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Hong Kong’s Climate Action Plan 2026
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1 Aim of this white paper and associated public survey

e HongKong’s Climate Action Plan" was published in October 2021, aiming at an interim
target to reduce Hong Kong’s carbon emissions by 50% before 2035 (compared to 2005
levels) and achieve carbon neutrality before 2050. The focus was on electricity, building
energy, transport and waste. The plan was due for revision every 5 years, so by October
2026 (just before COP31), itis due for revision. Much has happened in the intervening 5
years.

e The aim of this white paper and associated public survey questions is to further an
understanding of the options available, and the level of support (or otherwise) within
Hong Kong's key economic players, for a range of new proposals.

e An associated set of public survey questions can be completed at:
https://ust.az1.qualtrics.com/jfe/form/SV_101u0JbR7EA138y

e Yourinput will directly inform our work for the benefit of the HKSAR Governmentin
advance of the anticipated review of Hong Kong’s Climate Action Plan 2050.

e You are welcome to respond either as an individual member of the public or on behalf of
your organisation, or anonymously. Our research team will review and synthesise
all responses received and use them to build on the existing white paper published by
Civic Exchange , supported by Susenco.

e Responses may be submitted in English or Chinese. The Submission deadline is 27 July
2026. We look forward to reviewing your responses and insights.

o For any comments or questions related to the survey, please contact Dr Lionel Mok,
Sustainable Finance Program Lead, at Ilmok@civic-exchange.org

e For any technical questions related to the content of this paper, please contact Dr
Mark Hinnells at Susenco, mark.hinnells@susenco.com

" https://cnsd.gov.hk/wp-content/uploads/pdf/CAP2050_booklet_en.pdf
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2 Context

2.1 Understanding the risks of climate change for Hong Kong

Hong Kong is at significant risk from climate change, including raised temperatures and
heat stress; stronger typhoons, wind damage and storm surges; and more intense, more
frequent, and longer black rain events. Sea-level rise could significantly impact real
estate values. Hong Kong's infrastructure is designed for the current climate. It may fail
in future climates.

Beyond this, human systems, including food production, water systems, supply chains,
human health, productivity at work and school, may all suffer in a changed climate, with
significant economic impacts.

If assets or systems are atrisk, insurance premiums may increase or become
unaffordable. If an asset or system can’t be insured, financing becomes expensive or
impossible, and without financing, value declines. Then what happens to investors who
own a stake in an asset?

The impacts of climate change have been quantified by many people, since The Stern
Review in 2006 *concluded that Climate change is the biggest market failure ever seen,
presenting a unique challenge for economics. The benefits of strong, early action on
climate change far outweigh the costs of not acting. A plethora of evidence published
since the Hong Kong Climate Action Plan in 2021 shows that the costs of climate change
far outweigh the costs of doing something about it. In order of recent chronology:

o The Climate Institute in Potsdam (2024) ® calculated in 2024, that the world
economy is committed to an income reduction of 19% (range 11-29%) by 2050,
independent of future emission choices. The damage already exceeds the
mitigation costs required to limit global warming to 2 °C by a factor of six.

o Boston Consulting Group and academics from the University of Cambridge
(2025) estimate that economic damages from climate change could reach up to
34% of cumulative GDP by 2100 on our current 3°C trajectory®. However, the
authors emphasise that this is likely an underestimate since current economic
models are “not sophisticated enough to capture the compounding economic
damages of climate change at higher temperatures or account for spillover
effects across countries and regions". In addition, current models of physical
climate risks "do not holistically include climate tipping points and feedback
loops”.

o The Institute and Faculty of Actuaries (IFoA), in collaboration with the
University of Exeter (2025), estimated that global GDP could contract by 50%
between 2070 and 2090 if climate change remains unchecked. Actuaries are
among the most conservative and data-driven financial professionals in the

2 London School of Economics 2006 www.lse.ac.uk/granthaminstitute/publication/the-economics-of-climate-
change-the-stern-review/

3 PIK Potsdam Institute for climate impact research 2024 www.pik-potsdam.de/en/news/latest-news/38-trillion-
dollars-in-damages-each-year-world-economy-already-committed-to-income-reduction-of-19-due-to-climate-

change

4Benayad, A., et al (2025) Too hot to think straight, too cold to panic: landing the economic case for climate action
with decision makers. Boston Consulting Group and the University of Cambridge. www.jbs.cam.ac.uk/2025/new-
report-from-bcg-and-cambridge-on-climate-change-investment/
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world, whose calculations underpin trillions of dollars in insurance and pension
assets.

o The IMF (2025) have studied the economic impacts of climate change on Hong
Kong specifically.® The economic impacts could be up to 10% of GDP, depending
on the transition path followed.

o The Grantham Research Institute (2026) has produced a meta-study of nearly
300 studies and over 6,000 unique estimates of the consequences of climate
change and adaptation investment. By 2050, climate change could reduce GDP
per capita by between 3 and 15%.°

e Thevariations depend on the trajectory assumed, and in addition are lower for the
period to 2050 and higher for the period to 2100.

e Since this work was all published since the 2021 Climate Action Plan, there is good
reason to consider continuous improvement over the next period of the Action Plan,
including the analysis of local impacts from climate change.

o  Work relevant to Hong Kong will continue. For example, IPCC will shortly publish its
Special Report on Cities as part of the 7" Assessment Cycle.”

2.2 The 2021 Climate Action Plan

e The starting point is to review work to date. By switching electricity generation from coal
to gas and reducing energy consumption, Hong Kong achieved a 24% reduction in GHG
emissions between 2014 and 2022. However, reducing energy consumption and hence
emissions from transport and buildings remains a challenge, raising concerns about
whether HK can or will meet its 2035 targets and to achieve carbon neutrality before
2050. Civic Exchange and Friends of the Earth are amongst those who have explored
additional measures?, °.

2.3 ChinaNDC

e Hong Kong is part of China’s NDC' published 3/11/25. The NDC committed to:
o Reach peak emissions by 2030; reduce its economy-wide net GHG emissions to 7-
10% below peak levels by 2035 and strive to do better; and achieve carbon neutrality
by 2060.
o Increase its non-fossil energy supply to 30% of total energy consumption by 2035.

5 IMF (2025) Hong Kong SAR’s Economy in the Face of Climate Change: Risks and Prospects. Fozan
Fareed. SIP/2025/051 www.imf.org/-/media/files/publications/selected-issues-
papers/2025/english/sipea2025051.pdf

8 Grantham Research Institute on climate change and the environment (2026) The macroeconomic case
for investing in climate adaptation - https://www.lse.ac.uk/granthaminstitute/publication/the-
macroeconomic-case-for-investing-in-climate-adaptation/

71PCC (forthcoming) Special Report on Cities www.ipcc.ch/report/special-report-on-climate-change-
and-cities/

8 Civic Exchange The Road To 2050: Can Hong Kong Achieve Its Climate Goals? https://civic-exchange.org/report/the-
road-to-2050-can-hong-kong-achieve-its-climate-goals/ March 2025

Swww.foe.org.hk/FileUpload/Editor/2023_article_pressrelease_policysubmission/Friends%200f%20the%20Earth's%
20Submission%200n%20the%202025-26%20Budget%20Consultation.pdf

10 https://unfcce.int/documents/497393
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o Raiseits installed wind and solar power capacity to over 3.6 TW by 2035 (six times
its 2020 levels); and

o Specific targets on other greenhouse gases, including reducing the production and
consumption of HFCs by at least 30% from baseline levels by 2035; increasing the
comprehensive reutilization rate of livestock and poultry manure to over 85% by
2035; and protecting its natural carbon sinks

o China’s NDC committed HKSAR to “Further strengthening policies and actions in the
spirit of the Paris Pact, the HKSAR Government will continue to promote five-year
reviews, adjust and optimise carbon reduction measures and continue to participate
actively in global and regional climate change initiatives”. This White Paper
considers options in line with that commitment.

2.4 The 15" five-year plan

Climate Finance Opportunity for Hong Kong Under the 15th Five-Year Plan
Strategic Positioning & Core Opportunity

e Hong Kong has the opportunity to evolve from primarily a capital-raising hub into a more
comprehensive, integrated financial services platform

e Therole would extend to actively supporting Chinese enterprises as they expand
globally

e This expansion aligns naturally with emerging opportunities in green finance, transition
finance, and cross-border carbon markets

Growth Drivers from the 15-5 Plan

e China's 15th Five-Year Plan targets a 17% reduction in carbon intensity per unit of GDP
by 2030, embedding decarbonisation into the nation's economic strategy

e Environmental and climate goals are elevated as policy priorities, creating foundational
demand for climate-aligned financial solutions

e The plan's emphasis on sustainable development establishes a clear, structural
commitment to green transition across China's economy

Hong Kong's Advantages in the Ecosystem

o The HKMArecognises Hong Kong's premier position as an international financial centre
to channel capital mobilised in the city toward decarbonisation across the region'

e The city's existing expertise in financial infrastructure, regulatory frameworks, and cross-
border operations provides a natural foundation

e Hong Kong can leverage its position to facilitate both inflows of capital seeking green
investment opportunities and outflows supporting regional transition efforts

Supporting Policy Environment

"https://www.gov.cn/yaowen/liebiao/202603/content_7062633.htm
2 https://www.hkma.gov.hk/eng/news-and-media/speeches/2026/04/20260420-1/
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e The Hong Kong government is preparing its first-ever local five-year plan to align with
national priorities™

e This domestic alighment strengthens Hong Kong's ability to design tailored financial
instruments and regulatory frameworks that resonate with both local and national
objectives

2.5 Obligations of states in respect of climate change

e |nJuly 2025, the International Court of Justice published an Advisory Opinion on the
‘Obligation of States in respect of Climate Change’'*. The Opinion affirms that countries
must reduce greenhouse gas emissions, protect people from climate harms, and
cooperate internationally. It clarifies that failure to act can breach international law. It
thus strengthens expectations for ambitious mitigation, adaptation, and support for
vulnerable states.

2.6 Energy market volatility

e The conflictin Iran has, at the time of writing, pushed gas prices up 50% and doubled oil
prices. With gas supplying roughly half of Hong Kong’s electricity and 90% of the vehicle
fleet still fossil-fuel powered, the city is exposed to global volatility. Whilst petrol and
diesel prices may return to normal relatively quickly, gas prices are likely to remain
higher for longer due to the destruction of infrastructure. Reducing imports of gas,
petrol, and diesel would reduce exposure to price volatility.

e Overthe last decade, renewable energy costs have fallen dramatically, with solar
having dropped fivefold and wind costs halved. If Hong Kong incorporates these factors
into its updated targets, its current 15% renewable-energy ambition could rise
substantially. While coal will already be phased out by 2035, price risk could mean gas
plays a much smaller role in the power mix going forward.

2.7 The needs of the Hong Kong Local Economy

e Climate as an economic risk
Itis increasingly important to recognise climate change not only as an environmental
concern but as a material risk to existing economic models. A growing body of analysis
signals that climate impacts and related disruptions could meaningfully affect GDP,
supply chains, and asset values. Framing climate in this way helps decision-makers
understand why resilience and adaptation must be integrated into planning across
public and private sectors.

e Climate as an economic driver
At the same time, climate action should be treated as a powerful driver of future
economic activity. Transitioning to low-carbon technologies, services, and infrastructure
will create new markets, jobs, and investment opportunities. Positioning climate policy
and innovation at the centre of economic strategy can help capture those opportunities
while managing downside risks.

3 https://www.scmp.com/news/hong-kong/politics/article/3350803/hong-kong-launch-public-
consultation-first-5-year-plan-quarter
14 www.icj-cij.org/node/205614
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o Hong Kong’s strategic role in the region
Hong Kong occupies a critical position as a gateway to Chinese Mainland and as a hub
for the wider Asian region. It competes with other major centres such as Singapore for
capital, talent, and green finance flows. Meanwhile, regional policy coordination is
strengthening through mechanisms like ASEAN, from which Hong Kong is not formally
part; this context underscores the need for Hong Kong to define a clear, competitive
climate strategy that leverages its unique strengths.

e Market failure and the need for policy sighals
Climate has been described as one of the largest market failures in history because
private markets alone will not deliver carbon neutrality at the scale and speed required.
For Hong Kong’s long-term prosperity, it is therefore essential that markets receive the
right economic and policy signals—through regulation, incentives, and public
investment—so that both short-term decisions and long-term planning align with the
goal of deep decarbonisation.

e Seeingissues in the widest possible context
Hong Kong should view climate-related issues, such as the internationalisation of
carbon markets, in their broadest strategic context. These developments touch the
core of Hong Kong’s competitiveness and civic purpose: they affect capital markets,
trade, professional services, and the city’s role as a regional connector. A holistic
perspective will help identify where Hong Kong can lead, adapt, and add value.

e Accountability and governance
Given the scale and importance of the challenge, Hong Kong needs a clear
accountability framework to guide action and measure progress. Transparent targets,
defined responsibilities across government and industry, and regular reporting will
build confidence among investors, businesses, and the public that commitments are
being translated into effective delivery.

e Purpose of these proposals
These proposals are offered to help Hong Kong reduce exposure to both physical and
transition risks, to seize emerging economic opportunities, and to maximise its
contribution to China’s broader climate ambitions. By combining prudent risk
management with proactive policy and market development, Hong Kong can
strengthen resilience while positioning itself as a leading regional centre for the low-
carbon economy.

2.8 Hong Kong as an open market economy

o Hong Kong has low territorial emissions per capita (i.e., emissions from Hong Kong
itself). But that is misleading. Hong Kong has a small indigenous manufacturing base
and is dependent on China and other countries for imports, including energy, goods,
food, and water. Thus, on a consumption basis, Hong Kong has more than twice the
average per capita emissions of ASEAN and is equivalent to other OECD members. Add
in financed emissions, and a truer picture of the scale of Hong Kong’s real impact
emerges. But also, it's vulnerabilities in a climate-change world, exposed to resource
constraints or supply-chain interruptions, or to transition or physical risks elsewhere.

e Atthe presenttime, the carbon action plan focuses on those emissions where decisions
are made (e.g. electricity demand in Hong Kong). But Hong Kong draws its power from
China. Thus, much of the solution for electricity is already seen as outside Hong Kong's
boundaries.
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e To be consistent, the carbon action plan needs to consider carbon flows across borders,
which result from all investment or purchase decisions made in Hong Kong. For
example, Companies listed on the Stock Exchange are required to report in Hong Kong
but emit carbon in China. Hong Kong uses fuel to move people and goods in and out of
its airport and port. In due course, carbon is very likely to be traded across borders to
offset emissions in Hong Kong.

e The Climate Action plan focused on the 33 MtCO, emitted within Hong Kong Territory. If
the action plan tackled all sources of emissions, it would cover nearly 14 times more
carbon. This white paper proposes moving towards increasing assessment and
reporting of all emissions, where policy in the jurisdiction of Hong Kong could influence
action; in other words, there is decision-making power, and policy can influence
decisions. In this sense, Hong Kong would recognise itself as an interconnected market
economy with a leadership role with its international partners.

Hong Kong emissions in 2024 Scenarios for emissions reductions
Buildings (direct
Electricity generation | 4 fuel)
5% S A 0%
——— = S~ S
Foodand water | ) ; i ~__ land transport
3% — e e 1%

—_ Waste
=T 1%

. T Aviation
\\ 4%
S
“_ Shipping
1%

Construction and
Embodied carbon
3%

Carbon emissions (mt)

2035 (SCENARIO) 2050 (NET-ZERO

SCENARIO)
Financed
e'“::zsu'/:“s m Electricity generation % Buildings (direct fuel)
m Land transport m Waste
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m Food and water
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3 Sectors already within the Climate Action Plan

3.1 Electricity

Electricity market structure. The two vertically integrated electricity companies, CLP
and HKE, are subject to ‘schemes of control agreements’ by the HKSAR'S. Both
companies have their own strategies’®.

Electricity generation. Coal-fired generation still provides a quarter of Hong Kong's
power, and gas-fired power provides around half. Coal is expected to be phased out by
mid-2030s, but there is no strict timescale. Given the time available to meet targets,
Hydrogen is increasingly seen as too expensive for use in power generation, while other
harder-to-abate sectors can make much better use of hydrogen (including shipping,
aviation, freight, and the bus fleet). This is why all of these sectors need to be included in
a strategy on an equal basis. The main decarbonisation strategy is to lay a network to
import nuclear from mainland China, with nuclear likely to supply around half of the
power.

Given cost reduction in recent years, not least driven by Chinese investment, thereis a
much greater role than policy currently foresees for onshore and offshore wind and
solar, including for renewables behind the meter (e.g., building facades, water surfaces,
both reservoir and tidal, airport and rail-lines). China’s offshore wind industry — which
comprises half of the global total — is growing more rapidly than its nuclear industry and
will soon overtake it in terms of installed capacity. The planned connection to the
mainland does not rule out large-scale wind and solar power alongside nuclear power.
Opportunity: set a firm date for coal and gas retirement; and significantly raise
ambition for renewables (with storage) within or supplying Hong Kong.

Electricity demand. Most electricity demand is in buildings for cooling, computing,
lights, appliances and equipment. Increasingly, electricity is used in transport, both
public and personal. All these areas can improve efficiency of energy use, but they need
a new focus from the government to drive change, through a range of information,
incentives and regulatory policies.

On Sept. 26, 2025, EMSD announced that it willimplement new energy efficiency
grading standards for refrigeration, washing machines, and water heaters. This is
welcome because, over time, all appliances have moved to the top of the label
categories.

However, only 11 product categories are covered by labels. Labels could be extended to
many more products and supplemented by efficiency standards. Global experience is
that standards are much more effective than labels.

Recommendation: set a maximum of 10 years between re-categorisation of energy
labels; expand the number of product groups covered; and set dates for first and
even a second round of efficiency standards for a range of appliances and

15 https://www.gov.hk/en/residents/environment/sustainable/energy/schemeofca.htm

18 https://hkelectric.com/en/media/press-releases/year-2021/hk-electric-pledges-full-support-for-net-zero-carbon-

emissions-for-electricity-generation
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equipment alongside labels. Look to integrate labelling with neighbouring markets
where possible.

3.2 Buildings

Hong Kong is still considering proposals to develop voluntary then mandatory energy
labels for both existing and new, non-residential buildings at the point of sale or lease,
as there is elsewhere, under recent proposals from EMSD, which are to be strongly
welcomed, as the first step in driving a market for refurbishment.

Hong Kong has mandatory building energy efficiency standards for commercial but not
for residential buildings under the Building Energy Efficiency Ordinance (CAP610).
Labels, incentives and standards work together. The current lack of labels means there
is no real market in energy efficiency. Mandatory energy labels are needed on new and
existing residential and non-residential buildings.

Existing residential buildings are a particular issue, especially given communal
ownership. Communal buildings undergo regular communal maintenance. This needs
to include energy performance, which may require a loan programme, e.g., to install
shading and other energy-efficient equipment.

Recommendation: implement a requirement for mandatory energy labels for both
existing and new buildings at the point of sale or lease, in both residential and non-
residential sectors. Consider linking Ad Valorem Stamp Duty to energy-label
categories in a revenue-neutral way, so that worse buildings pay more and better
buildings pay less. Consider standards and loans for the refurbishment of low-
carbon and climate-proof existing residential blocks. Consider whether new
lending or investment arrangements, such as a Green Investment Bank for Hong
Kong, would help finance and standards in refurbishment in both commercial and
residential build. Such loans could include adaptation as well as mitigation.

Given construction techniques, embodied carbon emissions from construction account
for a significant proportion of emissions associated with buildings. Net zero by mid-
century implies reducing embodied carbon to net zero, so the sooner embodied carbon
is accounted for, the more gradual the change can be for industry.

Recommendation: scope of regulations to be widened to include embodied carbon.

3.3 Surface transport

Hong Kong's public transport system is world-leading, not just in terms of its usership,
but also in terms of progress on electrification in various parts of the public transport
system. The bus fleet has begun a transformation. There is an opportunity to switch
ferries to fuel with significant air-quality and carbon benefits.

A key issue is the opportunity for freight and private vehicles. Hong Kong has recently
updated its Roadmap for the popularisation of electric vehicles and is making very good
progress on technology, infrastructure and finance'. Sales of new petrol and diesel
vehicles will be banned by 2035, but this will still mean such vehicles will remain in the
stock until 2050 or beyond.

7 Hong Kong SAR (2026) Hong Kong Roadmap on Popularisation of Electric Vehicles.
www.eeb.gov.hk/sites/default/files/pdf/Updated EV_Roadmap_eng.pdf
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Improving stock turnover, e.g., through labels and taxes, is thus essential to the 2050
carbon-neutral target. Other jurisdictions have mandatory energy labels on 2-, 3-, and 4-
wheeled vehicles, covering petrol, diesel, hybrid, and full-electric vehicles, and so
should Hong Kong. The energy label is a low-cost measure because manufacturers
already have fuel-economy data, which they include on labels in other jurisdictions,
including China'®. The key will be to localise this data. Mandatory energy labels would
show both efficiency and carbon emissions and could be used to compare the cost-
effectiveness of carbon savings, not just for new vehicles but also for existing ones. They
thus influence consumers and what manufacturers offer. They are a foundational policy
because they can be used for road duty, which could be linked to carbon emissions
rather than engine size, in a revenue-neutral way, so that low-carbon vehicles pay less
than high-carbon vehicles. Labels can also be used as a mandatory target for the
efficiency or carbon emissions of vehicles sold, along the lines of policies in the EU and
the US.

As well as climate risks, Hong Kong is still exposed to significant risk of fuel supply
shocks, both in private vehicles and public service vehicles, and in the supply chain
from freight vehicles.

Recommendation: consider how information, incentives and regulation can work
together to transform both the sales and stock of both private and freight vehicles,
and to do so at the lowest cost of carbon saved, and to reduce exposure to fuel
price shocks in current geopolitical uncertainty.

3.4 Waste

Waste Blueprint for Hong Kong 20359, sets out a short-term vision: around expanded
energy from waste facilities. But there is no blueprint beyond 2035. Waste is not fully
integrated into the climate goals for 2050.

Recommendation: look beyond energy from waste to carbon-neutral waste
production minimisation and management. Implement producer responsibility
schemes; encourage second-hand clothing, furniture, and other re-use routes.
Consider a new charging structure for any single-use plastic item.

8 Updated versions of two Chinese standards on energy consumption labels for light duty vehicles have
recently been published; GB 22757 Part 1 - 2023 covers petrol and diesel fuelled vehicles and GB 22757
Part 2 - 2023 covers electric and hybrid vehicles. The updated standards require that the label specifies
fuel consumption, electric energy consumption and electric range figures, determined in accordance
with the Worldwide Harmonised Light Vehicle Test Cycle (WLTC) or the China Light Duty Vehicle Test
Cycle (CLTC), as well as CO2 emissions and estimated energy costs.
www.interregs.com/articles/news/278/updated-chinese-standards-on-energy-consumption-labels-for-
light-duty-vehicles-published

° www.wastereduction.gov.hk/en-hk/resources-centre/waste-blueprint-hong-kong-2035
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4 New sectors

The opportunities and threats are much wider than just these four sectors.

4.1 Developing carbon markets

1. Developing carbon markets

e Mark Carney, whilst chair of the Financial Stability Board, put it very simply. If we do not
put a price on Carbon, we end up with a misallocation of capital. To reach global carbon
targets the world needs to put a price on carbon. Indeed, we need the widest, deepest,
most liquid carbon market possible. Already a quarter of the worlds carbon emissions
are in a carbon market and that could soon increase to a third 38,

e There are three elements to building carbon markets:

1. Information - reporting under IFRS S2 is the first step

2. Incentives - including both putting a price on carbon and tax incentives for
measures that reduce carbon emissions.

3. Regulation: regulation can include regulating market actors for example through
the Fiduciary Duty that fund managers owe to investors and company directors
owe to shareholders.

Information

e Along with 41 other stock exchanges globally, HKEX has required listed companies to
report using IFRS S1 and S2. But the need to report does not stop there. The Roadmap
requires that Publicly Accountable Entities, including those with a Fiduciary Duty, must
report by 2028. This is a tall order for MPFA and others to implement and support to do
so is needed.

e |n addition the Government is a Publicly Accountable Entity. And whilst Hong Kong
companies must report, Hong Kong as a city and as a series of public sector services
providers is not doing the same thing. There is prior art in using TCFD and IFRS reporting
at the city level, with both guidance and example reports through (amongst others)
Carbon Disclosure Project??, Chartered Professional Accountants of Canada,® and the
UK Government®,

e Recommendation: Hong Kong should produce guidance for, and require reporting,
for those with a Fiduciary Duty, including investment managers

¢ Recommendation: Hong Kong should produce a city level (or service provider level)
TCFD/IFRS S2 assessment annually, to avoid any future misallocation of public and
private capital.

Incentives: carbon pricing and tax incentives

e Most of Asia is developing some form of carbon pricing often on different rules (eg
requiring emitters of a certain size to participate, or from a certain sector), which does
not help discover the lowest possible price, or enable liquidity.

e Hong Kong will either be a market taker or a market maker. Hong Kong is good and
making and leading markets. But Hong Kong is small by comparison. It could not
realistically join Chinas carbon market, based on sectors, because it just doesn't have
those industries. So how can it lead market development? By being smart. There are
three themes that are leading to market integration.
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1. First Article 6 of the UN FCCC allows nations to trade carbon in order to meet
their NDC, which improves liqudity and encourages cross border alignment.
Probably the biggest user of Article 6 is airlines meeting their obligations under
CORSIA, (the Carbon Offset and Reduction Scheme for International Aviation).
CORSIA levels the playing field in terms of price and quality, because airlines will
buy carbon offsets wherever they are cheapest. In addition to CORSIA many
regulated carbon markets are allowing a small percentage of offsets from Article
6 trades.

2. Second, the EU Carbon Border Adjustment Mechanism. In implementing local
markets, many Asian nations are looking to integrate with CBAM, to avoid value
being paid to Europe when it could be kept in Asia.

3. Butthird, and arguably the biggest potential, unseen, opportunity to allow cross
border carbon trading is through the fact that 42 Stock Exchanges require IFRS
reporting, and within that, best practice includes a shadow carbon price. But
what if that shadow price was a real price? What if the 42 Stock Exchanges
across the world required that “If you report, you trade”. It is astonishing how
quickly IFRS reporting has become universal. What if that became the basis for
an international carbon market?

And Hong Could lead. Why? Because while Hong Kong itself comprises less than one
percent of China’s emissions, a study by City University of Hong Kong showed that
emissions from companies or assets financed in Hong Kong account for at least 11
times the city’s entire emissions®, with much of those emissions the result of
investments in China. On that basis, decarbonising Hong Kong’s financed emissions is
material to China delivering on its international obligations.

Recommendation: Scope of the Climate Action Plan to be widened to explore how
Hong Kong can lever its expertise in markets to put Hong Kong at the heart of an
international carbon market using Article 6 of the UNFCCC, including aviation, and
bearing in mind the benefits of compliance with the EU CBAM, and building on IFRS
internal carbon pricing. Setting up a carbon market also implies tackling the
relationship between carbon reduced in a trading scheme, and carbon offsetina
voluntary market.

In addition to pricing carbon, incentives like an enhanced capital allowances regime
could reduce the cost of investment. Other costs to companies could be reduced to
keep changes revenue neutral.

Regulation including via Fiduciary Duty

For investments with a long timeframe (major companies, major assets, pension funds,
life insurance and others) climate change is a material financial risk over the lifetime of
the investment and many jurisdictions are changing the definition of Fiduciary Duty to
include Climate Change.

Recommendation: At the present time, Fiduciary Duty (along with other duties) is
laid down in a patchwork of law, policy and guidance (both industry and
professional). Cabinet ministers have a Fiduciary Duty to taxpayers. Fund managers
have a Fiduciary Duty to investors. Directors have a Fiduciary Duty to shareholders.
But law policy and guidance in different areas of the economy is not alighed. We
ask Government to consider the need for new legislation to harmonise the
Fiduciary Duty of a range of actors across the economy with the Paris Agreement.
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4.2 Aviation and shipping

4.3

4.4

Aviation and Shipping account for 5% of Hong Kong's overall emissions, but if everything
else falls, whilst carbon emissions from aviation in particular increase, then these
sectors will become much more significant.

In addition to this, the non-carbon warming impacts of aviation are now understood to
be as much as 2.7 times the carbon impact alone, so the warming effect could be much
more.?° Emissions inventories and policy would be incomplete if these sectors were to
continue to be excluded.

Policy is agreed at the international level by ICAO and IMO as policy-making
organisations within the UN, just like the UN Framework Convention on Climate Change,
but a clear direction of travel and appropriate market signals are needed.

In the Hong Kong Business Environment Council, the SAF Coalition has published a
White Paper on SAF for Hong Kong?'.

Recommendation: Scope of the Climate Action Plan to be widened to include
carbon and non-carbon warming impacts of Aviation and Shipping. This may require
them to be included in any emissions trading scheme. In addition, the BEC White
Paper requires a minimum level of use of Sustainable Aviation Fuel (SAF).

Biodiversity and Nature-Based Solutions

There is an opportunity to better understand and quantify the contribution that Hong
Kong’s natural landscapes make to the city’s overall carbon budget, including how
much of this value is currently being lost and how much could be protected or
enhanced to strengthen the public realm.

Urban greening plays a meaningful role in both climate mitigation, such as providing
natural cooling, and climate adaptation, including slowing water runoff during extreme
weather events.

Blue carbon ecosystems also offer potential, whether through restoration within Hong
Kong’s own waters or through market-based mechanisms that support emissions
reductions elsewhere.

Recommendation: Planning and investment frameworks should more fully
recognise and value the ecosystem services that nature provides.
Recommendation: Carbon trading mechanisms should incorporate ecosystem
services, acknowledging that some of Hong Kong’s residual emissions may need to
be balanced through nature-based solutions or carbon removal approaches.

Circular Economy

The circular economy encompasses all activities that keep materials, products, and
resources in use for as long as possible, while minimising waste and regenerating
natural systems. Circular economy interventions directly help to reduce:

20 ee D, et al (2023) Uncertainties in mitigating aviation non-CO, emissions for climate and air quality
using hydrocarbon fuels. www.sciencedirect.com/org/science/article/pii/S2634360623002479

21 Business Environment Council (2024) Sustainable Aviation Fuel Strategy for Hong Kong Policy
Whitepaper https://bec.org.hk/sites/default/files/publications/SAF%20Strategy%20for%20HK.pdf
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o Embodied carbon by lowering the demand for new materials and reducing
emissions from construction and manufacturing.

o Operational carbon through improved energy efficiency, reuse of existing
assets, and extending the life of buildings and products.

o Wasterelated emissions, including methane from landfills and emissions from
incineration, by diverting materials back into productive use.

o Food system emissions by cutting food waste, shortening supply chains, and
supporting local circular loops.

o Water system emissions through greater efficiency, reuse, and reduced
treatment requirements.

Beyond emissions reductions, circular practices can strengthen resource security,
reduce pressure on landfills, support innovation, and create new economic
opportunities for Hong Kong.

Recommendation: Circular economy principles should be embedded across policy
and planning, guiding how energy, materials, and resources flow through Hong Kong’s
economy. Doing so will help reduce environmental impacts while supporting a more
resilient, efficient, and future-ready urban system.
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5 Emissions targets, monitoring and updating policy

Given the importance of climate, there is a need to be measurable and accountable for
carbon in just the same way as a government is accountable for finance. Intermediate
targets linked to NDC, and covering each 5-year period to 2050, with more transparency
about the necessary pace of technical, economic and thus policy change to 2050.

The costs of different technical options change with time, as does the cost of
conventional fuel, especially in a time of international uncertainty and pressure on
supply chains for fossil fuels. For example, the cost of solar has fallen by a factor of five
and wind by a factor of two over a decade. Opportunities for solar have multiplied as
costs come down, with floating solar, even marine floating solar, and solar on the south-
facing vertical facades of buildings, and solar in windows now making economic sense.
Opportunities for wind have increased as costs have fallen and turbine sizes have
grown. The costs of gas, oil, and even hydrogen have seen significant increases in risk
and variability.

Recommendation: Decisions need to be based on the latest costs and potentials,
and all options (renewables, energy efficiency, electrification, building
technologies, transport waste, SAF, hydrogen, offsets, removals etc ) all need to be
evaluated regularly (say every two years) on the same economic basis (e.g.on a
whole life cost basis, capital plus running costs, using similar interest rates and
discount rates, and including a valuation of carbon). The potential for cost-effective
energy efficiency and renewables may have been significantly underestimated,
which in turn may reduce the cost of, and dependence on, gas going forward.

The 2021 plan targeted a 26-36 per cent reduction in emissions by 2030 and no other
target until carbon neutrality in 2050. The lack of short-term targets made it difficult to
gauge progress.

Recommendation: set and follow a carbon budget for every 5-year period up to
2050, aligned with China's NDC, which makes it much easier to measure progress
and respond with additional measures if needed.

6 Physical risk and adaptation planning

Hong Kong needs to prepare to adapt to climate change as well. The world is all but
committed to limiting global warming to 1.5°C today, but it could get as much as 4°C
warmer than pre-industrial levels within the lifetime of children alive today. However,
climate risk is not driven by averages but by extremes. Much more detailed and regular
work is needed to understand, for example, flood risk from both extreme rainfall,
typhoon events, and sea level rise; risks to human systems like patterns of work and
migration from vulnerable states; changes to food and water supply of warmer climates
or extreme weather; effects on supply chains; health effects of heat and disease
migration; as well as assets such as transport systems and private assets.

Further, there must be a clear requirement to embed climate risk, adaptation and
mitigation in Ministers' Fiduciary Duty, city spatial and services planning, as well as
business decisions.
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7 Conclusion

e Climate change will be a severe economic challenge to Hong Kong. It needs both
adaptation and mitigation strategies across the economy. To that end, measures of
progress and new policy should become the norm, meaning climate change planning
should be embedded in every Government departmental brief, in the five-year plan, in
every budget speech, and in the Chief Executive's Policy Address.

e Tothis end, our feedback is needed from stakeholders on issues and options for the
Climate Action Plan as the guide for a new and strong direction. We look forward to
hearing from you. We will share the findings in due course.
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Annex: Public survey questions

Dear Colleague,

We would like to invite professionals working in Hong Kong’s ESG and sustainability sector to
complete the public survey questionnaire via the link below:

https://ust.az1.qualtrics.com/jfe/form/SV_101u0JbR7EA138y

A preview of the public survey questions is also provided on the next page.

We would be grateful if you could complete the survey to help us gather perspectives from Hong
Kong’s sustainability community. Your input will directly support our efforts to inform our work for
the benefit of the HKSAR Government in advance of the anticipated review of Hong Kong’s
Climate Action Plan 2050.

Our research team will review and synthesise all responses received and will use them to build
upon the existing white paper published by Civic Exchange and Susenco.

The survey should only take about 15 minutes to complete.
Responses may be submitted in English or Chinese.
Submission deadline: 27 July 2026.

We look forward to reviewing your responses and insights.

Should you have any questions or comments, you may contact Lionel Mok, Sustainable Finance
Program Lead, at Imok@civic-exchange.org

B a®s
avcexcHance  Tee SUSENCO

1. Your Name:

2. Your Organisation/Affiliation:

3. Your Email:
4. Your Sector:

5. Please rank these emergent themes according to the importance of including them in
the Climate Action Plan:

o Electricity
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e Buildings

e Surface Transport

e Waste

e Aviation and Shipping

¢ Emissions targets, monitoring and updating policy

e Emissions financed by banks or listed companies in HK
e Biodiversity and Nature Based Solutions

e Circular Economy

e Physicalrisk and adaptation planning

6. To support your top priority area indicated above, please suggest how/what targets and
policies could be developed in the Climate Action Plan.

7. To support your second highest priority area indicated above, please suggest how/what
targets and policies could be developed in the Climate Action Plan.

8. What could be done to improve Hong Kong's monitoring and reporting against the
Climate Action Plan 2050 target?

9. Do you have any further suggestions for updating the Climate Action Plan?

10. Do you want your contribution to be anonymous? Yes/No

11. Would you like to receive a summary of the findings from this research? Yes/No
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