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Abstract 
 
Skepticism over aspects of the carbon markets has the potential to infect perceptions of 
initiatives seeking to engage the private sector in the gargantuan task of financing the 
transition to a low-carbon global economy. Climate finance, working in tandem with climate 
markets, is at the core of the Paris Agreement and the financial flows required to give 
adequate effect to its implementation cannot happen without the commitment of private 
finance and the private sector being fully engaged. For this to occur, there must be confidence 
in the design, operation, and governance of markets; and in relation to mitigation, in the 
validity and environmental integrity of measurable outcomes. The field of climate data 
analysis is developing to service the demands of the financial sector, driven in part by 
anticipated regulatory and disclosure requirements. Yet an examination of the current 
analytical approaches points to an emphasis on the consequences for corporations, 
investments, assets, and infrastructure from climate-related risk, as opposed to the 
consequences for the climate of corporate activities, investments, asset or infrastructure 
development. While both approaches are legitimate subjects for analysis, the paper argues 
that this risk bifurcation can and should be addressed to ensure the raison d’être of climate 
finance and climate markets – transition to a low-carbon economy and the mitigation 
objectives of global climate policy – is given due weight, through the development of 
accurate, reliable, comparable metrics that provide clear yardsticks on how climate finance 
investments are contributing to progress towards the goals of the Paris Agreement.  
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1. Introduction 
 

Carbon offsetting is shaping up to be the greatest mis-selling scandal since the Dominican 
friar Johann Tetzel sold pardons to redeem the dead. Martin Luther attacked this practice in 
1517, in his 95 theses. 
 
Five hundred years later, those of us who seek planetary redemption should reduce our carbon 
footprint in ways that we control – rather than relying on middlemen who may or may not 
plant trees.1 

 
So concludes an opinion piece published in the Financial Times and while the focus of the 
item is the use of offsetting to assuage the guilt of frequent flyers, it makes a good point about 
poor design. The author quotes a study from 2016 that claims 73 per cent of carbon credits 
derived from projects were non-additional (that is, ‘would have happened anyway’), this 
figure rising to 85 per cent for Clean Development Mechanism projects.2 It is not the purpose 
here to take issue with these figures, and at any rate, the international transfers of mitigation 
outcomes pursuant to Article 6, paragraph 2, of the Paris Agreement3 is a different proposition 
to the voluntary purchases of offsets by travellers. Nonetheless, it is conceded that it is 
probably all the same thing in the public perception. The take-away from that opinion piece is 
that the carbon market at least has a problem of credibility, if not also in substance. 
 
This is not a good place to be starting from, in terms of the implementation of the Paris 
Agreement and all that entails concerning climate finance4 when one considers the vast 
amounts of monies that need to be raised for investment in the coming years, the bulk of 
which will need to be sourced from the private sector. For instance, the Intergovernmental 
Panel on Climate Change (IPCC) has reported that ‘Global model pathways limiting global 
warming to 1.5°C are projected to involve the annual average investment needs in the energy 
system of around 2.4 trillion USD2010 between 2016 and 2035, representing about 2.5% of 
the world GDP (medium confidence).’5  
 
Climate finance has been placed front and centre of the Paris Agreement which, to enhance 
implementation of the UN Framework Climate Change Convention (UNFCCC), aims to 
strengthen the global response to climate change including by making finance flows 
consistent with a pathway to mitigation and adaptation objectives.6 The real-world 
implications are that this level of climate finance is ‘essential for bringing mitigation and 
adaptation goals within reach in the long run.’7 On the basis that publicly sourced climate 
finance ‘can cover only an insignificant share of this volume…mobilization of private sector 
                                                        
* Edinburgh Law School, the University of Edinburgh. 
1 Camilla Cavendish, ‘Carbon offset gold rush is a distraction from tackling climate change, Badly designed donation 
programmes resemble 21st-century papal indulgences’, Opinion, Financial Times, 23 November/24 November 2019, 12. 
2 Ibid. 
3 Decision 1/CP.21, FCCC/CP/2015/10/Add.1 <http://unfccc.int/resource/docs/2015/cop21/eng/10a01.pdf> accessed 13/07/17. 
4 See Article 2, paragraph 1(c); Article 6, paragraphs 2, 4 and 8; and Article 9, Paris Agreement. 
5 IPCC, 2018: Summary for Policymakers. In: Global warming of 1.5°C. An IPCC Special Report on the impacts of global 
warming of 1.5°C above pre-industrial levels and related global greenhouse gas emission pathways, in the context of 
strengthening the global response to the threat of climate change, sustainable development, and efforts to eradicate poverty [V. 
Masson-Delmotte, P. Zhai, H. O. Pörtner, D. Roberts, J. Skea, P. R. Shukla,A. Pirani, W. Moufouma-Okia, C. Péan, R. Pidcock, 
S. Connors, J. B. R. Matthews, Y. Chen, X. Zhou, M. I. Gomis,E. Lonnoy, T. Maycock, M. Tignor, T. Waterfield (eds.)]. World 
Meteorological Organization, Geneva, Switzerland, <http://report.ipcc.ch/sr15/pdf/sr15_spm_final.pdf> accessed 09/11/18, D5.3 
referring to 4.4.5, Box 4.8.  
6 Article 2, paragraph 1(c), Paris Agreement. 
7 Ralph Bodle and Vicky Noens, ‘Climate Finance: Too Much on Detail, Too Little on the Big Picture?’ [2018] CCLR 248, 253. 
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finance towards low-carbon and climate-resilient investments is key.’8 Given these 
expectations of climate finance, as well as other mechanisms under the Paris Agreement for 
enhancing ambition, such as cooperative approaches engaged in by parties pursuant to Article 
6, any private sector lack or loss of confidence in the validity of outcomes could prove 
damaging, if not fatal, not to mention the existential consequences of failure to achieve those 
necessary mitigation and adaptation goals.   
 
In relation to private sector engagement, much of the emphasis at present is on the 
consequences for corporations, investments, projects or infrastructure due to the physical 
impacts, regulatory or investor responses to climate change. While these are important, this 
paper argues that emphasis needs also to be placed on the actual impact for the climate, 
whether positive or negative, of corporate activities, investments, projects and infrastructure 
developments. To be credible and useful, both in a policy sense and for giving confidence to 
private investors, climate data need to be accurate, reliable, comparable; and independently 
and objectively sourced. 
 
Thus, the context of this paper is the need for and expectations of climate finance, the purpose 
of which is both adaptation and mitigation, as is clear from the Paris Agreement. All the 
same, in examining the development of climate data analysis in this context, the paper focuses 
only on the mitigation element. It begins by scanning the background development of 
measurement and analysis of environmental and climate information. The following section 
then focuses specifically on carbon accounting and bifurcation of the developing field of 
climate data analytics. To underscore the point, a simple survey is made of a small sample of 
providers in this field and their methodologies.  Consideration is given in the following 
section to developments driving the field of climate data analysis, in particular, the example 
of the EU Green Deal and the elements of its sustainable finance workstream. The question 
posed throughout is the extent to which the focus of climate data analysis needs to be the 
impact on the climate. Conclusions are drawn in these terms.   
 
 
2. A brief perspective on measurement of environmental and climate impacts 
 
Since the 1980s, there have been developments in performance analysis, indicators, standards 
and related methodologies applied to environmental policy, regulation and environmental 
management.9 These include, for instance, environmental audit, environmental impact 
assessment (EIA), environmental management systems (EMS), and life-cycle analysis (LCA).  
Other examples are triple bottom line (TBL) reporting, sustainability governance and 
reporting, socially responsible investment (SRI), sustainable development and more recently, 
carbon footprint disclosure and reporting (for instance, the Carbon Disclosure Project).10  
 
On the regulatory side, there has been the application of the polluter pays principle (PPP), and 
the introduction of standards such as best available technology (BAT), integrated pollution 
control (IPC), integrated pollution prevention and control (IPPC) and best available 
technology not entailing excessive cost (BATNEEC). Another aspect of these developments 
has been the appearance of entities providing comparative evaluation assessments, or 
environmental ratings. Organisations such as PointCarbon and Trucost, amongst others, 
started providing products based on their own proprietary methodologies. Other examples 
include Yale and the World Economic Forum (WEF) launching the Environmental 
Performance Index (EPI) of countries.  
 

                                                        
8 Perspectives Climate Group, Frankfurt School, Climate Focus, Opportunities for mobilizing private climate finance through 
Article 6, Freiburg, Germany, 15.06.2019, 12. 
9 As well as the many related acronyms. 
10 Carbon Disclosure Project, https://www.cdp.net/en. 
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With the implementation of the Kyoto Protocol and its flexible mechanisms, there was a 
market framework in which, one imagines, such analyses could have been applied to 
differentiate between the qualities of different investments. Yet, apart from the differing 
voluntary credit standards which reflect varying standards of assurance across projects in the 
voluntary market,11 no products were launched that differentiated the emission reduction 
value of the units traded. This is probably because, by definition, all traded units were of the 
same value,12 leaving little scope for the application of ratings that might differentiate units 
according to the level of mitigation achieved. Thus, scheme design was not conducive to 
methodologies being developed to evaluate what might be called the ‘environmental quality’ 
(that is, actual mitigation achieved) of units allocated under emission trading schemes (ETS), 
or to credits generated by projects. They are all one tonne CO2-equivalent greenhouse gas 
(GHG), the processes by which they are generated being relied upon to ensure that is, in fact, 
the case.13  
 
With the advent of the Paris Agreement and greater recognition of the heterogeneity of 
actions and efforts across jurisdictions, the question arises of how to value the outcomes of 
the diverse mitigation actions being undertaken in different jurisdictions. These actions occur 
under differing legal systems, scheme designs, policies and political, as well as economic and 
emissions, profiles. This question is especially pertinent in the context of Article 6.2, for 
international transfers of mitigation outcomes. Even more so, if the diverse carbon pricing 
mechanisms across jurisdictions are to achieve significant impact in reducing emissions and 
driving the transition to a low-carbon economy, they need to be able to connect to provide 
larger, deeper, more liquid markets. These would be less susceptible to manipulation and 
more likely to engage the private financial sector at an effective scale. This implies the need 
for a mechanism to value the differences between the respective mitigation outcomes. 
 
At the same time, global climate policy is attempting to mobilise huge sums for investment in 
climate objectives and sustainable development goals. The World Bank has predicted that 
incremental investments of US$700 billion per year may be needed by 2030 to limit global 
temperature rise to below 2°C.14 Additionally, much of the planned investment in high-carbon 
technology and infrastructure would need to be replaced by low-carbon alternatives.15 The 
two main modalities of international cooperation to achieve such outcomes would be public 
and private climate finance, and international climate markets, and these need to work 
together to deliver the low-carbon transition.16 Engaging in cooperative approaches that 
involve international transfers of mitigation outcomes (Article 6) provides a channel to enable 
developed countries to provide financial resources to assist developing countries with 
mitigation and adaptation and to take the lead in mobilising climate finance (Article 9).17 This 
contributes to making finance flows consistent with a pathway towards low GHG emissions 
(Article 2.1(c)), needed to enable the goal of the Paris Agreement (Article 2.1(a)) to be 
achieved.18 Apart from the IPCC projection of sums required for this transition (see section 
1), other estimates from the International Energy Agency (IEA) and International Renewable 
Energy Agency (IRENA) are in the trillions of dollars for low-carbon investment in the 

                                                        
11 Environmental Data Services (ENDS) Carbon Offsets 2009 reported that in 2009 that there were as many as 17 different sorts 
of offset credit. For example, apart from basic CDM, there were the VCS, Gold Standard, and others. 
12 Under the Kyoto Protocol, all units were defined to equal one tonne CO2-equivalent (CO2-e) GHG, this value also being 
applied to offset units from credit generating projects outside the scope of the Kyoto Protocol, that is, in the voluntary market. 
13 The unauthorized release in April 2006 of verified emissions data by some EU states exposed flaws in this approach: various 
member states were shown to have over-allocated EU emission allowances (EUAs), thereby disclosing over-supply in the market 
as a result of which EUA prices crashed, but the environmental value remained one tonne. ‘CO2-equivalent’ refers to the Global 
Warming Potential (GWP) of other GHGs, where CO2=1. 
14 World Bank, Ecofys and Vivid Economics. 2017. State and Trends of Carbon Pricing 2017 (November), by World Bank, 
Washington, DC, 60.  
15 Ibid. 
16 Ibid, 61 et seq. 
17 n.8 (Perspectives), Figure 1 (relationship between Paris Agreement provisions), 10.  
18 Ibid. 
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period 2016-2035. It is recognised that only a small proportion will come from public finance 
sources, making private sector finance essential.19 
 
Private sector engagement in climate markets will be a matter of confidence in several 
respects: in expected returns; in a stable carbon price (or price range); in the existence buyers 
and sellers to create a balanced market.20 Factors also include confidence that there are 
investor protection measures in place to guard against market manipulation or insider dealing, 
and for investor and market risk management.21 Confidence will also come from a design that 
delivers measurable outcomes and integrity of climate policy, which is one of the elements for 
integrating climate finance and international climate markets identified by the World Bank.22 
It has been noted also that ‘a critical parameter for acquisition of ITMOs and therefore their 
price will be their quality, mostly related to environmental integrity, but potentially also 
sustainable development co-benefits of the underlying mitigation actions.’23 The involvement 
of the private sector is seen as crucial for rapid mobilization of mitigation activities and 
environmental integrity is essential for credibility.24 
 
 
3. Carbon accounting development and the bifurcation of climate data analysis 
 
Developments in performance analysis, indicators, standards and related methodologies 
included also developments more specifically focused on GHG emissions and their 
mitigation, avoidance or sequestration. For instance, at the state level, the IPCC published 
guidelines for national GHG inventories in 1994, revised in 1996. These were updated by the 
2006 guidelines, which were further refined in 2019.25 Over a corresponding period, the Clean 
Development Mechanism Executive Board (CDMEB) has been approving methodologies for 
a wide range of project activities for accreditation under the CDM.26 At the organisational 
level, the World Resources Institute (WRI) and the World Business Council for Sustainable 
Development (WBCSD) published in 2001 the GHG Protocol for corporate accounting. In 
2005, they published the GHG Protocol for project accounting, and have since published a 
Policy and Action Standard (2016/2017).27 The International Standards Organisation (ISO) 
also published ISO14064-1 (corporate accounting), and ISO14064-2 (project accounting). 
Thus, there are methodologies to which recourse might be had for quantification of the GHG 
emissions associated with national accounts, corporate activities, project developments or 
policies and actions.  
 
Various private and not-for-profit organisations are launching or evolving to provide analysis 
of the climate performance of corporates, financial products, infrastructure and other forms of 
investment. These include investments with an environmental or climate-related focus, such 
as in the capital markets, Green Bonds,28 and Climate Bonds.29 An illustration of how this 
burgeoning ‘climate data analytics’ market is developing can be gleaned from an article in 
The Economist,30 which notes financial firms scrambling to buy climate-service providers – 
rating agency Moody’s; equity index provider MSCI; bank Wells Fargo; and consultancy 
PwC – being mentioned as acquirers. The article offers ‘One reason for the buying spree is 
                                                        
19 Ibid, 12. 
20 Ibid, 16. 
21 Justin D Macinante, Effective Global Carbon Markets (Edward Elgar, 2020), 175.  
22 n.14 (World Bank et al.) 65. 
23 n.8 (Perspectives) 16. An ITMO is an internationally transferred mitigation outcome: see Article 6, Paris Agreement. 
24 Michaelowa A, Shishlov I, Brescia D., Evolution of international carbon markets: lessons for the Paris Agreement. WIREs 
Clim Change. 2019; e613. https://doi.org/10.1002/wcc.613, 17. 
25 See: https://www.ipcc.ch/library. 
26 See: https://cdm.unfccc.int/methodologies/index.html accessed 27/07/20. 
27 Amongst other publications. See: https://ghgprotocol.org. 
28 Green Bond Principles Guidelines were established in 2014 by a consortium of investment banks and are now monitored and 
maintained by an independent secretariat hosted by the International Capital Markets Association (ICMA): 
<https://www.climatebonds.net/market/best-practice-guidelines> accessed 27/07/20. 
29 See Climate Bonds Initiative: <https://www.climatebonds.net/about> accessed 27/07/20. 
30 Firms that analyse climate risks are the latest hot property, The Economist, November 23rd, 2019. 
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that acquirers want to apply climate analysis to their own books.’ Another factor is an 
anticipated surge in new clients wanting climate services, related to prospective regulation 
mandating disclosure of such risks to investors and regulators.31 This points to a focus in such 
analysis on the risk to companies and investors (what might be thought of as the secondary 
risk)32 not on the risk to the climate, per se, which might be seen as the primary risk. 
Interestingly, in this sense, it parallels what has been the experience with the issue of data 
privacy (particularly the rollout of the EU General Data Protection Regulation (GDPR)), 
where private sector preparation and guidance had focused on the impact to companies of 
regulation, not the impact on the individuals whose privacy has been infringed.33  
 
To expand this point, it is helpful to canvass a selection of the providers from the field of 
climate data analytics and briefly consider their methodologies (Table 1).  
 

Name of 
organisation 

Type of 
organisation 

Brief notes on their methodology Extent of inclusion of 
‘climate impact’ in 

methodology 
Beyond Ratings 
(LSE-owned) 

Private Carbon border adjustments – modelling 
carbon intensity of goods and services 
Sovereign risk ratings incorporating ESG 
risks, portfolio analysis financial + ESG 

For sovereign debt, 
quantitative climate risk 
assessments of climate 
risk consist of transition 
risk, physical risk and 
resilience, where 
physical risk is climate 
related risk exposure to 
the country and its 
economy from physical 
effects of climate 
change. 

CICERO – Centre 
for International 
Climate Research 

Public 
institution, 
with subsidiary 
company 
CICERO 
Shades of 
Green 

Second opinions on green bonds. Assessment 
of the ‘environmental soundness’ of green 
projects. Does not review each project for 
investment, but rather assesses possible 
project categories for investment. 

Ex ante, so actual 
emissions not assessed. 
Qualitative risk 
assessment, including 
expected emissions, and 
how resiliency to 
impacts incorporated in 
products. 

Climate Bonds 
Initiative 

NGO/NFP International, investor-focused NFP; standard 
and certification scheme for labelling climate 
bonds;  
Two aspects to the process: (i) formal 
elements of certification – use of proceeds; 
tracking and reporting; independent 
verification (approved verifiers); (ii) sector-
specific criteria (e.g., requirements to stay 
within two degree limit). 

No assessment of actual 
emissions for purpose 
of classification. 

EIB - European 
Investment Bank  

IGO Project Carbon Footprint Methodologies for 
assessing GHG emissions and emission 
variations for projects, but note excludes 
assessment of multi-investment intermediated 
projects (e.g., multi-beneficiary intermediated 
loans, framework loans, global loans, equity 
and debt funds). Assessments limited to 

Assessment includes 
emissions and 
with/without scenarios; 
aim to provide 
transparency in the 
GHG emissions 
footprint of financing 

                                                        
31 Similarly, the Financial Stability Board (FSB) established Taskforce on Climate-related Financial Disclosures (TCFD) in its 
recommendations for voluntary disclosures focuses on financial impacts of climate-related risks, such as reductions in revenue or 
increased business costs (e.g., premature asset write downs, higher insurance premiums), see: Final Report, Recommendations of 
the Task Force on Climate-related Financial Disclosures (TCFD), June 2017, <https://www.fsb-tcfd.org/wp-
content/uploads/2017/06/FINAL-TCFD-Report-062817.pdf> accessed 03/08/20. 
32 In a sense, this could be seen as a matter of adaptation risk for companies and investors. Not adaptation to new climate 
conditions, but adaptation in the sense of their response to the new business and investment environment brought about by 
climate impacts. 
33 Private communication from a data privacy practitioner. This is changing with interpretation of Article 35, GDPR, which 
addresses impact on individuals: Regulation (EU) 2016/679 of the European Parliament and of the Council of 27 April 2016 on 
the protection of natural persons with regard to the processing of personal data and on the free movement of such data, and 
repealing Directive 95/46/EC (General Data Protection Regulation) OJ L 119, 4.5.2016, 1. 
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sufficiently larger projects. activities. 
Green Investment 
Group (GIG) 

Private Carbon ratings including GHG emissions 
avoided. Both actual and forecast derived by 
comparing emissions associated with 
underlying project to a counterfactual. Carbon 
rating is measure of project’s lifecycle GHG 
emissions compared to the emissions of the 
counterfactual. 

Investees report 
annually on forecast 
and/or actual impact 
performance of project; 
GIG independent 
verification right 
reserved. 

ISS – carbon risk 
ratings (purchased 
Oekom) 

Private Corporate and sovereign ESG ratings, carbon 
risk rating is for corporate climate-related 
risk; corporate governance, responsible 
investment emphasis, also Green Bond issuers 
Second Party Opinion on ESG. 
Carbon Risk Rating considers, inter alia, 
emissions along entire value chain. Carbon 
Performance Score looks at company’s CO2 
efficiency, risk management and measures to 
reduce footprint; Carbon Risk Classification 
looks at CO2 risks exposure.  

Emissions considered as 
part of assessment of 
risk to corporate or of 
impact on investments. 

Moody’s carbon 
ratings (purchased 
Four Twenty Seven) 

Private Carbon Transition Assessments (CTAs) 
assess companies positioning for the 
transition to a low-carbon economy: weighted 
average sum of scores for 4 risk components: 
current carbon profile; medium-term 
technology risk; mitigation strategies; 
exposure to rapid low carbon transition 
scenarios. 
Green Bond Assessments (GBAs) based on 5 
broad factors: 
Use of proceeds (40%) 
On-going reporting (20%) 
Origination (15%) 
Management of proceeds (15%) 
Disclosure on use of proceeds (10%) 
Moody’s Green Bond Assessments are 
expressed on a scale from GB1 (Excellent) to 
GB5 (Poor) based on evaluation of these 
factors and various sub-factors. Generally a 2-
4 week process.  

CTAs include assessed 
company carbon profile 
as part of overall 
assessment of 
company’s risk 
exposure. 
GBAs include several 
metrics built into the 
overall assessment 
outcome. 

MSCI (purchased 
Carbon Delta AG, 
Zurich) 

Private Analyses climate risk resilience of publicly 
traded companies, e.g., including Climate 
Value-at-Risk (CVaR) model. 

Analyses take into 
account emissions and 
intensity essentially for 
refining corporate or 
portfolio risk 
management strategies. 

Sustainalytics Private Mostly corporate ESG and sovereign ratings, 
carbon risk ratings apparently directed 
towards corporate reporting, stranded assets, 
footprint reduction issues. 

Research includes scope 
1 & 2 GHG emissions 
and intensity. Overall 
direction is to risk to 
corporates or assets.  

Trucost (S&P 
Global) 

Private Carbon metrics – carbon emissions data and 
disclosure for companies; 
Annual Carbon Scorecard, positive impacts of 
investments, including quantified carbon 
reduction per $m invested;  
Investment portfolio environmental risk 
analysis; 
Green Bond assessment (verifications); 
S&P Green Evaluation tool (launched 
26/4/17) considers three core environmental 
KPIs in areas of carbon, water and waste, 
weighted and combined to form a net benefit 
ranking.  

Various analyses 
include emissions and 
emission reductions 
data. Positive impacts 
of investments 
scorecard indicates 
higher profile for 
climate impact in 
methodology. 

Table 1: Selection of climate data analytics providers (all information as per providers’ 
websites or correspondence)  
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Several points can be drawn even from the small selection set out above: first, to a degree, the 
sample in Table 1 supports the theme from The Economist article that financial firms are 
snapping up climate data analyst firms, presumably to apply climate analysis to their own 
books, as well as those of their clients. Secondly, the methodologies take account of the 
impact on the environment, but mostly this seems to be subsumed in an array of other metrics, 
often with social and governance considerations to give an ESG assessment or to fit in a 
proprietary model. Thirdly, the two exceptions (in this admittedly limited sample) are the 
European Investment Bank and the Green Investment Group, whose methodologies seem to 
place a greater focus on the actual level of emissions (or reductions, as the case may be), 
perhaps reflecting the nature of the organisation.34 
 
The distinction between the primary risk and secondary risk can be characterised as a 
bifurcation of approaches to climate data analysis. On the one hand, the emphasis of climate 
finance and investment, starts from sustainable finance initiatives at the intergovernmental 
level. It is clearly directed at climate and environmental objectives (that is, for instance, 
mitigating impacts), seeking to engage the private sector in delivering the transition to a low-
carbon economy and related sustainable development co-benefits. On the other hand, as the 
item from The Economist intimates, the alternative approach starts with the private sector 
seeking to make existing, on-going finance activities more sensitive to their impacts on the 
environment and climate, in response to anticipated regulatory and disclosure requirements. 
Both approaches involve analysis of climate impact, it is a matter of where the emphasis is 
placed: in the former, that is its purpose, namely evaluation of the impact the activities have 
on the climate. In the latter, its purpose is as part of the evaluation of the consequences for the 
corporation, investment, project or infrastructure, that might result.  
 
This may seem an esoteric point, yet when considered in the context of the vast amounts of 
climate finance money that need to be mobilised; the essential need for engagement of the 
private sector in that process to raise and invest such sums; and thus, the need for the process 
to instil the requisite confidence in the private finance sector to do so, the importance of 
having the right information is clear. The purpose of climate finance and climate markets is 
the transition to a low-carbon economy, including reducing impact by mitigating GHG 
emissions. The imperative is for climate data analysis to provide a clear and credible yardstick 
on progress towards climate goals, free from comparisons like that to the sixteenth-century 
sale of papal indulgences. Such a clear and credible yardstick will provide a foundation on 
which climate finance investment and international climate markets, working in tandem, can 
build towards the goals of the Paris Agreement. 
 
 
4.  Direction of travel  
 
It can be seen from the selection of providers whose methodologies are canvassed above that, 
while methodologies may vary, as a general observation, consideration of the climate impact 
of activities often seems to be subordinated to a focus on the impact on the investment, asset 
or corporation. All the same, the fact that climate data analysis is such a growth area indicates 
responsiveness to concerns over requirements for greater disclosure, whether from concerned 
investors or due to the potential imposition of regulation. Several initiatives have been driving 
these developments including, for example, the Carbon Disclosure Project (CDP)35 and the 
FSB Taskforce on Climate-related Financial Disclosures,36 both of which are voluntary. 
While noting these, this paper focuses on the European Green Deal, presented by the 

                                                        
34 The EIB is the bank of the European Union and, although now owned by Macquarie Group, GIG began as the UK 
government-owned Green Investment Bank.  
35 n.10 (CDP). 
36 n.32 (FSB). 
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European Union in December 201937 as its framework to make the EU economy sustainable. 
This framework portends greater potential, over time, for regulation concerning disclosure 
and impact.  
 
The European Green Deal is supported by a sustainable finance workstream, the aim of which 
is to channel private investment to the transition to a climate-neutral economy.38 This 
included the establishment, in June 2018, of a technical expert advisory group (TEG) to 
advise on sustainable finance. The four areas of TEG work have been to progress (i) an EU 
classification system – the taxonomy; (ii) an EU green bond standard (GBS); (iii) 
methodologies for benchmarks and disclosures for benchmarks; and (iv) guidance on 
corporate disclosure of climate-related information. There have been several developments, 
concerning analysis and/or disclosure of climate impacts related to these work areas. These  
include, for example:39 
 
First, in relation to guidance on corporate disclosure of climate-related information, the 
following points are noted: 
 
• the EU had already adopted a Directive in 201440 pursuant to which large undertakings41 

are required to include in the management report a non-financial statement containing 
information relating to, inter alia, environment.42 Under Article 2 of that Directive, in 
June 2019, the Commission communicated guidelines on non-financial reporting, as a 
supplement on reporting climate-related information (the 2019 Guidelines).43 They 
specify that climate-related information to be included under the Directive should include, 
to the extent necessary, both principal risks to the development, performance and position 
of the company from climate change, and the principal risks of negative impact on the 
climate resulting from the company’s activities.44 They note that both kinds of risks may 
arise from the company’s own operations and may occur throughout the value chain, both 
upstream in the supply chain and downstream. The guidelines include key performance 
indicators for GHG emissions, including direct emissions owned or controlled by the 
company (scope 1), indirect from the generation of acquired and consumed electricity, 
steam, heat or cooling (scope 2), and all indirect emissions (other than scope 2) that occur 
in the value chain of the company, both upstream and downstream (scope 3).45 
  

• While there has been 100 percent transposition of the Directive,46 the reporting 
requirements relate only to policies pursued, outcomes of those policies and principal 
risks related to those matters (that is, including environment) linked to the group’s 
operations. Also, as noted, these requirements pertain only to large undertakings. The 

                                                        
37 Communication from the Commission to the European Parliament, the European Council, the Council, the European 
Economic and Social Committee and the Committee of the Regions, The European Green Deal, COM (2019) 640 final. 
38 https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance_en accessed 29/07/20. 
39 Other elements, not covered in this paper, include the TEG Interim Report on Climate Benchmarks and Benchmarks’ ESG 
Disclosures, https://ec.europa.eu/info/publications/sustainable-finance-technical-expert-group_en accessed 29/07/20 and 
Regulation (EU) 2019/2089 of the European Parliament and of the Council of 27 November 2019 amending Regulation (EU) 
2016/1011 as regards EU Climate Transition Benchmarks, EU Paris-aligned Benchmarks and sustainability-related disclosures 
for benchmarks PE/90/2019/REV/1 OJ L 317, 9.12.2019, p. 17–27; also the EC Joint Research Centre (JRC) proposal for EU 
Ecolabel criteria for retail financial products: Development of EU Ecolabel criteria for Retail Financial Products, Technical 
Report 2.0: Draft proposal for the product scope and criteria, December 2019. 
40 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, OJ L 330, 15.11.2014, p. 
1–9.  
41 Ibid, Article 1: basically, public-interest entities whose average number of employees greater than 500 during financial year. 
42 Ibid. Specifically, the information must be to the extent necessary for an understanding of the undertaking’s development, 
performance, position and impact of its activity on the environment. 
43 EC Communication 2019/C209/01 Guidelines on non-financial reporting: supplement on reporting climate-related 
information, OJ C209//1, 20.6.2019.   
44 Ibid, paragraph 2.3. 
45 Ibid, paragraph 3.5. 
46 CSR Europe and GRI, Member State Implementation of Directive 2014/95/EU A comprehensive overview of how Member 
States are implementing the EU Directive on Non-financial and Diversity Information, 
https://www.globalreporting.org/resourcelibrary/NFRpublication%20online_version.pdf accessed 06/08/20.  



 10 

2019 Guidelines, while they supplement and expand to the inclusion of climate-related 
information in the reports, are non-binding. All the same, it is a positive outcome that the 
bifurcation between risks to the development, performance and position of the company 
resulting from climate change, as opposed to risks adverse to  the climate resulting from 
the company’s activities, is acknowledged in the framing of the 2019 Guidelines. 
 

• In December 2019, sustainability-related disclosures in the financial services sector were 
addressed in a Regulation.47 ‘Sustainability risk’ is defined to mean an environmental, 
social or governance event or condition that, if it occurs, could cause an actual or 
potential material negative impact on the value of the investment. While ‘sustainability 
factors’ mean environmental, social and employee matters, respect for human rights, anti-
corruption and anti-bribery matters. Financial market participants48 are required to 
publish, where they consider principal adverse impacts of investment decisions on 
sustainability factors, a statement on due diligence policies concerning those impacts, or 
clear reasons why they do not.49 From the end of 2022, certain disclosures as to 
sustainability risks concerning financial products will need also to include, inter alia, an 
explanation of how the product considers the principal adverse impacts on sustainability 
factors.50  

 
While this Regulation takes account of environmental matters as an element of the 
sustainability factors, the overall balance places greater emphasis on the risk to the value of 
the investment, than to the impact on those sustainability factors. All the same, it does provide 
that the European Supervisory Authorities (ESAs)51 are to take stock and report on voluntary 
disclosures of principal adverse impacts on sustainability factors, both by financial market 
participants and in relation to financial products.52 Again, it is interesting also that the 
Regulation expressly addresses the distinction in the two types of impact: on the value of the 
investment (the sustainability risk); and on the environmental, social and employee matters, 
respect for human rights, anti-corruption and anti-bribery matters (the sustainability factors).   
  
Secondly, in relation to an EU green bond standard and EU classification system – the 
taxonomy, the following points are noted: 
 
• In June 2019, the TEG published its report on an EU Green Bond Standard (GBS).53 It 

proposes that any type of listed or unlisted bond or capital market debt instrument issued 
by a European or international issuer that is aligned with the EU GBS should qualify as 
an EU Green Bond. In March 2020, the TEG issued an EU Green Bond Standard 
Usability Guide with a draft model EU GBS annexed.54 The proposed draft model sets out 
four core components, the first of which links the use-of-proceeds of EU Green Bonds to 
the EU Taxonomy.55 Thus, to qualify as such, an EU Green Bond must, first, address one 
of the six EU environmental objectives, which are: mitigation; adaptation; sustainable use 
and protection of water and marine resources; transition to a circular economy; pollution 

                                                        
47 EU Regulation 2019/2088 on sustainability-related disclosures in financial services sector, OJ L 317/1, 9.12.2019. 
48 Ibid, defined in Article 2. 
49 Ibid, Article 4.  
50 Ibid, Article 7. 
51 European Banking Authority (EBA), European Securities and Markets Authority (ESMA) and the European Insurance and 
Occupational Pensions Authority (EIOPA) 
52 Ibid, Article 18. 
53 TEG Report Proposal for an EU Green Bond Standard, June 2019, 
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/190618-sustainable-finance-
teg-report-green-bond-standard_en.pdf accessed 27/07/20. Also, an interim report was published in March 2019. 
54 TEG EU Green Bond Standard Usability Guide, March 2020, 
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/200309-sustainable-finance-
teg-green-bond-standard-usability-guide_en.pdf.  
55 Political Agreement reached by EU co-legislators on 17 December 2019 on a Proposal for a Regulation of the European 
Parliament and of the Council on the establishment of a framework to facilitate sustainable investment 2018/0178 (COD), see: 
https://www.consilium.europa.eu/en/press/press-releases/2019/12/18/sustainable-finance-eu-reaches-political-agreement-on-a-
unified-eu-classification-system/. 
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prevention and control; protection and restoration of biodiversity and ecosystems. 
Secondly, to be environmentally sustainable, the economic activities financed by the EU 
Green Bond need not only to contribute substantially to one of the objectives, but also not 
significantly harm any of the other objectives, be carried out in compliance with 
minimum social safeguards, and comply with technical screening criteria, when 
developed for specific environmental objectives and sectors. 
 

• Another of the draft model core components addresses reporting, which specifically 
includes impact reporting.56 Green Bond issuers shall report on the impact of the projects 
in which the Green Bond is invested (Green Projects) at least once during the bond 
lifetime after full allocation of the bond proceeds to Green Projects and thereafter, in case 
of material changes in this allocation.57 The Impact Report shall include a description of 
the Green Projects; the Environmental Objectives they pursue; a breakdown of the Green 
Projects by the nature of what is being financed, share of financing, and refinancing; 
information and, where possible, metrics on environmental impacts; information on the 
methodology and assumptions used to evaluate the impacts. Verification of the Impact 
Report is not mandatory, however, review by an independent third party is encouraged. 

 
• Verification by an approved verifier is another core component. Verification only relates 

to alignment with the GBS and is principally to check allocation of proceeds to eligible 
Green Projects. Approval of verifiers will initially be by the TEG under a voluntary 
interim registration scheme, however, ESMA has indicated a willingness to undertake a 
role of registering, authorizing or supervising verifiers.58 This would appear to be a good 
fit with its existing role supervising credit reference agencies.  

 
The inclusion of impact reporting in the draft model EU GBS is a positive step. However, as 
currently proposed it is considered that implementation of the requirement would be a 
relatively weak measure. Reporting on the impact of the bond once over the lifetime of the 
project, or projects, in which it is invested, with independent verification optional, is unlikely 
to have a significant effect on the approach taken by investors to emissions reductions. As 
currently expressed, the requirement is only for ‘information and, when possible metrics’, 
whereas it is posited that a clear yardstick on benefit and improvement is really what is 
needed. All the same, it is noted that the draft model is subject to on-going consultation and 
yet to be finalized. 
 
 
5. Conclusion  
 
The current mandate for the TEG ends in 2020, nevertheless, the European Green Deal and 
the sustainable finance work stream will continue to evolve and develop, as will the four areas 
of work initiated by the TEG. In terms of climate impact, the sustainable finance work stream 
output thus far is promising, but at the same time, disappointing. Given that the aim is to 
channel private investment to the transition to a climate-neutral economy, a reasonable 
expectation would be for a way to measure progress along that transition pathway. Yet while 
there are moves towards disclosure, reporting and evaluation of the impact on the climate 
from corporate and investment activity, by and large, the developments thus far still reflect 
greater attention to the impact climate change and climate events can have on corporate 
performance, investments, assets and infrastructure.  
 
It is encouraging that the framing of instruments giving effect to this work recognises the 
bifurcation between analysis of the primary risk of impact to the climate due to corporate and 

                                                        
56 n.54 (TEG Usability Guide) Annex 1: Draft Model of the EU Green Bond Standard, section 4.3. 
57 Ibid. 
58 ESMA Strategy on Sustainable Finance, 6 February 2020, ESMA22-10501052, section 4, paragraph 14.  
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investment activities, as distinct from the secondary risk to corporations, investors and their 
investments, whether from physical impacts, regulatory or disclosure requirements. It is 
submitted that this recognition needs to evolve into a greater emphasis being placed on the 
risk relating to the impact to the climate and to the measurement of that risk. While the 
secondary risks are obviously important to private investors, for decision-makers in the 
finance sector to understand whether their involvement in climate finance is helping, or the 
degree to which it is helping move towards the goals and objectives of the Paris Agreement, 
there need to be appropriate metrics and analytical tools.  
 
The field of climate data analysis is being driven by developments such as those taking place 
in the EU, but at present, these appear to focus more on the impact on corporate or investment 
performance. They mandate little, if any, communication of measurable, comparative 
information about the transition to a low-carbon economy and the mitigation objectives of 
global climate policy. The need is for methodologies and tools that, first, measure GHG 
emissions or reductions resulting from the activities of corporations or the projects invested, 
and secondly, set those measurements in a framework that provides a yardstick to investors on 
whether (and to what degree) the invested activities are contributing to the achievement of 
climate policy goals.  
 
In relation to the first element, carbon accounting methodologies have been developed and 
continue to be refined. Concerning the second element, science is providing clearer 
indications all the time that there are thresholds applicable to the concentration of GHGs in 
the atmosphere, passing beyond which will result in ever more dangerous, less predictable 
changes to the climate. The thresholds translate into limits to the level of anthropogenic GHG 
emissions, over specific timescales, that the atmosphere can absorb before these changes 
begin to manifest. Put another way, this can be expressed as the amount that can continue to 
be emitted. As the IPCC advises: 
 

In model pathways with no or limited overshoot of 1.5°C, global net anthropogenic CO2 
emissions decline by about 45% from 2010 levels by 2030 (40–60% interquartile range), 
reaching net zero around 2050 (2045–2055 interquartile range).59 

 
In other words, there is a budget for global anthropogenic GHG emissions if there is to be 
limited or no overshoot of an increase in average global surface temperature of 1.5°C.60 This 
is the point at which it is anticipated that more dangerous, less predictable changes will 
become more prevalent. Furthermore, there are methodologies by which this global budget 
might be apportioned to individual countries.61 The climate data analytical methodologies and 
tools that, it is submitted, are needed should communicate to climate finance investors how 
their investments compare with what is required to come within these budgets. For example, 
analytical tools might be devised that demonstrate how the rate of mitigation being achieved 
by projects in which, say, a Climate Bond is invested, compares with the Paris-compliant 
mitigation rate62 for the country in which those projects are located.  
 
These are the comparative assessments in terms of which investment risk needs to be 
communicated to the policymakers and the providers of climate finance if they are to 
understand whether they are doing enough, or need to do more. 

                                                        
59 n.5 (IPCC) C.1 
60 ‘The concept of carbon budgets has, for over a decade, underpinned mitigation studies… …and offered a robust scientific 
foundation for informing mitigation policies…’ Kevin Anderson, John F. Broderick & Isak Stoddard (2020): A factor of two: 
how the mitigation plans of ‘climate progressive’ nations fall far short of Paris-compliant pathways, 
Climate Policy, DOI: 10.1080/14693062.2020.1728209, section 2 Carbon budgets as a guide to Paris-compliant mitigation. 
61 Ibid, section 4, Apportioning the global carbon budget. 
62 Ibid. 


