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REPORT & RECOMMENDATIONS 

 

Following the meeting on 6 May 2021 

 

 

 

The tripartite, independent High Level Group on Financing Sustainability Transition continued to ‘think 

outside-the-box’ on the financial aspects of the sustainability transition in the EU. This task was given 

to these temporary think tanks, set up following an initiative in the Competitiveness Council.1 The High 

Level Groups are an ‘open innovation’ approach between governments, business and academia, to 

inject innovative policy ideas into the EU system.2 Recommendations are outlined for the attention of 

the European Commission, the European Council and the Council of the EU for their ongoing and future 

policy initiatives. 

 

During its virtual meeting on 6 May 2021, the HLG discussed the case of finance and capital markets 

at large (access, functioning, instruments, reforms), and how to optimize their use for transition 

investments projects.  

 

Members agreed that transition finance should be considered as a central element of the renewed 

EU Sustainable Finance Strategy and that further financial innovation is required so as to better match 

the needs of transforming industry sectors with those of the financiers. 

 

Members reiterated the importance of creating a well-developed and fully integrated Capital 

Markets Union at the service of the sustainability transition. The systemic vulnerabilities of the 

current bank-based financing of our economies have already been proven in the financial crisis, and 

the CMU-project has so far not delivered sufficient results. Yet, capital markets are well suited to 

finance projects with a defined purpose by directly linking investors to the desired outcomes. In line 

with the ECB President’s call for a green CMU, the HLG supports the development of a fully integrated 

legal framework and European capital market for green finance.3 

 

 

 

 

 

 
1 Council of the EU, 5-6 December 2011, Presidency Note.  
2 Members participate in their personal capacity. All recommendations for action and all ideas for further consideration have 
not always been agreed on by all members, but advice is based on a very wide consensus. The final version is written under 
responsibility of the chairman and the secretary general.  
3 Towards a green capital markets union for Europe, Speech by Christine Lagarde, President of the European Central Bank, at 
the European Commission’s high-level conference on the proposal for a Corporate Sustainability Reporting Directive, 6 May 
2021. 
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I. From Sustainable Finance to Transition Finance: new instruments, new governance 

 

There was consensus that the EU performs well in setting the objectives of the sustainability 

transition. This can give it a global leading role. The European Climate Law and the new 2030 climate 

targets clearly define the direction of the transition, which encompasses all aspects of the economy: 

energy (focused both on energy producers and users, especially energy-intensive industrial users and 

individuals), circularity (focused on product design, manufacturing process, raw material sourcing and 

recycling), and biodiversity (focused on healthy and sustainable natural ecosystems and based on the 

‘One Health’ concept,4 from land use and restoration to agriculture, food and feed). 

 

However, more encompassing efforts should be made to develop the means to reach such 

objectives, in particular via transition finance. Current financial practice works for funding business 

as usual, but it is less suitable for funding long-term, large-scale and high-cost transformations which 

on top leave some sectors with stranded assets, with no responsibility of their own for this condition. 

Transition projects and mainstream finance are still perceived as two different and separate worlds; 

consequently, current financial efforts in sustainability are too often focused on incremental 

improvements for current technologies (e.g. energy savings and performance improvement), and not 

enough on radically new climate-neutral technologies which require large infrastructure investments 

and high early-stage risk.5 This is problematic as the current incremental reductions in carbon intensity 

may be partly offset by the underlying growth of business.  

 

Transitions mainly happen at the city and region level, but current financial practice does not pay 

enough attention to the subnational level, where proximity and context-specific solutions matter.6 

That gap also applies to financial institutions, which lack the structures to deal with local initiatives, 

and have a narrow focus on financial return calculations. This means that scale-up often does not 

happen; and even large projects are not done if they do not fit all the standard requirements of the 

financial sector. 

 

 

 

 

 

 

 

 
4 ‘One Health’ is the understanding that the health of humans, animals and ecosystems they share are inexorably linked and 
interdependent. It was developed in 2004 by the Wildlife Conservation Society and formally endorsed in 2008 by six leading 
international organisations (incl. WHO, FAO, OIE, World Bank). 
5  Incremental improvements should not be overlooked insofar as they contribute to gradual decarbonization progress. 
However, they should be linked to the ultimate objective of climate-neutrality. A gradual taxonomy (based on the review 
clause of the EU Taxonomy Regulation) could help define the desired transition journey on the short, medium and long term 
for all sectors, so as to measure (and incentivise) effective decarbonisation over time. 
6 As mentioned in the European Green Deal communication: “Not all Member States, regions and cities start the transition 
from the same point or have the same capacity to respond. These challenges require a strong policy response at all levels.” 
(COM(2019) 640). 
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The HLG recommends the development of an enabling transition finance framework, which would 

include in particular: 

 

• More government initiation to take early-stage risk;  

• New financial and investment vehicles for scale-up;  

• Structures to make blended finance work; 

• More visibility and steering on integrated value rather than financial value only;7  

• A common European approach on how to deal with climate-related stranded assets and 

industries (‘leave no one behind’). 

 

This will help accelerate and facilitate the concrete implementation of the transition, with less 

disturbance on competitiveness and employment. It will also strengthen the position of the EU at 

the forefront of the global sustainability transition. 

   

To deliver this framework, there is a need to rethink the governance approach and collaboration 

model between public and private sectors. The highly innovative nature of transition investments 

requires new forms of governance and a revamped public-private partnership (PPP) model, in which 

an entrepreneurial state initiates strategic early-stage R&D investment so as to drive technological 

innovation in a desired orientation and to shape market scale-up.8 This goes beyond the traditional 

concept of PPP and could rather be assimilated to a new form of procurement of transition services, 

with a focus on long-term risk sharing capital (longer exit strategy), consideration of the integrated 

value of a project, and returns on investments to be reinvested in other projects. 

 

Far from being a purely regulatory issue, transition finance raises broader challenges in terms of public-

private entrepreneurship and management between many different types of actors (in particular the 

European Commission, the European Investment Bank, national and sub-national governments, 

research institutes and universities, industries, start-ups and new market entrants). Therefore, the 

first preliminary step would be the creation of a Directorate (General) or a special Taskforce on 

Financing Sustainability Transition within the European Commission, with horizontal responsibilities 

that would directly connect with all concerned policy-areas and actors of all types, without prejudice 

to the subsidiarity principle. In other words, what is needed is an upgrade from the current sustainable 

finance regulatory portfolio to a fully-fledged operational centre for transition finance management.  

 

 

 

 

 

 

 

 

 
7 Integrated value includes the financial, social and environmental returns of a transition project.  
8 Mariana Mazzucato, The Entrepreneurial State: Debunking public vs. private sector myths, 2013. 
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II. The Key Components of Transition Finance 

 

The HLG identified the following two key pillars for transition finance: (1) more coordination between 

the public and private (financial) sector (i.e. better structures for a new model of public private 

partnership), and (2) more visibility and a better appreciation of integrated value (i.e. better methods 

to measure and report integrated value). Although the EU itself has a crucial role to play in the 

organization of coherent policies, governments at all levels can and should play a role – including 

subnational administrations (regions, cities).  

 

 

CURRENT SITUATION: 

1) A lack of coordination and financing structures 

• Lack of subnational governments initiating transition and inadequate framework conditions at the 

national government level; 

• Little coordination between public and private funding; 

• Small projects/companies cannot attract sufficient funding; 

• Large projects may not fit the boxes that financial institutions, in particular institutional investors, 

need to tick. 

2) A lack of appreciation of non-financial value 

• Lack of measurement of integrated value, which is a combination of financial, social and 

environmental value; 

• Lack of standardised reporting on integrated value. 

 

 

 

II.1 Towards more coordination and new financing structures for scaling up 

 

A major problem is the gap between small projects looking for funding, and large asset owners which 

want to fund, but require scale and coordination. For example, funding a €20,000 project typically 

costs more in terms of information gathering than the actual funding itself. This gap needs to be filled 

by reducing information costs, improving project standardisation, and facilitating funding eligibility 

towards large institutions. It could be achieved through better coordination with all concerned parties: 

from SMEs to larger firms with a portfolio of small innovations, the public sector (at local or regional 

level) and the financial system. Such coordination would require the following: 
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RECOMMENDATIONS: 

1) Provide well-structured information on the projects and their transitional potential 

• Documenting and structuring of initial projects that is sufficiently standardised to cater to the 

information needs of institutional investors; 

• Showing the transition potential that should make these projects attractive to forward-looking 

investors and lenders; 

• Develop intermediary institutions that solve information problems locally. 

2) Develop better project structure 

• Governance arrangements: clear delineation of project ownership and control, including risk sharing 

arrangements between private and public parties and enforcement of contractual payments; 

• Financial-administrative arrangements, such as accounting and internal control systems to calculate, 

monitor and verify financial and non-financial information; 

• Efficient legal infrastructure, including ownership registration; 

• Guarantees or certification; 

• Local bundling of projects. 

3) Promote adaptation by financial institutions 

• Climate related risks should be better reflected in the prudential framework to make sure that 

financial institutions are protected against unexpected losses. This could for example be done 

through limits to large exposures. 

• Expand asset classes and mandates at financial institutions (e.g. energy infrastructure, circular and 

land restoration); 

• Backcasting by financial institutions to arrive at truly long-term capital allocation decisions, rather 

than the current practice of Strategic Asset Allocation driven by benchmarks. 

4) Promote adaptation by large industries 

• As innovation often happens with small players (e.g., start-ups, new market entrants), large 

industries should be incentivised to set up specific investment funds to take a stake in the capital of 

small innovators in their sectors (e.g. contracts to create option for take-over if successful). 

• If successful, the investor could exercise option and use its own capacity to scale up. 

5) Stimulate the emergence of two types of organisations that sit between small projects and large 

institutional investors (see graph below) 

• Small impact investors: these investors provide small amounts of funding and, even more crucially, 

valuable skills to small social entrepreneurs for becoming viable enterprises. With a focus on a single 

city or region, they are able to lever their local network and knowledge for better outcomes. For 

example, Rotterdam has iFund (private) and Social Impact Fund Rotterdam (government initiated) 

that are part of a local network of actors that help each other. 

• Social aggregator funds: these investors invest in dozens of small impact investors, which they select 

on their ability to create both financial and social value. Aggregator funds exist for ordinary private 

equity, but aggregator funds with an impact objective are rare. 
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Bridging the gap between projects and big finance 
Schoenmaker, D. and W. Schramade, 20199 

 
 

 

An example of a social aggregator fund is the Amundi-IFC emerging markets green bonds fund. 

Amundi, a leading French asset manager, and IFC, the private financing arm of the World Bank, have 

joined forces in a public-private partnership setting up a $2 billion Green Cornerstone Bond Fund. The 

expertise of Amundi (the private part) is combined with protection by IFC (the public part). The IFC will 

take a junior tranche of $125 million in the $2 billion bond issue. The green bonds are issued by 

emerging market financial institutions. Technical assistance is provided to the issuers to analyse green 

assets (to identify use of proceeds; good governance on these projects is important to prevent green 

washing) and to provide impact reporting for the bond issuer and in aggregate for the Fund. The Green 

Cornerstone Bond Fund means that money from developed markets is channelled towards banks in 

developing markets that are working on aligning their economies with a low carbon economy. Similar 

structures can be set up - with the EIB as public partner - in Europe. 

 

Risk capital to fund new (green) ventures should be further facilitated as part of the Capital Markets 

Union. It would contribute to the development of Green Tech innovation and prevent the migration 

of promising start-ups. Both the provision of venture capital (initial capital) and the set-up of social 

aggregator funds (scaling up) must be stimulated through a reinforced Capital Markets Union. 

 

 

 

 

 

 

 
9 Schoenmaker, D. and W. Schramade (2019), ‘Financing environmental and energy transitions for regions and cities: 
Creating local solutions for global challenges’, OECD Background paper, OECD, Paris. 
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II.2 Making integrated value visible 

 

Transition projects often do not seem sufficiently valuable from a purely financial perspective, 

despite a high combined financial and societal value. There is a need to make integrated value more 

visible so as to better reflect the full benefits of transition investments, hence enlarging the scope of 

the cost-return analysis to all externalities.10 This requires: (1) to make the integrated value calculation 

in the first place; (2) to identify the additional non-financial return (or not-yet-financial return or return 

for someone else); (3) to organize a transfer from the beneficiaries of that non-financial return to the 

financiers so as to enable funding. 

 

For example, non-financial return could be made up of the following: (1) health benefits to society 

that will yield lower government expenditure in the future; (2) elimination of a government 

investment that would have been done otherwise, including in particular the phasing-out of 

environmentally harmful subsidies and the need for collateral policies to manage social transition 

costs. Especially the second one is easily quantified and can be transferred to the financial project 

return – provided that legal structures are in place to realise this. The first part would be harder, but 

eventually (after more experience with this kind of structures) this one could be monetised as well. 

This requires modelling assumptions on the pricing of externalities and the use of discount rates. 

 

It should be stressed that the third step is crucial: (3) actual cash flows have to be realised to make it 

work for the financiers. A cost-efficient public-private partnership structure should be set up to ensure 

that cash flows are collected from the public or philanthropic sources for the project, which are 

distributable to the financiers.  

 

To make integrated value more visible, it is required to improve the quality, accuracy and 

comparability of corporate reporting data and data standardisation. In this regard, the proposal for 

a Corporate Sustainability Reporting Directive in the EU11 and the envisaged set-up of the Sustainability 

Standards Board by the IFRS12 are very aligned with this objective. It has been reported that the 

information published by companies under the current legislation (NFRD)13 did not meet the needs of 

its intended users, i.e., financial market participants (asset managers, financial advisers).14 The new 

legislation will likely improve the visibility and usability of integrated value with the so-called ‘double 

materiality’ perspective.15 However, there is also a need to stimulate innovation and recognition of 

data aggregation technologies so as to measure integrated value throughout the value chain. 

 

 
10 Internalising the externalities of CO2 emissions, e.g. by improving the EU-ETS towards a more meaningful tool to adequately 
price CO2 and other GHG emissions, would also contribute to promote greater visibility for integrated value. 
11 Proposal for a Directive amending Directive 2013/34/EU, Directive 2004/109/EC, Directive 2006/43/EC and Regulation (EU) 
No 537/2014, as regards corporate sustainability reporting, COM(2021) 189. 
12 IFRS Foundation, Consultation Paper on Sustainability Reporting, September 2020. 
13 Directive 2014/95/EU of the European Parliament and of the Council of 22 October 2014, amending Directive 2013/34/EU 
as regards disclosure of non-financial and diversity information by certain large undertakings and groups. 
14 Report from the Commission to the European Parliament, the Council and the European Economic and Social Committee 
on the review clauses in Directives 2013/34/EU, 2014/95/EU, and 2013/50/EU (COM(2021) 199). 
15 Companies must report on both how sustainability and climate change affect their activity, and how their activity affects 
the society and the environment at large. 
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A reflection could also be launched on how to report integrated value into balance sheets, so as to 

better emphasize the benefits of corporate sustainable investments for investors and shareholders, 

public finances (e.g., lower government expenditure) and the society at large. 

 

It is necessary to further promote sustainable finance principles and climate-related financial risks into 

finance, accounting and economics education. Universities and business schools have a central role 

to play as part of responsible management education. More broadly, integrated value thinking 

requires a change of mindset in the financial sector.16 This will contribute to strengthen long-termism, 

environmental and social responsibility and sustainability in corporate governance, in line with the 

objectives of the Sustainable Corporate Governance Initiative. 

 

 

RECOMMENDATIONS: 

1) Measure and organize integrated value in transition projects 

• A common methodology is required to calculate the integrated value of transition projects, which 

would include the costs and returns in financial, social and environmental terms. 

• Based on this, a cost-efficient public-private partnership framework should be developed to ensure 

that actual cash flows are generated, so as to enable a transfer from the beneficiaries of that non-

financial return to the financiers. 

2) Improve the quality, accuracy and comparability of corporate reporting data 

• In line with the proposal for a Corporate Sustainability Reporting Directive, data standardisation is 

crucial to enable an accurate measurement of integrated value. International harmonization is 

desirable to ensure a global level playing field. 

• Further innovation and recognition of data aggregation technologies are required so as to better 

assess the real costs (esp. social and environmental costs) throughout the value chain. 

• A reflection could be launched on how to report integrated value into balance sheets.  

3) Promote integrated value thinking and a change of mindset in the financial sector 

• Sustainable finance principles and climate-related financial risks should be further promoted in 

finance, accounting and economic education. 

 

 

 

 

 

 

27 May 2021 

 
16 Loorbach, D., D. Schoenmaker and W. Schramade (2020), Finance in Transition: Principles for a Positive Finance Future, 
RSM Series on Positive Change Volume 3, Rotterdam School of Management, Erasmus University Rotterdam. 


