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Green Finance in Luxembourg: Why it is time to focus 
on Sustainable Investment Products 
Following the Paris Climate Agreement, legislators worldwide have discovered their interest 
in sustainable finance. The private sector can benefit largely from Sustainable Investment 
Products. This GSK Update summarizes what Luxembourg, the European hub of Green   
Finance, can offer.

Executive Summary 

> Rising awareness of climate change and its risks 
have put Green Finance in the spotlight and fos-
tering regulation is only a matter of time.    

> While demand by investors for green investment 
products is growing rapidly and supply remains 
short, many sectors – especially real estate – 
have not yet realized their own potential.  

> Luxembourg, with its comprehensive corporate 
and fund tool box as well as the Luxembourg 
Green Exchange, the first stock exchange for 
green securities worldwide, offers a wide range 
of sustainable investment structures and is the 
European home of green bonds. 

 
With the Paris Climate Agreement, the global econ-
omy has put climate change at the center of its 
agenda. Green Finance, formerly a small but suc-
cessful niche product, now has the potential of be-
coming the new star of investment products and 
many sectors, including real estate and automotive, 
have yet to realize how easily their business models 
can adapt to the growing demand for green prod-
ucts.  
 
I.  Green Finance: an Investment Trend with 

Political Wings 

1.  The European Agenda on Green Finance 

Following the Paris Climate Agreement, the Europe-
an Commission established a High Level Expert 
Group on Sustainable Finance in December 2016 
with the intention to explore how to integrate sus-

tainability considerations into financial policies. The 
EU initiative is bolstered by various national 
measures and initiatives of Member States, includ-
ing France, Luxembourg and Germany, who are 
seeking ways to realize their commitments under 
the Paris Climate Agreement by mobilizing private 
funds. 
 
While climate change might be the most pressing 
issue for some, the EU Expert Group seems to have 
an even deeper change in mind:  
 
“In the aftermath of the financial and sovereign 
debt crises sustainable finance could provide the 
best opportunity for the European Union to reorient 
its financial system from short-term stabilization to 
long-term impact.”1 
 
The final report of the Expert Group is expected in 
early 2018 and will likely include the recommenda-
tion to establish EU standards for sustainable in-
vestment products – a suggestion which will cer-
tainly satisfy the market that has been raising this 
issue for quite some time. The Expert Group might 
further recommend implementing sustainability 
obligations for certain entities, such as listed com-
panies, funds, pension funds, banks, insurance 
providers, asset managers and investment firms – 
thus extending their regulatory obligations. Some of 
the duties currently under discussion include 
strengthening ESG reporting requirements and in-
troducing a ‘sustainability test’. Adapting account-
ing standards in order to promote sustainability 
factors and long-term investments is also in focus.  

                                                
1 Introductory remark of the Expert’s Group interim re-
port, published in July 2017. 
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2.  The Benefits and Constraints of Green 
Finance  

It is too early to predict which political action will 
follow these consultations. Nevertheless, market 
participants are well advised to explore their oppor-
tunities. 
 
A change in investment behavior is already visible 
in the market: the demand of investors for sustain-
able investment products is growing exponentially. 
Especially public and semi-public investors such as 
pension funds are increasingly operating under a 
mandate to significantly reallocate their exposure to 
green securities. At the same time, investors have 
learned to appreciate green securities due to their 
high levels of disclosure as well as strong perfor-
mance compared to standard products2 - the latter 
being fueled by the growing maturity of the clean 
technology industry. 
  
Nevertheless, the market still has some difficulties 
to supply the desired products. One of the biggest 
constraints for issuers is the current lack of material 
pricing benefits in view of the additional workload, 
costs and time. While a premium on green bonds is 
commonly achieved post-issuance for the benefit of 
the holders, issuers still have difficulties to receive 
an adequate return for their extra efforts and might 
be deterred by the relatively low trading volume.  
 
However, this trend is changing to the issuers’ fa-
vor. Banks active in green securities increasingly 
notice pricing advantages, even without significant 
regulation, simply due to the lack of supply. One of 
the latest beneficiaries was UK based energy com-
pany SSE who reached its lowest coupon ever for a 
green senior bond which was almost three times 
over-subscribed. 
 
Issuers of green debt will increasingly benefit from 
the short supply with higher bond issuance vol-
umes, better interest rates or more beneficial gen-
eral terms (maturity, fees etc.). Green equity secu-
rities might benefit from a higher share premium 
and an increased issuance volume – not to mention 
the reputational gain for the corporation.  
 

                                                
2 In 2017, green bonds have outperformed the global 
bond average according to ICE/BAML indices. 

3.  The Impact of Green Finance Legislation 

While sustainability regulation might increase the 
regulatory pressure on banks, insurances and in-
vestment firms, a shift towards sustainable finance 
will be good news for issuers, corporates and funds, 
especially if they have their sustainable business 
lines in place.  
 
Should a Member State decide to impose sustaina-
bility requirements on private market participants, 
such as insurance companies and pension funds, 
asset managers or banks, the already high demand 
for sustainable investment products will grow even 
further: a window of opportunity for the well-
prepared. Eventually, green issuers will benefit 
from a greater investor pool as they will be able to 
cater to investors who are obliged to “go green”.  
 
Even for those facing future sustainability obliga-
tions, such as insurance companies and banks, 
early adaptation to Green Finance will be a com-
petitive advantage bringing them ahead of more 
hesitant competitors. It is very likely that future 
legislation will require these actors to allocate a 
certain amount of their portfolio to green invest-
ments or will adapt the accounting framework in 
order to penalize non-sustainable investments. It is 
thus no surprise that banks are the leading partici-
pants in the green bonds market. 
 
Additional aspects in support of Green Finance 
could be tax incentives linked to sustainable in-
vestment products. While at present there is no 
comprehensive proposal of this kind, the Luxem-
bourg government has made the first move in its 
proposal to extend the global investment tax credit 
(of up to 8%) to the acquisition of low and zero 
emission vehicles and software investments.  
 
Finally, a growing standardization of green labels 
and particularly its regulation by common EU 
standards will increase the trust in green products 
and further open the market to less sophisticated 
investors and retail clients.  
 
II.  Luxembourg: the European Centre of 

Green Finance 

As a financial hub in the center of Europe, Luxem-
bourg has been able to position itself as a pioneer 
in sustainable finance. In September 2016, the 
Luxembourg Stock Exchange launched the first 
global platform for green securities and currently 
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lists the majority of all green bonds, representing a 
volume of over EUR 63 billion. The Luxembourg 
fund industry is considered to be the number one 
domicile for responsible investment funds in Europe 
and has been active in microfinance for the past 
decade.  
 
1.  Which Products are Suitable for Green 

Finance? 

The Luxembourg finance industry has already de-
veloped a range of reliable instruments that meet 
the increasing demand of investors and are able to 
comprehensively prevent ‘greenwashing’. 

 
Green Bonds remain the most prominent instru-
ment. Originally promoted by the European In-
vestment Bank and other development banks, pri-
vate banks are now discovering this debt instru-
ment, for example in the form of green covered 
bonds funding ‘energy efficient’ mortgages. Due to 
the high level of transparency, capital markets will 
continue to be a particularly suitable environment 
for sustainable investment products. While green 
bonds will likely remain the most popular instru-
ments in this area, more innovative issuers might 
also consider issuing other sustainable securities, 
such as: 
 

> Shares, if their whole business is dedicated to 
green, social or sustainable projects;  

> Tracking shares or bonds convertible into 
tracking shares, which are linked to specific 
assets or areas of operation whose proceeds 
are entirely dedicated to green, social or sus-
tainable projects; or  

> Social or sustainable bonds.  
 

The Luxembourg fund industry with its comprehen-
sive regulatory tool box provides sustainable in-
vestment structures that accommodate the specific 

needs of issuers and investors with tailor-made 
products. 
  
2.  Who Can Offer Sustainable Investment 

Products? 

In theory, sustainable investment products can be 
offered by anyone as long as certain sustainability 
criteria are met by the relevant investment.  
 
In practice, however, certain sectors possess a wid-
er range of green or social investment opportuni-
ties. Real estate, energy and automotive will cer-
tainly be the most obvious sectors for investments 
financed by green bonds. But the potential is also 
high in the areas of food, agriculture and infrastruc-
ture. The growing field of social and sustainable 
bonds (which combine green and social projects) 
could be a great match for health care, micro-
finance, education and specific infrastructure and 
logistics projects.  
 
The Luxembourg Green Exchange does not general-
ly exclude issuers just because they pursue busi-
ness lines which are not sustainable (known as 
‘brown’ industry), as long as 100% of the proceeds 
of the relevant green security are dedicated to sus-
tainable projects. Nevertheless, a number of busi-
nesses will not generally be suitable for Green Fi-
nance, such as armaments, tobacco, alcohol, gam-
bling and fossil fuels.  

 
3.  What Qualifies as a Sustainable Invest-

ment Product? 

While there is still no regulated taxonomy for sus-
tainable investments, the industry has developed 
commonly accepted standards, which will probably 
be the foundation for any future regulation. The 
most renowned standards are provided by the In-

Green Finance & Real Estate 

The real estate sector offers a wide range of 
investment opportunities which may be suitable 
for sustainable investment products, such as:  

> Thermal insulation  
> Energy efficiency and renewable energy  
> Green buildings  
> Pollution control and waste management  
> Sustainable use of land 
> Water and wastewater management 
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Green Finance & Automotive  

The automotive industry can provide green 
securities in order to finance, among others:  

> Hybrid, electric, public, non-motorised or 
rail transportation  

> Harmful emissions reduction  
> Infrastructure for clean energy vehicles 

ternational Capital Markets Association (ICMA)3 in 
relation to green, social and sustainable bonds.  
 
According to ICMA’s Green Bond Principles and the 
Climate Bonds Initiative’s eligibility taxonomy4, 
which are the standards referenced by the Luxem-
bourg Green Exchange, green projects which are 
suitable for financing by green securities include 
several broad categories, such as: 
 
> Renewable energy 
> Energy efficiency 
> Pollution prevention and control 
> Environmentally sustainable management of 

living natural resources and land 
> Biodiversity conservation 
> Clean transportation 
> Water and wastewater management 
> Climate change adaptation 
> Eco-efficient and/or circular economy adapted 

products, production technologies and pro-
cesses 

In line with ICMA’s Social Bond Principles, social 
securities may finance or refinance social projects 
in several categories, such as: 
 
> Affordable basic infrastructure 
> Access to essential services 
> Affordable housing  
> Generation of employment 
> Food security 
> Socioeconomic advancement and empower-

ment 
 
Social projects are further required to target a spe-
cifically defined population, which might include: 
 
> People living below the poverty line 

                                                
3 ICMA’s guidelines are available under 
https://www.icmagroup.org/Regulatory-Policy-and-
Market-Practice/green-social-and-sustainability-bonds/  
4 further information available under 
https://www.climatebonds.net/standards/taxonomy  

> Excluded and/or marginalized communities 
> Vulnerable groups, including such affected by 

natural disasters 
> People with disabilities 
> Migrants and/or displaced persons 
> Undereducated persons 
> Unemployed 

 
A sustainable security combines green and social 
projects in accordance with ICMA’s Sustainability 
Bond Guidelines.  
 
4.  What are the Legal Requirements for the 

Listing of Green Securities in Luxem-
bourg? 

In order to list a green security on the Luxembourg 
Green Exchange (LGX), the issuer first has to list 
the relevant security on the regulated market or the 
Euro MTF of the Luxembourg Stock Exchange. In 
this context, the issuer must comply with the cus-
tomary listing requirements in accordance with the 
Luxembourg law of 10 July 2005 on prospectuses 
for securities, as amended, where applicable, 
and/or the rules and regulations of the Luxembourg 
Stock Exchange. It is possible to issue a green bond 
under an existing EMTN program listed on the regu-
lated market of the Luxembourg Stock Exchange, 
provided that the EMTN program makes reference 
to certain specific aspects of green notes. 
 
After the listing, the issuer can apply for the entry 
into the Luxembourg Green Exchange. The issuer 
will have to clearly disclose the nature of the use of 
proceeds into the green projects, which is usually 
done in a green bond framework. In this context, 
the issuer will have to provide for a framework that 
ensures that the proceeds obtained by the green 
bond are clearly separated from projects that are 
not green. Depending on the issuer’s and the inves-
tors’ needs, this separation could be achieved by 
means of separate accounts or by introducing a 
separate SPV structure. 
 
Further, the issuer must provide an external review 
of the security by a third-party expert. The Luxem-
bourg Green Exchange accepts several forms of 
external review, including: 
  
> Reviews by consultants and/or institutions with 

recognized expertise in relation to sustainability 
> Verifications or certifications by auditors and 

other qualified independent parties (e.g. ICMA) 

https://www.icmagroup.org/Regulatory-Policy-and-Market-Practice/green-social-and-sustainability-bonds/
https://www.icmagroup.org/Regulatory-Policy-and-Market-Practice/green-social-and-sustainability-bonds/
https://www.climatebonds.net/standards/taxonomy
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> Rating reports by specialized research providers 
or rating agencies. 

 
The external review will be assessed at the discre-
tion of the LGX Team of the Luxembourg Stock 
Exchange who will decide whether the security can 
enter the Luxembourg Green Exchange and be la-
belled as ‘green’.  
 
In addition to the general transparency require-
ments, issuers listed on the Luxembourg Green 
Exchange will have to commit to disclosing certain 
post-issuance reports, which must be provided at 
least once during the lifespan of the security. Such 
reporting on the impact of the investment should be 
supplied twelve months after the issuance of the 
bond. The reporting format, the key performance 
indicators and the frequency are at the issuer’s 
discretion. 
  
While the reporting necessary for green securities 
might produce additional costs for some issuers, 
especially public-interest entities which fall within 
the scope of the CSR Directive 2014/95/EU on non-
financial reporting requirements might be able to 
benefit from synergy effects when setting-up an 
appropriate reporting structure. 
 

III.  Conclusion 

The rising demand for sustainable investment prod-
ucts and the relatively low supply presently in the 
market are a window of opportunity for a number of 
market participants who can offer sustainable in-
vestment products. Due to the high political expo-
sure of climate change after the Paris Climate 
Agreement, Green Finance currently is and will con-
tinue to receive increasing support by the European 
and national legislators. Corporates and investment 
funds with sustainable business lines will be well 
positioned to benefit from such political measures.  
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