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Introduction

Objective

This report provides background information on the development of
sustainable finance taxonomies and the implications for Hong Kong. It aims
to serve as preparatory groundwork to support stakeholder participation
ahead of the anticipated launch of the public consultation® surrounding the
adoption of a sustainable finance classification framework that aligns with the
Common Ground Taxonomy (CGT) in Hong Kong, by the Hong Kong Monetary
Authority (HKMA).

There has been increasing demand for quality and transparency in the
labelling of green finance products in global markets. As countries are
ramping up their ambitions on climate change mitigation, investors and
issuers are becoming more concerned about the need for clear and
consistent standards to help determine whether economic activities
contribute to climate action. To provide more clarity to market participants,
financial market regulators across the globe are adopting sustainable finance
taxonomies to help classify whether an investment, asset or activity can

be considered as providing substantial contributions to climate change
mitigation or other environmental objectives.?

Taxonomies are classification systems that identify whether activities or
investments can help a country progress towards meeting its environmental
objectives. More specifically, green or sustainable finance taxonomies
standardize the criteria for what constitutes ‘green’ Use of Proceeds (UoP),
serving as a clear guide to help market participants avoid greenwashing.

Since the establishment of the green bond market in 2008, there have been
increasing calls for standardisation of the green bond label.? Initially the
International Capital Markets Association (ICMA) offered a set of ‘Green
Bond Principles’ (GBPs), which served as the basis for the market standards
used whenever a green bond was issued. The GBP primarily focused on

the processes and the substance of projects, through the lens of four core
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components: Use of Proceeds (UoP), Process for Project Evaluation and
Selection, Management of Proceeds, and Reporting.* While fundamental to
the preparation of issuance documentation, the GBPs did not themselves
provide technical-level specifications for determining whether an asset

was green. Rather, the GBPs only provided general categories of green
technologies and activities.”

In response, organisations such as the Climate Bonds Initiative (CBI)® as well
as governments such as the European Union’ and the People’s Republic of
China?, have developed their own activity-specific technical criteria which
can be used to distinguish whether an asset’s emissions profile complies with
their respective definitions of contributing to climate change and/or other
environmental objectives? In recent years, more countries have begun to
adopt similar approaches as it becomes increasingly evident that clear and
consistent labelling is vital for financial markets if they are to help mobilise
capital for climate action (see Appendix 2 for a timeline of key milestones in
the development of sustainable finance taxonomies globally). In 2020, the
World Bank launched a technical guide of developing taxonomy and related
frameworks. Meanwhile, in the same year, the OECD launched a report
which compared the objectives, approaches, and threshold of some of the
taxonomies.’® Last year, CBI published the report which highlighted the latest
trends around taxonomy development and compared the EU and China’s
approach in taxonomy design.!! (See Appendix 1 for comparison of objectives
among EU taxonomy and China Green Bond Endorsed Project Catalogue).

The development of taxonomy is crucial as it clarifies the eligibility of “green
activities” and enhance comparability of green activities within one’s market.”
However, there is a risk that the proliferation of taxonomies in global markets
can potentially complicate their interoperability as more jurisdictions develop
their own definitions of what constitutes a substantial contribution to

climate change mitigation. According to CBI’s report ‘Global Green Taxonomy
Development, Alignment, and Implementation’, in general, sustainable
finance taxonomies may use different design features.!®* These differences
may complicate the interoperability of different taxonomies adopted globally.

For example, the most distinct difference between the commonly used
taxonomies is that some use a ‘white list’ to determine whether an
investment or economic activity might be considered as contributing to
climate change mitigation, while others use a Technical Screening Criteria
(TSC) approach.
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. . ® This approach focuses on pre-determining eligible projects or economic
The White List -~ .
activities under each sector or sub-sector. Technologies or products are
ApproaCh categorically described as green, and those which are not included in this

prescriptive list are by extension, not green. It is a technology-specific
approach. The China Green Bond Endorsed Project Catalogue has adopted
this approach.*

. These taxonomies outline emissions intensity metrics and thresholds for
The Technical y

Screening Criteria
(TSC) Approach

economic activities to determine whether they might comply with an
economic objective. For example, a TSC-based taxonomy would identify an
emissions intensity threshold (for example, 100grammes of CO, equivalent
per kilowatt hour of electricity generated), any technology that can operate
below this threshold may be considered as contributing to the overall
objective of climate change mitigation and would therefore be considered
green. In this sense, a TSC approach may generally be more technologically
agnostic.” The EU Taxonomy and others such as the South African Taxonomy
have adopted this approach.t®

It is also noted that recently, some markets within the ASEAN region (such
as Malaysia) have begun to blend a TSC approach with a ‘principles-based’
approach. Here, a taxonomy will offer potential users (for example, bond
investors and issuers) with an opportunity to either meet the local TSC, or
to show, through an entity wide-transition plan, that they are becoming a
greener firm.

Within a single market, the different taxonomy design choices generally will
not present a problem as both investors and issuers within a single market
may be subject to the same body of legislation determining the use of the
local taxonomy. For example, reporting by European issuers using the EU
Green Bond Standard is generally consistent with the needs of investors

in the same jurisdiction. However, as more jurisdictions develop their own
taxonomies, interoperability between issuers and investors in multiple
foreign markets, each with their own taxonomies, may become increasingly
complicated, this will be particularly important for facilitating international
capital flows from developed countries towards emerging markets where
the need and impact of green finance is greatest. For instance, a European
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investor seeking to purchase a green bond issued by a China-based property
developer raising capital for projects in China would have to translate the
Chinese green building certification into context of the EU Taxonomy.
Fortunately, in 2021, the International Platform for Sustainable Finance (IPSF)
conducted this high level comparison exercise between the EU and China
taxonomies.

The Common Ground Taxonomy (CGT) exercise aimed to improve the
comparability and interoperability of taxonomies around the world by
identifying the commonalities and differences between approaches taken
by different taxonomies. The CGT synthesise the activities between EU
taxonomy and China Green Bond Endorsed Project Catalogue into 6
scenarios, which keep the commonalities and adopt the more stringent
criteria when there is a different.

In doing so, it can potentially contribute to the analysis to lower the
transboundary cost of sustainable investments and scale up the mobilisation
of sustainable capital internationally. It also provides a solid methodology
based on which other taxonomies can be compared in the future. However,
it is important to note that the CGT is not a taxonomy itself. While the CGT
has helped to simplify the bi-lateral comparison between the EU and China
taxonomies, a similar exercise would be required for recognition of additional
taxonomies. On April 21, 2023, Singapore and China agreed to establish a
Green Finance Taskforce to strengthen collaboration on green and transition
finance. They also committed to working together under the International
Platform on Sustainable Finance (IPSF) to achieve interoperability between
the Singapore and China taxonomies and enhance the use of the IPSF’s CGT."

For global financial centers, where issuers and investors from all over the
world are represented, the challenges of recognizing foreign taxonomies can
become a transaction cost in itself. The G20 Sustainable Finance Working
Group (G20 SFWG) has explicitly identified interoperability as a key priority
for future taxonomy design.*®

As Hong Kong aims to strengthen its position as a green and sustainable
finance hub, there is a need and an opportunity to ensure that the tools
adopted to faciliate sustainability reporting and disclosure are conductive to
international transactions.
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Hong Kong, The Super-Connector
of Green Financing

21

Hong Kong's Role
in Connecting the
Green Finance
Market

The 2023-2024 Budget
Proposal Highlights
the Importance

of Connecting the
Development of Green
Finance and Green
Technology in Hong
Kong®

The HKMA stated they are developing a local green classification framework?
to enhance market transparency of the Hong Kong market. The initiative is
definitely a vital step for the green and sustainable finance market in Hong
Kong. At the same time, as a super-connector, Hong Kong can play a leading
role in channeling international green capital exchange.

Hong Kong has the expertise and experience in offering world-class financial
services. It has an international market environment that puts the city in the
unigue position of connecting international and Chinese mainland markets.
Given this competitive edge, it is highly appropriate for Hong Kong to be
designated as international green finance and technology hub for the Greater
Bay Area (GBA). Hong Kong shall serve as the offshore and onshore business
integration center, facilitating the flow of global capital to drive sustainability
initiatives in the GBA and assist the region in transitioning to a low-carbon
economy.

To function as a super-connector, Hong Kong must adopt a framework that
enables green capital flow between China and the offshore market. The EU
Taxonomy is one of the earliest taxonomies adopted by a market. It covers
27 member countries green finance market. Meanwhile, compared with the
2019 edition, the 2021 edition of the China Green Bond Endorsed Project
Catalogue has preliminarily introduced the element of Technical Screening
Criteria (TSC), which bears similarities to the EU’s approach.*



2 Hong Kong, the Super-Connector of Green Financing

2.2

Alignment with
the CGT

In 2020, the Green and Sustainable Finance Cross-Agency Steering Group
(CASG) signalled that alignment of CGT as a taxonomy framework would
become a key policy priority. Afterwards, HKMA have been putting huge
effort to develop a local green finance taxonomy. They have been engaging
with the industry and other relevant stakeholders to better understand the
features and challenges involved in developing the taxonomy.??

To assist and support HKMA's goal of aligning CGT and creating a more robust
green finance market in Hong Kong, the Hong Kong Green Finance Association
(HKGFA) published two CGT reports in 2022 in collaboration with industry
partners and stakeholders. The research report? aims to build capacity and
understand how an alignment with CGT in Hong Kong might work.?®> The
current findings have been shared with the regulators and policymakers in
Hong Kong and the GBA.

Given the growing awareness among market towards taxonomy alignment
and development, we expect that public consultation led by HKMA will be
available.?® The taxonomies that are being developed in global markets are
often the product of consultations involving many stakeholders throughout
the financial market and investment chain, including: industry sector
representatives, academia, environmental experts, civil society, and public
bodies. To devise an ambitious sectoral pathway, we highly encourage
public to participate in HKMA's upcoming public consultation on the green
classification framework.

Participation in the consultation on a Hong Kong taxonomy could be
important for several reasons.

1. To provide individuals with an opportunity to share their advice or
comment in shaping the future of sustainable finance in Hong Kong.

2. To enable the public to contribute their ideas and perspectives on how to
promote Hong Kong as a regional green finance and technology market.

3. To ensure that the taxonomy accurately reflects the needs and concerns of
different stakeholders, including businesses, investors, and the public.

By prioritising the needs and interests of stakeholders, organisations can
build stronger relationships, foster trust, and goodwill, and ultimately achieve
greater success and impact.
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Developing a CGT-based taxonomy
in Hong Kong

Developing a green taxonomy in Hong Kong will require careful consideration
of some key factors. It is beyond this report to prescribe how policymakers
should address these challenges. Instead, we aim to highlight the importance
of these considerations and to propose a way forward. Most importantly, we
identify the following questions:

el el el

Who shall be the How to develop How can the How the What are

target user of the RUCKSICHEN ] taxonomy in taxonomy should J{CN LT

taxonomy? eligibility of Hong Kong be regulated/ features of both
_ activities? develop guidance RUICHEICHRTTT) governmental

And will it be for both local investment and internal

mandatory or businesses and regulations? taxonomy

not for the target international of financial

user to adopt the issuers and institution?

taxonomy? investors?

On top of that, we synthesised the regulatory framework of various
taxonomies in the APAC region and the EU for and EU for the Hong Kong
government to refer to when considering the aforementioned questions.



§  Developing a CGT-based taxonomy in Hong Kong

EU
taxonomy

China
Green Bond
Endorsed
Project
Catalogue

Japan
Transition
Finance
Taxonomy

Korea
Taxonomy

£
o,

ASEAN
Taxonomy

Singapore
Taxonomy

Target Users Legally Regulating Body/ Inclusion of Aligning with DNSH
Binding Overseeing Body sectoral transition  (Yes/No, explain the
pathway as difference)
parameter
(Yes/No)
Investors, Legally- In principle, the Commission Yes Yes
companies, issuers, binding proposes new laws, and the (every activity has to
project promoters Parliament and Council of the comply with DNSH to
European Union adopt them. be qualified as green
The member countries then and sustainable3?)
implement them, and the
Commission ensures that the
laws are properly applied.
Users who raise Legally- People’s Bank of China Will adopt in future  Yes
funds for green binding  (PBoC), the China Securities & (same as EU
industries, green Regulatory Commission (CSRC) Taxonomy, but
projects, or green and National Development & undergoing further
economic activities Reform Commission (NDRC) assessment regarding
nuclear’s DNSH)
Fundraiser, the Legally  Financial Services Agency; Yes No
financier and non- Ministry of Economy,Trade and (as a
other market binding  Industry; and Ministry of the recommendation of
participants?® Environment, Japan disclosure, but there
is no threshold set)
Financial Sector, Legally  The Ministry of Environment Yes Yes
Korean domestic non- and the Financial Service (every activity has to
firms binding  Commission comply with DNSH to
be qualified as green
and sustainable®?)
Member states, Legally  The ASEAN Taxonomy Board Yes Yes
regulators, banking non- (DNSH relates to
institutions, users  binding significant harm
of capital, and to environmental
rating agencies® objectives other than
that for which the
activity is intended to
make a contribution®?)
Financial market n/a The Green Finance Industry Yes 3° Seeking view on the

participants and
stakeholders?

Taskforce (GFIT)

proposed issue3*
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Ensuring Interoperability:
Inclusion of Sectoral Specific
Transition Pathway

41

Case Study:
How has the EU
set its Technical
Threshold?%®

5 out of 6 taxonomies (in the APAC region and the EU) include the
consideration of sectoral specific transition pathway as their TSC criteria.
These examples will be a good reference for Hong Kong to develop an
interoperable taxonomy. Besides, the principle for CGT is to converge

the decarbonisation pathway of different countries by adopting the most
stringent requirement between EU and China. It can attract channel foreign
green investment towards the China market. The reasons are:

¢ Enhanced Comparability between companies’ transition plans and the
transition target

¢ Banks will be enabled to better conduct benchmarking analysis in assessing
client’s carbon emission performance

In general, the EU Taxonomy suggests that an economic activity can be
considered to provide substantial contribution to climate change mitigation
if it: supports the transition to a climate-neutral economy consistent with a
pathway to limit the temperature increase to 1.5 degrees Celsius above pre-
industrial levels including by phasing out greenhouse gas emissions.

Recognising that the developed markets such as the EU have a historic
responsibility and enhanced capacity to take a leadership role on climate change,
the EU Taxonomy adheres to the EU’s climate goals under the EU Green Deal
which are to reach a 50-55% reduction by 2030 and net-zero emissions by 2050.

In the energy sector, for example, the EU Taxonomy has adopted a 100 grams
of CO,e/kWh threshold. The Technical Expert Group (TEG), responsible for
developing the EU Taxonomy, argued that to fully decarbonise the EU’s power
sector by 2050, it should follow a trajectory from current levels to zero by
2050, while considering the growth in electricity demand from electrification.
This suggested that there is a remaining carbon budget until 2050 for the
power sector.
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The 100gCO,e/kWh threshold was extrapolated by dividing the EU’s total
allowed emissions from the power sector using the EU 2016 Primes Reference
Scenario, by the expected evolution of electricity demand and the increasing
trend of electrification, using historical power sector GHG emissions and
electricity demand data. The threshold implies that any power generation
facility where the emissions are below 100gCOze/kWh over its lifetime,
lifespan (or 40 years, whichever is shorter), provide a ‘substantial contribution’
to the climate change mitigation objective. This provides the average value of
power generation emissions between 2020 and 2050 that could allow the EU
to meet the net-zero by 2050 goal.

Moreover, if a plant operates below this threshold, it helps lower the average
and consumes less than its share of the overall EU carbon budget, and
therefore is substantially contributing to meeting the targets, i.e. only power
generation sources which operate below this average emissions threshold (i.e.
100gCOze/kWh between 2020-2024 years) will be actively contributing to the
EU meeting its targets.

The details of the approach taken by the EU taxonomy can be helpful for
shedding light on how Hong Kong can also adopt taxonomy criteria that are
suitable for local companies but also supportive of international investments.
In the following sections we refer to previous publications and research
conducted by Civic Exchange that can be useful for developing sectoral
trajectories, transition pathways and thus taxonomy criteria.

To establish transition pathways for heavily emitting sectors for which low-
carbon solutions are not technically or commercially viable, consistent with
goals above, the TEG adopted two principles:

1. Ensuring no lock-in of assets inconsistent with these goals; and
2. Ensuring environmental performance is well performance well above the
sector average.

The TEG made all the above considerations based on the supplementation of
the Technical Annex which contains:

1. Afull list of revised or additional technical screening criteria for economic
activities which can substantially contribute to climate change mitigation
or adaptation (including assessment of significant harm to other
environmental objectives); and

2. Methodological statements to support the above recommendations.
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4.2

Case Study:
Development of
Sectoral Transition
Standard for
Carbon-Intensive
Sectors in China

43

Civic Exchange
Research

The PBOC is considering transition finance standards for four sectors:
steelmaking, coal power, buildings and building materials, and agriculture.
Besides, Huzhou has launched their transition taxonomy which aims to
facilitate the transition of their local sector.

Meanwhile, the Bank of China and China Construction Bank have launched
their own transition financing framework, which list and target the carbon-
intensive sectors of China. The framework of Bank of China has gone a step
further by referencing the sectoral-transition pathway suggested under
national policy guidelines.

In 2022, the Guangdong province renewed the “Guangdong Province Carbon
Emissions Management Trial Measures”. It allocated the emission quota of
2022 by adopting the baseline method, the historical intensity declines method
and the historical emission method. The document aims to facilitate carbon
trading. However, the suggested approach of “carbon emission capping” will
be a good point of reference for a jurisdiction to set the technical threshold of
their taxonomy. It is because these methods could have important synergies
with examples cited above about how the EU set their technical threshold.

As aforementioned, public participation is important to better ensure that
the thresholds of the taxonomy are both interoperable and tailored to the
covered sectors. In this context, we need to understand:

e Which sectors are emitting most of the carbon in Hong Kong? Are the
emission composition similar with EU and China?

e How can the sectoral expert in Hong Kong suggest interoperable sectoral
transition pathway? Can we apply EU and China’s approach of setting
emission threshold to our local transition pathway?

The Civic Exchange flagship initiative Hong Kong 2050 is Now published a
series of decarbonisation reports. These reports developed and forecasted
potential sector specific pathway for decarbonisation in Hong Kong. Civic
Exchange recognises the urgent need to address climate change and the
significant role that Hong Kong can play in reducing global greenhouse gas
emissions. These report provide potential roadmap for achieving net-zero
emissions in Hong Kong by 2050, including a detailed analysis of the energy,
transport and building sectors and the policy measures that can support the
transition to a low-carbon economy.
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We found that previous research may be referenced for the integration of
sectoral specific pathway. This is because the technologies analysed and
modelled in our previous research are either directly included or indirectly
mentioned in the EU taxonomy and China Green Bond Endorsed Project
Catalogue. Moreover, the methodology we adopted to analyse the sectoral
transition pathway of Hong Kong is similar to EU’s and China’s approach
illustrated in the case studies above.

General Transition Pathway

In the report “Towards

a Better Hong Kong:
PATHWAYS TO NET ZERO
CARBON EMISSIONS BY
2050”, we estimated the
emissions-reduction potential
of Hong Kong, it shows the
potential increment and
reduction capacity for the
emission of Hong Kong by
activities and factors.*

In the report “Powering a
Carbon-Free Hong Kong:
PATHWAYS TOWARDS A NET-
ZERO EMISSIONS POWER
SYSTEM FOR HONG KONG”,
we forecast the future
electricity demand of Hong
Kong. The building sector is
forecast to dominate demand
for electricity in Hong Kong
till 2050. Total demand will
remain steady as a result of
improved energy efficiency.?

Million tonnes
of CO,

60

50 1.5

0358

20 210 .

0 106 .
0

3.1
—_———
-6.7 -1.0 [
2017 Population Economic Decarbonised Building Transport Other 2050
emissions growth energy energy energy

efficiency efficiency

TWh/year

20

0
2021 2023 2025 2027 2029 2031 2035 2035 2037 2039 2041

M Industry
M Transport
Building

Source:Hong Kong Energy Policy Simulator
(https://hongkong.energypolicy.solutions/)

2043

2045 2045 2049

Year



4 Ensuring Interoperability: Inclusion of Sectoral Specific Transition Pathway

Potential Emission Pathway for Energy Sector*

The graph forecasts how
emission pathway of the
energy sector in Hong Kong
varies from the composition
of energy mix. From the
table above, we can outline
that it is important to draw a
clear roadmap for reducing
emission factor in Hong Kong.
It not only creates a practical
guide for the energy sector
to set their decarbonising
plan, but also facilitate the
taxonomy development of
Hong Kong.

Million
tonnes
of CQ,

Annual CO, of emissions

25

20

\

i
N

2020 2025

e Natural gas scenario
RE+ scenario
e \Uclear scenario

Source: Calculation of the project team

2030 2035 2040 2045 2050
Year

Diversity scenario
Fossil-free scenario

Potential Emission Pathway for Building Sector

The graph is generated by
our energy policy simulator.
It forecasts the potential
reduction of different policy
scenario and technology
adaptation of the building
sector.

Million tonnes
of CO,/ year
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Potential Emission Pathway for Transportation Sector*

The graph illustrates the
potential emission pathway
of the transportation sectors
in Hong Kong with respect
with different technologies
adoption.
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Source: Authors
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Apart from the research above, Civic Exchange will publish a report that

synthesise the development of transition finance, taxonomy adoption, and

corporate transition plan of Hong Kong and GBA in September this year.

14
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by

@
Recommendations

Recommendations for the technical part of the taxonomy integrating sector-
specific*® greenhouse gas (GHG) emission pathways is important. It allows
different sectors in the economy to reducing GHG emissions in a more
targeted. Each sector has its unique sources of emissions and challenges in
reducing them, so a one-size-fits-all approach may not be the most effective.

Furthermore, sector-specific GHG emission pathways can also provide clarity
and certainty to businesses and investors, which is essential for effective
decision-making and long-term planning. By establishing clear targets and
timelines for reducing emissions in each sector, businesses can better
understand the implications of climate policies and invest in low-carbon
solutions that assist them in achieving their sustainability goals.

Overall, sector-specific GHG emission pathways are important because they
enable a more targeted and effective approach to emission reduction provide
clarity and certainty to businesses and investors, and ultimately support the
transition to a more sustainable and low-carbon economy.

Recommendations for other stakeholders to prepare for taxonomy use

Shifting the discussion from technology application to sector C0, emission
pathways

Shifting the discussion from energy mix to CO, emission limits (pathway) is
important for technical screening because it ensures that technical solutions
are evaluated based on their ability to reduce emissions, rather than their
alignment with a specific fuel type. By focusing on CO, emission limits,
technical screening can identify and prioritise technologies that are most
effective at reducing emissions across all fuel types, including renewables,
natural gas, and other forms of energy.

This approach can promote innovation and competition in the energy sector,
by encouraging the development of new and more efficient technologies
that can reduce emissions across various fuel types. Technical screening

also ensures that technologies are evaluated based on their full life-cycle
emissions profile, which includes emissions associated with the production,
transportation, and disposal of fuel sources.
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Learn from the threshold set by the CGT aligned taxonomy

As aforementioned, Hong Kong is in the process of developing a taxonomy
that aligns with the CGT framework. Once completed, it will be the most
credible and interoperable taxonomy among the global markets. The

Hong Kong government can draw insight from the suggested pathways or
thresholds in the taxonomy to enhance our climate action plan. By doing so,
Hong Kong can establish a leadership role in aligning own policy to meet the
market expectation. The decarbonising pathway of Hong Kong will be a strong
and credible case. As such, Hong Kong can have the potential to lead the
sectoral decarbonising policy development of the emerging market, such as
ASEAN.

Establishing an open-source energy data platform in Hong Kong

The platform can enhance transparency and accessibility to energy data,
foster innovation and collaboration in the energy sector, and facilitate

the development of more sustainable and efficient energy systems. By
providing an open access to energy data platform for the public, businesses,
researchers, and policymakers, market players in Hong Kong can have a
better understanding and collaboration around energy issues. We are NOT
suggesting establishing a platform that can access the energy use of every
individual with clear identification. This will induce huge privacy problem.
Instead, we suggest implementing a platform that reflects the sectoral or
district average of energy use over a specific period. The upcoming review of
the Scheme of Control Agreements presents a timely policy window to realise
this recommendation.

In addition, an open-source energy data platform can assist banks In
identifying their Scope 3 emissions. Scope 3 emissions are indirect emissions
that occur in a bank’s investment portfolio, including emissions from the
mortgage book or invests in. Identifying and tracking Scope 3 emissions can
be challenging for banks, as this requires access to data in their investment
portfolio.

An open-source energy data platform can address these challenges by
providing banks with access to standardised and reliable data on energy
consumption and emissions throughout their value chain. This enables
banks to pinpoint areas within their value chain that contribute the most
to emissions and devise specific strategies to progressively reduce these
emissions.
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Conclusion

This report highlights the importance of stakeholder engagement and
collaboration in achieving decarbonisation goals. It calls for a whole-of-
society approach that involves government, businesses, civil society, and the
general public in the development and implementation of decarbonisation
policies and initiatives.

The previous reports of Civic Exchange have made significant contributions
to the development of a local decarbonisation pathway in Hong Kong.
These reports offer a clear and evidence-based roadmap for achieving net-
zero emissions. Moreover, they underscore the importance of stakeholder
engagement, collaboration, and collective action to address the urgent
challenge of climate change.

In September this year, Civic Exchange will publish a report that
comprehensively assesses the market readiness of Hong Kong and GBA in
adopting transition finance.
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Development of Taxonomy and Transition Finance in EU, APAC,
Several Supra-Governmental Bodies and NGOs with respect to Timeline

-

EU Taxonomy for Sustainable Activities

SEP

CBI: Financing Credible Transitions - How to ensure the transition label has impact
This report by CBI puts forward a framework for defining ‘transition” as a concept
(in terms of activities and entities) and using the ‘transition” label for credible
transactions.

DEC

ICMA: Climate Transition Finance Handbook Guideline for Issuers
The Handbook outlines guidelines and expectations for firms wishing to issue
financial instruments to fund climate transition strategies.

o

EU Platform on Sustainable Finance: Transition Finance Report

The EU Platform on Sustainable Finance is an advisory body to the European
Commission (EC). This report advises the EC on transition financing, after the EC
identified that more knowledge is needed on how the EU Taxonomy can enable
inclusive transition financing for economic actors to improve their environmental
impact.

APR

PBoC, NDRC & CSRC: Green Bond Endorsed Projects Catalogue

(2021 Edition)

Note: Though China had published the prior version of Green Bond Endorsed
Projects Catalogue before 2021, only the 2021 version is considered well-developed
as a “systematic taxonomy.”

The Green Bond Endorsed Projects Catalogue (2021 Edition) is jointly published
by the People’s Bank of China (PBoC), China’s central bank, the China Securities
& Regulatory Commission (CSRC) and the National Development & Reform
Commission (NDRC).

MAY

Ministry of the Environment and Ministry of Economy, Trade and Industry of Japan:
Basic Guidelines on Climate Transition Finance

oCT

620 Sustainable Finance Working Group: 2021 Synthesis Report

The synthesis report reviews existing practices, characterises challenges, and
proposes recommendations with regard to the three priority areas and informs the
development of the Roadmap.

620 Sustainable Finance Working Group:

620 Sustainable Finance Roadmap

The Roadmap has three high-level purposes, including 1) identifying gaps in current
priorities where further attention is required and considering key actions to address
the gap; 2) identifying opportunities for the G20 to leverage, support and coordinate
members’ efforts; and 3) communicating G20’s work on sustainable finance to
different stakeholders.
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Appendix 1

m NOV  ASEAN Taxonomy for Sustainable Finance: Version 1
Consists of 2 elements:
(a) Foundation framework which is applicable to all ASEAN member states and
allows a quantitative assessment of activities.
(b) Plus Standards with metrics and thresholds to further qualify and benchmark
eligible green activities and investments.

Common Ground Taxonomy - Climate Change Mitigation
The CGT is launched by the working group from the EU and China, and under the
International Platform on Sustainable Finance (IPSF).

Ministry of Environment, Republic of Korea: K-Taxonomy Guideline

First mention in “K-Taxonomy Guideline” in 2021, the transition finance in Korea
is defined as a form of aid for “conversion sectors,” which is categorised under K
(Green) Taxonomy.

OCT G620 Framework for Transition Finance
The report tracks progress on the recommended actions in the G20 Sustainable
Finance Roadmap, describes outcomes of SFWG activities and reports key
takeaways from the forum on international policy levers for sustainable investment
held in June 2022.

MAR  ASEAN Taxonomy for Sustainable Finance: Version 2

Version 2 builds on the conceptual thinking of the multi-tiered framework outlined

in Version 1, consists of:

(a) complete Foundation Framework comprising detailed methodologies for
assessing economic activities; and

(b) Technical Screening Criteria (TSC) for the first focus sector ie Electricity, Gas,
Steam and Air Conditioning Supply sector (Energy sector) under the Plus
Standard.




Appendix 2

Comparison of Objectives between EU taxonomy and China Green Bond
Endorsed Project Catalogue*®

EU Taxonomy China Green Bond Endorsed Project Catalogue

Climate change mitigation _
. . Climate change response
Climate change adaptation

The sustainable use and protection of water
and marine resources Environmental improvement (pollution control

The protection and restoration of biodiversity ~ and ecological conservation)
and ecosystems

The transition to a circular economy More efficient resource utilisation (circular
. ' economy, Pollution prevention and control waste
Pollution prevention and control recycling and pollution prevention)
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Appendix 3

Further Recommended Readings

21

China Council for International Cooperation on Environment and Development.
(2014, December). Chinese environmental audit system for the government.
Retrieved from https://cciced.eco/wp-content/uploads/2020/06/Special-Policy
-Study-on-Chinese-Environmental-Audit-System-for-the-Government.pdf

Climate Bonds Initiative. (2018, January). Chinese regulators introduce supervisory
scheme for green bond verifiers. Retrieved from https://www.climatebonds.net/2018/
01/chinese-regulators-introduce-supervisory-scheme-green-bond-verifiers
-further-step-building

Climate Bonds Initiative. (2021, July). China green bond market report 2020.
Retrieved from https://www.climatebonds.net/files/reports/cbi_china_sotm_ 2021
_06c_final_0.pdf

Climate Policy Initative. (2020, June). The state and effectiveness of the green bond
market in china. Retrieved from http://climatepolicyinitiative.org/wp-content/uploads/
2020/06/The-State-and-Effectiveness-of-the-Green-Bond-Market-in-China.pdf
Natixis. (2021a, November). EU-China common ground taxonomy, a painkiller to
taxonomy headaches Retrieved from https://gsh.cib.natixis.com/our-center
-of-expertise/articles/eu-china-common-ground-taxonomy-a-painkiller-to
-taxonomy-headaches

Natixis. (2021b, November). The new geography of taxonomies. Retrieved from
https://gsh.cib.natixis.com/api-website-feature/files/download/12087/the
_new_geography_of taxonomies_final_version_november_ 2021 natixis_gsh.pdf

United Nations Department of Economic and Social Affairs, & International Platform on
Sustainable Finance. (2021, September). Improving compatibility of approaches to identify,
verify and align investments to sustainability goals. Retrieved from https://g20sfwg.org/
wp-content/uploads/2021/09/G20-SFWG-DESA-and-IPSF-input-paper.pdf

Zhang, H. (2020). Regulating green bonds in the people’s republic of china: definitional
divergence and implications for policy making. ADBI Working Paper 1072. Tokyo: Asian
Development Bank Institute.. Retrieved from https://www.adb.org/sites/default/files/
publication/562076/adbi-wp1072.pdf

Chan, J.D., Cheung, B., & Mok, L.W. (2022). Market Fragmentation or Market Failure?
A Dilemma of Harmonizing Green Finance Taxonomy Designs. Retrieved from http://
dx.doi.org/10.2139/ssrn.4188304
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12.

13.

14.

15.

22

https://www.hkma.gov.hk/media/eng/publication-and-re-
search/sustainability-report/2022/2022.pdf

The environmental objectives among taxonomies are not all
the same. Please see Appendix 2 as an example.

https://www.worldbank.org/en/news/feature/2021/12/08/
what-you-need-to-know-about-ifc-s-green-bonds

https://www.icmagroup.org/assets/documents/Sus-
tainable-finance/2021-updates/Green-Bond-Principles-
June-2021-140621.pdf

Which are Terrestrial and aquatic biodiversity, Clean trans-
portation, Sustainable water and wastewater management,
Climate change adaptation, Circular economy adapted prod-
ucts, production technologies and processes, and Green
Buildings

https://www.climatebonds.net/files/files/CBI_Taxonomy
Jan2021.pdf

https://ec.europa.eu/sustainable-finance-taxonomy/

http://www.pbc.gov.cn/goutongjiaol
iu/113456/113469/4236341/2021042115215612655.pdf

These are subsequently referred to as the CBI Taxonomy, EU
Taxonomy and China Taxonomy respectively.

https://www.oecd-ilibrary.org/finance-and-investment/
developing-sustainable-finance-definitions-and-taxonomies
_134a2dbe-en

https://www.climatebonds.net/resources/reports/glob-
al-green-taxonomy-development-alignment-and-implemen-
tation

https://www.oecd-ilibrary.org/sites/134a2dbe-en/index.
html?itemld=/content/publication/134a2dbe-en

https://www.climatebonds.net/files/reports/chi_taxono-
my_ukpact_2022_01f.pdf

Though the China Green Bond Endorsed Project Catalogue
is generally adopting the White List approach, the catalogue
has also included threshold for several activities, such as
Program 3.2.2.2 Construction and Operation of Solar Energy
Utilisation Facilities

While this contrast between White Lists and TSCs is a
commonly cited difference, between taxonomies, there are
other incongruencies. For example, the EU Taxonomy also
includes a set of Do No Significant Harm (DNSH) criteria.
These DNSH criteria require that (in addition to meeting the
above mentioned TSC for contributing to climate change
mitigation), an activity must also DNSH to the EU’s other five
environmental objectives.

16.

17.

18.

19.

20.

21.

22.

23.
24.

25.

26.

27.

28.

In total, the EU’s six environmental objectives are (1) climate
change mitigation, (2) climate change adaptation, (3) sus-
tainable use and protection of water and marine resources,
(4) transition to a circular economy, (5) pollution prevention
and control, and (6) protection and restoration of biodiversi-
ty and ecosystems.

Singapore and China Establish Green Finance Taskforce to
Strengthen Collaboration in Green and Transition Finance
(mas.gov.sg)

https://g20sfwg.org/wp-content/uploads/2021/10/G20-SF-
WG-Synthesis-Report.pdf

https://www.budget.gov.hk/2023/eng/pdf/e_budget
speech_2023-24.pdf

https://www.hkma.gov.hk/media/eng/publication-and-re-
search/sustainability-report/2022/3_Building-a-Sustain-
able-Financial-System.pdf

https://www.hkgreenfinance.org/pboc-ndrc-csrc-green-
bond-endorsed-project-catalogue-2021/?lang=zh-hans

https://www.hkma.gov.hk/eng/news-and-media/press-re-
leases/2020/12/20201217-4/

2022 Sustainability Report (hkma.gov.hk)

HKGFA-Report-Principles-for-advancing-the-adoption-of-
the-CGT-in-HK-and-the-GBA _.pdf (hkgreenfinance.org)

HKGFA’s Phase 1 report highlights the benefits and chal-
lenges for Hong Kong in adopting a CGT-based taxonomy.

It provides recommended guiding principles to facilitate
the taxonomy development work. In Phase 2, the report
reviews critical CGT use cases and considerations of adop-
tion for different stakeholders. The use cases include debt
financing, investment strategies, benchmark and indexes,
corporate disclosure, investor disclosure, and policy setting.
The work-in-progress HKGFA CGT Phase 3 report aims to
develop a CGT-based taxonomy proposal considering green
and transition activities in the sectors that are material for
Hong Kong’s local business and the jurisdiction’s role as a
super-connector of sustainable financing for China and be-
yond. The findings will provide industry feedback and input
to HKMA’s ongoing and future developments of a classifica-
tion system for HK’s sustainable finance market.

https://www.hkma.gov.hk/media/eng/publication-and-re-
search/sustainability-report/2022/2022.pdf

https://www.globalelr.com/2023/03/singapores-green-fi-
nance-industry-taskforce-launches-final-consulta-
tion-on-green-and-transition-taxonomy/

To this end, these Guidelines provide examples of responses
and interpretations so that they can serve as a reference for
the fundraiser
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29.

30.

31

32.

33.

34.

35.

36.

23

Taxonomy along with applicable grandfathering rules. Fi-
nancial instruments may make use of similar procedures as
described in the ASEAN Green Bond Standards, and future
versions of the ASEAN Taxonomy will provide a system for
classifying entities and portfolios based on an aggregation
of Activities.

outlining the quantitative thresholds where possible, or in
the absence of it, some other qualitative reasons why these
activities fall into those buckets (p.70 of https://abs.org.sg/
docs/library/gfit-taxonomy-consultation-paper )

https://www.spglobal.com/esg/insights/a-short-guide-to-
the-eu-s-taxonomy-regulation

https://www.lexology.com/library/detail.aspx?g=861e-
ba8d-0fdd-44d8-af20-2dc26ce55fbc

https://www.sfinstitute.asia/wp-content/uploads/2023/03/
ASEAN-Taxonomy-Version-2.pdf

https://www.globalelr.com/2023/03/singapores-green-fi-
nance-industry-taskforce-launches-final-consulta-
tion-on-green-and-transition-taxonomy/

https://finance.ec.europa.eu/system/
files/2020-03/200309-sustainable-finance-teg-final-re-
port-taxonomy_en.pdf

https://chinadialogue.net/en/energy/whats-holding-back-
transition-finance-in-china/

37.

38.

39.

40.

41.

42.

43.

44,

45.
46.

https://pic.bankofchina.com/bocappd/report/202101/
P020210106328842685396.pdf

http://en.ccb.com/en/inves-
tor/20210413_1618283270/20210413110744962295.pdf

http://gdee.gd.gov.cn/attachment/0/509/509972/4058200.
pdf

See the appendix 3 of the cited document: “Guangdong
Province Carbon Emissions Management Trial Measures”.

https://civic-exchange.org/wp-content/uploads/2020/06/
Hong-Kong-2050-policy-report_Final-20200626-1.pdf

https://civic-exchange.org/wp-content/uploads/2021/11/
Power-report-EN-2021.pdf

https://civic-exchange.org/wp-content/uploads/2021/11/
Power-report-EN-2021.pdf

https://civic-exchange.org/wp-content/uploads/2022/12/
HK-transport_Final_20220930.pdf

Power, Building, and Transport sector in Hong Kong

https://finance.ec.europa.eu/system/
files/2021-12/211104-ipsf-common-ground-taxonomy-in-
struction-report-2021_en.pdf
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