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CHAPTER 11

Sustainable Finance: Trends, Opportunities
and Risks

Mario La Torve and Helen Chiappini

11.1 INTRODUCTION

Interest in sustainable finance—and any other investment supporting the
creation of positive social and environmental effects—has grown over the
last ten years. Following the global financial crisis, investors and policy
makers reconsidered common financial schemes, business models and
products through the lens of sustainability issues. Policy makers inter-
cepted the growing trend and moved on with a set of new regulatory
proposals. This was particularly true in the European Union where several
regulations were proposed by the European Commission. Many of these
issues are still open on both the theoretical and practical side.

This chapter aims to summarize some of the main trends, opportunities
and risks linked with sustainability and, in turn, with sustainable finance.
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The chapter is structured as follows. Section 11.2 outlines recent trends
in sustainable finance. Section 11.3 discusses some of the main opportuni-
ties and risks linked with sustainable finance.

11.2  RecenT TRENDS

Of the different trends characterizing sustainable finance, here, we con-
sider the following three: a growing investors’ preference toward sustain-
able finance, the spread of sustainable business models and, finally, the
emerging policies and regulations targeting the industry.

11.2.1  Investors’ Preferences Toward Sustainable Finance

Investors are orienting their preference toward sustainable investments
(Credit Suisse 2019; Global Sustainable Investment Alliance—GSIA
2019). GSIA (2019) estimated that sustainable investments in Europe,
the USA, Japan, Canada, Australia and New Zealand have grown by 34%
since 2016, accounting for USD 30.7 trillion in 2018. The GSIA Report
also estimated an investor’s preference toward negative screening (USD
17.5 trillion), although different investment strategies spread across the
geographical areas. In Europe, negative screening is the most common
investment strategy, while in Japan corporate engagement and sharehold-
ers’ action are the preferred strategies. In the other areas—the USA,
Canada, Australia and New Zealand—the environmental, social and gov-
ernance (ESG) integration strategy prevailed.

Several surveys highlighted that young generations pay great attention
to how their savings are invested and, in general, appear sensible to the
theme of sustainable investments (Credit Suisse 2019; Schoroders 2018).
Specifically, Schroders (2018) pointed out that 52% of younger people
invest in sustainability compared to 28% of oldest generations. Although
this is encouraging data, such reports often omit to note that most of the
wealth is currently in the hands of the oldest generations, so the amount
of wealth that could be invested in sustainable finance is only a small pro-
portion. The moral pressure that younger generations have on asset man-
agers, however, appears relevant and able to generate a progressive shift in
the asset managers’ investment strategies.
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11.2.2  Sustainable Business Models

Sustainability issues have positively contaminated traditional business
models and a new concept of business models for sustainability has
emerged over the last years (Stubbs and Cocklin 2008; Schaltegger et al.
2016). Traditional financial business models have been also (positively)
influenced by sustainability challenges (La Torre et al. 2019) and innova-
tive business models looking toward sustainability have been developed by
the banking industry (Yip and Bocken 2018). The banking industry’s
commitment to sustainability was recently confirmed in the signing of the
“Principles for Responsible Banking” (UNEP 2019a). In September
2019, 130 banks—managing one-third of the assets in the worldwide
banking industry—signed an agreement toward climate change and
inclusive growth. Such Principles include the sustainability alignment of
banking activities “to be consistent with and contribute to individuals’
needs and society’s goals, as expressed in the Sustainable Development
Goals, the Paris Climate Agreement and relevant national and regional
frameworks” (principle 1, UNEP 2019a p. 3). To do so, banks should
incorporate the impact and risk assessment of sustainability in their
day-to-day activities, in addition to defining proper sustainability targets
(principle 2, UNEP 2019a). Similarly, the insurance industry has launched
public consultation on the first guide for the inclusion of environmental,
social and governance factors in the business strategy of non-life insurance
companies (UNEP 2019b).

When traditional business models for sustainability are not able to meet
the growing sustainability issues, collaboration between public-private
actors may help in the achievement of social and/or environmental goal.
This is, for instance, the case with collaborative business models (Austin
and Seitanidi 2012). Significant support in contrasting emerging social
and environmental needs may come from social impact bonds (La Torre
et al. 2019) and other financial architectures, based on the pay-by-
result scheme.

11.2.3  New Policies and Regulations

Sustainable finance currently works outside a specific regulatory frame-
work. However, several actions have recently emerged aimed at regulating
some specific aspects of sustainability and financial products labeled as
“sustainable.” The European Commission represents one of the most
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dynamic actors within the sustainable finance panorama (Birindelli et al.
2020; Quirici 2020). However, other countries have also set some policies
and regulations on sustainable finance. For instance, Russia is attempting
to legally define what green banking is (UN 2019), while Italy has already
included a formal definition of ethical and sustainable banking in its
Banking Law (Bittucci 2020).

Other policies on green bonds spread around the world. For instance,
green bond guidelines were released by the Santiago Stock Exchange and
by the China Securities Regulatory Commission and People’s Bank of
China (UN 2019).

All regulations and policies related to sustainable finance bring the
great advantage of shedding light on when a sustainable finance institution
(i.e., green bank) or product (i.e., green bond) may be properly consid-
ered sustainable. By contrast, such policies and regulations often do not
appear harmonized and coordinated in different markets. The Global
Financial Markets Association (2019 p. 13) properly noted that A better-
aligned set of regulatory vequivements wounld help institutions to focus their
business models to support the scale and pace of change vequired to meet sus-
tainability goals. While each juvisdiction has its own policy issues and priovi-
ties, individual juvisdictional policies could impact how firms operate
globally, so flexibility should be ensured. Dialogue between authorities across
borders is critically important to avoid market fragmentation.

11.3 OPPORTUNITIES AND RISKS
OF SUSTAINABLE FINANCE

The rise of sustainable finance, and more in general, the worldwide spread
of awareness for sustainability issues, drives several considerations.

The reorientation of investment strategies is part of a more global sus-
tainability movement aimed at fostering sustainable consumer attitudes
and, through this, aimed at reorienting firm production. This worldwide
movement is obtaining good results: a recent study from New York
University (2019) highlighted that products labeled as “sustainable prod-
ucts” are bought 5.6 times more than “not sustainable” products.
Similarly, Accenture (2015) estimated that the transition toward a sustain-
able economy may generate profit opportunities for around USD 4500
billion per year. At least two main issues seem to emerge from such data:
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first, the so-called risk of greenwashing and, second, the risk connected to
the transition toward a low-carbon economy. Consumers (and investors)
are exposed to the risk that both consumer products and financial prod-
ucts labeled as “sustainable” are not materially sustainable. The awareness
of this potential issue seems higher than in the recent past, when little
research (e.g., La Torre and Chiappini 2016; Chiappini 2017) considered
this aspect. Several policy makers are currently working on how to protect
consumers against the risk of greenwashing. An example can be found in
the Technical Expert Group’s (2019) taxonomy on green activities. The
taxonomy, however, poses new and relevant issues in term of transitional
risk. The GSIA (2019), for instance, observed that Overly-restrictive tax-
onomies that ave too limiting in what is considered “green” or too aggressive
in labeling assets or activities as “brown” may exclude scalable dimensions of
sustainable finance that could aid companies’ transition efforts. Thus, pol-
icy makers working on the prevention of greenwashing must pay attention
to balancing market protection and market incentives with the purpose of
not compromising the investors’ green push.

On the other hand, a fast transition toward a green economy may nega-
tively impact the financial industry. Several Central Banks and policy mak-
ers are currently working on stress tests and guidelines (Bank of England
2018; European Banking Authority 2019; UNEDP 2019a, b).

Finally, the Paris Agreement and the urgent need of a “green new deal”
seem to have tarnished the other side of the coin: the social issues and the
sustainability of public expenditure.

This pathway is defined by the need to seek private capital and recon-
vert production process, on the one hand, and, on the other, by the risks
of greenwashing, so that a 4.0 sustainable finance must be found.
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