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The Evolving Path of Environmental, Social, and
Governance (ESG) Regulations in Hong Kong in the
Digital Era

By Helen Han Peng™ & Nicole Cao Ying*

This paper discusses the regulatory transformation of Environmental, Social, and
Governance (ESG) regulations in Hong Kong from 2016 to 2025 in the digital
era, with an emphasis on significant regulatory developments and their effects on
financial services. The ESG Regulation framework, which is a precursor to
required disclosures, was laid down in 2016 when the Hong Kong Exchanges and
Clearing Limited released the ESG Reporting Guide. The year 2020 marked a stage
where a breakthrough was achieved. The creation of the Green and Sustainable
Finance Cross-Agency Steering Group indicated a seismic change. Moreover, the
growing role of corporate governance in ESG reporting is reflected in the
tightening of statutory requirements. For instance, companies are required to
disclose climate-related information in line with the guidelines set by the Task Force
on Climate-related Financial Disclosures (TCFD). Through analysis, this paper
points out key developments related to the revision of listing rules, the
implementation of climate risk management modules, the call for standardized
sustainability reporting, regional comparisons with other Asian financial hubs,
particularly Singapore, and noteworthy practices. The comparative analysis with
one of the current financial centers of the Asian continent, Singapore, is based on
main points, including recognition of international standards, leadership in the
field of carbon pricing, and incorporation of ESG into financial institutions. The
given comparison is a source of actionable insights available to Hong Kong to
utilize Singapore's strengths in order to elevate its ESG system. Taken together,
the findings show that Hong Kong strives to establish itself as a sustainable
finance pacesetter in the Guangdong-Hong Kong-Macao Greater Bay Area
(GBA) with increasingly stringent and more comprehensive regulatory
frameworks. We foresee the anticipated development of ESG regulation and
propose action for the future: the demand for cross-digitalized reporting
approaches to enhance transparency and accountability in the financial sector.
Allin all, the findings of this paper underline that ESG regulation is vital for Hong
Kong to promote sustainable economic development.
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Introduction
Background: Overview of ESG Principles and their Current Relevance

The ESG (Environmental, Social, and Governance) framework incorporates
three interrelated factors, namely environmental (E), social (S), and governance (G),
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forming a comprehensive system that measures business behaviour and financial
performance. Specifically, ESG issues are defined as environmental, social, or
governance factors that can positively or adversely affect the financial performance
or reputation of an organization, state, or individual. Thus, ESG is a trinity of
principles that stresses sustainable and collaborative growth and strikes a balance
between economic, environmental, social, and governance advances. It is an investment
concept aimed at creating long-term value through a sound and reasonable governance
approach.

ESG integration, which is based on the concept of responsible investing, applies
positive screening in identifying sustainable investment opportunities through
assigning scores to these three variables.! Defined by the Principles for Responsible
Investment (PRI), responsible investing is described as a practice that considers and
integrates environmental, social, and governance (ESG) issues into investment
decisions and shareholder ownership. This strategy aims to enhance company
profitability while establishing sustainable business practices. Responsible investing
uses environmental, social, and governance (ESG) factors in the investment
decision-making process to achieve both societal benefits and financial returns. It
encompasses a range of strategies, such as shareholder activism, impact investing,
and ESG integration. In principle, ESG is more of a technique and criterion that
investors incorporate to address a company's long-term sustainability and value
creation.”

To comprehend the motivation behind sustainable investment before examining
the development of ESG's regulatory framework in Hong Kong, several key
advantages associated with incorporating ESG principles into business models and
investment plans should be assessed. To begin with, brand awareness is a significant
factor. The ability to align corporate practices with customers' ESG preferences
enables companies to strengthen brand loyalty and attract new customers by
addressing both their needs and values. Moreover, a well-integrated ESG framework
helps risk managers identify and mitigate various risks, including regulatory non-
compliance risks and reputational risks associated with environmental damage, human
rights violations, or corruption. Additionally, companies with high ESG ratings tend to
have lower capital costs in both equity and debt financing. According to McKinsey's
research, reflecting lower regulatory, environmental, and litigation risks, companies
with high ESG performance can reduce their cost of capital by approximately 10
percent.> ESG standards attract a wide range of investors seeking dependable,
ethical, and transparent investment goals, helping to retain existing investors and
expand the investor base. The ESG landscape spans various asset classes, offering
diversified investment options, including green loans, sustainability-linked loans,
green bonds, social bonds, ESG money market funds, and green mortgage-backed
securities. Last but not least, businesses willing to implement prompt adjustments
to changing environmental and social conditions are better positioned to seize
strategic opportunities with higher returns, while building long-term competitive
advantages. According to a joint study by the London Business School and Harvard
Business School, companies that adopted sustainability strategies performed
significantly better in market returns compared to those that did not over an 18-year
period. These companies also demonstrated superior performance in return-on-
equity and return-on-assets. The authors concluded that the excess returns may be
attributed to companies' increased engagement, transparency, and responsibility in

!Gibson Brandon, Glossner, Krueger, Matos & Steffen (2022).
PRI Association, An introduction to responsible investment: listed equity (2025).
3McKinsey & Company, Why ESG is here to stay (2020).
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stakeholder interactions. Finally, 80 percent of global studies demonstrate that
companies with strong sustainability policies outperform in the stock market.*

Purpose: Significance of Tracking ESG Regulations in Hong Kong

It is paramount to monitor the development of ESG regulations in Hong Kong
as they demonstrate how the city aligns with current sustainable development trends
and strives to maintain competitiveness in an ESG-sensitive world. These regulations
not only promote transparency and accountability but also serve as catalysts for
innovation, risk management, and economic growth. With a clear understanding of
how these regulations have evolved over time, business practitioners, investors, and
policymakers will be better positioned to capitalize on available opportunities and
address sustainability challenges. This transformation plays a decisive role in securing
Hong Kong's economic future, maintaining its relevance in the global economy, and
developing a robust and sustainable economy.

The development of ESG regulations is driven by several key factors. A
primary objective of these regulations is to enhance corporate transparency and
accountability. Hong Kong's regulatory agencies, including the Hong Kong Exchanges
and Clearing Limited (HKEX) and the Securities and Futures Commission (SFC), have
implemented stringent dlsclosure requirements mandating companies to report their
ESG-related practices.® This will make the information about the conduct of a
company on ESG matters comprehensively available to the investors, customers, and
other stakeholders who will then make informed decisions. Routine ESG reporting
supports the responsibility of companies on their activities, especially in terms of
carbon output, employee treatment, and company governance. Second, it is crucial
to ensure that ESG regulation in Hong Kong corresponds to global sustainability
practices. The more the city follows the suggestions and recommendations of such
organizations as the International Sustainability Standards Board (ISSB) and the Task
Force on Climate-related Financial Disclosures (TCFD), the more likely the city
becomes a competitor on the international arena. It is not only effective in trade and
investment, but by taking this alignment, Hong Kong-based firms will be able to
enter the rapldly growing global ESG market to generate new opportunities of
growth and influence in sustainable finance. Third, the companies that actively
embrace the rules of ESG have a great competitive advantage With the adoption of
sustainable practices in their business practices, the companies will find themselves
in a better position to attract socially minded investors, customers, and employees,
as well as improve their brand image and, in turn, gain the loyalty of stakeholders.

Also, the regulations that apply to ESG promote innovation, motivating
companies to create sustainable products, services, and processes, which is a factor
that has helped them to be resilient and adapt to changes in the market environment
and consumer demands. Moreover, the ESG rules play a core role in locating and
addressing the risks triggered by environmental, social, and governance variables in
firms. Organizations that disregard such hazards can be penalized by regulatory
bodies, sued, and suffer reputational damage. On the other hand, high-ESG companies
tend to enjoy reduced costs of financing capital and better health and profitability
because of better operational performance and customer retention. Hong Kong is a
leading source of sustainable investment thanks to its ESG rules, which are

“Eccles, loannou & Serafeim (2014).

SHong Kong Exchanges and Clearing Limited, Rules and Regulations (2025), https://www.hke
x.com.hk/Listing/Sustainability/ESG-Academy/Rules-and-Regulations?sc_lang=en (visited 10 June
2025). Securities & Futures Commission of Hong Kong, Corporate sustainability disclosures (2025),
https://www.sfc.hk/en/Sustainable-finance/Corporate-Sustainability-Disclosures (visited 10 June 2025).
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encouraging the development of green financing and sustainable development
activities. The development of new and innovative financial instruments, including
green bonds and sustainability-linked loans, may be a critical source of finance for
critical environmental projects, which not only promote economic growth but also
solve acute environmental problems. With the trend of ESG gathering momentum
internationally, Hong Kong may capitalize on it by becoming one of the centers of
ESG investments and sustainable development. Through the development of an
entire ESG ecosystem, the city has a chance to directly compete with other relevant
financial hubs, such as London or Singapore, and achieve a sustainable economy
that will not only avoid overreaching in expansion but also take environmental and
social concerns into consideration.

To sum up, it is not only a response to global trends with regard to sustainability
alongside the responsibility of companies towards the environment but also the
necessity to provide long-term prosperous economic progress for the city and its
successful place in the global economy. With the monitoring of such developments,
businesses are able to enhance their performance regarding ESG, investors can
make better-informed decisions, and policymakers will encourage a more sustainable,
transparent, and responsible economy. Continuing its rise in the world's financial
markets, ESG can help cement Hong Kong as a major destination for sustainable
investment and growth, guaranteeing its continued applicability and its ability to
stand the test of time, as well as face the critics that might be lurking as the world
undergoes an ESG revolution.

Current Scholarship and Research Gap

Over the last few years, the way investment decisions are made has significantly
changed, as an increasing number of investors are focusing on non-financial
information, particularly the environmental, social, and governance performance of
firms, rather than solely on financial aspects.® Research has shown that firms
highlighting ESG concerns are more likely to be profitable than those that do not
address this issue. As an example, Garcia et al. (2017) note that companies operating
in sensitive industries tend to perform better in terms of ESG in emerging economies,
which supports the argument that successful implementation of ESG may lead to
positive financial performance.” A shift in reporting rates has been witnessed from
voluntary to mandatory non-financial disclosures, particularly in European countries
where such disclosures are legally required. This evolution in legislation has led to
the enactment of mandatory ESG disclosure regulations by other countries to
promote sustainable growth.® The process of non-financial disclosure is being enhanced
by numerous factors, including increased visibility of disclosures, consumer
education, and the necessity to mitigate risks. This is particularly relevant in
developing nations, where the ESG model remains in its early stage of development
and needs immediate investment to be enhanced. Conversely, ESG reporting in
advanced countries such as Sweden, Norway, and Germany has come a long way,
especially with their strong voluntary disclosure regimes.’ Since investor demand for
ESG information has remained on an upward trend, regulatory institutions in different
parts of the world are likely to stay on course with rulemaking. By taking a more
holistic approach to ESG and moving away from traditional pigeonholed methods,
companies will better prepare themselves for future regulatory requirements. In this

®Escrig-Olmedo, Rivera-Lirio, Mufioz-Torres & Fernandez-Izquierdo (2017); Alda (2021).
"Garcia, Mendes-Da-Silva & Orsato (2017).

8Bell & Llewellyn (2022).

Scanlon (2020).
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way, corporate strategies are aligned with the growing demands of stakeholders. '°

In the implementation of ESG reporting practices across the Association of
Southeast Asian Nations (ASEAN), several challenges exist, such as economic
inequality and varying legal systems. While advanced economies like Singapore
have excelled in ESG integration, less developed member states face challenges
including resource shortages and enforcement gaps. This diversity has resulted in a
disjointed ESG landscape across the region, putting countries at legal and
reputational risk.!! CSR and ESG regulations have greater ramifications for Hong
Kong and its neighbour, China, which is an economic powerhouse. Companies that
choose to cross-list in markets with strong regulatory control and stakeholder
demands are more likely to face increased pressure to improve their ESG ratings. This
is referred to as reputational bonding,'? which describes how businesses can leverage
the strong regulatory framework in Hong Kong to enhance their environmental
response and market image. Despite these advances, there remains a significant
research gap regarding ESG regulation specifically in Hong Kong. Most literature
tends to focus on general trends in other parts of the world or other countries, leaving
the unique development of ESG practices in Hong Kong largely unexplored. This
gap is particularly concerning because Hong Kong serves as both a financial center
and a gateway to Mainland China—presenting both challenges and opportunities
that warrant more detailed discussion. This paper aims to address this research gap
by contributing new insights into ESG regulation in Hong Kong and examining
sustainable finance and governance in the digital age.

The Evolving Path of ESG Regulations in Hong Kong
Initial Developments (2016)

The Exchange is an independent wholesale market operated by the Stock
Exchange of Hong Kong Limited (the Exchange), which is a wholly owned subsidiary
of Hong Kong Exchanges and Clearing Limited (HKEX). In 2016, the Exchange
launched an enhanced Environmental, Social, and Governance (ESG) webpage to
provide updated guidance to listed firms on ESG reporting. This initiative aligns with
the Exchange's announcement on December 21, 2015, where it committed to
enhancing the ESG Reporting Guide in its Listing Rules. This decision followed an
extensive consultation process that began in July 2015, seeking stakeholder opinions
on the ESG reporting framework. The amendments to the ESG Guide are being
implemented in two phases. The first phase, applicable to financial years beginning
on or after January 1, 2016, introduced significant modifications to the amended Rule
and enhanced general disclosure requirements. This upgrade transformed the approach
from a recommendation-based model to a "comply or explain" requirement, whereby
companies must either fully meet the guidelines or provide reasonable explanation
for non-compliance. The second phase, effective from January 1, 2017, for subsequent
financial years, elevates the status of Key Performance Indicators (KPIs) in the
"Environmental" section of the Guide to the same "comply or explain" standard.'?

To facilitate ESG reporting under the revised Guide, the new ESG webpage
offers practical tools, resources, and ESG reporting guidelines to assist issuers.

Pareek (2022).

HASEAN (2025); Tan (2024).

Gieoel (2005).

Hong Kong Exchanges and Clearing Limited, //## C2 (R4, # &R EGKETTHI) |
HRFHE (2015).
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Following this launch, HKEX organized 12 training seminars beginning March 7,
2016, aimed at educating issuers on ESG reporting specificsthe transition to new
reporting requirements and support issuers in implementing. In 2016, HKEX also
began implementing ESG reporting requirements based on listing rules, as stipulated
in the ESG Reporting Guide in Appendix 27 for the Main Board and Appendix 20 for
the Growth Enterprise Market. This standard imposes a dual disclosure obligation on
companies: they must make mandatory disclosures and adhere to the "comply or
explain" principle. Under this principle, when a company fails to comply with
certain ESG requirements, it must provide a clear justification for its non-compliance.'*

Regarding reporting format, the guide recommends companies make primary
concept disclosures electronically to ensure ready accessibility and effectiveness.
However, companies must be prepared to provide shareholders with paper copies of
the report upon request. Additionally, companies are required to inform shareholders
about how to access the ESG report and must publish it simultaneously with their
annual report to promote transparency. The HK Stock Exchange Corporate Governance
Code encourages listed firms to pursue sound governance practices through the
"comply or explain" principle. This approach allows businesses to tailor their
compliance strategies according to their specific circumstances while maintaining
adherence to fundamental principles of good governance. When a company chooses
alternative methods to meet governance objectives, it may deviate from certain code
provisions but must provide sufficient justification for this deviation and detail the
alternative measures implemented. Failure to comply with the "comply or explain"
requirement or provide adequate explanations may constitute a breach of listing
rules and result in regulatory sanctions. !>

Overall, the development of ESG regulations in Hong Kong represents a
significant step toward more sustainable and responsible business practices. These
regulations help align corporate practices with contemporary financial world
requirements for sustainability and accountability, while improving reporting standards
and promoting transparency.

Strengthening the Framework (2020-2022)

In May 2020, the Hong Kong Monetary Authority (HKMA) and the Securities
and Futures Commission (SFC) established a cross-sectoral Steering Group on
Green and Sustainable Finance.'® The Inter-Agency Steering Group encompasses
principal institutions within Hong Kong's financial and environmental regulatory
framework, with the dual objectives of addressing climate change and promoting
sustainable economic growth. The Accounting and Financial Reporting Bureau
serves a crucial function in enhancing the authenticity and reliability of climate-
related financial disclosures, thereby ensuring that companies provide substantive
information regarding their environmental impact. The Environment and Ecology
Bureau contributes specialized expertise in climate change trends, environmental
risk assessment, and sustainable development policies, thus informing regulators on
effective strategies for achieving environmental sustainability. Furthermore, the
Financial Services and the Treasury Bureau coordinates the implementation of
climate risk management policies, ensuring alignment with Hong Kong's financial
stability and economic development objectives. Hong Kong Exchanges and Clearing
Limited facilitates enhanced market transparency and accountability by encouraging

Yibid.

Bibid.

16Securities & Futures Commission of Hong Kong, Green and Sustainable Finance Cross-Agency
Steering Group (2024
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listed companies to disclose climate risk information. The Insurance Authority
maintains surveillance of climate change effects on the insurance sector, while
advocating for the integration of climate risks into risk management practices.
Additionally, the Mandatory Provident Fund Schemes Authority addresses the
implications of climate risks on pension investments, promoting the incorporation
of these considerations into trustees' investment decisions. This initiative represents
a significant advancement toward establishing green and sustainable finance in Hong
Kong. Through the consolidation of representatives from these major organizations, the
Steering Group implements a comprehensive approach to integrating sustainability into
the financial sector, thereby demonstrating the collective commitment to addressing
climate change and fostering a sustainable economy. Moreover, the Hong Kong
Exchanges and Clearing Limited (HKEX) promotes climate-related disclosures among
listed companies, contributing to enhanced market transparency and enabling
investors to make more informed decisions based on sustainability principles. The
Insurance Authority further examines the implications of climate change on the
insurance sector, working toward the integration of climate risks into the risk
management frameworks of insurance businesses to ensure their long-term viability.
Furthermore, the Mandatory Provident Fund Schemes Authority examines the
influence of climate risks on pension investments, providing incentives for trustees to
incorporate these considerations into their investment strategies. '’

In July 2020, the Stock Exchange of Hong Kongimplemented revised listing
requirements on ESG reporting.'® This comprehensive reform established formal
accountability of corporate boards of directors for their respective companies' ESG
strategies and reporting mechanisms. This transition emphasizes the critical nature
ofleadership responsibility in promoting organizational sustainability and demonstrates
an increasing recognition that effective ESG governance serves as a fundamental
indicator of business success. Subsequently, in December 2020, the cross-agency
Steering Group announced Hong Kong's Green and Sustainable Finance Strategy. "
This comprehensive initiative delineates a pathway toward mandatory information
disclosure requirements across relevant industries, encompassing financial institutions
including banks, asset management companies, insurance providers, and pension
trusts, to be implemented by 2025. These requirements align with the Task Force
on Climate-related Financial Disclosures (TCFD) mandates and utilize a
standardized classification framework. The strategy further articulates six strategic
focus areas complemented by five short-term action programs, designed to
strengthen Hong Kong's financial ecosystem, foster collaborative development
toward environmental sustainability, and achieve carbon neutrality by 2050.?

To strengthen Hong Kong's financial ecosystem, the strategy emphasizes enhanced
management of climate-related financial risks, which is crucial for maintaining the
resilience of the financial industry.?! The strategy enhances the bidirectional flow of
climate-related information, facilitating improved risk management, capital allocation,
and investor protection. The development of sector-specific competencies and the
promotion of awareness regarding green and sustainable finance are essential for
cultivating a well-informed workforce and investor base. Furthermore, the strategic

ibid.

¥ Hong Kong Exchanges and Clearing Limited, Exchange Publishes ESG Guide Consultation
Conclusions and its ESG Disclosure Review Findings (2019).

YHong Kong Monetary Authority, Cross-Agency Steering Group Launches Its Strategic Plan to
Strengthen Hong Kong's Financial Ecosystem to Support a Greener and More Sustainable Future
(2020).

Dibid.

Hibid.
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plan advocates for product innovation and capital deployment in green initiatives.
This approach simultaneously promotes economic development while addressing
environmental challenges. The strategy aims to position Hong Kong as a green
finance hub within the Guangdong-Hong Kong-Macao Greater Bay Area, enabling
the exploration of collaborative opportunities in sustainable projects and investments.
Additionally, it emphasizes the importance of strengthening regional and international
cooperation, aligning Hong Kong's initiatives with global sustainability efforts.

The strategy is underpinned by five action programs designed for immediate
implementation to ensure strategic objectives are met.?? First, it mandates high-
emission industries to disclose climate-related information in accordance with
TCFD recommendations by 2025, aimed at enhancing climate-risk awareness.
Second, Hong Kong-listed companies are required to incorporate climate-related
information in their ESG reporting for financial years commencing on or after July
1, 2020, facilitating stakeholders' evidence-based decision-making. Third, the
strategy emphasizes enhanced climate-related disclosures from financial institutions,
encompassing their investments and financing activities regarding climate-related
risks and opportunities. Fourth, it advocates for the establishment of a harmonized
taxonomy to identify eligible green and sustainable economic activities for funding
allocation. To support this initiative, the HKMA and SFC have established
collaborations with international sustainable finance platforms. Fifth, the proposal
includes the establishment of a Sustainable Reporting Standard Board to develop
and maintain globally recognized standards for sustainable reporting, promoting
consistency and transparency in disclosures. These initiatives are expected to
advance Hong Kong's sustainable finance agenda while ensuring alignment with
international standards. Through the implementation of a robust regulatory
framework and enhanced transparency measures, Hong Kong is positioning itself
as a leader in the transition toward a sustainable economy. In July 2021, the Steering
Group on Green and Sustainable Finance announced its second phase of strategic
focus areas, marking a significant milestone in Hong Kong's sustainability
trajectory.?® This phase prioritizes four key initiatives: enhancing climate-related
disclosures, strengthening sustainable reporting practices, exploring carbon market
opportunities, and developing Hong Kong's position as a premier green and
sustainable finance hub. These focus areas aim to integrate sustainability principles
into the financial system, thereby enhancing the city's contribution to addressing
global environmental challenges and facilitating the transition to a low-carbon
economy. The significance of effective climate-related disclosures is paramount in
this context. Enhanced disclosure practices enable stakeholders and investors to better
assess climate-related risks and opportunities. This transparency is fundamental to
fostering investor confidence and ensuring capital allocation to sustainable projects
that support long-term environmental objectives.

In August 2021, the Hong Kong Securities and Futures Comm1ssmn (SFC)
implemented a revised Code of Conduct for Fund Managers.>* Fund managers,
operating under the SFC Type 9 License, represent pivotal entities in this dynamic
environment, comprising 1nd1v1duals or organizations authorized to conduct regulated
asset management activities.”>vFund managers execute asset allocation, investment
management, and risk management strategies on behalf of their clients in accordance with
established investment protocols. This regulatory framework applies comprehensively to
all entities engaged in asset management operations within Hong Kong's jurisdiction,

2ibid.

Bibid.

24Securities and Futures Commission, Monitor Implementation of Sustainable Finance Measures (2020).
ZSecurities and Futures Commission, Do You Need a Licence or Registration? (2024)
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encompassing both public and private fund managers, as well as organizations
providing portfolio management services. The revised code mandates fund managers
to integrate climate risk considerations into their investment decision-making
processes and requires systematic reporting of these considerations to their clients.
The regulations, scheduled for implementation in August 2022, incorporate
differentiated transition periods of 12 and 15 months, with the duration contingent
upon the assets under management of respective fund management firms.?® The
phased implementation approach affords smaller enterprises sufficient time to
restructure their operational practices and systems to accommodate the new
regulatory requirements effectively. The revised Code of Conduct represents a
significant regulatory paradigm shift, reflecting heightened awareness of climate
change's financial implications. The Code mandates the integration of climate risk
assessment into investment strategies, requiring fund managers to maintain
comprehensive understanding of how climate-related factors potentially impact asset
valuations and portfolio performance. This regulatory requirement serves a dual
purpose: ensuring fund managers are not only cognizant of climate-related risks but
also implementing appropriate risk management measures to protect investor interests.

In October 2021, the Steering Group endorsed the Hong Kong Climate Action
Blueprint 2050, a comprehensive strategic framework delineating the city's long-
term approach to climate change mitigation and cross-sectoral sustainability
enhancement.?’ The Blueprint establishes strategic guidelines for achieving carbon
neutrality by 2050, incorporating detailed policy measures and implementation
strategies designed to advance Hong Kong's sustainable development objectives.?®
The Blueprint's adoption demonstrates Hong Kong's commitment to aligning local
policies with international climate objectives while proactively addressing climate
change impacts. In November 2021, the Steering Group's dedication was further
reinforced through their endorsement of the COP26 climate summit declarations,
emphasizing their strategic vision to enhance Hong Kong's position as a resilient
financial center.?’ This strategic endorsement underscores Hong Kong's commitment
to international collaboration on climate change initiatives and reinforces its
sustainability agenda. Through aligning local initiatives with COP26 frameworks,
Hong Kong aims to establish itself as a premier sustainable finance hub while
contributing meaningfully to global climate action efforts.*® In December 2021, the
Hong Kong Monetary Authority (HKMA) implemented a comprehensive climate
risk management chapter within its Regulatory Policy Manual. This module
provides authorized institutions with structured guidance for effective climate risk
assessment and management integration into their operational frameworks. The
introduction of this regulatory component demonstrates HKMA's recognition of the
critical importance of incorporating climate risk considerations into institutional risk
management protocols. Through the provision of specialized tools and strategic
guidance, the HKMA aims to enhance the financial system's long-term resilience
against climate-related challenges. !

In conclusion, there is a compelling mandate for all financial entities operating
within Hong Kong's regulatory framework—including fund management institutions,

26Securities and Futures Commission, E-Distribution (2025).

?’Hong Kong Monetary Authority, Green and Sustainable Finance Cross-Agency Steering Group
Supports Hong Kong's Climate Action Plan 2050 (2021).

2ibid.

PHong Kong Monetary Authority, Green and Sustainable Finance Cross-Agency Steering Group
Reaffirms Commitment to Develop Hong Kong as a Green Finance Hub (2021).

3%bid.

3'Hong Kong Monetary Authority, HKMA Banking Regulatory Document Repository (2021).
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legal entities, and individual asset managers—to integrate climate risk considerations
into their operational, investment, and risk management strategies. These entities are
required to maintain transparency in their climate risk management practices through
comprehensive disclosure to investors. The comprehensive nature of Hong Kong's
regulatory framework reflects its commitment to enhancing financial sector
sustainability, positioning itself as Asia's leading green finance hub and establishing a
benchmark for responsible investment practices in the region. Through the systematic
codification of climate risk management, Hong Kong aims to attract sustainable
investment while building resilience against climate-related vulnerabilities.

In June 2022, the Hong Kong Monetary Authority (HKMA) introduced a
comprehensive two-year roadmap for integrating climate risk considerations into
banking supervision.”? This initiative aims to enhance the banking sector's resilience
against escalating climate change impacts while equipping financial institutions with
robust frameworks for managing climate-related risks. The HKMA's strategic plan
emphasizes the critical integration of climate risk assessments into banks' enterprise-
wide risk management frameworks, promoting proactive sustainability practices
across the banking sector. Complementing this initiative, the Stock Exchange of Hong
Kong (HKEX) has reinforced corporate governance requirements, emphasizing the
board of directors' ultimate responsibility for organizational ESG strategy and
reporting. This leadership-focused approach serves as a cornerstone for driving
organizational sustainability transformation. Boards are now mandated to ensure ESG
factors are systematically incorporated into corporate policy development, with clear
metrics established to guide ESG-related decision-making processes. This
comprehensive framework aims to foster a corporate culture characterized by
accountability and transparency, encouraging organizations to align their operational
strategies with broader sustainability objectives.>> In August 2022, the Securities and
Futures Commission (SFC) introduced its Green and Sustainable Finance Agenda,
outlining a strategic blueprint for establishing Hong Kong as a leading regional green
finance hub. The agenda's primary objective focuses on enhancing corporate
sustainability disclosure standards through the implementation of internationally
recognized frameworks, specifically the Task Force on Climate-related Financial
Disclosures (TCFD) recommendations and the International Sustainability Standards
Board (ISSB) climate standards.**

This regulatory initiative is fundamental in enhancing market transparency and
enabling investors to make well-informed investment decisions based on
comprehensive sustainability data. The regulatory bodies conducted a collaborative
assessment to evaluate market readiness for implementing the International
Sustainability Standards Board (ISSB) reporting standards among listed entities.
This assessment encompassed a thorough analysis of existing reporting practices
and identified gaps in current disclosure frameworks. Subsequently, the Corporate
Governance Code (Appendix 14 of the Main Board Listing Rules) underwent
significant amendments to strengthen the integration between corporate governance
and ESG considerations. Under the revised framework, corporate directors are
mandated to conduct comprehensive annual reviews of their organizations' internal
control structures, operational procedures, and business processes to ensure effective
incorporation of ESG factors into both strategic decision-making and routine business
operations.>’

In November 2022, the Hong Kong Exchanges and Clearing Limited (HKEX)

32Hong Kong Monetary Authority, HKMA Banking Regulatory Document Repository (2022).
33Securities and Futures Commission, Agenda for Green and Sustainable Finance - Hong Kong
(2022).

34ibid.

3ibid.
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published a comprehensive analysis evaluating issuers' ESG disclosure practlces
specifically focusing on compliance with the 2020 regulatory amendments.*® The
findings revealed a significant compliance rate, with over 95% of issuers implementing
board-level ESG oversight and management policies, demonstrating strong market
adoption of the enhanced governance requirements. Furthermore, 85 companies
demonstrated advanced compliance by acknowledging climate-related risks and
providing detalled disclosures aligned with the new climate-related reporting
requirements.>” The Hong Kong Exchanges and Clearing Limited (HKEX) has issued
strategic recommendations emphasizing that corporate boards should proactively
evaluate the effectiveness of their Environmental, Social, and Governance (ESG) risk
management measures while preparing for forthcoming climate reporting requirements.
Such guidance underscores the significance of continuous enhancement in ESG
practices whilst advocating for a progressive approach toward corporate sustainability
initiatives. Moreover, HKEX has expanded its reporting recommendations to encompass
comprehensive supply chain risk management and green procurement strategies
within ESG reports. The regulatory requirement, which mandates the simultaneous
publication of ESG and annual reports effective from January 1, 2022, further remforces
the critical importance of timely and transparent sustainability disclosure practices.*®

In December 2022, the Financial Budget disclosed that the Government of the
Hong Kong Special Administrative Region (HKSAR) introduced a three-year Green
and Sustainable Finance Training Pilot Programme, allocatmg HKD 200 million to
support training opportunities for eligible applicants.**The primary objective of this
Programme is to expand the local talent pool in green and sustainable finance,
addressing the growing demand for skilled professionals in this sector. The Programme
provides subsidized training for practitioners and Hong Kong residents who aspire to
pursue careers in green finance. Upon completion of eligible training or attainment of
relevant qualifications, participants may receive subsidies of up to 80% of their
training costs, while full-time students are eligible for complete cost coverage, subject
to a maximum subsidy of HKD 10,000 per individual.*® These initiatives represent
significant advancements in strengthenmg Hong Kong's regulatory framework for
Environmental, Social, and Governance (ESG) and sustainable finance. Through the
integration of climate risk considerations into banking supervision, enhancement of
corporate governance codes, and strategic investment in talent development, Hong
Kong is establishing itself as a global leader in both climate change management and
sustainable investment practices. The comprehensive approach demonstrates Hong
Kong's commitment not only to fortifying its financial sector but also to aligning
with global efforts in addressing climate change and fostering sustainable economic
development.

Current Developments and Trends (2023-2025)

In April 2023, the Hong Kong Stock Exchange (HKEX) published a consultation
paper proposing enhancements to climate-related disclosure requirements. The
proposal aligns with the International Financial Reporting Sustainability Disclosure
Standards, established by the International Sustainability Standards Board (ISSB),

3*Hong Kong Exchanges and Clearing Limited, Exchange Publishes Findings of Its Latest Review of
Issuers’ ESG Disclosures (2022).
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3¥Hong Kong Monetary Authority, Government Launches Pilot Green and Sustainable Finance
Capacity Building Support Scheme (2022).
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which provide comprehenswe guidelines for improving the quality and consistency
of sustainability reporting.*! The consultation seeks stakeholder feedback to ensure
the revised requirements effectively address the needs of both corporations and
investors. Additionally, in the same month, the Hong Kong Government convened a
joint meeting with representatives from the Guangdong—Hong Kong-Macao Greater
Bay Area to discuss green finance cooperation initiatives.**This meeting was dedicated
to legal efforts to support green finance cross-border, which is an indicator of the
relevance of the area to establish collaboration in the matters of sustainability and
environment.

The International Sustainability Standards Board (ISSB) published the International
Financial Reporting Standards (IFRS) S1: General Re%uirements for Disclosure of
Sustainability-related Financial Information in June 2023."> This framework establishes
global standards for climate and sustainability-related disclosures, providing organizations
with a standardized approach to simplify their reporting processes. The implementation
of IFRS S1 is expected to significantly impact reporting practices across multiple
jurisdictions, including Hong Kong. In July 2023, the Hong Kong Government
announced its intention to align local Environmental, Social, and Governance (ESG)
requirements with global standards, demonstrating its commitment to enhancing the
city's competitiveness in the international financial sector. To facilitate this transition,
the government established the Climate Change and Carbon Neutrality Control
Committee,** a cross-departmental initiative tasked with developing a comprehensive
strategy that encompasses various sectors and stakeholders, ensuring coordinated
approaches to climate action and sustainability initiatives in Hong Kong.

In March 2024, the Financial Services and the Treasury Bureau (FSTB) of the
Hong Kong Government designated the Hong Kong Institute of Certified Public
Accountants (HKICPA) as the official standard-setting body for sustainability
reporting in Hong Kong. * This strategic appointment aims to facilitate the
development of local sustainability disclosure standards that align with international
frameworks. While the HKICPA is mandated to advance these standards, with
initial issuance planned for late 2022, the HKEX consultation summary serves as an
interim foundation for developing a robust ESG reportmg regulatory regime, ensuring
the establishment of rigorous local standards.*® On April 19, 2024, the Hong Kong
Exchanges and Clearing Limited (HKEX) released a consultation summary regarding
the optimization of climate-related disclosure requlrements as part of its enhanced
Environmental, Social, and Governance (ESG) framework.*” Following a consultation
process that concluded on July 14, 2023, the summary presents a staged process for
making climate-related disclosures. compulsory. The key proposals include providing
new governance climate disclosures, establishing the roles of the board of directors,
board committees and management, and defining the manner in which they oversee
climate concerns. Listed companies will be required to report on the effects of climate
risks and opportunities with respect to their business models, strategies and cash flows.
They should describe their responses, such as adapting or mitigating their business
models, any changes implemented to achieve climate-related objectives, and their

“"Hong Kong Exchanges and Clearing Limited (2023).

“Hong Kong Green Finance Association, HK Green Finance Association (2023).

“International Sustainability Standards Board, General Requirements for Disclosure of Sustainability-
Related Financial Information IFRS S1 IFRS® Sustainability Disclosure Standard (2023).
“HKSAR, LCQ22: Formulating Environmental, Social and Governance Standards (2023).
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Related Disclosures under the Environmental, Social and Governance Framework (2024).
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progress therein. The companies will also be required to report their climate-related
goals, which should align with current international treaties on climate change, along
with progress reports toward these goals. Moreover, listed companies will undergo
climate-related scenario analysis, which will reveal the effects of changing climate on
operations and the subsequent current, existing, and anticipated financial effects of
climate-related risks and opportunities. Depending on a set of requirements, companies
may receive exceptions regarding financial impacts, thus allowing more flexible
adherence to these new requirements.

The new climate information disclosure standards released by the Hong Kong
Exchanges and Clearing Limited (HKEX) will be implemented from January 2025,
requiring listed companies to provide quantifiable reports on climate-related risk
factors, mitigation measures, and transition plans with enhanced specificity.** This
s1g111ﬁcant regulatory modification requires companies to publicly disclose their carbon
emission reduction statistics, representing a crucial step toward enhancing transparency
and corporate responsibility within organizational sustainability strategies. The
implementation framework includes a transitional period, allowing companies
sufficient time to adapt their reporting processes and implement the necessary
procedural changes. >’

These developments from 2023 to 2025 demonstrate Hong Kong's continued
commitment to enhancing its regulatory framework for Environmental, Social, and
Governance (ESG) and sustainable finance. The harmonization of local standards
with international benchmarks, coupled with the implementation of stringent
disclosure requirements, positions Hong Kong to strengthen its leadership role in
promoting green finance and sustainable investment across the Asia-Pacific region.
This strategic direction not only advances transparency and accountability but also
elevates the global consideration of environmental and climate issues within the
broader context of sustainability preservation.

Comparative Analysis with Singapore
Overview of ESG Regulatory Path in Singapore

Singapore's trajectory toward establishing robust Environmental, Social, and
Governance (ESG) practices can be traced to the 2010s, marking a significant
transformation in corporate responsibility and disclosure frameworks. In 2011, the
Singapore Exchange (SGX) pioneered the implementation of voluntary sustamabﬂlty
reporting guidelines, becoming the first exchange in the region to do so.’! These
guidelines stimulated listed companies to report their ESG practices and performance,
which provided the foundatlon of a transparency and responsibility-based culture of
corporate governance.’? In 2016 another important step was made with the introduction
of'the so called comply or explain framework. This framework, which was announced
May 2015 and officially pubhshed June 20, 2016, required SGX-listed firms o produce
yearly sustainability reports.’® This regulatory development was driven by growing

“ibid.
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investor and public awareness of ESG factors' significance, compelling firms to more
proactively disclose their sustainability initiatives. The transition toward mandatory
reporting was formalized in 2017, when SGX-listed companies became required to
report their sustainability practices for financial periods ending on or after December
31,2017.%* This transition highlighted the increasing motivation on ESG factors by
investors and the need of the companies to submit extensive disclosures. Concurrent
to this regulatory shift, the Monetary Authority of Singapore introduced the Green Bond
Grant Scheme, which would facilitate issuers of green bonds.>*This initiative aimed to
structure Singapore's green finance ecosystem, enabling investment in environmentally
sustainable projects through subsidized green bond issuance costs.

Singapore pioneered another regional initiative by implementing a carbon tax
through the Carbon Pricing Act 2019. In support of its net-zero target, the carbon tax
was elevated to S$25/tCOqe effective 2024, with planned increases to S$454tCO-¢e in
2026-2027, and a projected range of S$50-80/tCO.¢ by 2030.%° This progressive taxation
framework strengthens price signals and incentivizes businesses and individuals to
reduce their carbon footprint, aligning with national climate objectives of achieving
net-zero emissions leadership. The carbon tax mechanism provides comprehensive
incentives for emission reduction across all sectors, facilitating Singapore's transition
toward a low-carbon economy. Building on this foundation, the Monetary Authority
of Singapore (MAS) introduced the Green Finance Action Plan in 2019, establishin
a comprehensive roadmap to position Singapore as Asia's premier green finance hub.
This comprehensive strategy encompassed initiatives to strengthen green bonds,
sustainable banking practices, and climate risk management. The establishment of the
Green Finance Industry Taskforce significantly facilitated public-private sector
collaboration in developing industry standards and guidelines for sustainable finance.
Furthermore, SGX achieved another milestone by mandating sustainability reporting
for all listed companies. This mandatory requirement compels organizations to
disclose material ESG factors, policies, and performance metrics, while promoting
alignment with international frameworks such as the Global Reporting Initiative (GRI)
and the Task Force on Climate-related Financial Disclosures (TCFD).>® The aim of it
was to enhance corporate responsibility and corporate transparency, whereby investors
can now have a better measure to determine the long-term sustainability of businesses.

Another point in the calendar of the country is the debut of the Singapore Green
Plan 2030 in 2021 that demonstrated the intention of the country to go sustainable.>
A nation roadmap was discussed, and it sets up bold goals in 5 pillars: City in Nature,
Sustainable Living, Energy Reset, Green Economy, and Resilient Future.®® It
emphasized the use of renewable energy, green structure and sustainable city solutions,
which are targets to strengthen the sustainability agenda of Singapore. The
International Organisation of Securities Commissions (IOSCO), published its Final
Report in November 2021 on ESG ratings and data product providers.®! The report
outlined best practices focusing on governance, conflict of interest management, and
transparency to address industry concerns regarding greenwashing. Subsequently, a
comprehensive Code of Conduct was developed collaboratively between industry

S4Singapore Exchange (SGX), Sustainability Reporting - Singapore Exchange (SGX) (2023).
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stakeholders and the Monetary Authority of Singapore (MAS), incorporating IOSCO
recommendations while adapting to Singapore's specific regulatory requirements.
This Code implements a 'comply-or-explain' framework, requiring ESG rating and
data product providers to elther adhere to stated pr1nc1ples or provide explicit
justification for non-compliance.

By 2023, Singapore has significantly enhanced its ESG regulatory framework,
emphasizing innovation and international collaboration. The government has intensified
its support for green technologies, particularly hydrogen and carbon capture, to
catalyse the transition toward a low-carbon economy. These initiatives have established
Singapore as a regional leader in sustainable finance, with ESG considerations now
firmly integrated into financial institutions' risk management and investment decision-
making processes. Looking forward, Singapore plans to implement mandatory
climate reporting requirements. While other key sustainability reporting elements will
follow a 'comply-or-explain' approach, climate reporting will progressively align with
IFRS Sustainability Disclosure Standards. Notably, by 2026, large issuers will be
required to report Scope 3 greenhouse gas emissions in accordance with international
standards.®> Nevertheless, potential challenges in Singapore's green finance development
are anticipated, partlcularly concerning equitable access to green financing for small
and medium-sized enterprises (SMEs) and maintaining consistency across diverse
industries. The government has demonstrated its commitment to advancing sustainability
through planned initiatives, including carbon tax increases, expansion of carbon market
credits, and promotion of green technologies and infrastructure development. These
strategic measures are expected to further strengthen Singapore's position as Asia's
premier hub for ESG expertise and green finance.

Comparative Overview of ESG Regulations in Singapore and Hong Kong

Alignment with International Standards

Singapore and Hong Kong have both developed proactive approaches to ensure
the ESG regulations in both jurisdictions would be enjoyed by international standards
like the Task Force on the Global Reporting Initiative (GRI) and Climate-related
Financial Disclosures (TCFD). ®* These frameworks have been incorporated by
Singapore in the regulatory environment of the country and in the process the country
has requirement of comprehensive sustainability reporting. The alignment does not
just increase the level of corporate transparency but also helps to develop the
confidence of investors because the stakeholders are able to evaluate the ESG
commitments of companies better. Monetary Authority of Singapore in Singapore has
already put in place clear guidelines where companies are required to report on their
sustainability practices in detail. These rules help pursue a systematic means of
coverage whereby responsibility and the value of ESG are considered in the long-term
vision of the industry. The Securities and Futures Commission in Hong Kong also
urges listed companies and asset managers to be in line with international standards,
facilitating disclosure of climate-related risks as discussed before. All these measures
put in place by the SFC are meant to allow investors to access the information that
they require to make informed decisions. Although both are international-oriented

S2ibid.

3SGX, SGX RegCo to Start Incorporating IFRS Sustainability Disclosure Standards into Climate
Reporting Rules - SGX Group (2022).

%Hong Kong Monetary Authority, Cross-Agency Steering Group Launches Its Strategic Plan to
Strengthen Hong Kong's Financial Ecosystem to Support a Greener and More Sustainable Future
(2020).

Singapore Exchange (SGX), Sustainability Reporting - Singapore Exchange (SGX) (2023).

495



Vol. 11, No. 4  Peng & Ying: The Evolving Path of Environmental, Social, and Governance...

areas, Singapore does far more in the way of national realization, in a number of areas
and fields.

Leadership in Carbon Markets and Pricing Mechanisms

Singapore has established itself as a pioneer in carbon pricing within Southeast
Asia, becoming the region's first nation to implement a carbon tax in 2019. The tax
was initially set at SGD 5 per tonne of carbon emissions for facilities producing more
than 25,000 tonnes of greenhouse gases annually. Following a progresswe increase
schedule the tax is projected to reach SGD 50 per tonne by 2030.%° This procedural
plan has not only the potential to encourage businesses to switch to low-carbon
activities but also implies the willingness of the Singapore authorities to respond to
the climate change problem on the national level. Moreover, Singapore is facing the
establishment of a voluntary market in carbon credits by launching such projects as
Climate Impact X (CIX), a global carbon exchange that was launched in partnership
with large financial institutions.®® This will turn Singapore into a regional centre in
carbon trading where local and international carbon market activities will trade. The
creation of such systems enables companies to exchange carbon credits, which
encourages green project investments. Hong Kong, on the other hand, is still exploring
on similar lines concerning the development of carbon markets and has no formal
carbon tax yet. Its carbon programs remain closely linked to the overall carbon
neutrality objectives of China, it has done a good job of promoting the companies to
cut emissions, but as it has no formulated pricing system, the incentives to businesses
are severely restricted. The Hong Kong strategy is based on adherence with the
national instructions instead of the creation of its own carbon pricing regime.

Integration of ESG into Financial Institutions

The regulatory system of Singapore highly values the incorporation of ESG
aspects into the activities of financial organizations. The MAS requires that these
institutions integrate climate risks into their risk management approaches. In a
development in 2020, the Environmental Risk Management Guidelines demand that
banks, asset managers, and insurers not only evaluate and report issues regardin g
environmental risks but also play stress tests about climate-associated vulnerabilities.
Such an extended effort can push financial institutions to match the global best
practices, such as the TCFD, so that the aspect of ESG is considered during the
process of investing.

By contrast, on asset manager requirements, Hong Kong has also introduced
similar requirements by its SFC, but on climate-related risks, and not so much on
integration of ESG principles itself. 68 Although the SFC promotes reporting against
climate risks, this does not make similar risk management practices to be implemented
in all the areas of finance.®® The difference indicates a more specific course in Hong
Kong that could restrain the extent of ESG implementation compared to the
comprehensive structure of Singapore.

National Sustainability Goals and Innovation Focus

The main peculiarity of Singapore's ESG strategy is its innovation-focused
orientation that makes the country one of the leaders in the production and export of
green technologies. The national sustainability plan is also well-defined in the city-state
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and includes ambitious intentions in various areas, such as energy, transportation, and
urban development. With such a strategic orientation I will be facilitating a strategic
move to make green practices as well as making Singapore a global player in green
technology. The case of Hong Kong is quite different as its ESG strategy strongly
follows the Chinese carbon neutrality goals.’® Although Hong Kong has gained
momentum in terms of regulatory compliance and ESG integration, its strategy is more
likely to be influenced by the national agenda rather than its vision of sustainability.
Such contextual difference is used to point to the role played by Hong Kong in
facilitating international investment in Mainland China's green finance market by
concentrating on the integration of global investors with Chinese sustainability projects.

Regional and Global Orientation

The direction of ESG regulation in Singapore is focused on the international
dimension since the country aims to turn into a green finance and innovation center.
The city-state is a very active participant in international organizations like the
International Sustainability Standards Board (ISSB), and the Network of Greening the
Financial System (NGFS). By joining these partnerships, Singapore hopes to have a
say in the global ESG practices and standards and foster the cross-American-
Singapore cross-border Green finance efforts in the ASEAN region.”! On the other
hand, ESG practices in Hong Kong are determined by the fact that the city is an entry
point to mainland China and is interested in making international investments in the
green finance market of China.”> While Hong Kong continues to develop its ESG
infrastructure, its policies are significantly aligned with China's national objectives,
emphasizing regional cooperation and integration.

In conclusion, both Singapore and Hong Kong have demonstrated distinct
approaches to ESG regulation, each progressing along their unique trajectories.
Singapore has established a more comprehensive framework, particularly in carbon
pricing and financial system integration. Meanwhile, Hong Kong leverages its
strategic position by aligning its ESG initiatives with broader regional ambitions,
capitalizing on its cross-border advantages. These divergent approaches reflect how
each financial hub adapts its sustainable finance strategies to align with its specific
circumstances and objectives, contributing uniquely to the global sustainable finance
dialogue.

Challenges of ESG Development in Hong Kong
Compliance Complexity

A significant challenge in Hong Kong's ESG development is the complex
compliance framework that enterprises must navigate. Companies operating in the
region face multiple layers of ESG-related laws and regulations, particularly when
their supply chains span multiple jurisdictions. This complexity is amplified for
multinational corporations that must reconcile conflicting legal requirements across
different regulatory environments. For instance, companies working with both local
suppliers and international partners often encounter conflicting ESG regulations
regarding emissions standards, waste management protocols, and labor practices. The
burden of compliance is further complicated by diverse reporting requirements that

InvestHK, The City of Smart Green Buildings (2023).

"ISingapore Institute of International Affairs, Collaborative Initiative for Green Finance in
Singapore: Singapore as a Green Finance Hub for ASEAN and Asia (2017).

nvestHK, The City of Smart Green Buildings (2023).

497



Vol. 11, No. 4  Peng & Ying: The Evolving Path of Environmental, Social, and Governance...

vary not only by jurisdiction but also by industry sector. This multilayered compliance
structure imposes significant administrative overhead and additional costs as
businesses must allocate resources to understand and adhere to various regulatory
frameworks. Moreover, the rapidly evolving nature of ESG regulations presents an
ongoing challenge. As global attention to ESG matters intensifies, regulatory updates
become more frequent and substantial. Companies must maintain robust compliance
management systems and dedicated teams to monitor and implement these rapid
regulatory changes effectively.

Inconsistent Definitions

The disparity in the definitions and standards among the various regulatory
frameworks is another significant challenge that ESG development has to contend
with in Hong Kong. Such discrepancyQ is especially noticeable in the sphere of
emissions and disclosure standards. For example, the Hong Kong Environmental
Protection Department (EPD) can prescribe various levels of dlscharge of pollutants
as compared to the calculation and reporting of the GHG Protocol.”® Specifically, the
EPD may follow different approaches with respect to certain pollutants and it may
depend on the local regulations to place certain restrictions on the quantity of a given
pollutant e.g. sulfur dioxide emissions in the building industry whereas the GHG
Protocol would concentrate on the carbon dioxide emission coming out of the burnmg
of the fuel to produce the electricity using the method on a voluntary basis.”* These
regulatory misalignments create significant challenges for enterprises striving to meet
both local and international standards. Organizations may find themselves in compliance
with local regulations while falling short of global framework requirements, or vice
versa. This lack of standardization necessitates additional coordination initiatives for
reporting practices, potentially leading to increased compliance costs and operational
inefficiencies. Furthermore, the variation in regulations and interpretations across
different jurisdictions complicates the development of a comprehensive ESG strategy that
satisfies all regional requirements. Companies face considerable difficulty in creating and
implementing unified compliance approaches that address these diverse regulatory
demands. The resulting compliance landscape creates complexity not only in ESG
reporting but also in disclosure practices. Any inconsistencies or ambiguities in
reporting can render a company's ESG performance difficult to evaluate, ultimately
undermining stakeholder confidence and investor trust.

Risk of Greenwashing

Greenwashing danger provides a fundamental issue of concern to businesses
involved in ESG programs in Hong Kong. Greenwashing is a practice that involves
the exaggeration or fabrication of how businesses perform on ESG matters so that
they develop a more positive reputation thus misleading investors and consumers.’
The practice jeopardizes the transparency of the market, and it also breeds distrust
towards the real sustainability movement. Although Hong Kong has already appointed
climate disclosure regulations that require proper reporting on ESG-related information,
the Environmental, Social, and Governance Reporting Code does not entail clear
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sanctions for giving misleading disclosures.”® The limited enforcement mechanisms
place significant self-regulatory responsibility on companies, requiring them to ensure
both compliance and accuracy in their ESG disclosures. This regulatory environment
risks fostering a culture of non-accountability, where companies might prioritize
favorable narratives over genuine ESG implementation. The proliferation of
greenwashing practices threatens to undermine the effectiveness of Hong Kong's
broader ESG initiatives. This phenomenon can trigger a cascade of negative
consequences: investors may become increasingly skeptical of corporate ESG claims,
leading to broader market distrust. Such erosion of confidence could ultimately
discourage investment in genuinely sustainable businesses, potentially impeding
Hong Kong's progress toward a more sustainable economy.

In conclusion, Hong Kong's ESG development faces several critical challenges,
including compliance complexity, definitional inconsistencies, and greenwashing
risks, all of which underscore the pressing need for a more cohesive and robust
regulatory framework. The implementation of such a framework would foster
transparent, accurate, and accountable ESG practices, ultimately enhancing trust and
engagement among investors and stakeholders. To maintain and strengthen its
position as a global leader in sustainable finance and corporate responsibility, Hong
Kong must address these fundamental challenges proactively and systematically.

Predicted Trends of Expectations for ESG regulations in Hong Kong

Hong Kong's Strategic Location Relative to Mainland China

Hong Kong's geographic proximity to Mainland China provides it with unparalleled
access to one of the largest markets in the world. This advantage allows Hong Kong
to serve as a vital conduit for international investors seeking to tap into China’s rapidly
growing green finance market. While Singapore also offers a strategic location in
Southeast Asia, Hong Kong's direct connection to the Chinese market enables it to
facilitate cross-border investments more effectively. The ease of doing business in
Hong Kong, combined with its established financial systems, makes it an attractive
hub for international firms looking to engage with Chinese enterprises on ESG
initiatives. The development of the Greater Bay Area (GBA) initiative further enhances
Hong Kong’s advantages. This initiative aims to create an integrated economic and
business hub across Guangdong, Hong Kong, and Macau, promoting collaboration in
various sectors, including finance and technology. Hong Kong can leverage its
financial expertise to support ESG projects in the GBA, making it a key player in
driving sustainable development in collaboration with neighbouring cities. In contrast,
while Singapore is also focusing on regional integration, the GBA initiative provides
Hong Kong with a unique opportunity to align its ESG efforts with the specific goals
of Mainland China. Hong Kong's financial infrastructure is specifically geared toward
facilitating green finance. The Hong Kong Stock Exchange (HKEX) has been
proactive in promoting green bonds and sustainable investment products, positioning
the city as a leading market for green finance in Asia. The recent push for ESG
disclosures aligns with the national objectives of China, allowing Hong Kong to serve
as a bridge for international investors interested in financing sustainable projects
within the Mainland. While Singapore has a strong financial sector, its focus is more
on Southeast Asian markets as mentioned before, which may not provide the same
level of direct access to China’s expansive green finance opportunities. In comparison,

"SHong Kong Exchanges and Clearing Limited, #7#¢ C2 (#R5F, 7&K E TR TFH) |
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Singapore, while also having a robust legal framework, may not offer the same level
of direct alignment with the regulatory expectations of Mainland China, potentially
making it less attractive for specific cross-border ESG initiatives.

Regulations for Small and Medium-Sized Enterprises (SMEs)

With Hong Kong inching towards strengthening its ESG regulatory framework,
there are significant expectations regarding the formulation of ESG reporting
requirements for small and medium-sized enterprises (SMEs). In a survey done by the
Hong Kong General Chamber of Commerce in 2022, only 67 per cent of the SMEs
said they rated ESG as a priority as compared to 83 per cent in the whole of Asia, so
there is a sizeable disparity when it comes to preparedness and ability.”” Although
SMEs have historically struggled to implement extensive ESG policies, social
conditions in the industry are changing and there is an increasing appreciation of the
benefit of facilitating such enterprises in being sustainable.

Among the most important expectations, it is stated that regulatory agencies,
including the Hong Kong Stock Exchange (HKEX) and the Securities and Futures
Commission (SFC), will pay more attention to the inclusion of SMEs into the scope
of ESG reporting. At present, much of the ESG regulations apply to the work of bigger
organisations therefore creating a gap in compliance by the smaller organisations.
Nevertheless, with stakeholders continuing to underline the paramountcy of
sustainability in every sector, there will be a likelihood that regulators will consider
introducing modified guidelines and requirements that are clearly aimed at SMEs.
This may include the easy reporting system that would reflect the special needs of
smaller businesses, so they could engage in ESG reporting but not be overburdened
with the wide range of requirements. As an example, the establishment of a tiered
reporting system may allow SMEs to report on the major ESG metrics which are
relevant to their activities and step-by-step expand the range of disclosed information
as these companies advance in their sustainability pathways. One more thing expected
is that the structures of support to SMEs by government and industry organizations
should be improved so that they transform on their way to sustainable practices. This
might be in the form of financial incentives, SME training, and the ability of SMEs to
access resources that can aid them in formulating and operationalising successful ESG
strategies. This could be done by offering SMEs grants or subsidies on investment in
sustainable technologies or practices e.g. the Hong Kong government could offer
grants or subsidies to SMEs investing in sustainable practices or technologies to
encourage adoption and compliance. Also, education programs that will lead to a
greater awareness of the ESG problem and reporting standards will also play an
essential role. Specific workshops, seminars, and web-based support and tools may
provide SMEs with the knowledge and means to develop effective ESG policies. The
mutual cooperation between SMEs and larger corporations might also promote
knowledge exchange and mentorship, as the smaller organizations might feel lost in
the modernities of ESG reporting.

Although it might not be the case in many SMEs, nowadays they might not have
any resources, skills, or motivation to implement thorough ESG strategies, it is
anticipated that awareness of the business outcomes of sustainability will rise. With
consumers and investors putting more weight on ESG factors, organizations that lag
in changing may lose a share of potential opportunities and suffer reputational losses.
This changing market sentiment may push the SMEs to take the initiative so as not to
be caught up. Besides, as the conventional sectors of Hong Kong shipbuilding,
manufacturing, and shipping have begun to appreciate the relevance of sustainability,

""Hong Kong General Chamber of Commerce, Hong Kong SMEs: Why ESG Matters (2024).
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it is possible that more pressure will be exerted on the SMEs in those industries to
adjust to the guidelines of ESG. Industry associations can be critical in making this
transition by encouraging sustainable practice and offering specific advice to suit the
particular circumstances of SMEs. To sum up, it can be seen that the perspective of
SME ESG regulatory reporting development in Hong Kong is mediated by the
necessity of raising regulatory attention, the development of more supportive systems,
and the gradual change in the industry approach to sustainability. By adopting an
approach to the specific needs of SMEs and creating a business landscape that
supports the idea of participating in ESG reporting, Hong Kong can also make sure
that these SMEs contribute to the sustainable economy of the region. With the legal
environment becoming more adept to the dynamics of the day, there is the need to
empower the SMEs with the relevant tools and expertise required to embrace and
report meaningful ESG strategies, which would ultimately set the overall objectives
on sustainability and corporate responsibility in Hong Kong.

The Role of Technology in Enhancing ESG Disclosures

On the one hand, data analytics and artificial intelligence are transforming the
accuracy on efficiency of ESG reporting. Using Al algorithms, companies are
growingly utilizing large volumes of data linked to their ESG performance. As an
example, companies can use software powered by Al to consolidate data coming from
different sources and elevate their reporting processes. A major use is environmental
sensors. [oT gadgets will have the ability to track real-time emissions, energy use and
wastes within plants. Companies can follow their environmental impact better as this
data is fed into Al systems round-the-clock. Also, the evaluation of the social perception
is done through the social media and news feeds. By using sentiment analyses to scan
social media and news, Al tools can respond to sentiment regarding the social
initiatives of a company. This enables businesses to establish the sentiments of their
stakeholders and find out the possible reputational hazards. According to a report
published in Environmental Science & Policy in 2023, Al will be able to automate the
data collection process, thereby saving much time spent to collect data.”® Investment
managers and other stakeholders, for example, may be able to read through long
reports and use the information they contain to make decisions more quickly. This is
especially useful in the case of companies that aim to be compliant with the fast-
changing regulatory procedures since accurate and timely reporting can be provided
by the means of this ability that helps to evaluate their current situation in terms of
ESG performance.

Blockchain technology on the other hand is a revolutionary methodology that can
offer transparency in ESG reporting. Blockchain allows companies to record their
sustainability behav1ours in a verifiable way by creating a secure and unchangeable
document as a ledger Supply chain traceability is one of the major uses of blockchain.
This technology is what every company can use to document each process in their
supply chain such as the supply of raw materials to delivering their products. An
example can be seen of a clothing manufacturer who can trace the source of cotton
utilized in its supplies to make sure that it is supply is sustainable. This can be
communicated to the consumers and they are guaranteed the ethical sourcing of the
company. Smart contracts are another breakthrough characteristic of blockchain.
They are contracts that automatically realize conditions as determined by some terms.
An example is a company that would establish a smart contract that would release
funds to suppliers only when they meet certain sustainability goals including carbon

8Francisco, M. & B.-Ola Linnér (2023).
Friedman, N. & J. Ormiston (2022).
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reduction and/or use of renewable materials. With the increasing demand for transparency,
blockchain comes to the fore as an interesting tool that companies can use to improve
their trustworthiness. Businesses can combat perceived greenwashing and gain the
trust of their investors and consumers by offering an account that is verifiable and
transparent in the way the company is undertaking the quest to be sustainable.

Supply chain traceability is one of the major uses of blockchain. This technology
is what every company can use to document each process in their supply chain such
as the supply of raw materials to delivering their products. An example can be seen of
a clothing manufacturer who can trace the source of cotton utilized in its supplies to
make sure that it is supply is sustainable. This can be communicated to the consumers
and they are guaranteed the ethical sourcing of the company. Smart contracts are
another breakthrough characteristic of blockchain. They are contracts that automatically
realize conditions as determined by some terms. An example is a company that would
establish a smart contract that would release funds to suppliers only when they meet
certain sustainability goals including carbon reduction and/or use of renewable
materials. With the increasing demand for transparency, blockchain comes to the fore
as an interesting tool that companies can use to improve their trustworthiness.
Businesses can combat perceived greenwashing and gain the trust of their investors
and consumers by offering an account that is verifiable and transparent in the way the
company is undertaking the quest to be sustainable.

In addition, ESG regulations may be difficult to comply with as the complexity
that they present may run contrary to that of companies that have multinational
corporations. Advanced reporting technologies may make it much easier to comply
ensuring that the reporting process is automatized. The employment of integrated
reporting software is one of the ideas available. Organizations have the opportunity to
integrate financial and ESG data in one report using these platforms. To give an
example, such a tool as Sustainability Performance Management of SAP semi-
automatically fetches data across different departments so every conceivable ESG
metric should leave its trace in the reporting record.®® Such incorporation reduces the
chances of mistakes and disparities thereby giving a clearer picture of the performance
of the whole company. Regulatory compliance tools are another important source.
These customized software programs assist firms in keeping up to date with the
changing regulations and reporting requirements. They raise regulatory changes and
offer templates, which are aligned to local and international ESG reporting instruments.
Such initiatives will help companies to better adjust their reporting lifestyles and
approach regulations promptly, maintain continuous compliance, and minimize
pressure on reporting departments.

Conclusion

The current development of Environmental, Social, and Governance (ESG)
regulations in Hong Kong shows a radical change towards a sustainable approach to
conducting business in the digital age. This paper has discussed the early advancements
that have transpired since 2016 and outlined the reinforcement of the regulatory
framework that was observed from 2020 to 2022, and explored current dynamics that
define the ESG landscape by 2025. As we compared it with Singapore, we focused
on such areas of alignment as international standards, particularly in the context of
carbon markets and ESG principles integration within financial institutions. Nevertheless,
there are some obstacles that could be possible. Compliance has remained a burden
among companies, especially those that vary in jurisdiction. Varying definitions of ESG

80SAP, SAP Help Portal (2025).
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metrics may make reporting problematic and cause misunderstandings among
stakeholders. Moreover, there is still a threat of greenwashing that damages the
credibility of sustainability statements and imposes the need to tighten regulation.

In terms of the future outlook, the projected trends indicate that Hong Kong will
continue to play a primary role related to sustainable finance, judging by its
geographical impact on Mainland China. It is essential to include small and medium-
sized enterprises (SMEs) within the regulatory methodology of ESG, as such businesses
constitute a significant percentage of the economy. We also mentioned that the role
of ESG technology in disclosures is critical, as the further development of data
analytics and blockchain will help to streamline the process of compliance and boost
transparency. Therefore, it is imperative for all investors, corporate as well as
policymakers, to monitor how ESG rules are changing in Hong Kong. Such continued
observation will empower stakeholders to respond effectively to changes in regulations
and help the region enjoy a more sustainable and resilient economic future. These are
possible issues that should be addressed to ensure that Hong Kong will be able to
achieve sustainability targets and retain its status as one of the best financial hubs.
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