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Abstract
In recent years, the world has witnessed a soaring inflow of capital into sustainable 
investment. This is particularly so following the devastating COVID-19 pandemic. 
However, while a growing amount of literature has been deliberating debt financing 
in sustainable investment, less ink has been spilt on equity financing in this area, 
and even less scholarship has explored the role of government and law in support-
ing sustainable venture capital (‘VC’) funds. This paper proposes a dualist approach 
towards facilitating the development of sustainable VC funds encompassing a con-
tractarian strategy with government support. The contractarian approach includes 
effective contracting covering the entire VC cycle in sustainable investment. It aims 
to provide strong incentives for all participants, ranging from investors, entrepre-
neurs and fund managers, to credit-rating agencies and evaluation firms. In the same 
vein, this paper seeks to craft a role for regulators that facilitates the simultaneous 
availability of several factors in a sustainable VC cycle (i.e., fund raising, investment 
and exit). In the fund-raising stage, governments can play an active role by expand-
ing the source of financing for sustainable VC funds and enacting detailed and tar-
geted legislation. In the VC investment stage, sustainable VC funds should make full 
use of their strong corporate governance rights and monitoring tasks to ensure that 
start-ups deliver on their sustainable promises. In the exit stage, a specialised sus-
tainability board is strongly recommended to offer viable exit options, together with 
greater standardisation and comparability in sustainability information disclosure, 
and regulatory support for trustworthy sustainable impact rating agencies to sustain 
investor confidence.
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1 Introduction

There has been a surge in the amount of capital flowing into funds practising sus-
tainable investing in recent years, corresponding to heightened investor awareness of 
issues related to environmental, social and corporate governance (‘ESG’). This phe-
nomenon of increasing capital inflow into sustainable investing has occurred both in 
specific markets, such as the U.S. and Europe, and on a global scale.

The significant increase in the amount of capital flowing into sustainable funds in 
major markets in recent years is an exciting phenomenon which bodes well for the 
sector. Unfortunately, while contemporaneous literature on debt financing in green 
finance is abundant, the same cannot be said about equity financing.1 Legal literature 
is marked by a dearth of coverage concerning green equity financing. Hence, this 
paper fills a literature lacuna by analysing the roles that VC funds play in sustainable 
investing, how this works, what the loopholes are and the ways forward from a legal 
perspective.

Compared to other forms of financing, VC is particularly ideal for sustain-
able investment given its characteristics. Firstly, VC is uniquely compatible with 
the needs of sustainable projects. VC funds typically have a long lock-in period,2 
which aligns well with the need of sustainable start-ups to secure investment for an 
extended formation period. VC funds are also able to value-add to sustainable start-
ups by providing technical knowledge, industry relationships or management skills, 
therefore bringing additional benefits to the monetary contribution.3 It enables the 
portfolio company to commercialise cutting-edge science to achieve the innovation 
needed for sustainable development and accelerates the availability of sustainable 
solutions, heralding various environmental and social benefits.4

Secondly, and more importantly, VC offers strong and unique investor protection 
mechanisms that are urgently needed in the sustainable investment space given its 
many uncertainties. VC investment normally comes with strong continuous monitor-
ing and contractual mechanisms to guard against uncertainty and information asym-
metry.5 For instance, staged financing is often utilised to close information gaps. 
Knowing that the next round of financing will only be released if key objectives in 
the business plan are met, entrepreneurs have an incentive to get an accurate valua-
tion of their projects and work hard to attain their goals.6 The VC community also 
runs on an implicit reputation mechanism, where alternative investors would find 
the project unattractive if existing investors ceased to provide funding in subsequent 
rounds. VC funds also acquire more control in the portfolio companies and their de 

1 For example, see Breen and Campbell (2017), Talbot (2017) or Wang (2018). In comparison, there is 
scant literature on green equity financing at the time of writing. At best, research on this subject has been 
conducted in other disciplines such as economics but not necessarily from a legal perspective, see Punzi 
(2018), Krämer-Eis and Pelly (2011), or Ahmad et al. (2018).
2 Lin (2021), p 10.
3 Ibid., p 2.
4 Bocken (2015).
5 Gilson (2003), p 1078.
6 Ibid., pp 1078–1081.
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facto influence over decision-making is often disproportionately larger than the vot-
ing rights associated with their equity holdings.7 Accordingly, VC fund managers 
often become directly involved in the corporate governance of portfolio companies 
and steer them towards sustainability. This also provides an extra incentive for entre-
preneurs to properly manage their companies in order to regain their control rights. 
There are also other contractual mechanisms designed for investor protection, such 
as drag along rights, tag along rights, and right of first refusal.8

Against this backdrop, this paper proposes a contractarian strategy in facilitating 
the development of sustainable VC funds and seeks to craft a role for government 
that promotes the simultaneous availability of several factors in a sustainable VC 
fund cycle (fund raising, investment and exit). The contractarian approach includes 
effective contracting covering the entire VC cycle in sustainable investment. It aims 
to provide strong incentives for all participants, ranging from investors, entrepre-
neurs and fund managers, to credit-rating agencies and evaluation firms. The two-
pronged approach suggested here would address the need to mobilise entrepreneur-
ship, innovation as well as private sector funding capacity to support the growth of 
the sustainable VC market. The proposed strategy involves the following 3 stages:

(1) At the fund-raising stage, sustainable VC funds could adopt a different approach 
when negotiating with investors as compared to previously rigid standard prac-
tice. Furthermore, governments can play an active role by expanding the source 
of financing for sustainable VC funds through relaxed regulations for institu-
tional investors, the provision of a clear and authoritative definition of sustain-
able investment and the consolidation of sustainable standards. Concurrently, 
stakeholders may consolidate sustainable standards. Ultimately, these would 
craft a role for the government that facilitates the VC market premised on private 
contracting rather than on heavy government intervention in the capital alloca-
tion decision.

(2) During the VC investment stage, greater comparability in sustainability informa-
tion disclosure by green projects is required. This would need to be supervised 
and enforced.

(3) In the exit stage, educating investors to pique their interest in green portfolio 
companies and broadening exit options is crucial for the successful exit of sus-
tainable VC funds. Junior markets or flexible listing rules may be introduced for 
sustainable start-ups and this could be supported with enhanced disclosure meas-
ures. In sum, the suggestions made in this paper could be valuable to countries or 
regions that are attempting to promote the formation and growth of sustainable 
investments through equity financing.

This paper proceeds as follows. Section 2 gives an overview of venture capital in 
the rise of sustainable investment and several similar concepts relating to sustainable 
investment. Section  3 discusses the different kinds of sustainable fund structures, 

7 Ibid., p 1082.
8 Lin (2021), pp 163–175.
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backed by examples. Subsequently, Section 4 provides detailed recommendations to 
improve the legal and regulatory framework for VC green investment commensurate 
to the problems identified, spanning the fund-raising, investment and exit stages. 
Section 5 concludes.

2  Venture Capital in the Rise of Sustainable Investment

According to the 2020 Global Sustainable Investment Review, a biannual report 
published by the Global Sustainable Investment Alliance (GSIA),9 the total sustain-
able investing assets in the five major global markets studied (Europe, U.S., Canada, 
Japan and Australasia)10 stood at USD$ 35.3 trillion at the start of 2020, a 55% jump 
from four years earlier in 2016. At the start of 2020, sustainable investing assets 
already commanded a sizeable share of 35.9% of professionally managed assets in 
these five major markets.11

Figure 1 below represents the growth in total sustainable investing assets in the 
five major markets studied in the GSIA’s biannual reports from 2012 to 2020. A 
clear upward trend can be observed in terms of both the total amount of sustainable 
investing assets and their share of the total professionally managed assets.

It is reasonable to infer that the size of total sustainable investing assets on 
a global scale is larger than the value reported by the above GSIA Review, since 
there are many other sustainable investment markets in developing countries such as 
China and India that are not covered by the Review. Regrettably, statistics are often 
incomplete in those countries. For example, in China, the amount of publicly held 
ESG funds alone is reported to be RMB 48.6 trillion (USD$ 7.55 trillion), whereas 
there is no complete set of data on private funds at national level.12

At the outset, there are a few similar concepts that need to be discussed and dis-
tinguished. These concepts include sustainable investing, socially responsible invest-
ing, ESG investing, impact investing and green finance. Figure 2 below presents a 
chart illustrating the definitions and relationship of these concepts.

In this paper, the term ‘sustainable investing’ is used as an overarching concept 
that covers socially responsible investing, ESG investing and impact investing. This 
term is chosen for its deliberately broad and inclusive scope, and corresponds well 
with the actual practices of VC funds which, except for very specialised funds, by 
and large do not make minute distinctions between these concepts and often lump 
them under the title of sustainable investment.

11 Ibid.
12 China Social Investment Forum (2019).

9 The Global Sustainable Investment Alliance (GSIA) is an international collaboration of membership-
based sustainable investment organisations, including the European Sustainable Investment Forum 
(Eurosif), US SIF, Responsible Investment Association Canada, Responsible Investment Association 
Australasia and Japan Sustainable Investment Forum.
10 Global Sustainable Investment Alliance (2021).
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The GSIA defines sustainable investing as ‘an investment approach that considers 
environmental, social and governance (ESG) factors in portfolio selection and man-
agement’.13 Similarly, BlackRock recognises that sustainable investing is achieved 
through a combination of traditional investment approaches with ESG insights.14 
Furthermore, the Sustainable Funds U.S. Landscape Report published by Morning-
star broadly places sustainable funds in three categories: (1) ESG Focus, (2) Impact/
Thematic, and (3) Sustainable Sector.15

According to the EU Sustainable Investment Taxonomy Regulation of 18 June 
2020,16 ‘environmentally sustainable investment’ means an investment in economic 
activities that qualify as ‘environmentally sustainable’ under the Regulation.17 The 
criteria for qualifying as an environmentally sustainable economic activity include:18 
(1) substantial contribution to one or more of the environmental objectives;19 (2) 
absence of significant harm to one or more of the environmental objectives;20 (3) 

Fig. 1  Growth of global sustain-
able investing assets from 2012 
to 2020 (The Figure has been 
drawn by the author based on 
data from Global Sustainable 
Investment Alliance (2013), 
Global Sustainable Investment 
Alliance (2015), Global Sustain-
able Investment Alliance (2017), 
Global Sustainable Investment 
Alliance (2019) and Global 
Sustainable Investment Alliance 
(2021))

13 Global Sustainable Investment Alliance (2019), p 7 [emphasis added].
14 BlackRock (undated a).
15 Hale (2020). ESG Focus refers to funds that intentionally make ESG factors a central consideration in 
portfolio selection and construction, while Impact/Thematic refers to funds that seek to create a positive 
impact alongside financial returns. The third category, Sustainable Sector, refers to funds that invest in 
‘green economy’ industries such as renewable energy and environmental protection. Noticeably, funds 
that merely mention ESG considerations in their analysis but omit details on how these ESG considera-
tions are central or material to their portfolio selection and construction are excluded from the Landscape 
Report’s definition of sustainable funds.
16 European Union, Regulation (EU) 2020/852 of the European Parliament and of the Council of 18 
June 2020 on the establishment of a framework to facilitate sustainable investment, and amending Regu-
lation (EU) 2019/2088.
17 EU Sustainable Investment Taxonomy Regulation, Article 2(1), definition of ‘environmentally sus-
tainable investment’.
18 Ibid., Article 3: Criteria for environmentally sustainable economic activities.
19 Ibid., Article 9 sets out the environmental objectives, i.e., climate change mitigation and adaptation, 
the sustainable use and protection of water and marine resources, the transition to a circular economy, 
pollution prevention and control, and the protection and restoration of biodiversity and ecosystems.
20 Ibid., Article 17 provides the definition of significant harm to environmental objectives, including 
significant greenhouse gas emissions, and an increased adverse impact of the current climate and the 
expected future climate, among others.
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compliance with the minimum safeguards;21 and (4) compliance with technical 
screening criteria.22

In this regard, some closely related concepts are defined in ways largely simi-
lar to sustainable investing. For instance, the UN Principles for Responsible Invest-
ment (PRI) set out a voluntary and aspirational set of six investment principles that 
enable the incorporation of ESG issues into investment practice.23 The six princi-
ples include, inter alia: (1) incorporation of ESG issues into investment analysis and 
decision-making; (2) active ownership and incorporation of ESG issues into owner-
ship policies and practices; and (3) appropriate disclosure on ESG issues by portfo-
lio companies.24

As for impact investing, the Global Impact Investing Network defines it as ‘invest-
ments made with the intention to generate positive, measurable social and environ-
mental impact alongside a financial return’, addressing urgent issues such as sustain-
able agriculture and renewable energy.25 It can target both developing and developed 
markets, with a rate of return equal to or lower than market rate.26 It should also be 
noted that some studies tend to categorise impact investing as a strategy of sustain-
able investing, together with other strategies such as negative screening and ESG 
integration.27

Fig. 2  Definition of concepts related to sustainable investing (For the sources of the definitions of these 
closely associated concepts, see the text accompanying notes 13 to 30)

21 Ibid., Article 18 sets out the minimum safeguards, most importantly in terms of compliance with the 
OECD Guidelines for Multinational Enterprises and the UN Guiding Principles on Business and Human 
Rights, including the principles and rights set out in the eight fundamental conventions identified in the 
Declaration of the International Labour Organisation on Fundamental Principles and Rights at Work, and 
the International Bill of Human Rights.
22 Ibid., Articles 10(3), 11(3), 12(2), 13(2), 14(2) and 15(2) set out the technical screening criteria.
23 UN Principles for Responsible Investment (2021). See also for a similar definition of responsible 
investing AXA Investment Managers (2021) and Fidelity International (2021).
24 UN Principles for Responsible Investment (2021).
25 Global Impact Investing Network (2021).
26 Ibid.
27 See, for example, Global Sustainable Investment Alliance (2019), p 9.
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Green finance broadly refers to efforts by the financial community to mitigate 
the global environmental challenge, while bearing in mind risk-return priorities as 
usual.28 More precisely, the definition of green finance requires clarification of two 
separate aspects: first, of sectors or activities that can be financed by green funds, 
including but not limited to contributions to climate change mitigation and adapta-
tion; and second, of the specific operational standards that must be followed before 
certain financial products can be considered green finance.29

Figure 2 above summarises the definitions of overlapping terms canvassed above, 
and is modified from a conceptual mind map developed by the China Alliance of 
Social Value Investment.30

3  Evolving Sustainably Focused Funds

There exists a broad array of different types of funds that make sustainable invest-
ments. There are market-oriented private funds, public–private collaboration funds, 
and public funds based on their sources of funding. This Section examines the dif-
ferences in terms of sources of funding, organisational structure, portfolio selec-
tion and construction, and exit strategies between these various types of sustain-
able funds. These key differences are summarised in Figure  3 below, and further 
explained in the subsequent description.

3.1  Market‑oriented Private Fund

3.1.1  Basic Characteristics

Similar to conventional VC funds, market-oriented sustainable VC funds31 source 
their committed capital from accredited investors and institutional investors.32 A 
typical structure of such a fund based on a limited partnership is provided in Fig. 4. 
In order to materialise the returns of their investments in portfolio companies, their 
exit strategies generally involve listing the portfolio companies via IPOs, or Merg-
ers & Acquisitions (M&A) by larger corporations.33 In terms of selection and con-
struction of portfolio companies, they use ESG integration while adopting other 

31 It should be noted that there is a growing trend amongst broader private equity (PE) and VC funds to 
integrate ESG factors and considerations into their investment policies. Some examples include KKR and 
Blackstone. However, for reasons of prudence, the focus of this paper remains centred on VC funds.
32 Lin (2019), pp 563–594. See further, e.g., my interview with Ms Lv from Impact Hub Shanghai, 29 
Oct 2020 (script with author), in which she mentioned that a bulk part of their LPs included sophisticated 
investors from wealthy families.
33 An et al. (2018), p 24. See further, e.g., my interview with Mr Cui Fang from UOB Venture Manage-
ment, 29 Oct 2020 (script with author), and my interview with Mr Bai Bo, CEO from Asia Green Fund, 
28 Oct 2020 (script with author), in which they both mentioned that the exit strategies are similar to 
those of conventional VC funds and primarily included IPOs and M&As.

28 Berrou et al. (2019), pp 3–4.
29 Ibid., pp 31–32.
30 Zhang and Lu (2020).
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traditional selection methods.34 Market-oriented private sustainable funds are gener-
ally established in either of two ways: (1) by creating a new fund specifically catered 
to sustainable investing; or (2) by expanding an existing fund into the sustainable 
sector. Examples of these two approaches are provided in the following sub-sections.

3.1.2  New Fund vs Expanding an Existing Fund

Setting up a new fund specially catered to sustainable investing helps to signal the 
fund’s commitment to and speciality in sustainable investing as a unique point of 
attraction for conscientious investors.35 Many of these funds display their exclusive 
commitment to sustainable investing on the frontpage of their website. For instance, 
SET Ventures is the only fund in Europe that is 100% focused on transitioning the 
carbon-intense energy system to a robust sustainable energy system.36 Similarly, 
ETF Partners—the Environmental Technologies Fund—invests in early-stage Euro-
pean companies that deliver sustainability through innovation.37 U.S. examples 
include DBL Partners, which imposes a ‘double bottom line’ of top tier VC financial 
returns and positive ESG impacts in its portfolio selection,38 and Social Impact Cap-
ital.39 In China, such examples are also emerging, e.g., Green Leaves Investment, the 
first Chinese fund that invests in early-stage green start-ups,40 and Tsing Capital.41

Alternatively, instead of setting up a new fund, many established funds simply 
expand a portion of their portfolio selection so as to incorporate sustainable invest-
ing concepts. BlackRock, for instance, has specifically created a ‘sustainable invest-
ing’ category among its investment strategies.42 It offers its clients a spectrum of 
sustainable investing styles, from ‘avoiding’ portfolio companies with negative ESG 
characteristics to ‘advancing’ portfolio companies with positive ESG characteris-
tics.43 ESG integration is also made possible with a strategy that involves actively 
implementing ESG-friendly approaches in the process of selecting and developing 
portfolio companies.44 Other major funds have followed this trend as reports have 
shown that 11% of VC firms in the U.S. now invest through an ESG lens.45

34 Global Sustainable Investment Alliance (2019), p 9.
35 Examples of such funds can be found in major markets around the world. In Europe, general partners 
(GPs) of successful sustainable VC funds are invited to speak at the EcoSummit Conferences held on a 
monthly basis. See EcoSummit (undated). See their past events’ speakers list for an almost comprehen-
sive collection of sustainable VC funds in Europe.
36 SET Ventures (undated). By investing in energy transition, it also fulfils the UN Sustainable Develop-
ment Goals (SDG) of affordable and clean energy (SDG 7) and industry, innovation and infrastructure 
(SDG 9).
37 ETF Partners (undated).
38 DBL Partners (undated).
39 Social Impact Capital (undated).
40 Green Startups (undated).
41 Tsing Capital (undated).
42 BlackRock (undated a).
43 BlackRock (undated b).
44 BlackRock (undated c).
45 Different Funds (2020).
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3.2  Public–Private Partnership

3.2.1  Basic Characteristics

A Public–Private Partnership (PPP) is designed for situations where government 
funds or private funds are themselves insufficient or restricted in providing financing 
to massive infrastructure projects with a sustainable focus (e.g., transport, energy, 
healthcare). A PPP normally involves collaboration between state organs and private 
funds through the pooling of funds, management and collective decision-making in 

Fig. 3  Types of sustainable funds and characteristics (See for a more detailed explanation and citation of 
sources the following text accompanying notes 31 to 83. While only short forms of the funds are provided 
in this Table, their full names can be found in the following text. Asterisks (*) indicate optional features)

Fig. 4  Structure for limited 
partnership—type sustainable 
VC funds
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terms of portfolio selection and construction.46 Compared to private market-oriented 
funds, a PPP has numerous advantages including, among others, stronger credibil-
ity due to government support, a longer investment period covering the extended 
formation and initial operation stages, and a larger pool of private and government 
resources and networks.47

However, one must also be cognisant of the potential drawbacks of the PPP 
model. As observed in Canada, the PPP model has resulted in issues such as crowd-
ing out, and overcharging for underperformance. Canadian Labour-Sponsored Ven-
ture Capital Corporations (LSVCCs) have even been criticised for reducing the 
amount of venture capital supply in Canada. As a result, this hindered the matu-
ration of the Canadian VC industry and ‘set [it] back … by many years’.48 At the 
same time, the selection of portfolio companies by PPPs is often limited by policy 
considerations stipulated by the government, curtailing the free reign of the fund 
managers.49 For example, the selection of portfolio companies by the China Pub-
lic-Private Partnership Investment Fund Co., Ltd (China PPP Fund) requires some 
form of recognition by the government in its PPP Project Databases.50 Therefore, 
it may appear ostensibly true that underperformance as observed by Cumming 
et al.’s research (in the Canadian context) may materialise. Nevertheless, this may 
not necessarily be true for sustainability-oriented VC and it remains an open ques-
tion as to whether such sustainable PPP models have the propensity to tend towards 
underperformance.51

A typical PPP may follow either of the following three structures.52 First, it could 
be a stand-alone fund where the investment is pooled from state organs, financial 
institutions and other investors.53 Second, it could be a fund of funds (FoF) where 
the sub-funds receive investment not only from the parent fund but also from other 
sources of investment, similarly consisting of state organs, financial institutions and 
other investors.54 The second structure is the most useful when the central or federal 
government controls and invests in the parent fund while local or provincial govern-
ments control and invest in the sub-funds specifically designed for each local area. 
Third, it could adopt a FoF structure where the sub-funds only receive investment 
from the parent fund.

46 An et al. (2018), p 79.
47 Ibid., pp 82–83.
48 Cumming et al. (2017).
49 Ibid.
50 China PPP Fund (2016). The exact requirements are (1) listing by the Ministry of Finance in its Com-
prehensive Information Platform PPP Project Management Database, or by the China Development and 
Reform Commission in its PPP Project Database, and/or (2) inclusion in the special plans for national 
economic and social development, infrastructure and public services, or otherwise determined as major 
projects by the State Council.
51 Cumming et al. (2017).
52 An et al. (2018), pp 85–87.
53 See, for instance, the European Investment Fund 2/3rd of which consists of private money on top of 
state funds.
54 Nassiry and Wheeler (2011), p 4.
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3.2.2  Prominent Examples

One prominent example of a PPP fund is the China PPP Fund, whose 11 sharehold-
ers include the Ministry of Finance, the National Social Security Fund, the People’s 
Bank of China, and other financial institutions.55 The China PPP Fund was estab-
lished in March 2016 with the endorsement of the State Council, while its man-
agement company, the China PPP Fund Management Co., Ltd, was set up shortly 
after, in July 2016. As of 31 December 2019, the China PPP Fund manages a total 
investment of RMB 1.3 trillion (USD$ 203 billion) in 155 projects, and supports 
infrastructure development, environmental protection and public service projects in 
28 provinces.56 An outstanding example of an international PPP fund is the China-
U.S. Green Fund. First conceived in 2015, when China’s President Xi Jinping visited 
the United States, and formally registered in 2017, the China-U.S. Green Fund is a 
joint creation of the governments and business communities in China and the U.S.57 
Its first round of VC investment amounted to more than two billion RMB, and soon 
after exceeded three billion RMB in 2018.58

The China-U.S, Green Fund uniquely adopts the P.R.I.M.E model: Policy, 
Research, Integration, Money and Execution.59 This model effectively means that 
under the guidance and facilitation of government policies, the fund is executed by 
professional management teams, who have integrated money, technology and com-
mercial considerations in managing the portfolio.60 In terms of operations, the fund 
adopts a purely market-oriented approach, as strongly encouraged by the Guid-
ing Opinions on Building a Green Financial System issued in 2016.61 Adopting a 
purely market-oriented approach means that the fund relies entirely on its profes-
sional management teams to generate positive returns and cannot rely on govern-
ment subsidies to cover losses. Furthermore, the China-U.S. Green Fund has set up a 
Green Fund Research Centre for the purpose of evaluating the ESG impact of port-
folio companies.62 Successful portfolio companies managed by the fund include the 
Horen Group, which developed a recyclable industrial packing system based on the 
internet of things, and AIpark, which provides AI-based unmanned management of 
urban parking lots.63 The China-U.S. Green Fund also has a FoF structure and has 
a number of high-profile sub-funds, such as the Four Rivers Investment Manage-
ment Company.64 This company in turn owns China’s first steel industry structure 
adjustment fund aimed at achieving greater energy efficiency and cleanliness in the 

55 China PPP Fund (2016). Such other financial institutions include, for example, the China Construction 
Bank and China International Trust and Investment Corporation.
56 China Public Private Partnership Centre (2020).
57 An et al. (2018), pp 221–222.
58 Lu (2018).
59 China-U.S. Green Fund (2021).
60 An et al. (2018), pp 224–231.
61 People’s Bank of China (2016), §4.19.
62 Sohu (2020). The author notes that the China-U.S. Green Fund is managed by the Asian Green Fund.
63 Asia Green Fund (undated).
64 Four Rivers Investment (undated).
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steel industry.65 Another example is the Three Gorges Green Fund, which focuses on 
investing in clean energy, environmental protection and a green production line.66

The PPP structure can be found in major markets such as the U.S. and the EU 
as well. For instance, the Global Energy Efficiency and Renewable Energy Fund 
(GEEREF), initiated by the European Commission and advised by the European 
Investment Bank Group, adopts a PPP and FoF structure by leveraging public sector 
funds to invest in specialist renewable energy and energy efficiency private equity 
funds in emerging markets.67 As a PPP, the GEEREF is able to obtain funding from 
both the public and private sector, having received a €112 million contribution from 
the European Union, and the German and Norwegian governments in 2008, and 
another €112 million from private investors in 2015.68 Adhering to a triple bottom 
line of people, planet and profit, GEEREF invests in 79 developing countries across 
Africa, Central and South America, as well as South-East Asia.69 In a similar vein, 
the European Investment Fund (EIF), an EU-sponsored development fund, will only 
invest if sustainability criteria are taken into account, even though the EIF is not 
a ‘sustainable only’ fund. Furthermore, it should be observed that most, if not all, 
EU vehicles do adhere to such similar sustainability criteria further to the EU Sus-
tainable Finance Action Plan 2018.70 A U.S. example is P4G—Pioneering Green 
Partnerships, Investing in Impact—which is headquartered in Washington D.C. and 
collaborates with government ministries in a number of countries to promote five of 
the UN SDGs.71

Lastly, no discussion would be complete without mention of certain forms of 
matching funds. Such matching funds facilitate the matching of public and private 
capital in a particular sustainable investment in accordance with a defined ratio. 
Some notable examples include France’s Ecotechnologies Fund and Argentina’s 
Fiduciary Fund for the Development of Venture Capital (FONDCE).72

3.3  Public Fund

3.3.1  Basic Characteristics

In order to overcome the difficulties in obtaining private financing for sustain-
able projects, a number of governments and international organisations have set up 
public funds to support such projects. Most of these public funds are conceptually 
broader than a typical VC fund, as they invest across different stages of the life span 
of the portfolio companies and utilise an array of investment tools covering equity 

65 Xinhua News Agency (2017).
66 Sina Finance (2020).
67 GEEREF (2021a).
68 GEEREF (2021b).
69 GEEREF (2021c).
70 Communication from the Commission to the European Parliament, the European Council, the Coun-
cil, the European Central Bank, the European Economic and Social Committee and the Committee of the 
Regions. Action Plan: Financing Sustainable Growth, COM/2018/097 final.
71 Zabarenko et al. (2018), pp 3 and 28.
72 Ahmad et al. (2018), p 25.
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investment, debt investment or even a combination of both.73 Nevertheless, a num-
ber of these public funds are exclusively focused on the VC stage of investment, and 
some examples are cited in the following sub-section. Unlike market-oriented pri-
vate funds or PPP funds, public funds tend to rely heavily or exclusively on govern-
ment grants or subsidies.74 Sometimes, there are also stricter limitations on the type 
of projects that can be funded.75

3.3.2  Prominent Examples

Examples of public funds set up by the government for the purpose of sustainable 
development can be found in numerous countries around the world. For instance, 
the Venture Capital Fund for Energy Efficiency (VCFEE) was set up by the Indian 
Bureau of Energy Efficiency in 2017.76 It provides last-mile equity support to 
selected energy efficiency projects, limited to 15% of total equity required by the 
projects.77 It is noteworthy to point out that in the first phase of the VCFEE, invest-
ments can only be made in government buildings and in energy efficiency projects 
supported by municipalities.78 In Thailand, the ESCO Revolving Fund was estab-
lished in 2008 and has undergone four phases so far.79 It aims to encourage pri-
vate investments in renewable energy and energy efficiency projects. The arsenal of 
financial services offered by the fund include equity investment, venture capital and 
equipment leasing.80

In China, it has gradually become a trend for provincial governments to set up 
green development funds and environmental protection funds.81 In particular, as 
a joint initiative between the Beijing Environment Exchange and the China-U.S. 
Green Fund, the China-U.S. Green Low-Carbon Fund was set up in the Xiong’an 
New Area in 2017.82 With the estimated size of the fund exceeding RMB 10 billion 
(USD$ 1.5 billion), it seeks to boost liquidity in China’s national carbon emission 
trading market, and assists green development funds in the quantification, collec-
tion and commercialisation of carbon assets.83 Additionally, the fund also invests in 
domestic and overseas projects with a focus on low-carbon energy efficiency, green 
smart cities and green villages.

73 An et al. (2018), pp 41–44.
74 Ibid., p 223. See also the explanation of the examples cited below.
75 See, for example, text accompanying notes 76 to 78, stating that the VCFEE fund in India is limited to 
only investing in ‘government building or municipality projects’.
76 Bureau of Energy Efficiency (undated a & b).
77 An et al. (2018), at p 2.
78 An et al. (2018).
79 Energy for Environment Foundation (2021).
80 Ibid.
81 An (2017), p 73.
82 Beijing Daily (2017).
83 Ibid.



200 L. Lin 

123

4  Legal and Regulatory Needs for Mobilising Sustainable VC

The unique advantages of VC funds in financing sustainable projects, in terms of 
fulfilling the needs of green start-ups and offering distinctive investor protection 
mechanisms, have been canvassed in Section 2 above. Nevertheless, despite these 
advantages and a soaring interest from investors in sustainable investing in recent 
years, particularly in the midst of the COVID-19 pandemic, there remains a sig-
nificant amount of apprehension in this relatively new and underdeveloped area 
which deters investors from actually committing their capital.84 Apart from the con-
ventional contracting problems in financing start-ups (i.e., uncertainty, information 
asymmetry) and the familiar agency problems, parties involved in sustainable VC 
funds face a set of specific problems. In general, such challenges can be summarised 
as how to incubate and maintain investor interest and confidence through contrac-
tual and regulatory means, how to ensure that portfolio companies stay true to and 
deliver on their sustainable promises, and how to construct credible mechanisms to 
verify the environmental impact of sustainable projects. This article examines the 
specific challenges in each stage of sustainable VC funds and makes recommenda-
tions to address these challenges.

4.1  Fund‑raising Stage

There remains a multitude of problems experienced by sustainable VC funds during 
the fund-raising stage. These can pertain to the perception of investors towards sus-
tainable VC funds, a mismatch in maturity between sustainable and traditional VC 
funds, and the lack of norms, laws or regulations necessary to internalise environ-
mental externalities and to provide a uniform approach and uniform sustainability 
standards for sustainable VC funds.

In relation to sustainable VC funds, there exists a perception that sustainable 
green VC funds have a less attractive risk-to-return profile as compared to other, tra-
ditional VC funds. This is due to ‘long holding periods, illiquidity, additional invest-
ment restrictions, and limited exit prospects’ or even additional costs that might be 
incurred to comply with any prevailing sustainability requirements.85 These factors 
make sustainable VC funds a ‘less commercially attractive [proposition]’86 as com-
pared to traditional VC funds. In furtherance of this comparison with traditional VC 
funds, this perception may be further exacerbated by a ‘maturity mismatch’ where 
most traditional VC funds operate in more developed capital markets and invest in 
companies with more familiar growth cycles or investment horizons as compared to 
sustainable VC funds.87 Investors may also be deterred by the new attendant risks 
that come with investing in ‘nascent industries’ such as whether such technology 
could indeed prove effective, and even if it is effective, whether it will be scalable.88 

84 Standard Chartered PLC (2020), p 10.
85 Ahmad et al. (2018), p 40.
86 Ahmad et al. (2018).
87 Ibid.
88 Ibid., p 41.
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The future of such industries with technology in its infancy is often clouded with 
uncertainty, which may compromise their commercial viability. Ostensibly, these 
considerations could possibly weigh down on investors’ minds, thus contributing 
towards their hesitancy towards sustainable VC funds.

There is also a lack of knowledge regarding the norms of sustainable investing, 
including ESG risk management standards and practices. Financial intermediaries 
also have inadequate instruments and incentives to price and internalise environ-
mental externalities which reduce ‘the financial returns of sustainable projects’.89 
Such inability to internalise these externalities may be attributable in part to the lack 
of a ‘carbon market’ or to ‘inadequate laws and regulations penalising pollution and 
emission’,90 or even to the sheer lack of sustainability standards and data for screen-
ing sustainable projects or assets.

At present, sustainable finance is shrouded by a general state of ignorance engen-
dered by a ‘lack of data on [the] profitability of sustainable investments’, a lack of 
‘broadly acknowledged theoretical insights … into the co-relation and causation 
of sustainability factors with financial data’ which ‘hinder … a rational, calculated 
approach to allocating funds with a view to sustainability’ which is normally asso-
ciated with ‘finance’.91 This lack of data which leads to the inability to come to a 
consensus on an agreed standard has consequently stemmed the flow of ‘public and 
private capital’ to ‘finance sustainable growth’.92

As a result, there currently remains a lack of a clear, authoritative and consist-
ent definition and conception of ‘sustainability framework’ in many countries, 
even though a broad consensus regarding a generic idea has emerged.93 This is yet 
another problem that plagues the fund-raising stage of sustainable VC funds. The 
European Sustainable Funds Report issued by Morningstar in 2019 observed that as 
both conventional and sustainable funds have increased the usage of ESG language 
in their prospectuses, the description of ESG contributions in their legal and market-
ing documents is often ambiguous, incomplete and unstandardised.94 Investors may 
also be interested to find out exactly under which of the ESG limbs the company 
falls. Equally importantly, a set of benchmark standards should be created for inves-
tors to appreciate the different extent to which funds and companies commit them-
selves to sustainability issues.

While the present practice is that some more established funds have created their 
own research centres and ESG assessment guidelines,95 these measures are limited 
in their applications as funds tend to devise divergent standards that best suit their 
own investment objectives. Also, not every VC firm has such resources or capacity 
to set up an internal research centre to conduct sustainable due diligence of portfolio 
89 Ibid., p 40.
90 Ibid., p 40.
91 Zetzsche (2021).
92 Ahmad et al. (2018), p 40.
93 Bioy et al. (2019).
94 Ibid., pp 21–22.
95 For example, the China-U.S. Green Fund set up its own Green Fund Research Centre, see text accom-
panying note 62. In my interview with Mr Cui Fang from UOB Venture Management, 29 Oct 2020 
(script with author), he mentioned that UOB engages with third-party service providers to conduct ESG 
due diligence.
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companies. Further, it is costly and less efficient for VC firms to outsource such 
work to third-party specialists, such as sustainability credit-rating agencies, whose 
role is explained in the next Section. In this research centre scenario, the problems 
of asymmetric information and agency costs are hidden between the investors and 
the sustainability research centre run by the funds.96 Driven by the interest to attract 
more sustainability-friendly investors and to highlight the impact of their sustainable 
investment, fund managers may be incentivised to paint a rosier picture of what their 
portfolio companies achieved than is actually the case. Potential investors would 
hesitate to invest without a clear sign of certainty and recognition, hindering fund 
raising for sustainable VC funds.97

Hence, it is imperative that these issues which pose an obstacle to fund raising 
for sustainable VC funds be addressed. This paper thus provides some recommen-
dations to address the aforementioned concerns. To be fair, it would be difficult to 
change an investor’s perception towards fund raising for sustainable funds. Even if 
one were to argue for some form of educational effort, its ostensible impact would 
be difficult to measure and evaluate. Therefore, changing an investor’s perception is 
a long-term endeavour. Hence, a more appropriate approach would be to prioritise 
the other issues that sustainable VC funds face during fund raising—not only are 
these issues more pertinent, but solving them would arguably have positive implica-
tions for investor perception as well for boosting investor confidence. These issues 
are the maturity mismatch and attendant risks that come with investing in a nascent 
industry, the lack of norms, laws or regulations necessary to internalise environmen-
tal externalities, and the lack of data for constructing applicable uniform standards 
linking sustainability and finance.

This paper’s recommendation can be understood in two ways, based on the entity 
which takes the requisite action: either the sustainable VC fund itself, or the govern-
ment of the country where the fund is domiciled.

As regards sustainable VC funds themselves, it is suggested that they may look 
towards adapting their approach to the sustainable investing sector so as to better 
attract capital in the fund-raising process through amending previously strict con-
tractual terms98 between themselves and their investors. A similar approach was pro-
posed by Lerner, albeit in the context of venture capital in financing innovation.99 
Notwithstanding this contextual difference, his observations remain compelling and 
it is submitted that a similar approach may be adopted in the fund-raising process 
for sustainable VC funds. Indeed, Lerner himself alludes to the innovative indus-
tries including renewable energy technology,100 which would more likely than not be 

96 Christie (2021).
97 As a matter of last resort, sustainable VC funds could also rely on contractual mechanisms such as 
representations and warranties, and indemnifications to guard against the negative repercussions arising 
from poor-quality, or even fraudulent, disclosures.
98 Such as terms mandating the lifetime of the fund in which case the fund would seek to exit from its 
investment, or the potential degree of involvement that the VC fund would have in the portfolio company. 
With a more suitable exit timeframe tailored to the specific sector, as well as the reassurance that inves-
tors may get from knowing that fund managers would be active investors instead of being overly passive, 
this may have a confidence-boosting effect advancing the fund-raising process.
99 Lerner and Nanda (2020).
100 Ibid., p 248.
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considered as a form of sustainable finance and in this context could possibly be the 
scope of applicability for sustainable VC funds.

This contractual approach would also address the maturity mismatch raised by 
the IFC Report.101 Appropriate contractual amendments and tweaks can be made 
between the sustainable VC fund and the investors to address the attendant risks 
found in investing in such nascent industries, and variation in the maturity period 
for sustainable VC funds may be included to cover funds which require this, such as 
funds with different investment foci in a myriad of sustainable sectors.102 This is a 
good opportunity to ‘rethink’ VC partnerships as Lerner suggests,103 and sustainable 
VC funds may be just the appropriate candidates to kickstart the process.

Separately, respective governments may also play an active role and take the lead 
in attempting to facilitate a conducive setting for sustainable VC funds. This may 
be done in three key ways: (1) crafting an autochthonous and workable definition of 
sustainable finance in line with what governments are able to provide; (2) enacting 
effective policies to expand the source of funding and diversify the types of investors 
available; and (3) exploring and getting involved with PPP projects which could col-
laborate with sustainable VC funds.

First, governments may attempt to develop a clear definition and a set of targeted 
regulations or legislation concerning relevant matters such as qualifications as sus-
tainable company and sustainability information disclosure. In this respect, this 
paper does not attempt to instruct how governments should do so, but merely recom-
mends that this is what governments could do to facilitate fund raising for sustain-
able VC funds. This is because it would be impractical to provide suggestions as to 
how a government should compile this definition since each government would nec-
essarily have to incorporate its own domestic considerations (which differ amongst 
countries with varying needs) in order to formulate a definition of sustainability 
suitable for its own country. However, as evidenced by efforts made by the EU, it is 
possible for such a definition to be formulated despite the fact that this appears to be 
an insurmountable task.

On this score, the EU provides a role model through the clear and detailed EU Tax-
onomy Regulation accompanied by its surrounding regulations104 and has even promised 
to issue a ‘social sustainable investment’ definition in the near future. Presently, the EU 
Taxonomy Regulation not only provides a clear definition of ‘environmentally sustain-
able investment’105 but also requires that an environmentally sustainable investment must 
substantially contribute towards one of the six environmental objectives,106 and goes on to 
articulate the types of activities that fall under each of the six objectives.107 For instance, if 
an economic activity claims to substantially contribute towards climate change mitigation, 
it must be able to prove that its activities are aligned with the long-term temperature goal 

101 Ahmad et al. (2018), p 40.
102 Lerner and Nanda (2020), p 253.
103 Ibid., pp 253–255.
104 EU Sustainable Investment Taxonomy Regulation, supra n. 16.
105 Ibid.
106 Ibid., Article 9: Environmental objectives.
107 Ibid., Articles 10–15.
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of the Paris Agreement and fall under one of the pre-defined categories, including but not 
limited to renewable energy, energy efficiency, and clean mobility.108 It is also observed 
that various other jurisdictions have also embarked on developing their own domestic sus-
tainable taxonomy. Some examples include Canada, Kazakhstan and Indonesia.109 While 
this remains a long way from the desired goal of international standards and certainty, it is 
admittedly a much welcomed improvement on the status quo.

Such definitions would also go some way in bringing about much needed clar-
ity for sustainable VC funds. It also eliminates the possibility of funds abusing the 
‘sustainability’ label when it is actually not sustainable at all. This form of abuse 
manifests itself most through the phenomenon of greenwashing, which lately has 
been an issue of concern.110 Having a definition of what is sustainable investment 
would minimise the possibility of such abuse and would be useful in addressing the 
uncertainty which has hindered fund raising for a considerable period of time.

Second, it is also recommended that governments facilitate the raising of cap-
ital for sustainable VC funds. There are a number of ways governments can do 
so. For instance, through policies and changes in regulations, government efforts 
may help to expand the sources of funds and diversify the types of investors that 
invest in sustainable VC funds.

Presently, certain local regulatory restrictions may hinder domestic investors from 
investing in sustainable VC funds. As such, sustainable VC funds end up being suf-
focated by a ‘natural source of long-term local capital’.111 Some developing coun-
tries also remain beset by insular regulatory frameworks and investment guidelines 
that could pose further obstacles to domestic investors investing in such sustainable 
VC funds as are typically based offshore.112 This may even be more true if sustain-
able VC funds have a focus on the country which itself imposes such restrictions. 
For instance, this was previously the case in China, where certain institutional inves-
tors faced prohibitions which straitjacketed their ability to make such equity invest-
ments. Policy constraints and applicable quotas imposed by regulations were obsta-
cles that restricted VC investment by institutional investors.113 This meant that VC 
as an effective vehicle in promoting sustainable investing would be unduly inhibited. 
However, the restrictive effect of this policy was recognised and regulators have, 
since 2008, been taking the necessary actions to correct this, thereby promoting 
long-term investments in VCs by institutional investors and foreign investors. On 
this score, special attention should be paid to the relaxation of restrictions placed on 
institutional investors raising VC funds, including sustainable VC funds.

Third, governments could explore more channels of public-private collaboration 
in the sustainable VC space. The PPP structure explored in Section 3 is one such 
example. In addition, governments could consider business incubators collabora-
tively set up by government agencies and sustainable VC funds.114 Such business 

108 Ibid., Article 10: Substantial contribution to climate change mitigation.
109 OECD (2020), 2.4.
110 O’Mahony and Awan (2021).
111 Ahmad et al. (2018), p 40.
112 Ahmad et al. (2018).
113 Lin (2017), p 173.
114 Baker (2014).
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incubators help sustainable VC funds to add more value to portfolio companies 
through expertise and connections in the public and private sectors. Governments 
could also intentionally cultivate a greater talent pool in sustainable investing by 
updating curricula for higher education. This idea was also mooted by Lerner, albeit 
conservative in noting that such collaboration may not necessarily guarantee suc-
cess unless it is ‘executed correctly’. In particular, the example of FONDCE men-
tioned above was inspired by Israel’s Yozma Fund. While this is an impact fund, the 
lessons it provides would similarly be applicable to sustainable funds. The Yozma 
Fund utilises a modified waterfall structure and meets the appropriate ‘golden mean’ 
to incentivise private capital in tandem with public capital.115 This requires an 
appropriate public to private capital ratio which does not prohibitively inhibit fund 
raising. The simple fact that the Yozma Fund is an impact fund does not detract 
from the plausible chances of such an approach facilitating fund raising by sustain-
able VC funds. The lessons learnt should be considered seriously by governments in 
efforts to create a more facilitative environment for raising capital.

In conclusion, considered from an entity approach, there are two main players that 
could do more to advance the fund-raising process: VC funds, which could adapt 
traditional and sometimes rigid practices through contractual mechanisms to better 
suit the sustainable sector; and governments, which could play a more active role 
in facilitating a fund-raising environment. Lastly, it is also worth noting that a tan-
gential method whereby governments may further improve funding for VC funds is 
to adopt a broader approach rather than being myopic and focusing solely on funds 
alone. For the sake of completeness, it is worth mentioning that governments should 
also consider facilitating the development of potential portfolio companies through 
accelerators.116 This would serve to minimise risk or uncertainty that investors may 
perceive on the part of potential portfolio companies, which would hopefully reas-
sure them and facilitate the fund-raising process.

4.2  Investment Stage

The biggest challenge for sustainable VC fund managers in constructing a success-
ful sustainable portfolio concerns their ability to identify portfolio companies and 
entrepreneurs that can faithfully adhere to the sustainable goals and at the same time 
generate a positive profit.

In this respect, this paper submits that sustainable VC funds could take full 
advantage of their stronghold in corporate governance rights to promote the sustain-
ability of its portfolio companies. Corporate engagement and shareholder activism 
have been identified as key strategies of sustainable investment, whereby the fund 
makes use of its shareholder power to gear portfolio companies towards making 
sustainable corporate decisions.117 Sustainable VC funds are particularly well posi-
tioned to make use of corporate engagement and governance mechanisms compared 

115 Lerner (2012).
116 Ahmad et al. (2018), p 28.
117 Global Sustainable Investment Alliance (2019), p 7.
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to other forms of financing. It has been well noted that VC funds tend to assume 
greater de facto influence than the voting rights associated with their equity stake in 
the portfolio companies.118 Such control takes the form of board representation, veto 
rights and informal influence over corporate decisions.119

Staged financing also provides greater control to sustainable VC funds as sub-
sequent rounds of financing will not materialise if key business objectives are not 
met. Such objectives can be set with a sustainable focus to ensure that portfolio 
companies deliver on their sustainable promises. Staged financing, together with 
the reputational mechanism in the VC community, acts as a strong vanguard against 
greenwashing and poor quality of sustainability information disclosure. If the exist-
ing investors choose to step out from start-ups in subsequent rounds of financing, the 
reputational mechanism works in such a way as to preclude alternative investors as 
they are warned of potential loopholes and non-trustworthiness in these particular 
start-ups. Furthermore, the continuous monitoring conducted by VC fund manag-
ers120 means that they are more familiar with the actual operations of the start-ups 
and whether they indeed deliver on their sustainable promises. Sustainable start-ups 
who truly want to make a success of their business would therefore be incentivised 
to keep working hard and stay truthful, preventing a market for lemons.

On this note, it is valuable to observe how the content of investors’ fiduciary duties 
has shifted in recent years to include an obligation to incorporate ESG considerations 
alongside financial returns. An important illustration is the modern fiduciary duty intro-
duced by the Final UNEP Report issued by the PRI and UNEP FI in 2019.121 The Final 
UNEP Report justifies the modern fiduciary duty through three key limbs: first, ESG 
incorporation is now an investment norm; second, ESG issues are financially material; 
and lastly, policy and regulatory frameworks are changing to require ESG incorporation. 
As identified and labelled by MacNeil and Esser,122 this is the financial ‘intermediary’ 
fiduciary duty operating within the investment chain which has evolved from a ‘permis-
sive’ model where one may incorporate ESG considerations, to the ‘mandatory’ model 
where one has to incorporate ESG considerations into the investment process.

Such a shift in the content of fiduciary duty is valuable for the growth of sustain-
able VC funds as it encourages and justifies fund managers’ incorporation of ESG 
considerations in their portfolio selection. This paves the way for more generic VC 
funds to opt for a sustainable focus. Moreover, the Final UNEP Report is compre-
hensive enough to acknowledge the differences between jurisdictions where ‘obliga-
tions equivalent to “fiduciary duties”’ manifest themselves as ‘statutory provisions’ in 
civil law jurisdictions despite their common law roots. It identifies ‘common themes’ 
amongst the various civil law jurisdictions and concludes that fiduciary duties in both 
common and civil law jurisdictions exist such that ESG considerations are included.

Overall, the investment stage is where sustainable VC funds should make full 
use of their edge in terms of tailored contractual designs, greater corporate gov-
ernance rights and continuous monitoring to make sure that start-ups achieve their 
118 Gilson (2003), pp 1081–1083.
119 Lin (2021), pp 1–43.
120 Gilson (2003), p 1072.
121 Sullivan et al. (2019).
122 MacNeil and Esser (2021).
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sustainable goals. This stage makes VC particularly valuable for sustainable invest-
ing, since it offers special vantage points to tackle the heightened uncertainty and 
information asymmetry present in the emerging sustainable investing market.

4.3  Exit Stage

VC investments exit at a time when the fund managers are confident that the start-
ups have achieved a certain level of maturity, with increased value, ability to attract 
further rounds of financing through IPOs, M&As or other means, and a firm busi-
ness structure to contribute towards sustainable economic activities. Accordingly, 
at the exit stage, the main issue pertains to the lack of suitable exit mechanisms for 
sustainable VC funds. A wide range of exit options available to VCs remain impor-
tant as they ensure that VCs are able to realise the fruits of their investments. As 
astutely pointed out by the IFC, respondents in the GIIN’s Annual Impact Investor 
Survey 2018 reflected that the lack of suitable exit options remained ‘a challenge 
in the impact investment industry’.123 In this regard, structural reforms in terms of 
institutional design may be necessary to support viable exits and eventual realisation 
of returns on investment in the following ways.

First, following the same logic of a specialised technology and innovation board 
to be set up by stock exchanges around the world,124 it is suggested that a specialised 
stock market board be created for companies that focus on sustainability or have a 
strong sustainability practice (a ‘sustainability board’). The idea of separating stocks 
with strong sustainability performance from their peers is a familiar concept in the 
market. Secondary boards with a focus on innovation or technology include the 
Shanghai Stock Exchange’s STAR Market, or even the Hong Kong Exchange’s Sus-
tainable and Green Exchange (STAGE).125 Beyond just establishing a specialised 
sustainability board, regulators may consider reforming or introducing more flex-
ible rules to facilitate exits by green sustainable funds and start-ups. These rules can 
apply either to the main boards, but also to the said specialised secondary boards.126

In contrast to the complexity of listing requirements for the main board, compa-
nies to be listed on a sustainability board should enjoy the same benefits and conven-
iences as start-ups on technology and innovation boards. This approach would mean 
that the securities regulator and the stock exchange themselves pay less attention to 
the documentation submitted in the IPO process, but rely more on checks and verifi-
cations carried out by the underwriters or sponsors of the issuer. An example of this 
expedited process can be seen in China’s reform from the existing time-consuming 

123 Ahmad et al. (2018), p 39.
124 Examples of technology and innovation boards include the NASDAQ in the U.S., the Science and 
Technology Innovation Board at the Shanghai Stock Exchange in China, the Growth Enterprise Market 
at the Hong Kong Stock Exchange and the Catalist Board at the Singapore Stock Exchange.
125 Lin (2021), pp 213–304.
126 Ibid., p 235.
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approval-based IPO regime to a registration-based IPO regime.127 Stringent listing 
requirements such as the profitability requirement and the cash-flow requirement 
should also be lowered for companies and especially start-ups with a strong sustain-
able impact.128

In exchange for expedience and efficiency offered to IPO on the sustainability 
board, greater attention should be paid to the importance of ongoing disclosure obli-
gations,129 as well as to investor education in terms of cultivating a ‘buyer beware’ 
mentality. Overall, the introduction of a specialised sustainability board would make 
clear the exit venue for sustainable VC investments and therefore boost investor con-
fidence in sustainable investing.

Second, the standardisation and comparability of sustainability information should 
be enhanced to make the sustainability board more credible and attractive for inves-
tors so that VC exits can be made in a more viable way. As it currently stands, sus-
tainability information disclosures made by listed companies themselves suffer from 
incompleteness, inconsistency and incompatibility.130 A report published by the U.S. 
Government Accountability Office in July 2020 concluded that because companies 
often use self-devised, varying and divergent methods and criteria in disclosing their 
sustainable impact, investors found it extremely hard to make comparisons over time 
and across companies.131 This problem is exacerbated when companies make overly 
generic disclosures, disclose only the measures but not the results, or selectively dis-
close sections of their business with a more positive ESG outlook.132 Such observa-
tions are generally applicable to major markets such as China.133

In this regard, the EU is taking the lead with a detailed set of regulations con-
cerning the classification of ESG disclosures and disclosure obligations introduced 
under the EU Taxonomy Regulation and the EU Regulation on Sustainability-related 
Disclosures.134 In tightening the standard of sustainability information disclosure, 
legislators could borrow salient ideas from established standards of professional 
organisations. For instance, the SASB framework devised by the Sustainability 
Accounting Standards Board, a non-profit organisation, provides sector-specific 
standards and guidance for ESG disclosure in 77 different industries.135 These ESG 
issues are carefully selected by the SASB based on the materiality of their impact on 
the financial performance of companies.136 Another viable framework can be found 

127 Ibid., pp 234–239.
128 Ibid., at pp 222–230, for an example of how the stringent listing requirements are relaxed for technol-
ogy and innovation companies seeking an IPO on the STAR board.
129 See explanation below.
130 Palmer et al. (2020).
131 Government Accountability Office, U.S.A. (2020), pp 32–33. Note that while this report focuses on 
public companies, it is safe to assume that these issues are even more serious with private start-up com-
panies that are less heavily regulated in terms of disclosure obligations.
132 Ibid., at pp 17–31.
133 Pirovska et al. (2019).
134 EU Sustainable Investment Taxonomy Regulation, supra note 16; European Union, Regulation (EU) 
2019/2088 of the European Parliament and of the Council of 27 November 2019 on sustainability-related 
disclosures in the financial services sector.
135 Sustainability Accounting Standards Board (2021a).
136 Sustainability Accounting Standards Board (2021b).
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in the Recommendations of the Task Force on Climate-related Financial Disclosures 
(TCFD).137 The TCFD standard differs from the SASB standard in the sense that it 
only concerns climate-related topics and provides both general and sector-specific 
guidance. Noticeably, the TCFD framework has already been incorporated by the 
EU, the UK and Hong Kong in their mandatory ESG disclosure regimes.138 Hence, 
specialist second tier boards should adopt, for the sake of clarity, a standard set of 
sustainable disclosure measures instead of leaving companies to choose.

Meanwhile, the appropriate use of technology such as machine learning and 
artificial intelligence in data collection and processing could significantly improve 
the capacity and efficiency of sustainability impact measurement.139 The Spatial 
Finance Initiative is one example of the application of state-of-the-art technology in 
measuring sustainability risks and impacts.140 This Initiative focuses on the integra-
tion of geospatial data (including but not limited to Earth Observation Data from the 
National Aeronautics and Space Administration (NASA), remote sensing, payment 
systems, and telecommunications) with financial theories and practice to develop 
applications related to climate risk, ESG transparency and verification.141 Techno-
logical processes of this kind are greatly beneficial for the purpose of cross-checking 
and verifying the sustainability impact of companies.

It is crucial for government policies to promote the growth of third-party sus-
tainability rating agencies to boost investors’ confidence in investing in sustainable 
business on the secondary market. Current examples of such agencies include the 
ESG Evaluation Framework Developed by S&P Global Ratings142 and the ESG Rel-
evance Scores developed by Fitch Ratings.143 However, it should be cautioned that, 
as the number of such rating agencies is growing, government agencies should also 
intervene at the appropriate timings to make sure that there is some form of stand-
ardisation of the impact assessment criteria used by these agencies, lest investors 
will again be confronted by a plethora of varying standards. In developing a com-
mon set of impact assessment standards, governments could borrow from existing 
matrices developed by credible international organisations. For instance, the World 
Economic Forum has released a set of 21 sustainability matrices for ESG impact 
assessment.144 The Organisation for Economic Co-operation and Development 
(OECD) has also developed a set of ‘well-being metrics’ that measure a company’s 
impact on current and future well-being and sustainability.145 In implementing a 

137 Task Force on Climate-related Financial Disclosures (2017).
138 Clarkin et al. (2020).
139 Avgouleas (2021), pp 18–22.
140 Spatial Finance Initiative (undated a & b).
141 Avgouleas (2021).
142 S&P Global Ratings (2020). This ESG Evaluation Framework is ‘a cross-sector, relative analysis of 
an entity’s capacity to operate successfully in the future and is grounded in how ESG factors could affect 
stakeholders, potentially leading to a material direct or indirect financial impact on the entity’.
143 Irving and Dwyer (2020). The ESG Relevance Scores present the relevance and materiality of ESG 
risks with respect to the rating decision.
144 World Economic Forum (2020).
145 OECD (2018), chapter 9.
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common set of standards, the government could make the incorporation or adoption 
of such standards, in full or in part, by the rating agencies a pre-requisite for issuing 
their licence.

While promoting the development of such sustainability credit-rating agencies, 
governments should be prepared to come up with a set of holistic regulations con-
cerning such groups ab  initio. Such regulations should be particularly concerned 
with the issue of conflict of interest that plagued the credit-rating industry in the 
2007–2008 financial crisis.146 Since credit-rating agencies have an interest in main-
taining a healthy commercial relationship with the companies paying them to con-
duct credit ratings, they may be incentivised to inflate or glorify the ratings. In fact, 
there have already been news reports of rating agencies colluding with pollutive 
companies to issue fraudulent sustainability reports.147 On this aspect, regulatory 
mechanisms should be designed to encompass ex-ante qualification and licensing, 
ongoing monitoring and supervision, and ex-post punishment for abuse of such 
agencies.148

Third, compatible with the suggestion of creating a sustainability-focused stock 
market is the idea of constructing an eco-system for sustainable investing. Such 
an eco-system would include the three key players in the VC cycle, namely inves-
tors who provide funding, fund managers who select and add value to the portfolio 
companies, and portfolio companies that operate a sustainable business, and form a 
closed loop for the flow of capital.149 Figure 5 below sets out a possible conception 
of the sustainable VC cycle from fund raising to exit. Capital enters the eco-system 
through investments made by investors, and is then invested in sustainable projects 
handpicked by the VC fund managers.

The value of the capital increases with appropriate management by the VC fund 
managers and advice from commercial and industrial experts who often value-add 
to the portfolio companies. The investment eventually realises its returns via exit 
strategies such as IPOs or M&As, and can be subsequently channelled back into the 
eco-system for another round of financing.

It can be observed from Figure  5 that sustainability education and the cultiva-
tion of sustainability awareness is crucial in every step of the cycle. Investors with 
the intention to finance sustainable companies are more likely to seek out sustain-
able VC funds.150 Sustainable VC funds can only construct a successful portfolio if 
there is a sufficient number of environmentally conscious entrepreneurs who faith-
fully operate their businesses in ways that contribute towards a sustainable future. 
There is also a need for a group of specialists with the requisite knowledge of the 
industry in which specific portfolio companies operate and of how sustainability can 

146 Efing and Hau (2015), pp 46–60.
147 Zhen (2019).
148 See, for example, International Organization of Securities Commissions (2017), Section F: Principles 
for Auditors, Credit Rating Agencies, and other Information Providers, Principle 22.
149 Salzmann (2013), pp 568–572.
150 Newburger (2020).
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be incorporated into their business operations.151 Finally, a greater chance of a suc-
cessful exit of a sustainable portfolio company can only be guaranteed if the mar-
ket in general embraces such an idea. Such a positive market environment requires 
a greater willingness and proactivity of mega-corporations to acquire sustainable 
start-ups through M&As,152 and of stock market investors to actively purchase stock 
in listed companies with a strong record of sustainability. A well-designed sustain-
ability education policy can be a rising tide that lifts up the entire eco-system for 
sustainable VC investment. The regulatory bodies can play an instrumental role in 
facilitating the link between fund raisers and green project investors.

As such, it is crucial for the government to design a sustainability education pro-
gramme that reaches out to every potential stakeholder in the eco-system. This pro-
gramme could encompass public policy communications on the mass media targeted 
at the public, revamped university curricula targeted at fresh graduates entering the 
work force, and professional training sessions targeted at professionals and experts. 

Fig. 5  The cycle of sustainable VC investing

151 Weinreb (2018).
152 Rajeev (2019).
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One essential aspect of sustainability education is investor education, where inves-
tors should be informed of the urgency and importance of sustainability matters 
on the one hand, and be equipped with the necessary knowledge to appropriate the 
right type of sustainable investment for themselves on the other.153 Doing so should 
also reduce the currently prevalent sentiment of apprehension among investors with 
regard to sustainable investing.154 While VC investment is mostly open to institu-
tional investors and not retail investors, greater interest by retail investors (e.g., in 
buying stocks of sustainable listed companies) is still beneficial for the sustainable 
VC industry by making exit options more viable. Overall, with the help of a care-
fully designed sustainability education programme, the sustainable VC eco-system 
stands to evolve in terms of maturity, self-sufficiency and vibrancy.

5  Conclusion

In conclusion, the immense inflow of capital into sustainable investment is a phe-
nomenon that should be welcomed. To this end, VCs are also well poised to take 
advantage of and further buttress its continued growth. However, more could pos-
sibly be done to ensure that VCs do so. Hence, this precipitates a dualist strategy 
encompassing a contractarian approach with government support. Ultimately, it is 
hoped that the recommendations proposed in this paper will help to develop the 
sector and craft a stronger role for VCs in the field of sustainable investing.
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