-issuance requirements must be met at time an issuer 

requests certification ahead of issuance, and the post-issuance requirements must be fulfilled 

in order to maintain pre-existing certification or if certification is applied for after the bond has 

already been issued.141 The pre-issuance requirements ensure that the bond comply with the 

CBS and that the issuer has established internal processes and management tools to ensure 

continuance compliance with the standard. Additionally, these internal processes are guided by 

the core principles of the GBP: use of proceeds, process for evaluation and selection of projects 

and assets, management of proceeds, and reporting.142 The function of the post-issuance 

requirements is to ensure that the bond remains CBS-aligned after the issuance of the bond. To 

maintain certification of the bond, issuers are required to report three types of information 

annually. Firstly, allocation reporting, which confirms how the proceeds of the bond are 

 

139 Climate Bonds Initiative, ‘Climate Bonds Standard. Version 3.0’ (10 December 2019) <https://www.cli-

matebonds.net/files/files/climate-bonds-standard-v3-20191210.pdf> accessed 5 May 2021 (henceforth CBI Cli-

mate Bonds Standard). This most recent version of the CBS has been designed to fully align with the proposed 

draft EU-GBS. 

140 CBI Climate Bonds Standard (2019), p. 3-4. 

141 Ibid, p. 6. 

142 CBI Climate Bonds Standard (2019), p. 12-14. 

https://www.climatebonds.net/files/files/climate-bonds-standard-v3-20191210.pdf
https://www.climatebonds.net/files/files/climate-bonds-standard-v3-20191210.pdf
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allocated to eligible projects and assets. Secondly, eligibility reporting, which details the 

characteristics and the performance of the project or assets to demonstrate why these are 

eligible to be financed by a certified bond. Thirdly, impact reporting, which discloses the 

metrics or indicators of the expected or actual environmental impact of the project or asset.143 

The CBS has some advantages in comparison to the GBP. First, it provides more detailed 

descriptions of eligible projects through the Climate Bonds Taxonomy, a framework that 

identifies specific projects and assets that contribute to the transition to a low-carbon and 

climate-resilient economy in line with the targets set out in the Paris Agreement.144 The Climate 

Bonds Taxonomy defines eligible projects in categories such as energy, waste and pollution 

control, transport, land use etc., and these have sub-categories that set out the specifics of assets 

and projects that can be financed by a CBS-aligned bond. For ease of use, the Climate Bond 

Taxonomy has adopted a traffic light system to indicate to which degree a particular project 

type is compatible with the Paris Agreement’s 2-degree trajectory.145 Second, the issuer must 

provide an approved verified with the required documentation in order to have their bond 

verified as CBS-aligned and to maintain the verification. This is an independent third party 

approved by the Climate Bonds Standard Board (CBSB), which provides assurance that both 

issuers and bonds meet the requirements of the standard.146 If it is claimed that an issuer has 

breached the standard, the CBSB can suggest corrective actions to the issuer and, if a second 

opinion by another verifier shows that the bond is no longer in conformance with the CBS, 

revoke the certification of a bond.147 

All in all, the CBS sets out more detailed obligations for issuers than the GBP, the main 

difference being that the CBS provides more detailed descriptions of eligible projects. Issuers 

are required to clarify in more detail how the bond promotes environmentally friendly or 

sustainable projects, and additionally, the risk of losing the CBS certification as a sanction for 

 

143 Ibid, p. 5 and 19-20. 

144 Climate Bonds Initiative, ‘Climate Bonds Taxonomy’ (January 2021) <https://www.cli-

matebonds.net/files/files/CBI_Taxonomy_Jan2021.pdf> accessed 14 May 2021 (henceforth CBI Climate Bonds 

Taxonomy). The Climate Bonds Taxonomy is not only a tool utilised in CBS certification, but its a tool that can 

be utilised by “any entity looking to identify which assets and activities, and associated financial instruments, are 

compatible with a 2-degree trajectory”, i.e., the goals of the Paris Agreement. CBI Climate Bonds Taxonomy 

(2021), p. 1. 

145 Ibid. 

146 CBI Climate Bonds Standard (2019), p. 5 and 11. 

147 CBI Climate Bonds Standard (2019), p. 29. 

https://www.climatebonds.net/files/files/CBI_Taxonomy_Jan2021.pdf
https://www.climatebonds.net/files/files/CBI_Taxonomy_Jan2021.pdf
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non-compliance increases the standard’s effectiveness. While the loss of the certification is not 

followed by any legal penalties, such as fines, it may cause some reputational damage to the 

issuer, which in turns increases the binding force of the CBS.  

4.2.3 Other Labels and Indices 

While the GBP and the CBS are the most adhered-to standards on the green bond market, they 

certainly are not the only guidelines available. Even though not addressing green bonds 

specifically, the UN Principles of Responsible Investment (UNPRI) are well known in the 

sustainable investment arena. In 2005, in order to get the financial industry to truly embrace 

the concept of sustainability and to make it permeate the activities of financial market actors, 

the UN developed six guiding principles on how to invest responsibly. The purpose of these 

principles is to help asset managers and institutional investors to better implement ESG criteria 

in their investment decisions.148 However, the UNPRI do not provide any definition of what is 

considered a green investment, and only set up a framework for implementing ESG criteria, 

which in turn – as so often is the case – leaves the question of what can be considered green 

unanswered. 

The concept of eco-labelling, i.e.  labelling investment products with a positive environmental 

impact, is not new, and several such initiatives exist both globally as well as in the EU.149 From 

a Nordic perspective, the most well-known of these is most likely the Nordic Ecolabel, also 

known as the Nordic Swan Label, which is the official ecolabel of the Nordic countries. Green 

bonds were included in the scope of this label in 2018, and for a green bond to qualify for the 

Nordic Swan Label, it must comply with the Green Bond Principles.150 Other examples include 

the German FNG-Siegel for sustainable investment products, which utilises the Climate Bond 

Initiative’s definition of green bonds and positive environmental impact.151 There are also 

 

148 United Nations Principles for Responsible Investment, ‘About the PRI’ (PRI, n.d.) <https://www.un-

pri.org/pri/what-are-the-principles-for-responsible-investment> accessed 9 May 2021.  

149 Stefano Spinaci, ‘Sustainable Finance – EU Taxonomy: A framework to facilitate sustainable investment’ 

(European Parliament, July 2020) <https://www.europarl.europa.eu/Reg-

Data/etudes/BRIE/2019/635597/EPRS_BRI(2019)635597_EN.pdf> accessed 27 September 2020. 

150 Nordic Ecolabelling, ‘Investment Funds and Investment Products. Background Document 1.3’ (6 May 2020) 
<https://www.nordic-ecolabel.org/product-groups/group/DownloadDocument/?documentId=4975> accessed 17 

August 2020,  p. 7. Compliance with the GBP is a criterion commonly included in other standards, as mentioned 

above in connection with the discussion of the Climate Bonds Standard.. 

151 Forum Nachhaltige Geldanlagen, ‘FNG-Siegel für Nachhaltige Investmentfonds. Verfarensbedingungen 2020’ 

(19 March 2020) <https://www.fng-siegel.org/media/downloads/FNG_Siegel_2021-Verfahrensbed-

ingungen.pdf> accessed 27 September 2020.  

https://www.unpri.org/pri/what-are-the-principles-for-responsible-investment
https://www.unpri.org/pri/what-are-the-principles-for-responsible-investment
https://www.europarl.europa.eu/RegData/etudes/BRIE/2019/635597/EPRS_BRI(2019)635597_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2019/635597/EPRS_BRI(2019)635597_EN.pdf
https://www.nordic-ecolabel.org/product-groups/group/DownloadDocument/?documentId=4975
https://www.fng-siegel.org/media/downloads/FNG_Siegel_2021-Verfahrensbedingungen.pdf
https://www.fng-siegel.org/media/downloads/FNG_Siegel_2021-Verfahrensbedingungen.pdf
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several green bond indices, e.g. maintained by credit rating institutions such as Moody’s and 

Standard & Poor’s, which can serve as useful benchmarks for green bonds and, consequently, 

can support transparency.152 In each case, even though these labels are based on international 

standards, they have been adjusted to reflect the priorities of the label’s home country or region. 

However, as the development of the EU Taxonomy and the EU-GBS continues, more and more 

of these national standards will update their respective criteria to be based on these uniform 

standards, at the very least the EU Taxonomy.153 

4.3 Barriers to Green Bond Market Development 

In recent years, the market for green bonds has grown steadily, especially in the EU thanks to 

its existing finance infrastructure.154 As the market continues to develop, so does the 

recognition of the green bonds’ potential in addressing environmental concerns and channelling 

funds towards sustainability efforts. If we wish to achieve the EU’s 2030 targets under the Paris 

Agreement, let alone carbon neutrality by 2050, the public sector cannot stand alone in 

financing the transition towards a climate-resilient and sustainable economy, which is why 

more private capital needs to be directed towards green investments.155 A large proportion of 

these investments relate to the energy and resource efficiency sector and considering that the 

fixed assets these investments correspond to are already predominantly financed by debt, it is 

only natural that the green bond market will play a key role in filling the climate funding gap.156  

Yet, despite the potential and the positive attributes of the financial instrument, there are 

currently several issues that prevent this much-needed growth and that might also explain the 

prevailing lack of scalability which haunts the market.157 The key issues I will highlight in this 

 

152 S&P Dow Jones Indices, ‘S&P Green Bond Index’ (S&P Global, n.d.) <https://www.spglobal.com/spdji/en/in-

dices/fixed-income/sp-green-bond-index/#overview> accessed 27 September 2020. See also World Bank (2015), 

p. 31. 

153 The organisation maintaining the FNG-Siegel label, Forum Nachhaltiger Geldanlagen, explicitly states that it 

will be updating the label’s criteria to conform with the EU Taxonomy as well as with the EU-GBS as soon as 

these have reached their final form. Forum Nachhaltiger Geldanlagen, ‘Siegelkriterien’ (FNG, n.d.) 

<https://www.fng-siegel.org/siegelkriterien.html> accessed 27 September 2020, and Forum Nachhaltige Gel-

danlagen, ‘FNG-Siegel für Nachhaltige Investmentfonds. Verfarensbedingungen 2020’ (19 March 2020) 

<https://www.fng-siegel.org/media/downloads/FNG_Siegel_2021-Verfahrensbedingungen.pdf> accessed 27 

September 2020. 

154 Cochu et.al. (2016).  

155 Freeburn and Ramsay (2020). 

156 TEG Report on EU Green Bond Standard (2019), p. 16. 

157 Deschryver and de Mariz (2020). 

https://www.spglobal.com/spdji/en/indices/fixed-income/sp-green-bond-index/#overview
https://www.spglobal.com/spdji/en/indices/fixed-income/sp-green-bond-index/#overview
https://www.fng-siegel.org/siegelkriterien.html
https://www.fng-siegel.org/media/downloads/FNG_Siegel_2021-Verfahrensbedingungen.pdf
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thesis are: piecemeal regulation, incoherent labelling and the lack of a common definition of 

‘green’, the lack of supervision and sanctioning, the risk of greenwashing, as well as the 

potentially deterrent effect of labour-intensive reporting requirements and expensive 

accreditation. I also mention the prevailing shortage of green projects as well as the absence of 

clear economic benefit of investing in green bonds. Naturally, there is a whole array of other 

issues that are cumbersome in the face of green bond market development, such as the overall 

infancy of the green bond market158, but for the purposes of keeping this thesis somewhat 

manageable in length, I have decided to focus mainly on the above-mentioned ones.  

4.3.1 Piecemeal Regulation 

Fragmented regulation is an issue not only when it comes to green bonds, but regarding the EU 

financial regulation in general.159 The topic of standards and regulation has gained more and 

more attention in the past few years. To date, there are no comprehensive standards by which 

the environmental impact of the projects financed by green bonds can be evaluated, which in 

turn means that there is no clear system in place for certifying the greenness of green bonds. 

Especially institutional investors consider this to be a clear risk which has bridled the 

development of the green bond market.160 Thus, there is a clear need for comprehensive 

regulation to ensure the credibility of green bonds. Optimally, green bond standards would 

encompass both financial and environmental factors to hedge against greenwashing. 

4.3.2 Incoherent Labelling  

Generally, the added value of green bonds is derived from the instrument’s green label. The 

key issue here is that there is no common definition of what green means.161 While existing 

standards pertaining to green bonds do focus on the environment and the environmental impact 

of projects finances by green bonds, they also tend to differentiate themselves from one another 

by prioritising different aspects of so-called greenness or by setting forth different criteria for 

 

158 The fact of the matter is that the demand for green bonds currently highly outweighs the supply, and a lot of 

work must be done until the issuer base can meet that demand. Flood (2017) and Deschryver and de Mariz (2020). 

159 Myriam Vander Stichele, ‘Financial Regulation in the European Union: Mapping EU Decision Making Struc-

tures on Financial Regulation and Supervision’ (December 2008) <https://www.somo.nl/wp-content/up-

loads/2008/12/Financial-Regulation-in-the-European-Union.pdf> accessed 2 April 2021 . 

160 Aneil Tripathy, ‘Translating to Risk: The Legibility of Climate Change and Nature in the Green Bond Market’ 

(2017) 4 Economic Anthropology 2. 

161 Deschryver and de Mariz (2020), p. 10. 

https://www.somo.nl/wp-content/uploads/2008/12/Financial-Regulation-in-the-European-Union.pdf
https://www.somo.nl/wp-content/uploads/2008/12/Financial-Regulation-in-the-European-Union.pdf
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what can be considered an environmentally friendly or green project.162 Oftentimes, these 

criteria are also quite vague, leaving it up to the issuer to interpret the guidelines, and that is 

not an encouraging thought.163 Furthermore, there are different rules regarding green bonds in 

different areas, and, if these are based upon different perceptions of environmental friendliness, 

issuers and investors alike are discouraged from any cross-border venture.164 When standards 

use different criteria, they can no longer be easily compared, because although different 

standards might be dedicated to the same goal of environmental friendliness and sustainability, 

they lack common metrics which allows for the standards to be compared.165 This creates 

uncertainty, and especially investors focused on green investing, for whom the green labels 

serve as a screening tool166, do not like uncertainty, which in turn stunts future market 

growth.167 Even worse, when varying notions of green are in disharmony, they may even 

contribute to the problem they are trying to combat.168 Therefore, many market participants 

have called for a standardised labelling scheme. Green bonds can only fully establish 

themselves as an important part of securities portfolios worldwide once there is a coherent 

system for accurate classification.169 

 

162 Bishop (2019) and Frank Wijen and Mireille Chiroleu-Assouline, ‘Controversy Over Voluntary Environmental 

Standards: A Socioeconomic Analysis of the Marine Stewardship Council’ (2019) 32 Organization & Environ-

ment 2, p. 111-112. 

163 “Principles which allow banks to decide for themselves what is and isn't ‘green' do not exactly inspire confi-

dence.” Johan Frijns, the Director of BankTrack, in a newsletter  BankTrack, ‘BankTrack Calls for Strengthening 

of Green Bond Principles’ (BankTrack, 14 April 2014) <https://www.banktrack.org/article/bank-

track_calls_for_strengthening_of_green_bond_principles> accessed 13 May 2021. 

164 Council of the European Union, ‘Sustainable finance council adopts a unified EU classification system’ (con-

silium.europa.eu, 15 April 2020) <https://www.consilium.europa.eu/en/press/press-releases/2020/04/15/sustaina-

ble-finance-council-adopts-a-unified-eu-classification-system/> accessed 18 April 2020. 

165 See Wijen and Chiroleu-Assouline (2019), p. 111-112 and discussion in Ranto (2019), p. 26-27. 

166 Climate Bonds Initiative, ‘Climate Bonds Standard. Version 3.0’ (10 December 2019), p. 4. 

167 Page 3, section (9) of the EU Disclosure Regulation and Chris Flood, ‘Green Bonds Need Global Standards’ 

(Financial Times, 7 May 2017) <https://www.ft.com/content/ef9a02d6-28fe-11e7-bc4b-5528796fe35c> accessed 

5 May 2021. 

168 “The notion of what is green enters into a type of politics nature, as green connects to imagined perceptions of 

sustainability and balance with environmental forces that, when in disharmony, contribute to climate change as 

well as environmental degradation.” Tripathy (2017). See also Markus Hoffmann, ‘The Need for Green Cove-

nants: Regulating the Green Bond Market’ (Master’s thesis, London School of Economics, Department of Law 

2015). 

169 Bishop (2019) and Rajwanshi (2019). 

https://www.banktrack.org/article/banktrack_calls_for_strengthening_of_green_bond_principles
https://www.banktrack.org/article/banktrack_calls_for_strengthening_of_green_bond_principles
https://www.consilium.europa.eu/en/press/press-releases/2020/04/15/sustainable-finance-council-adopts-a-unified-eu-classification-system/
https://www.consilium.europa.eu/en/press/press-releases/2020/04/15/sustainable-finance-council-adopts-a-unified-eu-classification-system/
https://www.ft.com/content/ef9a02d6-28fe-11e7-bc4b-5528796fe35c
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4.3.3 Lack of Supervision and Sanctioning 

As already mentioned in the discussion of the benefits of green bonds (see chapter 3.2.3), there 

is now an array of market-based standards and guidelines relating to green bonds. 

Correspondingly, an increasing number of organisations and firms, such as credit rating 

agencies, audit firms, data providers, and consulting firms, are now providing advisory services 

relating to these standards and some go as far as providing external review services that ‘verify’ 

the greenness of a bond. The problem is that a lot of these firms have very different approaches 

– some give verification before the transaction has been made, some only after the fact170, and 

some provide verification only for specific instruments whereas others are willing to verify 

several transactions at once – and varying levels of environmental expertise, resulting in a high 

degree of inconsistency as well as uncertainty among investors and issuers regarding the quality 

and the significance of these external reviews171, causing them not to invest.  

When looking at market-based initiatives and self-regulation measures pertaining to green 

bonds, they are unified by a lack of effective supervision and sanctioning in the case of 

non-compliance, which is a common problem for self-regulation.172 Thus, a key issue is that 

there is no single coherent and, most importantly, credible system for verifying the green nature 

of a bond. A robust assurance system is critical for potential green bond investors. 

4.3.4 The Risk of Greenwashing  

Another highly relevant question is how regulation affects or can affect the risk of so-called 

greenwashing as it pertains to green financial instruments. In this context, greenwashing refers 

to issuers seeking to exploit the positive connotations of the green label by claiming 

commitment to sustainability and environmental friendliness in the marketing of its financial 

instrument, even if the instrument itself does not promote such purposes or values.173 This 

 

170 Why this service is offered remains unclear, as paying a verifier to certify the bond as green after it has been 

issued and subscribed appears to offer little to no added value for the issuer. Fama and French (2004), p. 8. 

171 TEG Report on EU Green Bond Standard (2019), p. 22. 

172 Tala (2004). 

173 As an anecdotal comparison of the greenwashing phenomenon, one could mention the claims made recently 

by the President of the United States Donald J. Trump. In a speech ahead of the 2020 elections, he declared himself 

the “number one environmental president” and “a great environmentalist”, while conveniently forgetting the fact 

that during his barely four years in office, he has – to name a few – pulled the United States from the Paris 

Agreement, initiated a multitude of rollbacks of environment-related regulation, lifted pollution restrictions, ac-

tively promoted oil and gas drilling, as well as denied climate change its status of national security threat. Bess 
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enable issuers to utilise the capital raised, even if the project to be financed has minimal – if 

any – positive environmental impact.174 Greenwashing could seriously undermine investor 

confidence in green bonds as a financial instrument altogether and, unfortunately, the 

phenomenon has been fairly prevalent in recent years.175 Consequently, the scepticism around 

the greenness of green bonds has intensified.176 

Greenwashing is a multifaceted issue that can jeopardise the integrity of the bond market in 

many ways. Primarily, it shakes investor confidence in green bonds, as they can no longer be 

sure whether the ‘greenness’ of a bond can be trusted. Investor confidence is one of the 

cornerstone of functioning financial markets177 and it is especially important in lightly 

regulated markets such as the green bond market, because once abuse has occurred, it is 

difficult to regain investors’ trust.178 Not only does the credibility of the individual instrument 

or green bonds deteriorate, the reputation of climate finance in general is harmed if it is revealed 

that instruments labelled as green are not used for green purposes. As a result, the potential of 

green bonds to address climate change and other environmental threats may not be fulfilled.179 

 

Levin, ‘Trump Declares Himself “The No. 1 Environmental President”’ (Vanity Fair, 8 September 2020) 

<https://www.vanityfair.com/news/2020/09/donald-trump-environment-roosevelt> accessed 15 September 2020. 

174 Rajwanshi (2019). 

175 “We should not expect sustainability reporting to be very effective in inducing companies to prioritise planet 

over profit. […] Greenwashing is rampant.” Hans Hoogervorst, Head of the International Accounting Standards 

Body, in an interview with the Financial Times. Jennifer Thompson, ‘’Greenwashing Is Rampant’, Warns Chief 

of Global Accounting Body’ (Financial Times, 2 April 2019) <https://www.ft.com/content/fbc6e4f7-bd89-3971-

af89-7c007cb57e8c> accessed 15 May 2021. Among the more recent green bond villains is the Spanish energy 

and petrochemical giant Repsol, who issued a set of ‘green’ bonds in May 2017.  Investors were trying to wrap 

their heads around the dynamics of an oil and gas company issuing a green bond, as it seemed strange for a 

company in this sector to issue a green bond, but if the proceeds of the bond were used correctly and if it aligned 

with prevailing market standards, why not? After all, the proceeds were to be allocated mainly to energy efficiency 

projects.  Unfortunately, the proceeds of the bonds were used to make Repsol’s oil refineries more efficient, 

meaning they were not exactly green. While energy efficiency is considered an eligible green project category 

according to the GBP, using a ‘green’ bond to create operational savings, thus increasing the profitability of a 

company in the already immensely harmful fossil fuel industry feels controversial, if not outright perverse. Repsol 

Group, ‘2017 Green Bond Report’ (9 May 2018) <https://www.repsol.com/imagenes/global/es/green_bond_re-

port_2017_tcm13-134395.pdf> accessed 11 May 2021, Laura Benitez, ‘Repsol Greases the Wheels of Green 

Bond Market’ (Reuters, 9 May 2017) <https://www.reuters.com/article/repsol-greases-the-wheels-of-green-bond-

idAFL8N1IB3CM> accessed 11 May 2021, Thomas Hale, ‘The Green Bond That Wasn’t’ (Financial Times, 24 

January 2018) <https://www.ft.com/content/0898253d-97c3-3b51-8e43-706217a93e48> accessed 11 May 2021, 

Chris Flood, ‘Green Bonds Need Global Standards’ (Financial Times, 7 May 2017) <https://www.ft.com/con-

tent/ef9a02d6-28fe-11e7-bc4b-5528796fe35c> accessed 11 May 2021, Bishop (2019) and Rajwanshi (2019). 

176 Doran and Tanner (2019). 

177 Mårten Knuts, ‘Arvopaperimarkkinoiden sääntely’ s. 787–852 in Seppo Villa et.al., Yritysoikeus (Alma Talent 

2020). 

178 Baily (2015), p. 458 and Wang (2018), p. 482. 

179 See discussion in Ranto (2019), p. 5. 

https://www.vanityfair.com/news/2020/09/donald-trump-environment-roosevelt
https://www.ft.com/content/fbc6e4f7-bd89-3971-af89-7c007cb57e8c
https://www.ft.com/content/fbc6e4f7-bd89-3971-af89-7c007cb57e8c
https://www.repsol.com/imagenes/global/es/green_bond_report_2017_tcm13-134395.pdf
https://www.repsol.com/imagenes/global/es/green_bond_report_2017_tcm13-134395.pdf
https://www.reuters.com/article/repsol-greases-the-wheels-of-green-bond-idAFL8N1IB3CM
https://www.reuters.com/article/repsol-greases-the-wheels-of-green-bond-idAFL8N1IB3CM
https://www.ft.com/content/0898253d-97c3-3b51-8e43-706217a93e48
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https://www.ft.com/content/ef9a02d6-28fe-11e7-bc4b-5528796fe35c
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If investors do not have sufficient information to make investment decisions, markets cannot 

function properly.180 Therefore, there is urgent need for a credible verification scheme which 

ensures that the proceeds of green bonds are used for green investments. Additionally, investors 

need to know on which grounds a bond has been labelled green, which is why there must be 

clear definitions and criteria for what can be considered green. 

4.3.5 Labour Intensive Reporting  

When a green bond has been issued, it is market practice that the issuers publish information 

on the projects and activities that the bond finances, which often includes details on the 

project’s environmental impacts. Because environmentally aware investors have a keen interest 

in knowing what goes on behind the scenes, many issuers are required to report on non-

financial matters in addition to financial reporting.181 For green bond issuers, this means not 

only reporting on the progress of projects and activities financed by the bond, but also 

information on the environmental impact of these projects. At the very least, this reporting is 

to be done annually, which, unfortunately, is perceived as a significant additional 

administrative burden by many issuers; in part because of how notoriously difficult a project’s 

environmental impact is to quantify, and in part because not every project has a quantifiable 

impact to speak of.182 Following the trend of environmental awareness, issuers are facing an 

increase in non-financial reporting requirements, which may deter from issuing green bonds 

altogether.183  

4.3.6 Lack of Green Projects and Uncertainty About Green Assets 

Based on feedback received on its interim report, the TEG identified an imbalance between the 

supply and demand of green bonds. Most assets and projects financed by green bond proceeds 

relate to renewable energy, wastewater management, green housing, transport, and 

 

180 Knuts (2020). 

181 The Non-Financial Reporting Directive (NFRD), which entered into force in 2018, requires public disclosure 

documents, such as annual reports, to include information on environmental matters, employee and other social 

aspects, respect for human rights, diversity, inclusion, anti-corruption, and bribery issues. However, the obligation 

of the NFRD itself only apply to so-called ‘large public interest entities’ with more than 500 employees during a 

financial period, but member countries have the ability to opt for stricter standards.  

182 For example, if the main objective of the project financed by a green bond is the conservation of biodiversity, 

how can one lone issuer quantify this? Producing even some numeric value on the positive impact the project has 

had on the local biodiversity would require a legion of scientists and years, if not decades, of studies. This goes 

far beyond the capabilities of any issuer, and even further beyond the maturity of most green bonds. 

183 TEG Report on EU Green Bond Standard (2019), p. 22. 
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infrastructure etc., but these are often larger-scale projects and are still relatively scarce. This, 

coupled with the overall infancy of the market, means that issuers are having a hard time to 

find assets and projects eligible for financing by green bonds and are struggling to meet investor 

demand.184 Remedying this problem will therefore require policy and/or fiscal measures that 

stimulate investment in green assets and infrastructure, e.g. by creating more attractive 

conditions, which can create more investment opportunities, thus promoting growth in the 

green bond market.185 There is also uncertainty regarding the types of assets and expenses that 

can be financed by green bonds. According to the TEG, green bonds have been used to finance 

asset-backed loans, fixed expenses, capital expenditures, and operating expenses. 

Unfortunately, these assets and expenses are not always directly linked to the green purpose. 

The green bond market is therefore in dire need of clarification as to which uses of capital are 

eligible for green bond financing. This could in turn help combat the lack of green projects, by 

broadening the range of projects that can be financed.186 

4.3.7 No Clear Economic Benefits 

For an issuer that already owns green assets, the process of issuing a green bond normally does 

not entail that much higher external costs compared to a vanilla bond, which are mostly 

incurred due to the external review or verification of the bond.187 It is, however, the internal 

costs related to the green bond, arising from things such as compiling the data necessary for 

reporting requirements and managing the green bond process, which can become burdensome 

for the issuer.188  So, these additional expenses might put issuers off from issuing the bond 

under a green label, unless there is some other clear benefit to it. However, there is no 

conclusive evidence of there being any significant pricing advantage or other economic benefit 

 

184 Zerbib (2019), p. 27, Deschryver and de Mariz (2020, p. 8-9 and TEG Report on EU Green Bond Standard 

(2019), p. 21. 

185 Zerbib (2019), p. 28. 

186 TEG Report on EU Green Bond Standard (2019), p. 23. 

187 On average, these costs amount to around EUR 40,000 per bond issue, which is a one-off cost. TEG Report on 

EU Green Bond Standard (2019), p. 22 and the explanatory memorandum of Proposal for a regulation of the 

European Parliament and of the Council on disclosures relating to sustainable investments and sustainability risks 

and amending directive (EU) 2016/2341 COM(2018) 354 final, p. 10. These costs are the result of “[a] second-

party opinion, regular reporting, possibly a sustainability consultant and holding proceeds in a separate account”. 

Britta Hachenberg and Dirk Schiereck, ‘Are Green Bonds Priced Differently from Conventional Bonds’ (2018) 

19 Journal of Asset Management, p. 373. 

188 TEG Report on EU Green Bond Standard (2019), p. 21-22. 
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to issuing green bonds189, and even if one has been identified, it is marginal at best.190 This can 

be daunting to issuers who are considering green issuance but are unfamiliar with all the new 

requirements, i.e., new processes, external review parties, additional documentation, and the 

cost of these.191 One could therefore assume that the main benefit of issuing a green bond is 

the reputational boost an issuers receives when publicly declaring their green ambitions.192 

On the buyside, it has been found that the yield of a green bond is on average lower than that 

of a vanilla bond.193 Fortunately, the difference is so small that it should not discourage from 

investing in green bonds. If a green bond pays roughly the same as a comparable vanilla bond, 

but with the added promise of positive environmental impact, an investor’s pro-environmental 

preference often outweighs the slightly lower yield. It is thus fair to say that investors interested 

in green bonds or are more driven by non-pecuniary motives than the average investor, and that 

their pro-environmental preferences outweigh the desire to achieve the highest yields 

possible.194 Even when an investor is not driven by any resolute green principles, the ‘fuzzy 

feeling’ from doing something charitable for the environment might just be enough to convince 

them to invest.195  

4.4 Why Do Green Bonds Need (Better) Regulating? 

The above discussion of the main self-regulation measures reveals to us that there is a multitude 

of approaches to green bonds governance. Out of the measures discussed measures, the CBS 

is clearly the more detailed standard, as it provides more information on what can be considered 

green and eligible to be financed by a green bond, as well as imposing the risk of the 

certification being revoked in case of non-conformity. Dissimilarly, the GBP set out only 

general guidelines for the process of issuing green bonds and there is no risk of losing any 

certification in case the bond does not truly align with the principles. While these are often 

 

189 See Deschryver and de Mariz (2020), p. 7-8. 

190 Hachenberg and Schiereck (2018), p. 382. See also Zerbib (2019) and Baker et.al. (2018). 

191 Doran and Tanner (2019). 

192 Sophia Grene, ‘The Dark Side of Green Bonds’ (Financial Times, 14 June 2015) <https://www.ft.com/con-

tent/16bd9a48-0f76-11e5-b968-00144feabdc0#axzz3fE7ucqTh> accessed 14 May 2021. 

193 This identified negative yield premium is normally around 2 basis points lower than that on the conventional 

bond curve. Zerbib (2019), p. 40. See also Baker et.al. (2018), p. 40. 

194 Baker et.al. (2018), p. 40, Zerbib (2019) and Hayat (2015). 

195 Sophia Grene, ‘The Dark Side of Green Bonds’ (Financial Times, 14 June 2015) <https://www.ft.com/con-

tent/16bd9a48-0f76-11e5-b968-00144feabdc0#axzz3fE7ucqTh> accessed 14 May 2021 and Hayat (2015). 

https://www.ft.com/content/16bd9a48-0f76-11e5-b968-00144feabdc0#axzz3fE7ucqTh
https://www.ft.com/content/16bd9a48-0f76-11e5-b968-00144feabdc0#axzz3fE7ucqTh
https://www.ft.com/content/16bd9a48-0f76-11e5-b968-00144feabdc0#axzz3fE7ucqTh
https://www.ft.com/content/16bd9a48-0f76-11e5-b968-00144feabdc0#axzz3fE7ucqTh
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considered complementary, they are in fact quite different.196 On an even more general level 

are the UNPRI, which are more declaratory in nature than anything else. Despite there already 

being a multitude of self-regulatory standards that govern green bond issuances, the EU has 

found it to be necessary to create yet another standard, this time however government-driven, 

raising the question of why the current measures have not been sufficient in ensuring the 

functioning of the green bond market? 

A central subject of regulatory theoretical as well as law and economics discourse has long 

been the question of in which cases regulation is the best option for solving a particular problem 

and, when regulation is considered necessary, what this regulation should look like. The 

relationship between externalities, such as transaction costs197, and the necessity of a legal 

system was studied at length by two of the founding figures of the modern law and economics 

movement, Arthur Cecil Pigou and Ronald H. Coase, who came to draw opposing conclusions. 

Put simply, Pigou preferred government intervention198 while Coase suggested a market-based 

approach in which agreement between market participants, i.e., self-regulation, was seen as the 

better solution199. 

Self-regulation has long played an important part in guiding the development of securities 

markets. In the absence of any statutory standards, such as acts, the importance of self-

regulation measures is emphasized, and even when formal standards have been set, 

self-regulatory measures have an integral supplementary function.200 The main reason for this 

is the flexibility of self-regulation; statutory regulation can be kept on a fairly general level as 

to minimise its intervention in the functioning of securities markets, and market participants 

are left to agree among themselves on stricter rules regarding certain sector-specific matters, 

as they have a better understanding of these matters and are thus more qualified to determine 

 

196 “Some focus only on the procedural aspects of issuance and information disclosure, while others incorporate 

substantive standards for what qualifies as green.” Bishop (2019), p. 390. 

197 Transaction costs are expenses that are incurred when making an economic transaction, such as buying or 

selling a good, that are not absorbed by any party to the transaction, but rather are sunk costs, e.g., costs of ac-

quiring information, costs of bargaining, and costs of enforcing the terms of the transaction. Carl J. Dahlman, 

’The Problem of Externality’ (1979) 22 The Journal of Law and Economics 1. 

198 Arthur Cecil Pigou, The Economics of Welfare (4th Edition, Macmillan and Co. Ltd, 1932). 

199 Ronald H. Coase, ‘The Problem of Social Cost’ (1960) 3 The Journal of Law and Economics. 

200 Hallituksen esitys Eduskunnalle laiksi sijoituspalveluyrityksistä ja siihen liittyväksi lainsäädännöksi 

(HE 7/1996). 
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the rules.201 Self-regulation measures can be more detailed and practical than formal 

legislation, and these can also react quicker to market developments, thus both clarifying and 

complementing the law. From a legal point of view, then, self-regulation is more closely related 

to contractual relationships, because market participants choose to impose rights and 

obligations on themselves and others. However, this feature is also strongly associated with the 

main weakness of self-regulation: it only applies to parties who have chosen to commit to it. 

Outside contractual relations, self-regulatory standards cannot be invoked, and non-compliance 

rarely results in any sanctions, except perhaps disgruntled looks from other market 

participants.202  

Many of the benefits of self-regulation can be detected in the regulation of green bonds. 

Standards such as the GBP and the CBS are based on the extensive expertise of the institutions 

that have created them, various stakeholders have had the opportunity to comment on them and 

thus interests of different parties have been taken into consideration, in addition to which they 

are flexible and updated regularly to reflect the latest developments in the pursuit of 

sustainability.203 However, there are also some issues worth mentioning, among which the 

obligatory nature and adherence rate of the self-regulation measures are key problems. As 

described above, adherence to both the GBP and the CBS is voluntary, meaning it is the issuers 

choice whether they want to adhere to these standards, and even if an issuer decides to align its 

bond issues with one of them, the only punishment in case of non-compliance is the label being 

revoked. The organisations that uphold these standards have no way of enforcing their rules or 

forcing issuers to adhere to them, resulting in selective compliance and the standard being 

ineffective.204 This system of voluntary self-regulation measures is thus based primarily on 

trust and assumed goodwill205. That being said, the threat of sanctions is neither the only nor 

most important reason for compliance.206 Indeed, one of the characteristics of self-regulation 

 

201 Jyrki Tala, ’Katsaus oikeudellisen sääntelyn uusiin muotoihin’ (2006) pp. 185–204 in Timo Ahonen (ed), Oi-

keussosiologiaa ja kriminologiaa – Juhlajulkaisu Ahti Laitinen 1946 – 24/4-2006 (University of Turku, Faculty 

of Law 2006), p. 187 and 199-200. 

202 Hallituksen esitys Eduskunnalle laiksi sijoituspalveluyrityksistä ja siihen liittyväksi lainsäädännöksi 

(HE 7/1996). 

203 Tala (2006). See also discussion in Ranto (2019), p. 24. 

204 Tala (2006), p. 201 and Luke Trompeter, ’Green is Good: How Green Bonds Cultivated into Wall Street’s 

Environmental Paradox’ (2017) 17 Sustainable Development Law & Policy 2, p. 6-7.  

205 See Jamieson (2013). 

206 If sanctions were the only reasons market participants decided to comply with self-regulation norms, it would 

face the same issues as statutory regulation. Tala (2006), p. 201.  
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is the ability to rely on market participants comply with such standards, and this element of 

trust is generally not seen in statutory regulation.207 

As mentioned, most issuers of green bonds choose to align with either the GBP, the CBS, or 

another standard, and therefore the lack of adherence does not appear to be the reason why the 

EU is introducing another standard. Instead, the Commission states that reliance on 

market-based measures results in market fragmentation, which can cause problems for the 

functioning of the internal market. It states that self-regulation standards are based mainly on 

commercially driven priorities and thus take different approaches, set out different disclosure 

standards, and can distort the decision making of investors. The main rationale behind the need 

for coherent regulation is summarised in the following statement: “[d]ivergent disclosure 

standards and market-based practices make it very difficult to compare between different 

financial products and services and create an uneven playing field between these products and 

services and between distribution channels, and erect additional barriers to the internal 

market.”208 Another problem with the prevailing self-regulation of green bonds is that all 

measures have, to some extent, differing definitions of what is considered green,  and in certain 

cases, it is the issuer who makes the final decision on the greenness.209 This implies the 

sentiment that the substantive question of what green means should be left to be answered by 

the market itself and not be regulated.210 

Consequently, the green bond market has been plagued by false marketing where unsuitable, 

environmentally unfriendly projects are financed by green bonds. When issuers misrepresent 

themselves and their intentions and proceed to use the proceeds of the bond for purposes other 

than those advertised, the bondholder not only suffers both legal and financial risk,211 but the 

trust on which the functioning of self-regulated markets are built is broken. If global warming 

is to be limited to 1.5º or even 2ºC, projects with dubious environmental impact, such as ‘clean 

coal’ or energy efficiency improvements in the fossil fuel sector, must be definitively excluded 

 

207 Julia Black, ‘Decentring Regulation: Understanding the Role of Regulation and Self-Regulation in a ‘Post-

Regulatory’ World’ (2001) 54 Current Legal Problems 1. 

208 Page 3, section (9) of the EU Disclosure Regulation. 

209 When the issuer has defined what green means in the context of a particular bond issue, all this issuer has to 

do is convince investors that their definition is justified. Grene (2015). 

210 Bishop (2019), p. 385. 

211 Hoffmann (2015). 



 

51 (78) 

from financing under a green bond standard.212 There needs to be a common norm upon which 

market participants can agree213, and EU-level regulation could be the appropriate means for 

create uniform rules for sustainable investment and lay down a harmonised definition green.214 

As stated by the TEG in its report on an EU-GBS: “Common language and harmonisation 

would enhance market efficiency and redirect financial flows to support transition towards a 

more sustainable economy.”215 Green and climate finance could be irreparably damaged unless 

rigour and transparency become the norm. Introducing stricter and preferably also legally 

enforceable rules for green bonds can prevent this.216 

In summary, self-regulation can be an effective and flexible means of resolving market failures. 

However, in the case of green bonds, it is ultimately the case that prevailing self-regulation 

measures have been unable to address the barriers to green bond market development, mainly 

the diverging definitions of green which have resulted in an information imbalance in the 

market. From a regulatory theoretical perspective, it can thus be argued that as the market itself 

has been unable to resolve these issues to a satisfactory extent, public intervention is 

justified.217 Hence, an EU-wide coherent standard regulating green bonds could constitute a 

welcome addition to the market, if done right. 

5 THE EU GREEN BOND STANDARD AND ITS POTENTIAL 

MARKET IMPLICATIONS 

In this chapter, I intend to examine the forthcoming EU-GBS, its contents, and whether it is 

appropriate considering its objectives. I will also discuss the potential market implications of 

this EU-GBS in three different scenarios; one in which the EU-GBS becomes a voluntary 

standard, one in which the EU-GBS becomes voluntary legislation, and one in which the EU-

GBS becomes mandatory legislation. Each of these three scenarios is interesting and worth 

discussing, in part due to the difference in binding force depending on the form the EU-GBS 

 

212 Bishop (2019), p. 395-396. 

213 Deschryver and de Mariz (2020), p. 14. 

214 Page 4, section (17) of the EU Disclosure Regulation. 

215 TEG Report on EU Green Bond Standard (2019), p. 16. 

216 Bishop (2019, p. 396, Hoffmann (2015) and Chris Flood, ‘Green Bonds Need Global Standards’ (Financial 

Times, 7 May 2017) <https://www.ft.com/content/ef9a02d6-28fe-11e7-bc4b-5528796fe35c> accessed 5 May 

2021. 

217 Baldwin, Cave, and Lodge (2012). 

https://www.ft.com/content/ef9a02d6-28fe-11e7-bc4b-5528796fe35c
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will take, but also because varying degrees of voluntariness may require additional actions, 

such as the creation of a system for external verification. Where possible, I will also discuss 

how the recommendations by the TEG could possibly address some of the concerns raised 

earlier in this thesis about the barriers that stunt green bond market development. 

For clarity, when referring to the EU-GBS, I am referring to the TEG’s report on a proposed 

Green Bond Standard. In this report, the TEG puts forward a draft of the EU-GBS and explains 

the purpose thereof, how it is intended to address the barriers to market development discussed 

in chapter 4.3 above, as well as how it can support the channelling of financial flows towards 

green projects.  It is important to note that this report is only a recommendation by the TEG, 

and it is not the final version of the standard. It does however constitute the foundation on 

which a future standard or possible legislative measure will be based. To date, a decision on 

the final form of the EU-GBS has not been made, and thus I will base my analysis and 

discussion of the forthcoming standard on the TEG’s recommendations.  

5.1 Underlying Principles 

Green bonds have remarkable growth and development potential, all while promoting 

sustainable investment, which ultimately helps drive the European economy in a more 

environmentally friendly direction. The purpose of the EU-GBS is to facilitate this 

development by providing a credible and measurable way of giving investments and other 

economic activities an environmentally friendly purpose. These are undoubtedly ambitious 

goals, yet the TEG is confident that the EU-GBS can contribute to the EU’s long-term 

competitiveness and integrity of the financial market.218 As a form of guide for future 

concretisation of the EU-GBS, the TEG underpinned the standard with four core principles, 

which recommend that the standard be (i) a voluntary standard, (ii) built on best market 

practice, (iii) both a European and an international standard, as well as (iv) open to both new 

and existing bonds and to all types of issuer.219 

Firstly, it is suggested that the EU-GBS be a voluntary standard. An issuer of a bond or another 

debt security may then choose whether to align with the EU-GBS or to follow other standards 

and practices. If the issuer chooses to comply with the EU-GBS, external verification of 

compliance is required. This verification scheme is discussed further in chapter 5.2.4. 

 

218 TEG Report on EU Green Bond Standard (2019), p. 23. 

219 Ibid., p. 23-24. 
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According to the TEG, a standard created and promoted by the EU, even if voluntary, would 

gain traction on the market and both issuers as well as investors would advocate the adoption 

thereof.220 However, this recommendation has faced some backlash due to the prevailing 

controversy regarding voluntary environmental standards.221 This will de discussed in more 

detail in chapter 6.1 below. 

Second, the EU-GBS should be built on best market practice. In other words, the EU-GBS will 

be based on the most commonly adhered-to standard in the European market for green bonds, 

which is the GBP (see discussion thereof in chapter 4.2.1 above). This is expressly stated in 

the TEG’s report. The reason for this is the fact that most green bond issuers in Europe now 

adhere to this standard and, consequently, many investors have come to expect adherence to 

this standard when looking for green bonds to invest in.222 It therefore seems sensible to use 

certain elements of the GBP, which has proven popular among issuers and investors alike, as 

a starting point for the forthcoming EU-GBS.  

Third, it should be both a European as well as an international standard. Not only does the TEG 

wish that European issuers adhere to the EU-GBS, but it also aims even further by stating that 

the ultimate goal of the standard is to become an international best practice benchmark. 

Therefore, the recommendation is that the EU-GBS not only apply to European issuers of green 

bonds, but that it be available to issuers of any nationality and any form of bond provided it 

complies with the requirements of the EU-GBS.223  

Finally, the EU-GBS should be open to all existing bond transactions and to all types of issuers, 

such as sovereign issuers, financial institutions, agency, or corporate issuers, to name a few. 

Furthermore, the standard should not be limited to only new bonds. The TEG recommends that 

issuers could seek EU-GBS accreditation for their existing bonds at their discretion, and that 

the standard should not differentiate between different types of bond transactions. It should be 

at the issuer’s discretion to align their existing bonds with the EU-GBS. According to the TEG, 

 

220 Ibid, p. 23. 

221 See for example Wijen and Chiroleu-Assouline (2019). 

222 TEG Report on EU Green Bond Standard (2019), p. 23. 

223 TEG Report on EU Green Bond Standard (2019), p. 23-24. 
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this will enable all willing market players to adopt the new standard and, thus, allowing it to 

quickly become widely accepted in the EU bond market.224 

5.2 The Core Components of the EU-GBS 

5.2.1 Alignment with the EU Taxonomy 

In an effort provide the reader with some more context as well as a more in-depth understanding 

of the rationale behind the EU-GBS, it is important to look at the EU Taxonomy. This is 

necessary because the EU-GBS’s understanding of ‘green’ will be based upon the technical 

criteria of the EU Taxonomy, thus linking the two instruments closely together. As was 

previously discussed in section 2.3, the EU Taxonomy refers to the technical framework for 

determining the environmental sustainability of economic activities established under the 

Taxonomy Regulation. In essence, the EU Taxonomy is a tool designed to ‘help investors, 

companies, issuers, and project promoters navigate the transition to a low-carbon, resilient and 

resource-efficient economy’.225 It is not a list of ‘good’ or ‘bad’ companies, industries, or 

projects, and it does not make any claims about financial performance and whether an 

investment is sound or not. The aim of the Taxonomy is simply to provide clarity to market 

participants on how environmentally friendly different investment practices are and to drive 

capital flows towards green(er) investments.226 

Additionally, the EU-GBS addresses the prevailing confusion regarding the kinds of assets and 

expenditures that are eligible for financing by an EU-GBS aligned green bond. Existing 

standards and other market practice do not provide any real guidance on which assets and 

expenditures the proceeds of the bond can be funnelled towards, which the EU-GBS wants to 

put an end to. An EU-GBS-aligned project can include green assets and green expenditures 

that contribute to the value of green assets. Green assets can be both physical and financial, 

tangible or intangible, and can include a reasonable amount of working capital. Green 

expenditures, on the other hand, can include any capital expenditures, certain operating 

expenditures that increase the lifetime, present or future value of the assets, and costs related 

 

224 Ibid., p. 24. 

225 TEG Final Report on EU Taxonomy (2020), p. 2. 

226 Nadia Humphreys, ‘The EU Taxonomy for Sustainable Finance: FAQs for financial market participants’ 

(Bloomberg, 9 March 2020) <https://www.bloomberg.com/professional/blog/the-eu-taxonomy-for-sustainable-

finance-faqs-for-financial-market-participants/> accessed 1 April 2020. 

https://www.bloomberg.com/professional/blog/the-eu-taxonomy-for-sustainable-finance-faqs-for-financial-market-participants/
https://www.bloomberg.com/professional/blog/the-eu-taxonomy-for-sustainable-finance-faqs-for-financial-market-participants/
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to research and development. The EU-GBS also allows bonds to refinance both green assets as 

well as operating expenditures.227  

Because of the link between these two instruments, for a bond to be labelled as green under the 

EU-GBS, the project for which the proceeds of the bond are used must comply with the EU 

Taxonomy and substantially contribute to at least one of its environmental objectives while 

doing no significant harm to the others.228 This underlines the importance of understanding the 

EU Taxonomy’s criteria for when an economic activity can be considered green. For the 

purposes of the topic at hand, however, an in-depth discussion of the EU Taxonomy’s reporting 

requirements, the technical screening criteria set forth in the delegated acts229 and the annex of 

the TEG’s final report on the EU Taxonomy is not necessary. Instead, I will discuss the 

underlying principles, key characteristics, and the environmental objectives outlined in the EU 

Taxonomy, and, if necessary, mention technical details that are of relevance for the subject 

matter at hand. 

 Three Shades of Green Activities 

The EU Taxonomy recognised three categories of economic activities which in one way or 

another can be considered green: low-carbon activities, enabling activities, and transitioning 

activities. The first category, which includes low-carbon activities, is obvious. If an economic 

activity contributes substantially to climate change mitigation or any other environmental 

objective set forth in the Taxonomy Regulation, it shall be considered green. This includes, for 

example, renewable energy projects or other activities that have low greenhouse gas emissions 

in an absolute sense. 230 

The second category covers so-called enabling activities. As the name suggests, enabling 

activities enable other activities to make a substantial contribution to the environmental 

objectives, even though it might not do so itself. For example, manufacturing components for 

renewable energy production, such as solar panels or wind turbines, is considered an enabling 

activity because they enable renewable energy projects, even though the process of 

manufacturing those components does emit some carbon dioxide. Thus, an enabling activity 

 

227 TEG Report on EU Green Bond Standard (2019), p. 28. 

228 Ibid., p. 10. 

229 See discussion and references in section 2.3. 

230 TEG Final Report on EU Taxonomy (2020), p. 14. 
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can be considered ‘green’ if it enables low-carbon performance or substantial emissions 

reductions in other sectors.231  

The final category takes a different route to substantial contribution. The TEG recognises that 

a transition towards a sustainable, low-carbon economy and the innovation that follows is likely 

to render certain technologies or activities obsolete. Transition activities covers activities that 

are not yet low carbon or green but can become so in the future or can support the transition to 

a climate-neutral economy in another way. These transition activities must also meet certain 

additional requirements, e.g., there must not be an economically or technologically feasible 

low-carbon alternative and it cannot impede the development of low-carbon alternatives. The 

transition activity is also required to have significantly lower greenhouse gas emission levels 

than the sector or industry average, e.g., building renovations.232 

 Environmental Objectives, Substantial Contribution, and Do No Significant Harm  

Article 9 of the Taxonomy Regulation recognises six categories of environmental objectives. 

To be able to claim alignment with the Taxonomy, the economic activity in question needs to 

contribute substantially to at least one of these six environmental objectives, while doing no 

significant harm to any of the other objectives defined in the proposed Regulation. The 

technical screening criteria for both substantial contribution as well as significant harm are 

given in delegated acts under the Taxonomy Regulation. The environmental objectives are: 

1. climate change mitigation; 

2. climate change adaptation; 

3. sustainable use and protection of water and marine resources; 

4. transition to a circular economy, waste prevention and recycling; 

5. pollution prevention and control; 

6. protection and restoration of healthy ecosystems and biodiversity. 

The first two, climate change mitigation and climate change adaptation, represent the most 

pressing issues and thus take centre-stage.  In fact, the delegated act on the technical screening 

 

231 Ibid., p. 15 and 20.  

232 Nordea Research, ‘EU Taxonomy: What’s New in the Final Recommendations?’ (Nordea, 30 March 2020) 

<https://insights.nordea.com/en/sustainability/eu-taxonomy-final-recommendations/> accessed 26 September 

2020. 
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criteria for these two objectives was published on 21 April 2021 and is estimated to enter into 

force in the summer of 2021. It shall then apply as of 1 January 2022.233 

 Minimum Social Safeguards 

For an economic activity to be considered environmentally sustainable, it must also comply 

with minimum social safeguards, which refers to international minimum human and labour 

rights and standards. Article 18 of the Taxonomy Regulation requires that economic activities 

are carried out in alignment with “the OECD Guidelines for Multinational Enterprises and the 

UN Guiding Principles on Business and Human Rights, including the principles and rights set 

out in the eight fundamental conventions identified in the Declaration of the International 

Labour Organisation on Fundamental Principles and Rights at Work and the International Bill 

of Human Rights.” This allows investors to identify significant social risks associated with the 

projects they wish to finance, thus increasing transparency even more. While the focus of the 

EU Taxonomy is on environmental matters, this criterion opens the door for potentially 

developing a social taxonomy in the future.234 

5.2.2 A Formalised Green Bond Framework 

It is market practice for issuers of green bonds to create frameworks that articulate the intended 

use of the green bond proceeds. A green bond framework is a document that sets out how the 

issuer proposes to utilise the proceeds of its green bonds to further the projects it is financing, 

and it also includes information about how and why the projects can be considered green. This 

usually entails a description of the eligible project categories or eligible use of proceeds under 

e.g., the GBP, the CBS, or another standard, as well as mention of how the projects being 

financed fit into these categories. The purpose of this framework document is to provide 

information on the issuer’s environmental and sustainable values and strategies, its current and 

future green bond issues, as well as the type of projects the bonds finance. Such disclosure 

 

233 European Commission, ‘Questions and Answers: Taxonomy Climate Delegated Act and Amendments to Del-

egated Acts on Fiduciary Duties, Investment and Insurance Advice’ (ec.europa.eu, 21 April 2021) <https://ec.eu-

ropa.eu/commission/presscorner/detail/en/qanda_21_1805> accessed 7 May 2021. 

234 Nordea (2020). 

https://ec.europa.eu/commission/presscorner/detail/en/qanda_21_1805
https://ec.europa.eu/commission/presscorner/detail/en/qanda_21_1805
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makes it easier for investors to assess the bonds and the green projects, and consequently make 

informed investment decisions.235 

While it is market practice for issuers to develop their own green bond frameworks, there is no 

unified practice for doing so.236 Some issuers may choose to base their framework on the GBP. 

Additionally, it is also recommended that issuers obtain a second opinion on their framework 

to determine their ‘environmental robustness’237 and confirm alignment with a chosen standard, 

but once again, there is no unified practice. The issuer may freely choose which organisation, 

if any, conducts this external review. This decreases the comparability of different frameworks, 

which in turn makes it more difficult for investors to informed investment decisions. Hence, 

the TEG proposes that the EU-GBS formalises what needs to be included in a green bond 

framework document for it to be considered comprehensive. According to the TEG’s 

recommendation, a Green Bond Framework (GBF) should include information on the issuer’s 

strategy and rationale for issuing a green bond, the bond’s environmental objectives, how the 

projects aligns with the EU Taxonomy, a description of the projects being financed by green 

bonds, how the proceeds of the green bonds are utilised and managed, information on the 

methodology for calculating the environmental impact of the project, as well as a description 

of the issuer’s reporting commitments.238 

One of the core prevailing issues on the green bond market is the incoherent labelling of green 

bonds as well as the incomparability that follows, and the same applies to green bond 

frameworks. These documents are in no way standardised and have not necessarily been 

reviewed by an impartial third party, meaning that the frameworks of different issuers can be 

based on different standards and the information therein has not necessarily been confirmed, 

which makes it harder for investors to evaluate and compare frameworks and thereby make 

informed investment decisions. A formalised green bond framework is thus a welcome addition 

 

235 TEG Report on EU Green Bond Standard (2019), p. 28-29 and Sustainalytics, ‘About Green Bond Principles’ 

(Sustainalytics, n.d.) https://www.sustainalytics.com/esg-research/corporate-esg-blog/about-green-bond-princi-

ples> accessed 13 May 2021.  

236 TEG Report on EU Green Bond Standard (2019), p. 28. 

237 Globally, the leading provider of second opinions on green bond frameworks is CICERO Shades of Green, a 

company established by the Center for International Climate Research in 2018. CICERO Shades of Green pro-

vided the second opinion on the first-ever green bond, issued by the World Bank in 2008, and has since won 

multiple awards for its research-based evaluations. CICERO Shades of Green, ‘About CICERO Shades of Green’ 

(CICERO.green, n.d.) <https://cicero.green> accessed 13 May 2021.  

238 TEG Report on EU Green Bond Standard (2019), p. 29. 

https://www.sustainalytics.com/esg-research/corporate-esg-blog/about-green-bond-principles
https://www.sustainalytics.com/esg-research/corporate-esg-blog/about-green-bond-principles
https://cicero.green/
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to the market. The TEG has produced a template EU Green Bond Framework that an issuer 

can use as part of the legal documentation, but use of this, much like the EU-GBS itself, is 

voluntary. While this is a step in the right direction, a standardised framework format inspired 

by the EU Prospectus Regulation239 could make the framework a more valuable tool for 

investors. 

5.2.3 Reporting Requirements 

Current market practice stipulates that issuers are to report how the proceeds from green bonds 

are allocated to the projects they finance on a regular basis, at least annually until all the 

proceeds have been allocated. This reporting is done either for the entire bond portfolio or on 

a project-by-project basis. Each existing standard has its own requirements regarding the types 

of information that must be disclosed, which causes some confusion, but the EU-GBS purports 

to streamline this by requiring two types of information to be reported: allocation reporting and 

impact reporting. As part of the allocation reporting, issuers shall provide information on the 

bond’s total proceeds and how much has been allocated during each reporting period. This 

reporting is to be broken down by categories of activities, e.g., energy efficiency or renewable 

energy, and shall contain mention of which environmental objectives each of these promote. 

Additionally, the issuers shall disclose the geographical distribution of the projects. The impact 

reporting shall include further information on the green projects as well as the environmental 

objectives these promote, and they shall also report on the projects’ environmental impact using 

the metrics and technical screening criteria in the EU Taxonomy.240 Allocation reports should 

be published at least annually, but the issuer must publish an additional revised report in case 

there are any substantial changes to the allocation of proceeds. These should also be verified 

by an external verifier. Impact reporting is required at least once after full allocation of the 

proceeds, and additional reports are required in case of material changes.241 

It is important to note that the EU Disclosure Regulation, the EU Taxonomy, and the NFRD 

do not directly impact issuers of EU-GBS-aligned bonds. Both bonds as a financial instrument 

 

239 Regulation (EU) 2017/1129 of the European Parliament and of the Council of 14 June 2017 on the prospectus 

to be published when securities are offered to the public or admitted to trading on a regulated market, and repealing 

Directive 2003/71/EC (30 June 2017) L 168/12. The Prospectus Regulation requires certain information about 

both the issuer and the security to be presented in a standardised format, which creates a level playing field among 

investors and ensures that the prospectus contains material and relevant information for the issuer. 

240 EU Green Bond Standard Usability Guide (2019), p. 24-25. 

241 EU Green Bond Standard Usability Guide (2019), p. 25. 
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as well as issuers of bonds fall outside the scope of the EU Disclosure Regulation242, meaning 

that issuers are not directly affected by its requirements when issuing green bonds under the 

EU-GBS. Because the EU Taxonomy uses the same definitions of market participants and 

financial products as the EU Disclosure Regulation, its reporting requirements do not apply 

directly to issuers of green bonds. However, the Taxonomy Regulation states that companies 

that are subject to the Non-Financial Reporting Directive are required to disclose how and to 

what extent their activities are aligned with the EU Taxonomy.243 However, issuers are only 

affected by these requirements when they are already subject to the NFRD, and the fact that 

they issue bonds under the EU-GBS has nothing to do with it.244 

5.2.4 An External Verification Scheme 

Finally, the TEG suggests that the EU-GBS should also comprise a system for verifying 

whether a green bond and its issuer conform with the above-mentioned requirements.  While 

there are currently several organisations that provide verification services, the aim of the 

EU-GBS is to standardise and formalise the verification process to “promote the integrity, 

credibility, harmonisation and efficiency of the green bond market, as well as investor 

confidence.”245 This type of verification would, according to the TEG, require the creation of 

an accreditation scheme led by the European Securities and Market Authority (ESMA) for 

external verifiers to ensure their impartiality, trustworthiness, and competence for giving 

issuers of green bonds the go-ahead. A green bond issue can be verified at two different points 

in time; before or at the time of issuance, when the alignment of the project that is being and 

the issuer’s GBF with the EU Taxonomy are evaluated, and after full allocation of the bond 

proceeds, when the allocation and how it corresponds to the allocation reporting is 

confirmed.246 Initial verification before or at issuance can be valid for multiple bonds if they 

are issued under the same GBF. 

There are several benefits to a centralized and coherent accreditation scheme. Not only is 

external review essential for reducing informational asymmetry between sell-side and buy-side 

 

242 Regulation (EU) 2019/2088 of the European Parliament and of the Council of 27 November 2019 on sustain-

ability‐related disclosures in the financial services sector (9 December 2019) L 317/1. 

243 TEG Report on EU Taxonomy (2020), p. 27. 

244 EU Green Bond Standard Usability Guide (2019), p. 30-31. 

245 EU Green Bond Standard Usability Guide (2019), p. 26. 

246 EU Green Bond Standard Usability Guide (2019), p. 28. 
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actors, studies have also shown that the increase in company stock price following the 

announcement of the green bond issue is larger – as much as twice as large – if the greenness 

of the bond has been verified by an independent third party.247 Because the process of 

certification has had the tendency to be a costly as well as burdensome exercise, it is likely that 

a certified green bond equates to a more trustworthy investment object for investors. 

Additionally, a certification may also symbolize the issuers sincere commitment to the 

environment-related project or cause financed by through the green bond, which could explain 

the stronger stock market response.248 

5.3 Addressing the Barriers to Market Development 

The EU-GBS and its related recommendations are aimed at reorienting capital flows towards 

sustainable investments by addressing the barriers that have hindered green bond market 

development, which were identified in chapter 4.3. The greatest barrier to market growth is the 

lack of any common understanding of the term green, which can lead to missed opportunities 

for both issuers and investors. Most significantly, the EU-GBS introduces a clear definition of 

what can be considered green and environmentally sustainable, something that has been sorely 

lacking from the market. Because of the link to the EU Taxonomy, the EU-GBS enables both 

issuers and investors to refer to a common definition of what is green built on clear, 

science-based criteria, which results in more standardised, transparent, and comparable 

information about the green nature of a bond.249 This provides investors with the certainty they 

need and can alleviate concerns of greenwashing significantly, and, due to the importance of 

investor confidence for the functioning of the market250, has the potential to spur growth of the 

green bond market to an unprecedented extent. Conversely, increased standardisation and 

 

247 Flammer, C., ‘Green Bonds Benefit Companies, Investors, and the Planet’ (Harvard Business Review, 22 No-

vember 2018) <https://hbr.org/2018/11/green-bonds-benefit-companies-investors-and-the-planet> accessed 27 

August 2020. See also Freeburn and Ramsay (2020). 

248 Flammer (2018). 

249 This, in turn, decreases the effort investors must make to find the relevant information about the bond, thus 

lowering transaction costs and ultimately promoting efficiency. Lucas Guttenberg and Sebastian Mack, ‘Building 

EU Green Bonds That Deserve Their Name’ (Delors Centre, 19 October 2020) <https://www.delorscen-

tre.eu/en/publications/detail/publication/building-eu-green-bonds-that-deserve-their-name> accessed 10 May 

2021. 

250 Information plays a key part in the securities markets, as the value of a security is determined based on the 

currently available information about the current state and future prospects of the security in question as well as 

its issuer. Knuts (2020). See discussion in chapter 4.3.4. 

https://hbr.org/2018/11/green-bonds-benefit-companies-investors-and-the-planet
https://www.delorscentre.eu/en/publications/detail/publication/building-eu-green-bonds-that-deserve-their-name
https://www.delorscentre.eu/en/publications/detail/publication/building-eu-green-bonds-that-deserve-their-name
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transparency also allows investors to scrutinise issuers if these do not keep their green 

promises.251  

Furthermore, while on the topic of providing clear-cut definitions, the EU-GBS also defines 

the scope of green assets and expenditures that are eligible for financing by an EU green bond. 

Existing standards provide no straightforward guidance on the types of expenditures that can 

be covered by the proceeds of a green bond, which – as it so often does – has resulted in 

confusion among issuers regarding how the bond proceeds should and can be allocated. The 

EU-GBS also recognises that bonds are often used in refinancing arrangements, as the 

operational lifetime of assets may exceed the maturity of bonds, and thus it allows both assets 

and operating expenses to be refinanced by an EU green bond if they are in line with relevant 

eligibility criteria. Not only does this widen the scope of eligible expenditures, but it also 

reflects the actual flow of funds to projects, making it easier for issuers to wrap their heads 

around.  

Another innovation introduced by the EU-GBS is the standardised procedure for external 

review. Under the EU-GBS, external verification can occur at two points in time both before 

and after issuance; once either before or at the time of issuance, and once when the proceeds 

of the bond have been fully allocated. This type of external review is essential in reducing 

informational asymmetries in the market, which can hinder the efficiency and trustworthiness 

of securities markets.252 Additionally, the credibility of external reviewers and providers of 

second opinions is to be safeguarded by establishing an accreditation scheme, which ensures 

that all verifiers have demonstrated their competence and experience in assessing the 

characteristics of green bonds. Currently, there are several types of organisations that offer 

review and verification services, such as big-four audit firms, non-financial rating agencies, 

and credit rating agencies, but these all follow their own review guidelines despite assessing 

the alignment with the same standards. When all providers of external review services follow 

the same verification procedures, this increases the credibility of the information about the 

bond provided by the issuer, which reduces the risk of greenwashing, and consequently protects 

the integrity of the market.253 Furthermore, the review providers will also be supervised, 

guaranteeing their continued compliance with the EU-GBS. An accreditation scheme for 

 

251 Guttenberg and Mack (2020). 

252 Knuts (2020). 

253 Guttenberg and Mack (2020). 
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external reviewers also creates a level playing field for those organisations that provide these 

services, thus indirectly promoting competition and preventing monopolistic market structures. 

The TEG also states that this streamlined procedure will reduce the external costs incurred by 

verification254, however the costs of EU-GBS accreditation have not been confirmed yet, and 

it is therefore not possible to comment on this. 

As regards the lack of green assets that has been observed, this is mainly caused by the fact 

that is has been difficult for issuers to identify projects and assets eligible for green financing 

and they have been unable to match investor demand for green investment objects. On the one 

hand, if caused by uncertainty about what can be considered green, the EU-GBS can address 

this by introducing a uniform definition based on the EU Taxonomy, thus clearing up any 

confusion regarding the types of projects that can be financed by green bonds. If, on the other 

hand, this is due to an actual lack of eligible projects, the EU-GBS itself will not magically 

bring about new investment opportunities. It can, as mentioned, help issuer to identify eligible 

projects, and it can also form the foundation for any potential future policy instruments aimed 

at supporting market growth, e.g., by creating economic benefits for issuers that can off-set the 

additional costs incurred by issuing a green bond.255 However, it should be noted that the lack 

of eligible projects will – to some extent – address itself over time. New environmentally 

friendly technologies and other climate resilient solutions are emerging continuously, and it is 

thus only a matter of time before projects utilising these innovations need financing. The green 

bond market is still in its infancy, as green bonds have existed for only just over a decade, and 

it is only natural that more green opportunities will arise over time as this form of financing 

becomes more and more established. Nevertheless, it should not be presumed that this change 

will come about as quickly as needed, and thus, it is still necessary for governments to stimulate 

green investment as much as possible. 

However, despite addressing some of the fundamental challenges that green bonds face, if the 

future EU-GBS remains of a voluntary nature, it is difficult to see how it would address the 

fragmented state of green bond regulation as well as the prevailing lack of supervision and 

sanctioning that limit any standard’s binding force. More on this in chapter 6, particularly 

chapter 6.1, below. 

 

254 TEG Report on EU Green Bond Standard (2019), p. 25. 

255 Ibid., p. 25. 
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6 TAKING THE EU-GBS FORWARD 

Despite the prevailing issues on the green bond market, market participants hold differing 

opinions on the need for an overarching standard that determines what is green. Proponents of 

coherent standardisation claim it could enhance the credibility of green bonds, thus promoting 

growth, while opponents believe an all-encompassing standard would inhibit innovation and 

consequently market growth.256 Nevertheless, most market actors have called for a standard to 

introduce clear definitions and greater transparency257, as standards that enable issuers to define 

what is green and what is not “do not exactly inspire confidence”.258 However, there are also 

those who believe comprehensive standards cannot succeed.259 

To date, the jury is still out on the future of the EU-GBS, as the Commission has yet to decide 

on what form the standard should take. Based on the TEG’s report, the Commission launched 

an impact assessment as well as a call for feedback from market participants to explore the 

possibility of a legislative initiative.260 The Commission announced that it would decide on 

how to take the Green Bond Standard forward at the end of the year 2020,261 however it seems 

that the ongoing COVID-19 pandemic has put a halt to the decision process as we to this date 

still have not heard any further. As such, we can only wait patiently while speculating on the 

future configuration of the EU-GBS. Realistically, the Commission has three options. The 

EU-GBS could become: 

1. a voluntary, non-legislative standard, in line with the TEG’s recommendations; 

2. a comply-or-explain regime; or 

 

256 Hayat (2015). 

257 European Commission, ‘Published Results: Call for Feedback on the TEG Report on EU Green Bond Standard’ 

(EUSurvey, n.d.) <https://ec.europa.eu/eusurvey/publication/teg-report-green-bond-standard?surveylan-

guage=en> accessed 18 May 2021. 

258 BankTrack (2014). 

259 In an interview with the Financial Times, Anna Creed, Head of Standards at the Climate Bonds Initiative had 

the following to say: “We need to harmonise definitions as much as possible but total alignment will not be pos-

sible. We need to help investors, issuers and policymakers really understand the similarities and differences be-

tween green bond definitions to ensure transparency, […]”. Flood (2017). See also Jamieson (2013), p. 467. 

260 European Commission, ‘Inception Impact Assessment: Establishment of an EU Green Bond Standard’ (12 

June 2020) Ref. Ares(2020)3052805 <https://ec.europa.eu/info/law/better-regulation/have-your-say/initia-

tives/12447-EU-Standard-for-Green-Bond-> accessed 30 September 2020.  

261 European Commission, ’EU Green Bond Standard’ (ec.europa.eu, last updated 10 June 2020) <https://ec.eu-

ropa.eu/info/publications/sustainable-finance-teg-green-bond-standard_en> accessed 30 June 2020. 

https://ec.europa.eu/eusurvey/publication/teg-report-green-bond-standard?surveylanguage=en
https://ec.europa.eu/eusurvey/publication/teg-report-green-bond-standard?surveylanguage=en
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12447-EU-Standard-for-Green-Bond-
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12447-EU-Standard-for-Green-Bond-
https://ec.europa.eu/info/publications/sustainable-finance-teg-green-bond-standard_en
https://ec.europa.eu/info/publications/sustainable-finance-teg-green-bond-standard_en
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3. mandatory legislation, obligating issuers to comply with the rules set forth in the 

standard. 

When discussing the three above-mentioned design options in the following chapters, as well 

as when analysing the potential market implications of the EU-GBS in chapter Error! 

Reference source not found. below, I will be taking a so-called environment-centric approach, 

i.e., focusing on the measures that will have the most positive impact on the environment and 

that have the highest potential of addressing the most pressing issue of our age, climate change. 

6.1 Option 1: A Voluntary Standard 

In its final report, the TEG recommended the creation of a “voluntary, non-legislative 

EU Green Bond Standard to enhance the effectiveness, transparency, comparability and 

credibility of the green bond market and to encourage the market participants to issue and invest 

in EU green bonds.”262 Thus, the TEG has no intention of the future EU-GBS becoming a 

mandatory standard, which may seem counterintuitive considering the issues caused by the 

current lack of mandatory regulation discussed in chapters 4.3 and 4.4. The prevailing 

philosophy on the green bond market is that issuers voluntarily agree to undertake certain 

commitments and to follow certain rules and guidelines, without the threat of sanctioning in 

the case on non-compliance263, and, as noted above, this has been insufficient in ensuring the 

proper functioning of the green bond market. However, because of the prevailing trust-based 

self-regulation among issuers, it struck the TEG as inappropriate to impose a mandatory 

standard upon issuers, as it feared that requiring compliance with a mandatory set of rules 

would have a deterrent effect. Hence, the TEG chose an “if it ain’t broke, don’t fix it”264 

approach when developing this green labelling system. 

Nevertheless, the TEG also admits that the impacts of a voluntary standards can be very 

difficult to quantify or even estimate265, which once again prompts an important question: in 

 

262  EU Green Bond Standard Usability Guide (2019), p. 1. 

263 Except perhaps the loss of a certification, but even in the worst case, this only results in reputational damage 

or may in some cases even go unnoticed. 

264 This insightful comment on the rationale behind the EU-GBS was given by Nicholas Pfaff, Head of Sustainable 

Finance at ICMA, Secretary to the Green Bond Principles and member of the TEG in an episode of the ICMA 

Podcast. International Capital Markets Association, ‘The EU Green Bond Standard and the potential market im-

plications’ (ICMA Podcasts, 16 April 2020) <https://icma.podbean.com/e/the-eu-green-bond-standard-and-the-

potential-market-implications/>  accessed 7 May 2020. 

265 TEG Report on EU Green Bond Standard (2019), p. 53 

https://icma.podbean.com/e/the-eu-green-bond-standard-and-the-potential-market-implications/
https://icma.podbean.com/e/the-eu-green-bond-standard-and-the-potential-market-implications/
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times like these, with unprecedented environmental crises, rapidly increasing global 

temperatures, and in which the need for action is pressing, as well as when considering the 

background of several failed environmental initiatives and low adherence rates, how can a 

voluntary standard possibly be sufficient? Still, the TEG expects that even a voluntary EU-GBS 

will gain market recognition swiftly as “issuers and investors would naturally push for the 

adoption of a standard supported by the EU and its implied reliability and integrity.”266 A 

voluntary approach to standardisation is non-confrontational and easier for issuers to digest, 

which can – and admittedly has – encouraged some market growth, but it has also been the 

subject of significant controversy.267 As discussed in chapter 4.4, the current voluntary self-

regulation measures have been insufficient in addressing the barriers to green bond market 

development.  

Following the TEG’s advice and creating a voluntary EU-GBS seems like a missed opportunity 

to once and for all prevent greenwashing and other dubious environmental claims, as all green 

bonds would not be subject to the standard.268 When considering the threat that climate change 

poses, the need for re-orienting capital flows towards projects with positive environmental 

impact that can mitigate the effects of climate change is urgent, and a cottony, voluntary 

approach contrasts this urgency. While the TEG and the Commission expect that a large portion 

of issuers will choose to adhere to the EU-GBS, the question remains how high this adherence 

rate will be, as any voluntary standard always incorporates a trade-off between stringency and 

number of adopters.269 The requirements of the EU-GBS do have the potential to increase 

transparency and thus strengthen the credibility of green bonds, but these additional 

requirements demand not only effort from issuers to e.g., collect data and uphold proper process 

management systems, but this effort results in additional costs. Furthermore, if the EU-GBS is 

voluntary in nature, it is also unclear what can be done to enforce real positive environmental 

impact270, and what can investors do if they have been misled by a falsely labelled bond?  

 

266 Ibid., p. 23. 

267 Doran and Tanner (2019) and Wijen and Chiroleu-Assouline (2019), p. 106. 

268 Myriam Vander Stichele, ‘A Voluntary Green Bond Standard?’ (Centre for Research on Multinational Corpo-

rations, 27 September 2019) <https://www.somo.nl/a-voluntary-eu-green-bond-standard/> accessed 15 May 

2021. 

269 Wijen and Chiroleu-Assouline (2019), p. 108. 

270 Vander Stichele (2019). 

https://www.somo.nl/a-voluntary-eu-green-bond-standard/
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Voluntary standards for green bonds with different approaches already exist on the green bond 

market, as well as voluntary principles on transparency, reporting, and review procedures. 

Although the EU-GBS introduces certain new elements, mainly a Taxonomy-based definition 

of green, it is unclear how it will interact with existing standards. Also, the fact that the 

EU-GBS introduces new elements and criteria is not purely positive; with its connection to the 

complicated criteria of the EU Taxonomy, its plethora of requirements that need to be complied 

with, and the increased administrative burden its disclosure requirements cause, many issuers 

are both confused and fatigued. If the thresholds set out in the EU Taxonomy and consequently 

included in the EU-GBS are considered too strict, or the standard’s usability is limited by other 

factors, the standard is unlikely to be attractive to investors. It can be seen as overly complex 

and difficult to understand and coupled with the fact that there are no real demonstrable 

financial rewards for issuing a green-labelled bond, some issuers may decide not to align with 

the EU-GBS, thus defeating the purpose of even creating such a standard.271  

As mentioned, leaving it up to the issuer to decide whether to adhere to the standard seems like 

a missed opportunity to create a coherent and unified practice for issuing green bonds, 

something which is desperately needed, which can ensure that funds are being funnelled 

towards truly environmentally friendly and sustainable projects. Especially investors focused 

on green investments, for whom the green label serves as a screening tool272, do not like 

uncertainty, which in turn stunts future market growth.273 At the very least, even if the EU-

GBS remains voluntary, adherence thereto should be subject to strict external review from 

accredited verifiers who can ensure that the issuers that have issued EU-GBS-aligned bonds 

comply with all the standard’s requirements to avoid any greenwashing practices. Thankfully, 

this has been proposed by the TEG as a core element of the EU-GBS. 

6.2 Option 2: A Comply-or-Explain Regime  

The second option for taking the EU-GBS forward increases the obligatory nature of the 

standard a bit by turning it into a comply-or-explain regime. This would require all issuers of 

green bonds to comply with the EU-GBS but would allow issuers to deviate from individual 

requirements if they are able to justify the reason for doing so. This mechanism therefore allows 

 

271 Doran and Tanner (2019). 

272 Climate Bonds Initiative, ‘Climate Bonds Standard. Version 3.0’ (10 December 2019), p. 4. 

273 Chris Flood, ‘Green Bonds Need Global Standards’ (Financial Times, 7 May 2017) <https://www.ft.com/con-

tent/ef9a02d6-28fe-11e7-bc4b-5528796fe35c> accessed 5 May 2021. 

https://www.ft.com/content/ef9a02d6-28fe-11e7-bc4b-5528796fe35c
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an issuer to still be considered compliant and the bond to be EU-GBS-aligned provided that a 

proper explanation has been given to a competent authority.274 The benefit of a comply-or-

explain regime is that is gives issuers a certain amount of leeway in the application of a standard 

or regulatory measure, as there is no such thing as a ‘one size fits all’ solution.275 This could 

e.g., encourage smaller institutions to choose to adhere to the standard despite them not having 

the capabilities to align fully or comply with every single requirement. In the case of the 

EU-GBS, it introduces inter alia new reporting requirements, including disclosure of 

quantitative environmental impact metrics according to the EU Taxonomy’s complicated 

criteria, which can pose a tremendous challenge for some issuers, who then choose not to align 

with the voluntary EU-GBS or, alternatively, would fail to meet the requirements of a 

mandatory standard. Not only smaller organisations would benefit from a comply-or-explain 

approach, but also experienced green bond issuers with expertise of green products could 

benefit from a certain degree of flexibility. Mandating a laborious external review procedure 

may lead to additional costs for issuance without much added value, thus constituting a 

bottleneck that discourages these parties from adopting the EU-GBS.  

If the standard was mandatory per se but allowed issuers to make some adjustments according 

to their own capabilities, this flexibility may very well spur more issuers to choose to comply 

with it. Not only does requiring issuers to explain their deviations confidence in the decision, 

providing the rationale also allows investors and other stakeholders to assess the deviation, 

allowing them to scrutinise the greenness of the issuer. Furthermore, indicating the reasons for 

non-compliance also generates data and valuable insights that can be used when planning to 

develop or take the EU-GBS forward. Such data can help determine whether further action 

needs to be taken, and it can provide external verifiers with the tools they need to suggest 

corrective actions, strategy updates, and other suggestions for helping issuers achieve full 

compliance. 

6.3 Option 3: Mandatory Legislation 

Finally, when deciding on the future of the EU-GBS, the Commission might propose that it be 

turned into mandatory legislation which forces all issuers of green bonds to comply with the 
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rules and requirements of the standard. This is the only guaranteed way to ensure that all bonds 

labelled as green do in fact have some measurable environmental impact and that their 

greenness cannot be disputed, which is sure to alleviate concerns of greenwashing. 

Furthermore, a mandatory standard would help reduce the number of different standards in the 

market, thus lessening the confusion experienced by market participants and preventing 

incomparability among different bonds, which in turn would help overcome the barriers to 

market growth. 

While both current standards as well as the EU-GBS requires specific reporting to be done by 

issuers, none of these contains any mechanisms for recourse in the event that a bond has been 

wrongly labelled as green and the proceeds thereof are not used for the environmentally 

friendly purposes they were earmarked for. A mislead bondholder cannot present any claims 

to an issuer if the project fails to achieve its green goals, likely because the greenness of these 

bonds has no legal definition and thus no legal basis.276 Bondholders need a platform to recover 

their investments if they are the victim of greenwashing or have otherwise been misled about 

the green attributes of a project277, and a mandatory standard could be just that. If an issuer 

fails to use the proceeds of the bond as promised, this could be considered an event of default, 

allowing the bondholders to demand the recourse of their investment as a result of such ‘green 

default’.278 A mandatory standard could for the first time confer actionable rights to 

bondholders if the green bonds are not as green as they set out to be. In the current deregulated 

climate, a bondholder has no legal basis for demanding that the issuer fulfil their green promises 

but adding an extra layer of protection could convince even the more hesitant investors to place 

their faith in green bonds.279 The keyword here is assurance, as “higher obligation and precision 

provide mutual assurance and encourage long-term investment.”280 

Some market participants may however prefer a voluntary standard over a mandatory 

legislative one. The green bond market is still in its infancy and requires flexibility to grow and 

to accommodate new technological innovations as well as other environmentally friendly 
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solutions. A compulsory standard may be slow to develop, thus not always reflecting the latest 

advancements in environmental technologies or solutions. In this case, under the delegation 

theory, when there is uncertainty about “whether the rules they adopt today will be desirable 

tomorrow”, it makes sense to choose softer measures as they are oftentimes easier to adjust.281 

Finally, introducing a mandatory standard with as detailed requirements and complex criteria 

as the proposed EU-GBS could have a deterrent effect, discouraging issuers from issuing their 

bonds under the EU Green Bond label despite them fulfilling all eligibility criteria.282 

But climate change will not wait. Because “nature doesn’t bargain”283, time is of the essence, 

and waiting to see how many issuers choose to align with the EU-GBS is not an option. In 

order to achieve the EU’s environmental goals, not to mention the 2-degree limit to global 

warming set out in the Paris Agreement, the EU-GBS should be mandatory. As the uncertainty 

about the “thresholds for dangerous climate change and the extent of global mitigation 

required” decreases, the case for harder measures grows.284 In parallel to the implementation 

of the EU Taxonomy and the delegated acts under the Taxonomy Regulation, the EU-GBS 

should be introduced as legislation in the form of either an EU regulation or a directive. 

Currently, the EU-GBS is proposed to be a voluntary standard during a monitoring period of 

three years, after which further action, such as legislative measures, can be considered. 

However, the process of creating such legislation can take several years and until such a 

measure has been adopted, the point of no return in climate change may already have been 

passed. The process of creating a mandatory standard should thus be started right away, and in 

the meantime, there are already several widely accepted voluntary standards in place, such as 

the CBS and the GBP, that can guide green bond issuance until a statutory measure is 

introduced. 

7 CONCLUSIONS 

In this final chapter, I will summarise my research and my findings as well as answer the five 

research questions I presented in chapter 1.2. The decision process regarding the future of the 
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EU-GBS is still ongoing, which, as already mentioned previously, is what makes this research 

so topical. As part of its work programme for the year 2021, the Commission announced that 

it will deliver a proposal on the future of the EU-GBS in the second quarter of 2021285, and 

thus it remains to be seen how it will be taken forward.   

Green bonds are a novel financial instrument that plays a key part in enabling sustainable and 

environmentally friendly economic growth.286 A green bond distinguishes itself from a 

conventional vanilla bond by earmarking its proceeds through a use-of-proceeds clause so that 

they can only be used to finance projects with a positive environmental impact. This can include 

projects related to renewable energy, wastewater management, energy efficiency, green 

buildings, low carbon transport… The sky is (almost) the limit. This earmarking is not only 

beneficial to the environment, but it also increases transparency because issuers are required to 

disclose the purposes for which the proceeds will be used. Oftentimes issuers report on the 

progress of the green projects and disclose the allocation of the bond proceeds, which in turn 

lets investors know that the issuer is fulfilling its promise and that the proceeds are being used 

as advertised. In addition to the positive environmental impact of green bonds, they also bring 

about some other benefits. Issuing a green bond can improve issuer awareness of their 

environmental impact and sustainability, they can improve the reputation of issuers by 

communicating their green values, and they can diversify the investor base. This is a result of 

investors becoming more and more aware of the environmental impact of their investments, 

thus choosing to incorporate pro-environmental preferences in their decision making. 

The value of a green bond is derived mainly from its green label, or the promise that the 

proceeds of the bond will be used for environmentally friendly purposes. In order to determine 

the value of the green bond, i.e., how green it is, there must be some common understanding 

of what can be considered green.287 However, despite being subject to both national and EU-

level securities regulation, there is no statutory regulation that sets out criteria for determining 

the greenness of a bond. Instead, the green characteristic of green bonds has come to be 

regulated by an array of self-regulation measures introduced by private organisations who 
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wanted to bring some clarity to the green bond market. Currently, issuers of green bonds can 

choose to adhere to a variety of voluntary standards, such as the GBP and the CBS. The 

problem with these, however, is that most of them take different approaches to green bond 

governance. For example, while the CBS provide some detail as to what is considered green, 

the GBP are more focused on the process of disclosing information relating to the greenness of 

the bond. The diverging approaches causes bonds issued under different standards to be 

incomparable, at least to a certain degree, making it more difficult for investors to find the 

information they are looking for and, consequently, make informed investment decisions.288 

As these standards are voluntary, there are also no coherent monitoring mechanisms to ensure 

issuer compliance. This fragmentation and deregulation have created uncertainty for both 

issuers and investors alike, which has prevented the green bond market from achieving its full 

potential. 

While the prevailing self-regulation has provided a certain degree of uniformity to the green 

bond market, it has not done enough. Different green labels are wildly different due to the 

diverging underlying standards and the voluntary nature of these standards does not allow them 

to be enforced through supervision and potential sanctioning in case of non-compliance, which 

has resulted in considerable concerns for greenwashing, i.e., misrepresenting the 

environmentally friendly nature of the bond.289 Investors need relevant information to stimulate 

green bond market growth, and the current incoherent and divergent self-regulation prevents 

that. This information imbalance between issuer and investor prevents the markets from 

functioning properly and it can thus be argued that as the market itself has been unable to 

overcome the barriers that stunt market development. Public intervention in the form of a 

widely accepted industry standard is thus justified from a regulatory theoretical perspective290, 

and if done right, the EU-GBS could make an important contribution to the green transition. 

Most notably, the proposed EU-GBS introduces a clear and science-based definition of which 

projects can be considered green and thus eligible for green bond financing, thus addressing 

the lack of consistency in the market, often humorously referred to as ‘fifty shades of green’.291 

It does so by being linked to the EU Taxonomy, which is a tool for categorising environmental 

 

288 Knuts (2020). 

289 Trompeter (2017). 

290 Baldwin, Cave, and Lodge (2012). 

291 Clapp (2018). See also Trompeter (2017). 



 

73 (78) 

activities according to their environmental impact. While the detailed technical criteria for 

evaluating economic activities have not been fully developed yet292, the Taxonomy sets out six 

overarching environmental objectives. For a green bond to be EU-GBS-aligned, it must 

substantially contribute to at least one of these objectives, in addition to which it must do no 

significant harm to the others as well as complying with minimum social safeguards. 

Furthermore, in addition to introducing stricter definitions of green, the standard also requires 

compulsory and more rigorous disclosure and thus increases issuer accountability. The EU-

GBS clarifies to issuers how proceeds of a bond can be used, and provides investors with more 

information, enabling them to make more informed investment decisions and generally 

increasing the credibility of green bonds. The EU-GBS also wants to introduce a formalised 

and standardised accreditation scheme, through which approved parties can provide 

verification services, such as second opinions and accreditation, which further enhances the 

legitimacy of green bonds. 

While the jury is still out on the future of the EU-GBS, is has the potential to alleviate the 

confusion caused by the lack of harmonisation, it can prevent issuers from receiving a bad 

reputation due to claims of being ‘green in the name only’, and it can protect investors from 

false green advertising, thus enabling the continued development of a healthy green bond 

market.293 Naturally, the impact of this standard greatly depends on which shape it will take. 

As discussed in chapter 6, the Commission has three main option when deciding on how to 

take the green bond standard forward. It could either remain a voluntary, non-legislative 

standard in line with the TEG’s recommendations, it could become a mandatory standard 

forcing all issuers to comply with it, or it could take the middle road by utilising the comply-

or-explain approach, in which issuers are expected to adhere to the standard but are given a 

certain leeway in how they apply the requirements. 

It is the TEG’s recommendation that the EU-GBS become a voluntary standard in line with 

current market practice. It expects that even a voluntary standard will gain popularity among 
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European issuers quite quickly294, as it not only introduces some of the elements that the market 

has been missing (namely a coherent definition of green), but a voluntary standard is perceived 

by issuers as more easily digestible, thus promoting both adherence and market growth.295 

Leaving the decision of whether to comply with the requirements of the EU-GBS seems like a 

missed opportunity to prevent greenwashing attempts296 and to bring some sorely needed 

coherence to the market. Voluntary standards and guidelines already exist on the market, and 

if the EU-GBS is perceived as too stringent, the environmental impact criteria are too complex, 

if it entails too burdensome reporting requirements or too expensive accreditation procedures 

bringing little to no added value, issuers might not be motivated to align with the EU-GBS.297 

This could diminish the role of green bonds in financing the battle against climate change298. 

Subsequently, a voluntary standard should only be a first step in a longer chain of events. 

Existing standards have unfortunately not been able to ensure the kind of credibility that is 

needed if the green bond market is to play a key role in the fight against climate change. 

Creating another voluntary standard, while it may have admirable ambitions and introduce 

some welcome additions, simply creates yet another layer in the already tiered green bond 

market, which can be confusing and tiring for issuers and investors alike.  

A more environmentally effective approach could be the introduction of an EU-GBS based on 

the principle of comply or explain, obligating issuers to comply with the standard unless the 

issuer can present adequate justification for deviating from any particular requirement. This 

would allow for some leeway in the application standard, enabling them to make adjustments 

based on their own capabilities, and avoid issues caused by a ‘one size fits all’ mentality.299 If, 

however, deviations were not allowed, i.e., the EU-GBS became a mandatory standard based 

on a legislative measure, the problems and confusion caused by multiple similar, yet different 

standard could be eradicated. A voluntary standard has no way of enforcing its rules and 

requirements, and they do not impose any concrete sanctions in case of non-compliance. If 

issuers perceive the voluntary EU-GBS to be cumbersome in any way, they may simply find 
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guidance elsewhere if they can choose whether to follow a certain standard. Ergo, the EU-GBS 

is made redundant.300 All of green finance could suffer immense damage unless increased 

transparency and clarity becomes the norm, which is why clear, stricter, and – most importantly 

– legally enforceable rules are necessary.301 Moreover, a mandatory standard could for the first 

time confer actionable rights to bondholders if the green bonds are not as green as they set out 

to be. In the current deregulated climate, a bondholder has no legal basis for demanding that 

the issuer fulfil their green promises. If an issuer fails to use the proceeds of the bond as 

promised, this could be considered an event of default according to the terms and conditions 

of the bond, which would allow the bondholders to demand the recourse of their investment.  

Nevertheless, even a mandatory standard must retain some degree of flexibility. If overly 

restrictive, it risks excluding innovations and cannot account for regional differences.302 In any 

case, because the EU-GBS only concerns green bonds, it would be beneficial if it were paired 

with an additional measure that imposes a strict ‘do no harm’ policy on all bond issuances, 

meaning that projects with questionable environmental claims cannot be financed under an EU 

issuing scheme. According to the EU’s obligations under the Paris Agreement, all financial 

flows must be aligned with low-carbon pathways, which means that a project cannot 

significantly harm any of the environmental objectives set forth in the Taxonomy Regulation, 

even if the projects does not substantially contribute to any of them.  

After having analysed the pros and cons of green labelling schemes, another aspect to consider 

is whether certification under any scheme is even worth it. Receiving a green bond certification 

is not something that happens automatically. It is a service the issuer must pay for. This prompts 

the question whether acquiring a certification and paying the associated costs is worthwhile for 

the issuer, especially when considering the oftentimes lower yield of green bonds compared to 

that of vanilla bonds. Oftentimes, issuers are willing to pay for the certification because it instils 

confidence in the investor and attracting investor attention is often considered to be worth 

paying the external verifier to confirm that the bond is indisputably green.303 There are 

normally two sets of costs for green bond certification: internal and external costs. Internal 

costs accrue from the issuer’s internal processes related to creating, issuing, and managing the 
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bonds, including ensuring that the bond meets, but these are difficult to quantify as issuers 

seldom disclose these numbers. External costs consist of expenses paid to the external verifier 

plus the certification fee itself. The issuer can choose between a one-time certification or 

ongoing evaluation throughout the bond’s maturity.304 However, even with low certification 

fees, some issuers still find the total cost of having their bond certified as green to be too high. 

High certification fees and cost-intensive internal administrative processes, e.g., laborious 

reporting requirements, could possibly deter issuers from acquiring external verification or to 

engage a less reputable verifier, which might consequently increase the risk of greenwashing. 

This could be prevented through a mandatory certification system with relatively low 

associated costs, and this is something the final version of the EU-GBS must take into 

consideration. 

Finally, we must ask ourselves whether this proposed EU-GBS is appropriate considering its 

objectives, which can be boiled down do an even simpler query: will it work?  It needs to. Since 

1990, the EU has cut its greenhouse gas emissions by approximately a quarter305, and – while 

a positive change – is nowhere near enough and certainly out of line with both the EU’s goal 

of carbon neutrality by 2050 as well the Paris Agreement’s ambition to limit global warming 

to 1.5ºC by the end of the century. Sticking to current comfortable arrangements and easily 

digestible regulation will not do the trick, and disruptive measures are necessary if these goals 

are to be achieved.306  

Adopting an EU-wide standard does not automatically mean that all problems are solved. It 

has been estimated that a large proportion of currently outstanding bonds would not be 

compliant with the EU Taxonomy and therefore not align with the EU-GBS. The complicated 

and potentially discouraging criteria set forth in these standards can certainly deter from 

striving for alignment with the EU-GBS.307 Generally, the “effectiveness of a standard may be 

measured as its environmental consequences, which is the product of its scope, adoption rate, 
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and stringency.”308 If the EU-GBS sets out too stringent rules requiring both considerable 

administrative procedures, e.g., process management and data collection for reporting 

purposes, and if it turns out to be too costly, it may even spur the creation of even more 

standards that do not have the same issues.309 

However, the role of the EU-GBS should not be exaggerated, either. It must not be forgotten 

that green bonds themselves are not the solution to climate change. They can be a useful tool 

in promoting investment in projects, technologies, and solutions that can at least mitigate the 

effects of climate change, but green bonds will not solve climate change on their own. It is the 

projects they finance that make an actual difference, and the green bond is just a means to an 

end310, but if done right, green bonds can be an integral tool in the pursuit of environmental 

sustainability. By creating a comprehensive standard with clear cut definitions of which 

projects can be considered green and which provides the tools for understanding the 

environmental impact of projects, the EU is addressing some of the main barriers to 

development of the green bond market, i.e., the lack of regulation and standardisation as well 

as the confusion regarding the term ‘green’’ and is thereby taking a step in the right direction.  

That is not to say that the EU-GBS will be the be-all and end-all of green bond standards. Its 

lacklustre and market-centric approach based on the “if it ain’t broke, don’t fix it’ mantra is not 

near satisfactory when considering its grandiose claims about its ability to battle climate 

change.  

Unfortunately, the EU-GBS, much like the EU Green Deal and the climate law proposed 

thereunder, sends a powerful message but does not have the substance to back it up. This does 

more harm than good311, and certainly do not instil confidence in its ability to battle climate 

change. The main problem with the EU-GBS in currently proposed form is that the ‘if it ain’t 

broke, don’t fix it’312 approach is pointless and near absurd when considering the aim of 

promoting environmental sustainability, and seems even more so when remembering that 

current voluntary schemes have been unable to address the barriers to market growth. In no 
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way can the EU-GBS ensure that the issuers who benefit from it operate sustainably, despite 

them using it to finance the odd project, which might be environmentally friendly. As it is 

currently proposed, the EU-GBS is simply another system for selling bonds under a new, shiny 

green label.313 A quote from the 2014 film The Interview springs to mind: “Same, same, but 

different, but still same.”314 I conclude that, given the purpose of the EU-GBS as well as the 

ambitious objectives set out therein, anything short of (to some extent) mandatory regulation 

will make a marginal difference to the field of green finance and will most certainly not be 

sufficient in ensuring that both the EU’s goal of climate neutrality by 2050 as well as the Paris 

Agreement’s goal of a maximum 2ºC increase in global temperature are achieved. 

If we wish to save this planet we call home, decision-makers must take a resolute 

environment-centric approach and focus on what is best for the climate, not what feels 

comfortable to market participants. The rules of the environmental game can no longer be as 

cottony as they have previously been, and this must be changed now before it is too late. Even 

though baby steps are being taken in the right direction, the new label should not distract from 

the ultimate goal, which is to protect the environment and, ultimately, ourselves.315 Through 

all of this, one thing remains certain. 

It is not that easy being green.
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“So we will have to live with climate change. We will have to find meaning and joy 

in a world that increasingly fails to resemble the one in which we came to 

consciousness. The biota will change, diversity will diminish, weather will be less 

stable, skies will be different, and it will become increasingly difficult to relate to 

the old stories and tales. We will have to live in the knowledge that this is not like 

"an asteroid from space," but the result of patterns of human action in which we 

persist.1 For some, this will mean grief and guilt. For others, it will mean suffering. 

For still others, it will be just another day at the office. This will be life in the 

Anthropocene. Climate change will trouble us but there is no magic bullet solution. 

John Wayne is dead and there is no Colt .45 peacemaker in sight.” 

Dale Jamieson, ‘Climate Change, Consequentialism, and the Road Ahead’ (2013) 

13 Chicago Journal of International Law, p. 468. 

 

 

1 Eric A. Posner and David Weisbach, Climate Change Justice (Princeton University Press 2010), p. 75. 


