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Asia’s Sustainable Finance

Mushtaq Kapasi, Managing Director, Chief Representative,
Asia Pacific, International Capital Market Association

If we accept the scientific evidence that
human societies have accelerated climate
change, and that the effects on our planet
may be wide-ranging and unpredictable,
then we must invest to transform our
economies to mitigate these effects, and also
invest to protect the places where we live.
The amount of investment required in Asian
emerging markets for climate mitigation
and adaptation has been estimated as US$ 1.1
trillion per year. And the financial markets
have an important role to play to help
source and channel capital investment for
environmental and social benefit.

ICMA Principles and
the sustainable bond market

The International Capital Market Association
(ICMA) has been at the forefront of global
sustainable finance, with the first set of
widely used market guidance for financial
products dedicated to sustainability. These
are the Green Bond Principles, introduced
in 2014, followed more recently by the
Social Bond, Sustainability Bond, and
Sustainability-Linked Bond Principles.
The Green, Social, and Sustainability Bond
Principles are based on use of proceeds—
in other words, the money raised through
these bonds must be directed towards
sustainable ends. The Sustainability-Linked
Bond Principles, by contrast, allow use of
proceeds for any purpose, but require an
issuer such as a company or a government
to set ambitious sustainability metrics and
targets, and link the economic payments on
the bond to the company’s progress toward
these concrete sustainable goals.

The Principles together now serve as the
foundation for 97% of all bonds labelled as
“sustainable” worldwide -- a total of US$4.6
trillion in issuance (excluding certain
Chinese and US municipal issuances).
Approximately US$1 trillion of this total has
come from Asia, with US$200 billion last
year.

This is considerable progress, but the
volumes are still small compared to the total
amount of financing needed, not to mention
the global fixed income securities market
which has a size of US$140 trillion. We also
must admit that a large amount of financing,
not only in the public bond markets but also
in private markets, continues to go toward
fossil fuel and other carbon-heavy industries.
Also, though beyond the scope of this
article, it may be argued that governments
continue to subsidize fossil fuels, through
inefficient pricing mechanisms as well as
underaccounting of environmental costs.

Focusing back on the debt capital markets,
ICMA research has shown that in recent
years 10-15% of bonds by volume from Asian
issuers are offered internationally, that is,
outside the domestic markets, compared to
30-40% of bonds globally. But if we examine
the international bonds from Asia, we find
that more than 21% of these bonds by volume
were sustainable in 2024, compared to 9% of
international bonds from all issuers globally.
This means that the international capital
markets in Asia still have room to grow,
and that Asian sustainable finance products
are especially sought-after by international
investors.
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Sustainable finance in Asia

Of course Asia is vast and diverse - 4.8
billion people (and 59% of the world’s
population), and a multitude of markets at
all points in the spectrum of development.
But it is possible to note some regional
characteristics. Asia has higher population
density, more coastal megacities, more
dependence on agriculture, and therefore
more potential risk from typhoons,
droughts, and floods brought on by climate
change. At the same time, Asia’s energy
supply relies far more on coal than other
regions: about 50% for Asia compared to less
than 30% globally, and much of this from
younger plants in China and ASEAN. Asia
also has a much larger emerging middle
class, forecasted to grow from 2 billion to 3.5
billion during this decade, which means that
efforts to reduce carbon emission must be
balanced against economic development and
the eradication of poverty. Indeed we see
that in the sustainable bond markets, Asia
issuance is more weighted towards social
and sustainability (combining social and
green) bonds, with more than 50% of Asian
sustainable bonds either fully or partially
dedicated to social investment, compared to
less than 25% globally.

Overall this has led to a more pragmatic, yet
persistent approach to sustainable finance
in Asia, where the questions tend to be less
about what is green and what is not green,
and more about how to reach our climate
goals in the most efficient and realistic way
possible.

Transition finance guidance
from ICMA and Japan

This is the idea behind transition finance,
which seeks not only to provide capital for
companies and projects that are already
green, but to enable companies and industries
to become green. ICMA’s Climate Transition
Finance Handbook (CTFH), first published
in December 2020, was arguably ahead of its
time in recommending minimum suggested

steps and standards for sustainable finance
issuer to take in order to demonstrate a
robust and credible climate transition
strategy.

The CTFH provides guidance for issuers on
raising funds for climate transition-related
purposes. Here are the key recommendations:

l.Climate Transition Strategy and
Governance: Issuers should have a clear
and ambitious corporate strategy to
reduce climate change risks and have
clear governance structures to monitor
this strategy.

2.Environmental Materiality: The
business model should focus on the
environment, in particular reducing
greenhouse gas emissions.

3.Science-Based Targets: Climate
transition strategies and targets should
align with science-based goals, such as
those outlined in the Paris Agreement.

4. Transparency in Implementation:
Issuers should ensure clear disclosures
about their climate transition plans,
including how funds will be used (both
for capital investment and operational
expenses) and how their impact will be
measured.

The CTFH was updated in 2023 to include
guidance on Scope 3 emissions reporting,
science-based emissions reduction
trajectories, and alignment with well-
below-2°C scenarios. It also provides details
on carbon cost assumptions, phase-out
plans for carbon-intensive activities, and
disclosures regarding locked-in emissions,
all highly relevant for Asian economies.

The CTFH is particularly suited for
companies in carbon-intensive sectors,
who can mitigate reputational risk when
issuing labeled green or sustainable bonds.
ICMA’s guidance considers transition to be
a potential theme applied to both use-of-
proceeds and sustainability-linked bonds,
and also recognizes that issuers may wish
to apply a label of “transition bond” or
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“transition loan” to certain transactions.

This is particularly relevant for Japan,
which has been a global leader in tangible
initiatives to build a financial ecosystem
around climate transition. The CTFH served
as an inspiration and model for Japan’s
Basic Guidelines on climate transition
finance, a collaborative effort from the
Financial Services Agency (FSA) and
Ministry of Economy, Trade and Industry
(METI), and Ministry of the Environment.
These guidelines, like the CTFH, focus
on organization-level disclosures and
strategies.

Since 2021, METI has been releasing
roadmaps for industries with high
greenhouse gas emissions. These include
strategic steps and potential technologies
together with timelines to reach carbon
neutrality by 2050. METI also published
Transition Finance Follow-up Guidance,
which highlights ways for investors and
companies to continue an honest and
structured dialogue to help ensure that
climate goals can be met and that strategies
can be adapted as necessary. Most recently,
the Japanese government released the
Japan Climate Transition Bond Framework
in November 2023, and established the
GX Acceleration Agency, a first of its kind
globally, to help coordinate official-sector
transition finance efforts.

Transition finance development reaches
beyond Japan to wider markets in the region.
In October 2023, the ASEAN Capital Markets
Forum (ACMF), which represents ten
national securities regulators in southeast
Asia, published its Transition Finance
Guidance. It addresses how entities may
assess or demonstrate a credible transition
in ASEAN to obtain financing from capital
markets, making use of relevant resources

as needed. Its aim is to accelerate the efforts
of financial institutions to direct finance
to transitioning companies and create
incentives for real economy companies to
build more ambitious and credible transition
plans.

In the future, ICMA’s climate transition
finance working group will prioritize the
development of additional market guidance
based, among others, on a mapping of
transition finance projects and existing
official or market guidelines. This work will
also help identify any necessary updates
to the CTFH and other relevant existing
Principles guidance.

Next steps in the development of
sustainable finance

More broadly but related to transition,
ICMA has released guidance on “green
enabling” activities, not inherently green
but that are a necessary component of green
project’s value chain. Also together with
stakeholders in the market, ICMA continues
to develop impact reporting guidelines for
environmental and social projects funded by
sustainable bonds and transition strategies.
And it is worth mentioning that technology
and Artificial Intelligence (AI) are playing a
more crucial role in sustainable finance on
many levels such as data analysis, reporting,
and risk assessment, with Asia leading much
of this innovation.

In fact, ICMA will be holding the 11th
Annual conference of the Principles in
Tokyo in November 2025. This is the
premier global annual event for the
sustainable bonds market, and holding the
worldwide conference in Asia demonstrates
the importance of the Asian and Japanese
sustainable markets in the global evolution
of sustainable finance.



