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Greenenergy financing

M Check for updates

Farhad Taghizadeh-Hesaryis an
associate professor of economics
atthe school of global studies

of Tokai University inJapan and
vice-president and co-founder

of the International Society for
Energy Transition Studies based
in Australia. He talks about
bringing private investment to
sustainability projects.

Your energy finance research has
highlighted major challengesin clean
energy financing, especially the financing
of green and renewable energy, and

points to broadly practical solutions.
Whatled you on this path?

Tenyearsago, myresearchfocused mainly on
the economics of fossil fuels, the impacts of
energy price fluctuations on macro-economic
variables and oil price determination. In the
past five years,  have focused more on green
energy, sustainability and energy transition
because I found that these are more important
and essential for achieving the sustainability
and climate-related goals.

Renewable energy projects have more
difficulties compared to fossil fuel projects
in accessing finance. Several risks associ-
ated with renewable energy projects means
that private investors are still reluctant to
invest in these projects. My research mainly
focuses on how to bring private investment
and private finance to these types of projects,
working on designing financial instruments,
and assessing the effectiveness of different
instruments, policies, rules and regulationsin
promotinginvestmentintogreenand environ-
mentally friendly projects, whichis known as
green finance.

What are the newest challenges in progress
ongreen energy financing?

Unfortunately, one of the most disappointing
aspects of the contemporary global economy
is the low rate of investment in sustainability
projects. The global community has set goals,
such as the Sustainable Development Goals,
the Paris Agreement on climate change and
several other international goals. However,
the current level of investment in renewable

energy projects and energy efficiency pro-
jects is insufficient to achieve these goals.
In addition, in the wake of the COVID-19 pan-
demic, because of the uncertainty and the
economic recession and because the future
is not very clear for investors, new invest-
ment in these types of projects reduced even
more, so it means that the situation is even
more serious, compared to pre-COVID-19.
So the goal of the research is how to fill this
finance gap.

Many institutions now focus on green
investments, but how do they standardize
orrate these?

When we look deeperinto these investments,
we see a serious issue with greenwashing.
When a company, institution or investor
mentions their green investment, it doesn’t
necessarily mean they are concerned about
sustainability. Governments of the major
emitters, suchas China, the US, Japanand the
European Union, have taken necessary steps
toachieve carbon neutrality and also to facili-
tategreen finance andissuing of green bonds.
Butwheninvestors purchase greenbonds, itis
unclear whether the money they are investing
intothefinancial assetisreally goingto green
projects or not. There is alack of supervision
from the side of governments on assessing the
greenness of these investments.

Oneofthebiggestissuesisthelack of green
rating agencies. Inthe financial markets, there
areseveral creditrating agencies, suchas S&P,
Moody’s and Fitch, which assess the credit
risk of companies. For example, given that
the project credit risk is very low and almost
zero, itscredit ratingis AAA, or AA+. We need
independentinstitutions to assess the green-
ness of projects and companies and to rate
them based ontheir level of sustainability and
greenness. An individual, corporate or insti-
tutional investor would then have a clearer
idea and confidence of whether their money
isreally going to theright place or whetherit’s
just greenwashing.

What are the ways to reduce risk

and increase therate of return of

green projects?

Credit risk is one of the major risks that pre-
vents investors from investing. To solve this
matter, we designed the green credit guar-
antee schemes that cover the risk of lending
to green projects so that banks and financial
institutions will show more eagerness to lend
togreen projects. We have shown theoretically
and empirically how agreen creditguarantee
canreduce the credit risk and unlock the pri-
vateinvestmentin green projects. Toincrease
therateofreturnofgreenprojects, a possible
solutionisacarbon tax thatis collected from
pollutingindustries and thatcanbe directed to
green projects, forincreasing the rate of return
ofthese projects. Another policy we proposed
isusing thespillover effect toincrease the rate
of return of renewable energy projects, which
I'll explain. The government often regulates
electricity tariffs; this makes it difficult for pri-
vate financial institutions to finance electricity
projects. Electricity supply from renewable
energy sourcesin an unelectrified region will
bring factories and businesses to the region.
Duetothe power supply, the region’seconomy
will flourish (spillover effect of the power sup-
ply). New residences will be constructed, and
property values will rise. The corporate tax,
income tax, property tax and sales tax will
increase along the electrified region; this is
called the spillover tax. Either local or central
governments usually collect all these spillover
taxrevenues without returning themtoinves-
torsinenergy projects. If part of the spillover
tax revenues returns to private investors, the
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rate of return of green energy projects would
increase and bring new private investments
into these projects.

How does the size of a corporation or
enterprise affect carbon taxation?
Regarding carbon taxation, large enterprises,
such as automobile manufacturers, steel and
cement companies or petrochemical compa-
nies, thatare polluting and need to be cleaned
up receive the majority of the attention.
Many governments are neglecting small- and
medium-sized enterprises (SMEs). I think both
areimportant.If we place carbon taxationrules
only onlarge enterprises, then the competition
is unfair, and SMEs would escape from these
rules. Rules and regulations — or incentives
—need to be for both groups of companies,
notonly for large companies but also for SMEs
thatare shaping asignificant part of the econo-
miesin many countries. Forexample,inJapan,
almost 50% of the GDP comes from SMEs. In
China, South Korea, India, the US and Europe,

SMEs are very important. So this is one thing
thatneedstobeaddressed:whenthereisarule
andwhenthereisacoston pollution, allgroups
of companies need to be treated equally.

How canshareholders or investors provide
incentives or advocate for sustainable
investments?

Firstly, private companies can have a signifi-
cantroleintheenergy transitionandin achiev-
ing carbon neutrality. Most companies care
about the profits of their investments, except
impactinvestors or those companies with a
mission toward the environment and sustain-
ability. Impactinvestments generate ameasur-
ablesocial or environmentalimpact alongside
afinancial return. If sustainability projects are
profitable, then more companies will show
interest. Secondly, I believe that for large
companies, especially stock listed companies,
impactinvestment demand should come from
shareholders. Forexample, if ’'mashareholder
of company ‘A’,  would like this company to

care about the environment and social values
in addition to financial return. So it means
that when I'm looking at the annual report of
companyA, ldon’t, as ashareholder, just check
thesales or profits, butlalso seek information
about whether they performed environmen-
tally friendly activities, reduced the level of car-
bonemissions, and are good insocial activities
and in gender equality, and have enough, for
example, female board members. Sharehold-
ers can have asignificant role in transitions to
sustainability, and they should be demanding
and asking large companies to care more about
sustainability goals.

Interviewed by Lisa Palmer ®
Journalist, Washington, DC, USA.
e-mail: lisaleschpalmer@gmail.com

Published online: 10 October 2022

Competing interests
The author declares no competing interests.

nature sustainability

Volume 5 | November 2022 | 910-911 | 911


http://www.nature.com/natsustain
http://orcid.org/0000-0002-8804-3608
mailto:lisaleschpalmer@gmail.com
mailto: 

	Green energy financing




