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Executive Summary

The financial services sector will play a leading and pivotal role in the global
transition to net zero. As facilitators and providers of financing to businesses of
all sizes and in all sectors, we can help entire industries to retool, evolve their
business models and replace old technologies with greener, cleaner alternatives.

Leading from the front on climate is a major opportunity for all banks. The
pressure on businesses to change from investors, customers, employees and society
is growing — and many also actively want to change themselves to safeguard their
futures. As provision of sustainable finance expands, so will the returns it can offer
its participants.

In recent years, China has clearly signalled its climate intentions in this area.
It became the first major country outside of Europe to set a net zero goal in 2021.
It has made important advances in areas like renewable power generation, battery
development, electric vehicle construction and smart grids, and has been leading
the world in investing in and deploying these technologies for well over a decade.
Its commitment to reach net zero by 2060, and peak carbon by 2030, are clear
signposts for international and domestic businesses to work towards.

In this paper, we have sought to use our experience to give some insight into the
broad range of steps it takes to create innovation solutions to the climate challenges
we face, specifically in terms of ways we can:

1. Embed firm-level climate transition plans across the economy — pushing all
companies to have decarbonisation strategies, and helping banks provide the
capital required to implement these urgently.

2. Mobilise transition finance in emerging markets — introducing new ‘blended
finance’ options to boost the proportion of climate-related finance going to
emerging markets, which account for nearly half of total greenhouse gas
emissions.



3. Deploy sustainable infrastructure more widely — rolling out new labelling,
strengthening project pipelines, and developing the financial ecosystem to start
closing the trillion-dollar sustainable infrastructure investment gap.

4. Rapidly scale climate technologies — supporting ‘ready to scale now’
technologies and those not yet commercially viable through innovative public-
private / private-philanthropic partnerships.

We believe that these financial solutions coupled with China’s ability to
quickly deploy and scale climate technologies, as well as its long-standing
partnerships in the developing world, will prove an effective weapon to fight
climate change — especially as we need to act quickly in this decade.

The growing sophistication of China’s financial markets means that it can play
a leading role in working with international partners to address the challenges
laid out in this report. I look forward to discussing how it can do so in more detail
at the 2023 China Development Forum.



Introduction: the role of banks to unlocking climate solutions

The most recent report by the Intergovernmental Panel on Climate Change
(IPCC) reiterated the widespread global impacts of climate change (IPCC,
2022). Accelerating the transition to a net zero emissions economy aligned with a
maximum level of temperature rise of 1.5°C is critical. To reach this objective, the
global energy sector must see a declining role for hydrocarbons, a rapid expansion
in renewables, increasing electrification, and the growing use of low-carbon
hydrogen.® Achieving this will require an annual average of USD4.5 trillion for the
remainder of this decade for the world to get on track to achieve net zero emissions
by 2050.2

Financial institutions are rising to the challenge of closing the finance gap —
the estimated size of annual low-carbon energy transition investment across
public and private sources has steadily increased from USD213 billion in 2010
to USD1.1 trillion in 2022 despite the energy crisis last year.® Financial institutions
are also assessing the impact of their financing activities on the climate, and making
net zero emissions commitments of their own — aligning capital with required
emissions pathways, cutting their own emissions, and mobilising finance towards
new climate solutions.

But there remains a long way to go — both in terms of closing the finance gap, but
also in creating the new technologies that can transform the future of global energy.

A further challenge comes from the distribution of financing, with the bulk of
energy transition finance going to developed economies and not nearly enough
going to emerging markets and developing economies (EM&DEs).* EM&DEs
account for half of global greenhouse gas emissions today but attracted only USD67
billion in energy transition investment in 2021 (versus a global total of USD785
billion in 2021). Rapid economic growth in these EM&DESs means that most new
future emissions will come from these countries, highlighting the need to quickly
increase the deployment of low carbon solutions there. Between 2014 and 2019,
total emissions in EM&DEs grew by 10% while in developed countries they fell by

1 BP Energy Outlook 2023, https://www.bp.com/content/dam/bp/business-
sites/en/global/corporate/pdfs/energy-economics/energy-outlook/bp-energy-outlook-2023.pdf
2 BNEF 2022
3 BNEF 2022, https://about.bnef.com/blog/global-low-carbon-energy-technology-investment-surges-past-1-
trillion-for-the-first-time/
4 EM&DEs in this report as per the IEA’s definition, which are non-OECD countries excluding China but
including Mexico, Colombia, Chile and Costa Rica.
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1.2%.% The IEA estimates that annual capital spend in EM&DES needs to exceed
USDL1 trillion by the end of the 2020s to put us on track for net zero by 2050.°

Financial institutions have an important role to play in supporting this
transition, both in scaling climate finance and ensuring that sufficient levels of it
goes to EM&DEs. Specifically, they can help in five areas:’

1. Green finance: increasing finance for investment at scale in low or zero carbon
activities.

2. Decarbonisation engagement: engaging with high-emission businesses to
support (and pressure where necessary) as they look to decarbonise.

3. Conditional transition finance: using judgement to decide where new
investment in high-emitting activities might be required to get a business to a
low-emission future, providing a net-zero transition plan is in place.

4. Managed phase-out: continuing to finance high-emitting assets that are being
retired earlier than planned, to both support net zero and avoid social disruption.

5. Responsible divestment and exclusions: restricting new lending or investment
towards assets/activities which do not align with a company’s decarbonisation
pathway or the world’s emissions reduction requirements — but while
minimising social harm.

HSBC’s climate strateqy — supporting our customers to transition:8

We are committed to financing net-zero by working with our clients to
support their transition to lower carbon emissions, delivering net-zero in our
own operations, and creating partnerships to accelerate new climate technologies.
We are doing this by:

e Providing and facilitating USD750bn to USD1tn of sustainable finance and
investments by 2030.

e Achieving net zero in our operations and supply chain by 2030.

5 https://www.gfanzero.com/our-work/mobilizing-capital-for-emerging-markets-and-developing-economies/
6 https://www.iea.org/reports/financing-clean-energy-transitions-in-emerging-and-developing-
economies/executive-summary
7 https://www.pwec.co.uk/issues/esg/Navigating-a-just-transition-to-net-zero.pdf
8 https://www.hshc.com/who-we-are/our-climate-strategy & FY22 Investor deck
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e Aligning our financed emissions — the emissions produced by the customers
and projects we finance — to net zero by 2050 or sooner.

e Setting 2030 targets for emissions reduction in different sectors, focusing on
the heaviest emitters first — including a commitment to phase down our fossil
fuel financing in line with what’s needed to achieve net zero by 2050.

e Engaging closely with our clients on their transition plans and support them in their
transition journey, which helps us to track our own progress towards net zero by
2050.

e Unlocking new climate solutions by promoting the development of nature-based
solutions, climate innovation and sustainable infrastructure alongside our partners.

This paper highlights four innovative climate solutions which HSBC is
involved with and is implementing alongside our partners in Asia and across
the world. These represent “critical unlocks” that can meaningfully contribute to
real economy decarbonisation — and are developed in partnership with customers,
policymakers, regulators, and public and private financial institutions.

China has already had success in implementing some of these solutions and
unlocking significant climate finance domestically. In 2022, energy transition
investment in China hit USD546 billion, accounting for half the global total and
more than double the USD266 billion invested in 2021. Domestic investors have
provided virtually all of the energy transition investment in China to date, most of
which has been used to deploy clean energy and electric vehicles.®

China also has a part to play in supporting the energy transition of other
countries, with an opportunity to provide not only finance, but also affordable
climate technologies at scale: Chinese companies currently account for about 80%
of the world’s solar panel and lithium-ion battery manufacturing capacity, and five
of the top 10 automakers by electric vehicle sales in 2022 are headquartered in
China. China also has a growing eco-system of software and digital technology
companies, essential for running smart power grids in a decarbonized and highly
electrified world.

9 https://about.bnef.com/blog/global-low-carbon-energy-technology-investment-surges-past-1-trillion-for-the-
first-time/
5



Solution 1 — developing a credible net zero transition plan

Banks need to develop individual, credible net zero plans of their own to meet
their broader commitments to achieve net zero emissions by 2050 or sooner, in line
with the goals of the Paris Agreement. The most important element of this is
aligning a bank’s financed emissions — i.e. the emissions produced by the customers
and projects it finances — to net zero.

However, that requires those customers and projects themselves to be on a
path to decarbonisation, with clearly set emissions targets and strategies for
reducing these in place — generating a firm-level change of approach.

Embedding firm-level climate transition plans across the economy
What is it and why is it important for addressing climate change?

The core of achieving a net zero strategy is engagement with customers and
developing a deep understanding of the drivers of a net zero transition. A
bank’s financed emissions trajectory is driven by the emissions pathways of its
clients and of the underlying economy. Banks need to understand the credibility
and feasibility of their clients’ decarbonisation strategies, and by working with them
to provide the capital needed for implementation.

What are the biggest lessons?

Banks can help accelerate action by doing the following:

e Banks have a leading role to play in the development and disclosure of
credible transition plans across industry — including via advocacy for better
information, promoting climate education, developing best practice, innovating
with new products, and working together with government to ensure progress
in real economy decarbonisation.

e The banking sector should demand emissions footprint and target data
from data providers and from their clients. Banks can also stipulate the
provision of Environmental, Social and Governance (ESG) data, including
emissions data and transition plans, from clients through questionnaires that are
standardised across the industry. This is especially valuable in the case of
private companies which are not covered by emerging public disclosure
requirements.

e Banks need to share best practice with each other to put climate into every
part of their businesses. For banks located in China, one important role is to
liaise with industry alliances in order to incorporate regional differences into
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guidance and recommendations (e.g. scenarios, climate policy, differentiated
commitments).

Banks and regulators can improve the provision of finance towards
emission reduction activities by supporting the development of
international transition finance standards, particularly in “brown’ industries
like oil & gas. They can also ensure their own tracking of green finance tracks
the provision of transition finance specifically.

Policymakers can help accelerate action by doing the following:

Policymakers can send clear signals on the direction of travel by setting a
climate policy at a sector level which provides a smooth, predictable, and
gradual roadmap to net zero. Some regions have taken steps in this direction,
notably Europe’s Green Deal which sets a goal of 40% renewable energy by
2030. China’s 14" 5-year plan includes a Comprehensive Work Plan for Energy
Conservation and Emission Reduction, including a specific goal to boost
renewable energy to over 33% of power consumption by 2025. Companies in
affected sectors have reacted by echoing government guidance and setting near-
term goals and strategies for the next 1-5 years.

Regulators can help accelerate action by doing the following:

Regulators can help banks measure their baselines and track net zero
alignment by supporting the improvement of data and information
through reporting requirements. Up to now, for example, only market leaders
in China have publicly reported emissions data as part of their ESG reporting,
although high emitting sectors are required to report to the government.
Required public emissions reporting would significantly improve the
availability of emissions data needed to measure a bank’s alignment with net
zero targets.

Sector-specific guidance for setting emissions targets and developing
transition plans would allow banks to develop forward-looking metrics.
Guidelines would improve the information provided by clients and by peer
banks on their own transition plans.

Regulators can also provide aggregate data to support analysis and
improve understanding across data users. Aggregated company data would
allow better sector benchmarking, for instance of the emissions intensity per
unit of output for a certain industry. Banks could use that data to better
determine how a company in their portfolio compares to peers within the same
country or region.



e Regulators can further support the provision of capital by publishing green
taxonomies. China has already released a Catalogue of Green Bond Support
Projects, which defines the types of projects that are eligible for investment
using green bonds domestically. However, more clarity would be helpful. The
Catalogue does not steer funds towards low carbon or transition finance
specifically, which means that it can be difficult for a financial institution to
know whether an activity is aligned with net zero or not.

Solution 2 — channelling climate investment into emerging markets
via blended finance

Emerging markets and developing economies account for nearly half of total
global greenhouse gas emissions but have only attracted a tiny portion of
climate related finance.

The climate finance mobilisation gap is widening. Although domestic investment
into renewable energy plants in EM&DESs increased 19% in 2020-2021, reaching
new highs and recording the largest increase since 2015, the overall picture has been
less positive in recent years. Energy transition asset finance in EM&DESs remained
flat in 2021 at USDG67 billion, the same level as in 2019 and a marginal decline from
the USD73 billion peak reached in 2018. Although the impact of the pandemic
explains some of this stagnation, at the same time, energy transition investment in
developed nations has recovered and grew 24% year-on-year in 2021.

Blended finance can address the shortfall of climate investment into emerging
markets. This is the strategic use of development finance for the mobilisation of
additional finance towards sustainable development in developing countries.
Blended finance attracts commercial capital towards projects that contribute to
sustainable development, while providing financial returns to investors. There are
already a number of blended finance solutions in play across the world, including
Just Energy Transition Partnerships (JETPS).

Just Energy Transition Partnerships (JETPS)
What is it and why is it important for addressing climate change?

JETPs are multilateral financial collaboration mechanisms aimed at supporting a
country’s effort to accelerate the phase-out of fossil fuels, particularly coal-fired
power plants, while addressing the social consequences of such a transition. JETPs
allow collaboration across key players — including governments, utility providers,

8



development banks, financial institutions, and citizens — on the design, funding and
implementation of a plan that’s tailored to a country’s specific needs and
characteristics.

JETPs first emerged at COP26 when South Africa was promised USD8.5 billion in
financing from France, Germany, the United Kingdom, the United States and the
European Union. A second JETP for Indonesia was announced at the G20 in Bali
in November 2022 — USD20 billion in finance over 3 to 5 years, half from the public
sector and half from the private sector, including banks such as HSBC. The
Indonesian JETP has capped the country’s CO2 emissions c.25% lower than
previously announced. A third JETP was announced for Vietnam following COP27,
which includes a commitment for USD15.5 billion mobilized over 3 to 5 years.

What are the biggest lessons?

1. Governments need to commit to unlock private sector investment,
including to working through technical, market-specific limitations

e Mobilising finance depends on the private sector believing in the
government’s commitment — to improving the environment, to creating a
suitable project pipeline, and to providing catalytic public finance. For example,
in Indonesia — the private sector is committed to mobilising at least USD10
billion in private finance to match the public finance commitment of USD20
billion, subject to the government creating the enabling conditions.

e The private sector needs government to work on the technical barriers
preventing project success. In Indonesia, poor economics on price caps for
tariffs (sometimes set below the average regional electricity generation costs),
difficulties with land acquisition and oversupply to the grid (leading to
curtailment risk) all need to be addressed for projects to reach feasibility.

2. Being clear about near term priorities will mobilise private investment to
seize on the biggest opportunities

e JETPs work because they focus early on those areas that account for the
most substantial portion of a country’s greenhouse gas emissions —
specifically those areas where the private sector can have the highest impact.

e In Indonesia, that means the JETP is focused on investing in the energy
sector, which will account for 58% of all Projected GHG Emissions
Contributions by 2030 — particularly by increasing renewable energy,
electrifying transport, decommissioning coal fired power plants, and reducing
industrial fossil fuel energy use. Specific plans include:



1. Renewable Energy investment — Indonesia will require around USD24
billion to build renewable power plants by 2030, with a further USD4 billion
for solar panel and wind turbine manufacturing, and USD4 billion to
develop polysilicon production plants. The JETP has identified the biggest
barriers to this finance materialising — mapping the demand for renewable
energy, creating a roadmap for increasing domestic manufacturing capacity,
and recalibrating domestic subsidies for coal vs. renewables.

2. E-mobility investment — electric vehicles (EVs) and their value chains are
options for immediate private investment, supported by the Indonesian
government’s EV strategy and 2019 Presidential Regulation. This includes
the opportunity to provide USD19 billion to fund cultivation of battery
manufacturing, vehicle assembly capabilities and develop EV infrastructure
by 2030. Barriers for the JETP to remove include the current higher upfront
cost of EVs and the need to develop charging station infrastructure.

Involving the private sector from the outset is important — including to
unpick market-specific ‘bankability’ issues with projects:

Bringing the private sector on board from the outset can help mobilise
finance at scale and unlock far greater sums than pure government investment
— particularly because banks have the technical skills to give projects the best
chance of reaching financial close. For example, by providing feedback on
Power Purchase Agreement (PPA) structures or on navigating sovereign,
technology and tenor risks.

Renewable energy projects in Indonesia and Vietnam have historically
struggled to access financing — in part because of specific foreign exchange and
credit risk considerations, but also political and regulatory issues, such as
offtake agreements with state-owned utility companies.

The JETPs in those countries are now working to unpick these
“bankability” issues — with the financial sector now represented by the
Glasgow Financial Alliance for Net Zero (GFANZ), JETPs are able to tap into
expertise from financial institutions like HSBC to encourage investment into
green technologies and industries.

China has long been an investor and provider of development finance to both
Indonesia and Vietnam, especially in infrastructure and energy projects. Since
2010, Chinese public and private banks have provided over USD18bn in debt and
equity to power projects in these two countries, nearly all of it for coal fired power
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plants.’® As both countries have now set net zero goals, China has an opportunity
to provide both decarbonisation finance and technology — such as solar panels and
affordable electric vehicles, and China’s smart grid expertise.

Solution 3 — deploying sustainable infrastructure quickly and more
widely via labelling and pipeline creation

Infrastructure is central to the transition to a sustainable society — it accounts
for 79% of global GHG emissions (UNDP and UNOPS, 2021). We need to invest
around USD6 trillion per year until 2040 to achieve the sustainable development
goals and the Paris Agreement (OECD 2017). A net zero economy, with high levels
of electrification, also requires significant new infrastructure to be built, whether
smart power grids or electric vehicle charging stations.

Developing Asian countries will need to invest USD1.7trn per year over the
next decade to maintain economic growth and respond to climate change, as the
Asian Development Bank (ADB) has noted.!! China has long been a proponent and
financier of infrastructure across developing Asia, highlighted by its leadership in
the founding of the Asian Infrastructure Investment Bank (AlIB) in 2015.

Infrastructure projects are by nature complex and long-term projects, and this
only increases when they are part of the sustainable transition, adding several layers
of complexity:

1. Embedding all types of sustainability across a project — across
environmental, social, governance, adaptation and resilience.

2. Volumes — projects are now often relatively small and distributed at local scale
and/or in more fragile economies.

3. Trust — development, construction and operation of projects are delegated to
the private sector (via public-private partnerships).

4. ‘Bankability’ by the private sector, as projects have more complex economic,
legal and financial criteria

5. Number of actors — more numerous in type and volume, with often less
experience.

6. Speed — the time required to deploy this new infrastructure is now very short.

10 World Bank PPI, BloombergNEF 2020 report “An Asian Obsession: Funding Coal Power in Southeast
Asia” accessed via www.bnef.com
1 https://www.adb.org/news/developing-asia-needs-invest-more-5-gdp-over-next-decade-infrastructure
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Solving these complexities requires collective leadership — and new financing
mechanisms —if we are to embed sustainable infrastructure across our economies.
Below we highlight two solutions which HSBC has helped create to help scale
infrastructure investment.

FAST-Infra

What is it and why is it important for addressing climate change?

FAST-Infra — the ‘Finance to Accelerate the Sustainable Transition-
Infrastructure’ initiative — aims to close the trillion-dollar sustainable
infrastructure investment gap by transforming sustainable infrastructure into
a mainstream, liquid asset class. Born out of a collaboration between HSBC, the
OECD, the IFC, the Global Infrastructure Facility and the Climate Policy
Initiative, over 50 global entities, representing governments at all levels, the
financial sector, investors, DFIs, insurers, rating agencies and NGOs are now
actively participating in developing the FAST-Infra initiative.

The FAST-Infra initiative consists of two flagship initiatives: the FAST-
Infra Sustainable Infrastructure Label and the FAST-Infra Platform:

1. The Sustainable Infrastructure (SI) Label is a globally applicable label

for infrastructure projects/assets demonstrating significant positive
sustainability performance. It is designed to enable developers and
operators to show the positive impact of an infrastructure asset, and attract
investors seeking assets which positively contribute to sustainable
outcomes. The purpose of the SI Label is to harmonize existing standards,
frameworks, and taxonomies and enable the transformation of sustainable
infrastructure into a mainstream, liquid asset class.

. The FAST-Infra Platform aims to build a global user community of

governments, developers, verifiers, and financiers to leverage technology
efficiently in a single data-centric platform to synergize complementary
capabilities of users across the sustainable infrastructure lifecycle by (i)
enhancing project-centric cooperation and (ii) mobilizing third party
technologies and innovation. The benefits from this platform include
process automation, accelerated lead times, lower transaction costs,
enhanced project quality and bankability and increased volumes with
enriched citizen satisfaction.

What are the biggest lessons?
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e The Sl label gives comfort to investors that assets are of the highest quality
and truly sustainable — while also removing resource-intensive due diligence
out of the process. It also gives sustainable infrastructure access to the capital
markets (and other pools of institutional capital), by allowing financiers the
ability to pool a number of labelled assets together and then securitise them.

e Both the Label and the Platform can support China’s efforts to invest in
infrastructure in other countries and to continue to develop the ecosystem
in Asia for increased investment in sustainable infrastructure:

o Adoption of the label is designed to create an asset class for Sustainable
Infrastructure that can ultimately be traded by institutional investors and
drive increased liquidity.

o The platform use case is global in nature and could also help bring
increased efficiency to the delivery of infrastructure assets in China.

Pentagreen Capital
What is it and why is it important for addressing climate change?

Pentagreen Capital is a debt finance platform for sustainable infrastructure in
Asia, created by HSBC and Temasek together with the Asian Development Bank
and Clifford Capital. It is focused on channeling capital to the “marginally bankable”
projects unable to access finance from traditional sources and to unlock private
investment for sustainable infrastructure projects — as well as creating a tradable
asset class that can crowd in private and institutional investors. Its initial focus is
on renewable energy and storage, sustainable mobility, water, and waste treatment
— but that will likely evolve over time to include the financing of green datacentres
and other green infrastructure.

What are the biggest lessons?

e Pentagreen is another tool to help channel private finance to sustainable
infrastructure projects in EM&DEs, complementary to other blended finance
efforts highlighted above. It uses the FAST-Infra Sustainable Infrastructure
Label to apply internationally recognised ESG best practices to its projects.

e Pentagreen is able to take on more risk than traditional commercial banks
— by creating a blended finance structure which enables it to bear risks across
project, sovereign, tenor, political and FX. Its very presence (particularly if
taking a junior tranche) can give comfort to, and crowd in, commercial
investors.
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Pentagreen’s unique value proposition is in the capabilities and reach of
the ecosystem created via the founding and strategic partners, which enables
us to resolve issues and chokepoints in target sectors and countries. This
includes HSBC’s deep expertise in sustainable and project finance (as well as
our global network and access to investors), Temasek’s sovereign wealth fund
capabilities (including bringing patient capital and experience in investing and
scaling operating platforms), the ABD’s diverse toolkit of financing and
advisory solutions (to help de-risk target projects) and Clifford Capital with its
deep expertise in infrastructure financing in Southeast Asia.

Pentagreen’s initial focus is Southeast Asia with the aim of deploying USD1
billion of loans within 5 years, but the model could be replicated in other parts
of the world to help unlock marginally bankable projects and pave the way for
additional private finance.

Pentagreen can also be a useful partnership model for Chinese financial
institutions, both public and private, to channel private climate finance,
particularly in higher risk emerging technologies, to EM&DEs. Doing so will
also help open new markets for Chinese climate technologies.

Solution 4 — scaling new climate technologies through partnerships

The need to scale climate technologies is a fundamental part of addressing
climate change. For example, the global increase in energy-related emissions in
2022 would have been three times larger without the strong growth in clean energy
deployment we saw — with renewables meeting 90% of last year’s global growth in
electricity generation®?.

There are two types of new climate technologies — each with different risk hurdles
to overcome:

1. Ready to scale now — technologies which are cost effective today, but now

need to be deployed at scale (especially in emerging markets) to support the
transition. Examples include renewable power such as wind/solar or batteries
for both stationary storage applications or electric vehicles (EVSs) — these are
proven technologies that can help decarbonize the power generation and
transport sectors rapidly while also meeting the growing demand for electricity
and cars in emerging markets in an emissions friendly way.

12 1EA, CO2 Emissions in 2022 (March 2023)
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2. Not yet commercially viable — de-carbonisation technologies which we need

to invent to achieve net-zero, but which will likely require additional
government support to commercialize, scale and deploy. Examples include
technologies around hydrogen, synthetic fuels or carbon capture, where the risk
hurdles for their deployment are high (not just in emerging markets) as they are
not yet commercially viable.

Banks, along with governments, regulators and other investors, have an
important role to play in scaling and deploying both types of climate technologies.
Here are two examples of how HSBC is partnering with public, private and charity
sectors to provide catalytic financing to help scale climate technologies —
Breakthrough Energy and the Climate Solutions Partnerships.

Breakthrough Energy

What is it and why is it important for addressing climate change?

Breakthrough Energy was founded by Bill Gates in 2015 to accelerate
innovation in sustainable energy and in other technologies to reduce
greenhouse gas emissions. It works across the innovation pipeline — from idea
incubation to commercial adoption globally — to drive progress across the
biggest sources of today’s global greenhouse gas emissions.

Breakthrough invests at early and project stage, and in the people who are
working on new climate solutions. Breakthrough has invested in seed and
Series A funding rounds, as well as in project companies using emerging
climate technologies that reduce emissions (e.g. its first Catalyst project funding
was a USD50m grant to finance Lanzalet’s sustainable aviation fuel plant in
Georgia, USA).

Background on Breakthrough Energy vehicles:

Breakthrough Energy Ventures (“BEV”): invests in seed and Series A
funding rounds of companies that can (1) create technologies with the
potential to reduce greenhouse gases, at scale, by at least a half a gigaton
every year, (2) attract other investors, and (3) fill critical gaps in climate
technology.

Breakthrough Energy Catalyst: funds and invests in project companies
utilizing emerging climate technologies that reduce emissions, including (1)
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Green Hydrogen, (2) Sustainable Aviation Fuels, (3) Long Duration Energy
Storage, (4) Direct Air Capture, and (5) Manufacturing related to cement,
plastics, and steel decarbonization.

Breakthrough Energy Fellows: this arm provides grants (USD1-5m) in
support of the world’s best and brightest innovators as they develop new
technologies.

HSBC is committed to scaling up climate critical technologies — and so has
made a USD100 million commitment to Breakthrough Energy Catalyst to
provide further support for Climate Tech solutions. We are particularly focussed
on bringing our learning in Breakthrough to Asia where HSBC can have a
strong influence.

Breakthrough Energy Catalyst specifically focuses on project level
financing for both large scale demonstration projects as well as first-of-a-
kind projects using emerging technologies. HSBC’s investment as an anchor
partner in Breakthrough Energy Catalyst is focused primarily on climate critical
technologies.

HSBC’s role goes above its financial contribution — we are a financing
platform for climate tech companies (whether debt or equity), a connector into
multinational companies (to drive the adoption of climate technologies and
decarbonisation strategies), and offers a global vantage point for these new
firms — including into Asia.

China’s ambition in this area is significant — the 15" Five-Year-Plan (2026-
2030) aims to scale up non-fossil energy to reach 25% (and to 60% by 2060)
while gradually reducing the consumption of coal-powered energy. However, it
is estimated that the required investment for China to achieve the 2030/60 dual
carbon goals is ¢.RMB150trn to RMB500trn (USD21trn-USD68trn) — with
many of the required technologies not viable (or scaled) yet.

What are the biggest lessons?

Vehicles like Breakthrough Energy are strong partner organizations on
emerging technologies to deliver national ambitions on decarbonization, both
for heavy industries and clean energy firms.
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Ways in which China could look to partner with venture organizations
such as Breakthrough — or incubate its own similar private sector ventures —
include:

1. Deploying solutions created by Breakthrough Energy portfolio

companies — China’s industrial giants across their resources, materials and
manufacturing sectors could be partners in the deployment of Breakthrough
Energy solutions.

Partnering on electric mobility — China is home to the world’s most
dynamic EV start-up ecosystem, and has increasingly integrated supply
chains from raw materials for batteries to EVs and charging infrastructure.

Supporting the drive for improvements in the innovation ecosystem —
China is increasingly focused on promoting original and breakthrough
innovation projects, and Breakthrough could be an innovative partner.

Tap into global knowledge networks — without effective international
collaboration (e.g. on markets, supply chains, standards and R&D), global
energy transitions to meet net zero ambitions could be delayed by decades.
Supporting global initiatives such as Breakthrough Energy could be a good
opportunity for China to tap into global knowledge networks and engage
international partners.

HSBC’s Climate Solutions Partnership (CSP) — using philanthropy to
catalyze climate scaling

HSBC, World Resources Institute (WRI) and WWF, along with over 40 local
partners have come together to form a five-year philanthropic partnership
to help climate solutions become commercial reality and have real-world
impact, by mobilising finance and identifying and understanding the
barriers to accessing commercial financing for low carbon and nature
positive solutions.

Funded through a donation of USD100 million from HSBC, the selected
solutions include those not commonly covered by other initiatives, such as
nature-based solutions, green supply chain transformation, and reducing
household energy consumption. RMB100 million has been specifically
allocated to China for 2021 to 2025.
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e The Partnership proves that philanthropy can be an effective lever in
accelerating the climate transition — particularly in terms of engaging a
wide range of stakeholders across government, NGOs, think tanks,
corporates and individual consumers.

Conclusion: China’s opportunity to scale climate solutions

This paper has discussed innovative solutions that arise from partnerships
between public and private sectors, specifically the role that banks can play to
scale climate finance and deploy them to markets where they are most needed.

Itisimportant to acknowledge the tremendous progress in the thinking around
facilitating a climate transition over the last few years, particularly in the
financial sector. In 2021 we saw an explosion of new announcements by banks and
other financial institutions of their ambitions towards net zero. At the same time,
governments all over the world are deepening their net zero commitments and
increasing ambition, while supporting new technologies and solving for the brown-
to-green transition.

China has a unique story driving forward this energy transition — with a role
right across the value chain.

Building a net zero economy will require an enormous amount of new
materials, whether raw materials such as copper, nickel and lithium or
manufactured goods such as wind turbines, solar panels or batteries. As a leading
manufacturing nation, and accounting for the vast majority of the world’s supply of
wind, solar, storage and electric vehicles, China is a crucial partner in the energy
transition.

But China’s role is also as an innovator, scaler, and financier of new climate
technologies that will underpin our approach to climate change in the coming years.
China has been the world’s leading investor in clean energy and largest
manufacturer of climate technologies for well over a decade. It has an increasingly
important role to play in innovating, scaling, and making new climate technologies
affordable for the developing world. The next generation of decarbonisation
technologies will require China’s scale and manufacturing prowess to deploy — for
example, in the way that Chinese companies are now rapidly scaling up the
production of hydrogen electrolyzers.

Our next challenge is to unlock more private and public finance so that these
technologies can be created, scaled, and deployed rapidly to where they are most
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needed. With our deep international network, long history in Asia and commitment
towards financing the world’s transition to net zero, HSBC stands ready, willing
and equipped to collaborate with our Chinese partners in delivering this.
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