
Highlights in Business, Economics and Management EMFRM 2024 

Volume 45 (2024)  

 

130 

The Impact of Environmental Regulations on Investment 
Decisions of Financial Institutions 

QIU Pui Yin 

International College, Jinan University, Guangzhou, China 

qiupuiyin@stu2023.jnu.edu.cn 

Abstract. With the warming of the global climate, the problem of environment or pollution has been 
widely concerned by scholars. The formulation and implementation of environmental laws and 
regulations affect the important development of social economy. This paper mainly studies the 
impact of environmental regulations on investment decisions of financial institutions, and the core of 
the research question is to explore how environmental regulations guide financial institutions to 
adjust their decisions and operations. This paper analyzes a large number of relevant existing 
literature and case studies, and the research results shows that the formulation and implementation 
of environmental regulations have a significant impact on the operation mode of financial institutions, 
prompting financial institutions to pay more attention to their environmental impact when making 
decisions, and tend to invest in projects that comply with the principles of sustainable development, 
so as to achieve a win-win situation of economic and environmental benefits. 
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1. Introduction 

With the increasing severity of global climate change and environmental problems, environmental 

regulations play a vital role in all walks of life, and their role in the financial field is increasingly 

prominent. The implementation of environmental regulations in the financial sector is increasingly 

key to addressing the challenges of climate change and environmental protection. Its implementation 

not only reminds companies to pay attention to environmental issues, but also has an impact on 

financial institutions' operating models and investment strategies. Environmental regulations require 

enterprises to adopt environmental protection measures to reduce various pollution and resource 

consumption, which increases the operating costs of enterprises, but also brings new challenges and 

opportunities for financial institutions. 

Current relevant research articles mainly focus on the following aspects: First, the impact of 

environmental laws and regulations on the operating costs of enterprises. It is found that the 

implementation of environmental laws and regulations will increase the operating costs of enterprises, 

especially those enterprises that cause high pollution to the environment [1]; Second, the impact of 

environmental laws and regulations on the credit policies of financial institutions. Research shows 

that the implementation of environmental laws and regulations makes financial institutions pay more 

attention to the performance of enterprises in environmental protection in the process of credit 

approval, thus affecting the credit structure and credit cost. The study found that environmental 

regulations are driving financial institutions to increase investment in green industries and low-carbon 

technologies [2,3]. These findings and conclusions show that environmental regulations have a 

profound impact on the investment decisions of financial institutions, not only changing the risk 

appetite of financial institutions, but also promoting the development of green finance. 

This paper reviews the existing literature and cases in the form of a review to discuss how 

environmental regulations affect the investment decisions of financial institutions and how financial 

institutions adapt to these changes, including compliance costs, business model adjustment, risk 

management and other aspects. In addition, it will explore whether environmental regulations will 

lead financial institutions to change the direction of investment. By analyzing the impact of 

environmental regulations on financial institutions, it is expected to provide valuable references for 
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policy makers and financial institutions to promote the sustainable development of financial 

institutions in addressing climate change and environmental regulations. 

2. Overview of the Background of Environmental Regulations 

Environmental regulations refer to laws and policies formulated to protect the environment and 

promote sustainable development, which mainly include three types: command-and-control, market-

incentive and voluntary [4]. These regulations directly affect the investment decisions of financial 

institutions, set environmental standards, and guide corporate investment behavior through economic 

incentives and self-regulation mechanisms. With the increasingly serious environmental problems, 

such as climate change, biodiversity reduction and environmental pollution, governments of all 

countries have strengthened the formulation and implementation of environmental regulations [5]. 

The growing public awareness of environmental protection and the signing of international treaties 

such as the Paris Agreement and the Kyoto Protocol, these different factors have further promoted 

the development of environmental regulations. 

The gradual development and implementation of environmental regulations and different 

requirements on carbon emissions, resource utilization efficiency and environmental risk 

management have become factors that financial institutions have to consider in project selection and 

investment portfolio [6]. The implementation of these regulations has not only changed the risk 

assessment model of financial institutions, but also prompted them to seek new directions and 

solutions in investment decisions to achieve a win-win situation of economic efficiency and 

environmental sustainability. In addition, the implementation of environmental regulations has 

created new opportunities for financial institutions. For example, there is a growing demand for 

investment in environmental sectors such as renewable energy, green buildings and clean technology, 

which not only meet the requirements of environmental regulations, but also provide long-term stable 

returns for investors [7]. Therefore, financial institutions need to pay more attention to sustainability 

and environmental responsibility when making investment decisions, comply with environmental 

regulations, and enhance their competitiveness and reputation in the market. 

2.1. Impact of Environmental Regulations on Investment Decisions of Financial Institutions 

Environmental regulations have had a significant impact on the decision-making process of 

financial institutions. By setting environmental standards and compliance requirements, 

environmental regulations have a direct impact on project selection, risk assessment, capital 

allocation and business strategy of financial institutions [8]. For example, the European Union's 

Emissions Trading System (EU ETS) requires companies to purchase emission permits, which 

directly influences financial institutions' investment decisions in high-emission industries [9]. 

Financial institutions also need to pay more attention to long-term environmental sustainability and 

social responsibility in their investment decisions, which will in turn affect their credit policies, 

portfolio management and overall business models. In summary, environmental laws and regulations 

such as the EU Emissions Trading System and the Paris Agreement have become an integral part of 

the decision-making process of financial institutions, shaping new trends and directions in the 

financial industry. This trend is exemplified by the European Investment Bank (EIB), an international 

financial institution dedicated to supporting sustainable development projects [10]. In response to 

environmental regulations, the EIB has adjusted its investment strategy to increase investments in 

renewable energy, sustainable transport and environmentally friendly infrastructure projects. For 

example, the EIB provided financing for Solar century to build a large solar power station in Spain. 

This investment will not only help reduce dependence on fossil fuels, but also promote the 

development of renewable energy and help fight climate change. In addition, the EIB has a strict 

credit policy in place to ensure that its loans and financing projects meet the requirements of 

environmental regulations. For example, when granting loans, the EIB requires companies to provide 

detailed environmental assessment reports and ensure that the environmental impact of the project 
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meets the EIB's environmental standards. This strict credit policy helps to screen out companies with 

good environmental performance, reduce environmental risks, and push companies to adopt more 

environmentally friendly production and operations. In the case of the European Investment Bank, 

the significant impact of environmental regulations on the decisions of financial institutions can be 

seen. Under the guidance of environmental regulations, financial institutions have adjusted their 

investment strategies and credit policies to pay more attention to long-term environmental 

sustainability and promote the development of a green economy. These changes show that 

environmental regulations have become an integral part of the decision-making process of financial 

institutions and have had a profound impact on the development of the financial industry. 

2.2. The Impact of Compliance Costs on Investment Decisions of Financial Institutions 

As environmental regulations become more stringent, financial institutions need to bear higher 

compliance costs when making investment decisions. For example, the EU Emissions Trading 

System (EU ETS) requires companies to purchase emission permits, so financial institutions need to 

take this cost into account when investing in high-emission industries [9]. This includes payments to 

regulators, the cost of environmental audits and monitoring, and the cost of technological upgrades 

to investment projects to reduce their environmental impact. These compliance costs may increase 

the cost of investment projects and affect their profits, which will prompt financial institutions to 

adjust their investment portfolios, reduce investment in high-polluting industries, and increase 

investment in environmental protection industries, so that certain compliance costs can be avoided to 

increase profits. The increase in compliance costs may also affect the risk assessment and credit 

policies of financial institutions, making them more cautious in assessing the environmental risks of 

investment projects. In summary, compliance costs also have a significant impact on the investment 

decisions of financial institutions, prompting them to pay more attention to environmental compliance, 

and influencing their investment portfolios and business strategies [11]. 

2.3. Changes in Risk Management of Financial Institutions Under Environmental Regulations 

With the development and implementation of environmental regulations, the risk management of 

financial institutions has undergone significant changes. These changes include the identification, 

assessment and control of environmental risks, as well as adjustments to traditional risk management 

strategies. For example, the implementation of the EU Emissions Trading System (EU ETS) requires 

financial institutions to pay more attention to a company's carbon emissions and environmental 

compliance in their investment decisions [12]. This has forced financial institutions to develop new 

risk management tools and methods, such as new environmental risk assessment models and green 

credit policies, to better identify and manage environmental risks [13]. 

In addition, financial institutions pay more attention to reputational risk and operational risk in risk 

management. For example, Tesla Motor Company was favored by the market for its innovation in 

the field of environmental protection, while BP oil company faced huge reputational losses and 

operational risks after the oil spill in the Gulf of Mexico [14,15]. These cases show that environmental 

regulations, while increasing the operating costs and risk profile of companies, also present new 

investment opportunities and risk management challenges for financial institutions. 

In summary, environmental regulations have had a profound impact on the risk management of 

financial institutions, prompting them to adapt their risk assessments and controls to increasingly 

stringent environmental regulatory requirements. 

2.4. Change of Investment Direction Under the Implementation of Environmental Regulations 

Under the implementation of environmental regulations, the investment direction of financial 

institutions has changed significantly. These changes are mainly reflected in the increase of 

investment in environmental protection industries and the decrease of investment in highly polluting 

industries [16]. For example, financial institutions such as the European Investment Bank and the 

World Bank have significantly increased their investments in renewable energy and sustainable 
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infrastructure in response to international agreements on environmental regulations such as the Paris 

Agreement and the United Nations Sustainable Development Goals. 

In addition, the rapid development of the green bond market has also provided new investment 

channels for financial institutions. By issuing and investing in green bonds, financial institutions 

provide financial support for environmental protection projects and provide investors with sustainable 

investment options [17]. 

At the same time, financial institutions have also changed their credit policies [18]. For example, 

the People's Bank of China has introduced a green credit policy that encourages financial institutions 

to provide low-interest loans for environmental projects and limits credit support to highly polluting 

industries. As a result, financial institutions will pay more attention to the performance of enterprises 

in environmental protection in the process of credit approval, which will affect the formulation and 

implementation of credit policies. 

In summary, environmental regulations have had a profound impact on the direction of investment 

of financial institutions, prompting them to focus more on long-term environmental sustainability and 

to adjust their investment portfolios and credit policies. 

2.5. Practices of Financial Institutions After the Implementation of Environmental 

Regulations 

In the context of the implementation of environmental regulations, how financial institutions adapt 

to the changes has become a key issue. It is not only a test of its operations, but also a test of its social 

responsibility and sustainable development ability. There are many cases to illustrate, such as China 

Construction Bank by launching green credit products to support new energy vehicle manufacturers, 

not only to promote the use of clean energy, but also to show its positive role under the national green 

finance policy. HSBC has also committed to halving carbon emissions in its financing portfolio by 

2025, and has introduced a range of measures to that end, such as participating in the financing of 

offshore wind farms in the UK. 

From these cases, this paper puts forward some suggestions for financial institutions to adapt to 

changes in environmental regulations. First, financial institutions should take the initiative to adjust 

credit policies and investment strategies. Second, financial institutions need to improve their ability 

to manage environmental risks. Moreover, international and domestic financial institutions should 

cooperate more closely to share the benefits of green finance. In addition, financial institutions should 

strengthen internal education and training to raise employees' awareness of environmental regulations 

and green finance. Finally, improving transparency and regularly disclosing performance in green 

finance and environmental protection can not only enhance the trust of the public and investors, but 

also better fulfill social responsibilities. 

3. Conclusion 

This paper provides an in-depth analysis of research on the impact of environmental regulations 

on investment decisions of financial institutions, and explores how financial institutions adjust their 

decision-making processes under the increasingly stringent enforcement of environmental regulations. 

The review shows that environmental regulations directly influence financial institutions' decisions 

on project screening, risk assessment, capital allocation and business strategy by setting 

environmental standards and compliance requirements. The increase in compliance costs and 

identification of environmental risks caused by the implementation of environmental regulations have 

prompted financial institutions to pay more attention to long-term environmental sustainability and 

social responsibility in their investment decisions. The impact of the implementation background and 

practical background of environmental regulations on the investment decision of financial institutions 

cannot be ignored. The development of globalization and the increasing importance of ESG factors 

make it necessary for financial institutions to be forward-looking and adaptable in their decision-

making processes. The link between environmental regulations and investment decisions suggests 
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that financial institutions need to consider environmental compliance costs, potential environmental 

risks, and the impact of regulations on industry prospects when evaluating investment projects. 

In summary, the impact of environmental regulations on the investment decisions of financial 

institutions is significant, not only changing the direction of investment of financial institutions, but 

also promoting the development of the entire financial industry in a more sustainable and 

environmentally friendly direction. Therefore, financial institutions and policymakers should 

continue to pay attention to the development of environmental regulations to promote the sustainable 

development of the financial sector. 

As this study is a review, it may be limited in depth. Future studies could carry out more in-depth 

analyses for specific environmental regulations or specific financial institutions to reveal more 

nuanced mechanisms of impact. And while the impact of environmental regulations on the investment 

decisions of financial institutions is proposed, detailed case studies on how financial institutions 

specifically adjust their investment strategies in response to changes in environmental regulations are 

lacking. Future research can further explore the above shortcomings and improvement directions to 

enrich the theoretical and practical knowledge in this field. 
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