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From climate change risk to green finance
opportunities, Hong Kong’s banks and
financial intermediaries have an increasingly
important role to play in supporting
and incentivising financial flows for the
betterment of the planet and its people.
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hile Hong Kong was not a Party to the 2021
Convention at the United Nations Climate
Change Conference (COP26) held in Scotland

towards the end of 2021, the special administrative region
has reaffirmed its commitment to strengthening the

city’s green credentials. Shortly before the COP26 hosts’
warning “the lights are flashing red on the climate change
dashboard”, the Government announced the Hong Kong

www.hkib.org

Climate Action Plan 2050, which sets out
a series of decarbonisation strategies

to halve Hong Kong’s carbon emissions
before 2035 (compared with the 2005
level) and to achieve carbon neutrality
before 2050. The 2050 plan, which the
government is backing with HKD240
billion (USD30 billion) in public sector
investment over the next 15 to 20 years,
supersedes an earlier one with less
ambitious carbon reduction targets. The
Climate Action Plan 2050 is just one of a
number of strategies that have emerged,
including initiatives from Hong Kong’s
banking and finance sector to tackle
issues associated with climate change.

Following the global call for more
commitment from the finance industry
towards combatting climate change
made at the COP26 conference, Hong
Kong’s Green and Sustainable Finance
Cross-Agency Steering Group (CASG)
announced its support for carbon
reduction and sustainability goals
agreed at COP26 and also reiterated the
CASG’s commitment to establishing
Hong Kong as a green finance hub.
Established in 2020 by the Hong Kong
Monetary Authority (HKMA) and the
Securities and Futures Commission (SFC)
along with other financial regulators,
agencies and government bureaus, the
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CASG was set up with the aim to establish a more coordinated
approach to climate and environmental risks management in
the financial sector and to accelerate the growth of green and
sustainable finance in Hong Kong.

Hong Kong as a green finance hub

Noting the number of sustainable finance-related risks and
opportunities identified at COP26, Eddie YUE, JP, Hon. Certified
Banker, Co-Chair of the CASG and the Chief Executive of the
HKMA, says the conference once again highlighted the critical
role that finance plays in mitigating climate change risks
including accelerating and supporting the transition to a net
zero economy. “Climate change is a source of financial risk
impacting the entire financial sector, and is highly relevant

to our mandate. The net zero transition will prompt structural
adjustments to the global economy, bringing both risks and
opportunities.” YUE noted. As a premier international financial
centre, Hong Kong is well-equipped with robust financial
infrastructure and a wealth of financial intermediaries to
advance a greener and more sustainable global agenda. For
example, Mainland China’s 14" Five-Year Plan (FYP) for National

66
Climate change is a source of

financial risk impacting the entire
financial sector, and is highly
relevant to our mandate. The

net zero transition will prompt
structural adjustments to the
global economy, brining both risks

and opportunities. &9
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Economic and Social Development includes strategic goals for
clean energy transition and sustainable development and sets
targets for 2060 carbon neutrality goals. Estimates suggest that
more than RMB100 trillion (USD15 trillion) in investment will be
required to support the Mainland's carbon neutrality goals.

Ranking number three in the Global Financial Centres Index
and with the world’s sixth largest stock market, Hong Kong

is well positioned to provide the necessary financial services
support and participate actively in Mainland China’s and

the global transition towards a low-carbon and sustainable
economy. “Hong Kong is well positioned to facilitate this,” says
YUE pointing out the city provides a unique gateway between
Mainland China and the rest of the world. “We are already
seeing Mainland entities using Hong Kong to seek green
financing,” he adds. For example, in 2020, 60% of the green
debt arranged and issued in Hong Kong was contributed by
Mainland entities. In October last year, the Shenzhen Municipal
Government chose to issue offshore RMB bonds (including
green bonds) in Hong Kong, the first of its kind by any Mainland
local government.
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Taxonomies and the centre for green and
sustainable finance

The CASG has been coordinating the efforts across stakeholders
in Hong Kong and the region in meeting challenges by devising
consistent and comparable disclosure requirements and
harmonised standards, while exploring ways to capitalise on
the enormous opportunities resulting from the transition to

a greener world, such as in the capital and carbon markets.
“The CASG will continue to closely monitor the developments
of global and major regional trends and stay in sync with the
international market,” YUE says.

One of its most recent efforts, for instance, is to align with the
Common Ground Taxonomy (CGT) published by the International
Platform on Sustainable Finance (IPSF). By way of background, the
CGT is a report resulting from an in-depth comparison exercise
that puts forward areas of commonality between the green
taxonomies of Mainland China and the EU. The CASG is exploring
developing a green classification framework for adoption in

the local market by making reference to the CGT. This could

help facilitate corporates, including those with Mainland and
international exposures, to speak the same language with global
investors when raising green financing in Hong Kong. “The work
will be guided by the principles of interoperability, comparability
and inclusiveness, taking into account the other definitions of
green, transitional activities, and local considerations,” YUE
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explains. The CASG will work with industry practitioners, experts
and stakeholders to put CGT into operation.

Also, in 2021 the CASG established the Centre for Green and
Sustainable Finance (GSF Centre) with the aim of coordinating
the efforts of financial regulators, government agencies,
industry stakeholders and academia in capacity building and
policy development, and serving as a knowledge and resource
repository for these areas. One of the Centre’s key focuses is
to enhance access to, and availability of green and sustainable
finance data and data analytics tools, which are often cited

by market participants as the major barrier of green finance
development in today’s world. A data repository will be set up
to facilitate an easy access to climate related data and enhance
the climate analytics capability of the financial industry.

Disclosure standards and carbon market

development
Co-Chair of the CASG and the Chief Executive Officer of the

Securities and Futures Commission (SFC), Ashley ALDER, sBs,

JP, FHKIB, Hon. Certified Banker, says Hong Kong’s pivotal role in
connecting vast amounts of global capital with the Mainland
China market, together with its adoption of a climate reporting
standard, will significantly help advance green and sustainable
finance development regionally and globally. “In seeking to turn
itself into a centre for green financing, Hong Kong can benefit

(1A
mIRBIEE5IZEMERIR
FZ— WEEAZHRHATE

& AEEFINEERS
TR -t Al#5 2L AY 8 = A5 IE
FEEREEELERBHRAEZ  E
HhER AR E BE - B[R B I AR
i - o4

HIST 75 E A TAE, M 32 17 5 LSRR AU F B R o
Hp—@AR O EN T ERAESKEMTH
BERBEBENEFASF AN RN BRE
E.EEB L, RZBE-—ERHE2RERS
ESEREOSHNEERR, PO ERE
T EBFETEUED RS2 REEIREER
BB, MIRASRERRHNRE DTN,

W EER IR R
BE/MEMEERE. BETITBANEER
SBS, JP, FHKIB, Hon. Certified Banker R~ , T BT
EREREEREN TS EIEEMAEAE,
RN RIENERIERIZEE G AKIEFAE PN, U
ELIRBMMNGEN I HFESRE R MR
EE v AZEEMPONBES, EBATZ
ERNMERIRASENENE S BEEE
NEMERAALTERSE, 2RS2KAER
AK2Z—HHEHETS, SEEEPEEETE
1€ML

BUEETECOP26# R T BiRAEE, BFAF
BRI E G (ISSB)RIRLIL, iF558 LR
YA E-HIAREREER A BRNEN
BSEEMR. S AEREESHEAEEEE
FERIBERRETE, ISSBEERAIK B £ BE AR
B, BREENEXOAEERIZERMER

www.hkib.org

13

JANUARY-FEBRUARY 2022



14

COVER STORY
H @ & B

from Mainland China’s environmental ambitions, with Hong
Kong playing a key role as the place where multinationals and
the financial sector can participate in China’s carbon market,
which is one of the world’s largest carbon markets,” says ALDER.

ALDER, who made a keynote presentation at COP26, says efforts
to establish reliable, consistent sustainability disclosures took
a step forward with the establishment of the International
Sustainability Standards Board (ISSB). ALDER, chair of the Board
of the International Organization of Securities Commissions
(10SC0), which is looking to endorse the ISSB standards

where appropriate, explains that ISSB standards will serve

as a comprehensive global baseline to provide investors

with comparable, consistent and reliable information about
how companies are managing climate-related risks. “Global
regulators are now focused on making sure the ISSB standards
are interoperable across jurisdictions and otherwise fit for
purpose,” ALDER says. “Most importantly, we need to be sure
they meet the informational needs of investors and ensure
trust amidst growing concerns about greenwashing,” he

adds, pointing out that the SFC has been actively involved in
this effort, and climate disclosure is the centrepiece of its
sustainable finance strategy. In addition, the CASG is progressing
towards mandating climate-related disclosures aligned with
the Task Force on Climate-related Financial Disclosures (TCFD)
framework across relevant sectors, which includes collaborating
with stakeholders with a view to evaluating and potentially
adopting the IFRS Foundation’s Sustainability Disclosure
Standards, which would be built on the TCFD framework.

To explore how Hong Kong can develop into a regional

carbon trading centre, the CASG has conducted a preliminary
assessment of carbon market opportunities to develop the
financial hub into a global, high-quality voluntary carbon market.
This could include collaboration with relevant authorities

and stakeholders on carbon market opportunities, including
cooperation with relevant Greater Bay Area (GBA) stakeholders.

Supervisory endeavours and next steps

With demand for green and sustainable-related financial
services expected to grow exponentially globally — and
especially in the Asia Pacific region, Hong Kong is not the
only jurisdiction vying for the position as Asia’s green finance
hub. To strengthen Hong Kong’s ambition to become Asia’s
hub for green finance, as a regulator, asset owner and market
facilitator, the HKMA is helping to steer the journey by setting
clear rules for the financial industry, building the necessary
infrastructure and catalysts, and promoting awareness and
market participation.
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In seeking to turn itself

into a centre for green
financing, Hong Kong can
benefit from Mainland

China’s environmental
ambitions, with Hong Kong
playing a key role as the
place where multinationals
and the financial sector
can participate in China’s
carbon market, which is
one of the world’s largest

carbon markets. 9 ¢

Setting clear rules include building climate resilience into the
banking system through formulating supervisory requirements
and conducting a pilot exercise on climate risk stress testing;
and committing to mandating banks’ climate-related disclosures
in line with TCFD recommendations no later than 2025,

making Hong Kong the first Asian jurisdiction to make such
commitment. In December 2021, the HKMA issued supervisory
guidelines on the management of climate-related risks by
Authorized Institutions. These include, the financial risks related
to the process of transitioning to a lower-carbon economy

and the impacts of progressive shifts in climate and extreme
weather events as heatwaves, floods and sea-level rise.

Leading by example and to promote awareness and market
participation, the HKMA has integrated environmental, social
and governance (ESG) factors into the investment process
of the Exchange Fund as well as issuing green bonds under
the government’s green bond programme. At the same time,
to develop the necessary catalysts to enhance the local
sustainable finance ecosystem, the HKMA is administering

a Green and Sustainable Finance Grant Scheme to subsidize
corporates on part of their expenses in bond issuance and
independent external green review services. The scheme has
received favourable market response.
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Expanding the green financing talent skills

horizon

To continue to take the development of sustainable finance
and climate change action points forward — including action
points identified by the CASG and Hong Kong government —
YUE says it is important for Hong Kong's banking and finance
community to recruit, reskill and upskill talent. Speaking at
the Hong Kong Institute of Bankers (HKIB) Annual Banking
Conference in September 2021, YUE explained how, with
useful contributions from the Institute and the banking

and finance community, the HKMA conducted a “Capacity
Building for Future Banking” study in 2020 to take stock of
potential talent gaps that the banking industry will face.
The study revealed notable skills gaps in Fintech and green
finance disciplines. “Talent is an essential building block to
scale up green and sustainable finance,” YUE notes.

While relevant training programmes have proliferated in
recent years, most of them are conducted in an ad hoc, short-
term and uncoordinated way, which makes them inaccessible
and costly to the majority of the general public. To address
these issues, the GSF Centre has recently reviewed the
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capacity constraints and recommended measures to expand
the GSF talent pool. Capacity building objectives identified
through this review include developing a common GSF
qualification framework, to support practitioners and young
people to take up green and sustainable finance training,

as well as to provide young people with relevant practical
industry experience. To take forward the recommendations,
the HKMA will begin work to develop a new module on Green
and Sustainable Finance under the Enhanced Competency
Framework for Banking Practitioners.

While bridging the green financing talent gap will not
happen overnight, a clear focus on talent capacity building
is not only the key to serving the growing green finance
needs and capabilities of the Asia Pacific region, it is also
the catalyst to firmly establish Hong Kong as Asia’s green
financing centre.
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