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Prospects for Sustainable Finance in ASEAN

Kosintr Puongsophol, Financial Sector Specialist’

Current State of Sustainable
Finance Markets in ASEAN

The Association of Southeast Asian Nations
(ASEAN) has experienced tremendous
growth in the sustainable finance sphere
in recent years, particularly after the
introduction of the ASEAN Green, Social,
and Sustainability Bond Standards in
2017 and 2018. Singapore has the largest
sustainable finance market in ASEAN,
followed by Indonesia, the Philippines,
Thailand, and Malaysia.

As in many other countries, the green bond
market had dominated the sustainable
finance market among members of ASEAN
until the outbreak of the coronavirus disease
(COVID-19). By March 2020, the issuance
of social and sustainability bonds started
to outpace that of green bonds. Indonesia
issued Asia’s first pandemic bonds to fund its
COVID-19 recovery efforts, while Thailand
issued the region’s first sustainability bond
to finance green infrastructure and social
impact projects supporting the country’s
recovery from the COVID-19 pandemic.

The ASEAN Community Vision 2025
underlines the complementarity of the
United Nations (UN) 2030 Agenda for
Sustainable Development with ASEAN
community building efforts to uplift
the standards of living of people across
the region.” Relevant policymakers and
regulatory bodies have outlined the
importance of sustainable finance through
the development of various practical and
actionable roadmaps to scale up sustainable
finance in the region.

Asian Development Bank

Sustainable Finance Defined

Although the term “sustainable finance”
can have different interpretations from
country to country, the basic principle is the
same, which is to integrate environmental,
social, and governance (ESG) practices into
business decisions, financing strategies, and
financial services.

In capital markets, regulators often emphasize
the importance of good corporate governance.
The Group of Twenty - Organisation for
Economic Co-operation and Development
Principles of Corporate Governance serve
as an international benchmark to assist
regulators and policy makers to evaluate
and improve the legal, regulatory, and
institutional framework for corporate
governance, with a view to supporting
economic efficiency, sustainable growth,
and financial stability.’ In the world of
sustainable finance, having good corporate
governance remain an important element,
while at the same time adding emphasis on
environmental and social considerations.

According to the Monetary Authority of
Singapore (MAS), sustainable finance is
referred to as the practice of integrating
ESG criteria into financial services to bring
about sustainable development outcomes,
including mitigating and adapting to the
adverse effects of climate change.” In the
Philippines, sustainable finance refers to
any form of financial product or service
that integrates ESG criteria into business
decisions that support economic growth and
provide lasting benefits for both clients and
society while also reducing pressures on
the environment. This covers green finance
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that is designed to facilitate the flow of
funds toward green economic activities and
climate change mitigation and adaptation
projects.’

Environmental definitions have evolved
in recent years, especially after the
introduction of the Green Bond Principles by
the International Capital Market Association
in 2014. The Climate Bonds Initiative (CBI)
published the second version of the Climate
Bond Standards (CBS) in 2015, which laid out
more consistent and science-based criteria to
ensure that green bonds are consistent with
the goals of the Paris Climate Agreement to
limit warming to under 2 degrees Celsius
compared to pre-industrial levels. These
standards and principles provided much
more clarity to the market in terms of use of
proceeds, processes for project evaluation
and selection, management of proceeds,
and reporting. With greater clarity, issuers
became more comfortable issuing green
bonds, while investors were provided with
the information necessary to evaluate the
environmental impact of their green bond
investments.

Despite significant growth in the social bond
market in 2020, the definition of a social
bond is much broader and more complex
than that of a green bond, as a social impact
assessment cannot simply be applied using a
one-size-fits-all model. Such an assessment
largely depends on the local context and
the underlying project categories that the
proposed social bond will finance. In Asia,
issuance of social bonds so far has been
dominated by government-related agencies
in high-income economies such as Japan
and the Republic of Korea, where such
issuance makes up 41% and 49% of the entire
outstanding Asian social bond market,
respectively.’®

Sustainable Finance Instruments
Many innovative financial instruments

have been introduced as governments and
corporates strive to direct private capital to

address long-standing environmental and
social ills even as the pandemic eases and
a new global normal emerges. Instruments
such as green, blue, social, and sustainability
bonds - all of which were developed based
on the use-of-proceeds approach - became
more popular among Asian issuers. These
bonds specify eligible projects and assets
that are associated with the bond.

Recently, there has been a surge in
the alternative approach, which links
sustainability outcomes for the bond
issuer to the coupon rate that is paid to
investors. This usually involves a step-
up or step-down in coupon rates triggered
by the achievement (or not) of specific
sustainability targets. These sustainability-
linked bonds are a forward-looking,
performance-based instrument that are
aligned with the Sustainability-Linked Bond
Principles developed by the International
Capital Market Association.

There has also been a surge in loan products,
such as green loans and sustainability-
linked loans, that are associated with the
Sustainability-Linked Bond Principles,
as well as newly emerging financial
instruments based on the principle of pay-
for-success, such as social impact bonds and
development impact bonds.

Recent Developments in ASEAN

Given the robust growth in the sustainable
finance market, there have been several
notable developments in the region.

On regulatory support, ASEAN central
banks and monetary authorities worked
together to develop the ASEAN Central
Banks’ Agenda on Sustainable Banking,
which was released in October 2020 to
provide guidance in safeguarding financial
stability while supporting the transition to
a low-carbon economy. Meanwhile, several
banking associations in ASEAN - such as
the Association of Banks in Cambodia,
Association of Banks in Singapore, and Thai
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Bankers’ Association - have introduced
voluntary sustainable lending guidelines
that set out minimum expectations on
sustainable lending practices, taking into
account members’ sustainability strategies
and business models. Given the dominance
of the banking sector in ASEAN, this
development is highly welcomed because
active involvement of financial institutions
in sustainable finance is an integral part
of the ecosystem for financing Asia’s
sustainable development. This also allows
financial institutions to better manage and
analyze exposure of their portfolios to
financial risks that have emerged because of
climate change.

Supervisory bodies and central banks from
6 out of the 10 economies in ASEAN have
participated in the Network of Central
Banks and Supervisors for Greening the
Financial System to exchange experiences,
share best practices, and contribute to the
development of environmental and climate
risk management in the financial sector,
especially from the emerging market
perspective. Some central banks and
monetary authorities, such as the Bangko
Sentral ng Pilipinas and the MAS, have
allocated part of their reserves to green
investments through green bond funds
established by the Bank for International
Settlements.

Following the launch of the ASEAN Green
Bond Standards in 2017 and the ASEAN
Social and Sustainability Bond Standards in
2018, ASEAN securities regulators, through
the ASEAN Capital Markets Forum and the
ASEAN Working Committee on Capital
Market Development, recently published
the Roadmap for ASEAN Sustainable
Capital Markets,” and the Report on
Promoting Sustainable Finance in ASEAN,?
respectively, to provide strategic direction to
policymakers in scaling sustainable finance
in the region. As part of the process, ASEAN
regulators are looking to develop ASEAN
taxonomies that are globally consistent
and locally relevant to provide better

quantification and clarity in terms of project
selection to promote much-needed climate
resilient infrastructure investments.

To further emphasize the importance of
sustainable finance and to demonstrate the
government’s commitment to nationally
determined contributions in the 2015 Paris
Agreement, the Government of Indonesia
led the issuance of the region’s first
sovereign green sukuk (Islamic bonds) in
2018,2019 and 2020, while the Government
of Thailand issued the first sovereign
sustainability bond in 2020, a first-of-its-
kind issuance by a sovereign in ASEAN
as part of the country’s recovery from the
COVID-19 pandemic in a manner aligned
with the 2015 Paris Agreement and the UN
Sustainable Development Goals.

Other types of innovative financial
instruments have been issued by ASEAN-
based issuers. The Asian Development Bank
(ADB) issued its inaugural education bond
in February 2021 to finance a pool of projects
related to the sector, including technical and
vocational training, in Asia and the Pacific.
The 10-year bond was purchased entirely by
Dai-ichi Life Insurance Company, Limited of
Japan.” In addition, ADB supported the first
certified green syndicated loan to develop
and operate a solar power plant in Viet
Nam."” In March 2020, a Thai conglomerate
successfully completed Thailand’s first ever
cross-border sustainability-linked ninja loan;
participants included 16 Japan-based banks
and institutions." Supported by ADB, the
first certified climate bond in Asia and the
Pacific was issued by AP Renewables, Inc.,
a subsidiary of Aboitiz Power Corporation,
for the Tiwi-MakBan geothermal energy
facilities in February 2016.

One of the landmark transactions by an
ASEAN issuer was the issuance of a green
bond by the Bank of the Philippine Islands
denominated in Swiss francs in August
2019. It was the first public benchmark bond
from the Philippines denominated in Swiss
francs (CHF100 million), the first ASEAN

11
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green bond benchmark for the Bank of
the Philippine Islands, and the first rated
Philippine green bond in the international
market. Due to significant demand from
investors, the bond carried a zero coupon
and a negative yield.

As Secretariat of the ASEAN+3 Asian
Bond Markets Initiative (ABMI), ADB
is supporting the establishment of local
green bond verifiers in ASEAN through its
regional technical assistance program.”
The program aims to help developing
member countries create the necessary
ecosystem to develop a sustainable finance
market in a sustainable manner.” The
presence of a local external reviewer who
possesses an in-depth understanding of
the local context, regulatory environment,
and market practices is seen as beneficial,
especially in a region with varying levels of
economic development and diverse cultures.
An external reviewer or approved verifier
under the Climate Bonds Standard that is
based in the same jurisdiction and speaking
the same language as the issuer is better
able to help issuers to issue thematic bonds
or sustainability-linked products that are
aligned with international practices, thereby
strengthening international good practices
in the local market.

Despite the strong policy guidance from
regulators and the remarkable growth in
the sustainable finance market through
innovative financial products, the size of
ASEAN’s thematic bond market is still
extremely small at less than 1% of the
aggregate local currency bond market in
the region. If sustainable investing is to
become mainstream, investors will need
to dedicate resources on a permanent
basis. Also, corporate bond issuers need
to contribute to creating projects with
positive environmental and social impacts.
Therefore, more work needs to be done to
promote greater awareness on the impact
of climate change. It is important to build
demand and supply of both real economy
projects as well as investments to create a

virtuous cycle." As Secretariat of ABMI,
ADB has developed a dedicated section on
the AsianBondsOnline information portal
(https://asianbondsonline.adb.org/) to
provide comprehensive information on
the development of sustainable finance in
member countries.

Implications for Japan

As Japan is one of the major investors in
ASEAN, both in terms of foreign direct
investment and portfolio investment,
Japanese investors can certainly play a
significant role in supporting sustainable
finance development in ASEAN. This
will demonstrate Japan’s commitment to
tackling global climate change and further
accentuate Japan’s commitment to achieve
carbon-neutral status by 2050.

Japanese investors, especially pension funds
and insurance companies, already have an
ESG investment mandate as well as a sizable
portion of sustainable finance investments.
The Government Pension Investment Fund
is indirectly financing green projects in
Asia through its investment in ADB’s green
bonds.” Japanese insurance companies
operating in ASEAN would be able to
invest in long-term securities while at the
same time creating positive environmental
and social impacts. This would also allow
corporate bond issuers to expand their
investor base, which according to recent
discussions with potential issuers, is one of
the major reasons to issue thematic bonds.

Japanese corporates can also contribute to
the development of sustainable finance by
issuing thematic local currency bonds in
ASEAN to finance their investments. This
would not only allow companies to finance
their operations with the same currency
as their revenue streams, but it would
also support capital market development
in ASEAN countries. As Secretariat of
ABMI, ADB has developed the ASEAN+3
Multicurrency Bond Issuance Framework
(AMBIF) to facilitate intraregional local
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currency bond issuance by creating
common market practices; utilizing a
common document for submission, the
Single Submission Form; and highlighting
transparent issuance procedures as
documented in the Implementation
Guidelines for each participating market.
AMBIF is expected to expand opportunities
for issuers and investors; issuers can
raise funds in local currencies in AMBIF-
participating markets, including Japan,
more easily, and investors can invest in
local currency bonds more easily. Mizuho
Bank was the first issuer under AMBIF
when the bank issued a THB-denominated
bond, targeted at professional investors in
Thailand, and cross-listed the bond on the
Tokyo Pro-Bond Market.

Conclusion

Despite the recent remarkable growth of
the sustainable finance market in ASEAN,
the market’s overall size remains small
and much work remains to help the region
develop an integrated and indivisible
market, and to balance the three dimensions
of sustainable development - economic,
social, and environmental - under the 2030
Agenda and UN Sustainable Development
Goals.
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2 ASEAN Community Vision 2025. (https://www.asean.org/wp-
content/uploads/images/2015/November/aec-page/ASEAN-
Community-Vision-2025.pdf)

3 G20/0ECD Principles of Corporate Governance - OECD.
(http://www.oecd.org/corporate/principles-corporate-
governance/)

4 Sustainable Finance. (https://www.mas.gov.sg/development/
sustainable-finance)

5  Sustainable Finance Framework of the Bangko Sentral ng
Pilipinas. (https://www.bsp.gov.ph/Regulations/Issuances/
2020/c1085.pdf)

6 Primer on Social Bonds and Recent Developments in Asia.
(https://www.adb.org/sites/default/files/publication/677671/
social-bonds-recent-developments-asia.pdf)

7  ASEAN Capital Markets Forum. (https://www.theacmf.org/
initiatives/sustainable-finance/roadmap-for-asean-sustainable-
capital-markets)

Several initiatives have already been
implemented by ASEAN governments
- particularly, the introduction of the
ASEAN Green, Social, and Sustainability
Bond Standards - while other important
initiatives are in the pipeline. Japan, as a
member of ASEAN+3 and a major trading
partner in the region, certainly has a role to
play to help develop a sustainable finance
market in ASEAN. As issuers, Japanese
corporates can issue thematic bonds in
the local currency of ASEAN countries to
finance their investments, while at the same
time promoting the culture of corporate
social responsibility. As investors, Japanese
pension funds, financial institutions, and
insurance companies that are operating
in ASEAN can play the role of responsible
investor by focusing on firms that are
implementing good ESG practices.
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