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1 Introduction

The launch of the United Nations’ Sustainable Development Goals (SDGs) in 2015,
and the agreement reached in Paris the same year to combat climate change—so-
called Paris Agreement—, have provided a strong signal about the political will to
transition towards a resource-efficient, low-carbon and resilient growth model.
They have made clear that action by the public sector is critical, but not enough to
address priority societal challenges like food security, climate change, poverty erad-
ication, inequality and prosperity. The international community counts heavily on
the private sector to address such challenges, and the agreement sealed in December
2018 by 196 states at the Katowice Climate Change Summit (COP24)—the “Paris
rulebook”—further signal the call for action and the direction of travel.

The private sector has started to react to this call for action. Over 2013-2016, for
example, private resources accounted for around 87% of total investments in renew-
able energy (IRENA and CPI 2018; Buchner et al. 2017). However, while the over-
all positive trend is good news, we are falling far short of what is needed to achieve
global climate and sustainable development goals and, to limit global average
warming to 1.5 °C above pre-industrial level—one of the Paris Agreement’s over-
arching goal. To these ends, as noted by the IPCC’s 2018 Special Report, rapid,
far-reaching and unprecedented changes are required in energy, land, urban, infra-
structure and industrial systems (IPCC 2018).
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To allocate capital towards high-impact projects that address some of the most
urgent problems the world is facing, corporations, investors and financiers would
need to realize that the SDGs make business sense. Existing estimates are already
highlighting the investment case: a study from the Business and Sustainable
Development Commission (BSDC), for instance, states that achieving the SDGs
could open up US$ 12 trillion (more than 10% of global GDP) worth of market
opportunities in food and agriculture, cities, energy and materials, and health and
well-being alone, and 380 million new jobs by 2030 (BSDC 2017).

In food and agriculture, in particular, BSDC (2017) estimates that a system in
line with the SDGs has the potential to create new economic value of more than
US$ 2 trillion by 2030; it would also be much more capable to withstand climate
shocks and deliver nutritious, affordable food for a growing world population. The
untapped investment potential is significant considering, as a proxy, how much
resources are currently flowing towards “climate-smart” agriculture forestry, land-
use, and natural resource management measures—about US$ 7 billion according to
the latest Buchner et al. (2017) estimates.

In the energy sector, the clean energy investment potential amounts to US$ 360
billion by 2030 according to Tonkonogy et al. (2018) estimates based just on the top
eight emerging markets alone. However, even as clean energy technology advances
rapidly, and technology costs continue to fall quickly, traditional financing
approaches are lagging. What has worked in the past for coal or gas does not neces-
sarily work for renewable energy or other sectors.

The real stumbling block is translating such opportunities and potential into con-
crete actions. This calls for a structural and systemic change in capital allocation
decision-making processes, risk management frameworks, and the use of appropri-
ate disclosure rules and impact assessment metrics. Investors and financiers would
need to deeply understand the relevance of the SDGs for their investment and
financing strategies, policy and asset allocation; they would need to know how con-
tributing to the SDGs will help them fulfill liabilities and clients’ expectations about
risk-adjusted returns (PRI 2017). Further, as noted for instance by the signatories of
the Dutch SDG Investing Agenda', they would also need to know through which
vehicles and financing models they could invest in SDGs-relevant activities, par-
ticularly so in sectors that constitute an untapped potential in high risk markets.

Such a structural and systemic change of the financial systems would need to
happen fast to meet the Paris ambition of restricting global warming to well below
two degrees Celsius above pre-industrial times and meeting the SDGs. Albeit emis-
sions of greenhouse gases (GHGs) are rising, not falling (International Energy
Agency (IEA) 2018a), these goals are not yet out of reach, but could be unless the
shifting of financial flows away from high-carbon and climate vulnerable industries
and assets towards ‘greener’ and resilient ones steps up a gear (IPCC 2018).

Against this background, this chapter aims to provide investors and financiers
with insights on the business case for SDG-informed capital allocation strategies
(Sect. 1), and on the instruments that can help deploying capital in activities sup-

'Launched in 2016, the Dutch SDG Investing Agenda is available at https://www.sdgi-nl.org/.
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porting the SDGs (Sect. 2). It focuses on, in particular, SDG 2 and 13 because of the
relevance and cross-cutting nature that agriculture and climate change—the core of
these two goals—have for the sustainability of food systems and the achievement of
the other SDG goals. Agriculture, the dominant occupation for the world’s poorest
people, in fact, accounts for 70% of water use (World Development Indicators 2018)
and it is both a victim and a cause of climate change. Unlocking global investments
towards sustainable agriculture can hence help make great strides on many SDG
goals. The final section concludes and provides suggestions on how to scale up
investments.

2 The Business Case for SDG Finance

Financial impacts, regulatory-related pressures, market dynamics and investment
opportunities are key reasons why investors and financiers should invest in climate
action (SDG 13). These aspects are evidenced by several facts described in the fol-
lowing paragraphs.

2.1 Financial Impacts Stemming from Unmanaged Climate
Risks Are Already Evident

If unmanaged, the risks arising from climate change can have direct and/or indirect
operational, strategic, financial and social implications that can spread across the
investment value chain (BOE 2018; TCFD 2017; GARI 2017), as highlighted by
Fig. 1.
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Fig. 1 Physical climate risks and related implications along the investment value chain. Source:
authors’ elaboration
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Such risks can emerge from physical climate risks and/or transition risks. The
former, physical climate risks, refer to the risks arising from the acute or chronic
physical effects of climate change. The latter, transition risk, refer to the risks result-
ing from the policy, legal, technology and market changes occurring in the shift to a
low carbon economy (TCFD 2017). Transition risk—also often described as
“stranded asset risk”—may involve the repricing or write-downs of carbon-intensive
assets that could quickly become unusable or reduced to lower/zero value.

Registered weather-related loss events, the impact of weather-related events on
the earnings disclosed by S&P’s 500 companies, and climate-led rating actions pro-
vide good insights on the financial materiality of environmental, climate and social
factors.

* Inflation-adjusted insurance losses have increased from an annual average of
around US$10 billion in the 1980s, to around US$ 55 billion over the past decade
according to Munich Re NatCatSERVICE statistics (2017). As noted by BoE
(2018), if such losses are insured, they can directly affect insurance firms through
higher claim. If uninsured, the burden can fall on companies impairing asset
values, and reducing the value of investments held by financial institutions. The
associated potential financial risk exposure is evident when considering that pub-
lic and private re/insurance entities only covered about 36% (US$ 80 billion) of
the economic damages caused by the exceptional Hurricane Season in the
Atlantic in 2017 (Benfield 2018).

e In 2017, 73 companies (15%) on the S&P 500 publicly disclosed an effect on
earnings from weather events according to S&P (2018). The average materiality
of events for the companies that quantified it was a significant 6%.

e S&P (2017) identified 717 cases where climate-related and environmental con-
cerns were relevant to credit rating, and 106 cases where climate-related and
environmental concerns factor resulted in a change of rating, outlook, or a
CreditWatch action.

If unmanaged, change-related risk could result in US$ 4.2 trillion expected losses
and, if global temperatures continue to rise, could reach as much as US$ 43 tril-
lion—30% of the entire stock of manageable assets (EIU 2015).

2.2 Financial Regulators Acknowledge That Climate Change
Presents a Systemic Risk to the Financial System

The changing international context defined by the Paris Agreement and the SDGs
has strengthened calls for thoughtful consideration on how regulation and policy
could be aligned with, and promote, investment practices and sustainable financing
to the goals and targets of these landmarks commitments (BCSD 2017a, b). This
call for action emerged also in light of the financial regulators’ recognition that cli-
mate change and policies to mitigate it could affect the ability of central banks and
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regulators to meet monetary and financial stability objectives (Carney 2015; BoE
2017). A too rapid transition towards a low-carbon economy could indeed lead to a
“climate Minsky moment” (Carney 2018).

Noteworthy regulatory-related development are Article 173 of the French Energy
Transition and the recommendations released in 2017 by the Task Force on Climate-
Related Financial Disclosure (TCFD)—an initiative established by the Financial
Stability Board under the request of the G20. Both assigned enhanced climate-
related reporting responsibilities to financial market participants. The former,
Article 173, sets out mandatory disclosure requirements to French institutional
investors who are now asked to explain whether and how their policies and targets
align with national strategies for energy transition. The latter, the TCFD, recom-
mends voluntary consistent disclosure of climate-related risks to companies in the
financial and non-financial sectors. By recommending scenario analysis referring at
least to the two degrees Celsius scenario envisaged by the Paris Agreement, it
prompts to a future-oriented approach for the identification, evaluation and manage-
ment of climate risks GIIN (2018).

The release of the Task Force’s recommendations prompted several Central
Banks and Supervisory authorities across the world to investigate the environmental
and climate-related risks for the financial sectors under their responsibilities (NGFS
2018). The Dutch Central Bank, for instance, following an evaluation of the climate
risks relevant to the Dutch financial sector, announced the introduction of climate-
related risks in its supervisory assessment frameworks (DNB 2017a, b). The Bank
of England, following similar work, is looking into enhancing the Prudential
Regulation Authority’s approach to supervising the financial risks from climate
change, and enhancing the resilience of the UK financial system by supporting an
orderly market transition to a low-carbon economy (BoE 2018; GIIN 2018).

2.3 Stakeholders and Shareholder’s Pressures Provide Clear
Signals of the Changing Market Dynamics

Many businesses, investors, industry groups and other stakeholders are increasingly
vocal about the need to urgently transition to a low-carbon economy to deliver sus-
tainable economic growth.

Key examples of stakeholders and shareholder’s pressures are:

e Larry Fink, Chief Executive Officer (CEO) of US$ 6.3 trillion asset manager
BlackRock Rock, recently called business leaders of the world’s largest public
corporations that they need to contribute to society if they want to receive the
company’s support (BlackRock 2018a). BlackRock also ramped up its investor-
stewardship initiative and proxy voting by making climate risk a primary issue
on which to engage portfolio companies (BlackRock 2018b). Other leading asset
managers have followed suit.
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e The Climate Action 100+ investors-led initiative—backed by 296 investors with
US $31 trillion in assets under management—targets 161 companies considered
systemically important greenhouse gas emitters. Its goal is prompting them to act
to reduce emissions across the value chain consistent with the Paris Agreement’s
below 2° goal (CERES 2018).

* 500+ corporations have committed to set science-based targets on their emis-
sions profile in line with two degree Celsius scenarios, to assist investors in
assessing their low-carbon commitments.?

* The wave of billion-dollar legal challenges demanding accountability for climate
change to the oil and gas industry. The number of cases across the globe reached
more than 1000 suits according to the litigation database of the Sabin Center for
Climate Change, and include e.g. the fraud investigations launched by two
American state against Exxon, and the law suit launched by nine cities and coun-
ties, from New York to San Francisco, to major fossil fuel companies—BP,
Exxon Mobil, Chevron, ConocoPhillips and Shell—seeking compensation for
climate change damages.

2.4 The SDGs and Climate Change Are Opportunities to Gain
Competitive Advantages

The SDGs and the Paris Agreement are opening opportunities for investment and
financial innovation. The Business and Sustainable Development Commission
(Business Commission for Sustainable Development 2017a, b, c) estimates that
SDGs could open up US$ 12 trillion market opportunities for the private sector.
Achieving the Paris Agreement holds the potential of generating over US$ 23 trillion
in climate investment opportunities according to estimates of the International
Finance Corporation (IFC 2016).*> FTSE Russell (2018)* estimates that the green
economy represents today 6% of the market capitalization of global listed companies,
approximately US$ 4 trillion which is about the same size as the fossil fuel sector.

These opportunities translate into the opening up of new markets, and new ways
of doing business and serving the existing customer-base to gain competitive
advantages (Trabacchi et al. 2018). These manifest as opportunities to finance/
invest in e.g.:

e Products and services helping to identify, assess and manage climate-related
risks, or other SDGs-related challenges e.g., technologies to improve efficiency
in the use of natural resources such as water

See  Science  Based  Targets  website:  http://sciencebasedtargets.org/2017/09/18/
more-than-300-to-set-science-based-targets/

3Estimates based on selected sectors in 21 large emerging markets - see IFC (2016) for details on
the methodology.

“See FTSE Russell (2018) for details on the methodology.
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Fig. 2 An investor’s view on Sustainable Development Investments. Source: APG and PGGM (2017)

e Projects or practices that reduce climate-related risk e.g. renewable energy
infrastructures

e Companies offering such products and services

* Green, social or sustainable securities such as green, social or sustainable bonds
issued to raise capital for use in projects or activities with the specific environ-
mental and/or social purposes

* Investment vehicles targeting sustainable companies or assets.

Banks and investors are already sizing these opportunities. The Bank of England
(BoE 2018), for instance, noted that banks are considering the opportunities related to
green finance through two main channels: their primary balance sheet activities (i.e.
“green” lending activities), and capital markets through e.g. securitization of green
projects and assets. Investors are also seeking to enhance their business proposition to
contribute to the SDGs. Some have already set ambitious financial targets to com-
municate their commitment or developed methodologies to identify investment
opportunities linked to the SDGs (APG and PGGM 2017, see Fig. 2).

3 Investment Approaches to Drive Capital
Towards the SDGs

Despite the relevant pressures and opportunities to seize, capital is not yet flowing
at the speed and pace required to ensure a sustainable future. A substantial shift
from brown to green is needed. This is particularly evidence by:

— The volume of fossil fuel investments, which still dwarf climate-related invest-
ments. When total upstream and downstream investments are included, fossil
fuel investment amounted to US$ 825 billion in 2016, more than double climate
investments estimated in US$ 383 billion by Buchner et al. (2017).
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— About 60% of world’s total primary energy supply still comes from oil and gas
sources (IEA 2018b—2016 data), highlighting that a major shift in the structure
of energy systems, and in related capital allocations, still has to happen. As an
example, banks’ exposure to the coal and mining industry is still significant. The
top 35 global coal-exposed banks are providing around US$75 billion to the coal
power industry and £58 billion to the coal mining industry during 2014-2016
(Rainforest Action Network 2017).

Key barriers hindering or slowing down the transition are:

e Lack of clear and consistent definitions of “sustainable” and “green assets” that
in turn leads to a lack of investment opportunities and identifiable green’ assets
(HSBC 2018; Green Finance Task Force 2018)

» Lack of data on the green investment opportunity (FTSE Russell 2018)

* Inadequate data for measuring both the SDGs and sustainability at large

* Knowledge, regulatory, risk coverage and viability gaps including e.g. counter-
productive subsidies (Trabacchi et al. 2015) or lack of clear guidance on interna-
tional and national low-carbon trajectories

e Fund managers and investors’ short-termism, and perception that sustainable
investments may come at the expenses of good returns—even though empirical
evidence shows the contrary (Nelson 2018)

* Inadequate integration of sustainability in the duties of institutional investors and
their asset managers (HLEG 2018)

* No alignment of financial incentives and the business models of intermediaries
with sustainable development (HLEG 2017)

e Ultimately, notwithstanding noteworthy process on carbon pricing initiatives, the
lack of an adequate and coherent carbon price that would appropriately capture
the so-called external costs of activities that produce carbon emissions.

Several efforts are ongoing to tackle these barriers, and innovative tools,
approaches and vehicles are emerging to help close the SDG funding gap and tap
into the related market opportunity. There is no silver bullet to financing the sustain-
able development transition. We need to think out of the box and when we find good
solutions, we need to scale and replicate them rapidly. New and transformative
instruments are needed to strategically use concessional capital to de-risk projects
and drive private sector investment.

One example of how to come up with solutions are public-private initiatives such
as the Global Innovation Lab for Climate Finance and its national Labs in India and
Brazil (the Lab).> The Lab is a public-private initiative engaging leading experts in
sustainable investment—from governments, development finance institutions,
investment banks, institutional investors and other private institutions. Its goal is to
unlock private investment in sustainable development at scale. It identifies, develops,
and supports the launch of new solutions that can tackle barriers and attract invest-

>For more information and the Lab’s impact see https://www.climatefinancelab.org/ and https://
www.climatefinancelab.org/wp-content/uploads/2018/04/Lab-Impact-Report-2018.pdf
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Unlocking Global Investments for SDGs and Tackling Climate Change 165

ment. Since the Lab’s start in 2014, it has developed and launched 35 innovative
financial instruments and business models that have mobilized over 1.4 billion dol-
lars for concrete projects in emerging markets. Many of these instruments combine
blended finance approaches, with public investors, impact investors, and institutional
investors working together to overcome financing or non-financing barriers.

The Lab’s experience highlights two noteworthy investment approaches, blended
finance and impact investing.

3.1 Blended Finance Can Attract Private Capital in High Risk
Markets

Blended finance—the strategic use of public and/or philanthropic funding to cata-
lyze private sector capital in SDG-related investments (IFC et al. 2017)—holds
much promise, particularly to attract private capital in in high risk markets/market
segments. Blended finance, in fact, allows to improve the risk-return profile of
investments, or improve a project’s probability of reaching financial close and of
delivering climate change-related benefits.

The Climate-Smart Lending Platform and the Climate Resilience and Adaptation
Finance & Technology Transfer Facility are two examples of innovative blended
finance instruments. Their endorsement by the Lab signals their innovative and
promising potential.

The Climate-Smart Lending Platform is a mechanism that brings together the
tools, actors and finance necessary to help lenders (traditional and non-traditional)
to manage climate risk in their loan portfolios, while incentivizing the adoption of
climate-smart farming methods by smallholders (see Fig. 3). The Platform aims to
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Fig. 3 The structure of the Climate-Smart Lending Platform. Source: The Lab (2016)
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Fig. 4 The structure of the climate resilience and adaptation finance & technology transfer facil-
ity. Source: The Lab (2017)

scale up climate-smart lending to smallholders, whilst reducing climate-related
default risk.

The Climate Resilience and Adaptation Finance & Technology Transfer Facility
is the only commercial investment vehicle to focus exclusively on companies pro-
viding technologies and solutions for helping businesses, financiers, and communi-
ties to manage climate risks (see Fig. 4). An example could be a company providing
precision agriculture data analytics, or drought resistant seeds and crops.

3.2 Impact Investing Can Accelerate More Inclusive
and Sustainable Financial Markets

Impact investing refers to an investment made into companies, organizations, and
funds with the intention to generate social and environmental impact alongside a
financial return®. A handful of impact investors have begun to raise capital, create
new products and proactively target and incorporate the SDG at various stages of
the investment cycle, thus making them the central focus of their investment
decision-making.

An example is Blue like an Orange Sustainable Capital and its Sustainable
Capital Latin America Fund I (Fund) aimed at catalyzing private debt capital into
SDG-relevant companies in Latin America and the Caribbean. The Fund has inte-

¢Source: GIIN web site accessible here https:/thegiin.org/impact-investing/need-to-know/#what-
is-impactinvesting
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grated the SDGs into due diligence, impact target-setting for each investment, and
impact monitoring throughout the duration of each loan.

Through the co-financing framework agreement Blue like an Orange established
with IDB Invest—a multilateral development bank—the company benefits from
IDB Invest’s proprietary evaluation system called DELTA. By using DELTA, IDB
Invest can rate the potential impact of a jointly-financed transaction at the outset, set
targets, monitor environmental, social, and governance (ESG) compliance, and
align its impact with the SDGs. Therefore, by co-financing transactions with IDB
Invest, Blue like an Orange can benefit from this tool, enhancing the ability to offer
investors state-of-the-art impact reporting.

4 Conclusions

The threat of climate change has never been more daunting. Mobilizing private
capital is a critical element of achieving the world’s climate and sustainable devel-
opment goals. This chapter sheds light on the business case associated with the
SDGs and the Paris Agreement for investors and financiers; it also offers insights on
concrete instruments and approaches that can help deploying capital in activities
supporting the achievement of these goals.

Financial impacts, regulatory-related pressures, market dynamics together with
investment opportunities and innovative investment approaches demonstrate a
sound business case for SDG investment. Blended finance instruments and impact
investment examples embody innovative approaches developed with the purpose of
unlocking global investments for SDGs and tackling climate change.

Yet, there is a need to go from pilots to scale. Despite the positive signs, the sus-
tainable finance market is still incipient and a major shift in public and private capi-
tal allocations needs to occur if we are to change the structure of economic systems
and minimize the impacts of climate-related risks. For this to happen, the success of
current approaches can be increased by targeting the high-impact opportunities;
adjusting the mix of financing instruments to address the most prevalent risks; and
achieving scale through replicating successes, building internal capacity across the
finance industry, supporting financial intermediaries and streamlining approval
processes.

This, in turn, requires a new collaboration amongst multiple actors, including:

* Regulators, government related and industry bodies as well as Stock Exchanges,
who can play a role in enhancing the availability of clear and consistent defini-
tions of “sustainable” and ‘“green assets”. They can also play a key role in
enhancing the availability of SDG and climate-relevant data and promote inves-
tors to embrace longer-term horizon to overcome short-termism. The efforts of
the High-Level Expert Group on Sustainable Finance established by the European
Commission and of the Task Force on Climate-related Disclosures go in this
direction and need to scale up further—particularly beyond EU borders.
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* Development banks, philanthropic organizations and practitioners, who can play
a role in attracting private capital in high risk markets by helping to expand the
reach and breadth of blended finance instruments.

* Investors and financiers, who can play a role in enhancing data availability and
promoting sustainability through the investment chain. They can do so by, for
instance, adopting the recommendations of the Task Force on Climate-related
Disclosures, scaling up engagement with the companies in their portfolios, and
systematically integrating the SDGs and climate-related risks in their in decision-
making processes, risk management frameworks and investment/credit policies.

Ultimately, we need to re-frame the climate finance challenge as one of mobiliz-
ing financial institution and industry realignment with the Paris Agreement’s Article
2.1.c. Mobilizing the finance sector to fully commit to a holistic approach to climate
change, which ensures consistency of all financial flows with the climate and sus-
tainable development goals will allow to truly mainstream SDG considerations into
finance.

“Exponential progress is necessary, and it is achievable. The moment has come
to move from knowing that it is achievable, to actually achieving it. And that is what
we’re gathered here to do. This is an invitation to join the journey of exponential
transformation” (cit. Figueres C. 2018)
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