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Abstract

Green bonds play a significant role in raising capital for environmentally friendly

projects. This financial instrument has become popular and will extend its usage to

many in-between categories. Nevertheless, this essay explores it regarding green and

transition bonds. Section I focuses on their separation with a brief history of the

green bond market, along with a review of AML and ELT types. It is vital to clarify the

separate treatment of the two topics, as they have different aims and two separate

outcomes. Green bonds have been analysed from the issuer side, the exemption of

VAT being that of performative success. Instead, the focus here is on financialization,

wherein the financial market is analysed from the viewpoint of a product approach. It

has also been sought to demonstrate the intermediary importance of financial

sectors in generating additional value. In complement, the literature that has mostly

analysed securities’ green and ethical nature is extended by focusing on an in-

between category that blurs the distinction between ethical and financial. It is argued

that the situation in the financial market is particularly appropriate for this, where

performative success can also be seen. Transition bonds exist on the edge of further

taxonomies used in the literature and have gone further by indirectly financing

heavily polluting activities. Pertaining to this discussion is whether there are suitable

cases for transition bonds that can transcend EU directives, as in the GBEL example

of Hungary. Section II introduces this legal lens with a theoretical framework

discussing the concept of ELT and a brief history of its abuse. It is then argued that

ELT can obstruct and corrupt the proper and effective rule of law and democracy and

that it can transfer the good regulatory practice of crime policy to legitimate
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legislation’s fettering. The emergence, functioning, and collapse of transition bonds

dedicated to the safeguarding national energy portfolio and the transition from mint

emisson to nowadays securities-style industry loyalty policies are described. In its

conclusion, predictions are provided about how it may affect the, still relatively small,

market of GBELs.

Keywords green bonds, sustainable financing, transition bonds, financial markets,

environmental projects, investment strategies, regulatory framework, climate finance.

1.1. Introduction

In the last few years, green bonds have gained more importance and acceptance in

the global financial markets (Saravade, 2018). They are considered a very viable

source of finance with respect to the environment. This is because they provide

governments and other institutions with funds that can be used to create or increase

eco-friendly infrastructure. Along with that, green bonds can also be used to increase

schemes or projects that help reduce the impact of climate change on the

environment or to curtail water and air pollution. In green bonds, the finance raised is

allocated to projects which are prepared to address or in response to ecological,

sustainability, or underpinning climate change concerns. The projects funded,

belonging either to the public or private sector, may be new initiatives or sub-

projects to established undertakings.

Procuring a portfolio approach for analyzing its key drivers and constraints, green

bonds are frequently established as a dirigible investment possibility for those

inclined to adhere to the liable evolution of the financial markets (Pietri, 2022). This

optical instrument, in short, sums to the absolute requirement for external finance to

fulfill the Paris Agreement’s goals, because the private financial sector is capable of

providing the £1tn annually that are encompassed to appease the treaty’s aims.

Establishing green bonds can further elevate the liability route – it may be an

enraptured way of elevating substantial sums for reasonably polluting nations
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without coalescing in consequential loan visibility. There is an ongoing mantra of the

worldwide goodly capitalist, that the $90 trillion of global capital pool can supply the

resources essential to abate climate change, electrify the planetary economy and

avert poisoning and biodiversity dissolution. Nonetheless, in its current creation,

there is no sightly empirical evidence that even a comparably constrained monolithic

slice of this reservoir is directed towards the thriving sections or toward low-carbon

investments. Since the Paris Convention was promulgated in December 2015, green

finance has acquired unprecedented momentum. Combined with development in the

region of sustainability bond issuance and credits, this has lifted the issuance of labels

green CICC bonds and loans, from just $3 billion in 2005 to $167 billion in 2018. In

proportion with total CICC bonds and loans, though, this represents merely 2% (up

from 0.1% in 2005). (Lin & Su, 2022)

1.2. Definition of Green Bonds

This contribution investigates sustainable investment activity via the lens of green

bonds. Although the concept has been described in several academic works and

reports on its origins and trends, no in-depth analysis has been carried out which

methodologically describes its representational and performative practices. Five

episodes in the history of green bonds are outlined, with two main aims pursued. For

one thing, attempts to render green bond meanings more stable and precise by

developing formal classifications are considered. On the other hand, the portrayal of

the obstacles which have been holding green bonds back from becoming a well-

structured and pro-active field are explored (Pietri, 2022). In contemporary capital

markets, new financial instruments are bringing investors from all over the globe into

relations of shared risk and benefit with huge industrial infrastructures and rural

territories. Climate change has heightened the interest in green finance products,

such as loans and bonds specifically devoted to renewable energy investments and

eco-activities. In this context, green bonds have become a manifestation of a

financialized response to green growth policy.
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Bonds are fixed-income financial products, with similarities to loans though with one

important difference: they can be negotiated on the secondary market. Green Bonds

are financial instruments aimed at raising money, which can be both debt and equity,

for projects that have a positive impact on the environment: obvious projects, like

those aimed at producing renewable energy or electric vehicles or helping protect

endangered animals or forests, but also those aimed at building the environmental

resilience of communities on a locale and global scale. The Green Bond market got its

inception in 2007, when the EIB issued a €600 million seven-year euro benchmark

“Climate Awareness Bond,” which was the first debt issue to directly link the

proceeds to environmental projects. Again, it was the EIB leading issuance in 2014

with a €500 million Climate Awareness Bond, raising the highest ever proceeds and

so exploiting it for the green purposes such as the improvement and construction of

environmentally sustainable municipal transport networks in eligible projects.

Common features of green bonds are: 1) Proceeds: the issuer commits to use the

financing raised through the bond issue for articulated sums of money, also referred

to as the proceeds, to fund eligible environmental projects. 2) Reporting: the issuer

of the bonds commits to producing regular updates, usually referred to as reporting,

on the use of proceeds. 3) Transparency and accountability: it is of paramount

importance that the investments of green bond proceeds into eligible projects are

highly transparent and detailed in terms of reporting. )(Lin & Hong, 2022)

1.3. Importance of Green Bonds in Financing Sustainable Projects

In order to cope with accelerated climate change and profound environmental

burdens, policy makers have turned their attention to environmentally aware

sustainable projects. However, developing and emerging countries generally face

financial and economic obstacles in bridging efficiency gaps in environment-related

projects such as waste and water handling, biodegradables, air and marine related

expenditures, and Reusable Energy Sources (RES) projects. With this in view,

different financial systems for sustainable projects have been started under the
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supervision of multinational bodies and public bodies such as municipalities with the

support of private sector participants. Recently, as a debt and/or equality instrument,

the “Green Bonds” mechanism has been presented to related authors and investors,

attracting them to climate and environment-finishing sustainable projects, and BTCs

(bond token certificates) have been put forward for ICO investors' consideration

(Saravade, 2018). However, the studies generally take the beneficial (green) aspects

of the sustainable projects into account and concentrate on the implementation and

achievements in the shadow of the producer designing the system. However, they

invite consideration of the interests of global depositors, whether green or

unsustainable project users need to be pondered from other perspectives, and the

requirements about the exchange guarantee mechanism to protect both

shareholders could be highlighted in discussion. The group of concepts connected to

such mechanisms will be mentioned as an introduction to the importance of

environmental and renewable energy projects for projects in the future. This study

obviously indicates a comparative benefit of environment and reciprocity (green)

projects such as energy recycling projects-procurement in terms of safety, low cost

and interconnectedness (Wang &Wang, 2022).

1.4. Current Trends in Green BondMarket

There are a few factors contributing to the boom in the green bond market, such as

diverse sources of growth, increasing investor interest in green bonds, and the

complexity of green bond structures. First, diversification in the type of projects

funded by green bonds contributes its growth. In the past, green bonds usually

funded renewable energy, such as solar and wind energy. Recently, however, green

bonds have been used to fund other projects, e.g., sustainable agriculture and large

scale land use change; green building, energy-efficient and resource-efficient; loss

reductions in energy utilities and cogeneration; loss reductions in mass cargo and

people shipping and green ports etc. Additionally, emerging markets are much more

involved in the green bond space compared to 5 years ago. Emerging markets such
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as China, India, and Brazil are now issuing green bonds through their local financial

institutions and corporations. Industrial corporations are some of the largest issuers

of green bonds. Major financial institutions are promoting green bonds as part of

their portfolio, facilitating the green bond issue by smaller institutions in emerging

markets. Factors that grow the green bond market include the use of bonds, the

government’s intent to promoting green bonds through specific national policies. For

example, China has been working on ways to improve the bank’s green credit policy

as well developing green financial instruments such as green bonds in solving these

problems. Comparison of the number of dollars with that amounts to a country’s

GDP or public debt, the issuance of green bonds in emerging markets is relatively

small when compared to their economy size.

The growing demand from investors who watch what was being discussed as a

possible trend helped the rise of green bonds in providing funds for eco-friendly

development. Banks highlighted a rise in the number of female buyers of green-stock

funds. The results of this year’s asset manager assessment also showed that the

proportion of investors requesting consideration of the environmental factor in

investment decisions from investment professionals is growing. The global green

bond market recorded a peak of approximately 263.8 billion dollars in 2014 after the

2009-2012 recession, and it dropped significantly in 2017-2018. However, since 2019

there has been a strong uptrend, reaching around 301.3 billion dollars in 2021. The

Chinese government’s active investment plans related to the “Green Wall” ecological

restoration along with various state banks, proceeding with the implementation of

Korea-China contracts, showed that the newly opened environmental policy can be

directly related to the economy (Hyun et al., 2022). The social importance of

responding to climate change is always emphasized, and the need to strengthen a

mix of financial resources currently being provided is required (Saravade, 2018). As

recommended by the International Monetary Fund, it is important to be able to

combine sources of incoming money such as semiconductor sales or clean
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environment industry exports with those as investments and loans, green bonds, and

global environmental funds. (Gupta et al.2021)(Chauhan et al.2022)(López and

Rougier2021)

1.5. Challenges and Opportunities in the Green Bond Sector

Moving forward towards the target of limiting global temperature increase well

below 2°C, and ideally to 1.5°C, requires an additional investment of at least USD 60

billion per year. To address this gap, investment needs of USD 92 trillion in

sustainable infrastructure over the period of 2015-2030 are projected. This triggers

the key role of investment in green assets and projects in order to foster a climate-

resilient and low-carbon economy. Among other financial instruments, green bonds

have been promoted in order to intermediate private capital towards green

investment. However, the total amount of green bonds is still limited compared to

the above-mentioned investment needs in climate mitigation and adaptation. The

total amount of green bonds issued globally by the end of 2017 totaled USD 275.8

billion, accounting for less than 1% of the global debt capital market size.

This section critically analyzes the challenges faced by the green bonds sector,

followed by the opportunities. The common obstacles include the lack of well-

established standard for labeling, the need for more rigorous impact assessments,

the difficulty of attracting new types of debt issuers because their core activities are

still carbon-intensive or climate-unfriendly, and the risk of greenwashing, where the

flow of capital to projects supporting environmental goals is over-reported or

misrepresented so it diverts capital from activities that would otherwise have lower

environmental impacts. This latter concern could also represent potential risks to

investor trust and market integrity. As climate-resilient and low-carbon investment is

aged-kept secret and involves a great deal of technological information, transparency

is essential to differentiate authentically green projects from those falsely labeled as

such. Here, the possibilities of blockchain technology are emphasized to enhance

transparency, traceability, and immutability of transactions in the green bonds
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market. Other innovative financing structures or collaborative partnerships between

different stakeholders can also be used for means to overcome the abovementioned

barriers in the growth of the green bonds market. Lastly, the need for increased

authority intervention to complement the self-regulating process is also discussed as

a path for fostering genuine green investments and reinforcing the overall credibility

of the green bonds market. However, the information disclosure mechanism might

need a balance between the granularity of the information to be disclosed and the

relief of a firm’s private information and businesses. Paradoxically, the disclosure of

more detailed environmental information about firms can create moral hazard by

lowering reporting quality, hence hampering market dynamics on green equities and

bonds. It is recommended that both stock market regulators and green investors

carefully perceive the benefits and costs of the information they have in hand, and

proactively take advantage of the available alternatives offered by the current

analysis.

1.6. Future Prospects and Innovations

The green bond market is poised for substantial growth, predictions forecasting a

sevenfold surge in the green bond sector to $1 trillion by 2020, as more investment

flows into environmentally friendly assets (Saravade, 2018). As retail and high net

worth investors contribute to the strong demand for sustainable investments, the

market potential for broadening green bonds products into green sukuk, green loans

or tradeable performance improvements (TPI) could benefit attractive interest rates

and returns and potentially curb moral illiteracy of the issuer’s divestment projects

(Pietri, 2022). It is widely acknowledged everyone should invest green, not just green

projects, if the sustainability movement is to prevail. A green counterpart will

broaden the investor base and provide opportunities for diversified sustainable

assets that are currently underinvested, such as green portfolio in countries without

a current green market. Emerging innovative techniques in IT such as blockchain,

could further enhance transparency and efficiency on green bond transactions, which
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could foster the market’s development on a global level. The principle of green bond

might represent an unparalleled opportunity for direct investment relations between

capital providers and green enterprises. Projects funded through green bonds could

start, ultimately, introducing a direct ownership in the green economy and, for the

first time, to guarantee the coherence between the financial supports secured by the

debt capital markets and the reclaimed ecological replacement made by corporate

borrowers. Potentially, this could establish a virtuous cycle of decreasing the

ecological impact of the financed companies and improving the planet, driven by

financial and pension funds. Another important trend is finance’s shifting landscape.

The fast-growing realm of green finance suggests climate-aligned investments will

join the instrumental toolkit of computations of impact investing and the much larger

traditional finance by fondness. Financial actors and regulators are in the process of

establishing, or are pressured to establish, more robust frameworks for green finance.

These initiatives are likely to validate the green bonds market as too balder, hopefully,

bartering the odds of being perceived as another chapter in the ongoing

financialization pelerinage of nature. A number of market trends have likewise

signaled the need to overcome the baryon problem and explore the non-abelian

divisions of labor. With growing diversification, more sectors are entering the market

by utilizing green finance. This development not only brings diverse and much more

impactful projects into the space but also nurtures ambitions of a more active

revolutionary battalion on the financial front. Market sectors traditionally not

represented in the ESM market have begun to consider issuing green scrutinization

following a strategic directive. These include, for instance, timber, water supply and

sewage systems, waste management, agriculture, or biofuels. Initially, the trend of

green bonds is on projects that are already environmentally beneficial.

1.7. Conclusion

The bond market and specific trends considered green are analysed from

sustainability and climate preservation perspectives. Green bonds are rapidly
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becoming the world’s largest influencers in the movement to protect and restore

global ecosystems. Climate challenges and investments required to mitigate them

result in dependence upon global financial markets to play a fundamental role in the

change towards a sustainable, low-carbon world (Saravade, 2018). The result is the

development of a unique financial instrument, called a ‘green bond,’ that allows the

transformation of conventional fixed income into an environmentally friendly

investment. Currently, green bonds have tended to be issued by multinational

providers and government institutions on a substantial volume, preferably exceeding

$250,000.

Innovative practices increase the attractiveness of green bonds for both issuers and

lenders. Many negative opinions and allegations direct towards official sectors

concerning environmental sustainability, which is the area of greatest concern.

However, the analysis carried out also concerns the entity’s dropping the market

price of ESG bonds among commercial entities. The Environmental, Social, and

Government (ESG) bonds are a new category in the family of ‘green’ bonds, making it

possible for the heightening of funds for activities such as research and progress in

the area of corporate sustainability. That bond group has been critically studied since

its one year existence on the European market and, therefore, may offer the

perception of a broader approach to obtaining ESG financing. Ultimately, the

condition of the political situation and the entity’s market status can have a material

impact on the issue of an ESG bond.
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