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Embrace and Catch up on Green Finance
Without any doubt, Hong Kong is one of the world’s major financial centres. Noticeably, in the Global
Financial Centers Index (“GFCI”), a world-recognized measurement for financial centers’
competitiveness, Hong Kong has consistently ranked as top three in the world, after London and New
York, and ahead of other cities in Asia. The total market value of the companies listed on Hong Kong
Exchange, the size of IPOs, the total amount of asset under management are among the metrics in
which Hong Kong clearly stands out in Asia and globally.
That being said, Hong Kong is lagging behind in green finance. In the latest Global Green Finance
Index (“GGFI”) published in March 2019, Hong Kong held the position of 31st, after Shanghai, Beijing,
Shenzhen, Guangzhou and many other cities in Asia. Hong Kong is clearly trying to catch up in the
development of green finance and ESG (environmental, social and governance). In September 2018,
the Securities and Futures Commission (“SFC”) announced the green finance strategic framework to
contribute to the development of green finance in Hong Kong. The Stock Exchange of Hong Kong
(“SEHK”) has also reviewed and amended its Corporate Governance Code (“CG Code”) and related
Listing Rules along with “Guidance for Boards and Directors”.

Global Green Finance Index

Green finance industry is evolving fast. We, Friends of Earth (HK), see the need for Hong Kong to
step up its efforts in tackling the issues of climate change through the means of green investing and
green financing.
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Transitioning into the green finance hub of Asia Pacific and targeting to be the
world’s top 3 green finance centres
The impact of climate change is clear to us and affects the world in all dimensions. No one is immune
from this structural change. To mitigate climate risks, ambitious and concerted actions are much
needed now, and that cannot be done by just one city or one country but by concerted efforts around
the world. To achieve this, we would need unprecedented change on how we invest, how we
measure financial risks, and how we assign value to stranded assets.
According to IPCC, the annual investment in low-carbon energy technologies and energy efficiency
would have to be scaled up by roughly six times by 2050 compared to 2015, overtaking fossil
investments globally by around 2025. 1 Capital spending for energy consumption reduction and
carbon footprint in public and private sectors is not even thoroughly planned. Things like changing
the use of lighting systems to more energy efficient LED systems would involve substantial amount
of capital.
Billions of financial capital flows into green investment products and financing projects world present
substantial commercial opportunities for Hong Kong financial sector. We see the opportunities
coming from three major areas:
- Data analytics and innovation for green financial systems
- Education and research for sustainability and green finance
- Development and investment of green financial products
China is one of the world’s largest market for green finance and has been walking in the front of the
world in tackling the challenges in climate change. As a member of the Greater Bay Area and with
proper business infrastructure, regulatory environment, enormous pool of global capital and an
already well-established traditional finance centre, Hong Kong should succeed to be a premier global
green finance centre.

Putting in place the right measures
Transitioning to a green financial system is critical, and that requires fundamental changes to the
decision-making process across the economy. Our financial system will have to consider the risks
coming from climate change and other environmental challenges and to incorporate measures to
manage those risks. One of the most influential initiatives to emerge is the Financial Stability Board’s
private sector Task Force on Climate-related Financial Disclosures (“TCFD”). This is a renowned
industry-led task force made up of 32 members, for developing consistent, voluntary climate-related
financial risk disclosures for stakeholders such as banks, insurers and investors. The TCFD has already
been endorsed by over 374 global financial firms which are responsible for assets of US$118 trillion
of assets.2
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Building a comprehensive database for data assessment and analytics
Both private and public sectors should contribute to develop a database with all essential data related
to climate and environment open for public access. This would give investors better information and
help them in their decision-making processes. More importantly, the data availability will improve
transparency and allow comparisons and benchmarking among companies.
With proper use of artificial intelligence, we can analyse the process of carbon footprint reduction,
identify the challenges and opportunities in dealing with climate changes, and assess the risk levels
for organisations in Hong Kong. Japan and Singapore have similar plans in place. These data can help
investors to better measure risks and analyse the performance of their investments.
In this area, Friends of the Earth (HK) would recommend:
● HKSAR government to formally endorse TCFD and to promote it to both the public and private
sectors
● Hong Kong Exchange (“HKEx”) and SFC to request all main board listed companies and major asset
owners (with asset under management of more than USD$5 billion) in Hong Kong to publish ESG
reports with disclosures aligning with the recommendations by TCFD by 2025
● Hong Kong Monetary Authority (“HKMA”) to require all banks under its supervision to publish
ESG reports with disclosures aligning with the recommendations by TCFD by 2025
● Develop a management information system to store, manage and analyse the ESG data submitted
to the government and open the system for public access

Establishing a powerhouse for knowledge and people
The development of green finance in Hong Kong is still at nascent stage but the pace is accelerating.
To cope with such growth and compete with other financial centres in the region, incubating human
capital is crucial.
The green finance industry need talents—from frontline to back office, from junior to senior—in
public sector and in the private sector. As an international finance centre with an existing pool of
talents and the access to a renowned network of universities in China, Hong Kong should leverage on
its natural advantage to become the knowledge powerhouse for green finance and the birthplace for
green finance professionals.
Training up the existing workforce in financial services is critical as they are the ones who are most
ready for gaining knowledge and skills for opportunities associated to green finance. Equally
important is the nurturing of students in universities in the area of green finance. Creating new
specialized programmes in green finance and upgrading existing courses to incorporate the elements
of green finance and sustainability are much needed. Some universities in Hong Kong have already
started programmes associated in this topic but we have serious concerns regarding the quality of
such green finance training and education. Friends of the Earth (HK) would be pleased to provide our
expertise and introduce a world-class green finance knowledge curriculum into Hong Kong.
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Community awareness is key to succeed
Green finance has emerged as a global structural trend in investments. Investor and Financial
Education Council (“IFEC”), a subsidiary of the SFC, has taken the lead in providing an introduction of
green finance.3 That being said, many in our local community are not aware of green finance yet and
do not know there are green investment options, which can generate not only financial return but
also contribute to a better environment and society. By making more people aware of the
advantages of green investing (and how that would help to mitigate climate risks), asset owners,
institutions and retail investors will increase their investment in more environmentally friendly and
socially responsible listed companies and financial products. This will incentivise publicly listed
companies to take appropriate measures to reduce their carbon emissions and asset managers to
develop more investment products (e.g. ETFs, bonds, trusts and mutual funds) oriented towards
green financing. The demand from issuers, investors and financial intermediates will help to drive
Hong Kong to become a major green financial centre in Asia.
In this area, Friends of the Earth (HK) would recommend:
● Similar to “Asian Sustainable Finance Initiatives” (“ASFI”, https://www.asfi.asia/partners)
initiated in Singapore, The Financial Secretary Office (“FSO”) should set up “Green Finance
Initiatives” with HKMA, SFC and/or HKEx, to explore with industry practitioners and professionals
on what is needed to speed up development of green finance. Friends of the Earth (HK) would
be pleased to provide all necessary support to set up this initiative
● The HKSAR Government to coordinate with leading universities (and business schools) in Hong
Kong to visit universities in overseas leading in the field of green finance education to explore
collaboration of study programs for green finance. We are concerned that our higher education
sector is lagging on this front severely compared to universities in Singapore and Mainland China
● IFEC to be provided with extra resources, and take a more proactive role in educating green
finance to the general public—such as enriching the existing content about green finance on its
website and other media channels, producing marketing videos on green finance topics and
sustainability, and organising workshops and seminars to educate the public about green finance
● All major asset owners in Hong Kong to fully adopt SFC’s 'Principles of Responsible Ownership'
in their investments, including but not limited to the HKMA, Subsidized Schools Provident Fund,
and Hospital Authority Provident Fund Scheme.

To regain the lead in product innovation and green product development
Increasing public awareness of investing green and infusing sustainability concept into people’s DNA
will grow the demand for green financial products. By the same token, creating well-designed green
financial products will ignite investor demand. With a population of 7.5 million in Hong Kong, 1.4
billion in China and over 4 billion in Asia, the size of asset under management in this part of the world
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is enormous—US$15.1 trillion at the end of 2017. By 2025, this number will grow to US$29.6
trillion.4 The challenge for us is to develop the right green products for these capital.
Hong Kong has a great track record in financial product innovation and development. The launch of
the four batches of the Silver Bond Series totaling HK$12 billion showcased the government’s success
is one such example. The government’s HK$100 billion green bond program is an important move
showing our commitment in promoting green finance. In our view, Hong Kong has all the ingredients
to succeed in innovation and development of green financial products, not only for the fixed income
market but also for the equity market. Green mortgages, ESG-linked Exchange Traded Funds, green
asset-backed securities, funds or derivatives associated with green indices are some major lines for
green financial product development.
Other than developing new green finance products, we see the need for the government to inspire
asset owners and organisations to incorporate ESG factors in investment analysis and decision
making. Ultimately, we want to use green finance as a tool to incentivise all entities and individuals
to do good for the environment.
In this area, Friends of the Earth (HK) would recommend:
● To encourage individuals to choose green or ESG-certified investments (e.g. green bonds and ESG
funds) for long-term holding by giving them tax incentives. For example, claiming a certain
amount of green investment as tax deductible expenses
● The HKMA to incorporate ESG factors fully in their investment decisions and increase the
allocation of the Exchange Fund to green bonds and other stable green-certified financial
products
● The Mandatory Provident Fund Schemes Authority (“MPFA”) to incorporate ESG factors into its
trustee approval and monitoring process and to encourage trustees to take into account
international ESG standards.

Conclusion and summary for recommendations
While Hong Kong is lagging behind Shanghai, Singapore and the European markets in green finance
development, we certainly have the potential to catch up and become a forerunner. Some of our
organisations have been making recommendations in this area which we are supportive of full
implementation of those recommendations. In November 2018, the FSDC released a research report
(Paper 36) entitled "Environmental, Social and Governance (ESG) Strategy for Hong Kong". In this
report, FDSC made six recommendations for the HKSAR government:
1. The Government to take the leadership role in encouraging public funds’ support for ESG
integration;
2. The HKMA to scale up ESG requirements on their external investment managers;
3. The MPFA to incorporate ESG factors into its trustee approval and monitoring process and to
4

PwC, Asset & Wealth Management 2025 – The Asian Awakening

Friends of the Earth (HK) Charity Limited

Unit 1301-1302, 13/F, Block A, Sea View Estate, 2 Watson Road, Hong Kong
Phone: (852)2528-5588; Fax: (852)2529-2777; Website: http://www.foe.org.hk

encourage trustees to take into account international ESG standards;
4. The SFC to strengthen the emphasis on ESG through upgrading the Principles of Responsible
Ownership to at least ‘comply or explain;
5. The SFC and the other regulators to provide more guidance on ESG thematic investment
products; and
6. The SEHK to strengthen the emphasis on ESG for both listing applicants and listed companies.
In our view, these recommendations are complementary to our recommendations mentioned in the
previous sections in this paper. Hong Kong needs resources and support from different parties in the
public sector and private sector, including banks, financial intermediaries, regulatory bodies and
universities. We appreciate there is a great amount of work that HKSARG need to work on for these
suggestions and recommendations.
Last but not least, these recommendations involve policy coordination and close communication with
other partners globally to make green finance in Hong Kong a real success. We strongly recommend
the government to assign a Green Finance Commissioner under the Financial Secretary Office (FSO)
to provide leadership and oversight for the development of green finance industry in Hong Kong.
Recommendations by FoE (HK) on Green Finance
for the HKSARG 2019/20 Policy Address

Actions are needed now, make Hong Kong the showcase for Greater Bay Area
Our city could further bolster and support local green businesses using financial instruments
and setting incubation hubs. Even if we put the consideration from financial and investment
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perspective aside, Hong Kong needs to mitigate the risks and challenges coming from climate change;
our recommendations on Green Finance in this Policy Address would complement well with the
upcoming Long Term Decarbonisation Strategy announced by the HKSAR Government.
As we have addressed in our previous submissions, climate change is accelerating and is one of the
greatest environmental threats to humanity. Hong Kong is already experiencing the effects of a
warming climate in the form of extreme weather. In 2017, Typhoon Hato caused as much as HK$8
billion in losses5; the resulting damage from Mangkhut in 2018 is expected to exceed that. Experts
have been widely expected we are likely to face more than less for these extreme weather conditions
in the coming years before the climate change issues are under control.
It is estimated that under a business-as-usual scenario, more than HK$9.3 trillion of assets in Hong
Kong will be at risk to climate change in the future. Adapting to the existing conditions and the
foreseeable changes would require enormous capital investment. While the weather is unpredictable,
Hong Kong can develop its own infrastructure and solutions to reduce the impact of climate change.
The HKSAR government can make use of the climate bonds market and act as an issuer, or an investor
or other roles, to finance projects which genuinely contribute to addressing climate change.
It is important to note that other parts of China are also facing the climate risks. Hong Kong can
transform into a global green finance hub servicing the rest of China and Asia.
Sustainable development requires both political will and investment into new infrastructures
and technologies. The signing of the Paris Agreement is estimated to unlock around US$90 trillion
(HK$698 trillion) of low-carbon investments over the next 15 years. 6 As one of the biggest asset
owners globally, the HKSAR government can directly realise the potential of green finance through
practicing responsible investments through the HKMA.
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