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To further integrate sustainable finance markets within GBA, 
the Common Ground Taxonomy and Product Alignment 
working group has been set up as one of the Greater Bay 
Area Green Finance Alliance (GBA-GFA) key focuses in 2022. 
The working group takes a phased approach to address 
three critical questions when it comes to the adoption of the 
Common Ground Taxonomy in sustainable finance policies 
and markets. 

Phase 1 What opportunities does CGT-based taxonomy 
presents for Hong Kong and GBA?

Phase 2 What are key use cases and implementation 
considerations for a CGT-based taxonomy in 
Hong Kong & GBA?

Phase 3 What would a CGT-based Hong Kong/GBA 
taxonomy look like?

This Phase 1 report aims to provide the Hong Kong Green 
and Sustainable Finance Cross Agency Steering Group (CASG) 
with reflections of industry and expert opinions on the 
anticipated adoption of a local green classification framework 
based on the Common Ground Taxonomy (CGT). It also seeks 
to provide the pool of sustainable finance professionals with a 
broad overview of the practical and conceptual considerations 
and implications of climate taxonomies. 

Financial institutions recognize the opportunities 
brought about by the establishment of internationally-
aligned definitions for green finance. As an international 
finance centre, Hong Kong is well-positioned to facilitate 
sustainable capital flows between Mainland China and 
the world. However, respondents from our survey noted 
some challenges ahead, in particular the need for a data 
environment connecting corporates and financial institutions 
using taxonomies; and clarity on the regulatory implications 
of a taxonomy in Hong Kong. 

EXECUTIVE SUMMARY

Based on feedback collected from the respondents and our 
research, we propose a series of guiding principles to help 
shape the adoption of a credible and operational CGT-based 
taxonomy that supports investments to aid the transition 
towards a low-carbon Paris-aligned economy. While there 
may be varying degrees of knowledge and understanding 
about taxonomies, there is no debate that they must be 
science-based and Paris-aligned. Moreover, respondents 
emphasised the importance of interoperability in defining 
scope (i.e. using the International Standard Industrial 
Classification of All Economic Activities (ISIC) codes), but also 
the benefits of interoperable metrics and criteria for defining 
substantial contribution and significant harm towards climate 
change mitigation, as well as other environmental objectives 
more broadly. 

To help operationalize CGT across Hong Kong’s financial 
markets, we chart a path forward for market participants 
and policy makers. Our first recommendation is to ask for 
clarification about the regulatory status of a CGT-based 
taxonomy in Hong Kong and how it will relate to sustainable 
finance regulations in Mainland China, the European 
Union and elsewhere. Additionally, we recommend that 
policymakers continue to leverage global developments 
on sustainability-disclosures to ensure that corporates 
and financial institutions operate in a data ecosystem 
that efficiently provides actionable and relevant climate 
and sustainability-related information. Furthermore, we 
recommend deeper engagement in the global discussion 
on taxonomies through platforms such as the International 
Platform for Sustainable Finance (IPSF) to share Hong Kong’s 
experience adopting a CGT-based taxonomy with other 
markets. Finally, we find that, in order to ensure credibility 
and prevent greenwashing in the market, policymakers 
could explore the potential implementation of third-party 
verification or portfolio reviews. 
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OBSERVATIONS AND ATTITUDES TOWARDS 
ADOPTING A CGT-BASED TAXONOMY

There is general consensus that adopting CGT will help 
to position Hong Kong as a green finance hub. It brings 
opportunities to further increase Chinese green capital 
flows to the global market and further the development of 
financial infrastructure in Hong Kong, particularly for issuers 
from Mainland China. Nonetheless, experts also pointed out 
that Hong Kong is not yet fully ready to adopt CGT. There 
are a variety of challenges ahead, including lack of data, 
uncertainty regarding the application methods, and concerns 
about the limited scope of activities and environmental focus 
of the taxonomy.

BENEFITS 
Package Chinese green assets  
and market them globally
Trillions of dollars in investments are required for Mainland 
China to fulfil its transition pathway towards decarbonization. 
Hong Kong has historically been considered Mainland China’s 
gateway to the world, the city is well positioned to serve as a 
conduit for capital flows that support Mainland China and the 
wider region’s decarbonization. The CGT can help to unlock 
and enable these capital flows in a manner that meets the 
expectations of international investors concerned about the 
sustainability impacts of their investments. 

“Hong Kong can package Chinese green assets based on 
CGT and sell them to the global market. Hong Kong can 
also explore ways to further integrate with Greater Bay Area 
(“GBA”) in green and low carbon development through a 
unified GBA carbon market, mutual recognition of green 
building codes and green finance products, launching JV 
green tech funds, and digitizing green assets from Mainland 
China.” 

Dr. Ma Jun at the Hong Kong Green Finance Association’s  
Annual Forum on November 30th 2021 

The CGT may also contribute to the development of local 
financial infrastructure for Chinese issuers. Issuers in the 
Greater Bay Area (GBA) believe that the CGT will not 
only enhance comparability and compatibility of different 
sustainable criteria in the global market, but also accelerate 
convergence of existing criteria among Guangdong, 
Hong Kong and Macau. In this sense, there expects to 
generate a more active agenda for development of financial 

infrastructures which will support green bond issuance in 
terms of issuance management, credit rating and information 
disclosure. Such infrastructure may serve as the critical 
foundation for the Chinese green assets to be sold in the 
global market. On the other hand, the new agenda for green 
finance development may also tackle some long-existing 
challenges in the GBA’s green bond market.

“There exists a lack of standardized management for the 
local third-party credit rating agencies. There is currently no 
sufficient mutual recognition of certification criteria among 
the credit rating agencies in the GBA.”

Green Finance Committee of Guangdong Society  
for Finance and Banking (GDGFC)

Position Hong Kong at the center  
of international sustainable finance
Hong Kong is an international financial hub and the city’s 
recent efforts to incorporate sustainability across the financial 
sector are gaining traction. It is intuitive that Hong Kong 
can play a critical role in facilitating capital flows towards 
sustainable investments locally, nationally, regionally and 
globally. Our interviewees were welcoming of the potential 
benefits the CGT can bring to Hong Kong’s sustainable 
finance objectives. More specifically, by implementing the 
CGT, Hong Kong is expected to help boost cross-border, 
sustainable capital flows which use the CGT to denote their 
sustainability impact and can be accessed by international 
markets. Furthermore, as an early adopter of the CGT, 
Hong Kong can support other markets in setting global 
sustainability definitions. As more countries seek to define 
sustainability within their own markets, they may look 
towards Hong Kong’s adoption of the CGT for guidance. This 
also provides an opportunity for Hong Kong to be a center of 
expertise for stewardship against greenwashing. 

Reduce transaction costs  
for issuers and investors
Globally, the green finance discourse is marred by the 
inconsistency among sustainability definitions. Issuers, 
investors, regulators and civil society have been unable to 
develop a globally recognized definition of what is considered 
‘climate aligned’, ‘green’ or ‘sustainable’ investing. The CGT is 
a strong, first-step towards creating a common language for 
market participants, observers and regulators, to ensure that 
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other hand, the Chinese Taxonomy generally relies on 
categorical inclusion in a pre-defined whitelist of activities 
referencing Chinese industrial standards, as proxies for 
determining sustainability. 

Our interviewees pointed out the pros and cons of either 
approach, while a data-focused approach may be more 
measured, it is perceived to be less flexible and perhaps 
less appropriate for markets where the data measurement, 
reporting and verification capacity is still being developed. 

Methods of applying the CGT  
in cross-border environments 
The above challenges are underpinned by a more general 
need for clarity pertaining to the recognition of the CGT 
in European and Chinese regulatory frameworks. In order 
for the CGT to play its role in mobilizing global capital for 
financial products that contribute to Mainland China’s 
economic transition, it will be important to clarify how 
European investors are expected to use the CGT in relation to 
their own disclosure regulations, namely SFDR and CSRD. 

Similarly, Chinese issuers will need more clarity on how an 
issuance will be recognized, if they are to unlock the potential 
benefits of using the CGT. “We will be open to applying any 
suggestions from the CGT as and when there is more clarity 
and guidance developed around turning the CGT from the 
current reconciliation exercise between Taxonomies into a 
more practical guide from a policy, industry, and disclosure 
standpoint,” OCBC noted.

Currently, both the EU and Mainland China consider the 
CGT to be a mapping exercise but DO NOT consider the 
CGT to be a legal document entailing requirements or 
obligations for either jurisdiction to change their taxonomy. 
Similarly, it is neither a proposal for international standards 
nor a legal document that imposes any global standard on 
other jurisdictions. At the current stage, market respondents 
remain somewhat uncertain about how the CGT might be 
recognized in Hong Kong, Mainland China, the EU, and other 
international markets.

Limitations of the CGT as a policy tool
Respondents also identified a set of challenges which were 
considered the ‘growing pains’ of the policy tool. However, it 
is expected that over time, these challenges can be resolved 
through the IPSF’s continued leadership on the CGT, and the 
respective development of sustainable finance taxonomies in 
international markets, particularly within Mainland China and 
the EU.  

Observations and Attitudes Towards Adopting a CGT-based Taxonomy

the financial market moves in a coordinated and consistent 
manner towards decarbonization and sustainable economic 
development. By comparing the definitional methodologies 
used in Mainland China and the EU, two of the world’s 
largest markets for sustainable finance, the CGT can help 
to translate international definitions of sustainable finance, 
providing investors in all markets with a tool for deciphering 
and comparing sustainability standards globally.  

CHALLENGES 
While the CGT is generally well received by the market in 
the current stage, some outstanding challenges pertain to 
the application and usability of a taxonomy in Hong Kong, 
in particular, the recognition and use of a taxonomy in Hong 
Kong and separately, the availability of data transmitted 
between non-financial corporates, banks, investors and 
regulators.

Among these are problems that may be considered the 
‘growing pains’ of the policy tool and it is expected that 
over time, these challenges can be resolved through the 
IPSF’s continued leadership on the CGT, and the respective 
development within forums such as the EU Platform on 
Sustainable Finance (EU PSF), to clarify outstanding areas 
such as Do No Significant Harm (DNSH) and Minimum Social 
Safeguards (MSS). Other challenges pertain to the application 
and usability of a taxonomy in Hong Kong, in particular, 
the recognition and use of a taxonomy in Hong Kong and 
separately, the availability of data transmitted between non-
financial corporates, banks, investors and regulators. 

Nascent data environment
The first challenge raised by different stakeholders was data 
availability. Taxonomies are generally perceived as tools that 
can help to ease the informational asymmetries and overload 
that are emerging in the increasingly complex sustainable 
finance field. However, this often requires that the underlying 
assets (such as buildings, transport systems, power plants, 
etc.) are monitored in a manner that enables them to provide 
the scientific and technical information required to make a 
judgement against a taxonomy’s criteria.  

There is a general consensus that there will be some 
challenges to developing the data regime required to navigate 
the CGT in Hong Kong and the GBA. This is due to the 
different approaches taken by the EU and China taxonomies 
to standard setting. On one hand, the EU Taxonomy requires 
measured emissions data to show whether an economic 
activity performs against a pre-defined threshold. On the 
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Observations and Attitudes Towards Adopting a CGT-based Taxonomy

Scope of the CGT: Currently the CGT, only defines 
substantial contribution towards climate change mitigation 
criteria for the set of overlapping economic activities between 
taxonomies. Some respondents, such as those in the banking 
sector, explained that their sustainable finance activities 
already go well-beyond the current focus of the CGT on 
Climate Change Mitigation. They emphasised the need to 
consider other environmental objectives such as circular 
economy, biodiversity and pollution prevention. Thus, there is 
interest in understanding how the CGT could evolve further 
to help the bank take a leading role in embedding a broader 
range of sustainable practices through its business and into 
the way it operates and approaches its communities. 

Limitations of ISIC approach: Respondents from the 
banking industry generally indicated that the ISIC approach 
for categorizing activities within scope of the CGT aligns 
with existing reporting frameworks. However, concerns 
were raised about the limitations of the Use of Proceeds 

being constrained to ISIC-based economic activities, and the 
need for guidance on economic activities and investments 
that could not be so easily classified into ISIC. For example, 
investments in district heating and cooling systems and 
technology that might capture and reuse excess heating or 
cooling, may not be explicitly considered as CGT aligned. By 
omitting the activity, there may be a future risk of missing an 
opportunity to tag expenditure as sustainable.  

Defining Do No Significant Harm (DNSH) and Minimum 
Social Safeguards (MSS): Furthermore, CGT provide 
guidance on translating the DNSH and MSS provisions which 
form part of the EU Taxonomy. There may be instances 
where the EU Taxonomy’s DNSH criteria refer to policies and 
proxies which do not have an established equivalence in 
China’s taxonomy. This may create uncertainty among issuers 
and investors regarding what they may claim regarding the 
sustainability of an asset or portfolio. 
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RECOMMENDED GUIDING PRINCIPLE

This section draws on elements of the G20 Sustainable 
Finance Roadmap (G20 Roadmap)1 and contextualises them 
with the voices of industry stakeholders, to provide an 
expanded set of principles to help guide the adoption of the 
Common Ground Taxonomy in Hong Kong and the GBA. 
These principles are developed to help Hong Kong adopt and 
adapt the CGT in a manner that can strengthen its position as 
an international center for sustainable finance.

SCIENCE-BASED AND PARIS-ALIGNED 
It is imperative that a taxonomy is compatible with the Paris 
Agreement objective of keeping global temperature rise in 
the century well below 2 degrees Celsius above pre-industrial 
levels and to pursue efforts to limit the temperature increase 
even further to 1.5 degrees Celsius. Doing so will require 
promoting a rapid transition to a low carbon and climate 
resilient economy. 

As outlined in the G20 Roadmap, a key focus area should be 
on market development and approaches to align investments 
to sustainability goals. In particular, Action 1 of the G20 
Roadmap, encourages jurisdictions that intend to develop 
their own alignment approaches to refer to a voluntary set of 
principles, name to: Ensure material positive contributions 
to sustainability goals and focus on outcomes (Principle 
1) and Be science-based for environmental goals and 
science- or evidence-based for other sustainability issues 
(Principle 5). 

INTEROPERABILITY
Interoperability has been raised as a key principle by market 
participants. Interview participants widely considered it 
vital to ensure that the taxonomy developed or adopted in 
Hong Kong speaks the same language, as the EU and China 
taxonomies and those in other markets. 

The G20 Roadmap’s Action 2 emphasizes Improved 
coordination at the regional and international level 
to facilitate the comparability, interoperability, and 
as appropriate the consistency of different alignment 
approaches. 

Interoperable scope: ISIC codes are widely applicable to 
monitoring and managing economic data and interview 
participants, and there is general consensus that the ISIC 
codes can form the basis for categorizing sustainability 
definitions. It is worth noting that ISIC codes are primarily 
used for defining the scope of a taxonomy. However, being 
within scope does not mean being eligible, only that the 
activity must fulfil corresponding criteria, consisting of metrics 
and/or proxies, to qualify whether a substantial contribution 
to an environmental objective is made.

Interoperable metrics: Interoperability is also applicable 
to the selection of metrics used in a taxonomy. A respective 
economic activity within scope of the taxonomy may also 
have corresponding science-based criteria (consisting of 
metrics and thresholds) to determine whether an investment 
provides a substantial contribution to an environmental 
objective.2 For example, with electricity generation, emissions 
intensity is measured in gCo2e/kWh, for freight transport it 
may be gCo2e/tonne-km. Using an interoperable metric 
allows markets to set their own thresholds while easing 
potential alignment with other markets which do the same. 
This would further reflect G20 Roadmap Principle 5. 

While this may be a conceptually simple approach, it cannot 
be universally applied as easily for other environmental 
objectives, nor does it apply equally across economic 
activities. This may be due to the lack of technical information 
and data. In such circumstances, a proxy-based approach, 
whereby white-lists, policies or third-party standards may 
be considered instead. When adopting this approach, 
considering interoperability of proxies (with those used in 
other markets) will still be important.

However, interoperability does not mean identical 
thresholds in taxonomies. 

While quantitative metrics can help to define the type of 
information used in a taxonomy, there can still be room 
for markets to determine their own thresholds. Invariably, 
definitions for what threshold constitute a substantial 
contribution or significant harm will vary across countries, as 
is reflected in the concept that all countries have Common 
but Differentiated Responsibilities and Respective Capacity 
(CBDR-RC) under the Paris Agreement. 

1. https://g20sfwg.org/wp-content/uploads/2021/10/G20-Sustainable-Finance-Roadmap.pdf 

2. An exception to this may be an economic activity which unequivocally provides a substantial contribution to an environmental objective. 
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As the market for green and sustainable finance continues to 
grow, sustainable finance markets will have an opportunity to 
set their own thresholds for determining whether an economic 
asset or activity provides a substantial contribution to climate 
change and other environmental and sustainability objectives. 
Such markets could potentially use their decarbonisation 
targets outlined in their Nationally Determined Contribution 
(NDCs) to set their taxonomy thresholds.  

Define Substantial Contribution and  
Do No Significant Harm 
A key component of both the China and EU Taxonomies 
is their emphasis on ensuring that investments provide 
a Substantial Contribution to at least one environmental 
objective, while also ensuring that they Do No Significant 
Harm (DNSH) to other environmental objectives. 

As a tool to avoid greenwashing, reduce informational 
transaction costs and provide credibility and consistency 
to market, a taxonomy should clarify what constitutes 
substantial contribution and significant harm, across its 
framework AND also per-economic activity. 

For countries with net-zero targets using a metric-based 
approach, setting a substantial contribution target can be 
straightforward as the emissions intensity pathway which 
aligns with the country’s intended pathway to net-zero. 
However, this approach may be more difficult for other 
environmental objectives where there is less consensus on 
what constitutes a ‘substantial contribution’. 
 

SUPPORT OTHER ENVIRONMENTAL OBJECTIVES
While the thrust of sustainable finance is currently focused 
on climate change mitigation, the market is also exhibiting 
interest and demand for investments in other sustainability 
areas. Both the EU and China Taxonomies have outlined other 
environmental objectives which they aim to set criteria for. 

There are other sustainability challenges that finance can help 
to address, such as, biodiversity, water, pollution, and circular 
economy. Embedding these other environmental objectives 
into a standardized framework of definitions that is compatible 
with the disclosure requirements in multiple jurisdictions will 
take time. Guidance on how to formulate science-based, 
interoperable taxonomies validating substantial contribution to 
other environmental objectives will evolve over time. 

However, keeping a climate-first approach will help us 
tackle our most pressing existential threat, but in a manner 
that does not compromise other environmental or social 
objectives. 

Recommended Guiding Principle

ENABLE A CREDIBLE TRANSITION
The G20 Sustainable Finance Synthesis Report and Roadmap 
points out that sustainable finance taxonomies may be 
adapted to further recognise transition activities.  Economic 
activities including production of electricity, transport, 
manufacturing and agriculture will need to transition quickly 
to zero-carbon across their life cycle. The transition pathway of 
sectors from their modus operandi to the low-carbon future, 
can be embedded into the taxonomy. 

Science-based thresholds, starting from a definition of what 
constitutes a substantial contribution today, tightening 
to define what constitutes the same in the future, are in 
themselves, a transition pathway. For example, the EU 
Taxonomy Regulation, refers to ‘Transitional activities’ as 
relating to the climate change mitigation objective, and 
are those activities for which there is no technologically 
and economically feasible low-carbon alternative. They are 
considered to contribute substantially to climate change 
mitigation objective where the activity: has greenhouse gas 
emission levels that correspond to the best performance in 
the sector or industry; does not hamper the development and 
deployment of low-carbon alternatives; and does not lead to 
a lock-in in carbon-intensive assets considering the economic 
lifetime of those assets.3 While some countries (such as 
Malaysia) have begun to develop ‘transition’ taxonomies, using 
a ‘traffic-light’ approach, these systems remain at an early 
stage and are not discussed in this report.

Separately, there is an opportunity to explore how entity-level 
financing apparatus can be used to move the needle. Indeed, 
to ensure that the rapid transition is orderly and equitable, 
a taxonomy should enable all actors to play their part. 
There will be corporates that can play a role in supporting 
the transition. Providing sectors that can help to enable the 
transition will also be of importance. In this context, a credible 
transition strategy, developed by an entity, can be considered 
to help assess an issuer’s strategy or commitment towards 
sustainability.4 Developing the guidance for determining 
whether an issuer is following a credible transition strategy 
should be treated as a separate exercise from the development 
of criteria at the economic activity level. 

A taxonomy in Hong Kong could help to provide clear 
guidance on whether an economic activity is transitioning at 
a pace consistent with the region’s commitments to the Paris 
Agreement, and eventually the wider UN-SDGs. It can also 
provide clear guidance on whether an issuer or borrower is 
following a credible transition strategy. However, these two 
concepts must not be conflated and should to an extent 
be treated and pursued separately to avoid further market 
confusion.  

3. https://www.europarl.europa.eu/RegData/etudes/BRIE/2022/698935/EPRS_BRI(2022)698935_EN.pdf

4. https://www.climatebonds.net/transition-finance/fin-credible-transitions
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POLICY ACTION AREAS

As the market for sustainable finance develops, there will be 
a need for more clarity on the regulatory and legal status of 
a taxonomy in Hong Kong. As a financial market that can 
help to market Chinese investment products to international 
investors, it will be critical to understand how different 
stakeholders across the investment process will recognize and 
use a taxonomy in Hong Kong.   

As an international financial center, participants in Hong 
Kong’s markets may also be subject to varying regulatory 
requirements in Mainland China, Europe, the UK, and the 
USA, among other markets. As these jurisdictions establish 
and expand their disclosure regulations, financial market 
participants will need clarity on how their practices align with 
requirements across markets. For example, clarity about how 
a mainland-Chinese firm, issuing a bond in Hong Kong, can 
reference the CGT in its marketing to international investors in 
Europe or the UK, was an area of interest for respondents. 

CLARIFY HOW THE CGT WILL BE ADOPTED 
As a strategy to improve comparability and interoperability 
of taxonomies, the CGT provides issuers and investors with 
detailed activities and substantial contribution criteria that 
meet the goal of climate change mitigation. However, since 
the CGT is in its initial stage of application, there are limited 
examples of local actors’ using the CGT and experiences to 
share. Respondents pointed out that while they may have 
experience with either/both the EU and China taxonomies, 
they are unclear about how the CGT will fit into existing 
policy frameworks such as Hong Kong Monetary Authority 
(HKMA)’s Common Assessment Framework on Green and 
Sustainable Banking, and the equivalent in other sectors such 
as Asset Management. 

Thus, the government and other financial regulators could 
help to support local actors by outlining the operational 
process of the CGT, including what information to be 
disclosed, how to disclose, how to use the disclosed 
information. This can be accomplished within existing 
policy frameworks such as HKMA’s Common Assessment 
Framework on Green and Sustainable Banking.  

Educate local actors on how the CGT will relate to the EU’s 
sustainable finance regulation as it continues to evolve, 
so that issuers and investors can have more clarity on the 
disclosure requirements they and their counterparties face. 

LEVERAGE GLOBAL SUSTAINABILITY DISCLOSURE 
DEVELOPMENTS
As an international financial center, Hong Kong financial 
market participants may be impacted by developments in 
reporting and disclosure policies and practices in Mainland 
China, the EU and the USA. To further leverage Hong 
Kong’s role as a sustainable finance hub, development of 
the CGT can also align with other disclosure and reporting 
developments occurring in Mainland China and globally. 
The IFRS Foundation and GRI have agreed to coordinate 
their standard-setting activities to provide two ‘pillars’ 
of international sustainability reporting—a first pillar 
representing investor-focused capital market standards of 
IFRS Sustainability Disclosure Standards developed by the 
International Sustainability Standards Board (ISSB), and a 
second pillar of GRI sustainability reporting requirements 
set by the Global Sustainability Standards Board (GSSB), 
compatible with the first, designed to meet multi-stakeholder 
needs.5  

On March 31, the International Sustainability Standards 
Board (ISSB) published the proposed general requirements 
for disclosure of sustainability-related financial information 
and the climate disclosure requirements. The new proposals, 
which are built on the recommendations by the Task Force 
on Climate-related Financial Disclosures (TCFD) mark the next 
step towards equal prominence for sustainability and financial 
reporting. They are expected to help to provide a baseline 
for financial institutions in preparing their own reporting 
and will also improve the availability of sustainability-related 
financial data to help financial institutions’ assessment of their 
counterparties. 

As part of the Green and Sustainable Finance Cross-Agency 
Steering Group’s plans to support the development of a 
global uniform set of sustainability reporting standards, there 
will be an opportunity to align the adoption of the CGT with 
the informational format outlined by the ISSB proposals.  
There is a need to ensure that the adoption of the CGT 
occurs in a manner consistent with the development of wider 
regulations on sustainability disclosure frameworks. The 
ISSB system will enable firms to report their sustainability 
performance using metrics that can form the basis of a 
quantified and science-based taxonomy. 

5. https://www.ifrs.org/news-and-events/news/2022/03/ifrs-foundation-signs-agreement-with-gri/ 
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Policy Action Areas

Recognizing the complimentary benefits of the ISSB and CGT 
could also help to shape how stakeholders can be engaged 
in the process. Issuers who are subject to ISSB reporting 
requirements may benefit from more awareness about how 
their economic assets and activities may be tagged as green.

BUILD AWARENESS
Hong Kong has a highly skilled and sophisticated financial 
service market, and the Hong Kong Green Finance 
Association has made significant progress in raising the profile 
of green finance. However, the CGT strategy is at a nascent 
stage and there are still many potential CGT users who have 
not been engaged in the discussion. There is a need to ensure 
that local and international financial market participants 
recognize the benefits of adopting the CGT in Hong Kong.

Promote the benefits of  
the CGT across the GBA 
Although Hong Kong is a world-renowned financial center, 
there is an even greater opportunity to facilitate sustainable 
development across the GBA by encouraging the use of the 
CGT throughout the region. For instance, buildings developers 
seeking to re-/finance investments in energy efficiency could 
potentially use the CGT to label their financial products and 
market these to international investors. There is a need to 
help local property developers, and other potential users of 
the CGT understand the benefits of sustainable finance and 
the utility of the CGT in helping issuers communicate with 
international investors.

Engage closely with the IPSF
Through actively engaging with the IPSF, Hong Kong can 
learn methodological and organizational lessons from the 
IPSF’s development of CGT. This experience will help Hong 
Kong to better implement CGT as well as to balance properly 
the environmental goals and the interests of financial market 
participants.

On the other hand, for many countries, adopting a CGT-
based taxonomy could be the starting point for the 
development of their sustainable taxonomy. Hong Kong will 
gain valuable experience when adopting the CGT that can 
be useful for regulators in other markets seeking to replicate 
the process. Working with the IPSF to share experiences and 
learnings can help to accelerate the development of climate 
finance regulation globally, whilst strengthening Hong Kong’s 
leadership and voice in the space, this could also help to 
promote Hong Kong’s role in CGT-aligned finance globally.

Provide use cases of the CGT 
Providing market participants with a better understanding of 
the use cases would be welcome by market. In our interviews 
and surveys, members of the ESG group from HKGFA, as well 
as responses from Green Finance Committee of Guangdong 
(GDGFC) and INVESCO, have all expressed the potential 
usefulness of clear use cases for understanding CGT. Future 
research on the adoption of CGT in Hong Kong could seek 
to answer the questions: “What are the key CGT use cases 
and implementation considerations for Hong Kong?”, such 
research could further elaborate on the defining use cases of 
a CGT, including green bond issuance, investment strategies, 
corporate disclosures, investor disclosures, and implications to 
cross-border capital flows.

Such research could look to the implementation of 
taxonomies in other jurisdictions, particularly Mainland China 
and the European Union. For example, while there is general 
recognition that the EU Taxonomy can help to legitimize the 
Use of Proceeds model for green bonds, as a policy tool, there 
is also evidence that it can help to complement other services 
and information regimes as well. More specifically, the EU 
Taxonomy can be applied to at least three segments:6

– EU Taxonomy applies to the EU Member States and 
the European Union as they set out public measures, 
standards, and labels. 

– Under the EU Sustainable Finance Disclosure Regulation 
(SFDR), asset managers will need to report on the 
percentage of their portfolio that is invested in activities 
that are aligned with the EU Taxonomy. 

– Large companies that must report on the percentage of 
their turnover, capital, and operational expenditures that 
is aligned with the EU Taxonomy.

Understanding how the CGT can be applied and will be 
used in Hong Kong and the GBA, will give financial market 
participants insight into how they can adopt the CGT to 
support their activities. 

6. https://ec.europa.eu/info/sites/default/files/business_economy_euro/banking_and_finance/documents/210706-sustainable-finance-strategy-
factsheet_en.pdf

https://ec.europa.eu/info/sites/default/files/business_economy_euro/banking_and_finance/documents/210706-sustainable-finance-strategy-factsheet_en.pdf
https://ec.europa.eu/info/sites/default/files/business_economy_euro/banking_and_finance/documents/210706-sustainable-finance-strategy-factsheet_en.pdf
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BUILD CAPACITY
Besides developing local actors’ awareness of the significance 
and the usage of CGT, building capacity among issuers, 
investors, and other financial market participants regarding 
how to navigate and use the CGT are also essential.

Create data environment
The CGT will be instrumental to encouraging issuers and 
investors to standardize the language they use to report 
on sustainability. Governments and financial regulators can 
support this effort by supporting stakeholders within their 
purview with development of the data monitoring and 
reporting of their relevant sustainability metrics. Whether this 
is the real-asset project developer reporting the emissions 
intensity of the asset/activity, or the investor disclosing the 
portion of portfolio exposed to sustainable products, the 
information regime can be connected through the CGT.

Incentivize the market
The CGT can help to reduce transaction costs associated with 
sustainable investing. While the additional costs of green 
bond issuance may be negligible, Hong Kong’s previous 
experience subsidizing the SPO/ Verification costs of green 
bond issuance is an example of how the government can 
incentivize issuers. Similarly, there is an opportunity to explore 
how other markets have offered incentives to both issuers and 
investors. One possibility is to use CGT’s technical screening 
criteria to clearly define targets and corresponding metrics 
to measure management’s environmental performance, so 
that business activities can be more effectively aligned with 
climate protection goals. It is also worth considering some 
of GDGFC’s suggestions for incentives, such as support 
for companies that meet the CGT should be provided with 
support such as bond issuance subsidies, certification fee 
reductions, simplified approval, priority approval, and the 
establishment of green financial risk compensation fund 
pools. However, building capacity to utilize this tool effectively 
will require stakeholders to allocate their own resources. 
There will be a need to ensure that the right skills and services 
are available to credibly adopt the CGT in Hong Kong’s 
financial sector.

Simultaneously, a careful balance should be struck between 
engagement and enforcement. As different market 
participants in Hong Kong and the GBA are at various stages 
of embarking on the ESG journey, it may be necessary to 
‘phase-in’ the adoption of the CGT, by starting with voluntary 
disclosure before moving to mandatory disclosures for some 
financial market participants, while others may already be 
prepared to comply with mandatory requirements.  

Protect market credibility
While climate taxonomies are widely considered to be 
useful tools for promoting sustainable finance by providing 
clear definitions on what may be viewed as ‘green’, it is 
nevertheless important that the auditing or verification of 
these claims is subject to a robust and transparent system. 
For example, third-party verification of bonds against 
a taxonomy in Hong Kong could be conducted by 
trained or certified professionals, and in a manner that 
allows for the interested investor, or general public 
to scrutinize and hold the issuer to account. A robust 
process will be crucial to avoid controversies7 and ensure 
that Hong Kong becomes globally recognized as a leader in 
sustainable finance. 

Develop talent
Market participants interested in using the CGT will need 
professionals who can navigate the technical criteria of the 
CGT. This can include portfolio managers seeking to measure 
their sustainability performance or the projects team of a non-
financial corporate that is seeking to issue sustainable debt 
which will need the skills to monitor, report and verify the 
data required by the CGT. To reduce transaction costs within 
the financial market for verification against taxonomies, 
service providers, auditors and other agencies will also 
need to ensure they have staff with the adequate skills and 
knowledge to property verify claims against a taxonomy.

7. https://www.scmp.com/business/article/3162333/sustainable-finance-greenwashing-concerns-raised-hong-kong-airport-floats 
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APPENDICES

1: BACKGROUND ON CGT 

Proliferation of taxonomies and the  
growing challenge of interoperability
Sustainable Finance Taxonomies are emerging across different 
markets as tools that can help to determine which types 
of economic activities and investments can be considered 
sustainable. As a policy tool, they aim to accomplish this 
by setting a combination of qualitative or quantitative 
criteria that an economic activity or asset must meet to be 
considered sustainable.8 There is growing consensus that such 
taxonomies can reduce the risk of greenwashing and promote 
the proliferation of green finance by providing clear and 
consistent definitions for market participants. Promoting the 
interoperability of precise and consistent taxonomies is critical 
to ensuring that global markets can finance the transition, by 
giving investors confidence about their sustainability impacts. 
In September 2021, there were 26 countries at different 
stages of developing their own taxonomies.9 

Whilst helping to promote investments, this explosion has 
also resulted in multiple standards, definitions, and policies 
regarding the use of taxonomies. Inconsistencies can arise 
when comparing the criteria and structure of the taxonomies. 
For example, in some cases, taxonomies will define specific 
quantitative eligibility criteria, while others may simply label 
a category of economic activities or assets as sustainable 
without requiring further asset-level technical data. 
 
An uncoordinated proliferation of taxonomies could 
inadvertently generate market fragmentation, inconsistencies, 
and challenges to accessing information and the overall move 
towards standardization of sustainable finance globally. 
Therefore, a harmonized taxonomy that could promote 
international consistency and market usability is urgently 
needed.
 
In July 2020, under the International Platform for Sustainable 
Finance (IPSF), the EU and China initiated a Working Group 
to assess their existing taxonomies for environmentally 

sustainable activities, including identifying the commonalities 
and differences in their respective approaches and outcomes. 
The outcome of this work has become known as the 
“Common Ground Taxonomy” (CGT), presented at the IPSF 
Annual Event organized under the EU Pavilion at the United 
Nations Climate Change Conference (COP26), in Glasgow, 
UK, on 4 November 2021.

What is the Common Ground Taxonomy?
The CGT provides the first comprehensive activity-by-activity 
mapping and comparison of the EU and China taxonomies, 
including relevant technical screening criteria. It creates a 
detailed methodology to support the comparability and 
interoperability of taxonomies across jurisdictions. The 
methodology underpinning the CGT’s ‘translation’ can be 
broken down into two major components. 

The first methodological component of the CGT is the 
adoption of the International Standard Industrial Classification 
of All Economic Activities (ISIC) as the reference classification 
system between existing taxonomies. Doing so leverages 
a pre-existing economic classification system that could be 
readily applied to both the EU and China Taxonomies, and as 
much as possible, provide the basis for an apples-to-apples 
comparison of the specific criteria in either taxonomy.

The second methodological component of the CGT was the 
development of ‘scenarios’ to classify the forms of alignment’ 
between the two taxonomies. It is important to note that 
the term ‘Scenarios’ in the CGT sense differs in meaning 
from its application to ‘scenario analysis’ or ‘scenarios’ used 
in economic or policy modelling. The use of ‘scenario’ in 
the CGT is to refer to categorically distinct ways in which 
one taxonomy’s criteria may relate to another. From this 
perspective, the CGT provides an analysis on approaches of 
the EU and China taxonomies, and the methodologies for 
comparing and identifying commonalities and differences 
between. To that end, it proposes six different scenarios: 

8. OECD. (2020). Developing Sustainable Finance Definitions and Taxonomies. Retrieved February 11, 2022, from https://www.oecd-ilibrary.org/
sites/134a2dbe-en/index.html?itemId=/content/publication/134a2dbe-en

9. United Nations Department of Economic and Social Affairs (UN- DESA) and International Platform on Sustainable Finance (IPSF) (2021). IMPROVING 
COMPATIBILITY OF APPROACHES TO IDENTIFY, VERIFY AND ALIGN INVESTMENTS TO SUSTAINABILITY GOALS. Retrieved February 15, 2022, 
from https://g20sfwg.org/wp-content/uploads/2021/09/G20-SFWG-DESA-and-IPSF-input-paper.pdf

https://www.oecd-ilibrary.org/sites/134a2dbe-en/index.html?itemId=/content/publication/134a2dbe-en
https://www.oecd-ilibrary.org/sites/134a2dbe-en/index.html?itemId=/content/publication/134a2dbe-en
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1. Scenario 1: Areas with clear overlaps cover activities 
which have overlaps and can be considered comparable 
within the scope/for the purpose of the CGT report. 

2. Scenario 2: EU criteria are more stringent and/or detailed 
was assigned to activities where the EU screening criteria 
were either narrower in scope or more stringent and/or 
detailed than Chinese criteria. In this case, the EU criteria 
were described in the CGT in greater detail. 

3. Scenario 3: China criteria are more stringent and/
or detailed was assigned to activities where the China 
criteria were either narrower in scope or more stringent 
and/or detailed than EU criteria. In this case, the China 
criteria were described in the CGT in greater detail. 

4. Scenario 4: Identifiable overlap was assigned to activities 
that have some alignment in scope of activities and could 
be defined by utilizing both sets of eligibility criteria. 

5. Scenario 5: Activities that were exceedingly difficult to 
map in the other taxonomy. 

6. Scenario 6: Activities where there was obvious 
differentiation. 

The CGT is an evolving tool that may help different actors to 
understand the types of activities that could be covered under 
the respective taxonomies within the scope of the comparison 
exercise. It can be used as a technical document for voluntary 
reference by interested parties (within the limits of the 
scope of the comparison exercise). It also can be used as an 
analytical tool or reference for other jurisdictions to consider 
when developing their own taxonomies. 

2: METHODOLOGY

The research was led by the Hong Kong University of Science 
and Technology (HKUST). Semi-structured interviews and 
questionnaires were used to gain insight from sustainable 
finance experts within Hong Kong. Respondents included 
investment banks, asset managers, rating agencies, index 
providers, non-government organizations, and financial 
regulators and supervisors. Eight in-depth interviews were 
conducted via Zoom. Two workshops were held with the 
ESG Disclosure & Integration, and Green Bonds and Product 
Innovation Working Groups from the Hong Kong Green 
Finance Association (HKGFA). An additional six respondents 
provided feedback via written responses. The Greater Bay 
Area Green Finance Alliance (GBA-GFA), and Guangdong 
Green Finance Committee also provided written inputs into 
the consultation process. 

Interviewees were asked to explain their organizations’ 
current thinking on taxonomies following our structured 
questions, and how they interpreted the announced plans 
to adopt the CGT. Where possible, interviewees were 
encouraged to describe the challenges they anticipated with 
using a taxonomy for defining sustainability, and to provide 
potential recommendations or solutions to ease the adoption 
process. 


