Reporting global developments

Private equity
and GREEN FINANCE

encouraging demand
and transparency in
climate finance
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foreword

The United Nations estimates the required investment to achieve the International
Panel on Climate Change’s target of limiting climate change to 1.5C at around 2.5%
of GDP annually, or some $2.4 trillion per year.
While governments and the public sector will continue to play a key financing role,
there is a huge need for the private sector to engage and help close this gap.
As a mature industry, private equity has an important role to play.
Reflecting our status as a leading centre for sustainable finance and a specialist
private equity jurisdiction, Guernsey Finance undertook a survey to understand the
developing movement in private equity towards climate finance and the factors
driving its development.
This short report arises from that study.
Here, we ask what is necessary to unlock the potential of the sector.
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Why is Guernsey a
centre of fintech
excellence?
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Executive summary
Scale of the issue is
still underestimated

Expertise and leadership will
help drive jurisdictional choice

In mid-2019, the issue of climate

It is clear that expertise will be a

change is impossible to ignore.

key factor in the development of

Our survey suggests that the private

sustainable finance hubs. Specialism

equity industry has not yet grasped

in green finance was cited as key factor

the scale of the related climate

in determining locational preference

finance requirement, or the

for investment domiciliation.

commercial opportunity.

Such factors and trends serve a
jurisdiction such as Guernsey well,

Investment and
appetite is building
Yet interest and appetite is clearly

where our leadership in green and
sustainable finance and private equity
expertise are both well recognised.

building – the majority of managers
already having increased their
exposure to green and sustainable
investment and no one suggested
they would not be increasing
that exposure going forward.
But managers stressed the need
for transparent verification and
certification as a precursor of
unlocking greater demand for
green investment.
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SURVEY RESULTS
THE Scale of the problem
IS underestimated…
To provide context to the issue, we asked: according to the Intergovernmental
Panel on Climate Change (IPCC), how much investment in low-carbon energy
systems is required in the next 20 years to limit global warming to 1.5C above
pre-industrial levels?
The true figure is 2.5% of global GDP. Our respondents unanimously plumped
for the responses of either between zero and 0.5%, 0.5% and 1.0% or 1.0% and
1.5%. The poll, taken a couple of months before Extinction Rebellion grabbed the
headlines in April, does suggest practitioners in the private equity industry were
unaware of the scale of the task of climate change mitigation or the size of the
commercial opportunity presented by climate finance.

… but investment and
appetite is building
Approximately three-quarters of our respondents indicated that they (or their
clients) had increased their exposure to green and sustainable investments over
the last three years. More encouraging still, our respondents were unanimous in
indicating that their firms are looking to increase their exposure in the future.
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Have you increased your exposure
to green and sustainable investments
over the last three years?

Are you looking to increase
your exposure in the future?

 Yes (75%)

 Yes (100%)

 No (25%)

 No (0%)

Respondents cited external drivers, such as investor demands and competitive
forces, over internal drivers such as superior risk-adjusted returns and corporate
social responsibility.
These results suggest the ‘Attenborough Effect’, which is credited with making
people more conscious about the impact of their consumption and behaviours,
is a major driver of behavioural change in the private equity industry.
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GREEN

IMPROVING TRUST IN
GREEN AND SUSTAINABLE
INVESTMENTS
Considering the green and sustainable imperative, and the necessary deployment
of public and private capital in order to fulfil it, there are both altruistic and selfish
motives for a financial investment to be considered green.
A green investment may require deploying additional resources and mitigating
further risks and considerations.
Without a widely recognised taxonomy against which to verify and certify green
and sustainable products, services or company practices, it is difficult and costly to
distinguish legitimate projects from those merely packaged to attract investment –
so called ‘greenwashing’.
The result is that trust in all companies is undermined, investor confidence in
green and sustainable investments is reduced, and the resulting environmental
benefits forgone.
Recognising this, our respondents were unanimous in their belief that transparent
verification and certification of green and sustainable investment would catalyse
investor demand.
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Do you think transparent verification
and certification of green and
sustainable investment would
catalyse investor demand?

Do you think a regulatory
product would improve
investor confidence?

 Yes (100%)

 Yes (75%)

 No (0%)

 No (25%)

When asked whether a regulatory product would improve investor confidence,
by providing verification and certification of green products, services or company
practices, three-quarters of respondents agreed.
There seems to be a suggestion of cultural difference – European respondents
were more supportive of a regulatory product than their American counterparts.
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JURISDICTIONAL CHOICE
Feedback suggests that commitment, specialism and leadership in sustainable
finance are becoming factors of jurisdictional choice.
Over three-quarters of those surveyed confirmed that leadership in sustainable
finance would be a factor in determining location of funds.
With respect to determining the location of green and sustainable investment
vehicles, our respondents were asked to rank four factors: green and sustainable
finance was considered of greatest importance; a ‘green and sustainable product
suite’ was ranked second; and ‘alignment with widely-accepted taxonomy’ was
ranked third.
All of the factors relating specifically to green and sustainable finance were
considered more important than asset servicing experience, which is otherwise
considered a specialist discipline by alternative investment managers.
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#1

#2

leadership in green
& sustainable finance

green & sustainable
product suite

#3

#4

alignment with widely
accepted taxonomy

asset servicing
experience

GUERNSEY
GREEN FINANCE

FINANCE

Why Guernsey for green
and sustainable finance?
Guernsey, through Guernsey Green Finance, is a member of the United Nations’
Finance Centres for Sustainability Global Network (FC4S).
In 2018, Guernsey Green Finance was formed as a specific initiative to drive
strategic action on the development of green and sustainable finance.
Guernsey Green Finance’s mission is simple – to be at the forefront of the
development of green and sustainable finance. Since its establishment,
Guernsey Green Finance has followed a focused strategy to achieve this aim.

Action Plan
Align with and build on a global green taxonomy development
by global organisations and standard setters.
Develop a comprehensive product offer across the securities,
investment and insurance sectors.
Follow a programme of international engagement to promote
climate finance on and off-island.

13

In 2018, Guernsey launched the Guernsey Green Fund – the world’s first
regulated green investment fund product.
By investing in a Guernsey Green Fund, investors can be assured that their
investments have a positive environmental impact on the planet and are
being monitored against internationally-recognised criteria.

Guernsey Green Fund accreditation can be secured as follows:
Establish a Guernsey fund, choosing from any
of the island’s existing regimes.
Demonstrate compliance with the
Guernsey Green Fund Rules.
Provide assurance that the fund is run
in accordance with green criteria.
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CONCLUSION
The recent United Nations Finance Centres For Sustainability Global Network’s
(FC4S) report, ‘Shifting Gears – how the world’s leading financial centres are
entering a new phase of strategic action on green and sustainable finance’,
suggested that the world’s financial centres are ramping up activity on green
and sustainable finance – linking market practice to policy targets.
Our survey suggests investors are also building up their activity, and that a clear
transparent certification process – such as that incorporated in the Guernsey
Green Fund regulatory regime – is key to unlocking private equity for the
climate finance cause.

SURVEY SAMPLE
This research was carried out at SuperReturn International, the world’s
largest private equity and venture capital event, in February and March 2019.
The event attracts more than 2,500 attendees, including more than 1,000
General Partners and more than 750 Limited Partners.
As the conference takes place in Berlin, it was no surprise that the majority (55%) of
our survey sample were based in Europe. However, specialist centres such as the
UK (36%) and the US (9%) were also represented.
Most of our sample (55%) was made up of investment managers. We also surveyed
service providers (23%), professional advisers (13%). Other respondents, including
institutional investors, made up the rest of our sample (9%).
 Less than $100 million (27%)
 $100-500 million (27%)
 $1-10 billion (14%)

Our survey sample included both small, owner-managed boutiques as well as
institutional asset managers.

 $10-100 billion (18%)

In total, our sample has some $1.9 trillion of assets under management,

 $100+ billion (14%)

administration or advice, and employs some 10,000 people.
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Guernsey Finance, PO Box 655, St Peter Port, Guernsey, GY1 3PN

Please recycle me

70% of the wood used in creating this brochure
is recycled material, with the remaining 30%
from a ‘controlled/sustainable’ wood forest
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