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Next Phase of Sustainable Finance

Andrew Bowley, Managing Director,
Nomura Group Sustainability Strategy, Nomura International Plc

2022 was a challenging year for the themes
of environmental, social, and governance
(ESG) and Sustainability as optimism
generated during the previous two years
receded but the secular trend remains intact
and a more mature phase is set to emerge.

Complex dynamics against the backdrop
of war in Ukraine, nerves on Net Zero, and
the slow emergence of ESG regulations
have distracted from the underlying drivers.
However, sufficient progress has been
made on this topic in recent years to keep
momentum, and focus remains high.

In order to help understand where ESG now
sits, we consider three key areas:

i. Conference of the Parties 27 (COP27)
and the political dynamics of war and
energy crisis

ii. ESG and Net Zero nerves

iii. ESG Regulations and accounting

COP27 and the political dynamics
of war and energy crisis

After the heavy attention on COP26 in
Glasgow, COP27 in 2022 was always
going to be a smaller interim COP in
what is primarily a five year cycle for key
developments.

Attendees in Egypt had eyes looking
elsewhere for the overall political tone.

The main backdrop was the Russian
invasion of Ukraine in early 2022. Alongside
instability that war always brings, this
invasion has led to energy price driven
inflationary shocks, and a greater focus on

energy security.

It is important too to recall the high level
of exports Ukraine has in global food and
natural resources.

Energy security creates an interesting
dynamic, with the inevitable short term
impact of increased use of fossil fuels, but in
the medium term there is recognition that
around the world, it is domestic renewable
energy that can create national energy
security, and further investment will follow.

More broadly, longevity of this conflict will
lower optimism on global agreements being
reached on tackling climate change.

The change in leadership in Brazil at the
same time as COP27 was seen as crucial
for rainforest protection, though the
outcome of this election continues to cause
reverberations. The first week in Egypt also
coincided with the US Midterm elections,
being a key indicator on the direction of
travel from the US, following the delivery
of the Inflation Reduction Act including key
climate measures.

As an African COP, more weight has been
given to the African positions, with only
4% of current global emissions emanating
from the continent. Agreement was reached
to create a funding mechanism on “loss
and damage” from developed to developing
economies without fleshing out the details
of who pays and how much. The outcome
is that this theme will be carried as a topic
into future discussions, a key step knowing
that this was always going be hard to get
agreement on.
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The most notable progress on climate
mitigation at COP27 was on the topic of
Methane. Methane decays over time, but
in its early years is around 80 times more
potent short term than carbon; a ton of
Methane emissions contributes 80 tons of
CO2e (CO2 equivalent).

Work has taken place through 2022 to
prioritise this greenhouse gas, with the
target set to reduce Methane by 30%
globally by 2030. Importantly too, Biden
announced a US “Methane Reduction Act”,
and China also announced it has plans to
reduce Methane.

ESG and Net Zero nerves

Around COP27 we saw a definite tone
change on targets towards Net Zero,
particularly on the role of financial services.
In Glasgow we witnessed exuberance on
this topic, with attention on the significant
numbers of financial institutions that have
joined elements of GFANZ, the Glasgow
Financial Alliance for Net Zero, and on the
total level of financing balance sheet that
these firms represent. Mark Carney was
quoted as saying “we have all the money we
need”.

However, the full balance sheet power of
these financial institutions is not going to be
fully deployed to new, sustainable activities;
instead these balance sheets represent
general financing to the real economy.

Banks do have a role in steering corporate
activity towards sustainable investment,
and it is this role that was referenced in new
statements from GFANZ that “while finance
can support the transition to net zero, it
cannot alone ensure its success. Finance
is a catalyst, an enabler” and from the Net
Zero Banking Alliance that it has created
“a coalition of the willing” in the financial
sector.

These positions consistently reflect broader
anxiety over greenwashing risks, and the

potential for litigation that could ultimately
result from statements found in time to be
misleading. Penalties arose for some firms
in relation to greenwashing, including a
police raid at DWS in Germany, settlement
between the US SEC and Goldman Sachs
Asset Management, and advertising
sanctioning of HSBC in the UK.

For fund managers, the ESG line to follow
is becoming more complex in the US
with heavy partisan perspectives coming
through; Democrats driving action on
climate; Republicans resisting in favour of
economic development and an “America
first” policy. Individual states, notably Texas
and Florida, have penalised some fund
managers including withdrawing funds from
BlackRock where they feel the oil and gas
sector is being targeted.

Amid these strains, it is not surprising to
see GFANZ losing one member firm, with
Vanguard withdrawing “so that we can
provide the clarity our investors desire
about the role of index funds and about how
we think about material risks, including
climate-related risks”. Others may follow,
though are likely to need to replace the
coalition commitments with clarity on the
individual firms’ strategy.

ESG Regulations and accounting

Strength of messaging, and confidence of
stakeholders will ultimately come from the
development of standards and regulations,
and whilst it may feel that progress is slow,
these are beginning to emerge globally.

The main body of rules in development are
the International Sustainability Standards
Board (ISSB) standards, which will set
a global framework for accounting and
reporting for sustainability matters. The
ISSB quickly published for consultation its
first two standards, being one on overall
Sustainability reporting, and a second
specific to climate related reporting. These
are the natural starting points, and will
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develop into further areas over time.

The main contention will come with the
concept of “double materiality”. Materiality
has always been the underlying driver for
accounting policies - tackling the question
of what data and what events have a
material impact on a corporate’s financial
position, establishing the principle of items
to be disclosed if stakeholders are likely
to consider it important to the corporate
valuation. This clearly should include
impacts on the corporate of climate change
including physical vulnerabilities and
insurance risks.

Double materiality turns this around, and
adds the material areas where a corporate
has impact on the environment. The
EU supports this principle, as do those
including financial services firms who want
to see this information, but the ISSB will
likely now not reflect this concept in its
final papers, recognising the contention, and
knowing it will not necessarily be adopted
in all jurisdictions, with the US position
under debate. The US position is also being

tested through the SEC’s proposed climate
disclosure requirements, with the same
underlying debate taking place.

The pace of ESG regulation in Europe
continues too. There is a deepening of
the scope of the EU emissions scheme
to cover more industries; agreement to
implement the world’s first carbon border
through the “Carbon Border Adjustment
Mechanism”, which will level the playing
field on emissions costs on imports; as well
as reporting and supply chain due diligence
requirements arising from the Corporate
Sustainability Reporting Directive and
Corporate Sustainability Due Diligence
Directive.

Conclusion

In summary, sustainable finance was
wounded in 2022 after a year that questioned
its very foundations but it will come back
stronger and more credible, aided by the
certainty that comes from emerging global
rules and the scale of the challenge to arrest
climate change and redress inequality.
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