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Abstract: This paper considers the guiding impact of private governance schemes on public
authorities’ policy-making through a case study on green bond standard. Based on theoretical review
of the institutional interplay and private governance scheme, two hypotheses are proposed in this
paper: horizontal interplay between transnational private governance schemes can make a particular
framework prevalent in given governance area; and prevalent private governance scheme can
influence policy making of public authorities through vertical institutional interplay. The argument in
this paper supports that internationally-accepted private governance schemes could be in a position to
influence policy-making by public authorities. Horizontal interplay in the form of alignment between
the Green Bond Principles (GBP) and other private green bond standards reinforces the credibility of
the overlapping elements of the private standards. As for vertical level, this paper finds that public
authorities at national and regional levels take advantage of the private governance scheme,
especially GBP, when developing their own standards and policy frameworks. Private institution’s
expertise on green bond standards effectively function to help develop coherent green bond standards
globally by helping with public authorities’ policy development. GBP eventually serves as a model
regulation for policy makers as public authorities regard them as market best practice. This further
strengthens the credibility of GBP since private governance schemes could attract more users by
making it clear that those voluntary private standards are linked with standards and policy
frameworks created by public authorities.
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1. Introduction

Green bonds play an increasingly important role in ensuring financing for climate change
prevention (Mathews & Kidney, 2014; Reichelt & Keenan, 2017; IFC, 2018). The World Bank
defines a green bond as “a debt security that is issued to raise capital specifically to support
climate-related environmental projects” (World Bank, 2015). As climate finance flow is still far
behind what is required to achieve the global climate change goals set by Paris Agreement, there is
growing interest among actors in climate governance in green bonds as a potential source to bridge
the financing gap (Paula & Carola, 2016; UNEP, 2019).

Transnational non-state actors and authorities at national and regional levels have increasingly
developed green bond standards. Market-led efforts towards standardisation and definition in the
green bond market have borne fruit in the form of private standards. There are several private
governance schemes for green bonds, such as the Green Bond Principles (GBP), developed by the
International Capital Market Association (ICMA). GBP has been frequently referred to as a
benchmark to meet the required level of transparency and integrity of disclosed information that will
be reported by issuers to investors and multi-stakeholders, although both are only voluntary schemes
developed by non-state actors. Following that, development of policy framework by public
authorities has also made progress in building upon those private standards (OECD, 2015).

However, scholars of global environmental politics have not brought attention to the influence
of those private green bond standards on the policy-making at public authorities. The research
community has increasingly recognised the need for deeper and more comprehensive understanding
on the engagement of private institutions in global environmental governance (Chan et al., 2015). In
line with that, prior researches argued that it is increasingly important to study the institutional
interplay of the public policies and private governance schemes (Cutler, 2009; Biithe, 2010; O’Neill,
2013; Hickmann, 2017). Still, the vertical interplay between private institutions and public
authorities has not gained the scholarly attention although scholars realize its importance.

Similarly, sustainable finance governance through private governance scheme is
under-researched literatures on global environmental politics. There has been research that reviews
sustainable finance governance in the context of social responsibility (Richard, 2009, 2010, 2017).
Thistlethwaite (2014) argued that investor-networks encourage financial institutions’ sustainable
investment through the “finance-led climate governance” that uses private institutions to generate
political authority for sustainable financial practices. Ayling & Gunningham (2017) described that
the climate finance movement forms part of the emerging transnational governance architecture that
attempts to guide the mobilization of climate finance from private financial institutions and investors.
However, most literatures also have yet to sufficiently explain how private governance schemes can
contribute to guiding policy frameworks at public authorities.

With this background, this paper explains how private governance schemes, in particular private
green bond standards, could have a guiding impact on public policy-making. The remainder of this
paper will be structured as follows. First, it builds upon the climate change regime complex
discussion to review the emergence of the institutional interplay and private governance schemes in
global environmental politics. Based on the theoretical background, the institutional interplay for
green bond standards will be reviewed at horizontal and vertical level. Following that, the paper
analyzes that the outcome of the interplay forms the solid ground for the uptake of the private
governance schemes on green bonds as a guiding standard for public policy-making.
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2. Theoretical background and hypothesis

The following sections build upon regime complex discussion to review the arguments on
institutional interplay and private governance. Based on the review, the paper formulates hypotheses
on the influence of private green bond standards on policy-making at public authorities.

2.1. Regime complex

Regime theory had emerged as a response to analytical dysfunction of a state-centric approach
in international political economy since late 1980s. Keohane (1989) defined regimes as institutions
with explicit rules, agreed upon by governments, which pertains to particular sets of issues in
international relations. Following that, it has been becoming increasingly evident that institutions are
overlapping but coexist in a way to be loosely coupled to one another, sometimes conflicting and
sometimes mutually reinforcing without a clear hierarchy. This situation is referred to as regime
complex as scholars discussed since 2000s (Raustiala & Victor, 2004; Keohane & Victor, 2010).
Although some scholars argued that it is difficult for governments to implement transnational policy
frameworks in different regimes that are slightly or largely inconsistent with each other (Weiss, 1993;
Hicks, 1999), regime complex discussion still identifies the benefits of its institutional multiplicity
for trans-boundary governance (Abbott, 2012). The existence of multiple schemes makes it possible
to fine-tune standards and programmes to particular situations and targets. In addition, loosely
coupled regimes are more flexible than unitary regimes in responding to changes that influence!
Issues and actors unevenly.

Climate change is regarded as regime complex due to its fragmented governance structure as
scholars of global environmental politics argues from late 2000s (Biermann, 2007; Biermann &
Pattberg, 2008). States attempted to set up a comprehensive regulatory system for managing
climate change with clear roles and demarcations for respective international institutions.
However, these efforts eventually created what is called a “Cambrian Explosion” of climate
regimes (Abbott, 2012). Fragmented climate regimes handle climate change issues in which
organisations, rules, implementation mechanisms, financing arrangements and operating activities
that are working for the climate change proliferate (Keohane & Victor, 2010; Abbott, 2012). In
such a situation, managing climate change involves interplay of a range of actors, including
multi-level institutions at transnational, national and local levels, whose goals are sometimes
individual but often interdependent.

2.2. Institutional interplay

Even before the discussion of regime complex emerged, scholars of global environmental
politics argued institutional interplay. Young argued institutional interplay as the situation where the
operation of one set of institutional arrangements affects the results of another (Young, 1996; Young
et al., 2008). Numerous conceptions of institutional interaction have been presented since then, from

! The concept of influence is used for assessing the consequences of the behavior of actors rather than the concept of
power as influence stands for the bringing about of an effect by gradual process and an agency that affects, modifies or
sways (See Biermann et al., 2009).
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classification to causal mechanisms. Young (1996) proposed four classifications of institutional
interaction. Those include: embeddedness, that is, relationship to overarching principles and
practices; nestedness, which concerns interactions where specific arrangements are folded into
broader institutional frameworks; clustering, the deliberate combination of several governance
arrangements in institutional packages; and overlaps, which involve unintentional influences between
different individual governance arrangements (Young, 1996; Stokke, 2001; Oberthir & Gehring,
2011). Moreover, “functional interplay” refers to situations where the operation of one regime
influences the effectiveness of the other, whereas “political interplay” appears between actors
involved in the regime who decide to treat both arrangements as part of a broader but normatively
coherent complex (Young, 1999; Stokke, 2001). Furthermore, scholars make a distinction between
horizontal and vertical interplay and between functional and political interplay (Young, 1998, 1999,
2002; Stokke, 2001; Vatn & Vedeld, 2012; Hickmann, 2017). While horizontal interplay takes place
at one level of a social organisation, such as between functionally separated regimes, vertical
interplay occurs between regimes located at different positions on the scale, from international to
local levels of management (Young, 2002; Vatn & Vedeld, 2012).

With regard to the causal mechanism between institutions, Stokke (2001) introduced three
concepts. Firstly, “ideational interaction” implies that substantive or operational rules of an
institution can serve as models that influence another institution (Oberthtr & Gehring, 2011).
Secondly, “normative interaction” means that an institution can confirm or contradict the norms of
another institution (Stokke, 2011). Thirdly, “utilitarian interaction” is a situation in which one
institution can alter the costs and benefits of options available in other institutions (Oberthir &
Gehring, 2011). The concept of institutional interplay will be applied in this paper to study the
interaction between the public policies and private governance schemes.

2.3. Private governance scheme

On the other hand, scholars of international political economy extended the concept of regime to
the activities of non-state actors such as non-governmental organizations (NGOs), business
associations, and transnational corporations (Cutler et at., 1996; Cutler, 2009). The roles of non-state
actors in the process of regime formation and policy implementation were increasingly
acknowledged in global governance (Bulkeley, 2005). Private governance schemes increasingly
constitute one of the pillars of global governance for sustainable development, together with public
authorities (Dingwerth, 2008). The private sector is becoming engaged as a rule-maker in the global
climate and energy governance through private regimes and public-private partnerships (Kollmuss et
al., 2008; and Andrade & Puppim de Oliveira, 2015).

Private governance schemes can be catered by the private institutions, which refer to actors and
institutions that are not exclusively public, including businesses, civil society, epistemic communities,
investor groups or private rule-setting institutions; it also extends to hybrid arrangements set up by
both private and public actors (Zelli et al., 2017). In practice, while private institutions implement
their activities to achieve their goals, they occasionally have the authority to govern particular issue
domains by setting international standards and other rules (Hall & Biersteker, 2002). Authority is a
social relationship where the subject consents to the claim of authority. Private authority can be
defined as situations in which non-state actors make rules or set standards that other actors in world
politics adopt (Green, 2014). Private governance schemes can emerge as private authority when there
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is @ demand for benefits by states or non-state actors and, at the same time, a supply of existing
private expertise (Green, 2014).

According to Green (2014), private authority can be two types. On the one hand, delegated
private authority is referred to as a private institution that sets rules as per assignment by the public
authority. The delegated private authority could arise through a transfer of public authority, whereas
there is no such transfer for entrepreneurial private authority to set rules on the governance issues.
On the other hand, entrepreneurial private authority is defined as a private institution that takes
entrepreneurial initiative to set rules (Green, 2014; Green & Auld, 2017; Zelli et al., 2017).
Entrepreneurial private authority arises by taking advantage of the rule setting room, where public
authority defers its decision-making on the contested governance issue, and important actors choose
to adopt the rules created by the entrepreneurial private authority. In other words, where governments
are unable or unwilling to govern, entrepreneurial private actors have an opportunity to create rules
to fill the void (Green & Auld, 2017). Transfers of authority to private institutions normally come
from transnational organisations, since their governance deals with transnational rule-making.

2.4. Hypothesis

Building upon the arguments of institutional interplay and private governance scheme, this
paper analyses whether prevalent private governance schemes can contribute to public authorities’
policy-making. This question assumes two notions: that private governance schemes could be
recognised as a result of institutional interplay, and that private governance scheme could guide the
policy-making of public authorities.

First of all, what does “prevalent” private governance scheme mean? Zelli (2011) provides an
important implication for this: a scheme is prevalent if its approach in a given governance area has
been echoed or strengthened by third-party institutions. Green (2014) raises the same point, as a
governance scheme could play an authoritative role when the third parties in a given governance area
adopt the rule. Since governance schemes overlap in the climate change regime complex and interact
with each other, a scheme supported by a wider array of institutions can be regarded as a prevalent
governance scheme. The prevalent scheme would emerge through the process of horizontal interplay
among overlapping schemes.

Secondly, transnational private governance schemes can influence policy-making of public
authorities at different jurisdictional levels through vertical interplay. Governance roles are normally
expected at public institutions, but private governance schemes are increasingly referred to in
authoritative roles such as rule-setting. In particular, private governance schemes can become
prevalent in the absence of a focal public institution that deals with the given governance area
(Andonova et al., 2009; Green, 2014; Zelli et al., 2017). Private governance schemes can find space
to fill gaps when there is no dominant institution to oversee the issue domain (Strange, 1996). The
influence of private governance schemes can be certified by the uptake of major elements of the
scheme in developing policy frameworks (Green, 2014). The transnational private institutions that
create private governance schemes can also get involved in policy-making on the part of public
authorities through engagement in consultation meetings, knowledge brokering and information
sharing. The engagement to help development of standards is also proof that private governance
schemes can influence policy frameworks shaped by public authorities.
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A number of studies have contributed to the conceptual and empirical analyses on institutional
interplay in global climate governance over the course of past decades. Most of these studies have
been dedicated to examining the horizontal dimension of institutional interplay, but vertical interplay
has not gained much scholarly attention thus far (Hickmann, 2017). Vertical interplay includes
interactions such as multi-scale governance between governance schemes at national and
transnational levels (Hickmann, 2017). This notion can be applied to the influence of transnational
governance schemes on policy-making across multiple jurisdictional levels (O’Neill, 2013).

Based on the theoretical background explained above, a hypothesis on the relation between
transnational private governance schemes and national policy-making is derived as follows.

Hypothesis (a): Institutional interplay between transnational private governance schemes can

make a particular framework prevalent in a given governance area.

Hypothesis (b): Prevalent private governance scheme can influence policy making of public

authorities.
The hypotheses will be examined through the analysis on private governance of green bond
standards in the rest of this paper.

3. Materials and method

This paper uses empirical research from primary and secondary documents on green bond
standards. With regard to primary sources, the author collected the official documents of private
governance schemes for green bonds including Green Bond Principles (GBP), Climate Bond
Standard (CBS) and others. These official documents are used to analyse the horizontal interplay
among private green bond standards. Similarly, official documents of green bond standards and
policy frameworks at national and regional authorities were also reviewed to examine the vertical
interplay between private green bond standards and those standards and frameworks at authorities. In
addition, existing papers on green bond standards are also studied as secondary sources, which are
typically published by global environmental politics scholars. International organizations’ analytical
research on sustainable finance governance is also broadly referred to in this paper.

It is important to note that the paper’s objective is not to evaluate the effectiveness of private
and public green bond standards on improvement of sustainable finance. Rather, the paper’s
objective is to examine how the private green bond standards contribute to the creation of the
standards and policy frameworks at the national and regional authorities from the perspective of
global environmental politics.

With this in mind, the remainder of this paper reviews the private governance schemes on green
bond, followed by the analysis on the green bond policy framework and standard at national and
regional public authorities. Based on the analysis, horizontal and vertical interplay of green bond
standards is discussed.

4. Transnational private governance on green bond standards
With the hypotheses as described above, this paper considers how and why voluntary
self-regulation schemes influence public authorities’ policy-making, examining the case of private

governance schemes and national policy frameworks for green bonds. There has not been limited
scholarly attention paid to the sustainable finance governance through private governance scheme as
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mentioned at the beginning of this paper. However, it can be observed that non-state actors developed
private green bond standards that can guide policy-making of national or regional green bond standards.

Green bonds? are among the first financial instruments that assist markets in achieving
environmental sustainability with increased investment opportunities and improved risk management
(IFC, 2018). Over the decades, an enabling environment for green bonds has also been developed,
which includes policy guidelines, frameworks and market development. Non-state actors, such as the
International Capital Markets Association (ICMA) and the Climate Bond Initiative (CBI), have
developed international voluntary green bond standards. In a nutshell, those standards ensure
compatibility in a way that meets the homogeneous requirement in major components of the
standards, although there are some differences in minor components. In reality, there are countries
that have developed green bond frameworks based on those voluntary standards, and an increasing
number of countries are following, as discussed in the following sections.

In order to examine these dynamics, the next section focuses on the horizontal interplay
between private green bond standards to see what are the prevalent elements of the private green
bond standards, followed by the section that analyses how the private green bond standards influence
the policy-making at public authorities.

4.1. Horizontal interplay in private governance green bond schemes

For investment in green bonds to take off, it is important that investors are able to make a
distinction between green bonds versus non-green bonds. Green bonds should use proceeds for
environmentally sustainable activities, have a process for determining project eligibility, manage the
proceeds in a traceable fashion, and report annually on the use of proceeds (Ehlers & Packer, 2016).

There are several green bond frameworks that were developed by different transnational private
institutions. Voluntary frameworks for green bonds were developed by transnational private
institutions such as ICMA and CBI, followed by development of frameworks by public authorities.
The commonality of those frameworks is that the use of funds and subsequent revenues must be
linked to green investment.

First of all, the Green Bond Principles (GBP) was developed as a voluntary process guideline that
were issued by the ICMA in 2014. The executive committee that governs GBP consists solely of
investors, issuers and underwriters, and other stakeholders are positioned as observers. GBP puts

2 Green bonds are especially valuable in countries where demand for sustainable infrastructure investment is high, but
supply of long-term bank loans is limited (UNEP, 2019). In reality, green bond markets have been growing rapidly.
Annual issuance of green bonds went over USD$100 billion in 2017, while gross green bond issuance had reached
around USD 300 billion since its first appearance in 2007 (Reichelt & Keenan, 2017). Although issuers like the World
Bank dominated the green bond market until 2012, an increasing number of corporates, energy and utility companies, and
governments started to issue green bonds around the world in 2013 (Reichelt & Keenan, 2017). Moreover, large pension
funds and sovereign wealth funds have begun to express strong interest in putting their resources in green bonds
(Mathews & Kidney, 2014). There are a number of reasons green bonds are increasingly attracting investors (People’s
Bank of China [PBoC] & UNEP, 2015). Green bonds not only provide environmental and social value, but also present
good investment returns: for example, they often offer tax exemption or other risk mitigation measures. Moreover, their
relatively short maturity—around three to seven years with high liquidity—can activate active trading in secondary
markets. Many green bonds are tax-exempt and thus present good investment returns.
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together by major private financial institutions constitute the highest level of criteria (Ehlers & Packer,
2016). While specific targets of environmental projects and activities financed by green bonds are not
illustrated in the principles, their primary purpose is to clarify the approach for issuance of a green
bond and encourage the integrity of the green bond market (IFC, 2016). GBP requires the following
four elements to label a bond as green (Pham, 2016). First, a green bond’s proceeds need to be used for
environmentally friendly capital expenditures, such as investment in low-carbon transition. A list of
broad categories of green bonds is provided by GBP for checking eligibility. Second, green bonds’
documentation must include specific criteria and processes for determining the eligibility of projects or
investments. Third, a formal process that regulates the use of net proceeds must be disclosed in the
supporting document. And fourth, issuers of green bonds should report at least annually on the specific
investments made with the green bond proceeds and document the environmental impacts of those
investments. It is suggested that the application of qualitative and quantitative indicators should be used
in reporting the performance of green bonds. Moreover, it is recommended that issuers should use an
external review to confirm the alignment of green bonds with GBP, and the alignment could be verified
by certification, rating and consultant review (IFC, 2018).

Second of all, with regard to the CBI, the Climate Bond Standard (CBS) was developed as a
labelling scheme for bonds. The CBS Board is composed of members from a broad array of investor
and stakeholder groups (Park, 2018). Moreover, the CBI partnered with the Sustainable Banking
Network Green Bond Working Group and the International Finance Corporation (IFC) to develop a
map of existing guidelines and green bond frameworks in emerging markets in 2018. They have
developed the tools to build the capacity of policymakers in developing countries. These include a
self-assessment tool for planning capital market development and a capacity building needs
assessment tool (CBI, 2018a). Those tools can be leveraged to strengthen the market environment of
the green market based on improved policy frameworks in developing countries, which conform to
the GBP as much as possible.

Interestingly, the frameworks are aligned substantially between the GBP and CBS, since CBS
and its certification process are built upon the GBP (IFC, 2016, 2018; Rose, 2018). The fact that CBS
integrated the GBP’s four main elements reinforced the credibility of the standards. Alignment of
green bonds with GBP has become the shared foundation for issuing green (IFC, 2018). GBP and
CBS have eventually attracted a lot of issuers to use the standards. For issuers, voluntary compliance
with those standards would result in gaining a positive brand reputation (Park, 2018)

Moreover, CBS elaborated sector-specific quantitative criteria for the definition of green that
fall into eight broad categories, whereas GBP leaves the definition to issuers. CBS lends itself more
readily to immediate applications, and provides clearer, sector-specific eligibility criteria (Ehlers &
Packer, 2016). This is an effort by CBS to accelerate market development by providing a more
certain process to issue green bonds, or climate bonds in the terminology of CBS (Rose, 2018). In
addition, CBS requires third-party verification to award certificates, while GBP only recommends
that a third party should verify issuers. Once the third party verifies the compliance of the bond to
CBS, the certification will be awarded (IFC, 2016). Auditors enhance the credibility of issuers using
CBI, as in general, third party verification makes the standard hard to meet (Chen et al., 2014; Green,
2014). In reality, the issuance of a CBI-certified green bond is positively associated with the effect on
firm value, as well as profitability and environmental rating (Flammer, 2018). All in all, CBI helped
green bond governance to become more prescriptive than GBP (Park, 2018). Furthermore, CBI has a
more inclusive governance approach than the Executive Committee of GBP, since the CBS Board is
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composed of a broader array of investors and stakeholder groups. CBS is drawing attention to the
green bond market from a wider variety of stakeholders.

Moreover, Centre for International Climate and Environmental Research (CICERO) that is an
interdisciplinary research institution for climate change and environment based in Oslo provides
second opinions on green bond frameworks. It has completed 70 second opinions for green bond
issuers including multinationals, corporate and municipalities worldwide by providing an
independent quality check on the green bond issuance and project selection. It developed the Shades
of Green methodology that provides an assessment on the degree of bond’s adherence to a long-term
vision: the assessment gives three different degrees including dark, medium and light green
depending on the level of contribution to long-term low carbon and climate resilience (Ehlers &
Packer, 2016). The assessment is applied to the project based on the project categories that covers
both climate mitigation and adaptation such as energy generation, transport and flood security. As
CICERO analyses that GBP’s provision on the definition is not sufficiently detailed, it provides
much deeper clarity on the definition of green to reveal the potential climate risks associated with the
bond while regarding GBP as a loose and overall guidance (CICERO, 2016). In addition, it differs
from CBS in a way that it provides tailored assessment for each project instead of applying the fixed
criteria, which allows higher granularity on the analysis than CBS (Shishlov et al., 2018). In short,
the Shades of Green provides an alternative way to assess and define green while accepting GBP as a
global best practice.

Furthermore, credit rating agencies provide the assessment on the relative likelihood that bond
proceeds will be invested to support environmentally friendly projects (Ehlers & Packer, 2016). In line
with the four elements of GBP, Moody’s Green Bond Assessment (GBA) uses further numerous
quantifiable factors in its assessment to increase the transparency and replicability (Ehlers & Packer,
2016). As another example, S&P Global Ratings’ Green Bond Evaluation Tool allows analysis on the
environmental impact of bond projects, which can give views as an second opinion for the alignment of
bonds with GBP (S&P, 2018).

Considering the alignment of GBP and other private standards as described above, it is observed
that GBP operates as a base for green bond standards. On the one side, CBS and other standards and
frameworks contain the elements that overlap with GBP, which eventually reinforces the credibility
of each element. On the other side, building on GBP, they made efforts to make more specific
guidance on green bond issuance than GBP. As H(a) supposes, institutional interaction, materialised
as the aligned standards among standards and frameworks, is making GBP the prevalent regime for
green bond standards through functional interplay, which could eventually reinforce the credibility of
the overlapping elements of GBP and others.

Those voluntary green bond standards were crystallised as outputs of efforts made by
transnational private institutions. Public authority did not solicit development of standards; rather, it
was their voluntary efforts to govern financing for climate change. In this respect, their work is well
aligned with the definition of entrepreneurial private authority. Rule setting as development of
standards and certification schemes through non-state-market-driven governance are the most
common entrepreneurial authorities (Cashore, 2012; Green, 2014).
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4.2. Influence of private standards on policy-making at public authorities

Since green bonds can catalyse instrumental financing for climate change, national frameworks
play an essential role in accelerating the development of green bond markets (IFC, 2018). A growing
number of countries have been developing green bond markets and their own green bond standards
and national frameworks. This is the case in developed countries as well as developing countries.® It
Is noticeable that those national and regional frameworks are aligned with the aforementioned green
bond standards developed by non-state actors, as explored in the following.

4.2.1. Japanese green bond guideline

The Ministry of Environment Japan (MOEJ) issued the Green Bond Guideline 2017 in order to
spur the issues of green bonds, and investments in them, for the long-term substantial reduction of
greenhouse gas emissions in Japan. In addition to climate concern, the 2030 Agenda for Sustainable
Development globally agreed on in 2015 has also increased expectations for the role of private
investments in projects for the prevention of natural capital deterioration and other environmental
purposes (MOEJ, 2017).

In order to formulate the guideline, expert meetings were organised from 2016. The Green Bond
Review Committee met four times and ensured that the draft guideline was consistent with the
“globally-accepted GBP” (MOEJ, 2017) and considered as a solution to prevent green wash bonds,
which are labeled as green despite having exaggerated or no environmental benefits (OECD, 2017).
Moreover, an opinion exchange meeting was held with the Review Committee members and European
and American financial market participants well versed in the GBP to discuss the guidelines, followed
by invitation of the public comments (MOEJ, 2017). Building upon those efforts, Japan’s Green Bond
Guideline was materialized in line with the four elements of GBP. For example, both GBP and the
Japanese Guideline identify as types of green bonds project bond, revenue bond and securitized bond,
and the same sectors of the use of proceeds, such as energy, buildings and climate adaptation. In
addition, the Guideline explicitly mentions, “projects should fall under the business categories specified
for the use of proceeds in the GBP or in the Guidelines” (MOEJ, 2017).

However, this does not imply the copy and paste of GBP to the Guideline, and rather the
Guideline specifies further guidance building upon GBP. For instance, regarding the project evaluation
for selection of projects, the Guideline recommends bond issuers to consider the potential
environmental negative impacts. As another example, the Guideline suggests that green bond issuance
in Japan should be in line with the existing environmental certification system that is widely applied in
Japan, such as Leadership in Energy and Environmental Design (LEED), Comprehensive Assessment
System for Built Environment Efficiency (CASBEE) and Building-Housing Energy-efficiency
Labelling System (BELS). In addition to that, the Guideline illustrates plenty of business cases where
green bonds can be used in order to encourage the Japanese stakeholders to apply the green bond
building upon the guideline. Furthermore, the Guideline provides the recommendation on the reporting

* For example, in developed countries, the Tokyo Stock Exchange in Japan has launched a new platform for green and
social bonds, whereas Barcelona issued green and social bonds with a €35 million notional in 2017 (Info Barcelona, 2017;
CBI, 2018a). As for developing countries, the PBoC released guidelines for verifying green bonds jointly with the China
Securities Regulatory Commission in China in 2017 (Whiley, 2018).
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format, metrics and indicators that should be applied to the illustrated sectors of the use of proceeds,
which have not been specified in GBP. To sum up, while the Japanese Guideline is deliberately aligned
with GBP, it adds further elaboration to some aspects in order to tailor the green bond standard for the
existing Japanese environmental practices and policies.

4.2.2. Chinese green bond policy framework

Having faced severe environmental pollution, China received a recommendation from
transnational organisations to develop a green financial system and green bond market (PBoC &
UNEP, 2015; CBI & 1ISD, 2015). Responding to that, Chinese authorities have strengthened support
for the development of green bonds, and stock exchanges also strongly support the listed green bond
market by streamlining approval procedures, launching green bond indices and cooperating with
international exchanges in enhancing transparency and disclosure.

Back in 2015, China became the first emerging market to issue mandatory guidelines for green
bonds. People’s Bank of China, a Chinese central bank (PBoC), and the National Development and
Reform Commission (NDRC) have published green bond guidelines respectively, with a list of
qualifying green projects and proposals for policy incentives (IFC, 2018). However, the
harmonisation of a green bond framework had not been reached, as there were multiple official
guidelines in China, which were inconsistent with international voluntary standards, such as GBP
and CBS (Stock Exchange of Hong Kong (HKEX), 2018). For example, China regarded construction
and operations of clean coal-fired plants, such as the ultra supercritical generator unit, within the
scope of the green bond projects, while is never the case in GBP and CBS (Green Finance
Committee [GFS], 2015). In this regard, the use of proceeds was not consistent between China’s
green bond policy and international practices (Dai & Kidney, 2016). Moreover, the aforementioned
two sets of Chinese guidelines regulated the issuance of green bonds in a complementary manner, but
slight differences between the two schemes created confusion in the market.

The development of China’s green bond guidelines relied on international experience, as
Chinese regulators keep regular contacts with international self-regulatory organisations, market
standards providers, market participants and other regulators, despite inconsistency in Chinese green
bond guidelines among domestic and international frameworks. Even during the development of the
green bond guidelines in 2015, ICMA’s GBP and CBI’'s CBS were used as references (Wang &
Zhang, 2017). As international investors prefer to invest in green bonds that are aligned with
international standards, addressing the differences in definition is necessary to attract a number of
investors. China’s Green Finance Committee (GFC), which works under the PBoC, benefited from
discussion with ICMA and CBI, and also strived to harmonise multiple Chinese green bond
standards (Wang & Zhang, 2017).

Consequently, there has been improvement in Chinese green bond policies in recent years.
PBoC and NDRC reached a consensus to work towards a common Green Bond Catalogue (CBI &
China Central Depository and Clearing Company [CCDC], 2018). Moreover, internationally aligned
green bond issues from China are increasing, while Chinese green bonds that are not in line with
international definitions have decreased in 2018 (CBI & CCDC, 2019). Furthermore, the Green Bond
Standard Committee established in December 2018 under the guidance of the PBoC, the China
Securities Regulatory Commission (CSRC), and other regulators is China’s first self-regulatory and
coordination mechanism for green bonds, and is expected to play an important role in 2019,
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especially in the harmonisation of green bond standards and market access of green bond verifiers
(SynTao Green Finance, 2019). The regulation and transparency of green bonds have been
developing in China in terms of both policies and actual issues.

4.2.3. EU green bond standard

In order to encourage the member states of the European Union (EU) to mobilise financing of
sustainability, the European Commission (EC) drafted the Action Plan on Financing Sustainable Growth
in 2018. Action 2 in the Plan describes that the EC will produce the framework for green financial
products such as green bonds. The Technical Expert Group on Sustainable Finance (TEG) identified the
EU Green Bond Standard (EU-GBS) as one of the key frameworks to be developed (EC, 2018).
Following the Action Plan, the TEG proposed an EU Green Bond Standard outlining that the it will
accelerate the issue of green bonds and support the link with other sustainable financial instruments. The
Interim Report displayed the scope of the EU-GBS, explicitly illustrating that the EU-GBS builds on
“market best practices” such as the GBP because it is important to create a standard that promotes
market integrity (EC, 2019a, 2019b). Interestingly, the report also explained that the EU-GBS will be a
voluntary framework that can be applied not only to green bond issuers in Europe, but to any type of
issuers globally (EC, 2019a). This is because the TEG expects that the EU-GBS could be supported by
issuers and investors, even if only voluntarily (EC, 2019b). In order to reduce the complexity for issuers
so that they can easily track the procedure, EU-GBS simplifies management of the proceeds so that
issuers need only track equivalent amounts to eligible green projects (Moody’s, 2019).

Once issuers opt for the EU-GBS, the issuance must be verified by an EU-accredited external
verifier. While EU-GBS is coherently aligned with and built on GBP, the TEG developed the concept
of verification further. ICMA, with the GBP Executive Committee, does not provide standardised
guidance on the specificities of external review procedures. However, the TEG suggests that the
EU-GBS should have a standardised verification procedure by accredited verifiers in order to reduce
information asymmetries, avoid green washing, and produce convenient financing conditions
(Bachelet et al., 2019; EC, 2019b). The proposed requirements of the reporting are more specific
than GBP and other market practices to meet the objective of EU’s green policy (EC, 2019b).

In addition, the use of proceeds under the EU-GBS also ensures alignment with EU’s green
finance policies. The green bond projects are expected to build upon the categories of the EU
Taxonomy regulation that identifies the assets and projects needed to deliver a low carbon economy
and give GHG emissions screening criteria consistent with the 2-degree global warming target set by
the COP 21 Paris Agreement (CBI 2019). This alignment will help mitigate reputational risk in this
area and alleviate market concerns about greenwashing (EC, 2019b).

4.2.4. ASEAN green bond standard

The Association of Southeast Asian Nations (ASEAN) developed regional frameworks for green
bonds, the ASEAN Green Bond Standards (ASEAN GBS), which are a set of voluntary guidelines
based on a consensus of ten countries in the ASEAN Capital Markets Forum (ACMF) in 2017.
ICMA was closely consulted during development of the ASEAN GBS since the ACMF regards the
GBP as “internationally accepted and widely used” standard (ACMF, 2017). The goal of the ASEAN
GBS is to facilitate and streamline national and cross-border issuances, and bonds aligned with the
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standards have been already issued by Indonesia, Malaysia and Singapore (IFC, 2018). Unlike the
EU GBS, the application of the standard is limited to the issuers or issuance of green bonds with
geographical or economic connections to the region (CBI, 2018b). The standard clearly establishes
that it was developed based on GBP, as they are internationally accepted and widely used for the
development of national green bond guidelines or standards issued globally (ACMF, 2017).

The ASEAN GBS further specified additional features, building upon the GBP. It explicitly
addresses that fossil fuel power generation projects are excluded from the use of proceeds as the
ASEAN was concerned about the misunderstanding on green bond investors. It also recommends
green bond issuers to have more frequent periodic reporting that can increase transparency on the
additional use of proceeds. Moreover, it illustrates examples of qualitative and quantitative measures
that can be used for reporting, while those examples less details than Japanese Guideline.
Development of green bond standard in ASEAN is noticeable given the less mature financial market
in the region. Those elaborations of the ASEAN GBS intended to assure the credibility of the green
bond, which attract more investors with the enhanced transparency.

4.2.5. Other countries

Other emerging markets introduced national or regional frameworks on green bonds. Those
markets include Brazil, India, Indonesia, Kenya, Malaysia, Mexico, Morocco, Peru, and South Africa.
For example, green bonds sold in India are subject to the Security and Exchange Board of India (SEBI)
regulations on the issuance and listing of debt securities. Green bonds in India are aligned with GBP as
the Securities and Exchange Board of India (SEBI) released the Guidelines on Disclosure
Requirements for Issuance and Listing Green Bonds, based on the GBP, in 2016 (SEBI, 2016). As
another example, CBI supported the development of Kenya Green Bond Guidelines, together with the
Kenyan Banker Association and Nairobi Security Exchange (NSE), to bring them in line with
international best practices and standards, such as GBP and CBS (CBI, 2017; Park, 2018).

4.3. Discussion on vertical interplay

Private governance schemes such as GBP and CBS, especially the internationally-accepted
elements discussed before, have been used as references by public authorities at national and regional
levels to develop their own green bond standards and policy frameworks. Public authorities regard
those private governance schemes as a useful reference for addressing transnational regulatory
problems, as those schemes were designed by transnational private institutions in response to the
needs of market participants.

However, private governance schemes may lack legitimacy (Park, 2018). These schemes could
be vulnerable to criticism from the perspective of public transparency and civil society participation
due to the lack of broad-based participation by non-corporate stakeholders. In this regard, the
legitimacy of their rule-making process, and the rules themselves, need to ensure the expectation of
stakeholders. The emergent public policy framework can address those challenges by referring to the
private governance schemes. Incorporation of private governance schemes by reference is a strong
institutional interaction, in the sense that it provides a new institutional framework for
entrepreneurial authority (Green & Auld, 2017).
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The question still remains why public authorities made an alignment with private governance
schemes. While public authorities are responsible for the domestic implementation and enforcement
of rules in their jurisdiction, private governance schemes target those actors responsible for economic
activities. On the one hand, private governance schemes target the voluntary behavioural change of
non-state actors in most cases, since they do not have the authority to force change on those actors,
unlike regulations made by public authorities. On the other hand, since private governance schemes
are less legalised than regulations, they have the flexibility to adapt to the needs of the targets.
Transnational voluntary green bond standards, such as GBP and CBI, can be explained by those
characteristics. The adoption of the standards is up to the issuers of green bonds. In addition, the
standards were updated over a period of years.

What does this imply for interactions between transnational private governance schemes and
public regulations? Private governance schemes can serve as an idea incubator, as they can function
as an arena of experimentation and learning to an extent which public regulators cannot attempt
(Green & Auld, 2017). From this angle, private governance schemes are viewed as alternative
conceptualisations of rules proposed by transnational non-state actors. Since policy frameworks
regarding green bonds have implications for economic activities, public authorities could hesitate to
regulate and also lack the expertise to do so. Building on their expertise, private institutions can
bridge this governance gap in a way to propose a set of voluntary rules as a solution to the challenge
of financing for climate change (Btihe, 2010).

Once the public authorities observe a wide uptake of voluntary standards, they would become
confident enough to regulate a given issue by building on those standards, as public regulation can
ensure behavioural change in non-state actors. It can be expected that a wide range of actors will
support a new public regulation, since it is aligned with an existing private governance scheme that
actors already accept. In other words, a private governance scheme can support public authorities by
creating avenues for regulation. By so doing, green bond standards formulated by private institutions
raise momentum for public authorities to create a policy framework for green bonds. As illustrated in
the cases above, some authorities are already working to harmonise standards that are aligned with
private governance schemes, including GBP and CBS.

In addition, given that green bonds are a financial instrument linked to the global capital market,
authorities have no choice but to take the widely-accepted standards into consideration for
policy-making. International harmonisation of green bond standards is an issue to give coherent
understanding to investors to attract them. Otherwise, local green bond markets would lose investors’
confidence in green bond investments, which would lead to a failure to mobilise climate finance
through green bonds (IFC, 2018). Domestic guidelines that are not consistent with international
guidelines run the risk of limiting the value of any particular green certification scheme to the domestic
investor base alone (Ehlers & Packer, 2016). This is well illustrated in the shift of the Chinese green
bond standard. Although the taxonomy of Chinese green bond standards was not coherent with GBP
and CBS at first, the European Investment Bank and China’s Green Finance Committee published a
white paper in 2018 that identifies differences between the European and Chinese green bond standards
in order to work on harmonisation of the Chinese standard in the future (Bachelet et al., 2019). Since
the maturing Chinese national green bond market is expanding the cross-border issuance and
investment, China has recognised the importance of integrating its standard to the international
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standard.* As this case illustrates, it is essential to harmonise green bond standards across jurisdiction
to ensure the integrity of domestic and international capital markets.

All in all, vertical interplay can be seen in the process in which policy development by public
authorities is built upon existing private governance schemes created by transnational private
institutions. GBP developed by ICMA have served as a model regulation for policy makers, as public
authorities regard them as market best practice, as discussed above. Through this ideational
interaction, substantive criteria of green bonds and operational rules are reflected in the policy
development of green bonds by authorities. A functional linkage between them reinforces the
implementation of respective standards. On the one hand, the credibility of GBP will be strengthened
as Hickmann (2017) suggests: private governance schemes could attract more users by making it
clear that those voluntary private standards are linked with standards and policy frameworks created
by public authorities. On the other hand, issuance of green bonds that respect a national policy
framework aligned with GBP can attract investors beyond national jurisdiction, as the green bonds
are aligned with market best practice, as argued in H(b).

It is also noticeable that countries and regions are likely to reflect their policy and regulatory
context when incorporating GBP to their own standards. In other words, there is national and regional
difference of the influence from the private governance schemes (Ren et al., 2018). As described above,
the Guideline of Japan encourages the alignment of green bond issuance with the existing
environmental certification system that is widely applied in Japan. As another example, ASEAN GBS
suggests more frequent reporting with qualified data in order to attract investors, which is a key
challenge for the region. Countries and regions adapt the GBP to their circumstances. Since the
national and regional green bond standards evolve over years, the standards will be adapted further in
accordance with the particular context of the jurisdiction. This can be examined in the future research.

5. Conclusion

The argument in this paper supports the proposed hypothesis that internationally-accepted private
governance schemes could be in a position to influence policy-making by public authorities. The
horizontal interplay between private governance frameworks for green bonds reinforces the credibility
of private standards and attracts users increasingly. Building upon the GBP, CBS was developed in line
with GBP, while including functional additions such as sector-specific standard criteria, stricter
verification systems, and a more inclusive approach. Major alignment between those standards
contributed to gaining the application from broad stakeholders. Reflecting this, public authorities at
national and regional levels take advantage of those private governance schemes when developing their
own standards and policy frameworks to ensure the market integrity of green bonds. Private schemes
served as a model regulation, since public authorities regard them as market best practice.

A number of standards and policy frameworks have been and will be continuously developed in
different countries. The private governance schemes have been playing an essential role in
developing solid policies that ensure a coherent global approach. This is interesting, as private

* Remark by Ma Jun, Chairman of GFC and Member of the PBoC Monetary Policy Committee, on 6 December 2018
at the United Nations Climate Change Conference (COP24) in Katowice, Poland. Available from:
https://www.eib.org/en/press/all/2018-327-towards-a-common-language-in-green-finance-progress-is-made-at-cop24-i
n-katowice.
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governance schemes as a model standard have greatly affected the development and the effectiveness
of policies by public authorities, even though many actors, including private and public institutions,
are involved in green bonds (Oberthtr & Gehring, 2006; Kent, 2014). Since international institutions
rarely stand alone in climate governance (Orsini et al., 2013), effective institutional interactions
could serve as a solution to governance challenges. In green bond governance, private governance
schemes play a significant role in the alignment of policies to eventually attract investors to the green
bond market. The expertise and flexibility of private institutions effectively functions to develop
coherent green bond standards globally through the creation of private governance schemes and the
help of public authorities’ policy development.

The argument in this paper has implications for how to leverage private governance green bond
schemes for exploring not only climate finance flow, but also finance flow for Sustainable
Development Goals. Further study of contribution to private governance schemes could be important
in bringing accelerated implementation of activities against sustainability challenges.
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