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What can green finance do in

the age of carbon neutrality?

By Oliver Rui

reen finance refers to

financing and investment

activities that benefit the

environment and further
sustainable development. These ben-
efits include the reduction of air, water
and soil pollution, reduction of green-
house gas emissions, more efficient use
of resources and mitigation of climate
changes.

Green finance facilitates a shifts to-
wards a greener economy through
market-based financial incentives.
Financial institutions such as banks,
for example, can increase their financ-
ing capacities for green industries, and
government authorities can incorporate
more financial facilities for these indus-
tries into their policy-making. Green
finance can be realised in the form of
various products such as green credit,
green bonds, green investment funds,
green insurance, green securities funds,
as well as carbon trading, carbon assets
and carbon derivatives.

Green Credit

In China, green credit accounts for
over 95% of all green financial prod-
ucts. These include loans issued to
environmentally beneficial projects at
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more favourable interest rates or on
more favourable terms compared to
those with negative environmental fall-
outs. In 2020, green loans amounted to
12 trillion RMB, accounting for nearly
7% of all green credit. These loans
mainly go into two major categories: 1)
transportation, warechousing and ship-
ping, and 2) electricity, heating, gas,
and water production and supply.

Green Bonds

The funds collected as green bonds are
mainly used to finance improvements
in energy conservation and emissions
reductions, green urbanisation, clean
energy, the circular economy, water
conservation, ecological farming and
forestry, low-carbon industries and
more. The issuance of green corporate
bonds peaked in 2019, with a total of
350 bonds worth 300 billion RMB be-
ing issued.

Green Equity Financing

There are also dedicated private equity
and venture capital funds for green
industries and companies in the area
of equity financing. These funds differ
in that they offer not only funding for
listed companies in green and environ-

ment-friendly industries, but also ser-
vices in operations management. They
generally have longer maturities and
focus more on long-term yields. They
also offer an effective alternative for
SME:s and start-ups which struggle to
obtain loans from banks.

Carbon Trading

Carbon trading is a market-based
policy tool used to reduce greenhouse
gas emissions. Quotas are stipulated
for various industries and enterprises
that are incorporated into the trading
system. These quotas can be granted
by governments or purchased through
auctions or through trading with other
companies. Carbon trading allows
enterprises to offset part of their emis-
sions with the amount of reduction
they have realised.

Carbon trading serves as an incentive
for new energy or non-fossil fuel sec-
tors and a constraint on industries rely-
ing on fossil fuels. The combination
of these two forces helps to enable the
improvement of energy use efficiency
and to curb environmental pollution in
a cost-effective manner.

It is forecasted that by the end of 2021
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EG It could be possible to recreate traditional
financial services, replacing traditional

underlying assets with carbon, thereby bringing
an entire new segment into being.

the total trading volume on the carbon
trading market this year will be 250
million tonnes worth 6 billion RMB.
By 2030, when China is expected to
reach its carbon peak, the accumulated
carbon trading volume will likely be as
high as 100 billion RMB.

At present, most of the enterprises
involved in carbon trading are in the
energy industry. In the future, however,
the carbon trading market will expand
to include other industries such as
petrochemicals, chemical engineering,
building materials, steel and iron, pulp
and paper and civil aviation.

What kinds of carbon financing
products are there on the market?

Apart from carbon trading, there are
various financial products with carbon
as their underlying asset available. For
example, it is now possible to bor-
row or lend carbon assets, whereby
borrowers borrow carbon assets and
return both the assets and agreed yields
at a certain point in the future. There
are also carbon bonds and carbon-
based ABS (asset-backed securities),
whereby issuers obtain financing for
their carbon-related activities via debt
or ABS issuance. In addition, it is also

)

possible to sell and repurchase carbon
assets, whereby quota holders can sell
their quotas and repurchase them later
at an agreed price in the future.

Carbon financing has significant impli-
cations for emissions-controlling en-
terprises. These innovations can lower
costs for emission-controlling enter-
prises, for example, through derivatives
trading, allowing them to lock in future
trading prices and spread the risk of
future price volatilities. Companies
can also earn interest by lending their
carbon assets to companies that require
them to honour their contractual obli-

gations. By issuing carbon bonds and
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green bonds, companies can also enjoy
policy-based government subsidies,
and by issuing carbon funds, they have
access to more financing options. Ul-
timately, as this is a brand new area, it
could be possible to recreate traditional
financial services, replacing traditional
underlying assets with carbon, thereby
bringing an entire new segment into
being.
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