Sustainable Financing:
Carrot or Stick for the Corporate World?
Getting everyone on the same page through
corporate disclosure
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Moving from voluntary to compulsory ESG reporting
European and American corporate issuers appear to be in the process of
increasing their level of disclosure in regards to their climate-related risk,
while their Asia and Middle East based counterparts seem to be less
active, despite having the lowest levels of current environmental disclosure.
An additional 41.5 per cent of European issuers plan to disclose their
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environmental impact over the coming year, on top of the 41.4 per cent
who already do so. These figures are aided in part by UK company law
which promotes the disclosure of CO2 emissions from listed companies,
while the rest of Europe still relies on voluntary participation.
Given how important clear and comparable climate-related company disclosure
is, what is being done to integrate non-financial data of this sort into compulsory
reporting? 86.6 per cent of corporate issuers believe stakeholder pressure
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will drive increased levels of disclosure followed by regulation. Regulation is
the common theme within ESG reporting with both institutional investors
and NGOs highlighting its importance as part of the broader picture. Aside
from regulation, most investors see increased disclosure coming from the risk
of negative publicity rather than any pressure applied by stakeholders while
NGOs believe it should be shaped by market education (92.5 per cent).
Mandated ESG reporting has been on the agenda for many policymakers and
global Securities Commissions and Regulatory agencies for the last few years,
helped in part by vocal encouragement from institutional investors. A number of
countries have upgraded the voluntary level of reporting to ‘comply or explain’,
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requiring all listed companies to either comply with ESG reporting guidelines
or publicly explain why they do not, in the hope that potential negative publicity
will be enough of a threat. The China securities regulator has made it clear that
it would ban initial public offerings by companies that have recently broken
environment protection rules, further highlighting the role exchanges will play
in the sustainability agenda and ongoing transition to a low carbon economy.
While compulsory disclosure will help the move towards a transparent and
level playing field in which ‘green’ and ‘sustainable’ have set and stable
meanings across the board, there is a risk of companies ‘greenwashing’ their
reporting. Big companies in particular may turn sustainable reporting into a
box ticking exercise conducted for the purpose of ratings and compliance
without embedding ESG into everyday business operations. The other issue
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is around consistency across regions of what is considered to be part of
compulsory ESG reporting. While many suggested guidelines have been put
forward by a number of non-profit organisations, at this point in time there is
no set and universally agreed upon reporting template for issuers to follow.
The benefits of complying with ESG disclosure
Institutional investors are eager not only for increased levels of ESG
reporting, but also more formal, internationally consistent guidelines to
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better assist them in making long term sustainable investments that fit
within their risk appetite. 45 percent of the institutional investor market
who responded to the survey highlighted the lack of standardised
sector definitions is a barrier to more climate related investment.
The issue for investors is twofold. For large institutional investors who
have pledged to reduce their carbon footprint, how do they decarbonise
when the majority of investments do not report their emissions? The
second issue comes into play for the 40 per cent of investors who have a
specific mandate for climate related investments, how do they fulfil their
mandate if potential investee companies do not disclose full ESG data?
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Compliance with ESG reporting also works to ensure

institutional investors, 84 per cent of whom believe current
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reporting is being addressed by the TCFD who are in

The year of green finance
2016 has been declared ‘the year of green finance’ and
with this year continuing the trend of breaking every record
set in terms of green bond issuance and funding, it would
seem to be the year green finance went mainstream.
The foundations set in 2015 with the Global Goals for
Sustainable Development (SDGs) and the Paris Agreement
on Climate Change signalled the change in strategic
perspective with a growing number of countries and
governments who are considering aligning their financial

the process of developing consistent climate related
financial risk disclosure guidelines to assist businesses
in aligning their reporting with investor needs. Reporting
at this stage is still voluntary, although some regions are
moving to a mandatory system. Institutional investors are
also facing a lack of reliable and independent research
materials with 75 per cent relying on internal assessment
to assess the performance of investments. Comparability
of data across companies, industries and regions is vital
to supporting the ongoing growth of sustainable finance.

systems with the sustainability agenda. COP21 and this
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and encouraging green initiatives, ultimately it appears that

makers’ pledges in the spotlight providing the market
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private capital seeking green investment opportunities, the

Lack of data and opportunities

challenge is efficiently matching this capital to existing and

Over three quarters of corporate issuers do not disclose
their environmental impact. This figure reaches as high
as 85 per cent in Asia and 91.8 per cent across Middle
Eastern companies. While the level of ESG reporting is
increasing it has a long way to go to satisfy the needs of

new green opportunities. Over 80 per cent of institutional
investors consider the lack of credible opportunities as
the main barrier to increasing their levels of sustainable
investment which begs the question, why are issuers
holding back when there is a willing market of buyers?

Why aren’t corporate issuers issuing?

The inclusion of green finance as an agenda item

There are additional costs associated with issuing green
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of green bond issuance such as strengthening their

developing options and recommendations on how to

sustainability credentials and diversifying their investor

scale up green financing through private capital.

base against the cost of issuance. In a number of cases the
costs of being green are likely to outweigh the benefits.

As the green finance market becomes less murky with
set definitions, clear benefit statements and better

The lack of definition around what classifies as a green

access to research and analytics, more and more issuers

project or initiative could also be acting as a barrier

will hopefully have the opportunity to enter the market.

between issuers and investors. Not all ‘green’ is equal
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and while a corporate may issue a green bond to fund a

the world are beginning to see the benefits in sustainable

more energy efficient and environmentally friendly factory,

finance and have started using green bonds as an option

investors may not be convinced as to the meaningful

to fund sustainable projects. Smaller issuers could then

impact this will have and in turn shy away from bonds

follow their lead once they see that the path is clear.

that do not meet their criteria. By creating a ring fence

With transparent guidelines and analytics to assess risk

around how a company can use the proceeds, on top

exposure along with more evidence based reporting

of the additional time taken to issue in the first place,

on the mid to long term returns of green investments,

corporate issuers need clear incentives as to why they

more institutional investors may then be able to look to

should bother issuing green bonds over standard.

sustainable finance as a viable addition to their portfolios.

Enticing more issuers and investors to the market

Your Sustainable Financing partner

Until the benefits clearly outweigh the costs associated

HSBC recognises the importance of the sustainable

with issuing a green bond, there is likely to be a shortage

financing market and in an effort to support our clients’

of supply as the market cannot rely on the few corporates

needs and to remain at the forefront of sustainable

who see themselves as activists to fulfil investor demand.

financing initiatives we have created a new dedicated

Governments across the globe are setting regulations and

‘Sustainable Finance Unit’. This unit will be headed

encouraging the market through policies and rhetoric but

out of London and with resources in New York and

incentives that impact issuers’ bottom line are likely to be

Hong Kong. The purpose of the unit will be to act as

most effective, while tax advantages and subsidies could

the central point of coordination. It will provide support

galvanise the market to continue breaking records year

to bankers in their engagement with our clients and

on year. Tax credit bonds helped drive capital into the US

to Global Markets in mobilising sources of sustainable

gas and oil industries for a century and a similar system

finance. Christian Deseglise and Michael Ellam, both

could help underwrite the expansion of the green market.

based in London, will be responsible for this new unit.

Tax-exempt green bonds would also work to encourage
both investors and issuers into the green bond space.

About the research
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and CIOs included in the sample frame were distributed

that they are trading in genuinely green products.

across Europe, the Americas, Asia and the Middle East.
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