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Abstract

In recent decades, society has seriously thought about environmental problems. Green finance is a unique
social investment technology. In world practice, the term "green finance" means improving the
environment, mitigating the effects of the global climate and more efficient use of resources. Green finance
includes financing and risk management of environmental projects. For the study, the authors used
classification and comparison methods, as well as statistical analysis. The purpose of the article is to
conduct a comprehensive study of the features associated with the development of green finance in Russia,
identify the reasons for the emergence of green finance and assess the consequences of green investment
for the efficiency of the financial system. Conclusions: the article examines the features and types of green
finance in the context of a green economy and presents an analysis of investment development. The authors
analysed green finance instruments, types of investment activities. The article examines the global and
Russian experience of green investments, identifies the problems of the Russian green finance market. The
authors concluded that the development of green finance instruments helps to protect the interests of future
generations in terms of ensuring environmental safety and preserving the environment. In addition, in the
face of uncertainty in the development of the global economy, investments in green technologies are a

protective financial instrument that provides investors with income.
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1. Introduction

In recent decades, environmental issues have been actively discussed in the international arena.
Since the mid-1980s, the level of human consumption of natural capital, that is, its ecological footprint,
began to exceed the productive capacity of the Earth (Stiglitz et al., 2016), and now “demand” is twice the
“supply” of the Earth. The Global Footprint Network, an independent think tank, estimated that the total
biocapacity of the Earth for 2019 was approximately 2 hectares per person. Humanity should think about
what will remain after it for the next generation: dirt and poverty or a "green" and prosperous Earth. The
United Nations Sustainable Development Goals are intended to address this issue. In September 2015, at
the UN summit, 193 countries formed 17 core sustainable development goals (SDGs). Also in December
2015, the Paris Agreement (2015) was adopted within the framework of the United Nations Framework
Convention on Climate Change. In 2016, within the G20, creep leaders recognized the importance of
greening finance and the concept of greening the financial system, leading to the creation of the Green
Finance Study Group G20.

Only global integrity and cooperation in financial and “green” issues will allow solving
international, regional and national problems related to the environment by “greening” the modern world
financial system through the use of “green” instruments that meet common international standards. This

cohesion should lead to a "healthier" in global and national finances and the environment.
2. Problem Statement

Russia, being an integral participant in the international environmental agenda, is involved in the
overall process of shaping the green finance market, realizing the environmental vector of development.
This requires a careful study and analysis of the accumulated foreign experience in the field of transition to
"green" finance for the formation and implementation of an effective strategy for the development of green

finance in Russia.
3. Research Questions

The following questions were raised during the study:

=  What is the essence of green finance?

=  What instruments are used in the framework of "green" finance?

=  What is the global experience in the development of green finance tools and what is the
effectiveness?

= What are the main directions for the development of green finance in Russia?
4. Purpose of the Study

Presumably, the answers to the above questions will help to achieve this goal and will contribute to
the development of recommendations to improve the efficiency of the green finance management system

in Russia.

2632


http://dx.doi.org/

https://doi.org/10.15405/epsbs.2021.09.02.293

Corresponding Author: V. E. Paramonova

Selection and peer-review under responsibility of the Organizing Committee of the conference
elSSN: 2357-1330

5. Research Methods

The authors used universal methods of scientific research, as well as methods of comparative and

statistical analysis.
5.1. The essence of green finance and the typology of its instruments

Green finance includes both different branches of finance and different types of financial products

and instruments (Figure 1).
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Figure 1. Green finance tools. Source: compiled by the author based on Hussain, 2020)

Financially, it is customary to distinguish among the main instruments of the “green” ones: “green”
bonds and “green” lending.

Green bonds are a special type of bonds issued for the implementation of programs and projects
aimed at the development of a “green” low-carbon economy, such as the development of renewable energy
sources, an increase in the number of “clean” transport, and energy efficiency. Figure 2 shows the sectors

that are the largest users of green finance. The top 3 includes:
= energy,

= construction,

= transport.
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Figure 2. Distribution of green investments by sector in 2019. Source: Climate Bond Initiative, 2020

The World Bank became the first issuer of green bonds in November 2008, initiating the creation of
a modern green bonds market (World Bank, 2019). In 2010, the Climate Bonds Initiative was formed, an
international non-profit organization that analyses green market analysis and develops standards and criteria
for green bonds. Since 2014, the International Capital Market Association (ICMA) has begun to work in
the green bonds sector, which has developed the Principles of Green Finance for the sustainable

development of the world economy.
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Figure 3. Issue of "green" bonds from 2014 to 2020. in billions of dollars. Source: Compiled by the
authors based on data from the Climate Bonds Initiative (2018)

As can be seen from Figure 3, the demand for green bonds is increasing every year. In 2019, the
growth in bond issuance amounted to 51% compared to 2018. At the same time, according to estimates by
the Climate Bonds Initiative, bonds worth $ 350 billion will be issued in 2020. Today, the leading issuers

of green bonds are the United States, China, France, Germany and the Netherlands.
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A highly demanded instrument in the green finance market is green loans, which have been
developing in parallel with the green bonds market in recent years. Green loans are a type of lending
instrument that “is provided solely to finance or refinance, in whole or in part, new or existing green
projects” (Luo et al., 2017).

The green credit market has great potential. For example, according to World Bank estimates, about
$ 60 billion in green loans were issued in 2019 (Hussain, 2020).

In December 2018, the Loan Market Association worked with leading financial institutions to
develop the Green Loan Principles (GLP), based on the widely recognized Green Bonds Principles
discussed above. GLP are the criteria for defining a loan as "green". Principle-compliant loans help
regulators and supervisors apply eligibility criteria for providing incentives (grants or tax breaks) that
enable small, low-investment, green projects to access cheaper financing. If the principles of the
Association are widely adopted, then GLP will contribute to the development of the green finance market
through consistency in the green lending market. At the same time, these principles will allow investors to
more accurately assess the powers of the “green” instrument in the capital market.

In 2019, there was a sharp jump in the market for another "green" instrument - "loans linked to
indicators of sustainable development" (sustainability-linked loans). According to BloomberNEF, in 2019
the volume of such loans increased by 168% to $ 122.60 billion (BloomberNEF, 2018) (See in Figure 4).
In order to develop the market for these loans, the Credit Market Association, the Asia-Pacific Credit
Market Association and the Credit Syndication and Trading Association developed and adopted standards
- "Principles of loans linked to sustainable development indicators" (Green Loan Principles, 2018). The
essence of the document is that if the borrower achieves its green goal of environmental sustainability, then

it is provided with funds at a more favourable interest rate. Otherwise, the rate will be higher.
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Figure 4. The volume of loans issued, tied to indicators of sustainable development in 2017 - 2019 in
billions of dollars. Source: Compiled by the authors based on data from BloomberNEF (2018)

6. Findings

So, green finance is an emerging and rapidly developing segment of the financial market. Despite

the explosive growth of such established “green” instruments as “green” bonds and “green” loans in the

2635


http://dx.doi.org/

https.//doi.org/10.15405/epshs.2021.09.02.293

Corresponding Author: V. E. Paramonova

Selection and peer-review under responsibility of the Organizing Committee of the conference

eISSN: 2357-1330

market, new opportunities are emerging for the development of “green” financing. Therefore, the potential
for greening the financial sector is significant and difficult to underestimate.

The Russian Federation, being an integral part of the world community, follows general directions
and trends, one of which is the UN Sustainable Development Goals, which ensure a comprehensive balance
of economic, social and environmental components. In this regard, the active involvement of Russia in the
development of the modern ecosystem of green finance is a priority task.

To date, 132 countries that emit 82% of global emissions have already adopted a number of national
projects and initiatives in the field of green finance (Expert Council on the Long-Term Investment Market
at the Bank of Russia, 2018). Countries that do not participate in the development of standards, rules and
regulations will eventually be forced to accept conditions dictated to them by other countries. Thus, if
Russia finds itself "overboard", does not accelerate and does not take part in the current agenda regarding
the eco-financial sphere, then in the future it will be forced to "play by someone else's rules." However, the
absence of Russian representation in large international organizations, for example, in the field of "green"
investment, complicates this process, preventing our country from fully contributing to the development of
global rules. This problem can only be solved by joint efforts of the regulator and national market
participants.

In addition, one cannot ignore the fact that the Russian financial market is underdeveloped and
liquid. In this regard, the problems of further development of the national financial market and its "green"
segment are extremely relevant from the perspective of the prospects for the development of the Russian
economy. The development of green finance will lead to the growth of the green industry; will contribute
to the creation and implementation of new technologies, and therefore new opportunities for companies
and the financial industry.

It is extremely important for the Russian economy to keep pace with the changes in the global
financial market. Today, the global financial market is in the process of transitioning to an environmentally
sustainable development strategy, and international institutions and organizations are showing high interest
in the emergence of new "green" instruments. Many countries pay great attention to ecology and energy
efficiency, and eco-companies are in significant demand from investors.

It is advisable to highlight the main prerequisites for the development of the green finance market

in the Russian Federation (Table 1):

Table 1. Key aspects of the development of green finance in Russia

Ne Aspect Description
1 Social aspect The modern generation is extremely concerned with the problem of the purity of nature
and the impact of economic processes on the environment.
) Environmental The commitment of companies and investors to green instruments and government
aspect support for green projects have a positive impact on the environment.

Today, global standards are being created in the field of "green" finance. If a country
does not participate in this process and its instruments do not comply with international

3 Economic aspect principles, then this can lead to non-competitiveness of the economy and goods in the

world market. In addition, the implementation of green projects is not only an
opportunity to get ahead, but to attract foreign investment to Russia.
Due to the high involvement of the countries of the world in the "greening" of the

Reputational national and world economy, "green" investments can be excluded from the sanctions

aspect lists. The lifting of the sanctions restrictions may also be influenced by foreign investors
who own Russian "green" securities.
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Thus, the formation of eco-finance in Russia is one of the priority areas that will have a significant

impact on the place of the Russian Federation in the international arena.

As mentioned above, the sphere of "green" finance in Russia, like the "greening" of the economy, is

at the initial stage of development.

It is important to consider the main Russian projects related to the development of the market for

"green" instruments (Table 2).

Table 2. Russian issuers of green bonds

No Issuer

Industry, region

Issue volume

Date and location

Housing and communal

"Resource saving of . o 09.12.2018
. services, waste management; 1.1 billion rubles
1 the Khanty-Mansi . oo Moscow
. Khanty-Mansi Autonomous (15.1 million dollars)
Autonomous District" Exchange
Okrug, Yugra
) Russian Railways, Railway transport € 500 million ($ 585  05.03.2019 Irish
RZD CAPITAL PLC infrastructure; RF million) Stock Exchange
Renewaple energy sources, 250 million rubles 05.11.2019
3 CB "Center-Invest" sustainable transport; o Moscow
. (3.4 million dollars)
Krasnodar region Exchange
Commercial real Commercial real estate, green 500 million rubles 12.17.2019
4 estate FPK" Garant- . o Moscow
technologies; Moscow (6.9 million dollars)
Invest " Exchange
4.7 billion rubles, 02.13.2020 —
Green energy, solar power 900 million rubles, 02.14.2020
5 "SFO Rusol 1" . o
1so plants; Astrakhan region 100 million rubles. ($ Moscow
78.1 million) Exchange
Russian Railways, Railway transport CHF 250 million fr. ~ 03.11.2020 Swiss
RZD CAPITAL PLC infrastructure; RF ($ 264 million) Exchange

Source: compiled by the author on the basis of NAKDI data (2020)

According to the Table 2. As of March 11, 2020, five Russian issuers placed green bonds in rubles,
euros and Swiss francs for a total of USD 952.5 million. The objectives of the emission of eco-bonds were
projects in the areas of housing and communal services, energy, transport and real estate.

As for the market for "green" loans, it is even less developed than the market for "green" bonds,
although the history of this instrument in Russia began much earlier. Thus, the commercial bank Center-
invest has been issuing green loans since 2005 for green projects of SMEs in the field of energy efficiency.
The amount of loans issued by the bank for 14 years amounted to 16.5 billion rubles. Such loans
demonstrate a great contribution to the fight against environmental pollution: the annual reduction in CO,
emissions amounted to 186 thousand tons, which is equivalent to the conservation of 7.3 million trees.

The only bank in Russia that provides loans tied to sustainable growth indicators is ING Bank, which
has signed two unique loan agreements with Russian companies: the mining company Polymetal and the
mining and metallurgical holding Metalloinvest.

The slow development of the green credit market is due to the disinterest of Russian banks in the
topic of ecology and climate change, low return on investments, as well as the lack of an approved
methodology for assessing green projects in terms of risks.

It is important to study government support measures for green projects and the relationship between

green finance and the Sustainable Development Goals of Russia.
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The Ministry of Industry and Trade of the Russian Federation occupies a key place in the
development of the market for green bonds and green lending. The Ministry of Industry and Trade
subsidizes the issuance of green bonds for the implementation of projects in the field of industrial transition
to environmental technologies (Decree of the Government of Russia No. 541, 2019). For this program from
01.01. In 2019, the state will reimburse companies from 70 to 90% of the coupon yield paid by them on
bonds (not exceeding RUB 30 billion) issued in order to implement investment projects to reduce waste
and emissions.

In 2020, the Ministry of Industry and Trade decided to expand the program to support green projects
(Stiglitz, et al., 2016). In addition to green bonds, the government plans to support the issuance of green
loans by compensating the interest rate if the funds raised are used to purchase Russian products and
technologies for greening enterprises.

In addition to government support, Russia has already begun to form both a regulatory framework
and environmental projects aimed at implementing measures to mitigate climate change and adapt to
climate change. The decree of 13.05.2019 No. 216 "On the approval of the Doctrine of energy security of
the Russian Federation" (Decree of the President of Russia dated No. 216, 2019) has been published. 04.11.
2020 The President signed Decree No. 666 "On Reduction of Greenhouse Gas Emissions" aimed at a 30%
reduction in greenhouse gas emissions by 2030 (compared to 1990 levels) in accordance with the "Paris
Agreement", the "National Plan measures of the first stage of adaptation to climate change for the period
up to 2022 " (Order of the Government of Russia No. 3183-r, 2019) and "Fundamentals of state policy in
the field of environmental development of the Russian Federation for the period up to 2030" (Order of the
Government of Russia No. 2423-r, 2012). The government published the “rules for subsidizing the costs of
paying coupons on green bonds” (Decree of the Government of Russia No. 541, 2019) and “rules for the
selection of investment projects and principals for the provision of state guarantees of the Russian
Federation on loans or bonded loans attracted for the implementation of “green” investment projects
"(Decree of the Government of Russia of December N 101, 2010), as well as a number of other regulations
in the field of" environmental "finance.

In the Russian Federation, specialized organizations are being created, the main activity of which is
aimed at "greening" the economy and finance. In 2015, the National Association of Concessionaires and
Long-Term Investors in Infrastructure (NAKDI) was formed, the goal of which is to form and develop a
long-term infrastructure investment market in Russia. As a partner of the International Association for
Responsible Investment, NAKDI develops recommendations in the field of sustainable development and
green investment. The Association publishes quarterly reviews on Sustainable Development and Green
Investments, as well as annual reports on Green Finance in Russia.

The Bank of Russia has established a Working Group on Responsible Finance (ESG-finance),
including green finance. Also of great importance for the Russian green finance market is VEB.RF, a state
development corporation. VEB.RF puts forward “green financing” as one of its strategic goals for
sustainable development. In December 2020, the corporation, together with the Moscow Exchange, held a
digital conference "The Present and Future of Green Finance in Russia", at which it was announced that by
July 2021 the national green finance system would be launched by VEB.RF. It will include methodological

guidelines, a list of approved verifiers and a process for obtaining green status for financial instruments.

2638


http://dx.doi.org/

https.//doi.org/10.15405/epsbs.2021.09.02.293

Corresponding Author: V. E. Paramonova

Selection and peer-review under responsibility of the Organizing Committee of the conference
eISSN: 2357-1330

For the development of the system of "green" finance and the functioning of the market, taking into
account the SDGs, it is necessary to create a national center that would be engaged in the development of
uniform principles and standards for "green" instruments that meet both international and national
requirements. As practice shows, a huge role in the formation of "green" finance is assigned to the state,
therefore Russia needs such a body whose main activity would be aimed at "greening" finance.

It is proposed to establish a National Council for Green Finance and Sustainable Development as a
coordinating body between regulators and ministries. The main activity of the Council should be general
management of the formation and development of the sphere of "green" finance in Russia. The Council
will be entrusted with the tasks of defining the strategy and priority directions for the development of the
system of "green" finance in the Russian Federation. An existing non-profit organization, such as VEB.RF,
can be appointed as a working group for the new body, or a new one can be created.

This new body in the form of the National Council for Green Finance and Sustainable Development
and its working group will create conditions for the development of uniform rules and principles for the
national green finance market and will provide an opportunity to attract additional investment for the
implementation of green projects. That is, to achieve the goals that are necessary at the initial stage of

"greening".

7. Conclusion

Russia has already laid the foundation for the development of "green" finance "by creating the
necessary regulatory framework and created" green "institutions.

Today, "green" finance is one of the priority tasks of the national economic recovery plan, in order
to "green" the country's economy and ensure the development of markets for "green" instruments. The
efforts of such organizations and government agencies to create a green finance system in Russia are very
important to ensure that capital is channelled into environmentally sustainable projects. And, perhaps, the
creation of a new body in the form of the National Council for Green Finance and Sustainable Development

will allow the Russian Federation to succeed in the world of green finance.
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