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Summary

Green Finance Development Hong Kong and Beyond

Since the 2020 Policy Address pledge to achieve carbon neutrality before 2050, several strategies have been
proposed covering everything from electric vehicles to carbon market opportunities.

Hong Kong is one of the fastest-growing green finance markets and has made significant headway in ESG
disclosures since HKEX first released its ESG Reporting Guide in 2013. In 2022, it incorporated key Task
Force on Climate-related Financial Disclosures (TCFD) elements, which significantly strengthens the board's
role in ESG management. Other financial markets have quickly followed suit.

The success of Hong Kong's green financial market is the result of the continuous and collaborative effort
between Government and industry players.

The Steering Group has made significant progress in the following key areas:

& Ensure climate-related disclosures align with Task Force on Climate-related Financial Disclosures (TCFD)
by 2025.

®z Align and operationalise the Common Ground Taxonomy.

® Launch a Green and Sustainable Finance Centre.

®y Dedicate Carbon Market Workstream to explore carbon market opportunities.

Hong Kong has been making various carbon market efforts, including launching the Hong Kong International
Carbon Market Council in July 2022. Its next move should be to develop a global voluntary carbon market
(VCM).

While emissions trading systems employ a “cap and trade” approach, there is no emission limit in a VCM. In
some cases, regulated entities are allowed to meet a portion of their compliance obligations using eligible
VCM credits known as compliance offsets.

Challenges to participation in the VCM for compliance purposes include:
&z ETS that allow carbon offsets to meet compliance obligations are capped.
&z Compliance offset requires projects to be of the same geographic location.

While VCMs are currently much smaller than emissions trading systems due to these limitations, the VCM'’s
2021 turnover was a four-fold increase from 2020 showing significant growth, suggesting it is the best
timing for Hong Kong to enter the market.

There are four major standard setters for voluntary carbon credits with Verra issuing nearly 70%.

The success of Hong Kong's voluntary carbon market depends on how the credits traded can be used to
comply with different jurisdictions’ emission limits.

Aviation is one of the few industries that Hong Kong can tap into. The International Civil Aviation
Organization (ICAO) has established the Carbon Offsetting and Reduction Scheme for International Aviation
(CORSIA) which is a global market-based measure to reduce emissions from international flights. CORSIA
does not have geographical limitations. Cathay Pacific will be an important end-user of the CORSIA credits
in Hong Kong after 2027.

In developing a carbon ecosystem, we can explore the market potential of carbon credit derivatives. A vast
majority of carbon market transactions occurs in emissions trading systems which Hong Kong has limited
chance to directly participate in. However, we can still tap into the markets by facilitating transactions of
carbon credit derivatives.

By implementing the above strategies, | believe that Hong Kong can seize a notable market share and
leverage on this market power to act as a “super-connector”, e.g. by channeling global capital to green
projects in Mainland China and in the countries of the Belt and Road Initiative.

@ The future of Hong Kong's carbon market is promising, given our proximity to China and connection to

international markets.
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