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Why should we focus on green finance?
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Context & Motivation

CLIMATE CHANGE 2023
Synthesis Report

Summary for Policymakers

A Report of the Intergovernmental Panel on Climate Change

e “Climate crisis calls for rapid SRS
transformation of societies” N )

environment

UN®

environment

programme programme

The Closing Window @ Too Little, Too Slow

Climate crisis calls for rapid transformation Climate adaptation failure
of societies puts world at risk

* Too little is being done

Emissions Gap Report 2022 Adaptation Gap Report 2022

https://www.unep.org/resources/emissions-gap-report-2022

Eﬂ https://www.ipcc.ch/report/ar6/syr/
E’g https://www.unep.org/resources/adaptation-gap-report-2022 3
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Context & Motivation -
IPCC
. . INTERGOVERNMENTAL PANEL ON Climate chanee
*More frequent and intense extreme events, widespread :
adverse impacts and related losses and damages to nature and Climate Change 2022
people Impacts, Adaptation and Vulnerability

Summary for Policymakers

*Global warming, reaching 1.5°C in the near-term, would cause
unavoidable increases in multiple climate hazards and present
multiple risks to ecosystems and humans

*Complex, Compound and Cascading Risks

*If global warming transiently exceeds 1.5°C in the coming
decades or later (overshoot), then many human and natural e
systems will face additional severe risks, compared to & e
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*Disproportionate impact on poor and vulnerable population

https://www.ipcc.ch/report/ar6/wg2/chapter/summary-for-policymakers/

4



https://www.ipcc.ch/report/ar6/wg2/chapter/summary-for-policymakers/

EURO-MEDITERRANEAN ECONOMIST ASSOCIATION

Context & Motivation

ECOLOGICAL
THREAT
REPORT

Areas tackled:

- Food security

- Water security

- Natural disasters

- Disasters and conflict displacement ETRSCOR
1 | I e——1
Very Low Low Medium High Extremely High Not Included

E: https://www.economicsandpeace.org/wp-content/uploads/2022/10/ETR-2022-Web.pdf
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Coming to climate change and protection of our planet:
All countries, all sectors, everyone needs to act!
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Green finance
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Definition of green finance

*What is green finance?

*No precise and established definition for green finance up to now!

*UN Environment Program: Green financing is to increase level of financial flows (from
banking, micro-credit, insurance and investment) from the public, private and not-for-profit
sectors to sustainable development priorities

*People’s Bank of China: “Green finance policy refers to a series of policy and institutional
arrangements to attract private capital investments into green industries such as
environmental protection, energy conservation and clean energy through financial services
including lending, private equity funds, bonds, shares and insurance”

Government of Germany: “Green Finance is a strategic approach to incorporate the financial
sector in the transformation process towards low-carbon and resource-efficient economies,
and in the context of adaptation to climate change.”
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Distinction between ‘green finance’, ‘sustainable finance’,

‘climate finance’ and ‘low carbon finance’ e
Development
I i' I I

Social Economic Governance

Environmental

Climate change Other
adaptation environmental

Climate change

mitigation

“Low-carbon”’
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Main challenges for green finance?

*Challenges within the Green projects:
*New in the market
*Lack of information
*Technology risk
*Uncertainty associated with it
*Sometimes long term investment is required

*Lack of consistency in the definition of green

*Measuring and assessing green finance (EU taxonomy but ...)
*Lack of policy and regulatory guidance

*Green washing
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*Introduction of dedicated products for
sustainable projects are challenging: classification
and reporting which are necessary in order to
prevent green-washing (EU taxonomy)

*Balance between ensuring that only genuinely
sustainable projects benefit from favorable
conditions while not rendering the program
unattractive due to the bureaucratic burden that
comes with it

*In addition to a lack of policy and regulatory
guidance
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Green washing

FIGURE 1. INVESTORS’ REACTIONS TO AN ALLEGED GREENWASHING CASE
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Note: Monthly change in share prices, %.
Sources: Refinitiv, ESMA.

Source : EBA (2023)
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Green washing

*The EU has taken steps to address and tackle greenwashing...

*Definition of green washing

European Supervisory Authorities -ESA (2023): practice where sustainability-
related statements, declarations, actions, or communications do not clearly and
fairly reflect the underlying sustainability profile of an entity, a financial product,

or financial services. This practice may be misleading to consumers, investors, or
other market participants.

Source : EBA (2023)
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EMEA FIGURE 3. THE MULTIPLE DRIVERS OF GREENWASHING RISKS 'ASSOCIATION

Greenwashing as a conduct issue: market players are incentivised to gain a
commercial advantage by mlsleadmg customers/ investors

Building blocks for well-functioning ESG markets Drivers of greenwashing

Gaps and inconsistencies

Resource constraints, limited expertise

Lag in transformation, limited incentives

Limited quality and availability

Literacy gaps, fragmented labelling landscape

\ /)
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Reporting: How to measure green finance?

*One way to do it: A Bottom-up Approach to Track Existing Flows

DEFINE 4 ESTIMATE » AGGREGATE 4 COMPARE

= Project level:

ol Via Use of Proceed classifi- o € <J /V
cation (intended use of =€ - / e II I

Project level finace)

d activity):
(financed activity) Industry level:

100% green Via industry of operating
company

0% green ¢ amount of total green $of total green finance
l I finance and % share needed per country,
® XX% green Industry level: Industry level compared to all financial estimated via:

Via industry estimate (e.g. WS DOT-COUNEEY: n
% of certified sustainable f P Y Country NDCs

agriculture, energy efficient P
construction) Project level

Company level: | . T st
Via green revenue share of Financier ' Company
each operating company

Country level Supply Demand

—Via industry —Pledges by companies,
—Via financial instrument investors

—Academic research

EE Source: WB (2014) : https://documentsl.worldbank.org/curated/en/148291573020848322/pdf/Executive-Summary.pdf
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Green finance perspective in the Mediterranean region

*The UAE leads sustainable finance practices in the region e UN®
*Morocco is at an advanced stage Suomall Yo
*Egypt is preparing to develop its national sustainable finance
framework. | | . o | Promotin
*Jordan and Bahrain have committed to aligning their financial Sustainable
systems to finance their sustainable development agenda. Finance and
*Saudi Arabia’s national policy framework has been driven Cll L* Fmance
mainly by economic diversification reforms to reduce their oil m the Arac
dependence and increase the contribution of their non-oil - Reg h"& ¥

sectors to GDP, while also increasing private sector
participation.

Source: https://www.unepfi.org/themes/climate-change/promoting-sustainable-finance-and-climate-finance-in-the-arab-region-2/
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What about “green guarantees”

*The need for them is somewhat obvious, right?

Share your opinion...

19
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What about “green guarantees”

*The need for them is somewhat obvious, right?

- Nature of green investment and risk associated with it
- Regulatory restrictions and the portfolio obligations for green asset
- ESG factors

- Supporting green transition through financial inclusion
- Interest of doners

20




EURO-MEDITERRANEAN ECONOMIST ASSOCIATION

Your role as providers of “green guarantees”

Credit guarantee schemes =2 help to bridge the initial phase of uncertainty of
MSME financing of green projects by:

v Improving the bankability of transactions, where collateral is poor

v Encouraging lenders to provide financing to target groups by sharing credit risk
v'Creating market learning opportunities for green business and technologies

v Improving the ability of lenders to price risk for MSMEs and green projects

v'Helping banks to initiate and grow their green lending business by revealing
new clients

EEEEEEEEEEEEEEEEE




Toolkit for Impact Evaluation of
Public Credit Guarantee

Schemes for SMEs

*Evaluating a CGS’ impact is necessary to account
for the effective use of public resources,
measure the achievement of the CGS policy
objectives, and improve its performance

*The Toolkit reviews a variety of impact
evaluation techniques and proposes a selection
process for an impact evaluation framework
that is rigorous, credible, and at the same time
practical, straightforward, and relatively
inexpensive to implement.
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Toolkit for Impact Evaluation of Public
Credit Guarantee Schemes for SMEs

Prepared by the Secretariat of the Task Force for the Development of a Toolkit
for Impact Evaluation of Public Credit Guarantee Schemes for SMEs

G. ©
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Financial

_.0oan amount
_.0an collateral
_oan interest rate

Loan tenor (months/years)

Definition of Indicators

Outcomes to be
measured

Economic

e Firm investment
e Firm sales

e Firm exports

e Job creation
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Environmental

e Carbon emission reduction

e Impact on biodiversity
protection

e \Waste management
e Energy consumption
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Key Issues with Evaluations

*Measuring impact is not an easy task and involves a trade-off among
evaluation techniques and budget considerations, among others.

‘Methods:

*Quantitative approach vs. qualitative approach.

*Quantitative methods can provide clearer answers but are technically
challenging.

*Qualitative techniques are easier to implement but cannot provide reasonable
estimates of the impact.

*Cost:

*Evaluations can be costly, especially data collection, and therefore to be
justified stakes should be high.

e Little should be known about the CGS impact
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What about “green guarantees”
Guarantee Institution

Promoters of the
» Cases for green guarantees Sustainable Transition

.~

Brussels, September 2023

EEEEEEEEEEEEEEEEE




Thanks to the EMGN family

CREDIT GUARANTEE
SCHEMES' STRATEGY
AND REGULATION

EMGN

GUARANTEE
SCHEMES TO FOSTER
ACCESS TO
EINANCE IN THE
MEDITERRANEAN



