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Foreword
As former US Secretary of State Henry Kissinger said back in the spring, Covid-19
is a world-changing event. Going forward, the economic rules of the game are
going to change. Exactly how, no-one yet knows, but there is a common agreement
that the legacy of the crisis has to be about the need for a new order in the
economy and society, and not simply the restoration of an old normal. One fact
is axiomatic – ‘sustainable finance is going to be even more front and centre
in the post-Covid-19 world’.
Guernsey Finance has itself identified, through our proprietary research and
responses to webinars at Guernsey’s Sustainable Finance Week in June 2020
that, while governments and the public sector will continue to play a key financing
role, there is a need for the private sector to engage and help close the post
Covid-19 financing gap.
For this reason, and reflecting Guernsey’s leadership in the development of
sustainable finance – our participation in numerous UN Environment Programme
initiatives – and expertise in servicing private capital and wealth, we chose to
focus on the role of private capital in financing sustainability in the post-Covid
era in Guernsey’s Sustainable Finance Week – a week of online activity,
comprising 20 events and bringing together an audience of several
thousand from more than 70 countries.
We hoped that through this event we would be able to contribute some
perspectives and perhaps policy proposals to this important global dialogue.
As one exercise, we asked Tim Hames, Director-General of the British Private
Equity and Venture Capital Association between 2014 and 2019, for his analysis
of the week’s discussion. Tim’s analysis has gone further than we had hoped,
and he has suggested areas that Guernsey Finance might itself look to progress.
We shall be doing so, and several of these suggestions shall find themselves in
our strategic update for sustainable finance in autumn 2020.
Dr Andy Sloan, Chair, Guernsey Green Finance
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INTRODUCTION
The decision to stick with the original June schedule for Guernsey Green Finance’s
Sustainable Week, but move the whole event into webinar and podcast form, was
a brave one. It also turned out to be a wise one.
The audience participation was much higher than a traditional event either in the
island or the UK would have realised. The programme was intelligently constructed,
and it became clear very quickly that common themes of real importance would
emerge from it. It also caught the spirit of the moment, the sense that the crisis
and lockdown had forced all of us to think again about much of what we do as
individuals, as an economy and as a society. There was a strong consensus that
sustainable finance had moved squarely into the mainstream. The fundamental
issue now, and the core of an agenda for Guernsey Green Finance between now
and COP26, to be held in November 2021, is not whether sustainable finance will
be the focus of the future, but how this will be done.
There were numerous themes which emerged but for the sake of simplicity five
will be highlighted.
The common agreement that the legacy of the crisis had to be about the
need for a new order in the economy and society and not simply the
restoration of an old normal.
The relationship between public capital and private capital will change – it is
vital that there is a meaningful role for private capital here in the years ahead.
Those who disproportionately have resources – be it high-net-worth
individuals, family offices or conventional limited partners – have an
obligation to show leadership. The line “billionaires will save the planet”
is too crude, but they do have a vital role in recovery.
We need a more holistic appreciation of the notion of systemic risk, and
a much more enticing set of incentives to think about the longer-term
before the short-term.
Finally, many of those who already have a record of involvement in sustainable
finance, and others who will now enter the frame, instinctively believe that
they would have most effect via supporting impact investment, rather than
another round of involvement with enhanced ESG, which many senses is
required, but has become something of an industry in itself. There were
differences in sentiment as to whether individuals and institutions should
make direct investments in this space or operate on a co-investment basis
or through specialist funds. Scale and skill sets vary considerably here, and
that will have a major influence on strategies.
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The opening
for guernsey
green finance
Where are the potential openings for Guernsey Green Finance between
now and COP26? The truth is that there a lot of them. The island was an early
innovator in this sector which has secured it credibility. It already has products
which it can develop further, and a series of principles to assist others that
are second to none.
This means that Guernsey Green Finance should be ambitious and confident that
it can punch well above its weight in this area. There are three major issues where
it should think of acting. In each instance it has the capacity to be seen as a UK,
European and global innovator, and this in turn would benefit not only Guernsey
Green Finance, but the broader We Are Guernsey fraternity and the island
overall. The fact that it is small, lends itself to agility. It can act at speed
while others take longer to adapt.
There are three very big issues where Guernsey Green Finance could make
itself a significant player – and do so swiftly.
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ENDING THE
INFORMATION
ASYMMETRY
To many of those watching, the single most striking statement made by any of
the speakers during the entire week came from Tauen Kwon, the Head of Private
Wealth Programmes at the University of Zurich’s Centre for Sustainable Finance,
when she said that there had been 2,200 studies of sustainable finance in its
various forms and 93% of them saw no adverse trade-off between sustainable
investment and positive net returns. The data required to act sustainably
is out there.
I very much doubt whether this is widely known. No-one is likely to want to read
2,200 studies (or anything close to it) but is there a means of creating a website or
forum which has the most useful 10 or so such research papers on it, and perhaps
a method of slicing up the information that exists by country, by sector, or by form
of sustainable finance, so that those who might be interested in entering this space
for the first time feel more confident about the sector?
Could it also serve as a portal where all future research relating to sustainable
finance is always placed? One of the biggest reasons why sustainable finance has
not made even more progress until this point is the intuition that doing good and
obtaining good returns is, quite literally, too good to be true. Yet more than enough
evidence is clearly there to make that case.
The vast majority of the advisory network is, candidly, unsighted on the research
that already exists and would not know how to find it, let alone evaluate it, were
it be sent in the right direction to it. Can Guernsey Green Finance end this
information asymmetry?
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PUBLIC CAPITAL
AND PRIVATE CAPITAL
AS CO-INVESTORS
There was, as noted above, a strong consensus across panellists and
podcasters that the amount of public capital that is likely to be directed at
sustainable finance initiatives will increase, probably by a considerable sum.
Private capital needs to expand and extend as well.
Yet, in truth, the relationship between public and private capital in the UK (and
elsewhere) in this policy domain has not always been straightforward. At times,
governments have sought to by-pass private resources altogether and directly
invest in companies and sectors which they consider to be especially attractive.
The record of this “state venture capital” is decidedly mixed. In more recent years,
this tactic has been reconsidered and the UK state (now in the form of the British
Business Bank) has been an indirect investor both of bespoke money of its own
into funds that, among other items, support sustainable finance and green finance,
and by means of offering tax incentives to those individuals who are willing to
make investments in this area. What is the best balance for the economy and
society after the coronavirus crisis ends? How can public and private capital not
simply co-exist, but actually co-invest as they have never really done previously?
Is there a role for Guernsey in hosting an event on a “Preparing for a new Public
Capital-Private Capital Partnership”? Is this something that, initially at least, works
best in a UK context or is it international? There has to be a means found for there
to be a “bridge” between public capital and private capital. Should Guernsey
Green Finance be an earlier adopter in this realm? If it were to be seen as
such, then it could achieve very substantial prominence as a player.

8

RETHINKING THE
PRIVATE EQUITY
FUND MODEL
The notion of patient capital and of long-term investment in the future economy
is a powerful one. Private equity has some genuine advantages over the public
markets in this respect. In practice, however, it also has some limitations as a
consequence of the traditional 10-year fund model. There have been periodic
attempts by some private equity houses to explore having a longer-term fund (20
years or longer) as an additional option for investors alongside the more familiar
10-year fund. This would open up new opportunities for private equity to become
involved in important spheres (such as the life sciences) where historically its
footprint has been comparatively modest.
Reforms of this kind have failed in the past largely because general partners are
not convinced that any limited partners would back it. Is this still true? Might it be
time to reconsider this matter and encourage some contemplation about what
longer-term private equity funds may look like – whether as a pure stand-alone
option, or as one of a range of types of fund that a private equity firm could offer?
Can Guernsey stand out from the crowd by commissioning some research here,
or start the ball rolling by an actual or virtual event based squarely on a theme
of “Rethinking the Private Equity Fund Model” or by sponsoring a panel or a
stream at one of the big major industry conferences such as the BVCA Summit,
SuperInvestor scheduled for Amsterdam in November, or at IPEM in January 2021?
It may be that one of the major PE players – Blackstone, Carlyle, CVC or KKR –
would be very willing allies. There is no particular magic around the notion
of 10 years as the life of a fund. Why not change it?
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Conclusion

Guernsey Green Finance’s Sustainable Finance Week worked so successfully
because it was bold, and it fitted the new zeitgeist. It surfed a wave, courtesy of
the coronavirus crisis, of a size and a shape that no one could have anticipated
even six months ago. That momentum needs to be maintained.
Guernsey has shown considerable imagination with regards to green and
sustainable finance and it should view this as platform for bigger and better
products. It should think of COP26 as an occasion of a type akin to the Olympic
Games or the football World Cup. It should really want to be noticed by others.
This is obviously possible. What is required is the will. There may well be other
avenues that could be followed, but the three routes set out in this short paper –
ending the information asymmetry that has so held sustainable finance back
over the decades, forging a new settlement between public capital and private
capital so that they can collaborate and co-operate in the post-crisis world and not
compete with or curtail one another, and asking whether the private equity fund
model, which has many advantages, could be redesigned to allow the industry
to achieve even more – are all immensely important subjects where there is a
leadership void at the moment.
It may be that it would be too much to attempt to approach all three of these
areas at the same time. It might be better to choose two, or even one, and
train resources on this. The prize, though, is large indeed.
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Why is Guernsey a
centre of fintech
excellence?
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