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Social Enterprise Research Academy
3 Recommendations on the HKSAR Government's Leadership Role

in Promoting ESG Economic Development

Part A: Proposal on 2023 Policy Address

Introduction

The competitiveness of Hong Kong's economy increasingly relies on sustainable
development in economic, social, and environmental aspects. The performance of
Environmental, Social, and Governance (ESG) factors serves as an important indicator
of sustainable development. ESG factors encompass several key areas:

. Environmental protection, including greenhouse gas emissions, environmental
pollution control, green ecology, and energy conservation.

. Social responsibility, covering consumer rights, labor relations, employee
welfare and safety, privacy protection, equal opportunities, and community well-being.

. Corporate governance, which involves internal governance and decision-
making, risk management, business ethics and morals, board of directors composition,
and auditing and financial reporting.

Sustainable development has become a crucial global issue, and ESG performance
serves as a criterion for international investors when selecting investment products. The
Hong Kong Stock Exchange has required listed companies to provide ESG
performance reports since 2016. Independent verification by third parties, separate from
financial reporting audits, can significantly enhance credibility. Additionally, the SAR
government actively promotes the development of green finance as a platform for
raising capital for green enterprises. It is recommended that the government takes a
leadership role in promoting the sustainable development of Hong Kong's economy.

Hong Kong's economic structure primarily comprises small- and medium-sized
enterprises. The main objectives of implementing ESG strategies are to:

1. Enhance resources management, such as energy conservation, paperless offices,
and responsible use of raw materials.

2. Increase revenue by developing green products and services, embracing
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sustainability practices, and implementing effective supply chain management.

3. Mitigate operational risks, including labor rights, risk assessment, and data
privacy and protection.

Therefore, promoting the development of ESG performance goes beyond listed
companies and influences the transformation and collaboration of the entire economic
structure. The SAR government should assume a leadership role across all business
sectors to transition towards ESG, raising awareness among stakeholders about the
importance of sustainable development.

Recommendations:

1. Establishing the Framework of ESG Corporate Policies

The Sustainable Development Council, established in 2003 to provide advice to the
government, can contribute to a set of ESG public policies for long-term development,
enhancing implementation and monitoring capabilities.

ESG aspects associated with businesses are extensive, including labor rights, anti-
corruption, environmental protection, technology innovation, consumer rights, fair
competition, food safety, and education. Relevant departments include the Labour and
Welfare Bureau, the Independent Commission Against Corruption, the Environmental
Protection Department, the Innovation and Technology Bureau, the Consumer Council,
the Equal Opportunities Commission, the Food and Environmental Hygiene
Department, and the Education Bureau. The SAR government should consider
formulating an ESG mission, vision, and value system that integrates economic, social,
and environmental factors and provides a holistic framework, strategy, and direction
for the government as a whole.

The government can categorize ESG issues into several long-term goals, such as:

1. Reducing wealth disparity.

2. Enhancing health and social welfare.

3. Ensuring gender equality and racial integration.

4. Achieving social innovation and application-oriented education.
5. Developing environmentally-friendly smart city infrastructure.
6. Promoting the development of green services.

7. Strengthening conservation and ecosystems.

8. Revitalizing global partnerships for sustainable development.
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Since each long-term goal would involve participation across various departmental
entities, integrated ESG public policy, indicators, and action plans are necessary. For
example, the development of environmentally friendly smart city infrastructure requires
coordination and cooperation among the Transport and Housing Bureau, the Innovation
and Technology Bureau, the Environmental Department, the Development Bureau, and
the Housing Department to formulate short-term and long-term strategies and action
plans. Therefore, establishing a cross-department task force for planning and
supervision is more ideal than having individual departments with independent
strategies and policies according to their service needs.

The "Governance" aspect in the ESG public policy refers to establishing the
government's mission, vision, objectives, and strategies for sustainable development in
the economic, social, and environmental aspects. It also includes the evaluation of
government organizational operations, risk management, and assessment of financial
and non-financial indicators to maximize social value.

The implementation of ESG public policies follows a top-down approach, where the
policies, goals, indicators, and strategies between different levels must be consistent,
coherent, and closely linked. Each level's objectives are continuously improved through
the cycle of planning, execution, evaluation, and adjustment.

2. Developing ESG Indicators for Each Government Department

During a Legislative Council meeting on 30 November, 2022, a legislative member
raised the question of whether the government would gradually introduce ESG
operational concepts and establish performance indicators aligned with ESG in
government departments and public institutions. In response, the Financial Secretary
stated:

“To strive for halving the total carbon emissions by 2035 from the level of 2005 and
move towards the goal of carbon neutrality by 2050, the "Policy Address 2022" by the
Chief Executive announced a series of public infrastructure and related carbon
reduction actions. These include improving the overall energy performance of
government buildings and facilities by over 6% in the fiscal years 2024 to 2025,
accelerating the construction of district cooling systems in new development areas
(including the Northern Metropolis), providing charging facilities for an additional
7,000 government parking spaces in the next three years, and launching a pilot program
for food waste collection in public housing estates within this year.”

According to government statistics, transportation is the second-largest source of
carbon emissions in Hong Kong, accounting for approximately 18% of the total
emissions in 2018, second only to the power generation sector. Since reducing
transportation emissions would involve various departments such as the Environmental
Protection Department, the Innovation and Technology Bureau, the Development
Bureau, and the Transport and Housing Bureau, cross-department collaboration is
necessary to establish ESG performance indicators and work towards emission
reduction.
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Specifically, the Environmental Protection Department can develop cross-department
guidelines to jointly establish carbon reduction targets and policies with the
Development Bureau, the Transport and Housing Bureau, and other relevant
departments, and to implement and conduct regular progress reviews. Led by the Chief
Secretary for Administration, the government can form an ESG Policy Committee to
formulate the ESG public mission and goals, and seek advice from the Sustainable
Development Council to enhance and monitor ESG capabilities.

3. Promoting Sustainable Development Procurement

The government should play a leading role in promoting sustainable development
through procurement. This involves considering environmental, social, and economic
factors in the procurement process to minimize negative impacts and maximize
contributions. By procuring products and services from suppliers who demonstrate
strong ESG performance, the government can implement green sourcing practices and
support local sustainable businesses.

To achieve this, the government should establish a value system for sustainable
procurement in each department. This would involve conducting supplier assessments
based on ESG performance and providing support and incentives for suppliers to
improve their sustainability practices. By setting a good example in the procurement
process, the government can encourage and influence the private sector to adopt similar
practices and work towards sustainable development goals in Hong Kong.

Conclusion

The Hong Kong SAR Government plays a crucial leadership role in promoting ESG
development. By establishing a robust framework for ESG corporate mission, vision,
and values, each government department should adhere to ESG policies, indicators, and
guidelines. Through partnerships and collaboration, the government can drive the
transition towards sustainable development in Hong Kong and make valuable
contributions to global sustainability.
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Part B - Industry Consultation Results

Social Enterprise Research Academy and a few support organizations, including The
Federation of Hong Kong Industries, Asia CEO Community; Social Impact Investment
Foundation; SynTAO Green Finance, Think ESG Ltd, conducted a consultation in
August - September 2023 to gather industry opinions on ESG economic development
and application. The results are as follows.

50 respondents from 7 industries participated, including financial services and
insurance, real estate, interior design, construction and engineering, beauty, sports and
healthcare, technology and innovation, government and non-profit organizations, retail
and trade, logistics and transportation, and professional services and consulting.

Approximately 65% of the respondents believe that the development of ESG economy
in Hong Kong has a certain impact on their respective industries, with 29% considering
it to have a significant impact. However, only 32% of the respondents believe that ESG
has a higher level of implementation in their industries, while another 29% consider the
level of implementation to be moderate.

To promote the development of the ESG economy, over 67% of the respondents believe
that the Hong Kong government should establish a cross-departmental task force to
establish ESG policies, goals, and programs for government departments, as well as to
provide oversight mechanisms. Additionally, 65% and 62% of the respondents
respectively believe that the government can lead companies in the transition towards
ESG and provide relevant training.

Furthermore, around 80% of the respondents believe that the Hong Kong government
could consider implementing incentive measures such as tax benefits and subsidies to
encourage ESG practices by businesses. Additionally, 74% of the respondents believe
that the government should enhance publicity efforts to increase public and corporate
awareness and understanding of ESG.

Regarding the role of ESG economic development in the long-term development of
businesses in Hong Kong, over 77% of the respondents believe that ESG helps improve
a company's competitiveness, image, and reputation, as well as enhances its corporate
social responsibility. Furthermore, 61% believe that the development of ESG in Hong
Kong helps meet the expectations and requirements of investors and stakeholders,
increasing transparency and trustworthiness. Another 41% of the respondents believe
that ESG development helps reduce business risks.

Regarding sustainable procurement, over 80% of the respondents believe that it helps
enhance corporate image and brand value, and 68% believe it contributes to gaining a
competitive advantage in the market. Additionally, 58% of the respondents believe that
sustainable procurement can improve the quality and efficiency of products and
services. To promote sustainable procurement, 71% of the respondents suggest
establishing green procurement standards, and 65% suggest the government provide
incentives for green suppliers and encourage and support local businesses in green
investments and products.
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Regarding the difficulties faced in the development of ESG in Hong Kong, 61% of the
respondents believe that the government lacks clear policy guidelines for ESG
development, 58% believe that there is a lack of relevant regulations and regulatory
mechanisms, and 55% believe that the highly competitive business environment
constrains ESG investments by companies.

To balance the relationship between sustainable procurement and business interests, the
following are the respondents' opinions:

- When green procurement becomes more widespread, prices will become competitive.

- As long as the government provides subsidies and long-term industrial policies, along
with sufficient social responsibility education, there will naturally be a convergence of
business interests and social consensus.

- The government should proactively introduce preferential programs for participating
organizations, such as capital gains tax exemptions.

- Include relevant sustainable development requirements in tender documents, allowing
bidding companies to assess and establish appropriate policies themselves.

- Continuously explore sustainable development programs to achieve effective goals at
the lowest cost.

In summary, the development of the ESG economy can enhance Hong Kong's
competitiveness and international image, attract investors, and solidify its position as
an Asian financial hub. The government could refer to the above consultation results
and lead various stakeholders in developing Hong Kong's ESG economy.
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Part B - Supporting Organizations on the Industry Consultation

The industry consultation is supported by The Federation of Hong Kong Industries,
Asia CEO Community; Social Impact Investment Foundation; SynTAO Green Finance
and Think ESG Ltd.
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