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Executive
summary

This report is the first quarterly update on the HSBC GBA ESG Index (the Index), which analyses the ESG and sustainable
development performance of the Guangdong-Hong Kong-Macao Greater Bay Area (GBA) in Q4 2022 and Q1 2023'. In the GBA
ESG Industry Sub-indices section of this report, we focus on the consumer discretionary sector, which has demonstrated a
marked improvement within the context of the reopening and recovery of mainland China’s economy. This report further analyses
how the GBA is responding to the sustainability-related opportunities and challenges for two specific industries in the consumer
discretionary sector in particular, namely, the automotive industry and the textile and garment industry.

The GBA ESG T
Regional Index @
Q4 2022
Over the past two quarters, policymakers announced a growing
O/O number of policies to promote the GBA's sustainable development,

in which economic and social development was identified as a key
area as regards sustainability.

reaching Within the context of the reopening of mainland China and the
announcement of more supportive policies to bolster the economy, the

/I 2 O 27 GBA experienced a notable improvement in the area of economic and social

. development over the past two quarters. The GBA's performance in economic

and social development in Q4 2022 and Q1 2023 recorded the highest Q4 and

Q1 2023 Q1 values respectively, according to our study from Q4 2019 onwards. The
GBA has also shown signs of recovery in the economy and labour market.
More supportive measures were rolled out to revive consumer demand,

2%

stimulating individual and household consumption, most notably in the ambit
of new energy vehicles, education and other sustainability-related areas.

year-on-year increase

year-on-year increase

reaching

117260

The GBA experienced a significant improvement in the sustainable

The GBA ESG debt market, with the issuance of GSSS bonds recording a
Industry Sub-indices year-on-year increase of 71% and 96% in Q4 2022 and Q1 2023
respectively.
The average value of the Our study found that Hong Kong, Guangzhou and Shenzhen still lead the
GBA's sustainable debt market. The GSSS bonds issued by the three cities'
GBA ESG lndUStry collectively accounted for 88% and 100% of the GBA's total volume of GSSS
Sub-indices increased slightly bonds in Q4 2022 and Q1 2023 respectively. According to our data, it is
noteworthy that the volume of GSSS bonds issued by Hong Kong during Q1
over the past two quarters 2023 exceeded RMB56 billion, by far the largest quarterly issuance volume
. . . since Q4 2019. The impressive quarterly issuance volume from Hong Kong
reaching a record high in was mainly attributable to the Hong Kong government's triple-currency Green
Bond offering in January 2023, which is Asia’s largest ESG bond issuance. '
60/ Moreover, Hong Kong is firmly committed to remaining a global sustainable
Q1 2023: up o from financial centre, one that leverages fintech to accelerate sustainable
Q3 2022 development. Furthermore, Guangdong‘P_rovinc‘e a_ims to use finance as a
’ tool to support green projects and transition activities.

viii

Xi

Of the eight sectors studied, industrials and financials maintained their leading positions in ESG over
the past two quarters, mainly driven by their leading performance in the pillars of policy"” and green and
sustainable finance".

Our study shows that industrials and financials remained top two positions in ESG over the past two quarters, and both
sectors performed much better in the pillars of policy and green and sustainable finance than other sectors in Q4 2022 and
Q1 2023. According to our study, financials experienced rapid growth in Q4 2022, primarily due to a significant improvement
in the pillar of green and sustainable finance, with a year-on-year increase of 366% in the volume of GSSS bonds issued.
Consumer discretionary and communication services were the next two highest ranked sectors in Q4 2022 and Q1 2023.

Y

Healthcare retained its position as the sector with the best rate of improvement'i, while financials, industrials
and communication services also had relatively high rates of improvement over the past two quarters.

Of the eight sectors studied, healthcare, which had the lowest starting point, continued to record the highest rate of
improvement (1,750% and 1,729% in Q4 2022 and Q1 2023 respectively), mainly driven by the improvement in the pillars of
policy, ESG disclosure and, most especially, climate action¥. Financials had the second highest rate of improvement in Q4
2022, coming in at 80%, while communication services took second place in Q1 2023 with a rate of 93%, primarily driven by
two main pillars, i.e., climate action and ESG disclosure.

Consumer discretionary demonstrated a marked improvement over the past two quarters, with rates of
improvement of 17% and 21% in Q4 2022 and Q1 2023, respectively. This improvement was primarily
driven by an increase in the number of relevant policies and an improvement in the pillar of climate
action. Within the context of the reopening of mainland China, consumer discretionary plays a significant
role in driving the GBA's sustainable development by encouraging sustainable purchasing behaviour, and
promoting sustainable products and business strategies. At the same time, sustainability trends have
been shaping the sector, driven by changes in consumer preferences, pressure from regulators, and the
pursuit of enterprise efficiencies; bringing both challenges and opportunities.

Our study shows that policymakers announced more policies over the past two quarters to bolster the consumer
discretionary sector and facilitate its transition to a low-carbon model. With regard to the pillar of climate action, according
to our study, companies in the consumer discretionary sector in the GBA have become more active in sustainability
initiatives, especially in CDP* and Science Based Targets initiative (SBTi)*.

The phasing out of internal combustion engine (ICE) vehicles is undoubtedly a challenge to the automotive industry, but
nevertheless brings opportunities for companies who can embrace the shift to the new energy vehicles (NEVs) necessary
to achieve carbon neutrality. The GBA and its cities have leveraged the comprehensive automotive supply chains to support
the development of NEVs. The report shows that different approaches to sustainable finance, such as green and sustainable
private equity, green asset-backed securities (ABS)¥, have been adopted by automakers in the GBA to support their green
and sustainable development strategies. In terms of the textile and garment industry, sustainable transformation to a

green and low-carbon model is challenging due to its long and complicated supply chain. To accelerate the sustainable
transformation and develop a circular economy, the textile and garment industry in the GBA has leveraged cutting-edge
technologies and environmentally friendly production techniques.

The Launch Report of the Index was published in December 2022 and analysed the GBA's ESG and sustainable development performance from Q4 2019 to Q3
2022. The current report covers the GBA's performance over the past two quarters, i.e., Q4 2022 and Q1 2023. Subsequent reports will track the quarterly progress
within the GBA.

GSSS bonds include green bonds, social bonds, sustainability bonds and sustainability-linked bonds.

GSSS bonds issued by issuers in the GBA or any specific GBA city in this report refer to both onshore and onshore GSSS bonds issued by entities registered or
primarily operating in the GBA or any specific GBA city.

Evaluation of the strength of policy support for by looking at the number of industrial policies set out at each level of government including central, provincial,
municipal and district levels.

Evaluation of utilisation of green and sustainable finance instruments to support sustainable development of the eight key sectors.

Evaluation of the ESG disclosure rate (proportion of companies publishing ESG or other related non-financial reports) of the eight key sectors.

Evaluation of corporate performance as regards climate-related disclosure and commitment to low-carbon economy.

Evaluation of rate of improvement for a specific period by comparing the performance in that period with that of the base period.

The CDP is an international non-profit organisation that helps companies and cities disclose their environmental impact. Currently, the CDP has a separate set of
questionnaires for climate change, forests, and water security.

The SBTi is a partnership between CDP, the United Nations Global Compact, World Resources Institute (WRI), and the World Wide Fund for Nature (WWF).

In mainland China, green ABS may be classified into three main types: the green versions of respectively credit ABSs, enterprises asset-backed notes (ABNs) and
corporate ABSs. The “green” elements, including the base assets, uses of proceeds/funds raised. The base assets of green credit ABSs are green loans. The green
elements of green enterprises ABNs are implied in the definition of green enterprise bonds in the related business guidelines issued by the National Association of
Financial Market Institutional Investors (NAFMII) in March 2017 (Source). The basic requirement of the green corporate ABSs is the use of proceeds in green
projects (Source).
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The GBA ESG Regional Index Figure 1. The GBA ESG Regional Index
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Source: China’s official statistical database, public disclosure of listed companies, public information from
relevant third-party databases, other public sources, CECEPEC
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Figure 2. Breakdown of the GBA's performance
in the five areas
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Note: The values are normalised. The base values were 100.00 for Q4 2019 (base period).
Source: China’s official statistical database, public disclosures of listed companies, other public sources,
CECEPEC




Our study shows that the GBA's performance in the area of policy remained high in Q4 2022 and Q1 2023. Performance in the
areas of environment and corporate governance was relatively stable. The performance of the GBA in economic and social
development reached a record high in Q4 2022. Despite a dip in Q1 2023, the GBA's performance in economic and social
development was still the highest value for any Q1, compared to Q1 of the previous years studied. At the same time, the GBA
experienced a slight improvement in the area of green and sustainable finance in Q4 2022 and Q1 2023.

Policy

Since December 2022, governments have
announced an increasing number of policies to
promote the region’s sustainable development

highlighting sustainability-related issues; specifically,
carbon neutrality and promoting people's livelihood.*
Guangdong Province released the Carbon Peaking

within the context of the reopening of mainland Implementation Plan. The overall goal of the plan
China; a large proportion of these being unveiled is to increase the percentage of non-fossil energy
in Q1 2023. The most noteworthy of these policies consumption to 32% by 2025 and to 35% by 2030.°

included the unveiling of 30 financial support
measures for Henggin and Qianhai in Guangdong
Province, aimed at promoting the development of
key regions in the GBA. These 30 measures cover
a wide range of aspects, including green financial
market interconnection.? Hong Kong and Macao
announced their Policy Addresses in October and
November 2022, respectively; both governments

Moreover, the Province rolled out an action plan to use
finance as a tool to support economic growth in 2023.
Under the action plan, financial institutions and micro-
credit companies are encouraged to lower interest rates
to stimulate individual and household consumption,
focusing on sustainability-related issues, such as NEVs,
elderly care services, education and medical care.®

Economic and Social Development

Kong's own residents. During Q1 2023, the number
development displayed a notable improvement of Hong Kong residents” arrival through all control
over the past two quarters. Specifically, the points reached 10,450,566 (vs. 92,609 in Q1 2022).8.°
economy of the GBA showed signs of recovery and Supported by the gradual normalisation of economic
demonstrated support for the sustainable recovery activities, recovery of the tourism sector and full

of labour market, talent mobility, and other societal resumption of normal travel between mainland China
developments. In December 2022, mainland China and Hong Kong, there are positive signs of recovery
eased its COVID curbs, setting the scene for the GBA's in the labour market, especially in Hong Kong. Hong
economic recovery. Looking at tourism within the GBA, Kong's seasonally adjusted unemployment rate fell to

In the GBA, the area of economic and social

the number of travellers and tourism revenues surged 3.3% in the three months ending February 2023%, the
during the 2023 Spring Festival. For instance, Shenzhen  lowest level since the three months ending December
saw its number of travellers and tourism industry 20190

revenue rise by 55% and 56%, respectively, in the 2023
Spring Festival, compared to the 2022 Spring Festival.’
With Hong Kong's cancellation of mandatory nucleic

acid testing for inbound travellers and the reopening - ~
of mainland China, Hong Kong’s tourism industry has mainland cities to travel southwards to Hong Kong and

shown signs of recovery. The number of overseas Macao, for exchanges and visits in scientific research,

visitors to Hong Kong soared to 1,058,149 in Q1 2023 education, and healthcare; Iavy and buiiness_”
(vs. 2,082 in Q1 2022), while the number of visitor Moreover, Hong Kong regularised the “Greater Bay

arrivals in Hong Kong from mainland China jumped to Area Youth Employment Scheme™ in March 2023,

3,353,771 in 01 2023 (VS. 7,807 m 01 2022) |ﬂ addition, further facilitating talent circulation in the regionﬂz
travel momentum also picked up notably for Hong

Reopening facilitates the mobility of talent within the
GBA. In February 2023, an exit endorsement policy
was launched to facilitate talent working in GBA

xii - The seasonally adjusted unemployment rate in the three months ended March 2023 is unavailable at the time of publication of this report.

O
ﬁ/,% E Corporate Governance

Shenzhen tightened the requirements on ESG
information disclosure for financial institutions

and listed companies, further demonstrating its
leadership in ESG disclosure guidelines in mainland
China. ESG disclosure is one of the key issues in

the area of corporate governance, as it provides an
effective communication tool for stakeholders to
understand companies’ sustainability performance and
plans. More stringent ESG disclosure requirements can
promote the continuous improvement of companies’
ESG performance.

In September 2022, Shenzhen issued the Guidelines
for Financial Institutions’ Environmental Information
Disclosure, providing detailed and advanced guidance
on environmental information disclosure, such as the
ESG or green finance governance system, and green
financing and investment activities. The release of the
guidelines facilitates the implementation of mainland
China’s environmental and green finance information
disclosure system. On the one hand, the guidelines
can encourage financial institutions to improve

ESG governance while, on the other hand, they are
increasing pressure on companies as the financial
institutions are paying more attention to the greenness
of their portfolios.

As well as financial institutions, Shenzhen also looked
at industries that could have significant adverse ESG

impacts. In February 2023, Shenzhen Stock Exchange
(SZSE) released the newly revised Guidelines of SZSE
for Self-Discipline Regulation of Listed Companies No.3
— Industrial Information Disclosure and Guidelines of
SZSE for Self-Discipline Regulation of Listed Companies
No.4 — ChiNext Board Industrial Information Disclosure.
The revised guidelines set out industrial characteristics
and detail the requirements for ESG disclosure for
specific industries. Listed companies from heavily
polluting industries, such as solid mineral resources,
food and winemaking, textiles and garments, chemicals
and power, are required to disclose more details on
major environmental pollution incidents. Meanwhile,
companies from high-risk industries, for example,

solid mineral resources, chemicals and civil explosives
industries, are required to disclose more details on
major safety incidents.

There may be a tendency for companies to emphasise
positive ESG performance instead of reporting negative
incidents, which can create an erroneous picture of the
companies’ overall ESG performance. Compared with
mainland China’s existing ESG disclosure guidance,

the revised guidelines provide more detailed disclosure
requirements of ESG negative performance. The
revised guidelines enhance transparency and provide
more balanced information to governments, investors,
creditors and other stakeholders.

Green and Sustainable Finance

Over the past year, China has stimulated the
development of green and sustainable markets by
means of financial product innovation. For example,
China launched a pilot program for transition finance
bonds in June 2022 to support the low-carbon
transition of pilot industries. Moreover, in January 2023,
the People’s Bank of China (PBOC) announced that it
would continue to leverage three structural monetary
policy tools, including the carbon-reduction credit
facility, to encourage financial institutions to strengthen
their support for green development and other areas.

Guangdong Province actively leveraged the monetary
policy tools launched by the PBOC to promote green
industries and the transition of high-carbon sectors. As
of the end of 2022, financial institutions in Guangdong
Province issued RMB64.2 billion in carbon emission
reduction loans, ranking first in mainland China, which
will benefit 266 enterprises and lead to a reduction of
11.42 million tonnes of CO, emissions. It also issued
loans worth RMB2.8 billion as a special re-lending tool
for promoting the clean and efficient use of coal.™

Figure 3. Outstanding Green Loans in Guangdong Province, Shenzhen and
mainland China overall level (as of the end of 2022)

Mainland China overall Guangdong Province Shenzhen
Outstanding green loans (RMB) 22.03 trillion 2.2 trillion 644.96 billion
Year-on-year growth rate 39% 53% 44%

Note: No public data on Guangzhou's outstanding green loans is available.

Source: PBOC, Guangzhou branch of PBOC, Shenzhen branch of State Administration of Foreign Exchange



Our study observed a

significant improvement in
the GBA's sustainable debt
market. Based on the data,

56.76bn

31.86bn 28.89bn

the issuance volume of GSSS
bonds in the GBA increased
notably in the past two

quarters Q4 2021 Q4 2022 Q12022 Q12023

However, our study found a drop in both new UN Principles for Responsible Investment (PRI)*i signatories and new launches of
ESG mutual funds in the GBA during 2022, compared with 2021.

With respect to GSSS bonds, Hong Kong, Guangzhou and Shenzhen still lead the GBA market, as can be seen in Figure 4.

Figure 4. Combined volume of GSSS bonds issued by Hong Kong, Guangzhou and
Shenzhen issuers

Combined volume of GSSS bonds

issued by Hong Kong, Guangzhou and Percentage of volume of GSSS Year-on-year
Shenzhen issuers (RMB billions) bonds issued by all GBA issuers growth rate
Quarter
Q12023 56.76 100% 138%
Q4 2022 48.04 88% 104%
Year
2022 146.62 91% 30%
2021 112.83 87% -15%
2020 132.02 99% 78%
2019 74.17 96% /

Note: GSSS bonds issued by issuers in Hong Kong, Guangzhou and Shenzhen refer to both onshore and offshore GSSS bonds issued by entities registered or primarily
operating in these cities.
Source: Wind, CECEPEC

In March 2023, Guangdong Province unveiled an action plan to encourage finance to support economic growth in 2023. Under
the plan, Guangdong Province aims to provide RMBA4 trillion of new aggregate financing to the real economy in 2023 (compared
with RMB3.5 trillion™ in 2022), of which RMBT1 trillion will support the rural economy and ecological development. Specifically,

the government will focus on four areas concerning green finance: establishing a leading green financial system, promoting green
projects and green sectors, driving the low-carbon transformation of carbon-intensive sectors, and diversifying the toolbox of
environmental equity financing. The government promotes the leveraging of different sustainable finance instruments for different
sectors. Green finance instruments, including green loans, bonds and funds, can drive investment in green projects or sectors,
such as wind power and photovoltaic industries, while transition finance instruments such as carbon emission reduction loans can
facilitate transition activities in high-emitting industries, commonly referred to as “brown industries”, such as steel and cement.

The Hong Kong government has continued to increase support for the local and sustainable market and to provide the market
with useful benchmarks by issuing GSSS bonds under the Hong Kong Government Green Bond Programme. Our study found
that the volume of GSSS bonds issued by Hong Kong surged during Q1 2023, exceeding RMB56 billion. It more than quadrupled
compared with Q1 2022 and reached its highest point since Q4 2019. It is worth noting that the Hong Kong government raised
USD5.75 billion in green bonds in dollars, euros and offshore yuan in January 2023; Asia’s largest ESG bond sale.! Technology
and finance have been two key driving forces behind sustainable development. In February 2023, the Hong Kong government
successfully raised HKD800 million by selling digital green bonds, expanding the use of the burgeoning blockchain technology.
It was the first tokenised green bond issued by a government globally and an intersection of green finance and fintech. As

xiii PRI is an international organization that works to promote the incorporation of environmental, social, and corporate governance factors into investment decision-
making.

announced in the 2023-24 Budget, Hong Kong is committed to establishing a global green technology and financial centre. It
has a booming circle of green technology underpinned by passionate startups and innovators. By bringing together green and
sustainable financing and the green technology sector, the symbiotic relationship will better support the development of R&D,
product commercialisation and mass production and a complete and vibrant industry chain. ®

Trends In the GBA

The GBA has the unique advantage to develop transition finance

Green finance has generally focused on supporting green industries, whose projects have clear environmental benefits,
e.g., projects that help reduce and avoid pollution and carbon emissions. However, much more financing is required

in brown industries, i.e., carbon-intensive sectors that need to decarbonise. According to the Emissions Gap Report

2022, a global transformation from an economy heavily dependent on fossil fuel and unsustainable land use to a low-
carbon economy is expected to require investments of at least USD4-6 trillion per year.' To this end, transition finance
has emerged to become one of the hottest issues in sustainable finance. Transition finance refers to financial services
supporting the whole-of-economy transition, in the context of the Sustainable Development Goals (SDGs)*", towards lower
and net-zero emissions and climate resilience, in a way that is aligned with the goals of the Paris Agreement.”” Transition
finance bridges the gap between traditional and “green” financing in companies’ transition journey to Net Zero.

The unique industrial structure and sophisticated financial system of the GBA lay a solid foundation for the development
of transition finance. The proportion of secondary industry in Guangdong Province stood at 41% in 2022."® Moreover,
the added value of advanced manufacturing and high-tech manufacturing accounted for 55% and 30% of the above-
scale industries, respectively, in 2022."° The pace of industrial transition and upgrading is accelerating, especially for the
manufacturing sector. Significant financial support, i.e., transition finance, plays an important role in the GBA's pathway
towards a low-carbon future.

In addition to the GBA's prowess in manufacturing and innovation, its status as a green and sustainable finance hub
constitutes a unique advantage that will enable it to support the development of transition finance. Sustainability-linked
loans (SLLs) is be an effective transition finance tool to support the decarbonisation of brown industries. In fact, a total of
USDG6.7 billion SLLs were raised to support enterprises in mainland China in 2021, and around 40% of the total proceeds
were issued by the Hong Kong banking syndicate.?® Moreover, Guangzhou and Shenzhen have actively encouraged
financial institutions to leverage carbon emission reduction loans and the special re-lending tool for promoting the clean
and efficient use of coal, which are two kinds of transition finance instruments.

To further leverage the transition finance instruments to support the low-carbon transition in the GBA, governments and
organisations within the GBA are strengthening collaboration, such as co-developing an applicable transition taxonomy,
exploring the scientific transition pathway for carbon-intensive sectors, and so on.

xiv. The SDGs are a collection of 17 interlinked global goals designed to be a “shared blueprint for peace and prosperity for people and the planet, now and into
the future”. They were set up in 2015 by the United Nations General Assembly (UN-GA) and are intended to be achieved by 2030.
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Figure 5. Relative ESG performance evolution of the eight sectors
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Figure 7. Rate of improvement in ESG

Figure 6. Rates of improvement in ESG
performance levels of healthcare (%)
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According to our findings, the average values of the GBA ESG Industry Sub-indices increased from Q3 2022 to Q1 2023 and were
152.07 and 155.05 in Q4 2022 and Q1 2023, with year-on-year increases of 16% and 15%, respectively. Of the eight key sectors,
industrials and financials still led in ESG over the past two quarters, performing much better than other sectors in the pillars of
policy and green and sustainable finance. At the same time, most of the six remaining sectors have continuously improved and
begun to catch up.

As per Figures 6 and 7, healthcare, as a relative latecomer to sustainable development, continued its excellent performance and
retained its position as the sector with the highest rate of improvement in the past two quarters, primarily due to the significant
improvements in the pillar of policy, ESG disclosure and, most especially, climate action. Financials had the second highest rate
of improvement in Q4 2022, coming in at 80%, while communication services took second place in Q1 2023 with a rate of 93%.
The rapid improvement of financials in Q4 2022 was primarily driven by three pillars, i.e., policy, climate action and green and
sustainable finance. Our study found that financials experienced a significant improvement in the issuance of GSSS bonds in Q4
2022, reaching around RMB30 billion with a year-on-year increase of 366%. This significant improvement was mainly attributable
to one Shenzhen-based local bank’s first green bond of RMB20 billion in November 2022. ?' With regard to communication
services, climate action and ESG disclosure are the two main pillars that account for its rapid improvement. At the same time,
industrials remained in third place over the past two quarters, helped by improvements in the pillars of climate action, ESG
disclosure, and green and sustainable finance.

Case Study: Consumer Discretionary*”

With more supportive policies aimed at reviving consumer demand, the consumer discretionary sector is playing a
significant role in driving sustainable development within the GBA by encouraging sustainable purchasing behaviour, and
promoting sustainable products and business strategies. A recovering economy, demographic dividend and high per capita
disposable income are the main driving forces behind the growth in consumer discretionary spending. As mentioned in the GBA
ESG Regional Index section, the GBA's economy shows clear signs of rebounding and government at the national and regional
level has recently rolled out a series of supportive policies and measures to revive consumer demand. According to our study, the
GBA, a key mega-region of the Chinese economy, accounted for 11% of China's GDP in 2022. Moreover, with a large population

of approximately 86.68 million in 2021, the per capita disposal income in the GBA was RMB108.4 thousand in 2021, much higher
than that of other city clusters in China. 2

Our findings reveal that the ESG performance of consumer discretionary fluctuated between Q4 2019 and Q2 2022, but has
improved in recent quarters. According to the data, the overall improvement was due to the key pillars of policy and climate
action.

Figure 8. GBA ESG Sub-index - Consumer Discretionary
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Note: The line chart shows the ESG performance evolution of the consumer discretionary sector. The average value of the GBA ESG Industry Sub-indices was
set at 100.00 for Q4 2019 (base period).
Source: China's official statistical database, Wind, public sources, public disclosures of listed companies, CECEPEC

xv In this report the term consumer discretionary refers to consumer services, retailing and manufacturing of automobiles and components, consumer durables
and apparel industries in line with well-known industry classification standards such as the Global Industry Classification Standard (GICS) and China'’s
Industrial Classification for National Economic Activities.
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Figure 9. Consumer Discretionary performance with regard to the policy and climate
action
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Note: The values are normalised. The closer the value of the Y-axis is to 10, the better the performance of the two pillars.
Source: China's official statistical database, Wind, public sources, public disclosures of listed companies, CECEPEC

There was a notable increase in the implementation of public policies relating to consumer discretionary in the past two
quarters, promoting new industries and enhancing the transition to low-carbon. Guangdong Sub-Administration of China
Customs unveiled 48 measures to support to implementation of the Overall Plan for Deepening Globally Oriented Comprehensive
Co-operation amongst Guangdong, Hong Kong and Macao in Nansha of Guangzhou and increase the cross-border retail export of
e-commerce and promote the development of industries such as NEVs and intelligent connected vehicles (ICVs) . Furthermore,
the Work Plan (2023-2025) for Establishing a Carbon Footprint Labeling and Certification System in the GBA to Promote Green
and Low-Carbon Development was implemented in October 2022.

The performance of consumer discretionary in the pillar of climate action has improved immensely over the past few years,
peaking in Q1 2023. According to our findings, the proportion of GBA consumer discretionary companies * invited to disclose
via CDP increased from 47% in 2020 to 75% in 2022. In addition, consumer discretionary companies started to respond to
consumers’ shifting preference for green products. The disclosure rate of consumer discretionary increased to 38% in 2022
from 29% in 2020, and the number of GBA consumer discretionary companies that set targets or made commitments via SBTi
increased from one in 2020 to nine in 2022.

Figure 10. Proportion of GBA consumer discretionary companies requested to disclose
via CDP, and disclosure rate and the number of GBA consumer discretionary companies
that set targets or made commitments via SBTi

Number of GBA consumer
discretionary companies

Proportion of GBA

. . Disclosure rate of GBA
consumer discretionary

Year companies that were consumer dii(;r;t;c;?‘?g that set targets or made

invited to disclose via CDP commitments via SBTi
2022 75% 38% 9
2021 60% 28% 2
2020 47% 29% 1

Note: Proportion of GBA consumer discretionary companies invited to disclose via CDP = no. of companies invited to disclose via CDP/no. of GBA consumer
discretionary companies.

Disclosure rate = no. of companies disclosed/no. of companies invited to disclose via CDP.

Source: CDP, SBTi, CECEPEC

xvi ICVs are vehicles equipped with environmental awareness, intelligent decision making and autonomous control, or the ability to interact with external information
and collaborative vehicle control.
xvii “GBA consumer discretionary companies” refer to the consumer discretionary companies that are registered or primarily operating in the GBA.
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Sustainability trends have been shaping the consumer discretionary sector, driven by three key factors — changes in
consumer preferences, pressure from regulators, and the pursuit of enterprise efficiencies. With regard to the shift in
consumer preferences, an increasing number of consumers are proactively adopting a more sustainable lifestyle by choosing
brands with sustainable values and by purchasing recyclable products. This brings opportunities and challenges to consumer
discretionary and its subsectors. For example, the automotive industry is quickly heading towards a new reality driven by
sustainability and changing consumer behaviour, especially with regard to NEVs. The textile and garment industry is facing
growing pressure from different stakeholders to upgrade and complete the transition to a low-carbon model. This report focuses
on these two industries and looks at the GBA's practices and solutions with regard to sustainability-related opportunities and
challenges.

Consumer Discretionary Sector Close-up
— Automotive Industry

Importance of the automotive industry in the GBA

Given its power to shape and mould purchasing and consumer behaviour, the automotive industry is a key driver of China’s
transition towards a low carbon economy. This is especially true in the NEV era.

The GBA plays an indispensable role in China’s automotive industry. As of 2022, China was the leading country in terms of
automobile production and sales for the 14th consecutive year. 2% Last year another milestone was reached when China overtook
Germany as the world’s second-largest car exporter. ?» Guangdong Province is the top producer and consumer of automobiles

in China. The automotive industry of Guangdong Province first recorded an operating income of over RMB1 trillion in 2022,
becoming the 8th industry cluster of the province to pass the RMBT1 trillion mark. ?* The GBA is home to some of the leading
traditional automobile manufacturers as well as to producers of NEVs. It has built a comprehensive automotive value chain
encompassing R&D, automobile and component manufacturing; retail and financial services. In particular, automotive industry
clusters have formed in Guangzhou (Districts of Huadu, Panyu and Nansha) and Shenzhen (Pingshan District). ? Guangzhou
produced more than 3.1 million automobiles in 2022, making it China’s leading automobile producing city for the fourth
consecutive year. ? This accounts for 76% of Guangdong Province’s automobile volume, and 11% of the mainland China'’s total, as
shown in Figure 11.

Figure 11. Automobile production in Guangzhou, Guangdong
Province and mainland China in 2022

Total number of .. Guangdong

. . Guangzhou's - A
automobiles produced in share (%) Province's
2022 (‘000) * share (%)

Guangzhou 3,100 / /
Guangdong Province 4,100 76% /
Mainland China 27,020 11% 15%

Source: Guangzhou Municipal Industry and Information Technology Bureau, People’s Government of Guangdong
Province, China Association of Automobile Manufacturers

The automotive industry has an enormous role to play in the key goals of
decarbonisation and sustainable development. Road transport accounts for about
9% of mainland China’s carbon emissions ¢ and is also a significant source of air
pollutants including carbon monoxide, hydrocarbons, nitrogen oxides and particulate
matter ?°. The environmental impact of the automotive industry’s entire supply chain is
also substantial. The transition of the automotive industry to a green and low-carbon
model is, therefore, one of the focus areas in order to meet China’s dual carbon goals.
In fact, clean transportation is one of the focus industries listed in the 14th Five-Year
Plan for Promoting Clean Production. As a nation committed to climate action, China
launched the Automobile Industry Chain Carbon Publicity Platform (CPP) in February
2023, which is the world's first carbon footprint disclosure platform targeting the supply
chain of the automotive industry.*®




Challenges and opportunities

The eventual phasing out of Internal combustion engine
vehicles is a crucial challenge to the automotive industry.
Many countries around the world are announcing timelines

to effectively ban new ICE vehicles running on fossil fuels,

as part of their decarbonisation plans. With long-term
business viability at stake, many large traditional players in the
automotive industry have been allocating resources to R&D
and building production capacity for NEVs. Meanwhile, many
new entrants to the automotive industry are focussing solely
on producing NEVs and components.

Strong incentives such as the national purchase subsidy
and vehicle purchase tax exemption have helped China

to become a global leader in NEVs. As of 2022, China was
ranked first in the world in terms of NEV production and sales
for the eighth consecutive year. ®' In 2022, mainland China'’s
production and sales of NEVs was almost double that of the
previous year. Similarly, in 2022, mainland China's exports of
NEVs more than doubled compared to the year before. With
the support of favourable policies, such as the aforementioned
purchase subsidy and vehicle purchase tax exemption for
NEVs, the market penetration of NEVs in mainland China has
been outstanding. In 2022, 1 in 4 (25.6%) of all new car sales in
mainland China was a NEV. 3233

As the national NEV purchase subsidy ended on 31
December 2022, continued policy support in other forms
will be especially important if the current momentum in
the growth of NEV sales is to be sustained. Guangdong
Province continues to provide support to the industry as
evidenced by the policies and measures set out in the
Implementation Plan for Further Invigorating Automobile
Circulation and Expanding Automobile Consumption in
Guangdong Province, issued in February 2023. ** Areas of
note include the promotion of NEV charging facilities, and the
phasing out of old vehicles, lowering value-added tax (VAT)
for used car dealerships, and the promotion of automobile
financial services. In September 2022, Guangdong Province
announced the extension of the vehicle purchase tax
exemption policy for NEVs purchased in 2023. % Guangdong
Province released its Carbon Peaking Implementation Plan

in February 2023, which sets out numerous goals for green
and low-carbon transportation. These include the target of
electric passenger vehicles accounting for more than 30%

|
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of new car sales by 2030, and for fast NEV charging stations
to be available in all expressway service areas by 2025. 3¢ At
city level, the Pearl River Delta (PRD) municipalities of the
GBA, including Guangzhou and Shenzhen, have put forward a
number of policies in favour of NEVs.

In Hong Kong, private cars account for 71% of all registered
vehicles. Private cars have the highest total carbon emissions
of all vehicle types. Hong Kong published the Roadmap on
Popularisation of EVs in 2021, setting out, among other goals, a
ban of the registration of fuel-propelled private cars (including
hybrid vehicles) by 2035, and the target of having more than
150,000 private NEV charging facilities by 2025. Relevant key
incentives include reductions in the first registration tax and
private car license fees, the requirement for the parking spaces
of new buildings to install charging facilities, and an investment
of HK$2 billion in the EV-charging at Home Subsidy Scheme.

%7 The incentives have led to an increase in sales of NEVs in
Hong Kong, where private electric cars accounted for 52.8% of
all new private cars registered in 2022, more than double the
figure of the previous year. %8

The GBA is well positioned to harness the opportunities
presented by the shift away from fossil fuel cars. It has a
well-established R&D platform to support the automotive
industry, covering all aspects from basic research to
applied research, and product development. The GBA

has world-class technological expertise in the three core
components of NEVs, namely, automotive battery, motor

and control systems. In a recent ranking published by the
Institute of Scientific and Technical Information of China in
February 2023, Shenzhen and Guangzhou placed first and
fourth, respectively, among the mainland China’s cities in terms
of innovative capacity. % Industry-academia collaboration

is especially important for the technology-intensive NEV
industry. Major industry players in the GBA (including
Guangzhou Automobile Group (GAC), BYD and XPeng) and
leading research institutes (including Tsinghua University,
Shenzhen Automotive Research Institute of Beijing Institute
of Technology and Sun Yat-sen University) formed the Greater
Bay Area Automobile Technology Association in 2021 to
promote technological innovation in the NEV industry within
the GBA. #°

Guangzhou has leveraged its position as China’s top automobile city to become a NEV powerhouse. In 2022, Guangzhou
produced more than 1 million NEVs. This accounts for 77% of Guangdong Province's and 14% of the country’s production, as
shown in Figure 12. Guangzhou is an early adopter of autonomous driving with one of the greatest testing mileages in the country.
In The 14th Five-Year Plan for the Innovation and Development of Intelligent and New Energy Vehicles in Guangzhou, the city sets
out its target to reach a production value of RMB1 trillion by 2025. The plan also specifies ambitious targets for NEV production

and market penetration.
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Figure 12. NEV production volumes of Guangzhou, Guangdong Province and mainland
China in 2022

Total number of NEVs
produced in 2022 (‘000)

Guangdong Province's

Guangzhou's share (%) share (%)

Guangzhou 1,000 / /
Guangdong Province 1,300 77% /
Mainland China 7,060 14% 18%

Source: Guangzhou Municipal Industry and Information Technology Bureau, People’'s Government of Guangdong Province, China Association of
Automobile Manufacturers

The city estimates that as of January 2023, Guangzhou has built a complete value chain of 12 major automobile makers and 1,200
component producers. Guangzhou is the headquarters of leading automaker, GAC, which was ranked 6th in mainland China and
2nd in Guangdong Province in terms of 2022 NEV sales, according to China Association of Automobile Manufacturers (CAAM),
following Shenzhen-based BYD, which was ranked top with 27% market share nationally. 4 In October 2022, the municipal
governments of Guangzhou and Qingyuan *" put forward a development plan #? for the integration of a number of areas including
transportation, industry, and business; public services and ecological and environmental protection. In particular, the integration
of the automotive supply chains of Guangzhou and Qingyuan is an important part of the inter-municipal development plan.

Leading multinational carmakers are tapping into the advanced supply chain offered by the GBA. Guangzhou Toyota Motor Co
Ltd, a joint venture between GAC and Toyota, the world’s largest carmaker, completed the second-phase expansion of its NEV
production base in Guangzhou in December 2022. 4 GAC Honda Automobile Co., Ltd., another joint venture between GAC and

a foreign automobile company, is constructing a new NEV plant in Guangzhou targeted to begin operation in 2024.44 South
Korean carmaker Hyundai, which was the world’s third largest carmaker in terms of vehicle sales in 2022, %5 chose to open its first
overseas hydrogen fuel cell system facility in Guangzhou to leverage the technological expertise of the city. 46

Auto loan and auto lease ABS are common in the automotive industry. The boom in NEVs has resulted in the growth of green
auto ABS issuances. The data collected for the indicator “volume of sustainable debt instruments”, under the pillar of green and
sustainable finance, shows that the automotive industry in Guangzhou was active in issuing sustainable debt instruments in Q4
2022 and Q1 2023, including the issuances from XPeng and GAC.

I

Shenzhen

Although Shenzhen produces automobiles on a smaller scale, it is a leader in the field of NEVs and ICVs. Indeed, Shenzhen is the
top NEV city in China, with the highest level of NEV sales and penetration rate.*’ The first legislation on autonomous driving
in China came into effect in Shenzhen in August 2022. Shenzhen is a technological hub with an advanced NEV and ICV supply
chain, encompassing more than 1,200 related companies such as battery makers, internet companies and artificial intelligence
(Al) companies. In 2022, the Development and Reform Commission of Shenzhen Municipality published an action plan setting
out the target of RMB200 billion operating income for the ICV industry.*® Shenzhen set a target for NEVs to account for 60% of all
new registered vehicles from 2021 to 2025.%° In November 2022, Shenzhen announced a subsidy for eligible consumers wishing
to purchase NEVs within the period 20 September 2022 — 31 December 2022 to replace their existing vehicles (China IV emission
standards or before).

Shenzhen is the headquarters of BYD, which is by far the largest NEV company in terms of vehicle sales in China, and overtook
Tesla (which has a large production base in Shanghai) as the world’s best-selling NEV maker in the world in 2022. *

The data collected for the indicator “volume of sustainable debt instruments”, under the pillar of green and sustainable finance,
shows that the automotive industry in Shenzhen was also active in issuing sustainable debt instruments in Q4 2022, including the

issuances from BYD.

xviii Qingyuan borders Guangzhou to the north, but is not one of the nine PRD municipalities in the GBA.
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Sustainable Tinance In the
automotive industry

Sustainable finance has an important role to play in the
decarbonisation of road transport. It is estimated, according to VWRI
China, that between 2020 and 2060, public and private funds totalling
RMB39-83 trillion in low-carbon investments are needed to enable
China to reach its target of being carbon neutral. ® Both public
and private investment is needed in a number of key areas such as the
purchase of NEVs, the construction of NEV charging stations, and in
public transport and cargo train infrastructure. The table below gives
examples of sustainable finance in the automotive industry in the GBA.

Figure 13. Examples of sustainable finance for the automotive industry in the GBA

Sustainable Finance for

the Automotive Industry

Target group of the
automotive supply chain

Type of financing

Financial benefits

Case Study

Source: Public sources, CECEPEC

Green supply-chain
financing.

Suppliers.

Accounts receivable
financing.

Improve cashflow of
suppliers with recognised
green credentials,
especially small and
medium enterprises
(SMEs) that usually
encounter greater difficulty
and higher interest rates
when borrowing on their
own.

Encourage green
development of the
automotive supply chain.

GBA Green Supply
Chain Financing Action
Guide (Automotive
Manufacturing Industry)
published by the Green
Finance Committee of
Guangdong Society for
Finance and

Banking. 53

Green and sustainable
private equity.

Suppliers.

Private equity investment.

Provide SMEs in the NEV
and ICV supply chain
access to equity financing.

Support green technology
needed for the shift to NEV
and ICV.

RMB30 billion investment
fund started by GAC Group
and Guangzhou Industrial
Investment and Capital
Operation Holding Group
Ltd.

Green ABS. X

Automobile
manufacturers.

ABSs collateralised by
auto loans or leases.

Improve cashflow

and diversify risk for
automobile and NEV
manufacturers by way

of green auto ABS, at

a lower interest rate
compared to regular auto
ABS.

Incentivise the production
and sale of clean and low-
carbon vehicles.

Green auto ABS
issuances from GAC, BYD
and XPeng.

Consumer Discretionary Sector Close-up — Textile
and Garment Industry

Importance of the textile and garment industry in the GBA

The textile and garment sector, a traditional, competitive
industry in the GBA, plays an important role in the region’s
economic and social development. At the same time, with
significant decarbonisation potential, the GBA's textile and
garment industry has gradually moved towards increasing
sustainability and, as such, offers a roadmap for traditional
industries that wish to follow a similar route.

The industrial-added value of the textile and garment industry
within the nine PRD municipalities of the GBA accounted
for 66% of the total output of that industry in Guangdong
Province. Textile and garments, being a labour-intensive
industry, provides a lot of employment opportunities. There
are more than 450 thousand textile and garment companies
in Guangdong, accounting for approximately 14% of the total

xix In mainland China, green ABS may be classified into three main types: the green versions of respectively credit ABSs, enterprises asset-backed notes (ABNs)
and corporate ABSs. The “green” elements, including the base assets, uses of proceeds/funds raised. The base assets of green credit ABSs are green loans.
The green elements of green enterprises ABNs are implied in the definition of green enterprise bonds in the related business guidelines issued by the National

Association of Financial Market Institutional Investors (NAFMII) in March 2017 (Source). The basic requirement of the green corporate ABSs is the use of proceeds in

green projects (Source).




number in mainland China **. Together they employ over 270
thousand people, which represents 12% of workforce in the
consumer discretionary sector *. Due to its massive carbon
footprint *, the textile and garment industry has an important
role to reduce carbon emissions and in so doing help the
region to achieve carbon peak and carbon neutrality. The
Carbon Peaking Implementation Plan, issued by Guangdong
Province in February 2023, mentioned that textiles is one

of the industries which is expected to be incorporated into
Guangdong's provincial emissions trading scheme in the near
future.

Challenges and opportunities

The sustainable transformation of the whole supply chain
is one of the top priorities for the textile and garment
industry, given that it is one of the most polluting
industries and each stage of the supply chain can have
significant environmental impact. Figure 14 depicts a typical
textile and garment supply chain. It starts with the production
of raw materials and accessories, followed by the production
of yarn and the final fabric. Thereafter, there may be further
finishing ¥, manufacturing and merchandising and, finally,
consumption. % The environmental impact of textile and
garment products is enormous. Specifically, they consume
considerable amounts of water, energy and toxic chemicals,
not to mention the waste, transportation and packaging
materials involved. %

In recent years, leading international textile and garment
companies have applied cutting-edge technologies **,

advanced materials *, and environmentally friendly
production techniques to facilitate sustainable textile
production. The use of sustainable practices at each stage
of the supply chain can significantly lessen the overall
environmental impact of the industry. For example, textile
and garment companies can implement sustainable practices
by selecting reusable and recyclable raw materials, such as
recyclable polyester and nylon, for use in the manufacture of
clothing and textiles. Another approach would be to institute
a circular economy to promote the industry’s sustainability.
This would imply a “cradle-to-cradle” *¥' model, as opposed to
“cradle-to-grave” *¥i where the textile and garment products
can be reused, repaired, or recycled at the end of their life
cycles. %

Regulations and consumer preferences are critical drivers
to accelerate the industry’s sustainable transformation.
Government policies and guidelines can directly affect
development trends within the industry. Specifically, mainland
China continues to implement policies to encourage the textile
and garment industry to mitigate environmental impacts and,
in some cases, has shut down large polluters and heavily
polluting production lines. At the same time, sustainability
concerns are increasing to the fore in consumers’ minds. They
are willing to pay a premium for garments from a sustainable
brand. 5 A survey on the sustainable fashion industry revealed
that 80% of respondents were keen to avoid purchasing
clothes containing plastics, such as nylon and polyester while
32% of respondents had purchased over four items of clothing
made from certificated organic materials over the previous two
years. %’

Figure 14. Supply chain of the textile and garment industry

Production of raw
materials and accessories

Accessories

Chem|cal fibres

Neiwial Taes Yarn

High water consumption in
cotton production

Source: CECEPEC

xx  The data is retrieved from Qichacha as of March 2023.
xxi  The data is retrieved from China population census yearbook 2020 (Source).

Textile manufacturing

Grey Fabric Fabric Sales

Production and sales of
garment

High water consumption and high energy consumption,
extensive usage of toxic chemicals

xxii According to UNFCCC, the textile industry accounts for nearly 10% of world GHG emissions (Source).
xxiii Textile finishing processes comprise washing, bleaching, dyeing and coating (Source).
xxiv Such as ozone bleaching for cotton fabric, electrochemical dyeing, supercritical CO2 dyeing and so on.

xxv Such as renewable and biodegradable materials.

xxvi Cradle-to-cradle is a way of designing products or processes that work more like natural systems. This design method is intended to replace a make-take-dispose
approach which begins with new raw materials mined from the earth and ends with piles of garbage (Source).

xxvii Cradle-to-Grave is a model used in the scientific footprint method Life Cycle Assessments (LCA). It assesses the complete environmental footprint of products. From
raw material extraction, production, and product use, until the end of its life (Source).
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Guangdong
Province

|
In February, Guangdong Province issued guidelines to
promote the high-quality development of the textile and
garment industry. One of the major issues highlighted in the
document was the low-carbon transformation of the industry.
Guangdong Province aims to promote the sustainable
transformation of the textile and garment industry by
leveraging advanced technologies in dyeing and other key
stages of the supply chain and by encouraging a circular
economy. Figure 15 shows the key areas on which
the provincial government has focussed.

Figure 15. Areas on which Guangdong
Province has focussed the sustainable
transformation of the textile and garment
industry

Main approaches Specific incentives and measures

+ Establish dyeing industrial parks;
¢ Encourage companies to upgrade
their environmental protection
equipment;
impact of the + Offer incentives to encourage
Ayl e companies to develop and apply
advanced technologies at the
dyeing stage, etc.

Lessen the
environmental

+ Promote cutting-edge
technologies, such as waterless
dyeing and dope dyeing methods;

* Encourage reductions in the
consumption of toxic raw materials
and accessories, etc.

Promote the
adoption of
technologies at
key stages of the
supply chain

+ Prompt companies to use
sustainable materials such as
regenerated fibre;

+ Unleash the potential for recycling
textile waste and used textile
products, etc.

Establish a system
for recycling waste
textile products

Source: Opinions on Further Promoting the High-Quality Development of the
Textile and Garment Industry (Source)

xxviii The data is retrieved from Guangdong Statistics Bureau (Source).

Foshan

Textile and garments is one of the key industries in Foshan.
The industrial-added value of the textile and garment industry
in Foshan accounts for 36% of the total figure for the nine

PRD municipalities *v" combined. Foshan has attached great
importance to the environmental impact of the finishing stage.
Shutting down heavily polluting companies is one of the most
effective measures. Indeed, governments in Foshan have set
specific targets for eliminating inefficient and heavily polluting
companies. They have also set up industrial parks for finishing,
with the aim of establishing an environmentally friendly,
resource-sharing supply chain. %% | eading companies

have increased their investment in R&D and stepped up

their efforts to apply advanced technologies in the finishing
process. For example, a leading company in Foshan has
developed waterless dyeing technology and successfully built
a demonstration production line. Compared with the traditional
dyeing process, the new technology uses 100% less salt,
approximately 96% less water, and 40% less energy.

Hong Kong W]Hﬂﬂﬂﬂﬂﬂﬂ

According to the Environmental Protection Department, over
300 metric tonnes of textile waste is dumped in Hong Kong
landfills every day. Research institutions and companies

in Hong Kong are attaching increasing importance to
developing a recycling system to give new life to textile
waste and used textile products, with the aim of achieving
a circular economy. For example, the Billie System combines
existing and new technologies to transform textile waste

and used textile products into high-quality recycled fibres,
which can produce unique upcycled ** yarns after mixing
with other raw materials. The Billie System is a fine example
as it consumes no water and, therefore, does not discharge
wastewater or toxic chemicals. &'

Increasing consumer awareness of sustainability can provide
an impetus to the sustainable transformation of textile and
garment companies. It should be noted that some universities
in Hong Kong have started to provide education on sustainable
fashion to increase awareness among consumers and
manufacturers alike.

xxix Upcycling is refurbishing or repurposing a material or product with the purpose of creating something of higher quality or value. This gives old or unwanted
materials a second life, which reduces pollution and waste (Source). An upcycled product is generally of higher value than the materials or objects used to create it.
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Other approaches to sustainability
within the GBA

Textile and garment companies in the GBA actively engage in
sustainability initiatives. Based on our study, eight textile and
garment companies in the GBA set carbon emission reduction
targets via the SBTi in 2022. This accounted for 57% of the total
number of companies in the broader consumer discretionary
sector that set carbon emissions reduction targets via SBTi.
According to our findings, Hong Kong is the city within the GBA
that most actively participates in international sustainability
initiatives. Other climate initiatives that Hong Kong textile and
garment companies have joined include Roadmap to Zero
Programme ** and the Fashion Industry Charter for Climate
Action under the United Nations Framework Convention on
Climate Change . Some companies have also signed up to the
Women's Empowerment Principles **i as further evidence of their
commitment to social equality.

Figure 16. New companies that set targets
or made commitments via SBTi in 2022

Number of new companies in the textile and
garment industry in the GBA that set targets or 8
made commitments via SBTi in 2022 (A)

Number of new companies in the consumer
discretionary sector in the GBA that set targets 14
or made commitments via SBTi in 2022 (B)

A/B 57%

Note: All the data are retrieved from the SBTi website as of 31 December 2022.
Source: SBTi, CECEPEC

xxx The Roadmap to Zero Programme is initiated by Zero Discharge of Hazardous Chemicals (ZDHC) to lead the fashion industry to eliminate harmful chemicals from its
global supply chain by building the foundation for more sustainable manufacturing to protect workers, consumers and our planet’s ecosystems (Source).

xxxi Signatories to the Charter commit to reducing 30% aggregate GHG emissions by 2030 and setting a decarbonisation pathway for the fashion industry drawing on
methodologies from the SBTi (Source).

xxxii The Women's Empowerment Principles were established by the UN Women and UNGC to promote gender equality and women's empowerment in the workplace
(Source).
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Appendices

Glossary

Term/Acronym/Abbreviation Interpretation

ABS Asset-backed securities

Al Artificial intelligence

CECEPEC CECEP Environmental Consulting Group Limited
CPP Carbon Publicity Platform

GBA Guangdong-Hong Kong-Macao Greater Bay Area
GSSS bonds Green, social, sustainability and sustainability-linked bonds
ICE Internal combustion engine

ICV Intelligent connected vehicle

NEV New energy vehicle

SBTi Science Based Targets initiative

SDGs Sustainable Development Goals

SZSE Shenzhen Stock Exchange

The Index HSBC Greater Bay Area ESG Index

PBOC The People’s Bank of China

VAT Value-added tax

Note: In alphabetical order
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Table of Indicators

Figure 17. Indicators for regional/cities and industry level

First-level Indicator

Second-level Indicator

Environment

Corporate CDP disclosure performance

Corporate science-based climate commitments

Air quality

Energy use efficiency

Water use efficiency

Electricity use efficiency

Public sector’s contribution to environmental protection

Urban greenness

Economic and Social Development

Economic development

Economic contribution of tertiary industry

Employment situation

Public sector’s contribution to education

Innovation and technological advancement

Corporate Governance

Activeness of market players

Corporate ESG disclosure performance

Green and Sustainable Finance

Activeness of market players

Investor commitment to sustainable investing

Volume of sustainable debt instruments

Number of ESG mutual funds

Policy

Policies related to sustainable development in the GBA

Source: CECEPEC
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Disclaimer

This document has been prepared by CECEP Environmental Consulting Group Limited (“CECEP”) at the request of The Hongkong
and Shanghai Banking Corporation Limited (“"HSBC") in accordance with the agreement between CECEP and HSBC. This document
is based on current public information that CECEP has obtained from publicly available sources, believed to be reliable and has not
been independently verified by CECEP or HSBC. This document does not represent that historical data and analysis should be taken
as an indication or prediction of likely future movements in data, rates or prices. Data, information, views or opinions contained or
referred to in this document are subject to change without notice.

The recipients assume all risk of any use of or reliance on this document by them. Neither CECEP nor HSBC makes any guarantee,
representation or warranty of any kind, express, implied or statutory statement regarding the accuracy, timeliness, completeness

or fitness to a particular purpose with respect to this document (including any data, information, views or opinions contained or
referred to in the document such as market data and statistical information). To the maximum extent permitted by applicable law,
neither CECEP nor HSBC shall be liable for any direct, indirect, special, punitive, consequential (including loss of profits) or any other
loss whatsoever arising from or in connection with the use of or reliance on this document.

This document has been produced for information and discussion purposes only and does not constitute any offer,
recommendation, or solicitation to enter into any transaction or adopt any hedging, trading or investment strategy, nor shall it be
construed as investment advice or tailored to the needs of any recipient. Recipient should exercise independent judgement and
seek professional advice when appropriate.

There is no standard definition of, measurement criteria or methodology for ESG/Sustainability assessments. HSBC does not
conduct its own specific due diligence in relation to the methodology adopted by CECEP in respect of the study in this document.
ESG/Sustainability assessment is an evolving area and new regulations and measurement criteria may come into effect which may
affect how a specific criteria such as a geographical area, industry or business sector is categorised or labelled. A criteria such as
geographical location, industry or business sector which is considered to fulfil ESG/sustainable criteria today may not meet those
criteria at some point in the future.

This document is not intended for distribution or use by any person in any jurisdiction or country where the distribution or use of
this document is restricted and would not be permitted by law or regulation.

Copyright Statement

Copyright © 2023. CECEP Environmental Consulting Group Limited, ALL RIGHTS RESERVED.

The contents available in the document, including text, graphics, images, photographs, logos, trademarks, data, and software
(“Contents”) are protected by intellectual property-related laws and treaties in the Hong Kong Special Administrative Region

and other jurisdictions. The copyright belongs to CECEP Environmental Consulting Group Limited (“CECEP”). You may not copy,
reproduce, modify, adapt or in any way distribute or translate (in whole or in part) of the Contents without prior written permission
of CECEP and The Hongkong and Shanghai Banking Corporation Limited (“HSBC”). If a third-party agency wishes to reproduce the
document, the source of the document must be indicated. Prior written permission of CECEP and HSBC is required for any changes
to the Contents.

About HSBC

The Hongkong and Shanghai Banking Corporation Limited is the founding member of the HSBC Group. HSBC serves customers
worldwide from offices in 63 countries and territories in its geographical regions: Europe, Asia, North America, Latin America,
and Middle East and North Africa. With assets of USD2,967 billion at 31 December 2022, HSBC is one of the largest banking and
financial services organisations in the world.
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About CECEPEC

CECEP Environmental Consulting Group Limited is a professional sustainability consulting company established by CECEP. We are
headquartered in Hong Kong with branch offices in Beijing, Shenzhen, and Shanghai. Our partners and clients are found throughout
Greater China, Europe, and America, covering national governments, industry associations, mainstream financial institutions and
nearly 200 well-known enterprises in and out of China. We are committed to providing bespoke solutions to satisfy the specific
sustainability needs for various industries, which include sustainability management consulting, green and sustainable finance
consulting, climate change and carbon neutrality consulting with implementation solutions, and others.
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