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INTRODUCTION

Policy, Regulation and Action: Developing 
Effective Market Practice, Regulation, Supervision 
and Risk Management for a Buoyant Ethical, 
Sustainable and Responsible Finance Sector
This report aims to discuss the regulatory aspects of 
sustainable/ESG [environmental, social and governance] 
finance in various markets: exploring what regulations 
have been implemented, where and what effect they have 
had, and what needs to be improved.  

We asked a respected panel to identify and discuss 
significant events and recent and imminent major global 
shifts in policy, regulation, supervision, behavior and 
activity, and identify the implications for the activities of 
investors and financial institutions. We also asked how 
these factors influence the growth and development of 
sustainable/responsible finance and investment, and how 
linkages can be further fostered between the subsectors of 

SRI [sustainable and responsible investment] and Islamic 
finance. 

Covering a wide range of markets from across the world, 
the report gathers together insights from an elite and 
diverse panel of acknowledged international leaders and 
regulators in ESG finance and investment who discuss and 
evaluate these issues at the highest level: offering their own 
experiences and examples as illustration. 

These insights can be used to create a roadmap for best 
practice in emerging markets, assisting forward-looking 
regulators to develop their own supervisory regimes for 
sustainable finance.
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EXECUTIVE
SUMMARY
1. Leading by example: Successful regulatory 
initiatives from around the world 

In this section, the panel explores examples of the most 
effective global regulatory initiatives that have led and are 
currently leading innovation and development in the area of 
sustainable and responsible finance and investment. Further 
information and case studies on specific markets can be 
found in Appendix 1. 

Key findings:
• Europe is among the most advanced regions in terms of 

strength of regulation.

• Asian countries are also pioneering sustainable initiatives, 
with Japan, Hong Kong and Malaysia all notable examples. 

• National regulators have introduced or periodically 
strengthened ESG expectations in recent years while in 
parallel, multilateral organizations such as the OECD, 
IOSCO, IOPS, G7 and G20 have begun to issue ESG 
guidance or incorporate sustainability in financial 
workstreams, suggesting the introduction of minimum 
globally adhered-to standards.

2. Setting the pace: How can regulators take the 
lead? 

In this section, the panel looks at what role regulators can 
play in terms of leadership, guidance and enforcement 
when considering the definition of sustainable finance 
and investment products, and asks whether there could be 
lessons learned from Islamic finance and investment. 

Key findings:
• So far, we have not yet achieved the development of 

a universally accepted set of standards, due to the 
complexity of the issue at hand. Regulators need to take 
the lead here, because leaving it up to free market forces 
will not necessarily create an optimal solution. 

• The recent EU Taxonomy is widely viewed as a landmark 
step in regulating sustainable finance.

• Recent sustainable finance policy measures are explicitly 
designed to remove ambiguity around the relationship 
between sustainability and finance, with the EU’s 
sustainability-related disclosure regulation a key example. 

3. Coming together: Joining forces to create 
global standards 

In this section, the panel explores how regulators 
can identify and define commonalities among global 
sustainability disclosure and reporting standards in order 
to achieve effective and coordinated ESG regulatory and 
supervisory frameworks. 

Key findings: 
• The Task Force on Climate-related Financial 

Disclosures (TCFD) is one of the most widely accepted 
sets of global guidelines, but there is still further to go. 

• The International Financial Reporting Standards (IFRS) 
Foundation is working to establish a Sustainability 
Standards Board to sit alongside the International 
Accounting Standards Board, which could be a game-
changer.

• Governments could do more to promote global standards 
as a means of risk management. 

• International cooperation is crucial. 

4. It is not easy being green 

This section of the report explores how regulators have 
addressed the concept of ‘greenwashing’ in capital markets 
and asset management, and looks at what more is needed to 
do in order to mitigate the issue. 

Key findings:
• The EU sustainable finance taxonomy is a key step 

toward combating greenwashing through instrument 
definitions. 

• Asia is working hard to coordinate its response through 
the development of steering groups, task forces and 
international coordination agencies.

• The issue is a globally recognized problem, with countries 
as diverse as China, India, Canada and Brazil all taking 
concrete steps toward combating greenwashing through 
regulatory initiatives. 



6 March 2021

5. Keeping score: How to regulate the 
ratings 

This section of the report discusses the role that regulators 
should play in the supervision of issuers of ESG ratings such 
as rating agencies and index providers, and whether these 
institutions need to be made more accountable. 

Key findings:
• ESG ratings are a crucial part of investors’ decision-

making process, and agencies should be responsible for 
their accuracy. 

• Initiatives such as the IOSCO working group are making 
progress in finding common ground at an international 
level. 

• Data is now one of the most urgent needs within the 
sustainable finance sector, and data quality should be 
treated as a priority by regulators. 

6. Looking ahead: Harnessing data to regulate 
the future 

This section of the report discusses how forward-looking 
tools such as scenario analysis can assist in the development 
of relevant, effective financial regulatory frameworks to 
allow for the management and mitigation of climate risk and 
growth of responsible investment. 

Key findings:
• Data analysis is increasingly important but while tools are 

being used more widely, scenario analysis still has a long 
way to go as a method of engaging regulatory action. 

• Forward-looking scenarios are highly uncertain, and 
many regulators are still wary of their challenges and 
accuracy. 

• Climate stress tests are one of the most popular forms, 
and are in the process of being developed by at least 18 
financial authorities. 

7. Changes afoot: Strategic and operational 
impact 

This section of the report summarizes how regulation 
can affect the strategies, activities and objectives of 
financial institutions, intermediaries, issuers and 
investors in the sustainable and Islamic investment 
sectors. 

Key findings:
• A holistic approach is important, with the emphasis on 

creating a sustainable ecosystem rather than specific 
issues. 

• Rome was not built in a day, and not everything can be 
achieved at once: the priority should be in creating a long-
term roadmap. 

• Different jurisdictions have different priorities. 

8. A real opportunity: How can we learn from 
the Islamic experience? 

This section of the report explores the capacity and 
awareness building of both SRI/ESG and Islamic finance in 
developing-country financial systems where lack of financial 
inclusion and heightened environmental degradation offer 
significant opportunities for growth: and looks at how 
regulators play a key role in convergence. 

Key findings:
• There are strong overlaps between sustainable and Islamic 

finance, primarily in the fields of poverty alleviation, 
wealth distribution, social and financial inclusion, 
environmental preservation, financial stability and 
economic growth.

• Regulators can play a role in promoting both sustainable 
and Islamic finance simultaneously. 

• Agencies such as the IsDB can be instrumental in 
forwarding this agenda and supporting member countries 
to progress in both fields. 

• A skills gap currently exists which needs to filled through 
the combined efforts of multiple stakeholders. 



7 March 2021

Leading by example: Successful regulatory 
initiatives from around the world

In this section, the panel explores examples of the most effective global regulatory initiatives that have 
led and are currently leading innovation and development in the area of sustainable and responsible 
finance and investment. Further information and case studies on specific markets can be found in 
Appendix 1. 

“The global 
community, 
comprising public 
and private bodies, 

has set out numerous initiatives 
that play an instrumental role in 
the progression of sustainable 
finance and has yielded 
significant results in the fight 
against environmental and 
social challenges,” summarized 
Emmanuel Givanakis of the 
ADGM. “The bedrock of these 
frameworks includes the widely 
acknowledged United Nations 
Sustainable Development Goals 
(SDGs), while notable global 
initiatives in this regard include 
the Central Banks and 
Supervisors Network for 
Greening the Financial System, 
the Coalition of Finance 
Ministers for Climate Action, 
the EU Technical Expert Group 
on Sustainable Finance and the 
International Network of 
Financial Centres for 
Sustainability, among others.” 

“In its 2019 policy white paper, the 
PRI identifies over 730 hard and 
soft-law policy revisions, across 
some 500 policy instruments, that 

support, encourage or require investors to 
consider long-term value drivers, including ESG 
factors,” added Will Martindale, speaking on 
behalf of the UN PRI. 

“There are multiple drivers for policy reform. 
First, policy reform can reward first movers — the investors 
that have integrated sustainability considerations in their 
investment process, sometimes at cost. Second, policy 
reform can create efficiencies — sustainable finance has 
evolved at speed with a wide degree of terminology and 
interpretation; policies can provide clarity. Finally, policy 
reform is necessary to close the sustainability gap — markets 
remain inconsistent with planetary boundaries.

“The PRI also identifies a 
trend towards comprehensive 
sustainable finance action 
plans, such as the Guidelines 
establishing the green financial 
system (2016) issued by the 
People’s Bank of China, in 
collaboration with six other 
government agencies, or the 
EU Action Plan on Sustainable 

Finance (2018). The action plans require policymakers to 
set out, often for the first time, how they understand the 
relationship between sustainability and finance. This tends to 
lead to further policy reform. While previous policy reforms 
tended to be reactive and sporadic, the new generation of 
policy reform recognizes that to be effective, reforms need 
to tackle multiple aspects of interconnected and complex 
capital markets.” 

Key finding:

Europe is among the 
most advanced regions 
in terms of strength of 
regulation.

1
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“One of the main regulatory drives has been 
taken by the EU,” commented EU MP Paul 
Tang. “This consists of three pieces of 
legislation: 1) The Climate Benchmarks 

Regulation to provide investors with a sustainable 
benchmark for their investments, 2) The disclosure 
regulation to oblige financial market participants to disclose 
sustainability information, including adverse impact, of their 
investment products, and 3) 
The taxonomy regulation, 
which creates a set of 
economic activities that are 
environmentally sustainable, ie 
investments in which can be 
seen as sustainable. Earlier 
efforts by French regulators to 
create obligatory disclosures 
for financial market 
participants were also highly 
effective. They indicated a 40% 
reduction in the financing of 
fossil energy companies.”  

Grace Hui of the HKEX also pointed to the 
landmark Paris Agreement as one of the key 
elements in the move toward successful 
sustainable finance regulation. “It made 

committed countries and relevant regulatory bodies consider 
[the] impact of climate change to investments and in turn 
led to a number of regulatory initiatives fueling the 
innovation and development of sustainable and responsible 
investment. For example, members of the 
Network for Greening the Financial System 
(NGFS) contributed to acknowledgment by 
central banks and supervisors that climate-
related risks are a source of financial risk and 
they have to ensure the financial system is 
resilient to these risks. Second example is the 
development of [the] Task Force on Climate-
related Financial Disclosures (TCFD), which 
NGFS recommends and encourages all 
companies issuing public debt or equity as well 
as financial institutions to disclose in line with 
the TCFD recommendations. Now the UK, 
Hong Kong and New Zealand have committed 
to mandatory TCFD-aligned disclosures in the 
near future.”  

When it comes to specific country codes, 
substantial advances are also being made. 

“In In the case of the UK and 
Japan, in particular regarding 
their strategic code frameworks, 
these encourage the institutional 

investor to look at their own strategic responsibility, vis-a-vis 
their portfolio management, and their investment in 
particular investee companies,” noted Satoshi Ikeda of the 
JFSA. “This has been a critical element to promote 
sustainable finance, because these frameworks guide 
institutional investors looking into their business risks and 
opportunities. This, combined with the work being done by 
the UN PRI, has created a powerful momentum for 

sustainable finance to grow on a global scale. 

“Finance has a key role to play in the 
transition to [a] cleaner and less 
carbon-intensive economy. Good 
regulation has an important role to 

play in this transition. We want to help market 
participants manage the risks from moving to a 
low carbon economy while capturing 
opportunities to benefit consumers,” said the FCA’s 
Nikhil Rathi. “To achieve these goals, we are 
focused on improving transparency for market 
participants and consumers, building trust in 
sustainable finance products and ensuring we 

provide the right regulatory tools [to] support firms. From 
the 1st January 2021, we introduced rules requiring premium 
listed companies to make better disclosures about how 
climate change affects their business, consistent with the 
recommendations of the Taskforce on Climate-related 
Financial Disclosures (TCFD). We will also consult in the 
first half of 2021 on extending the scope of these rules and 
also on introducing TCFD obligations for asset managers, 
life insurers and pension providers.”  

Key finding:

Asian countries 
are also pioneering 
sustainable initiatives, 
with Japan, Hong 
Kong and Malaysia all 
notable examples.  
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Stephen Nolan of the FC4S gave a concise 
description of the current global landscape. 
“Now in its third year, the FC4S assessment 
shows that ensuring an enabling regulatory 

environment remains a critical driver of sustainable finance,” 
he said. “Four out of five financial centers participating 
consider that new policy initiatives can act as a ‘positive 
enabler’ of sustainable finance. Although there are 200 
policies and regulations in place in the 24 analyzed financial 
centers, most still have room for ambitious policies to be 
developed to increase capital mobilization.

“A wide set of financial market actors (including the public 
sector) recognize the need for consistent, comparable and 
reliable climate risk data. In fact, FC4S analysis showed 
that data quality 
and availability 
is a persistent 
challenge faced 
by two-thirds of 
financial centers. 
Issues regarding 
accessibility, 
reliability, 
incompleteness, 
non-
comparability, 
as well as lack of 
necessary skills 
or analytical 
capabilities 
are currently 
hindering 
progress in 

mainstreaming sustainable finance globally. Engaging 
with local stakeholders to appeal to them with a common 
framework or language at the financial center level is 
recommended. The NGFS highlighted that strengthening 
disclosure efforts will be instrumental for improving data 
availability over time.”

Sharifatul Hanizah Said Ali of the SC 
concluded with a review of Malaysia’s own 
efforts in the area, more detail on which can be 
found in Appendix 1. “The Securities 

Commission has identified several strategies in developing a 
facilitative ecosystem for a vibrant sustainable and 
responsible investment (SRI) market in Malaysia, including 

green bond market. In 
pursuing this, the capital 
market is guided by the 5i 
strategies covering 
Instruments, Issuers, 
Investors, Internal 
Governance Culture and 
Information Architecture, 
which were first introduced 
by the SC in 2014. 

“The launch of the five-year 
Sustainable and Responsible 
Investment Roadmap for the 
Malaysian Capital Market 
(SRI Roadmap) in 2019 
further reinforced these 
strategies.” 

Key finding:

National regulators have introduced or 
periodically strengthened ESG expectations 
in recent years while in parallel, multilateral 
organizations such as the OECD, IOSCO, 
IOPS, G7 and G20 have begun to issue 
ESG guidance or incorporate sustainability 
in financial workstreams, suggesting the 
introduction of minimum globally adhered-
to standards.
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Setting the pace: How can regulators take 
the lead? 

In this section, the panel looks at what role regulators can play in terms of leadership, guidance and 
enforcement when considering the definition of sustainable finance and investment products, and asks 
whether there could be lessons learned from Islamic finance and investment. 

“There are three main reasons 
for governments to take a 
leading role in this field,” 
asserted Tang. 

“Firstly, so far there has been a clear market 
failure to develop sound and universal 
standards in this field. This seems logical 
as the matter at hand is extremely complex 
and untransparent. For example, in the field 
of rating agencies, sustainability ratings of 
the same companies often vary widely. This 
means it is challenging for investors to find 
out what companies are truly sustainable. 
In setting clear standards, governments can 
promote the development of sustainable 
finance. Secondly, there are coordination 
problems. For example, any one individual 
investor can only become sustainable if they 
have the correct data from companies, which 
is hard to come by. Government action to 
create the critical mass for the development 
of a sustainable finance infrastructure may 
be necessary to lift the sector off the ground. 
Thirdly, defining what is sustainable can be a rather political 
exercise in which the interests of [the] people and planet 
need to be combined. Leaving this up to the market alone 
would thus not create politically optimal solutions.” 

Most regulators agree that a taxonomy, such as that recently 
implemented by the EU, is a positive path forwards in terms 
of defining what is meant by sustainable investments— and 
several are already in the process of creating their own 
versions. 

“It is of fundamental 
importance for 
policymakers to establish 
frameworks and develop an 

ideal environment in which financial 
institutions may operate so that the 
necessary funding opportunities may be 
provided to sustainable projects. To 
achieve this, urgent progress and positive 
action are needed as firms will be wary 
of entering into a new sector where the 
regulatory landscape is still nascent,” 
noted Givanakis.

“ADGM is fortunate to be operating 
under recognized international 
standards and the application of 
[the] English common law, which 
serve as the building blocks that have 
enabled its development as a widely 
recognized and trusted international 
financial center. Financial 
institutions based in ADGM are 
readily able to understand the laws, 
rules and regulations necessary to 
meet and understand the standards 
that are expected, with certainty of 
outcome. 

“Under Pillar 1 of ADGM’s 
Sustainable Finance Agenda (see 
Appendix 1), we are developing 
a taxonomy and enhancing our 
disclosure regime while striving 
to also enhance our governance 
standards specifically to address 
sustainability. Our goal is to take the 
certainty firms have in operating 

at ADGM and extending that to sustainable finance. 
By establishing robust standards and requirements, we 
encourage continuous market development and provide 
certainty that players are operating under a clear and level 
playing field. 

“There are many parallels to draw between Islamic finance 
and sustainable investing, and this has been leveraged across 
various regional and local institutions. An increase in the 
issuance of green Sukuk, defined as Shariah compliant 

Key finding:

So far, we have not 
yet achieved the 
development of a 
universally accepted 
set of standards, due 
to the complexity 
of the issue at hand. 
Regulators need to take 
the lead here, because 
leaving it up to free 
market forces will not 
necessarily create an 
optimal solution. 

2
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bond-like investments 
in sustainable assets, as 
well as an enhanced focus 
on the development of 
sustainable Islamic financing 
frameworks by regulators in 
the MENA region, is further 
testament to this trend.” 

But it comes with a caveat.

“I am not sure 
that every 
regulator will 
follow the 

example of the EU,” warned 
Ikeda. “But even in the US, 
there are already regulations 
over what kind of a name a 
particular fund can use. I 
think there is certainly room 
for intervention by 
regulators to supervise what 
kinds of investments 
particular funds are allowed to make 
when using these labels, such as ESG 
or sustainable. And I think we need 
universal tools to address that issue. 
However, the taxonomy approach is a 
very detailed, precise, classification 
system and it is not necessarily the 
only solution. Alternatives could 
perhaps rely on a more principles-
based approach, which could be 
appropriate in certain national 
contexts. But either way, there is 
certainly a need for regulation from 
an investor protection perspective.” 

“At first, sustainable finance policy was typically 
voluntary or ‘comply or explain’. This led some 
investors to challenge the assertion that ESG 
integration is a requirement, particularly in 

North America. The 2016 Canada Pension Benefits Act, for 
example, requires pension plans to publish information as to 
whether ESG factors are incorporated into the plan’s 
investment policies,” explained Martindale. 

“However, more recent sustainable finance policy measures 
are explicitly designed to remove ambiguity around the 
relationship between sustainability and finance. For 
example, changes to the UK Occupational Pension Schemes 
(Investment) Regulations in 2019 explicitly clarified that 
ESG issues should be considered by schemes. The EU’s 
Regulation on sustainability-related disclosures in the 

financial services sector (2019) requires investors 
to disclose how sustainability risks are integrated in 
investment processes. The PRI supports this clarification 
and urges policymakers to do so in regulation.”

The UN PRI is currently working with regulators to 
consider real economy sustainability outcomes in 
regulation, as well as sustainability risk. This emerging 
trend of looking beyond financial risks is reflected in 
France’s Autorité des marchés financiers (AMF) 2018 
roadmap (which sets out how it plans to supervise 
and promote the French sustainable finance market), 
the EU’s agreement in March 2019 that the European 
Supervisory Authorities should work to actively 
promote sustainable finance and the EU investor 
disclosures regulation (2019).

In addition to requiring ESG integration, the EU regulation 
on sustainability-related disclosures in the financial services 
sector requires financial institutions and financial advisors to 
publish a statement on how they consider principal adverse 
impacts of investment decisions on sustainability factors. 

This is on a ‘comply or explain’ basis for firms under 500 staff 
and is mandatory for those above. For investors it would 
include: 

• Policies on the identification and prioritization of 
principal adverse sustainability impacts 

• A description of the principal adverse sustainability 
impacts and of the actions taken 

Key finding:

The recent EU 
Taxonomy 
is widely 
viewed as a 
landmark step 
in regulating 
sustainable 
finance. 
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• Summaries of 
engagement policies, 
and 

• A summary of 
adherence to standards 
for due diligence and 
reporting, and where 
relevant, the degree 
of alignment with 
the Paris Climate 
Agreement. 

An alternative approach is demonstrated by Malaysia, which 
has taken a pioneering stance through the use of financial 
incentives to encourage the development of its sustainable 
capital market.

“The Malaysian government has been very 
supportive in developing sustainable finance 
and investing, drawing from the success of 
incentives and tax exemptions on Islamic 

financing products,” explained Sharifatul. 

“To further encourage sustainable finance, the government 
of Malaysia in its budget proposal in November 2020 
announced measures to further support Malaysia’s 
advancement in developing its sustainable finance 
ecosystem. To facilitate the issuance of sustainable Sukuk 
and bonds, the SC’s SRI Green Sukuk Grant (now renamed 
the SRI Sukuk and Bond Grant Scheme), has been extended 
to cover not just green Sukuk but all types of SRI Sukuk and 
bonds. The grant is aimed to encourage more companies to 

finance not only green, 
but also social and 
sustainability projects. 
This is an expansion 
of the existing RM6 
million (US$1.5 
million) Green SRI 
Sukuk Grant Scheme 
introduced in 2018 
and administered 
by Capital Market 
Malaysia to incentivize 
the issuers of such 

Sukuk on the external review costs. Further, the tax 
exemption on this grant has been extended for a five-year 
period ending 2025. Meanwhile, the existing tax deduction 
on issuance costs of SRI Sukuk approved by or lodged with 
the SC has been extended till end 2023. 

“The government will also continue to fund the Green 
Technology Financing Scheme 3.0 or GTFS3.0 with a fund 
size of RM2 billion (US$495 million) for two years up to 
2022 which will be guaranteed by Danajamin Nasional 
(Malaysia’s national financial guarantor) to encourage the 
issuance of SRI Sukuk. The GTFS is a special financing 
scheme that was first introduced in 2010 by the government 
to support the development of green technology in Malaysia. 

“The continued extension signifies evidence of Malaysia’s 
strong proposition as an innovative center for sustainable 
finance and investment, and reinforces the SC’s commitment 
as an ‘enabler’ in driving the green agenda.”

Key finding:

Recent sustainable finance policy 
measures are explicitly designed to remove 
ambiguity around the relationship between 
sustainability and finance, with the EU’s 
sustainability-related disclosure regulation a 
key example. 
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Coming together: Joining forces to create 
global standards 

In this section, the panel explores how regulators can identify and define commonalities among global 
sustainability disclosure and reporting standards in order to achieve effective and coordinated ESG 
regulatory and supervisory frameworks. 

The private sector has led the development of a framework 
for climate financial reporting, most influentially through 
the Task Force on Climate-related Financial Disclosures 
(TCFD). According to the TCFD 2020 status report, there 
are more than 
1,500 supporting 
organizations (up 
85% from 2019) 
representing 
a market 
capitalization 
of over US$12.6 
trillion and 
institutions 
responsible for 
assets of US$150 
trillion. Investor 
demand for 
companies to 
report in line with 

the TCFD recommendations has also grown, and over 110 
regulators and governmental entities, including the Central 
Banks and Supervisors Network for Greening the Financial 
System, are now members.

Other global initiatives include:
1. TNFD — Similar to the TCFD, the Task Force on Nature-

related Financial Disclosures, which is due to be fully 
established by the third or fourth quarter of 2021, aims 
to “create resilience in the global economy by redirecting 
flows of finance at scale towards nature-positive activities 
to allow nature and people to flourish”.

2. NGFS — The Network of Central Banks and Supervisors 
for Greening the Financial System “defines and promotes 
best practices to be implemented within and outside of the 
membership of the NGFS and conducts or commissions 
analytical work on green finance”.

Key finding:

The Task Force on 
Climate-related 
Financial Disclosures 
(TCFD) is one of 
the most widely 
accepted sets of global 
guidelines, but there is 
still further to go. 

3
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3. The IPSF — the International Platform on Sustainable 
Finance is a network of countries, initiated by the EU, 
working together to scale up the mobilization of private 
capital toward environmentally sustainable investments.

4. TEG Final report on EU Taxonomy — In its final report, 
the Technical Expert group provided common design 
principles for international taxonomy harmonization. 

But there is still some way to go. 

“The TCFD’s recommendations are not a 
corporate reporting standard. They 
promote transparency, but they also 
aim to drive organizational change to 

better manage climate-related financial risks and 
opportunities. To deliver the consistency and 
comparability of corporate reporting that the 
market needs, it will be important to build on, and 
complement, the TCFD’s recommendations by 
introducing a reporting standard. In a global 
financial market, we think this should be a 
common international standard,” noted the UK’s 
FCA. 

“In recent months, there has been important 
progress towards a common international standard. An 
important milestone was the publication of a consultation 
paper by the Trustees of the International Financial 
Reporting Standards (IFRS) Foundation in September 2020. 
This consultation paper seeks feedback on a proposal to 
establish a Sustainability Standards Board to sit alongside the 

International Accounting Standards Board.
“We published our response to the Trustees’ consultation 
in November 2020, indicating our strong support for this 
proposal. We think that the IFRS Foundation is a natural 
candidate to take on a standard-setting role here, given its 
widespread market acceptance and public accountability.

“We see considerable benefit in integrating standard-setting 
for financial and non-financial reporting under a common 
architecture. This would help to address the concern that 
there is often a disconnect between companies’ narrative 
reporting on climate-related matters and quantified climate-
related impacts in the financial statements.

“Along with colleagues at the International Organization of 
Securities Commissions (IOSCO), we have been engaging 
actively with both the IFRS Foundation’s proposals and other 
promising industry initiatives in this area. These include 
the harmonization work of an alliance of leading voluntary 
sustainability standard-setting organizations.

“To date, these initiatives have been progressing in parallel. 
We aim to play our part, including through IOSCO, to bring 
these initiatives together and drive them forward in a way 
that will best meet the needs of capital markets, and serve 
the public interest.” 

Ikeda gave an insight into the Japanese model. 
“Many Japanese companies use the framework 
of the GRI global reporting initiative, which 
guides a certain approach to the corporate 

social responsibility report,” he explained. “Also, many 
Japanese companies adopt the integrated reporting 
framework by IRC. So we tend to rely on voluntary 
international initiatives for sustainability reporting in Japan. 
We are trying to encourage Japanese corporations to reflect 
their disclosure element, which is reported through their 
integrated reporting, or sustainability report. We also have 
high hopes of an IFRS initiative to create a global unified 
sustainability reporting board to emulate the success of 
IFRS. I think if that comes through, it will be a very 
significant move in terms of converging global sustainability 
reporting.” 

Key finding:

The International Financial Reporting 
Standards (IFRS) Foundation is working to 
establish a Sustainability Standards Board to 
sit alongside the International Accounting 
Standards Board, which could be a game-
changer.
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Apart from voluntary reporting frameworks, some 
jurisdictions have also established their own regulations 
and guidance, further advancing disclosure and risk 
management. For instance:

• The EU disclosure regulation for the financial services 
sector: The EC rules require large companies to publish 
regular reports on the environmental and social impacts 
of their activities. The Non-financial Reporting Directive 
(NFRD) lays down the rules on the disclosure of non-
financial and diversity information by large companies, 
covering more than 7,000 companies in the EU, including 
listed companies, banks, insurance companies, etc. The 
NFRD has pioneered the use of the ‘double materiality’ 
concept, which understands materiality as a continuum 
along which different issues, impacts and information 
may evolve. In other words, issues or information that 
are material to environmental and social objectives may 
develop to have financial consequences over time. In 
February 2020, the EC launched a public consultation on 
the review of the NFRD.

• The Australian Securities and Investments Commission’s 
updated regulatory guidance to formally include climate 
risk as one that issuers should consider disclosing.

• China’s mandatory ESG disclosures for listed companies 
and bond issuers.

• The Hong Kong Securities and Futures Commission’s 
guidance on enhanced disclosures for green or ESG funds

• The Canadian Securities Administrators’s issuance of Staff 
Notice 51-358 on Reporting of Climate Change-Related 
Risks.

• Brazil’s central bank’s guidance on environmental and 
social risk disclosures for financial institutions. 

“Governments could raise awareness of the 
importance of sustainable finance, and 
specifically of climate risk management. As 
disclosure of relevant alignment information is 

necessary for an adequate risk management strategy, the 
need to develop and report relevant sustainability metrics 
would be in this sense, encouraged,” suggested Nolan. 

“In order to have your voice heard in this 
discussion, a proactive attitude is key. Without 
it, you risk becoming a standard taker, without 
sufficient influence in their adoption,” warned 
Tang.

For now, an important element is international cooperation 
between markets, in order to share knowledge and 
experience. 

“A key pillar under the ADGM Sustainable 
Finance Agenda is collaboration,” agreed 
Givanakis. “We do not believe that working in 
isolation will get us very far. To achieve the 

significant and important goals under the SDGs and Climate 
Change Agenda, we need to bring people together to build 
upon a common understanding, a shared vision and agree 
on a way in which we can all work together to tackle these 
issues.

“Looking at the UAE, the ADGM has formed a core 
working group with the central bank, the Securities and 
Commodities Authority, the stock exchanges, including the 
Abu Dhabi Securities Exchange and Dubai Financial Market, 
and the Ministry 
of Climate 
Change and 
Environment to 
collaborate on the 
ideal regulatory 
approach to 
sustainable 
finance including 
taxonomy, 
disclosure and 
governance.

“At an international level, [the] ADGM is a member of the 
International Organization of Securities Commissions, 
the Basel Committee and the International Association 
of Insurance Supervisors. We have been engaging with 
European counterparts on the development of the European 
taxonomy and looking at the work undertaken by the 
Chinese market. We are forming relationships through our 
participation in global bodies, such as the Financial Centres 

4 Sustainability and Emirates Nature–
WWF, and looking at entering [into] 
partnerships with UN agencies.

“We believe it is extremely important 
to action a harmonized approach to 
taxonomy and align with international 
standards on issues such as certification 
and impact measurement. We will 
continue to work with others to take these 
issues forward.”

Key finding:

Governments could 
do more to promote 
global standards 
as a means of risk 
management. 
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Asia is another region which is taking the lead when it 
comes to global collaboration. 

“We believe in [the] public sector working 
closely together and with the private sector,” 
affirmed Hui. 

Last year, the Hong Kong Monetary Authority and 
the Securities and Futures Commission initiated the 
establishment of the Green and Sustainable Finance Cross-
Agency Steering Group (Steering Group). Other members 
are the HKEX, the Environment Bureau, the Financial 
Services and the Treasury Bureau, the Insurance 
Authority and the Mandatory Provident Fund 
Schemes Authority. The Steering Group aims 
to coordinate the management of climate and 
environmental risks to the financial sector, 
accelerate the growth of green and sustainable 
finance in Hong Kong and support the government’s climate 
strategies. Action points of the plan include:

• Climate-related disclosures aligned with TCFD 
recommendations which will be mandatory across relevant 
sectors no later than 2025.

• The aim to adopt the Common Ground Taxonomy by the 
International Platform on Sustainable Finance Working 
Group on Taxonomies co-led by China and the EU.

• Support the International Financial Reporting Standards 
Foundation’s proposal to establish a new Sustainability 
Standards Board for developing and maintaining a global, 
uniform set of sustainability reporting standards.

• Promote a climate-focused scenario analysis.

• Establish a platform to act as a focal point for financial 
regulators, government agencies, industry stakeholders 
and the academia. 

And in Southeast Asia, Malaysia has taken the lead in 
developing a cross-border approach to sustainability 
standards. 

“Currently, there has been traction for 
regulators in identifying commonalities among 
global sustainability disclosure and reporting 
standards,” noted Sharifatul. Bursa Malaysia, 

the country’s national stock exchange, strongly encourages 
listed issuers to address the TCFD recommendations in their 
annual reports. In addition, Bank Negara Malaysia and the 
SC are jointly working on developing an application guide 
on climate-related disclosures based on TCFD 
recommendations.

The SC, through its role as the co-chair of the ACMF’s 
Sustainable Finance Working Group, was involved in the 
development of the ASEAN Green Bond Standards (ASEAN 
GBS), ASEAN Social Bond Standards and the ASEAN 
Sustainability Bonds Standards (the three standards are 
collectively referred to as the ASEAN Standards), introduced 
in 2017 and 2018.

The set of ASEAN Standards, which are aligned with the 
International Capital Market Association (ICMA)’s Green 
Bond Principles, Social Bond Principles and Sustainability 
Bond Guidelines, aim to develop a green and sustainable 
asset class to meet the region’s sustainable infrastructure 
needs.

Pursuant to this, the ACMF has seen through the launch of 
a complete suite of standards to accelerate the development 
of sustainable finance in the region. These sustainable 
standards also mark the emergence of a new sustainable 
asset class for ASEAN.

The ACMF’s efforts to promote sustainable finance for 
the next five years will be guided by the Roadmap for 
ASEAN Sustainable Capital Markets, whose final actionable 
recommendations were endorsed by the ACMF Chairs 
Meeting on the 9th March 2020. 

In May 2020, the ACMF also published its Roadmap for 
ASEAN Sustainable Capital Markets, which is a five-year 
vision to develop an open and vibrant ASEAN capital 
market ecosystem that facilitates and mobilizes private 
sector capital in the financing of sustainable projects. 

Key finding:

International cooperation is crucial. 
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It is not easy being green 
This section of the report explores how regulators have addressed the concept of 
‘greenwashing’ in capital markets and asset management, and looks at what more is 

needed to do in order to mitigate the issue. 

All the panelists agreed that greenwashing was an issue, 
with most regions now taking concrete steps to address the 
challenge through regulation. 

“By ensuring there is sufficient transparency in 
the standard-setting process you give citizens 
and civil society the ability to fully participate 
in the discussion,” emphasized Tang. “This 

helps to arrive at the best possible standards and prevents 
discussions being captured by special interests.”

“The development of taxonomies clarifies local 
requirements for a project to be classified as 
‘green’ or ‘sustainable’, benefiting investors, who 
understand which financial products and 

activities align to the criteria it defines and to what degree; 
corporates, which align their businesses with sustainability 
goals, and also supervisors, who get informed about 
sustainable finance activities that have been developed,” 
added Nolan. 

As part of the 
EU’s 2018 Action 
plan on financing 
sustainable growth, 
the commission 
committed to a 
number of legislative 
actions which, 
among other 
things, reduce 
‘greenwashing’. 

Examples include: 
•	 The new EU sustainable finance 
taxonomy, released in early March 
2020, which sets performance 
thresholds which will help parties 
to access green financing as well 
as identifying activities which are 
already environmentally friendly. 
This will assist in determining the 
environmental impact on a consistent 
basis in the EU and beyond for the 
future. Particularly, it sets out six 
different types of environmental 
objectives with economic activities 
that qualify as sustainable activities. In 
addition to complying with technical 
screening criteria for each of the six 
objectives, for an activity to qualify as 

an environmentally sustainable one, the activity must not 
significantly harm any of the environmental objectives 
and it must be carried out in compliance with a number 
of minimum social and governance safeguards as referred 
to in the taxonomy regulation.  

•	 China has a Green Industry Guidance Catalogue (2019) 
that defines and classifies green industries and projects, 
a draft Green Bond Endorsed Project Catalogue (2020) 
which will serve as a reference basis for green bond 
approval and registration and an SDG Finance Taxonomy 
(2020). 

•	 Other countries which are developing initial steps toward 
a national taxonomy are the following:  

→ Canada is working toward a framework for sustainable 
finance and a taxonomy that could help redirect 
financing toward green or low carbon transition 
activities. 

→ Malaysia’s central bank plans to issue a climate 
change and principle-based taxonomy this year, to 
help financial firms classify economic activities that 
contribute to rising global temperatures. 

→ India has also identified the need to develop a 
sustainable finance taxonomy.  

→ The G20 summit in Osaka (2019) opened the doors for 
proactive regulatory action in Japan, notably the pursuit 
of a Japanese equivalent of the EU sustainable finance 
taxonomy.  

Key finding:

The EU sustainable 
finance taxonomy 
is a key step 
toward combating 
greenwashing through 
instrument definitions. 

4
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→ Under the leadership of 
the National Treasury, 
the International Finance 
Corporation, the National 
Business Initiative and 
Carbon Trust are working 
to develop the first 
national Green Finance 
Taxonomy for South 
Africa. 

International bodies are 
already now analyzing to 
what extent their frameworks are equivalent, and aiming 
to identify best practices. Some initiatives to facilitate the 
alignment of different standards and reporting frameworks 
include the following:

•	 The Corporate Reporting Dialogue report in September 
2019 concluded that CDP, CDSB, GRI, IR and SASB 
are well aligned with the TCFD’s 11 recommended 
disclosures, which are comprehensively covered by 
the frameworks and standards. Specifically, 80% of the 
TCFD’s 50 illustrative metrics are fully or reasonably 
covered by CDP, GRI and SASB indicators. 

•	 In July 2020, a Collaboration Agreement between GRI 
and SASB with the purpose of providing clarity to data 
users on how the standards can be used together was 
announced. This accord includes specific collaboration 
materials to increase understanding of how the standards 
may be used, and examples based on real-world reports. It 
is expected that this effort leads to further collaborations.

•	In September 2020, CDP, CDSB, GRI, 
IIRC and SASB issued a Statement of Intent 
to Work Together Towards Comprehensive 
Corporate Reporting, to provide joint market 
guidance, a joint vision of a coherent and 
comprehensive corporate reporting system 
and to demonstrate, through ongoing and 
deeper collaboration, a joint commitment 
to drive toward these goals. 

•	In November 2020, SASB and IIRC 
announced that they plan to merge into 
one organization, the Value Reporting 

Foundation, to work toward a comprehensive reporting 
framework. 

Moreover, CDSB, CDP and global experts have developed a 
digital version of the CDSB Reporting Framework and the 
CDP information request as the new standard for climate 
change reporting aimed at investors. 

•	 The eXtensible Business Reporting Language (XBRL) is an 
open market-driven global standard for exchanging and 
communicating business information. 

The UK is also taking steps to combat the problem. 

“As this market grows, we want to ensure that 
consumers can trust sustainable products. To 
do this, firms need to be clear on their 
obligations around the design, delivery and 

disclosure of sustainable products. And consumers should 
receive the right information and advice,” commented Rathi. 
“In the funds space, we have been considering measures to 
combat potential ‘greenwashing’. We have developed a set of 
principles to help firms interpret existing rules requiring that 
disclosures are 
‘fair, clear and not 
misleading’, 
including when 
they submit new 
products to us for 
authorization. 

“Better disclosures 
will, in turn, 
help consumers 
understand and 
compare the 
products they 
are offered. We 
will shortly start 
discussing these 
principles with 
industry with a 
view to finalizing 
them in 2021.”

Key finding:

Asia is working hard to 
coordinate its response 
through the development 
of steering groups, task 
forces and international 
coordination agencies.

Key finding:

The issue is a globally 
recognized problem, 
with countries as 
diverse as China, 
India, Canada and 
Brazil all taking 
concrete steps 
toward combating 
greenwashing through 
regulatory initiatives. 



19 March 2021

Case Study 1: Hong Kong
“Regulators have a role to play to ensure there is no 
misrepresentation of a product that is labeled as sustainable 
or green,” asserted Hui. “Investors should not be lured into 
investing [in] a green product that is not actually green (ie 
greenwashing).”

Last year, Hong Kong’s Securities and Futures Commission 
(SFC) issued a consultation paper (the Consultation 
Paper) on proposed amendments to the Fund Manager 
Code of Conduct that would require fund managers to 
consider climate-related risks in their investment and risk 
management processes. The amendments would also require 
fund managers to make appropriate disclosures to meet 
investors’ growing demands for climate risk information and 
to combat greenwashing.

The Consultation Paper builds upon the SFC’s December 
2019 ‘Survey on Integrating Environmental, Social and 
Governance (ESG) Factors and Climate Risks in Asset 
Management’, which found that many asset managers 
consider ESG factors in some fashion, but they fail to 
take a consistent approach in disclosing and integrating 
climate-related risk factors into investment processes. The 
proposals in the Consultation Paper seek to address these 
gaps and align practices in Hong Kong with international 
developments.

On the 1st December 2020, the HKEX launched STAGE, 
which stands for Sustainable and Green Exchange. It is Asia’s 
first multi-asset sustainable investment product platform — 
the objective is to support the fast-growing global demand 
for sustainable finance.

At the heart of the STAGE platform is an online product 
repository, which features sustainable-themed products from 
leading Asian corporates. These HKEX-listed sustainable 
products include sustainability, green and transition bonds 
from issuers across a variety of sectors as well as ESG-
related exchange-traded products. Over time, the scope of 
the product repository will increase across asset class and 
industry, in Hong Kong and beyond.

STAGE will allow issuers to provide investors with more 
information on their sustainable investment products, 
promoting transparency and facilitating access. Issuers 
included on STAGE must provide additional voluntary 
disclosures on their sustainable investment products, such as 
the use of proceeds reports, as well as annual post-issuance 
reports.

This additional information will enable investors to access 
a trusted, easy-to-use platform for the region’s fast-growing 
‘green sector’. At the same time, the data will act as a benchmark 
for issuers seeking to raise funds for their sustainable projects, 
and will also contribute to the standardization of sustainability 
metrics.
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Case Study 2: Malaysia

“As the capital market continues to witness product 
development and innovation to help address climate 

change, capital market players will face challenges in 
identifying what is green,” said Sharifatul. “It is important 
for the regulator to provide the necessary framework to 
guide the market in using the green label and mitigating the 
risk of greenwashing.”

At the ASEAN level, under the ACMF, regulators of 
member countries have started to introduce frameworks 
that are applicable throughout the region. One of the 
earliest initiatives to address greenwashing was through the 
introduction of the ASEAN GBS. The ASEAN GBS is an 
initiative that facilitates ASEAN capital markets in tapping 
green finance to support sustainable regional growth and 
meet investor interest for green investments. 

As the green bond market in ASEAN is still quite nascent 
and given the different levels of market development, 
economic priorities and sophistication of market 
participants, the ACMF recognizes the need for more 
guidance for the region. As such, while the ICMA has 
provided broad principles under the Green Bond Principles, 
the ASEAN standards aim to provide more specific guidance 
on how the ICMA’s principles are to be applied across 
ASEAN in order for these bonds to be labeled as ASEAN 
green. The following are measures incorporated into the 
ASEAN GBS in reducing the risk of greenwashing:

A. Negative screening: The introduction of a negative list 
into the relevant guidelines or regulations might be one 
way to avoid the risk of greenwashing. When the ACMF 
first developed the 
ASEAN GBS, it was 
decided that fossil 
fuel power generation 
projects be excluded to 
ensure that the ASEAN 
label was protected 
from instances of 
greenwashing.

B. Periodic reporting: 
Issuers of ASEAN GBS 
are also encouraged 
to produce frequent 
reporting to increase 
transparency on the 
actual allocation of 
proceeds. This can 
also reduce the risk of 
greenwashing as there 
will be continuous 
disclosure of the actual 
allocation of proceeds. 

C. Qualified external reviewers: It is crucial to ensure that 
external reviewers appointed have the relevant expertise and 
experience in the area which they are reviewing. By making 
their credentials and scope of review conducted publicly 
accessible, this will contribute toward awareness creation 
and increased investor confidence.

In addition, the following are some measures to mitigate 
against greenwashing:

Disclosure of SRI fund investment strategies: In 
encouraging more asset managers to embrace SRI, the SC 
has introduced the Guidelines on SRI Funds in 2017, which 
provide guidance on the disclosure requirements for fund 
managers who wish to issue SRI funds. The guidelines have 
detailed out the requirements to be complied with by SRI 
funds, including additional disclosures on the sustainability 
objectives and investment policies of the funds. This includes 
the following:

•	 An SRI fund must disclose the fund’s policy and 
investment strategies, including the selection, retention 
and realization of its investments 

•	 The SRI fund must disclose its policies and processes 
to deal with such events where the fund’s investments 
become inconsistent with its investment strategies and 
policies, and 

•	 The management company or fund manager, where 
applicable, must disclose steps that will be taken to ensure 
that the overall impact of the investments of its SRI fund 
is pursuant to sustainability considerations.
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“The role of credit ratings 
agencies is to form a view on 
the likelihood of a credit 
default of the entity, or asset, 

to be rated, known as a credit event. 
While credit ratings provide a view of 
probability default, the longer the time 
horizon of investment, the more 
uncertain the view. This is particularly 
the case for longer-term sustainability 
issues, such as climate change. It is for 
this reason that we have seen a growth in 
ESG ratings, which can be related to, but are distinct from, 
credit ratings,” noted Martindale. 

“Regulators are increasingly asking credit ratings agencies, 
ESG ratings providers and index providers to disclose 
their ESG methodologies, including in formats that can 
be understood and compared by index users, such as 
institutional investors,” 

MSCI defines an ESG rating as 
a measurement of “a company’s 
resilience to long-term, industry 
material environmental, 
social and governance risks”. 
Increasingly, investors have 
used both the credit rating and 
the ESG rating in investment 
decisions.

In addition, most index providers 
issue sustainability-related 

indices, for example, the FTSE ESG Indexes “provide risk/
return characteristics similar to the underlying universe 
with the added benefit of improved index level ESG 
performance”.1 

But should they be held more accountable? 

“I think we all remember the global 
financial crisis in 2008 and the criticisms 
of credit rating agencies,” pointed out 
Hui. “I believe that if investors want to 

use ESG ratings as part of [the] decision-making 
process, rating agencies and index providers should be 
held accountable for the ratings provided by them.

“Regulators certainly have a role to check 
[that] ESG rating agencies are 
performing their job well,” agreed Tang. 
“This can be done [by] creating a 

standardized format in which corporates disclose 
their data, but also through clear checks on market 
concentration.”

“In response to both regulatory and 
market demand for transparency, quality 
data is now one of the most pressing 
sustainable finance market needs,” 

explained Nolan. “The FC4S 2020 Assessment has 
shown that data quality and availability is a persistent 
challenge faced by two-thirds of financial centers. 
Issues regarding accessibility, reliability, 
incompleteness, non-comparability, as well as lack of 
necessary skills or analytical capabilities are currently 
hindering progress in mainstreaming sustainable 
finance globally. Specifically, data reliability and 

Keeping score: How to regulate the ratings
This section of the report discusses the role that regulators should play in the 
supervision of issuers of ESG ratings such as rating agencies and index providers, and 
whether these institutions need to be made more accountable. 

Key finding:

Initiatives such as the 
IOSCO working group are 
making progress in finding 
common ground at an 
international level. 

5

1 https://www.ftserussell.com/products/indices/esg 



22 March 2021

comparability problems are globally recognized as the most 
relevant barriers. 

“The FBS (2020) recognized that work by the Principles for 
Responsible Investment, has identified challenges to the 
effective integration of climate risks into credit ratings. These 
include long and uncertain time horizons, the variability 
of potential policy measures and lack of standardized or 
consistent disclosures by companies.

“Based on those 
findings, the ‘ESG 
in Credit Risk and 
Ratings Initiative’ 
was developed 
to enhance the 
transparent 
and systematic 
integration of ESG 
factors in credit 
risk analysis. 
Signatory credit 
rating agencies 
and fixed income 
investors commit 

to incorporating ESG into credit ratings and analysis in a 
systematic and transparent way. To date, the statement is 
supported by over 160 investors (with more than US$30 
trillion in collective AuM [assets under management]) and 
24 credit rating agencies.” 

“This is a really hot topic right now,” confirmed 
Ikeda, who is co-leading a work stream on the 
issue for the IOSCO. “ESG data providers are 
becoming increasingly influential in the 

decisions made by investors in the capital market. So how 
can we ensure the quality and reliability of ESG data and 
ratings, and also address the concerns around conflicting 
interests for these providers, because they often belong to 
specific financial data provider groups, and may offer 
commercial consultancy services around improving certain 
ESG-related issues, or provide paid accreditation for green 
bonds or elements along those lines? In order to avoid those 
issues, we are discussing this with the securities regulator, as 
well as relevant stakeholders, to come up with 
recommendations later this year. 

“There is certainly a 
potential argument for 
regulating ESG ratings 
providers, and ESG 
index providers. We 
could perhaps begin 
by requiring them to 
disclose their measurable 
methodologies for 
constructing their ratings, 
so that the market can 
judge which is the best 
one. That would probably 
be the initial approach.” 

Key finding:

Data is now one of 
the most urgent needs 
within the sustainable 
finance sector, and 
data quality should be 
treated as a priority by 
regulators. 

Key finding:

ESG ratings are 
a crucial part of 
investors’ decision-
making process, and 
agencies should be 
responsible for their 
accuracy. 
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Looking ahead: Harnessing data to regulate 
the future 

This section of the report discusses how forward-looking tools such as scenario analysis can assist in 
the development of relevant, effective financial regulatory frameworks to allow for the management 
and mitigation of climate risk and growth of responsible investment. 

“While disclosure 
frameworks are 
beginning to be 
introduced, the 

tools and techniques for 
evaluating sustainability risk, 
and in particular, scenarios, are 
still emerging. The job isn’t yet 
done,” said Martindale. “The 
TCFD technical supplement 
makes the case for scenario 
analysis, and introduces IEA 
and IPCC scenarios. 

“Another scenario is that 
commissioned by the UN PRI, 
titled ‘An Inevitable Policy 
Response’. The program of 
work argues that it is inevitable 
that governments will be 
forced to act more decisively than they have so far, leaving 
investor portfolios exposed to significant risk. Indeed, the 
longer the delay, the more disorderly, disruptive and abrupt 
the policy will inevitably be. The program has published 
a forecast, setting out the expected policy response, and 
quantifying the financial risks that it represents, providing 
granular analysis that breaks down the impact at the 
regional, sector and asset level.” 

“Forward-looking scenarios are highly 
uncertain,” added Hui. “The desire for 
quantification of risks is very challenging due to 
the wide range of uncertainty related to climate-

related scenarios, and hence the difficulty of assessing the 
probability and scale of impact. Many existing scenario 
models for transition risks have a narrow focus on the 
energy sector, while physical risk scenarios provide clear 
analysis of changes in greenhouse gas emissions and what 
they will mean, but are limited in the financial quantification 
of these impacts and the fact that most of the short-term 
physical risks will materialize regardless of action.

“There are options for mainstreaming environmental risk 
analysis (ERA), including developing analytical capacity and 
databases and also priority areas for integrating sustainability 
factors. These areas all require an in-depth understanding of 
environmental risks including environmental related risks 
(such as credit, legal, market and operational risks) and 

climate-related risks 
(such as damage 
caused by extreme 
weather events), and 
how environmental 
and climatic sources 
of financial risks 
can be mapped to 
physical risks and 
transition risks.

“There are 
many ERA tools 
the industry 
associations, the 
central banks 
and academic 
institutions, etc, 

could help develop and put online for easy access as well 
as ERA-related training that these institutions can provide 
online. In turn, this can also help raise awareness of the need 
for ERA.”

Regarding regulators’ use of these methodologies, the FSB 
(2020) recognizes that most financial authorities have 
engaged in awareness-raising of climate risks and many have 
surveyed the institutions they supervise to understand how 
they manage climate risk. Some other authorities have issued 
or are in the process of issuing supervisory expectations. 

Key finding:

Data analysis is 
increasingly important 
but while tools are 
being used more 
widely, scenario 
analysis still has a long 
way to go as a method 
of engaging regulatory 
action.  

6
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“Three-quarters of financial authorities are 
considering climate risks in their financial 
stability monitoring and some are starting to 
quantify those risks,” said the FSB report. “Climate 
stress tests were being developed by the Bank 
of England, Banque de France/ACPR and the 
European Central Bank (Nov.2020). Also, 15 
financial authorities have said they plan to run 
analyses along similar lines in the future, helping 
improve and refine that methodology.

“In the light of the increasing recognition that 
[the] use of this tool is necessary for accurate 
financial stability tests, international 
collaboration may prove extremely useful. 

Facilitating tools and methodologies which have been 
already put in place in different countries and regions and 
have been successfully adapted can motivate regulators from 
laggard countries in the sustainable finance agenda to 
implement them,” noted Nolan.

“The Network for Greening 
the Financial System (NGFS) 
recommends that international 
organizations, central banks 
and supervisors should consider 
supporting (by organizing or 
mobilizing research grants) 
demonstration environmental risk 
assessment projects in key sectors 
such as banking, insurance and 
asset management, and for key 
regions exposed to substantial 
environment- related risks. They 

could also support case studies to understand with more 
granularity the potential impact of physical and transition 
risks in highly vulnerable regions. 

“A relevant example of active public sector engagement is 
China’s 2017 regional green finance pilot programs in five 
provinces to enhance the role of green finance in domestic 
institutions; promote green credit, insurance and bonds; 
explore the establishment of the markets for environmental 
rights; strengthen government policies support; and 
develop green finance risk control mechanisms. The most 
fruitful case to date is Huzhou in Zhejiang Province, which 
has constructed a statistical system for green finance, 

an IT [information techmology]-based 
green financing platform and an evaluation 
standards and rating system for green finance 
applicable for green companies, projects, 
banks and services. As of June 2018, Huzhou’s 
green credit volume reached 22% of total 
financial credit issued by institutions in 
the city — that is about 9% higher than the 
national average due to the green credit policy 
incentives promoted in the city as a green 
finance pilot. As a result, the Bank of Huzhou 
has applied to be the third Equator Principles 
Financial Institution in China.”

Key finding:

Forward-looking scenarios are highly 
uncertain, and many regulators are still wary 
of their challenges and accuracy. 

Key finding:

Climate stress tests 
are one of the most 
popular forms, and 
are in the process of 
being developed by 
at least 18 financial 
authorities. 
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Case Study 3: Malaysia
“There is a growing consensus that climate change may 
present a systemic risk to financial markets. This assessment 
is also shared by the Bank for International Settlements and 
the Task Force on Climate-Related Financial Disclosure, to 
name a few,” said Sharifatul. “Climate change risk has the 
potential to trigger systemic shocks. Systemic shocks are 
more likely to materialize when asset prices do not fully 
incorporate the relevant risks — in this case, the physical 
and transition risks. Massive climate-related events or 
significant changes in legal requirements could render assets 
and even business models obsolete in a very short time 
frame.

“In Malaysia, we are beginning to see the discussion 
on forward-looking tools such as scenario analysis 
in assisting the development of relevant and effective 

financial regulatory frameworks. The ultimate aim of 
these discussions is to facilitate the financial sector in the 
management and mitigation of climate risk, and to promote 
the growth of responsible investment.”

In relation to this, the SC has collaborated with the central 
bank, Bank Negara Malaysia (BNM), in 2019 to establish 
a Joint Committee on Climate Change (JC3) to accelerate 
measures toward ensuring a smooth and orderly transition 
to a low-carbon economy. The JC3, which is co-chaired by 
the SC and BNM, also consists of the financial industry 
players from the capital market, banking and insurance 
sectors, with the objective of identifying coordinated 
solutions to address issues in building climate resilience 
within the Malaysian financial industry. Further information 
on this can be found in Appendix 2.
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Changes afoot: Strategic and operational 
impact 

This section of the report summarizes how regulation can affect the strategies, activities and 
objectives of financial institutions, intermediaries, issuers and investors in the sustainable and Islamic 
investment sectors. 

“Regulations have the potential to affect all 
financial sectors’ activities. In that sense, 
sustainable finance regulations intend to align 
financial institutions and intermediaries’ 

operations (ie activities) with sustainable development,” 
commented Nolan. “In that sense, they require that financial 
institutions’ ultimate goals and objectives consider and 
reflect those values (gender equality, climate consideration, 
environmental conservation, among others). Moreover, 
sustainable finance requires that the financial sector 
strategies and operations remain transparent and 
accountable. In this sense, regulatory measures related to 
disclosure and transparency are key to align [the] financial 
system’s incentives with country-level commitments towards 
global goals. For instance, the wide recognition of pension 
funds’ climate consideration within their fiduciary duty (as it 
has happened in Canada, South Africa, Sweden and the UK) 
showcases regulation’s potential effects.” 

So where do current regulatory priorities lie? 

Abu Dhabi: 
“As a regulator, we take a holistic 
approach to the promotion of 
sustainable practices and the 
availability of sustainable financing,” 

said Givanakis. “We recognize that not 

everything, including regulations can be 
delivered all at once and these concepts 
are iterative, to an extent.  We intend to 
not just focus on green issues but are 
keen to develop a sustainable finance 
framework and sector that can support a 
broad range of industries and 
sustainability goals. We look at these 
issues through a regulatory lens and aim 

to encourage innovation, seek to collaborate and align our 
efforts with that of international standards and best practice. 
We want to give certainty and create an environment where 
investors can be confident in making investments and 
sustainable projects are provided the necessary financial and 
operational support.”

Hong Kong:
“The Hong Kong Monetary Authority (the 
HKMA) has published a white paper outlining 
its initial views on the supervisory expectations 
for authorized institutions (AIs) in addressing 

climate-related issues. The development of the supervisory 
expectations forms part of the work envisaged under Phase 2 
of the three-phased approach introduced by the HKMA in 
May 2019, which is aimed at encouraging the adoption of 
green and sustainable banking in Hong Kong,” said Hui. 

Key finding:

A holistic approach is 
important, with the 
emphasis on creating a 
sustainable ecosystem 
rather than specific 
issues.  

Key finding:

Rome was not built in a day, and not 
everything can be achieved at once: the 
priority should be in creating a long-term 
roadmap. 

7
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“The HKMA 
is proposing to 
launch a formal 
consultation 
in the first half 
of 2021 on its 
supervisory 
expectations. 
In addition, the results from the first round of assessments 
under the Common Assessment Framework (to be received 
in August 2020) and industry feedback from relevant 
working groups will also facilitate the HKMA in refining its 
supervisory expectations.

“The HKMA has distilled its supervisory expectations into 
nine guiding principles across four categories, covering: 
(i) governance, (ii) strategy, (iii) risk management and 
(iv) disclosure. The guiding principles are intended to be 
applicable to all AIs, having regard to the AI’s size, nature of 

business, complexity of operations and stage of development 
in its capability in addressing climate-related issues.”

Malaysia: 
“[The] SC has issued several frameworks since 
2014, not only to set the parameters for each 
new SRI asset class introduced, but to also 
provide guidance to the market participants. 

This ensures that regulatory requirements are in place to 
facilitate orderly development of the market,” said 
Sharifatul.

“The Revised SRI Sukuk Framework has expanded the list 
of eligible SRI projects, enhanced disclosure and reporting 
requirements, and clarified the role of [the] external 
reviewer.” 

Key finding:

Different jurisdictions 
have different 
priorities. 



28 March 2021

A real opportunity: How can we learn from 
the Islamic experience?  

This section of the report explores the capacity and awareness building of both SRI/ESG and Islamic 
finance in developing-country financial systems where lack of financial inclusion and heightened 
environmental degradation offer significant opportunities for growth: and looks at how regulators 
play a key role in convergence. 

Sustainable finance practices are inherently related to the 
principles of Islamic finance. There are strong overlaps 
between different facets of environmental sustainability 
and Islamic values. These principles aim for poverty 
alleviation, wealth distribution, social and financial 
inclusion, environmental preservation, financial stability and 
economic growth, hence sharing sustainable finance’s main 
objectives. In this sense, many green energy projects have 
been financed through sovereign Sukuk. Thus, Islamic and 
sustainable finance can benefit from increased awareness of 
the relevance of socially and environmentally responsible 
investment. 

“Regulators’ role in countries where lack of 
financial inclusion and heightened 
environmental degradation are a concern can 
be simultaneously promoting Islamic 

and sustainable finance,” stressed Nolan.

“In 2019, the Islamic Development Bank (IsDB) 
issued its Sustainable Finance Framework to 
support its member countries in the achievements 
of their SDGs by providing finance to their 
green and social projects. Under this framework, 

the IsDB aims to promote the issuance of Sukuk to 
finance sustainable investment in a socially responsible 
and transparent manner while diversifying its sources of 
funding.2  

“FC4S analysis has found that a significant sustainable finance 
skills gap exists in financial markets. Overcoming it requires 
effort from governments, industry, educational systems and 
financial centers. There is a need to develop and implement 
education programs and professional training on sustainable 
finance and to ensure that existing curriculums and 
professional development offers cover the required skill sets.

“As evidence suggests that awareness of Islamic banking 
products and services has been low in some countries, there 
is also an overlap in the capacity-building exercise that 
policymakers and regulators must engage in.” 

Key finding:

Regulators can play a role in promoting 
both sustainable and Islamic finance 
simultaneously. 

8

2 UNEP Finance Initiative (2021), Promoting Sustainable Finance and Climate Finance in the Arab Region
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Sharifatul agreed, 
emphasizing the 
role that Malaysia 
can play as a world 

leader in this space and 
highlighting the importance of 
education and talent to drive 
growth.

“As the Malaysian capital 
market continues to experience growth within the SRI 
market segment, there is a dire need for a highly skilled and 
talented human capital workforce that can drive the future 
developments and innovations required by the industry. 

“In this regard, the 
availability of a large 
and continually 
renewed skilled 
and educated 
workforce is critical 
in the development 
of an enabling 
SRI ecosystem 
in Malaysia that 
enhances the 
performance and 
competitiveness 
of this market 
segment. There is 
still a lack of supply 
of the necessary 
SRI expertise 
that are available 
locally. Thus, 
measures should 
be implemented to 
attract the leading 

sustainable finance global experts to Malaysia, to 
spur the human capital development essential to our 
SRI market segment. 

“Continuous education and awareness are 
important not only amongst the issuers but also 
the capital market intermediaries. The SC, on its 
own and through Securities Industry Development 
Corporation, Capital Markets Malaysia and the 
Institute for Capital Markets Research, have all 
played a role in creating awareness of the various 
financial instruments available to issuers seeking to 
raise financing for green economy projects.

“The SC regularly conducts technical workshops 
to educate them on the issuance requirements and 
reporting. In addition, regular outreach programs 
with potential issuers to raise awareness on green 
bond and Sukuk as a fundraising avenue were also 
organized from time to time.

“The SC has 
also worked 
alongside 
government 
agencies under 
the purview 
of the various 
ministries, 
such as the 
Ministry of 

Finance and the Ministry of Environment and Water to 
create awareness at all levels of the private sector on the 
availability of green financing solutions. These outreach 
programs are intended to educate not just potential green 
Sukuk issuers but also SMEs seeking to raise funding 
sustainably. Our intention was to create an entire ecosystem 
of sustainable financing — from renewable energy project 
owners to large-scale green energy project Sukuk issuances.

“The SC is leveraging its experience in developing Malaysia 
as the global leader in the Islamic capital market (ICM), 
as similarities between [the] ICM and sustainable finance 
provide a natural progression for Malaysia to pursue SRI,” 
concluded Sharifatul. “Islamic finance shares common 
principles and values as that of sustainable finance, ie 
financial stability 
and economic 
growth, poverty 
alleviation 
and wealth 
distribution, 
financial and 
social inclusion 
as well as 
environmental 
preservation.

Key finding:

Agencies such as the IsDB can be 
instrumental in forwarding this agenda and 
supporting member countries to progress in 
both fields. 

Key finding:

A skills gap currently 
exists which needs 
to filled through the 
combined efforts of 
multiple stakeholders. 

Key finding:

There are strong 
overlaps between 
sustainable and Islamic 
finance, primarily in 
the fields of poverty 
alleviation, wealth 
distribution, social and 
financial inclusion, 
environmental 
preservation, financial 
stability and economic 
growth.
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APPENDIX 1
Successful regulatory initiatives from around the 
world
Case Study 4: Hong Kong
Disclosures are important as they allow investors to integrate 
ESG factors in investment decisions. In Hong Kong, the 
HKEX has required every listed company to publish an 
ESG report since 2015. In 2017, Hong Kong mandated 
the disclosure of all environmental key performance 
indicators (KPIs) on a comply-or-explain basis. Last year, 
the exchange amended its Listing Rules to require firstly, 
a new mandatory statement from the board setting out 
the board’s consideration of ESG matters; secondly, a new 
disclosure requirement on climate-related issues; thirdly, a 
new requirement to disclose relevant targets in relation to 
environmental KPIs; and last but not the least, it upgraded 
all voluntary disclosure on social KPIs to a comply-or-
explain basis. 

These new requirements are consistent with international 
best practice. They were formed by the approach pioneered 
by the TCFD which recommended that organizations 
adopt a framework for board evaluation of the risks and 
opportunities posed by climate change. 

The reason for this shift of focus from reporting to 
mandating a leadership response to ESG is because 
the exchange believes it is important for boards to be 
meaningfully involved in assessing and addressing ESG-
related risks. “We do not want companies [to] treat ESG as 
a compliance issue but to take into account ESG risks and 
opportunities in their overall corporate strategy — that 
would also require them to look at the reporting principles 
including materiality assessment and reporting boundaries 
because our listed companies range from conglomerates to 
SMEs,” explained Hui. 

“Apart from listed issuers, we have also given guidance 
to listing applicants to encourage them to put in place 
mechanisms that enable them to meet the exchange’s 
requirements on ESG well in advance so that they are in 
compliance upon listing. 

“We believe the new requirements and guidance would 
significantly improve Hong Kong’s regulatory framework 
for ESG governance and disclosure and position HKEX as a 
pioneer in driving ESG disclosure in Asia.”
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Case Study 5: 
Abu Dhabi 
In line with international 
efforts, the UAE continues 
to build a framework based 
on best practices to facilitate 
effective and efficient 
deployment of capital. At the 
policy level, the UAE Vision 
2021, the UAE Green Agenda 
2015–2030 and the UAE 
National Climate Change Plan 
2017–2050 demonstrate the 
UAE government’s commitment 
to driving positive economic, 
social and environmental 
outcomes.

Building on these robust 
frameworks, the ADGM 
has championed several 
initiatives that aim to bolster 
the development of sustainable 
finance to support regional and 
global economic development. 
Chief among these efforts is 
the ADGM’s introduction of its 
Sustainable Finance Agenda, 
which sets out its roadmap 
for the development of a vibrant and thriving sustainable 
finance hub that supports capital formation, raising and 
deployment, as well as the creation and issuance of products 
to achieve economic, social and environmental objectives. 

“Our efforts to create this vibrant sustainable finance 
hub are founded on four pillars, which are: integration of 
sustainability into the regulatory framework of ADGM, 
building cooperation with national and international 
stakeholders, fostering communication, knowledge and 
awareness, and creation of a sustainable finance ecosystem 
within ADGM,” expanded Givanakis. 

To expand on the work that ADGM has achieved under each 
pillar: 

Pillar 1 — We are focusing on:
Taxonomy: collaborating with key UAE regulators and 
ministries to develop a taxonomy for sustainable finance 
closely aligned with international standards and best 
practice.

Disclosure: introducing suitable disclosure standards for 
relevant ADGM entities, initially on a voluntary basis. 

Governance: reviewing and revising governance standards 
for ADGM firms, including directors’ accountability with 

respect to ESG factors, consistent with the UN Principles for 
Responsible Investment.

The introduction of a comprehensive set of Guiding 
Principles on Sustainable Finance: Premised on the United 
Nations Agenda for Sustainable Development, the initiative 
was implemented as a result of collaborative efforts among 
a number of financial services authorities in the UAE to 
catalyze the implementation of the UAE’s sustainability 
priorities.

Pillar 2 — ADGM recognizes that these efforts cannot be 
achieved in isolation and, therefore, is working to:
Promote ongoing cooperation between governments, 
regulators, financial institutions and other stakeholders 
that are signatories of the Abu Dhabi Sustainable Finance 
Declaration (the Declaration), in cooperation with the 
Ministry of Climate Change and Environment, the Central 
Bank of the UAE and the Securities and Commodities 
Authority. The objective of introducing the Abu Dhabi 
Sustainable Finance Declaration is to increase the quality 
and depth of green financial products in Abu Dhabi and 
create a thriving sustainable finance industry to support 
the UAE’s achievement of the SDGs. Along with our co-
sponsors: the Ministry of Climate Change and Environment, 
the Central Bank of the UAE and the Securities and 
Commodities Authority, the Declaration has been signed by 
41 leading local and international institutions.
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On the international front, we are part of the UN 
Environment Programme Financial Centres for 
Sustainability, IOSCO, the Basel Committee on Banking 
Supervision and the Network for Greening the Financial 
System to drive the agenda globally. Our China office has 
also been actively collaborating with Chinese stakeholders to 
promote partnership on sustainable finance. 

Pillar 3 — for the market to develop it is also necessary to 
boost awareness, provide education and support, and in 
this regard:
The ADGM will raise the level of knowledge, awareness and 
acceptance of sustainable finance through events, education 
and training programs and ongoing support of efforts to 
develop expertise in this area. To this end, the ADGM three 
years ago launched the Abu Dhabi Sustainable Finance 
Forum, the first event in Abu Dhabi focused on the adoption 
of sustainable finance in the region, as part of the Abu Dhabi 
Sustainability Week. 

The ADGM Academy launched the region’s first Certificate 
in Sustainable Finance in the region, in partnership with the 
London Institute of Banking & Finance, which addresses 

the sustainable imperative by examining banking and 
finance from the ‘ground up’, as well as reviewing industry 
assumptions around markets, forecasting, risk, credit and 
investment, among other considerations.

Pillar 4 — creating the right environment, collaboration 
and boosting awareness are key but to develop a thriving 
sustainable finance hub it is imperative to develop a 
supportive ecosystem. To achieve this, the ADGM is:
Working on initiatives with key partners to make it easier for 
funding to be provided to projects.

Placing innovation as a key determinant of the achievement 
of these aims and has launched a RegLab Cohort for fintechs 
that are specifically active in the area of sustainable finance.

The ADGM is ideally placed to develop a sustainable finance 
ecosystem that caters to the needs of local and international 
investors as a result of the achievements made under its 
Sustainable Finance Agenda, which mirrors existing UAE 
initiatives, and is founded on efforts to support Abu Dhabi, 
the UAE and global stakeholders in achieving the SDGs. 
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Case Study 6: Malaysia
The launch of the five-year Sustainable and Responsible 
Investment Roadmap for the Malaysian Capital Market 
(SRI Roadmap) in 2019 identified 20 recommendations to 
accelerate the development of SRI in Malaysia.

In developing the SRI ecosystem, the SC issued several 
product guidelines to not only to set the parameters for each 
new SRI asset class introduced, but also provide guidance 
to the market participants. This ensures that regulatory 
requirements are in place to facilitate orderly development of 
the market.

As a first step to promote greater harmonization between the 
ICM and SRI, the SC introduced the SRI Sukuk Framework 
in 2014 to provide guidance for the issuance of Sukuk for 
green, social and sustainability projects. This framework was 
subsequently incorporated into the regulatory framework 
for bond and Sukuk issuance.

At the end of 2019, the SC revised its SRI Sukuk Framework, 
expanding the list of SRI projects deemed eligible under the 
framework to provide clarity while encouraging diversity 
and innovation in the types and variants of sustainable 

Sukuk. To date, the 12 issuances have financed a range of 
projects including large-scale solar projects, green buildings, 
hydropower and education. For the industry to continue to 
grow, development in this space will be underpinned by a 
breadth of projects and innovative transactions. 

The SC also continues to accelerate its efforts in attracting 
more SRI investors. To facilitate this, the Guidelines on 
SRI Funds were introduced by the SC in 2017 which 
provide guidance on additional disclosure requirements 
for collective investment schemes to include SRI objectives, 
strategies and policies of the fund issuance.

Case Study 7: The EU Taxonomy
“The EU Taxonomy represents a generational shift in 
how investors think about impact,” explained Martindale. 
“The EU Taxonomy is a tool to bridge the gap between 
international sustainability goals, like the Paris Climate 
Agreement, and investment practice. To mobilize private 
finance, European policymakers understand that they need 
to translate climate targets into tools that investors can use.”

The taxonomy establishes performance thresholds, or 
“technical screening criteria”, for different sectors of 

the economy. The first set of criteria is for agriculture, 
manufacturing, energy, transport, water, waste, information 
and communications technology and buildings. More 
sectors will follow. The criteria will recognize deep green 
activities and transition activities, helping to improve 
environmental performance across the economy. Hundreds 
of investors, scientists and other experts have contributed to 
its development.

Under the proposed legislation, investors that label their 
portfolio as environmentally sustainable will need to explain 
if, and how, they have used the taxonomy when setting their 

strategy. The taxonomy will enable them to 
determine the proportion of revenue from 
sustainable economic activities financed by the 
investment portfolio. The taxonomy will also 
support active ownership efforts: investors and 
companies can use the taxonomy to identify 
future growth opportunities.

The EU is the first government to establish 
a taxonomy in financial regulation, but it 
won’t be the last. Other government-endorsed 
expert groups are investigating the idea, 
and the Network for Greening the Financial 
System — an influential group of central banks 
and supervisory authorities — has called on 
“members and peers to work towards globally 
consistent taxonomies”.
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Case Study 8: FC4S
A FC4S 2020 Assessment report analysis shows that financial 
centers’ commitments — including banks, institutional 
investors and insurers — are increasing, demonstrating 
that additional allocations on green and sustainable 
finance are being increasingly targeted and that pledges to 
ban or exclude firms engaged in coal activities and fossil 
fuel financing are multiplying. In fact, the tone of these 
commitments is evolving. From “limiting exposure to coal”, 
recent commitments include full exit strategies and strict 
exclusion policies. 

More and more financial centers outside the EU are 
reporting commitments to progressively exclude coal 
activities. Precisely, 2020 results show that 42% of surveyed 
financial centers indicated that at least one bank had made 
commitments to ban its financing. Moreover, a third of 
financial centers (33%) indicated having at least one investor 
committed to excluding them and 29% of respondents 
indicated having at least one insurer committed to no 
longer underwriting insurance for them. Commitments 
taken on fossil fuels are still limited, with less than a third of 
respondents (ie eight) mentioned having at least one bank 
signing this type of commitment in 2020.

Here, central and public banks have a relevant signaling role 
to play to reduce coal and fossil fuel financing. 

For instance, Banque de France3 already de facto excludes 
any company for which coal accounts for more than 10% of 
its turnover. It recently announced that this threshold shall 
be lowered to 2% at the end of 2021 before being brought 
down to 0% at the end of 2024, strengthening its exclusion 
policy. Regarding oil and gas, Banque de France will align 
itself with European benchmarks in 2024 and start to 
withdraw from non-conventional hydrocarbons from 2021 
(ie exclude all companies whose oil and shale gas activities, 
oil sands and/or arctic and deep water exploration account 
for more than 10% of their turnover).

The Coalition of Finance Ministers for Climate Action 
and FC4S have agreed that: “Commitments, initiatives and 
pledges (hereafter commitments) on Paris alignment are a 
fundamental step towards decarbonizing balance sheets and 
portfolios, but operationalization of these commitments 
remains challenging.” In that sense, regulators are in a 
unique position to encourage the implementation of 
sustainability commitments, addressing shared challenges 
and promoting the use and harmonization of sustainability 
alignment methods.

International coordination is seen by many respondents 
as key to facilitating the integration of climate risks in the 

financial sector. FC4S assessment showed that there is 
still a need for increased international collaboration, with 
nearly half of participating centers identifying “building 
connectivity” in their top three priorities. Many public 
authorities (including central banks, as stated by the NGFS, 
as well as finance ministries, as shown by members of the 
Coalition of Finance Ministers for Climate Action) call 
for further knowledge-sharing exercises and enhanced 
dialogue. They consider an intensified exchange of 
experiences essential to overcome operational difficulties on 
the path toward reflecting climate-related risks, including 
in central banks’ monetary policy frameworks, as well as 
in encouraging the implementation of Paris alignment 
commitments, addressing shared challenges and promoting 
the use and harmonization of climate alignment methods.

Specific sustainable and green finance frameworks: Several 
countries have developed their own “green or sustainable 
bond guidelines” to enable issuers and investors to 
identify, evaluate and select eligible projects. These, when 
appropriately set and considering international existing 
framework methodologies, help promote the development of 
green and sustainable bonds. The Green Finance Measures 
Database acknowledges over 65 green/social/sustainable 
bond frameworks available worldwide. 

According to a recent stock-take by the United Nations 
Environment Programme Finance Initiative (UNEP FI), 
the UAE, Egypt, Jordan, Saudi Arabia and Morocco all have 
enacted public–private partnership (PPP) legislation, which 
has proven useful to incentivize the private sector to play a 
bigger role in supporting the transition to a more resilient 
economy by increasing its investment in green and low 
carbon ventures.4 This can simultaneously promote Islamic 
and sustainable finance, both through equity and debt 
financing.

3 https://www.banque-france.fr/sites/default/files/medias/documents/responsible_investment_policy_reinforcing_exclusions_with_regard_to_
fossil_fuels.pdf
4 UNEP Finance Initiative (2021), Promoting Sustainable Finance and Climate Finance in the Arab Region



35 March 2021

APPENDIX 2
Looking ahead — harnessing data to regulate the 
future 
Case Study 9: Malaysia
In relation to the development of forward-looking analysis, 
Malaysia’s SC has collaborated with the central bank, 
Bank Negara Malaysia (BNM), in 2019 to establish a Joint 
Committee on Climate Change (JC3) to accelerate measures 
toward ensuring a smooth and orderly transition to a low-
carbon economy. The JC3, which is co-chaired by the SC and 
BNM, also consists of the financial industry players from 
the capital market, banking and insurance sectors, with the 
objective of identifying coordinated solutions to address 
issues in building climate resilience within the Malaysian 
financial industry. 

To take this agenda forward, the JC3 has formed four 
subcommittees that focus on risk management; governance 
and disclosures; product and innovation; and engagement 
and capacity-building. 

In 2020, the JC3 subcommittees completed a number of key 
initiatives, including the broad-based consultation and pilot 
implementation of the Climate Change and Principles-Based 
Taxonomy (CCPT) developed for financial institutions, 
a stock-take on disclosure practices of selected financial 
institutions in Malaysia against recommendations of the 
TCFD and a gap analysis on the green finance landscape. 
Financial institutions licensed by BNM will begin capturing 
exposures based on the CCPT for internal risk management 
and supervisory purposes over the course of 2021. 

For 2021, the JC3 will build on these initiatives to further 
strengthen the financial industry’s capacity in managing 
climate-related risks, and enhance its role in scaling up green 
finance. The JC3’s priorities include:

a. developing guidance documents on risk management 
and scenario analysis. This will complement the CCPT 
and advance climate risk management and stress testing 
practices in the financial sector. 

b. supporting the voluntary implementation of climate-
related disclosures that are aligned with TCFD 
recommendations. This includes working with the 
industry to contextualize the recommendations to the 
Malaysian economy and financial system, and develop 
practical resources to help firms that interact with 
financial institutions improve their disclosures. 

c. broadening engagements with the relevant stakeholders, 
including government agencies, institutional investors and 
market intermediaries, to identify and address enabling 
conditions for the structuring of green financial products 
and solutions.

d. deepening technical capacity-building programs, focusing 
in particular on strengthening the practical knowledge 
and tools to support climate-related disclosures, climate 
risk management and climate scenario analysis. 

The JC3 further agreed to establish a dedicated data 
workstream to identify crucial climate and environment 
related data and the relevant data sources, as well as 
solutions to bridge the data gaps. The work of the data 
workstream will also contribute toward more consistent 
implementation of the CCPT. 
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Key finding:
Europe is among the most 
advanced regions in terms of 
strength of regulation.

Key finding:
Asian countries 
are also pioneering 
sustainable initiatives, 
with Japan, Hong 
Kong and Malaysia all 
notable examples.  

Key finding:
National regulators have introduced or 
periodically strengthened ESG expectations 
in recent years while in parallel, multilateral 
organizations such as the OECD, IOSCO, 
IOPS, G7 and G20 have begun to issue 
ESG guidance or incorporate sustainability 
in financial workstreams, suggesting the 
introduction of minimum globally adhered-to 
standards.

Key finding:
So far, we have not 
yet achieved the 
development of a 
universally accepted 
set of standards, due 
to the complexity 
of the issue at hand. 
Regulators need to take 
the lead here, because 
leaving it up to free 
market forces will not 
necessarily create an 
optimal solution. 

Key finding:
The recent EU 
Taxonomy 
is widely 
viewed as a 
landmark step 
in regulating 
sustainable 
finance. 

Key finding:
Recent sustainable finance policy 
measures are explicitly designed to remove 
ambiguity around the relationship between 
sustainability and finance, with the EU’s 
sustainability-related disclosure regulation a 
key example. 

Key finding:
The Task Force on 
Climate-related 
Financial Disclosures 
(TCFD) is one of 
the most widely 
accepted sets of global 
guidelines, but there is 
still further to go. 

Key finding:
The International Financial Reporting 
Standards (IFRS) Foundation is working to 
establish a Sustainability Standards Board to 
sit alongside the International Accounting 
Standards Board, which could be a game-
changer.

Key finding:
Governments could 
do more to promote 
global standards 
as a means of risk 
management. 

Key finding:
International cooperation is crucial. 

Key finding:
Asia is working hard to coordinate its 
response through the development of 
steering groups, task forces and international 
coordination agencies.

Key finding:
The issue is a globally 
recognized problem, 
with countries as 
diverse as China, 
India, Canada and 
Brazil all taking 
concrete steps 
toward combating 
greenwashing through 
regulatory initiatives. 

Key finding:
The EU sustainable 
finance taxonomy 
is a key step 
toward combating 
greenwashing 
through instrument 
definitions. 

Key finding:
ESG ratings are 
a crucial part of 
investors’ decision-
making process, 
and agencies should 
be responsible for 
their accuracy. 

Key finding:
Initiatives such as the IOSCO working 
group are making progress in finding 
common ground at an international 
level. 

Key finding:
Data is now one of the 
most urgent needs within 
the sustainable finance 
sector, and data quality 
should be treated as a 
priority by regulators. 

Key finding:
A holistic approach is 
important, with the 
emphasis on creating a 
sustainable ecosystem 
rather than specific 
issues.  

Key finding:
Different jurisdictions have different 
priorities. 

Key finding:
There are strong 
overlaps between 
sustainable and Islamic 
finance, primarily in 
the fields of poverty 
alleviation, wealth 
distribution, social and 
financial inclusion, 
environmental 
preservation, financial 
stability and economic 
growth.

Key finding:
Regulators 
can play a role 
in promoting 
both 
sustainable and 
Islamic finance 
simultaneously. 

Key finding:
Agencies such as the IsDB can be 
instrumental in forwarding this agenda and 
supporting member countries to progress in 
both fields. 

Key finding:
A skills gap currently 
exists which needs 
to filled through the 
combined efforts of 
multiple stakeholders. 

KEY FINDINGS
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