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As ESG increasingly moves into the
mainstream of business strategies at all
levels, banks need to incorporate ESG
factors into their financial metrics to
identify, assess and manage environmental
and social risks in their project financing
activities. The following article seeks to
outline some of the costs and benefits
involved in investing in ESG - for both banks
and their clients — and how the costs can
become more manageable and the benefits
more advantageous.
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t the opening of the 2023 Asian Financial
A Forum, PwC’s Asia-Pacific Chairman,

Raymund CHAO, was invited to present
the findings of a survey jointly carried out by
PwC and the Hong Kong Trade Development
Council." The findings underline the growing
awareness of Environmental, Social and
Governance (ESG) issues among Hong Kong
companies. For example, 57% of respondents are
adopting alternative energy sources to reduce
their carbon footprint, while 48% are readjusting
their supply chains.
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However, the survey also suggests some hesitation
among respondents as to how to move forward with
their ESG goals. 76% plan to increase ESG investment
over the next five years - down from 89% when the
survey was carried out the previous year.

Over all, the survey highlights the sense that while
ESG continues to grow in importance, progress in
some aspects has been static. Many banks and their
clients remain unsure about how to improve their
understanding of ESG issues and what investments
they should be making in technology and talent.
There are push factors for becoming more ESG-
compliant, clearly. But it is also evident that there
are obstacles.

Inaction is not an option

It is important to state that there are also costs
involved in not taking action. There are widespread
geopolitical uncertainties, and the speed of post-
Covid economic recovery is still far from guaranteed.
Against this background, corporates could well argue
that now is not the time to make major investments
with returns that may be hard to quantify.
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While we accept that corporates are best placed to judge
whether they need to trim investment in the short term, we
would also suggest that they should not lose sight of their
ultimate goal and should strive to make up any investment
shortfalls over the longer term. They should also bear in mind
that the cost of not taking action will increase as carbon taxes,
pressures from customers and investors, and other counter
measures inevitably kick in. A further incentive not to lose
sight of their ESG goals is that valuation premiums for ESG-
compliant firms are certain to be more and more pronounced
in the coming years.

While banks generally have been investing in developing and
providing green and sustainable finance solutions to clients,
this does not come without challenges. To name a couple,
fragmented taxonomies (i.e. lack of common definition of green
or transition activities) and the lack of trusted data to both
evaluate risks and measure clients’ ESG performance make it
challenging for banks to scale up these financing solutions. In
addition, risks - such as greenwashing, as well as traditional
financial risks - may also outweigh the returns from providing
financing to clients.

Banks have been proactively advocating for interoperability of
taxonomies and for the adoption of internationally recognised
disclosure standards and frameworks in order to increase the
transparency and comparability of ESG information. In the
context of this survey, what more can be done?

Incentives

More incentives can be provided to encourage corporates

to focus more on green and sustainable investments and
activities. In December 2022, the Hong Kong government
launched a Green and Sustainable Finance Grant Scheme
subsidising eligible bond issuers and loan borrowers to cover
their expenses on bond issuance and external review services.
In the US, the Inflation Reduction Act provides tax credits for
green and sustainable investments or activities. Given the
rising interest rates, the cost of funding for banks has also
increased. Room to provide interest rate reductions for green
and sustainable activities may also be narrowed. Other types of
incentives, such as tax credits or exemptions, may encourage
corporates to bring forward their intended ESG investments.

For instance, the Hong Kong government has proposed

a loan scheme with 100% guarantees to incentivise

taxi owners to replace their existing vehicles with electric
ones.” It is estimated that the proposed measure will involve
a loan guarantee of about HKDé6.4 billion. The SME Financing
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Capacity building will

not be possible without
upskilling people, so that
the whole organisation
and community can
understand sustainability,
climate challenges and
mitigation possibilities, as
well as identify potential
value-creation business
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Guarantee Scheme operated by the Hong Kong Mortgage
Corporation™ can also serve as a foundation to support smaller
enterprises to finance green and sustainable activities. As SMEs
focus on recovering from COVID and dealing with potential
economic headwinds, these programmes will incentivise

SMEs to go green and to future-proof their businesses, while
attracting private sector money by bringing down the risks of
financing to acceptable levels.

Innovations in financing

Innovative approaches to financing may be required where
certain green and sustainable assets/activities may not fit
within the risk appetite and risk-and-return expectations

of financiers and investors. To encourage private sector
participation, financial structuring and support from
governments and multilateral development banks aiming to
achieve risk re-distribution may be the way to go. Tokenisation,
underpinned by tracking the origin of the data and verifying its
authenticity and credibility, could also play a role in increasing
ESG data transparency. For instance, just a month after the
Hong Kong Government announced in February 2023 it is looking
to launch tokenised green bonds for institutional investors, it
has successfully sold $102 million worth of digital green bonds,
marking the first tokenised green bond issued by a government.
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Blended finance, which can take many forms, can support
green and sustainable activities where the risk-and-return
profile needs re-distribution in order to “crowd in” the private
sector, which tends to have varying desired risk-return profiles.
Examples include: structured finance for public-private
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partnerships; structures with subordination, first loss absorption  #; UGS FENIEEEERN @ EENRK

capital and/or guarantee features; and financing schemes
blended with technical assistance on impact objectives and
measurements, as well as risk mitigation advice. However, it
should be noted the cost of establishing these structures can
be significant, and therefore may be more suitable for larger-
scale green and sustainable investments and activities (e.g.
infrastructure) or where there is a large pool of assets ready
to be injected into the structure. Marrying up blended finance
innovations and the needs of SMEs (e.g. microfinance) can be
a solution to support corporates that are struggling to finance
their green and sustainability activities.

Importantly, banks possess the technical skill sets and know-
how for financial structuring and innovations. However, to
further scale up these solutions, increased collaboration with

Key findings from the survey:

While ESG remains high on the corporate
agenda, only 15% of Hong Kong companies
have made a climate change commitment with
a science-based target. 30% said their climate
change commitments are not aligned with a
science-based target. 21% are working towards
making such commitments, whether scientific
or not.

57% are adopting alternative energy sources
to reduce their carbon footprint. 48% are
readjusting their supply chains.

60% believe ESG transformation can strengthen
their competitive advantage in the longer term.
57% expect to see an improvement in brand
awareness and reputation.

Lack of expertise (55%), lack of government
incentives (48%) and insufficient resources
(46%) are major hurdles to ESG transition.
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76% plan to increase ESG investment over the
next five years compared to 89% the year prior.

Fewer companies are looking to fund their

ESG projects through bank loans, green bond
issuance and other sustainability-linked
instruments compared to 2022. Funding from
internal cash flow has jumped from 52% to 77%
of respondents.

Obstacles to getting external funding include
immature market infrastructure for green
finance (48%), higher financing costs due to
no or a weak ESG rating (42%) and lack of
professional advice (39%).

The main opportunities for developing green
finance in HK are a common taxonomy for
ESG reporting and disclosure (43%), growth of
ESG and sustainability funds (42%) and green
bonds (41%)

sustainability experts, industry sector leaders, governments,
regulators, investors and others will be needed to create

a structured and coordinated approach to make this
mainstream.

Data
ESG reporting and disclosures can prove onerous for

corporates, particularly when some of the data required are
not traditionally captured through typical reporting processes.
These include GHG emissions (particularly scope 3 emissions,
which are a consequence of the activities of the company,
but occur from sources not owned or controlled by it); waste
related data; or energy consumption. Increasingly, financiers,
investors and ESG rating agencies are using ESG-related data
to assess risks and evaluate corporates’ ESG performance. On
the one hand, corporates will need to upskill themselves on
these topics and establish processes and controls to gather
and report these data. On the other hand, mechanisms that
can facilitate gathering, reporting and sharing data more
efficiently and more reliably would be a win-win situation for

everyone.

63% of respondents cite the need for the Hong Kong
government to update tax policies and subsidy
schemes to improve the city’s competitiveness.
Digital solutions to improve ESG reporting and risk
analysis jumped from 32% to 52% of respondents.
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Imagine a central data repository with standardised data
sets and measurement methodologies into which corporates
can submit their data and different users/stakeholders

can access at the same time. Verified data adds trust to

the equation. If some of it can be captured directly from
sources (e.g. electricity consumption data directly provided
by utility companies, subject to the consent of customers)
and technology such as blockchain can be used, this will
eliminate the risks of manipulation or human error.

Blockchain could help to simplify the process of filling out
questionnaires or templates in the varying formats required
by different data users. However, for this to happen, there
are quite a lot of hurdles to overcome: data privacy and
other legal considerations; standardising data sets and
measurement methodologies; verification standards;
building a secure IT platform; identifying an operator for
the platform; cross-border data transfer considerations;
technical supports to corporates; etc.

Can all this be achieved? | would argue - yes. Trade Link

has established a platform for electronic data interchange.
The Green and Sustainable Finance Cross-Agency Steering
Group has entered into a collaboration arrangement with
CDP, an international non-profit organisation that runs the
global environmental disclosure system for companies, to
jointly enhance climate data availability and sustainability
reporting in Hong Kong. In December 2022, they launched a
set of standardised questionnaires to facilitate the gathering
of climate-related data from corporates - targeting the SME
sector. These lay a great foundation for what the future may
look like.

Inclusiveness

As Eugene WONG, Chief Executive Officer of the Sustainable
Finance Institute Asia, recently remarked at a conference
organised by the Asia Securities Industry & Financial
Markets Association (ASIFMA™), «...we should not make it
more difficult or expensive to transition out....” Ultimately,
it is the sustainability and well-being of our people

and communities that matters. It is important not to
underestimate the significant support that SMEs need -
from both a resources and a know-how standpoint. Aside
from financial support, these corporates will need talent, the
means to upskill and access to professional support when
needed. They will also need training programmes, subsidies
for upskilling investments, free access to basic tools (e.g. a
GHG emissions calculator), a centralised repository for the
latest information and trends, and more.
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Capacity building

Capacity-building is defined as “the process of developing and
strengthening the skills, instincts, abilities, processes and
resources that organisations and communities need to survive,
adapt, and thrive in a fast-changing world. An essential
ingredient in capacity-building is transformation that is
generated and sustained over time from within; transformation
of this kind goes beyond performing tasks to changing
mind-sets and attitudes”."” Technology and innovations are
fundamental to lead us through the transition to a low-carbon
economy. We need an ecosystem that fosters research and
development, as well as financial and technical support for
commercialisation and expansion. Climate tech and green
Fintech are examples. Hong Kong has the ambition to become
an international green technology and green finance centre.
This is not just to make the city “climate ready”, but also to
future-proof our economic development.

For banks, investing in or lending to start-ups does not
normally fall within their risk appetite. Recently, the trend
has been further heightened by high-profile bank failures and
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uncertainties in the market. However, with the financial
innovations mentioned above, this can be possible. Other
ways to support this community can include providing
financial advisory services to start-ups at a lower cost,
co-creating solutions that would benefit the banking
industry (e.g. green Fintech) and trialling prototypes

and solutions to decarbonise their own operations or

to support their green and sustainable finance product
offering - particularly on verification and measurement
of impacts.

Given a fast-changing world, delaying ESG/sustainability
investments may mean slowing down an organisation’s
capacity to withstand turbulence. With new regulations
and greater awareness, we observe that some banks
have been making significant investments in integrating
climate risk into their enterprise risk management
framework and developing green and sustainable
financing. Through this process, banks should share with
the government and regulators what they observe in the
corporate world - such as the level of maturity on the
part of corporates in dealing with climate change. They
can also suggest what more the government and the
community can do collectively to build up capacity. In
the end, banks will also benefit from a vibrant city which
is armed to mitigate the risks that are coming our way.

Human capital

Capacity building will not be possible without upskilling
people, so that the whole organisation and community
can understand sustainability, climate challenges and
mitigation possibilities, as well as identify potential
value-creation business opportunities. This will require
training programmes, the establishment of enhanced
competency standards and collaboration within the
organisation and with other stakeholders in the
ecosystem (e.g. cross-sector, upstream/downstream,
governments and regulators, financiers/investors).

Technology can supplement and enhance operational
efficiency and effectiveness. New Al tools, machine
learning, etc., hold great promise to accelerate our
speed of transformation. These can help alleviate talent
shortages while allowing talent to focus on higher value-
added tasks. As we embrace technology as part of our
day-to-day life, we should also be mindful of supporting
those who may be displaced as a result. Upskilling and
supporting them to acquire new skills is important to
achieve an inclusive transition.
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Conclusion

The banking industry has been contributing significantly

to the development of green and sustainable financing
solutions. However, to be more effective it is necessary for
other parts of this ecosystem to work in tandem so as to
scale up faster and to support corporates as they move into
a greener and more sustainable future. Collaboration among
all parties in the ecosystem, embracing and nourishing

the advance of technologies and investing in capacity
building are imperative to drive innovations and ensure a
just, inclusive and value-creating transition. As Hong Kong
aims to supercharge its economic development and invest
to become an international green technology and green
finance centre, it is crucial that corporates also take the
opportunity to re-evaluate their strategies and business
operations in order to boost their sustainability for a new
and prosperous future.

[1] About the PwWC/HKTDC Survey
The survey fieldwork was conducted in December 2022. The views of 125
senior executives based in Hong Kong were collected through a short
online survey. Over a third of respondents come from firms with over
500 employees. The biggest sectors represented were financial and
professional services (38%), retail & consumer (15%) and technology, media
& telecommunications (11%).

[2] https://www.news.gov.hk/eng/2023/02/20230222/20230222_092747_290.html

[3] https://www.hkmc.com.hk/eng/our_business/sme_financing_guarantee_
scheme.html

[4] https://www.asifma.org/wp-content/uploads/2023/01/asifma_-sustainable-
finance-in-asia_working-agenda_2023.pdf

[5] https://www.un.org/en/academic-impact/capacity-building
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