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Foreword
The financial system underpins growth and development. In 2008 we witnessed some of
the world’s most sophisticated financial systems spawn the worst global financial crisis
seen in decades. As markets in some developed countries collapsed, others in both developed and developing nations were inevitably dragged down. In the wake of this global
financial crisis, recognition has grown that the financial system must be not only sound
and stable, but also sustainable in the way it enables the transition to a low-carbon, green
economy. Therefore to achieve the sustainable development we want will require a realignment of the financial system with the goals of sustainable development.
Aligning the financial system for sustainability is not some far-off notion, but is already
happening. A “quiet revolution” is taking place as policy makers and financial regulators
address the need to forge robust and sustainable financial systems for 21st century needs.
Concepts such as natural wealth and the circular, green economy have moved from the
margins to become the substance of economic strategies and policies for businesses and
nations. Clean energy will underpin tomorrow’s global energy system and there is little
doubt that the challenge, although considerable, is essentially one of transition.
With this in mind, UNEP established the Inquiry into the Design of a Sustainable Financial
System, mandated to explore options for aligning the financial system with sustainable
development, and guided by an international Advisory Council.
The Inquiry’s findings and proposals for action drawn from its work through dozens of
partners both at the national and international level, indicate that the financial system
can be transformed to better serve the needs of sustainable development. Moreover, the
Inquiry has highlighted the simple truth that such a transformation is essentially a matter
of public choice – a positive choice that is being made in an increasing number of countries
and across a growing portion of the financial system.
Progressing the alignment of the financial system with sustainable development will involve new actors, coalitions and instruments. Whilst much remains to be done, we believe
that UNEP’s Inquiry has established a grounded appreciation of the practical potential,
and of the policy choices that can be made in setting out to realizing that potential.
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A dv is ory Council
Com m enta ry
Recognition is growing of the pressing challenge of financing sustainable development,
and the opportunity it offers for channeling financial capital to productive, profitable and
more broadly beneficial uses. Making this happen needs financial and capital markets to
be aligned to sustainable development outcomes, the topic taken on by the United Nations Environment Programme’s Inquiry into the Design of a Sustainable Financial System.
As Advisory Council members, we share a commitment to connecting the agendas for
financial reform and sustainable development. We have provided guidance to the Inquiry
in its approach to its work, the assessment of its findings, and the implications for action.
Our engagement has been collective as well as through advice and active collaboration of
individual Council members. Our diverse backgrounds and perspectives have enriched the
Inquiry’s ultimate report, as well as reflecting differing views on some specific aspects of
the analysis and proposals. Reflecting on the Inquiry’s almost two year journey, of greatest
significance is that it has opened up a new arena in efforts to secure adequate financing for
sustainable development, notably by:
¥¥

¥¥

¥¥

Chronicling emerging leadership in including sustainability factors in the policies,
regulations, standards and norms that govern the financial system.
Building a baseline from which policymakers can work to achieve wider adoption of
emerging good practice.
Helping to build a growing community of practitioners focusing on these linkages.

The Inquiry’s specific findings and associated proposals effectively establish a foundation
for action to be taken – both amplifying and systematizing high potential measures, pointing the way towards further areas for knowledge development, and opening the way to
new approaches to learning for both developing and developed countries and international cooperation. This report’s key insights sum up the bottom line, that it is possible
and indeed necessary to improve key parts of the financial system for it to more effectively
serve the purpose of supporting the transition to an inclusive, green economy.
The Advisory Council sees the Inquiry’s global report not as the end of a process, but as a
launch pad for the continued development of this field of analysis and action. Much remains
to be understood, tested and elevated to the broader road map for tomorrow’s financial
and capital markets. We hope that the Inquiry’s grounded, collaborative approach is one
that can be carried forward to ensure that further developments happen in practice.
UNEP, finally, is to be congratulated in establishing this Inquiry into the Design of a Sustainable Financial System. Building on its earlier sustainable finance and green economy work,
UNEP has demonstrated its commitment to exploring new fields of action for advancing
sustainable development.
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Inquiry in Brief
Financing for sustainable
development can be delivered through action
within the financial system, as well as the real
economy.

Policy innovations from developing
and developed countries demonstrate
how the financial system can be better aligned
with sustainable development.

Systematic national action can now
be taken to shape a sustainable financial
system, complemented by international
cooperation.

1. HARNESSING THE FINANCIAL SYSTEM
Our economies, societies and environment are inextricably linked.
Challenges in one sphere invariably echo in others. Immense environmental challenges increasingly imperil lives - and livelihoods
- across the globe. Yet solutions, too, straddle economic, social and
environmental dimensions. And support for integrated responses
to the most difficult problems has never been greater. The international consensus on the Sustainable Development Goals and the
2030 Agenda has highlighted the imperative to act on the major
challenges issues of our time, and to find the sustainable pathways
that will support long-term solutions to these challenges.
The full potential of the financial system needs to be harnessed to deliver the transition to sustainable development. Whilst the effects of
the 2008 financial crisis continue to haunt the global economy, an
unprecedented recognition has emerged of the need to shape a financial system that is both more stable and more connected to the
real economy. Now a new generation of policy innovation is aiming
to ensure that the financial system serves the needs of inclusive,
environmentally-sustainable, economic development. These innovations in financial and monetary policies and regulations, along
with wider market standards are creating a critical nexus between
the rules that govern the financial system and sustainable development. The United Nations Environment Programme (UNEP) Inquiry
into the Design of a Sustainable Financial System has been established to explore this nexus and formulate options for aligning the
financial system with sustainable development.

❝From India onwards, all developing

countries will have to industrialize
without recourse to growing fossil fuel
consumption. No country has done
this. Innovations are needed in every
kind of financial market.❞
Rathin Roy, Director, National Institute of Public Finance and Policy,
India3

FINANCING SUSTAINABLE DEVELOPMENT

Financing sustainable development will require capital flows to be
redirected towards critical priorities and away from assets that
deplete natural capital.1 Recent decades have seen progress in the
integration of sustainability factors into financial decision-making
along with shifts in capital deployment, for example towards
clean energy. But environmental deterioration is continuing. Natural capital is declining in 116 out of 140 countries and at current
rates, these trends are expected to further erode global natural
wealth by over 10% by 2030, causing considerable human harm,
threatening development models, and damaging irreversibly, in
some instances, vital life support systems.2
The international consensus on the Sustainable Development
Goals and the 2030 Agenda has underscored the imperative to find
pathways that support long-term solutions to these challenges.
Investment estimated at US$5-7 trillion a year is needed to realize

Sustainable development requires
changes in the deployment and relative value of financial assets and
their relationship to the creation,
stewardship and productivity of
real wealth.
A sustainable financial system is
therefore one that creates, values
and transacts financial assets in
ways that shape real wealth to
serve the long-term needs of an
inclusive, environmentally sustainable economy.
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Inquiry-In-Action
The United Nations Environment Programme (UNEP) Inquiry into the Design of a Sustainable Financial System was established in early 2014 to explore how to align the financial
system with sustainable development, with a focus on environmental aspects.
Inquiry’s 3 Core Questions
¥¥

¥¥

in Brief

Inquiry

¥¥

Why – under what circumstances should measures be taken to ensure that the financial system takes fuller account of sustainable development?
What – what measures have been and might be more widely deployed to better align
the financial system with sustainable development?
How – how can such measures best be deployed?

The Inquiry has considered aspects of financial and monetary policies and financial regulations, and standards, including disclosure requirements, credit ratings, listing requirements
and indices. The Inquiry has focused on the roles of financial system’s rule-makers including central banks, financial regulators, finance ministries, other government departments,
standards institutions, and market-based standard-setters such as stock exchanges, and
key international organizations and platforms.
The Inquiry has explored innovative experiences in advancing sustainable development
through the actions of the financial system’s governing institutions, notably central banks
and financial regulators, government bodies and standard setters. Such experiences have
been examined in some depth in Bangladesh, Brazil, China, Colombia, the European Union,
France, Kenya, India, Indonesia, the Netherlands, South Africa, Switzerland, the UK and the
USA.
The Inquiry has also drawn on extensive international engagement and research on topics as
diverse as green bonds, value-based banking, fiduciary responsibilities, human rights and electronic trading (a full list of research papers is included in Appendix IV). A high-level Advisory
Council has guided the Inquiry, which has also drawn on UNEP’s green economy activities4
and its Finance Initiative (UNEP FI).5
The Inquiry has contributed to a growing number of real-time initiatives seeking to integrate sustainable development with the evolution of financial and capital markets, from coconvening China’s Green Finance Task Force with the People’s Bank of China to catalyzing
and supporting the Swiss Government in launching a national consultation with the Swiss
Sustainable Finance Initiative. Other activities include supporting a national inquiry into
the green economy and the financial system by Brazil’s banking association, the Federação
Brasileira das Associações de Bancos.
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the Sustainable Development Goals, including
infrastructure, clean energy, water and sanitation
and agriculture.6 Developing countries face an
annual investment gap of US$2.5 trillion, while
on current trends major economies face a longterm investment deficit of US$10 trillion annually
by 2020.7 Likewise, some investments need to be
scaled back, for example, by an estimated US$6
trillion by 2030 in high polluting energy development and power generation. 8 One part of this
capital switch will be the reform of resource
pricing, for example, to respond to the US$5.3
trillion in annual energy subsidies identified by
the International Monetary Fund.9
Public finance will be critical to closing the financing gap, but estimates suggest this contribution
will be limited. Finance needs to access private
capital at scale, with banking alone managing financial assets of almost US$140 trillion and institutional investors, notably pension funds, managing
over US$100 trillion, and capital markets, including
bond and equities, exceeding US$100 trillion and
US$73 trillion respectively.10
The financial system will need to evolve to play its
role in financing sustainable development. Billions
of people and millions of small businesses lack
access to financial services. Reforms in the wake
of the financial crisis have improved financial
stability, but remain an “unfinished business”.
Short-termism and excessive leverage remain
significant drivers of instability and reasons
why longer-term sustainability-related risks are
being sidelined in financial decision-making.
Replicating today’s most developed financial
systems is not the answer. Indeed, over-sized,
over-complex financial systems, can negatively
impact economic growth and income equality.11
Environmental and social outcomes will be impacted by financial system development. Adopting the
IMF and BIS’s schematic approach, a working
hypothesis is that a business-as-usual scenario
will see negative environmental outcomes increase rapidly as financial systems develop. Such
externalities might reduce at higher levels of
development for their respective domestic, host
economies, but continue to rise globally as more

developed financial systems increasingly internationalize their financing and footprint.
There is an historic window of opportunity to
develop a sustainable financial system. Across the
world, the value of capital committed to more
responsible financial practices is growing. Policy
and regulatory responses to the crisis demonstrate the will and capacity of governing institutions to act in unconventional ways, rapidly, at
scale and in a concerted fashion, when faced
with serious, systemic challenges.12 The growing
influence of emerging economies in international financial affairs places the linkage between
financial market development and national
development priorities more centrally in the
policy debate. Technology disruption across the
financial system is challenging incumbent practices across the world of financial intermediaries,
opening new avenues for inclusion and connectivity.13 Finally, a transformation in public and policy awareness of sustainable development has
placed environmental and social issues increasingly at the heart of economic policymaking.
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Emerging Practice in Embedding Sustainable
Development into the Financial System
ENHANCING MARKET PR ACTICE




in Brief

Inquiry



Reporting for equities: The Johannesburg Stock Exchange (JSE) and Brazil’s BOVESPA stock
exchange were two of the earliest innovators in requiring sustainability disclosures.14
Sustainability information in market analysis: Standard & Poor’s Ratings Services identified
climate change as a key mega-trend effecting sovereign bonds.15
Integrating environmental risks into financial regulation: Brazil’s banking regulations require
socio-environmental risk management.16

UPGR ADING GOVERNANCE ARCHITECTURES
Internalizing sustainable development into financial decision-making can be consistent the existing
mandates of financial regulators and central banks:17,18






The Central Bank of Brazil’s focus on socio-environmental risk management flows from its
core functions as a prudential bank regulator.
The Bangladesh Bank argues that its support for rural enterprises and green finance contributes to financial and monetary stability.
The Bank of England’s prudential review of climate risks to the UK’s insurance sector is based
on a connection between its core prudential duties and the UK Climate Change Act.

E N C O U R A G I N G C U LT U R A L T R A N S F O R M AT I O N






viii

National compacts and road maps: South Africa’s financial charter, China’s Green Finance
Committee19 , the Swiss Sustainable Finance initiative.20
Values-based finance institutions: Dutch bankers pledge to balance the interests of all stakeholders.21 Impact investing, and faith-based finance continue to grow.22
Action to enhance the current skill set of financial professionals and regulators:23 Indonesia’s
Sustainable Finance Roadmap focuses on sustainability skills of professionals.24
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HARNESSING THE PUBLIC BAL ANCE SHEET
Fiscal incentives for investors: Widely used in the US, from tax relief on municipal bonds for local infrastructure to incentives targeted at renewable energy investments.
Blended Finance: Many public financial institutions are combining public and private finance to close the
viability gap for investors in green projects.25
Central banks:26 The People’s Bank of China making equity investments in policy-directed investment
vehicles.27
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Priority sector lending programmes: From India’s priority sector lending requirements28 and the US
Community Reinvestment Act.
Directed finance is often linked to incentives: Bangladesh Bank’s green finance lending requirements
have favourable capital adjustments29 . Implementation of South Africa’s Financial Charter is connected
to public procurement.30
Liability regimes: The US ‘superfund’ system provides ‘safe harbours’ for lender liability based on adequate due diligence. China is reviewing its rules on lender liability.31
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Fig ii Developing a 21st Century Financial System
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Fig iii Toolbox-from-Practice and Policy Package Options
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2. QUIET REVOLUTION
The Inquiry’s core finding is that there is a “quiet
revolution” seeking to integrate sustainable development into the fabric of the financial system.
The Inquiry found over 100 examples of policy
measures across 40 countries targeting each of
the main asset pools and actors, as well as the
underlying governance of the financial system.
Developing and emerging economies are leading
this revolution, driven by a focus on economic
transformation, social inclusion and local environmental priorities. Champions are also emerging in the developed world, driven more by
market efficiency and stability concerns, and in
response to global risks such as climate change.
International cooperation is growing rapidly,
catalyzing learning and shared approaches.
The quiet revolution is being led by those governing the financial system, often in collaboration
with market actors. Innovative measures are being advanced by central banks, financial regulators and standard setters including credit rating
agencies and stock exchanges. Measures taken
vary widely:
¥¥

¥¥

Nationally, from South Africa’s leadership in
embedding sustainable development into
listing requirements, to Brazil’s banking
regulations governing environmental risk,
Bangladesh’s central bank refinancing to
support green investment, China’s leadership in advancing green credit guidelines
and the Bank of England’s prudential review
of climate risk.
Internationally, from principles-based coalitions such as the Sustainable Banking
Network for Regulatory and the Sustain-

able Stock Exchange Initiative, to S&P
Rating Services’ climate-sensitized sovereign credit ratings, and the Financial Stability
Board’s consideration of the role of central
banks in addressing climate-related risks.
Integrating sustainable development into the
evolution of financial systems provides both short
and long-term potential benefits. In the short to
medium term:
¥¥

¥¥

Developing countries have the opportunity
to increase financial access, reduce environmental pollution with associated improvements in public health, and improve financial
flows to clean energy and other new sources
of economic development.
Developed countries have opportunities for
improving market integrity, aligning the financial sector more closely to the of the real
economy, enhancing financial and monetary
resilience, and addressing policy goals such
as financing the energy transition.

At stake is the potential to shape a financial system
fit for the 21st century. The longer-term opportunity
for both developed and developing economies is
to evolve efficient financial systems that are more
effective in serving the needs of inclusive, sustainable economies and societies. Measures identified
by the Inquiry, taken one by one, are unlikely to
protect society from other financial system weaknesses that enable mispricing, rent-taking and instability. However, the cumulative impacts of such
measures can be more than the sum of their parts.
Implemented with ambition and engagement,
they can trigger broader, system-level shifts.

❝
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3. FRAMEWORK FOR ACTION

in Brief

Inquiry

Aligning the financial system with sustainable
development requires a systematic approach.
Developing a sustainable financial system
will only be achieved by going beyond both
business-as-usual approaches to financial market development, and the adoption of ad hoc
innovations. The Inquiry’s Framework for Action provides a systematic approach to building
practical pathways, drawing on a toolbox of
measures based on country experience. The
framework proposes policy packages for each
of the major pools of assets and associated
actors: banks, bonds, equities, institutional investors and insurance. Furthermore, it sets out
four recommendations for action in aligning
financial system governance with sustainable
development.

Designing policy packages and implementation
pathways requires a balance to be struck between ambition, practicality and risks. Comparatively simple measures to improve market practice such as enhanced disclosure may be useful
starting points but alone will not deliver the
quantum changes required. Measures such as
priority lending and strengthened environmental liability, on the other hand, may over time
drive greater change, but need careful design
and market preparation to avoid unintended
consequences. Ultimately, what is needed is
a package of measures that trigger broader
changes in the behavioural, cultural and market
dynamics of the financial system.

Fig iv Potential Impact and Practicality of Implementation
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4. NEXT STEPS
The Inquiry’s findings provide a powerful basis for taking the next
steps in developing a sustainable financial system at the national
and international levels. Critically, the momentum observed and
supported by the Inquiry needs to be built on, through both
national leadership and international cooperation. The findings
suggest two related arenas for action:
¥¥

¥¥

Nationally: a starting point is a high-level diagnosis of needs
and opportunities within the financial system and the development of a broad-based social compact of public agencies,
financial institutions and civil society to develop a shared approach to required action.
Internationally, cooperation, and specifically 10 areas identified by the Inquiry, four focused on specific asset pools and
actors, five on developing the governing architecture to deal
more explicitly with sustainable development, and finally the
establishment of an international research consortium to
take forward under-explored topics and themes.

❝

Bangladesh Bank and a number
of other developing economy central
banks have been trying to address
the risks of instabilities and imbalances at sources, by promoting socially
responsible inclusive and environmentally sustainable institutional ethos in
financing.❞
Dr Atiur Rahman*, Governor,
Bangladesh Bank

Implementing the Inquiry’s findings will require the involvement of
many actors. Critical to success is the active involvement of stewards
of the financial system, including central banks, regulators and prudential authorities, standard setters, government bodies including
ministries of finance and market-based rule-setters including stock
exchanges and credit rating agencies. Yet the Inquiry’s findings also
highlight the critical role of other actors, notably:
¥¥

¥¥

¥¥

¥¥

Market actors: from banks to pension funds and analysts
– contributing through exemplary leadership, knowledge
development and expert guidance, coalition building and
advocacy.
Sustainable development community: from environmental
ministries to think tanks, civil society and agencies such as
UNEP – bringing expert knowledge, coalition and public
awareness building.
International organizations: those involved in financial system
development – for policy reforms, knowledge development,
norm building and standards development, and coordination.
Individuals: as consumers of financial services, as employees
of financial institutions and as participants in civil society bringing unique skills and perspectives on how to connect
the financial systems with human needs and aspirations.

❝

The central bank time horizon is
relatively short - but the real challenges
to prosperity and economic resilience
from climate change will manifest
well beyond this. We face a tragedy of
horizons.❞
Mark Carney, Governor, Bank of
England32

The Inquiry has highlighted the importance of coalitions in advancing a sustainable financial system. Many of the above actors need
to engage in such coalitions in their respective roles, nationally,
regionally and internationally. The Inquiry’s findings point to continuing deficit in knowledge and capabilities: first, regarding the
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financial system for citizens groups and the
environmental and broader sustainable development community; and second, for financial
system experts when it comes to environment
sustainability. New coalitions are particularly important to overcome these deficits and
thereby create shared understandings of how to
deliver effective strategies for change.

Fig v Next Steps for National Action and International Cooperation
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5. TOWARDS A SUSTAINABLE FINANCIAL SYSTEM
UNEP’s Inquiry has revealed both the need and the potential to
align the financial system with, and so deliver financing for, sustainable development. Today’s dispersed, practical experience can
form the basis of a systematic approach to advancing such an
alignment. Practical pathways can be designed that over time
can trigger systemic change. Such approaches can be crafted by
coalitions, informed and further amplified through international
cooperation. Failure to grasp this opportunity would make it difficult to achieve the Sustainable Development Goals.
Progressing a sustainable financial system may improve the efficiency, effectiveness and resilience of the system itself. Individuals measures that have been highlighted, taken one by one, are unlikely
to protect society from other financial system weaknesses that
enable mispricing, rent-taking and instability. However, change in
complex, adaptive systems such as finance can be triggered by the
development of new behavioural norms anchored in a renewed
sense of purpose. The impacts of such measures can be more
than the sum of their parts. Implemented with ambition, care and
engagement, such measures can trigger broader, system-level
shifts. An initial focus on specific goals, such as financial inclusion,
air pollution or climate change, can reveal fresh ways of achieving
traditional goals for the system in new contexts.
Realizing this potential is essentially a matter of public choice. The
shape of today’s financial system is a result of many historical
choices. There was never a blueprint, certainly, but the system
was formed by the evolution of societal needs and expectations,
associated policy decisions and the dynamic response to changing conditions by market actors. The Inquiry’s findings point to a
new generation of such public choices being made by institutions
whose task is to shape tomorrow’s financial system.
At stake is the potential to shape a financial system fit for the 21st
century purpose of serving the needs of sustainable development.

❝

The sustainable finance program is
not only intended to increase financing
but also to improve resilience and
competitiveness of financial institutions…sustainable finance is a new
challenge as well as an opportunity in
which financial institutions may gain
benefits of growing and developing
more stably.❞
Muliaman D. Hadad, Chairman of
Indonesia Financial Services Authority (OJK) Board of Commissioners

❝

The People’s Bank of China is
spearheading the drafting of the 13th
Five Year Plan for the reform and development of China’s financial sector;
green finance will be a key element of
this plan.❞
Pan Gongsheng, Deputy Governor,
People’s Bank of China33
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